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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ☐  No ☒

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ☐   No ☒

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ☒   No ☐
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☐Accelerated filer ☒
Non-accelerated filer   ☐Smaller reporting company ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act. Yes ☐   No ☒

The approximate aggregate market value of voting and non-voting common equity held by non-affiliates of the
registrant, based on the closing price for the registrant’s common stock on June 30, 2015 (the last business day of the
registrant’s most recently completed second fiscal quarter) as reported on the NASDAQ Stock Market, was
$101,549,947. 

The number of shares of the registrant’s common stock outstanding as of March 1, 2016 was 43,817,151.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement for the registrant’s 2016 Annual Meeting of Stockholders are
incorporated by reference as set forth in Part III of this Annual Report. The registrant intends to file such definitive
proxy statement with the Securities and Exchange Commission within 120 days of the registrant’s fiscal year ended
December 31, 2015.
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SPECIAL NOTE ON FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, adopted pursuant to the
Private Securities Litigation Reform Act of 1995. Statements that are not purely historical may be forward-looking.
You can identify some forward-looking statements by the use of words such as “believes,” “anticipates,” “expects,” “intends”
and similar expressions. Forward-looking statements involve inherent risks and uncertainties regarding events,
conditions and financial trends that may affect our future plans of operation, business strategy, results of operations
and financial position. A number of important factors could cause actual results to differ materially from those
included within or contemplated by such forward-looking statements, including, but not limited to risks relating to the
uncertainty of growth in market acceptance for our technology, our history of losses since inception, our ability to
remain competitive in response to new technologies, the costs to defend, as well as risks of losing, patents and
intellectual property rights, our customer concentration and dependence on a limited number of customers, a reliance
on our future customers’ ability to develop and sell products that incorporate our technology, the uncertainty of
demand for our technology in certain markets, the length of a product development and release cycle, our limited
experience manufacturing hardware devices, our ability to manage growth effectively, our dependence on key
members of our management and development team, and our ability to obtain adequate capital to fund future
operations, For a discussion of these and other factors that could cause actual results to differ from those
contemplated in the forward-looking statements, please see ‘‘Item 1A. Risk Factors’’ and elsewhere in this Annual
Report, and in our publicly available filings with the Securities and Exchange Commission. Forward-looking
statements reflect our analysis only as of the date of this Annual Report. Because actual events or results may differ
materially from those discussed in or implied by forward-looking statements made by us or on our behalf, you should
not place undue reliance on any forward-looking statement. We do not undertake responsibility to update or revise
any of these factors or to announce publicly any revision to forward-looking statements, whether as a result of new
information, future events or otherwise.

3
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PART I

ITEM 1. BUSINESS

Neonode Inc. (collectively with its subsidiaries, is referred to in this Annual Report as “Neonode”, “we”, “us”, “our”,
“registrant”, or “Company”) develops and licenses user interfaces and optical interactive touch solutions. Our patented
technology offers multiple features including the ability to sense an object’s size, depth, velocity, pressure, and
proximity to any type of surface. We license our multi-touch technology to Original Equipment Manufacturers
(“OEMs”) and Original Design Manufacturers (“ODMs”) who incorporate it into devices that they develop, manufacture
and sell. In addition, in 2016, we expect to begin manufacturing and selling touch modules to OEMs, distributors and
directly to end users. 

Our Company

Neonode Inc., formerly known as SBE, Inc., was incorporated in the State of Delaware on September 4, 1997. SBE’s
name was changed to Neonode Inc. upon the completion of a merger on August 10, 2007 between SBE and the parent
company of Neonode AB, a company founded in February 2004 and incorporated in Sweden. As a result of the
merger, the business and operations of Neonode AB became the primary business and operations of Neonode Inc. Our
principal executive office is located in Stockholm, Sweden. Our office in the United States is located in San Jose,
California.

4
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In 2008, we established a wholly owned subsidiary Neonode Technologies AB (Sweden) to develop and license
touchscreen technology. In 2013, we established additional wholly owned subsidiaries: Neonode Japan Inc., (Japan);
Neno User Interface Solutions AB (Sweden); NEON Technology Inc. (U.S.); and Neonode Americas Inc. (U.S.). In
2014, we established one additional wholly owned subsidiary: Neonode Korea Ltd. (South Korea). In 2015, we
established one additional wholly owned subsidiary: Neonode Taiwan Ltd (Taiwan). In 2015, we established a 51%
majority owned consolidated subsidiary: Pronode Technologies AB (Sweden).

Trademarks

We use Neonode, our logo, zForce, MultiSensing, AirBar and other marks as trademarks. This Annual Report
contains references to our trademarks and service marks and to those belonging to other entities. Solely for
convenience, trademarks and trade names referred to in this Annual report, including logos, artwork and other visual
displays, may appear without the ® or ™ symbols, but such references are not intended to indicate in any way that we
will not assert, to the fullest extent under applicable law, our rights or the rights of the applicable licensor to these
trademarks and trade names.

Our Touch Solution 

We develop and license user interface and touch technology. We also are developing, and intend to manufacture and
sell, hardware solutions incorporating our interface and touch technology. 

We offer a patented family of optical touch solutions under the zForce and MultiSensing brands . Our optical touch
technology is capable of projecting a full plane of light beams in free air or over any flat touch surface. Our
technology can also send light into a fluid or a glass to achieve a flush design without a bezel. An object touching the
touch surface obstructs a portion of the projected light beams. This small variance of signal is detected with sensitive
light sensors connected to our touch controllers that process the analog signals and produce touch object coordinates.

Licensing Solutions

As of December 31, 2015, we had forty technology license agreements with global OEMs and ODMs. Sixteen of our
customers are currently shipping products and we anticipate other customers will initiate product shipments as they
complete their final product development and release cycle throughout 2016 and onwards. In addition, we are
currently developing prototype products and are engaged in product engineering design discussions with numerous
global OEMs and ODMs who are in the process of qualifying our touch technology for incorporation in various
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products. The development and release cycle for these products typically takes six to thirty-six months.

Consumers experience our technology in products such as laptop computers, all-in-one computers and stand-alone
monitors running on Microsoft Windows and Google Chrome operating systems, printer products, GPS devices,
e-readers, tablets, touch panels for automobiles, household appliances, mobile phones, wearable electronics, games
and toys. In addition to traditional screens, our technology can make any surface – including water and air – touch
functional.

For OEMs and ODMs, our solution offers industrial design flexibility, low power consumption, and cost-effective
manufacturing. OEMS and ODMs can incorporate our touch technology into a wide range of devices such as tablets
and e-readers, printers, computers, mobile phones, wearables, toys and gaming consoles, and advanced automotive
infotainment systems.

We also offer engineering consulting services to our OEM and ODM customers on a flat rate or hourly rate basis.

5
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Hardware Solutions

In 2015, we announced the development of AirBar. Through a simple USB connection, the AirBar hardware module
will enable touch functionality for non-touch PCs. The AirBar “Plug-and-Touch” solution is based on our zForce AIR
sensing platform.

We expect to begin manufacturing and selling AirBar in 2016. Initially, we intend to offer AirBar for notebook PCs.
We expect to market AirBar through consumer electronics retailers, online stores, and resellers to the education and
enterprise customers. We have signed agreements with Ingram Micro to act as our direct customer and distribution
channel.

Beyond direct purchasers of AirBar, we anticipate demand from PC OEMs to bundle AirBar with their non-touch
notebooks to add greater value and functionality to their low to mid-end notebooks.

Touch Technologies

Background

There are various technologies for touchscreen and touch-enabled surfaces available in the market with differing
profiles, power consumption, level of maturity, and cost:

●Optical touch technology uses light beams that are broken, reflected by a finger or other non-conductive object todetect a touch.

●
Capacitive touchscreens typically use one or several layers of transparent conductive material typically indium tin
oxide applied to the inner structure of the LCD or on a glass or plastic layer in front on the LCD to sense touch
activation.

●Resistive touchscreens use conductive and resistive layers separated by thin space.

●Acoustic pulse recognition touch technology uses piezoelectric transducers located at positions of the screen to turnthe mechanical energy of a touch vibration into an electronic signal.

●Surface acoustic wave touchscreens use ultrasonic waves that pass over the screen.
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●In-cell optical touch technology embeds photo sensors or conductive sensors directly into a Liquid Crystal Display(“LCD”) glass to act like a low-resolution camera to “see” the shadow of the finger.

●Dispersive signal touch technology uses sensors to detect the mechanical energy in the glass occurring due to atouch.

The two dominant types of touchscreen technologies available are capacitive and resistive. A capacitive touchscreen
reacts to a conductive object by sensing the difference in capacitance between two areas on the sensor surface or
between the finger and the ground. Capacitive touchscreens are suitable if the user has unimpeded contact between the
finger and the screen. A resistive touchscreen is pressure-sensitive. Resistive touchscreens are suitable for detailed
work and for selection of particular spot on a screen. Resistive technology is not useful for sweeping gestures or
motion, such as zooming in and out.

6
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Optical Touch Advantages

Our optical technology projects light across the touch surface or detection area without any need for an extra physical
layer to be added. It can be used with thick gloves or any other object. Our optical touch technology also can be fully
waterproofed and will provide touch functionality even when fully submerged. In addition to traditional touch
interaction on the screen, our optional touch technology can be used in the free space around the screen or product
using proximity sensing.

We believe our optical touch technology has a number of key advantages over other touch screen technologies:

●Our optical technology does not require additional layers that may dilute the image quality of the display or causeunwanted reflections and glare making reading the display difficult;

●Our optical technology is more responsive than capacitive sensor technology and, as a result, is quicker and lessprone to misread;

●Our optical technology requires no downward pressure on the touch surface in order to select or move items on thetouch surface in stark contrast to resistive touch screens;

●Our optical technology is cost-efficient due to the lower cost of materials and simple and high yield manufacturingprocess;

●Our optical technology enables multiple methods of input, such as continuous tracking of multiple fingers, taps to hitkeys, sweeps to zoom in or out, and gestures to write text or symbols directly on the touch surface;

●Our optical technology works in all climates and environments and does not require any special properties from theobject used; and

●Our optical technology does not require any black space or borders on the sides of the display and can thereforeenable a slimmer design around a display leading to smaller and better looking devices.

Unlike competing technologies, our optical touch screen technology does not require glass. The removal of the glass
reduces glare, enhances image clarity, optimizes power consumption, lightens weight, and lowers cost. In contrast,
other touch technologies such as capacitive and resistive require a physical touch sensor layer, typically covering the
display, in order to detect touches. Layering technology required to activate the capacitive and resistive sensors can be
very costly. Glass or plastic layers used in capacitive touch may also increase the friction of the touch surface giving a
less enjoyable feel.

Our Market

Automotive
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Touch interface displays are becoming standard equipment in vehicles. Display sizes are increasing and curved
displays are appearing on the market. Our touch technology is able to support size and shape in a cost-effective
manner. We develop our touch technology to meet stringent operating requirements for automotive environments,
including electrical, temperature, moisture and vibration standards. Unlike competing technologies such as resistive
and projected capacitive, our optical touch solutions does not require an additional layer to be placed in front of the
screen which otherwise would reduce the readability of the screen and causes glare and reflections. We believe our
technology delivers the highest performance and the highest reliability in the market.

In 2015, our ten automotive OEM customers had a total of twenty automobile models in the market. The majority of
these are in China and include SUVs (Boojun 560 and Haval H6 ) and the two top-selling sedans (Chevrolet Cruize
and Buick Excelle). In the fourth quarter of 2014, Volvo launched their new XC90 incorporating a 9.7 inch display
using our touch technology. In the fourth quarter of 2014, the new MG GT was launched also using our technology.

We believe that our optical touch solutions are positioned to make further inroads in the global automotive market by
providing brighter, more readable displays, with a full operating temperature range that are easily usable while
wearing gloves. The Volvo XC90 and S90 infotainment systems have received awards citing properties such as
responsiveness and gloved operation. These properties are based upon our zForce touch technology.

In addition to infotainment displays, our zForce AIR technology is adaptable to other automobile components:

●

our zForce DRIVE technology enables high fidelity detection of hands and fingers positions on the steering wheel.
This helps create a safer and more natural interaction with the automobile’s systems and the driver’s smart phone to
decrease driver distraction. In 2015, we entered into an agreement with Autoliv Development AB, a leading supplier
of safety products for the automotive industry, to explore and industrialize our zForce technology for the steering
wheel.

●our zForce AIR technology is being deployed in door handles and other exterior parts of the automobile to enablekeyless entry and automation of door functions. We estimate that the first systems will be available in early 2017.

We currently are engaged with several global automotive OEMs and their tier one suppliers developing automotive
Human Machine Interface (“HMI”) infotainment and entry systems. These projects typically have long development
cycles that can take as long as four to five years before any meaningful production and license fee generation will
occur.

7
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Printers and Office Equipment

Photo printers and printers combining printer/scanner/fax functions typically require feature-rich menus and settings
to deliver the best user experience, and printer OEMs are increasingly replacing mechanical buttons with interactive
displays. We have signed agreements with five of the leading global printers and office equipment OEMs including
Hewlett Packard (“HP”) and Samsung. HP started shipping the first consumer printer with our touch technology
integrated in early 2014 and today the majority of their printer models with interactive displays are using our
technology. Lexmark released seven new models of next generation color printers with a touch interface in January
2016. Samsung and two other customers are currently finalizing their development phase and are expected to have
printers and office equipment ready for retail rollouts throughout 2016 and 2017.

E-Readers and Tablets

Our touch technology is widely used in e-readers and tablets. Since 2011, over 23 million e-reader and tablet units
have been shipped containing our touch technology by customers such as Amazon, Kobo, Deutsche Telekom, Barnes
& Noble and Sony. Sony is currently shipping a 13.3 inch writing tablet named “Digital Paper” that integrates our
technology. Customers such as LeapFrog Enterprises and LG are shipping tablets with our technology.

Computers and Monitors

Our touch technology is suitable for laptops, all-in-one computers and stand-alone monitors. Our technology provides
for a state of the art modern looking industrial design with no bezels and a flush edge to edge design optimized for the
new generation of LCD panels with only a few millimeters of black frame. Because it does not require any expensive
and brittle glass in front of the LCD to carry the touch sensors, our touch solution can result in more reduction in the
cost to implement touch functionality, and in a glare free product with less weight and more usage time on the same
battery. In addition, our technology scales over different display sizes and can handle curved displays as well as large
transparent displays. We have technology license agreements and are in product design phase with tier one computer
and monitor OEMs that we expect will begin shipping products in 2016. We are also in the process of attaining
Microsoft Windows 10 certification on top of our already received Windows 8.1 certification.

Distribution, Sales and Marketing

In our licensing business, we consider OEMs and ODMs to be our primary customers. OEMs and ODMs determine
the design requirements and make the overall decision regarding the use of our user interface and touch technology in
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their products. The use and pricing of our user interface and touch technology are governed by a technology licensing
agreement.
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Our sales staff solicits prospective customers and receives substantial technical assistance and support from our
internal engineering resources because of the highly technical nature of our product solutions. We expect that sales
will frequently result from our sales efforts that involve executive/senior management, design engineers, and our sales
personnel interacting with our potential customers’ decision-makers throughout the product development and order
process.

Our sales are normally negotiated and executed in U.S. Dollars.

Our sales force and marketing operations are managed out of our office in Stockholm, Sweden. Our current sales force
is comprised of sales offices located in the U.S., Sweden, South Korea, Japan and Taiwan.

We intend initially to produce AirBar through partners in Sweden in a highly automated manufacturing process. From
this production facility we will ship to distributors such Ingram Micro in various global locations. Ingram Micro will
fulfill retailer, online stores, and reseller customer orders. Ingram Micro also will be the fulfillment partner for all
online sales which take place through www.air.bar.

Controller Chips

Under our licensing model, our OEM and ODM customers may use customized single optical controller chips
developed in collaboration with Texas Instruments or STMicroelectronics designed specifically for our optical touch
technology. These controller chips can only be sold to customers who have a technology license agreement with
Neonode.

The NN1001, the first generation optical controller chip, was developed pursuant to an Analog Device Development
Agreement between Neonode and Texas Instruments entered into on February 4, 2011 and effective as of January 24,
2010. The NN1001 began shipping to customers in May 2012.

The NN1002, the second generation optical controller chip, was developed pursuant to an Analog Device
Development Agreement between Neonode and Texas Instruments entered into on April 25, 2013 effective December
6, 2012. The NN1002 began sampling to customers in May 2014.
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The NN1003 is the third generation controller chip and is currently in development with STMicroelectronics. The
NN1003 is designed for large screen applications.

9

Edgar Filing: Neonode, Inc - Form 10-K

16



The NN1001, NN1002, and NN1003 controller chips are designed to simplify integration, reduce cost, and increase
performance.

●The NN1001 and NN1002 have scanning speeds of 1000 Hz (latency down to 1ms).

●The NN1002 is designed to support advanced power management and enables touch detection even when the deviceis in sleep or off mode.
●The NN1002 is designed to consume less than 1mW at 100Hz.
●The NN1002 and NN1003 are designed to be synchronized to touch enabled larger areas by using multiple chips.

●The NN1002 and NN1003 are designed to support simultaneous scanning leading to significantly higher scanningspeeds and reduced power consumption.

Technology License Agreements

As of December 31, 2015, we have entered into forty technology license agreements compared to thirty-five and
thirty-three license agreements as of December 31, 2014 and 2013, respectively. The products related to these license
agreements include e-readers, tablets, mobile phones, commercial and consumer printers, automotive consoles, home
appliances, toys and games and GPS devices.

We are dependent on a limited number of OEM and ODM customers and the loss of any one of these customers could
have a material adverse effect on our future revenue stream. In the short term, we anticipate that we remain dependent
on a limited number of customers for substantially all of our future license revenues. Failure to anticipate or respond
adequately to technological developments in our industry, changes in customer or supplier requirements or changes in
regulatory requirements or industry standards, or any significant delays in the development or introduction of products
or services could have a material adverse effect on our business, operating results and cash flows.

Our customers are located in the United States of America (“U.S.”), Europe and Asia.

As of December 31, 2015 three customers represented approximately 78% of our consolidated accounts receivable.

As of December 31, 2014 three customers represented approximately 87% of our consolidated accounts receivable.

Our net revenues for the year ended December 31, 2015 were earned from thirty-five customers. Customers who
accounted for 10% or more of our net revenues during the year ended December 31, 2015 are as follows.

Edgar Filing: Neonode, Inc - Form 10-K

17



●Hewlett-Packard Company – 25%
●Autoliv – 21%
●Amazon – 14%

Our net revenues for the year ended December 31, 2014 were earned from thirty-two customers. Customers who
accounted for 10% or more of our net revenues during the year ended December 31, 2014 are as follows.

●Hewlett-Packard Company – 24%
●KOBO Inc. – 10%
●Leap Frog Enterprises Inc. – 11%
●Sony Corporation – 10%

10
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Our revenues for the year ended December 31, 2013 were earned from twenty-nine customers. Customers who
accounted for 10% or more of our net revenues during the year ended December 31, 2013 are as follows.

●KOBO Inc. – 28%
●Netronix Inc. – 18%
●Leap Frog Enterprises Inc. – 12%
●Sony Corporation – 11%

Geographical Data

The following table presents our net revenues by geographic region as a percentage of total revenues for the years
ended December 31:

2015 2014 2013
U.S. 56 % 60 % 51 %
Sweden 21 % 1 % 9 %
Japan 8 % 11 % 12 %
China 5 % 11 % 9 %
Germany 4 % - -
Taiwan 3 % 8 % 18 %
South-Korea 1 % 4 % -
Italy - 3 % -
Other 2 % 2 % 1 %
Total 100 % 100 % 100 %

The following table presents our total assets by geographic region for the years ended December 31 (in thousands):

2015 2014 2013
U.S. $4,341 $7,314 $10,280
Sweden 1,308 1,231 1,161
Asia 278 57 30
Total $5,927 $8,602 $11,471

Competition
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The touch technologies market is intensely competitive and characterized by rapidly changing technology, evolving
standards and new product releases by our competitors. Implementation of resistive touch technologies in consumer
devices is exponentially declining due to limitations regarding sweep gestures, limitations on industrial design, and the
negative impact on screen clarity due to film overlays.

Neonode is one of few companies that offer optical touch technology. Our major competition is companies offering
projected capacitive (“PCAP”) technologies. PCAP is a prevalent standard in mobiles and tablets offering finger based
touch and industrial design flexibility. PCAP has many suppliers competing to offer the same solution with price
being a major differentiation point. OEMs regularly change PCAP suppliers in order to maintain the best pricing.

Our competitors, and the interface technology we believe they offer, include the following:

Company Technology
Synaptics Capacitive; In-cell
ATMEL Capacitive; In-cell
Cypress Capacitive; In-cell
Maxim Capacitive; In-cell
Tyco Electronics Capacitive; Resistive; Surface acoustic wave
Touch International Resistive; Capacitive

11
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Intellectual Property

We rely on a combination of intellectual property laws and contractual provisions to establish and protect the
proprietary rights in our technology. The number of our issued and pending patents and patents filed in each
jurisdiction as of December 31, 2015 is set forth in the following table:

Jurisdiction No. of
Issued Patents

No. of Patents
Pending

United States 44 38
Europe 3 16
Japan 12 7
China 5 14
South Korea 8 6
Canada 8 8
Australia 13 6
Singapore 13 4
Patent Convention Treaty Not Applicable 2
Total: 106 101

Our patents cover six main categories: user interfaces, optics, controller integrated circuits, drivers, mechanics and
applications. The following table groups our patents into these six categories:

Patents UI Optics ASICs Drivers Mechanical Applications Total
Issued 22 37 5 10 4 28 106
Pending 16 52 2 5 6 20 101
Total 38 89 7 15 10 48 207

Our user interface software may also be protected by copyright laws in most countries, including Sweden and the
European Union, which do not grant patent protection for the software itself, if the software is deemed new and
original. Protection can be claimed from the date of creation.

AirBar is powered by Neonode’s zForce AIR platform which is protected by a number of granted patents.

Research and Development
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In fiscal years 2015, 2014 and 2013, we spent $6.3 million, $7.4 million and $7.2 million, respectively, on research
and development activities. Our research and development is predominantly in-house, but is also may be taken in
collaboration with external partners and specialists.

Employees

On December 31, 2015, we had sixty employees and seventeen part-time or full-time consultants. There were a total
of six employees in our general and administrative group, eight in our sales and marketing group and forty-six in our
engineering group. We have employees located in the U.S., Sweden, Israel, Japan, South-Korea and Taiwan. None of
our employees are represented by a labor union. We have experienced no work stoppages. We believe our employee
relations are positive.
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Additional Information

We are subject to the informational requirements of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”) and we file or furnish reports, proxy statements, and other information with the Securities and Exchange
Commission (“SEC”). The SEC maintains an Internet site that contains reports, proxy and information statements and
other information regarding issuers that file electronically with the SEC at www.sec.gov. The reports and other
information filed by us with the SEC are available free of charge on the SEC’s website. The public may read and copy
any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 20549.
The public may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330.

Our website is www.neonode.com. Through our website, we make available free of charge all of our filings with the
SEC, including our annual reports on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K as
well as Form 3, Form 4, and Form 5 reports for the Company’s directors, officers, and principal stockholders, together
with amendments to those reports filed or furnished pursuant to Sections 13(a), 15(d), or 16 under the Exchange Act.
These reports are available as soon as reasonably practicable after their electronic filing or furnishing with the SEC.
Our website also includes corporate governance information, such as our Code of Business Conduct (including Code
of Ethics for the Chief Executive Officer and Senior Financial Officers) and Board Committee Charters. We are not
including the information contained on our website as part of, nor incorporating it by reference into, this Annual
Report.

ITEM 1A. RISK FACTORS

An investment in our common stock involves a high degree of risk. Before deciding to purchase, hold, or sell our
common stock, you should consider carefully the risks described below in addition to the cautionary statements and
risks described elsewhere and the other information contained in this Annual Report and in our other filings with the
SEC, including subsequent reports on Forms 10-Q and 8-K. The risks and uncertainties described below are not the
only ones we face. Additional risks and uncertainties not presently known to us or that we currently deem immaterial
may also impair our business operations. If any of these known or unknown risks or uncertainties actually occurs, our
business, financial condition, results of operations or cash flows could be seriously harmed. This could cause the
trading price of our common stock to decline, resulting in a loss of all or part of your investment.

Risks Related To Our Business

We are dependent on a limited number of customers.
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Our net revenues for the year ended December 31, 2015 were earned from thirty-five customers. During the year
ended December 31, 2015, three customers represented approximately 60% of our consolidated net revenues. 

Our customer concentration may change significantly from period-to-period depending on a customer’s product cycle
and changes in our industry. The loss of a major customer, a reduction in net revenues of a major customer for any
reason, or a failure of a major customer to fulfill its financial or other obligations due to us could have a material
adverse effect on our business, financial condition, and future revenue stream.

We are dependent on the ability of our customers to design, manufacture and sell their products that incorporate
our touch technology, particularly in markets other than e-readers and tablets.

We generate revenue through technology licensing agreements with companies which must be successful in
designing, manufacturing and selling their products that incorporate our touch technology. The majority of our license
fees earned in 2015, 2014 and 2013 were from customer shipments of e-reader and tablet products. We expect that
customer shipments of e-readers and tablet products will decline in the future. If we are unable to expand our licenses
beyond e-readers and tablets or if our customers are not able to design, manufacture or sell their products, or are
delayed in producing their products, our revenues, profitability, and liquidity, as well as our brand image, may be
adversely affected.
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The length of a customer’s product development and release cycle depends on many factors outside of our control
and could cause us to incur significant expenses without offsetting revenues, or revenues that vary significantly
from quarter to quarter.

The development and release cycle for customer products is lengthy and unpredictable. Our customers often undertake
significant evaluation and design in the qualification of our products, which contributes to a lengthy product release
cycle. A customer’s decision to purchase our technology often requires a lengthy approval process undertaken by
several decision makers at the customer. The typical product development and release cycle is six to thirty-six months
with new customers while existing customer lead times are typically six to nine months. The development and release
cycle may be longer in some cases, particularly for automotive vehicle products. There is no assurance that a customer
will adopt our technology after the evaluation or design phase. The lengthy and variable development and release
cycle for products may also have a negative impact on the timing of our revenues, causing our revenues and results of
operations to vary significantly from quarter to quarter.

Our license customers rely upon component suppliers to sell products containing our technology.

Under our licensing model, OEMs and ODMs manufacture or contract to manufacture controller chips containing our
touch technology. As an alternative to sourcing controller chips on their own, our customers may opt to use
customized optical controller chips developed in collaboration with Texas Instruments or STMicroelectronics
designed specifically for our optical touch technology. The controller chips we develop can only be sold to customers
who have a technology license agreement with us. As part of their product development process, our customers must
qualify the chip components used in our products. If the controller chips provided by Texas Instruments,
STMicroelectronics or another supplier experience quality control problems, our technology may be disqualified by
one or more of our customers. The dependence on third parties to supply controller chips with our touch technology
exposes us to a number of risks including their inability to obtain an adequate supply of components, the failure to
meet our customer requirements, or their failure to remain in business or adjust to market conditions. If our customers
are unable to obtain controller chips with our touch technology, we may not be able to meet demand, which could
have a material adverse effect on our business, financial condition, results of operations and cash flows.

If we fail to develop and introduce new touch technology successfully and in a cost effective and timely manner, we
will not be able to compete effectively and our ability to generate revenues will suffer.

We operate in a highly competitive, rapidly evolving environment, and our success depends on our ability to develop
and introduce new touch technology that our customers and end users choose to buy. If we are unsuccessful at
developing new touch technology that are appealing to our customers and end users with acceptable functionality,
quality, prices and terms, we will not be able to compete effectively and our ability to generate revenues will suffer.
The development of new touch technology is very difficult and requires high levels of innovation and competence.
The development process is also lengthy and costly. If we fail to anticipate our end users’ needs or technological trends
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accurately or if we are unable to complete development in a cost effective and timely fashion, we will be unable to
introduce new touch technology into the market or successfully compete with other providers. As we introduce new or
enhanced touch technology or integrate new touch technology into new or existing customer products, we face risks
including, among other things, disruption in customers’ ordering patterns, inability to deliver new touch technology to
meet customers’ demand, possible product and technology defects, and potentially unfamiliar sales and support
environments. Premature announcements or leaks of new products, features, or technologies may exacerbate some of
these risks. Our failure to manage the transition to newer touch technology or the integration of newer technology into
new or existing customer products could adversely affect our business, results of operations, and financial condition.

We have limited experience manufacturing products and our entry into the hardware market may not be
successful.

Our business model in recent years has focused solely on licensing our touch technology. In 2016, we expect to begin
manufacturing the AirBar touch module. There is no assurance that this entry into hardware will result in market
acceptance or meaningful revenues. The success of AirBar will depend on customer response and our management’s
ability to execute on a new business offering. Our ability to manufacture AirBar is subject to numerous risks,
including:

●quality and reliability of product components that we source from third-party suppliers;

●our inability to secure product components in a timely manner, in sufficient quantities or on commercially reasonableterms;
●our failure to increase production capacity or volumes to meet demand;
●difficulty identifying and qualifying alternative suppliers for components in a timely manner; and
●establishing and maintaining effective distribution channels.  

These risks are likely to be exacerbated by our limited experience with AirBar and its manufacturing processes. As
demand for our products increases, we will have to invest additional resources to purchase components, hire and train
employees and enhance our manufacturing processes. If we fail to increase our production capacity efficiently, our
sales may not increase in line with our expectations and our operating margins could fluctuate or decline.

Our operating results may fluctuate significantly as a result of a variety of factors, many of which are outside of
our control.

As a result of our limited operating history and the nature of the markets in which we compete, it is extremely difficult
for us to forecast accurately. We base our current and future expense levels largely on our investment plans and
estimates of future events, although certain of our expense levels are, to a large extent, fixed. We may be unable to
adjust spending in a timely manner to compensate for any unexpected revenue shortfall. Accordingly, any significant
shortfall in revenues relative to our planned expenditures would have an immediate adverse effect on our business,
results of operations and financial condition.
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In addition, we are subject to the following factors, among others, that may negatively affect and cause fluctuations in
our operating results:

●the announcement or introduction of new products or technologies by our competitors;
● our ability to upgrade and develop our infrastructure to accommodate growth;
●our ability to attract and retain key personnel in a timely and cost effective manner;
●technical difficulties;

●the amount and timing of operating costs and capital expenditures relating to the expansion of our business,operations, and infrastructure; and
●general economic conditions as well as economic conditions specific to the touchscreen industry.

Further, as a strategic response to changes in the competitive environment, we may from time to time make certain
pricing, service, or marketing decisions that could have a material and adverse effect on our business, results of
operations, and financial condition. Due to the foregoing factors, our revenues and operating results are and will
remain difficult to forecast.

We have had a history of losses and may require additional capital to fund our operations, which capital may not
be available on commercially attractive terms or at all.

We have experienced substantial net losses in each fiscal period since our inception. These net losses resulted from a
lack of substantial revenues and the significant costs incurred in the development and acceptance of our technology.
We may in the future require sources of capital in addition to cash on hand to continue operations and to implement
our business plan. We project that we will have sufficient cash to continue operating for at least the next twelve
months. However, if our operations do not become cash flow positive, we may be forced to seek credit line facilities
from financial institutions, equity investments, or debt arrangements. No assurances can be given that we will be
successful in obtaining such additional financing on reasonable terms, or at all. If adequate funds are not available
when needed on acceptable terms, or at all, we may be unable to adequately fund our business plan, which could have
a negative effect on our business, results of operations, and financial condition.

We must significantly enhance our sales and technology development organizations.

We will need to improve the effectiveness and breadth of our sales efforts in order to increase market awareness and
sales of our technology, especially as we expand into new market areas. Competition for qualified sales personnel is
intense, and we may not be able to hire the kind and number of sales personnel we are targeting. Likewise, our efforts
to improve and refine our technology require skilled engineers and programmers. Competition for professionals
capable of expanding our research and development efforts is intense due to the limited number of people available
with the necessary technical skills. If we are unable to identify, hire, or retain qualified sales, marketing, and technical
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personnel, our ability to achieve future revenue may be adversely affected.

We will need to increase the size of our organization, and we may be unable to manage our growth effectively.

Our failure to manage growth effectively could have a material and adverse effect on our business, results of
operations and financial condition. We anticipate that expansion of our organization will be required to address
internal growth to handle licensing and research activities. This expansion may place a significant strain on
management, operational, and financial resources. To manage the expected growth of our operations and personnel,
we must both improve our existing operational and financial systems, procedures, and controls, and implement new
systems, procedures, and controls. We must also expand our finance, administrative, and operations staff. Our current
personnel, systems, procedures, and controls may not adequately support future operations. Management may be
unable to hire, train, retain, motivate, and manage the necessary personnel, or to identify, manage and exploit existing
and potential strategic relationships and market opportunities.
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We may make acquisitions and strategic investments that are dilutive to existing shareholders, resulting in
unanticipated accounting charges or otherwise adversely affect our results of operations.

We may decide to grow our business through business combinations or other acquisitions of businesses, products or
technologies that allow us to complement our existing touch technology offerings, expand our market coverage,
increase our workforce or enhance our technological capabilities. If we make any future acquisitions, we could issue
stock that would dilute our shareholders’ percentage ownership or we may incur substantial debt, reduce our cash
reserves and/or assume contingent liabilities. Further, acquisitions and strategic investments may result in material
charges, adverse tax consequences, substantial depreciation, deferred compensation charges, in-process research and
development charges, and the amortization of amounts related to deferred compensation and identifiable purchased
intangible assets or impairment of goodwill. Any of these could negatively impact our results of operations.

We are dependent on the services of our key personnel.

Our senior management team consists of two executive officers. Our Chief Executive Officer is one of the founders of
our Company. The unplanned loss of the services of any member of management could have a materially adverse
effect on our operations and future prospects.

Our revenues and growth are dependent on licensing fees from our intellectual property.

Our success depends in large part on our proprietary technology and other intellectual property rights. We rely on a
combination of patents, copyrights, trademarks and trade secrets, confidentiality provisions, and licensing
arrangements to establish and protect our proprietary rights. Our intellectual property, particularly our patents, may
not provide us with a significant competitive advantage. If we fail to protect or to enforce our intellectual property
rights successfully, our competitive position could suffer, which could harm our results of operations. Our pending
patent applications for registration may not be allowed, or others may challenge the validity or scope of our patents.
Even if our patents registrations are issued and maintained, these patents may not be of adequate scope or benefit to us
or may be held invalid and unenforceable against third parties. We may need to expend significant resources to secure
and protect our intellectual property. The loss of intellectual property rights may adversely impact our ability to
generate revenues and expand our business.

If third parties infringe upon our intellectual property, we may expend significant resources enforcing our rights or
suffer competitive injury.
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Existing laws, contractual provisions and remedies afford only limited protection for our intellectual property. We
may be required to spend significant resources to monitor and police our intellectual property rights. Effective
policing of the unauthorized use of our technology or intellectual property is difficult and litigation may be necessary
in the future to enforce our intellectual property rights. Intellectual property litigation is not only expensive, but
time-consuming, regardless of the merits of any claim, and could divert attention of our management from operating
the business. Intellectual property lawsuits are subject to inherent uncertainties due to, among other things, the
complexity of the technical issues involved, and we cannot assure you that we will be successful in asserting our
intellectual property rights. Attempts may be made to copy or reverse engineer aspects of our technology or to obtain
and use information that we regard as proprietary. We may not be able to detect infringement and may lose
competitive position in the market before they do so. In addition, competitors may design around our technology or
develop competing technologies. We cannot assure you that we will be able to protect our proprietary rights against
unauthorized third party copying or use. The unauthorized use of our technology or of our proprietary information by
competitors could have an adverse effect on our ability to sell our technology.

The laws of foreign countries may not provide protection of our intellectual property rights to the same extent as
the laws of the United States, which may make it more difficult for us to protect our intellectual property.

As part of our business strategy, we target customers and relationships with suppliers and original equipment
manufacturers in countries with large populations and propensities for adopting new technologies. However, many of
these countries do not address misappropriation of intellectual property nor deter others from developing similar,
competing technologies or intellectual property. Effective protection of patents, copyrights, trademarks, trade secrets
and other intellectual property may be unavailable or limited in some foreign countries. In particular, the laws of some
foreign countries in which we do business may not protect our intellectual property rights to the same extent as the
laws of the United States. As a result, we may not be able to effectively prevent competitors in these regions from
infringing our intellectual property rights, which could reduce our competitive advantage and ability to compete in
those regions and negatively impact our business.
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We have an international presence in countries and must manage currency risks.

A significant portion of our business is conducted in currencies other than the U.S. dollar (the currency in which our
consolidated financial statements are reported), primarily the Swedish Krona and, to a lesser extent, the Euro,
Japanese Yen, Korean Won and Taiwan Dollars. For the year ended December 31, 2015, our revenues from North
America, Asia, and Europe were 56%, 17%, and 27% respectively. We incur a significant portion of our expenses in
Swedish Krona, including a significant portion of our research and development expenses and a substantial portion of
our general and administrative expenses. As a result, appreciation of the value of the Swedish Krona relative to the
other currencies, particularly the U.S. dollar, could adversely affect operating results. We do not currently undertake
hedging transactions to cover our currency exposure, but we may choose to hedge a portion of our currency exposure
in the future as it deems appropriate.

If we are unable to remediate and detect material weaknesses in our internal control, our financial report and our
Company may be adversely affected.

Section 404 of the Sarbanes-Oxley Act of 2002 requires us to evaluate the effectiveness of our internal controls over
financial reporting as of the end of each fiscal year, and to include a management report assessing the effectiveness of
our internal controls over financial reporting in our annual report on Form 10-K for that fiscal year. Section 404 also
requires our independent registered public accounting firm to attest to, and report on, management’s assessment of our
internal controls over financial reporting. Our management, including our principal executive officer and principal
financial officer, does not expect that our internal controls over financial reporting will prevent all errors and all fraud.
A control system, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that
the control system’s objectives will be met. Further, the design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent
limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues and
instances of fraud involving a company have been, or will be, detected. The design of any system of controls is based
in part on certain assumptions about the likelihood of future events, and we cannot assure you that any design will
succeed in achieving its stated goals under all potential future conditions. Over time, controls may become ineffective
because of changes in conditions or deterioration in the degree of compliance with policies or procedures. Because of
the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be
detected. We cannot assure you that we or our independent registered public accounting firm will not identify a
material weakness in our internal controls in the future. A material weakness in our internal controls over financial
reporting would require management and our independent registered public accounting firm to consider our internal
controls as ineffective. If our internal controls over financial reporting are not considered effective, we may
experience a loss of public confidence, which could have an adverse effect on our business and on the market price of
our common stock.

Risks Related to Owning Our Stock
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Our certificate of incorporation and bylaws and the Delaware General Corporation Law contain provisions that
could delay or prevent a change in control.

Our Board of Directors has the authority to issue up to 1,000,000 shares of preferred stock and to determine the price,
rights, preferences and privileges of those shares without any further vote or action by the stockholders. The rights of
the holders of common stock will be subject to, and may be materially adversely affected by, the rights of the holders
of any preferred stock that may be issued in the future. The issuance of preferred stock could have the effect of
making it more difficult for a third party to acquire a majority of our outstanding voting stock. Furthermore, certain
other provisions of our certificate of incorporation and bylaws may have the effect of delaying or preventing changes
in control or management, which could adversely affect the market price of our common stock. In addition, we are
subject to the provisions of Section 203 of the Delaware General Corporation Law, an anti-takeover law.

Our stock price has been volatile, and your investment in our common stock could suffer a decline in value.

There has been significant volatility in the market price and trading volume of equity securities, which is unrelated to
the financial performance of the companies issuing the securities. These broad market fluctuations may negatively
affect the market price of our common stock. You may not be able to resell your shares at or above the price you pay
for those shares due to fluctuations in the market price of our common stock caused by changes in our operating
performance or prospects, and other factors.
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Some factors that may have a significant effect on our common stock market price include:

●actual or anticipated fluctuations in our operating results or future prospects;

●our announcements or our competitors’ announcements of new technology;

●the public’s reaction to our press releases, our other public announcements, and our filings with the SEC;

●strategic actions by us or our competitors, such as acquisitions or restructurings;

●new laws or regulations or new interpretations of existing laws or regulations applicable to our business;

●changes in accounting standards, policies, guidance, interpretations or principles;

●changes in our growth rates or our competitors’ growth rates;

●developments regarding our patents or proprietary rights or those of our competitors;

●our inability to raise additional capital as needed;

●concern as to the efficacy of our technology;

●changes in financial markets or general economic conditions;

● sales of common stock by us or members of our management
team; and

●changes in stock market analyst recommendations or earnings estimates regarding our common stock, othercomparable companies, or our industry generally.

Future sales of our common stock by our stockholders could negatively affect our stock price.

During 2011 and 2013, officers and directors of Neonode sold shares of our common stock in public offerings. In May
2014, Neonode sold to an institutional investor 2,500,000 shares of common stock and a warrant for 2,500,000 shares
of common stock. The warrant expired unexercised on November 15, 2015. On October 13, 2015, we sold 3,200,000
shares of common stock to investors. Sales of a substantial number of shares of our common stock in the public
market by insiders or large stockholders, or the perception that these sales might occur, could depress the market price
of our common stock and could impair our ability to raise capital through the sale of additional equity securities.

Future sales of our common stock by us could adversely affect its price, and our future capital-raising activities
could involve the issuance of equity securities, which would dilute your investment and could result in a decline in

Edgar Filing: Neonode, Inc - Form 10-K

34



the trading price of our common stock.

Our long-term success is dependent on us obtaining sufficient capital to fund our operations and to develop our touch
technology, and bringing our technology to the worldwide market to obtain sufficient sales volume to be profitable.
We may sell securities in the public or private equity markets if and when conditions are favorable, even if we do not
have an immediate need for additional capital at that time. Sales of substantial amounts of common stock, or the
perception that such sales could occur, could adversely affect the prevailing market price of our common stock and
our ability to raise capital. We may issue additional common stock in future financing transactions or as incentive
compensation for our executive management and other key personnel, consultants and advisors. Issuing any equity
securities would be dilutive to the equity interests represented by our then-outstanding shares of common stock. The
market price for our common stock could decrease as the market takes into account the dilutive effect of any of these
issuances. Furthermore, we may enter into financing transactions at prices that represent a substantial discount to the
market price of our common stock. A negative reaction by investors and securities analysts to any discounted sale of
our equity securities could result in a decline in the trading price of our common stock.

If securities analysts do not publish research or if securities analysts or other third parties publish inaccurate or
unfavorable research about us, the price of our common stock could decline.

The trading market for our common stock will rely in part on the research and reports that securities analysts and other
third parties choose to publish about us. We do not control these analysts or other third parties. The price of our
common stock could decline if one or more securities analysts downgrade our common stock or if one or more
securities analysts or other third parties publish inaccurate or unfavorable research about us or cease publishing reports
about us.

18

Edgar Filing: Neonode, Inc - Form 10-K

35



ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We lease 6,508 square feet of office space located at 2674 North First Street, San Jose, CA 95134 USA. The annual
payment for this space equates to approximately $160,000. This lease was effective on August 1, 2015 and is valid
through July 31, 2018.

Our subsidiary Neonode Technologies AB leases 7,007 square feet of office space located at Storgatan 23C,
Stockholm, Sweden. The annual payment for this space is approximately $431,000 per year including property tax
(excluding VAT). This lease is valid through November 30, 2017. The lease can be extended on a yearly basis.
Neonode Technologies AB’s majority-owned subsidiary Pronode Technologies AB leases 9,040 square feet of
workshop located at Faktorvägen 17, Kungsbacka, Sweden. The annual payment for this space equates to
approximately $95,000 per year. The lease is valid through December 9, 2017.

Our subsidiary Neonode Japan K.K. leases 430 square feet of office space located at 608 Bureau Shinagawa, 4-1-6
Konan, Minato-ku, 108-0075 Tokyo, Japan. The annual payment for this space equates to approximately $28,000 per
year. The lease is valid through October 31, 2016.

Our subsidiary Neonode Korea Ltd. entered into a lease agreement located at B-1807, Daesung D-Polis. 543-1, Seoul,
South Korea in January, 2015. The annual payment for this space equates to approximately $22,000 per year. The
lease is valid through February 13, 2017.

Our subsidiary Neonode Taiwan Ltd. entered into a lease agreement located at Rm. 2406, International Trade
Building, Keelung Rd., Sec.1, Taipei, Taiwan. The annual payment for this space equates to approximately $31,000
per year. The lease is valid through April 30, 2016. The lease is renewed every three months unless termination is
notified.

We believe our existing facilities are in good condition and suitable for the conduct of our business.
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ITEM 3. LEGAL PROCEEDINGS
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