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PRELIMINARY NOTES

Introduction

As used herein, and unless the context suggests otherwise, the terms “Caesarstone,” “Company,” “we,” “us” or “ours” refer to
Caesarstone Ltd. and its consolidated subsidiaries. In this document, references to “NIS” or “shekels” are to New Israeli
Shekels, and references to “dollars,” “USD” or “$” refer to U.S. dollars.

Our reporting currency is the United States (“U.S.”) dollar. Our functional currency through June 30, 2012 was the NIS.
For the periods in which our functional currency was the NIS, our consolidated financial statements were translated
into U.S. dollars using the current rate method as follows: assets and liabilities were reflected using the exchange rate

at the balance sheet date; revenues and expenses were reflected at the average exchange rate for the relevant period;

and equity accounts were reflected using the exchange rate at the relevant transaction date. Translation gains and

losses were reported as a component of shareholders’ equity. Starting on July 1, 2012, our functional currency became
the U.S. dollar. The functional currency of each of our non-U.S. subsidiaries is the local currency in which it operates.
These subsidiaries’ financial statements are translated into the U.S. dollar, the parent company’s functional currency,
using the current rate method.

Other financial data appearing in this annual report that is not included in our consolidated financial statements and
that relate to transactions that occurred prior to December 31, 2016 are reflected using the exchange rate on the
relevant transaction date. With respect to all future transactions, U.S. dollar translations of NIS amounts presented in
this annual report are translated at the rate of $1.00 = NIS 3.845, the representative exchange rate published by the
Bank of Israel as of December 31, 2016.

Market and Industry Data and Forecasts

This annual report includes data, forecasts and information obtained from industry publications and surveys and other
information available to us. Some data is also based on our good faith estimates, which are derived from management’s
knowledge of the industry and independent sources. Forecasts and other metrics included in this annual report to
describe the countertop industry are inherently uncertain and speculative in nature and actual results for any period
may materially differ. We have not independently verified any of the data from third-party sources, nor have we
ascertained the underlying assumptions relied upon therein. While we are not aware of any misstatements regarding

the industry data presented herein, estimates and forecasts involve uncertainties and risks and are subject to change
based on various factors, including those discussed under the headings “—Forward-Looking Statements” and “ITEM 3:
Key Information—Risk Factors” in this annual report.

Unless otherwise noted in this annual report, Freedonia Custom Research, Inc. (“Freedonia”) is the source for third-party
industry data and forecasts. The Freedonia report, dated February 20, 2017 (“Freedonia Report™) represents data,
research opinion or viewpoints developed independently on our behalf and does not constitute a specific guide to
action. The Freedonia Report includes figures related to global countertop demand in total, by region and by material
that are different from figures included in the previous custom reports provided to us by Freedonia for the years ended
2010, 2012 and 2014. Specifically, the 2017 Freedonia Report contains higher quartz global penetration and lower
laminate share for each of those years. The 2017 Freedonia Report also indicates that Asia demand increased and
Europe demand decreased relative to previous custom reports. Quartz penetration in each of our four main markets
(and our market share in those markets, accordingly) remained the same as published in previous years. In preparing
the report, Freedonia used various sources, including publically available third-party financial statements; government
statistical reports; press releases; industry magazines; and interviews with manufacturers of related products
(including us), manufacturers of competitive products, distributors of related products, and government and trade
associations. Growth rates in the Freedonia Report are based on many variables, such as currency exchange rates, raw
material costs and pricing of competitive products, and such variables are subject to wide fluctuations over time. The
Freedonia Report speaks as of its final publication date (and not as of the date of this filing), and the opinions and
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forecasts expressed in the Freedonia Report are subject to change by Freedonia without notice. We have inquired of
Freedonia, and been informed that as of the date of this filing, there has been no change in the Freedonia Report, and
Freedonia has not reviewed such report from the date of its publication by Freedonia.
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Special Note Regarding Forward-Looking Statements

This annual report contains forward-looking statements within the meaning of Section 27A of the Securities Act of

1933, as amended (“‘Securities Act”), Section 21E of the Securities Exchange Act of 1934, as amended (“Exchange Act”),

and the safe harbor provisions of the U.S. Private Securities Litigation Reform Act of 1995, that are based on our
management’s beliefs and assumptions and on information currently available to our management. Forward-looking
statements include information concerning our possible or assumed future results of operations, business strategies,

financing plans, competitive position, industry environment, potential growth opportunities, potential market

opportunities and the effects of competition. Forward-looking statements include all statements that are not historical

facts and can be identified by terms such as “anticipates,” “believes,” “could,” “seeks,” “estimates,” “expects,” “intends,” “ma;
“potential,” “predicts,” “projects,” “should,” “will,” “would” or similar expressions that convey uncertainty of future events or
outcomes and the negatives of those terms. These statements may be found in several sections of this annual report,

including, but not limited to “ITEM 3: Key Information—Risk Factors,” “ITEM 4: Information on Caesarstone,” “ITEM 5:
Operating and Financial Review and Prospects,” “ITEM 10: Additional Information—Taxation—United States Federal
Income Taxation—Passive foreign investment company considerations.” These statements include, but are not limited to,
statements regarding:

EEINT3 99 ¢

our ability to respond to new market developments;

our intent to penetrate further our existing markets and penetrate new markets;

our belief in the sufficiency of our cash flows to meet our needs for the next year;

our plans to invest in developing, manufacturing and offering innovative products;

our ability to effectively utilize our new production lines in the United States and our plans to increase our
manufacturing capacity in response to a potential growing demand for our products;

our plans to promote and strengthen our brand internationally;

our plans to invest in research and development for the development of new quartz products;

our ability to effectively promote the increase of quartz penetration in our existing markets and new markets to
generate growth;

our ability to successfully compete with other quartz surfaces manufacturers, suppliers and distributors, and with
suppliers and distributors of other materials used in countertops;

our ability to acquire third-party distributors, manufacturers of quartz surfaces products or other products and
services;

our plans to continue to expand our international presence;® our expectations regarding future prices of quartz,
polyester and pigments;

future foreign exchange rates, particularly the NIS, Australian dollar, Canadian dollar and the euro;

our expectations regarding our future product mix;

our expectations regarding the outcome of litigation or other legal proceedings in which we are involved, and our
ability to use our insurance policy to cover damages; and

our expectations regarding regulatory matters applicable to us.

The preceding list is not intended to be an exhaustive list of all of our forward-looking statements. Forward-looking
statements reflect our current views with respect to future events and are based on assumptions and are subject to risks
and uncertainties, including those described in “ITEM 3.D. Key Information—Risk Factors.”

You should not put undue reliance on any forward-looking statements. Actual results could differ materially from
those anticipated in these forward-looking statements as a result of various factors described in this annual report,
including factors beyond our ability to control or predict. Although we believe that the expectations reflected in the
forward-looking statements are reasonable, we cannot guarantee that future results, levels of activity, performance and
events and circumstances reflected in the forward-looking statements will be achieved or will occur. Any
forward-looking statement made in this annual report speaks only as of the date hereof. Except as required by law, we
undertake no obligation to update publicly any forward-looking statements for any reason after the date of this annual

6
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report, to conform these statements to actual results or to changes in our expectations.
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PART I

ITEM 1: Identity of Directors, Senior Management and Advisers
Not applicable.

ITEM 2: Offer Statistics and Expected Timetable

Not applicable.

ITEM 3: Key Information

A. Selected Financial Data

You should read the following selected consolidated financial data in conjunction with “ITEM 5: Operating and
Financial Review and Prospects” and our consolidated financial statements and the related notes included elsewhere in
this annual report. The consolidated income statement data for the years ended December 31, 2016, 2015 and 2014
and the consolidated balance sheet data as of December 31, 2016 and 2015 are derived from our audited consolidated
financial statements included in “ITEM 18: Financial Statements,” which have been prepared in accordance with
generally accepted accounting principles in the United States (“U.S. GAAP”). The consolidated income statement data
for the years ended December 31, 2013 and 2012 and the consolidated balance sheet data as of December 31, 2014,
2013 and 2012 have been derived from our audited consolidated financial statements which are not included in this
annual report. The information presented below under the caption “Other Financial Data” and “Dividends declared per
share” contains information that is not derived from our financial statements.

2016 2015 2014 2013 2012

Consolidated Income Statement Data:

Revenues $538,543 $499,515 $447,402 $356,554 $296,564
Cost of revenues 326,057 299,290 257,751 194,436 169,169
Gross profit 212,486 200,225 189,651 162,118 127,395
Operating expenses:

Research and development, net (1) 3,290 3,052 2,628 2,002 2,100
Marketing and selling 70,343 59,521 55,870 51,209 46,911
General and administrative 40,181 36,612 36,111 32,904 28,423
Legal settlements and loss contingencies, net 5,868 4,654 - - -

Total operating expenses 119,682 103,839 94,609 86,115 77,434
Operating income 92,804 96,386 95,042 76,003 49,961
Finance expenses, net 3,318 3,085 1,045 1,314 2,773
Income before taxes on income 89,486 93,301 93,997 74,689 47,188
Taxes on income 13,003 13,843 13,738 10,336 6,821
Net income $76,483 $79,458 $80,259 $64,353 $40,367
Net income attributable to non-controlling interest 1,887 1,692 1,820 1,009 735

Net income attributable to controlling interest 74,596 77,766 78,439 63,344 39,632
Basic net income per ordinary share* 2.08 221 2.25 1.83 1.21
Diluted net income per ordinary share* 2.08 2.19 2.22 1.80 1.21
Weighted average number of ordinary shares used in

computing basic income per share 34,706 35,253 34,932 34,667 32,642

34,764 35,464 35,394 35,210 32,700

11
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Weighted average number of ordinary shares used in
computing diluted income per share

Dividends declared per share

Shekels** —NIS—NIS— NIS— NIS3.78
Dollars** —$ —$ 057 $ 058 $ 1.02
1

12
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At December 31,
2016 2015 2014 2013 2012
(in thousands)
Consolidated Balance Sheet Data:
Cash, cash equivalents and short term bank deposits $106,270 $62,807 $54,327 $92,248 $72,733

Working capital (2) 216,963 168,841 124,306 145,702 117,712
Total assets 584,700 529,742 439,000 377,556 321,049
Total liabilities 134,108 120,680 109,274 104,333 90,026
Redeemable non-controlling interest 12,939 8,841 8,715 7,624 7,106
Shareholders’ equity 437,653 400,221 321,011 265,599 223917

Year ended December 31,
2016 2015 2014 2013 2012
(in thousands)

Other Financial Data:

Adjusted EBITDA (3) $130,260 $125,667 $116,553 $91,711 $69,445
Adjusted net income attributable to controlling interest (3) 81,184 83,682 82,498 63,959 44,008
Capital expenditures 22,943 76,495 86,373 27,372 13,481
Depreciation and amortization 28,254 22,334 17,176 14,994 14,368

*See also note 15 to our financial statements included elsewhere in this report.

** Prior to 2013, the Company declared and paid its dividends in NIS. Conversion to U.S. dollar appears herein for
reporting purposes. Starting in 2013, dividends were declared and paid in U.S. dollar. Therefore, no conversion is
required.

Research and development expenses are presented net of grants that we received from the National Authority of

(1) Technological Innovation (formerly the Office of the Chief Scientist) (“OCS”) of the Ministry of Economy and
Industry of the State of Israel between 2009 and 2013.

(2) Working capital is defined as total current assets minus total current liabilities.

(3)The tables below reconcile net income to adjusted EBITDA and net income attributable to controlling interest to
adjusted net income attributable to controlling interest for the periods presented and are unaudited.

13
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We use certain non-GAAP financial measures to evaluate our performance in conjunction with other performance
metrics. The following are examples of how we use such non-GAAP measures:

-Our annual budget is based in part on these non-GAAP measures.

Our management and board of directors use these non-GAAP measures to evaluate our operational performance and
to compare it against our work plan and budget.

Our non-GAAP financial measures, adjusted EBITDA and adjusted net income attributable to controlling interest,
have no standardized meaning and accordingly have limitations in their usefulness to investors. We provide such
non-GAAP data because management believes that such data provide useful information to investors. However,
investors are cautioned that, unlike financial measures prepared in accordance with U.S. GAAP, non-GAAP measures
may not be comparable with similar measures used by other companies. These non-GAAP financial measures are
presented solely to permit investors to more fully understand how management and our board assesses our
performance. The limitations of these non-GAAP financial measures as performance measures are that they provide a
view of our results of operations without reflecting all events during a period and may not provide a comparable view
of our performance to other companies in our industry.

Investors should consider non-GAAP financial measures in addition to, and not as replacements for, or superior to,
measures of financial performance prepared in accordance with GAAP.

In arriving at our presentation of non-GAAP financial measures, we exclude items that either have a non-recurring
impact on our income statement or which, in the judgment of our management, are items that, either as a result of their
nature or size, could, were they not singled out, potentially cause investors to extrapolate future performance from an
improper base. In addition, we also exclude share-based compensation expenses to facilitate a better understanding of
our operating performance, since these expenses are non-cash and accordingly do not affect our business operations.
While not all inclusive, examples of these items include:

-amortization of purchased intangible assets;

legal settlements (both gain or loss) and loss contingencies, due to the difficulty in predicting future events, their
timing and size;

-material items related to business combination activities important to understanding our on-going performance;
-excess cost of acquired inventory;

-expenses related to our share based compensation;

-significant one-time offering costs;

-material tax and other awards or settlements, both amounts paid and received; and

-tax effects of the foregoing items.

14
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Year ended December 31,
2016 2015 2014 2013 2012
(in thousands)

Reconciliation of Net Income to Adjusted EBITDA:

Net income $76,483 $79,458 $80,259 $64,353 $40,367
Finance expenses, net 3,318 3,085 1,045 1,314 2,773
Taxes on income 13,003 13,843 13,738 10,336 6,821
Depreciation and amortization 28,254 22,334 17,176 14,994 14,368
Legal settlements and loss contingencies, net (a) 5,868 4,654 — — —
Compensation paid by a shareholder (b) 266 — — — —
Excess cost of acquired inventory(c) — — 231 188 885
Share-based compensation expense(d) 3,068 2,293 2,642 2,514 3,007
Inventory—change of estimate (e) — — — (3,458) —
Follow—on expenses (f) — — 657 1,470 —
IPO bonus(g) — — — — 1,970
Caesarstone USA contingent consideration adjustment(h) — — — — 255
Litigation gain(i) — — — — (1,001)
Provision for employee fringe benefits (j) — — 939 — —
Settlement with tax authorities (k) — — (134 ) — —
Adjusted EBITDA $130,260 $125,667 $116,553 $91,711 $69,445

Consists of legal settlements expenses and loss contingencies, net, related to silicosis claims. Reference to “silicosis
(a)claims” in this report includes claims for alleged bodily injuries, including silicosis and other illnesses, alleged to be
associated with silica dust.
(b) One-time bonus paid by a shareholder to our employees in Israel other than officers.
Consists of charges to cost of goods sold for the difference between the higher carrying cost of the inventory of two
of our subsidiaries, Caesarstone USA’s inventory at the time of its acquisition and inventory that was purchased
from its sub-distributors, and Caesarstone Australia Pty Limited’s inventory that was purchased from its distributor,
and the standard cost of our inventory, which adversely impacts our gross margins until such inventory is sold. The
majority of the acquired inventory from Caesarstone USA was sold in 2011, and the majority of the inventory
purchased from the Australian distributor was sold in 2012.
Share-based compensation consists primarily of changes in the value of share-based rights granted in January 2009
to our former chief executive officer, as well as changes in the value of share-based rights granted in March 2008
to the former chief executive officer of Caesarstone Australia Pty Limited. In 2012, share-based compensation
consists primarily of expenses related to stock options granted to our employees as well as changes in the value of
share-based rights granted in January 2009 to our former chief executive officer. In 2013, share-based
compensation consists of expenses related to stock options granted to our employees. In 2014, share-based
compensation consists of expenses related to stock options granted to our employees as well as expenses related to
share-based bonus rights granted during 2014. In 2015 and 2016, share-based compensation consists of expenses
related to stock options and restricted stock units granted to our employees as well as expenses related to
share-based bonus rights granted during 2014.
© Relates to a change in estimate for the value of inventory following the implementation of our new ERP system in
April 2013.
In 2013, follow-on expenses consist of direct expenses related to a follow-on offering that closed in April 2013,
including a bonus paid by our former shareholder, Tene Investment Fund (“Tene”), to certain of our employees that
under U.S. GAAP we are required to expense against paid-in capital. In 2014, follow-on expenses consist of direct
expenses related to a follow-on offering that closed in June 2014.
Consists of the payment of $1.72 million to certain of our employees and $0.25 million to our chairman of the
(g)board of directors for their contribution to the completion of our initial public offering (“IPO”).

(©)

(d)

®
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Relates to the change in fair value of the contingent consideration that was part of the consideration transferred in
() connection with the acquisition of Caesarstone USA, Inc. (“Caesarstone USA”).

Consists of a settlement agreement with the former chief executive officer of Caesarstone Australia Pty Limited
related to litigation that had been commenced in 2010. Pursuant to the settlement, he transferred to us the ownership
of all his shares in Caesarstone Australia Pty Limited received in connection with his employment. We did not
make any payments in connection with such transfer or other payments to the former chief executive officer. As a
result of the settlement, we reversed the liability provision in connection with the litigation and the adjustment is
presented net of the related litigation expenses incurred in connection with the settlement.

.. Relates to an adjustment of provision for taxable employee fringe benefits as a result of a settlement with the Israel
Q) Tax Authority and with the Israeli National Insurance Institute (“NII”).

(k)Relates to a refund of Israeli value added tax (“VAT”) associated with a bad debt from 2007.

®

4
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Year ended December 31,
2016 2015 2014 2013 2012
(in thousands)

Reconciliation of Net Income Attributable to Controlling Interest

to Adjusted Net Income Attributable to Controlling Interest:

Net income attributable to controlling interest $74,596 $77,766 $78,439 $63,344 $39,632
Legal settlements and loss contingencies, net (a) 5,868 4,654 — — —
Compensation paid by a shareholder (b) 266 — — — —
Excess cost of acquired inventory(c) — — 231 188 885
Litigation gain(d) — — — — (1,001 )
Inventory — change of estimate(e) — — — (3,458) —
Follow-on expenses(f) — — 657 1,470 —
IPO bonus(g) — — — — 1,970
Caesarstone USA contingent consideration adjustment(h) — — — — 255
Share-based compensation expense(i) 3,068 2,293 2,642 2,514 3,007
Provision for employee fringe benefits (j) — — 939 — —
Settlement with tax authorities (k) — — (134 ) — —
Tax adjustment (1) (1,158) — 342 — —
Total adjustments before tax 8,044 6,947 4,677 714 5,116
Less tax on above adjustments 1,456 1,031 618 99 740
Total adjustments after tax 6,588 5,916 4,059 615 4,376
Adjusted net income attributable to controlling interest $81,184 $83,682 $82,498 $63,959 $44,008

(a)Consists of legal settlements expenses and loss contingencies, net, related to silicosis claims.
(b)One-time bonus paid by a shareholder to our employees in Israel other than officers.
Consists of charges to cost of goods sold for the difference between the higher carrying cost of the inventory of two
of our subsidiaries, Caesarstone USA’s inventory at the time of its acquisition and inventory that was purchased
from its distributor, and Caesarstone Australia Pty Limited’s inventory that was purchased from its distributor, and
the standard cost of our inventory, which adversely impacts our gross margins until such inventory is sold. The
majority of the acquired inventory from Caesarstone USA was sold in 2011, and the majority of the inventory
purchased from the Australian distributor was sold in 2012.
Consists of a settlement agreement with the former chief executive officer of Caesarstone Australia Pty Limited
related to litigation that had been commenced in 2010. Pursuant to the settlement, he transferred to us the
ownership of all his shares in Caesarstone Australia Pty Limited received in connection with his employment. We
did not make any payments in connection with such transfer or other payments to the former chief executive
officer. As a result of the settlement, we reversed the liability provision in connection with the litigation and the
adjustment is presented net of the related litigation expenses incurred in connection with the settlement.
Relates to a change in estimate for the value of inventory following the implementation of our new ERP system in
April 2013.
In 2013, follow-on expenses consist of direct expenses related to a follow-on offering that closed in April 2013,
including a bonus paid by our former shareholder, Tene, to certain of our employees that under U.S. GAAP we are
required to expense against paid-in capital. In 2014, follow-on expenses consist of direct expenses related to a
follow-on offering that closed in June 2014.

Consists of the payment of $1.72 million to certain of our employees and $0.25 million to our chairman of the
(g)board of directors for their contribution to the completion of our IPO.

Relates to the change in fair value of the contingent consideration that was part of the consideration
transferred in connection with the acquisition of Caesarstone USA.

(©)

(d)

(e)

®

(h)
®
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Share-based compensation consists primarily of changes in the value of share-based rights granted in January 2009
to our former chief executive officer, as well as changes in the value of share-based rights granted in March 2008
to the former chief executive officer of Caesarstone Australia Pty Limited. In 2012, share-based compensation
consists primarily of expenses related to stock options granted to our employees as well as changes in the value of
share-based rights granted in January 2009 to our former chief executive officer. In 2013, share-based
compensation consists of expenses related to stock options granted to our employees. In 2014, share-based
compensation consists of expenses related to stock options granted to our employees as well as expenses related to
share-based bonus rights granted during 2014. In 2015 and 2016, share-based compensation consists of expenses
related to stock options and restricted stock units granted to our employees as well as expenses related to
share-based bonus rights granted during 2014.
.. Relates to an adjustment of provision for taxable employee fringe benefits as a result of a settlement with the Israel

) Tax Authority and with the NIIL.

(k)Relates to a refund of Israeli VAT associated with a bad debt from 2007.

(I)Relates to an adjustment in taxes as a result of a tax settlement we reached with Israeli tax authorities.
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B.Capitalization and Indebtedness

Not applicable.

C.Reasons for the Offer and Use of Proceeds
Not applicable.

D.Risk Factors

Our business faces significant risks. You should carefully consider all of the information set forth in this annual report
and in our other filings with the United States Securities and Exchange Commission (“SEC”), including the following
risk factors which we face and which are faced by our industry. Our business, financial condition and results of
operations could be materially and adversely affected by any of these risks. In that event, the trading price of our
ordinary shares would likely decline and you might lose all or part of your investment. This report also contains
forward-looking statements that involve risks and uncertainties. Our results could materially differ from those
anticipated in these forward-looking statements, as a result of certain factors including the risks described below and
elsewhere in this report and our other SEC filings. See also “Special Note Regarding Forward-Looking Statements” on
page iv of this annual report.

Risks related to our business and industry

Downturns in the home renovation and remodeling and new residential construction sectors or the economy generally
and a lack of availability of consumer credit could materially and adversely impact end-consumers and lower demand
for our products, which could cause our revenues and net income to decrease.

Our products are primarily used as countertops in residential kitchens. As a result, our sales depend significantly on
home renovation and remodeling spending, as well as new residential construction spending. We believe that in each
of our key existing markets, the United States, Australia (unless stated otherwise, reference to Australia in this report
includes Australia and New Zealand), Canada and Israel, approximately 60 to 70% of our business is generated from
home renovation and remodeling and approximately 25 to 35% is driven by new residential construction. Our
products are also used in commercial applications. As a result, our business is mainly affected by trends in the home
renovation and remodeling and new residential construction sectors. For example, in 2012 renovation and remodeling
spending in Australia declined 10.6% and housing completions dropped by 5.8% (according to the Housing Industry
Association). As such, our revenues in Australia in 2012 grew by only 0.8% compared to 2011, which is our lowest
annual growth rate in Australia since we commenced direct distribution in 2008. In 2015, housing conditions in the
United States were significantly less favorable than in 2014; renovation and remodeling spending grew 5.4% in 2015
compared to 6.1% in 2014 (according to the Joint Center for Housing Studies, Harvard University) and housing
completions grew 9.5% in 2015 compared to 15.7% in 2014 (according to NAHB, the National Association of Home
Builders), which, among other things, slowed down our annual revenue growth rate in the United States from 41.5%
in 2014 to 20.3% in 2015. Spending on home renovation and remodeling and new residential construction depends
significantly on the availability of consumer credit, as well as other factors such as interest rates, consumer
confidence, government programs and unemployment. Such factors also affect spending on commercial projects. Any
of these factors could result in a tightening of lending standards by financial institutions and reduce the ability of
consumers to finance renovation and remodeling expenditures or home purchases. Consumers’ ability to access
financing varies across our operating markets. If the housing market is negatively impacted as a result of an economic
downturn or if other significant economic negative trends occur, we may be unable to grow our business and our
revenues and net income may be materially and adversely affected.
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Our revenues are subject to significant geographic concentration and any disruption to sales within one of our key
existing markets could materially and adversely impact our results of operations and prospects.

Our sales are subject to significant geographic concentration. In 2016, sales in the United States, Australia, Canada
and Israel accounted for 41.3%, 24.3%, 15.9% and 7.9% of our revenues, respectively. Each country has different
characteristics and our results of operations could be materially and adversely impacted by a range of factors,
including spending on home renovation and remodeling and new residential construction in the region (as discussed
above), local competitive changes, changes in consumers’ quartz surface or countertop preferences and regulatory
changes that specifically impact these markets, as well as by our performance in each of these markets. Sales in our
main markets could be materially and adversely impacted by other general economic conditions, including increases
in imports from Asian manufacturers into such markets, especially the United States, Australia and Canada. Stronger
local currencies could make lower-priced imported goods more competitive than our products. Although we face
different challenges and risks in each of the markets in which we operate, due to the existence of a high level of
geographic concentration, should an adverse event occur in any of these jurisdictions, our results of operations and
prospects could be impacted disproportionately.

6
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We face intense competitive pressures from manufacturers of quartz or other surface materials, including certain
competitors with greater resources and capital, which could materially and adversely affect our results of operations
and financial condition.

Our quartz surface products compete with a number of other surface materials such as granite, laminate, marble,
manufactured solid surface, concrete, stainless steel, wood and ceramic. Large surfaces made of ceramic, a durable
material with sizes similar to our products’ sizes, are manufactured using a relatively new technology. We compete
with manufacturers of these surface materials and with manufacturers of quartz surfaces, some of which also
manufacture these other surface materials, which may provide them a competitive advantage. Our ability to maintain
or grow our market share, revenue and profits is dependent on a range of factors. These factors include brand
awareness and brand position, product quality, product differentiation and breadth of product offerings, slab width and
length, new product development and time to market, technological innovation, popular home interior design trends,
pricing, availability of inventory on demand, distribution coverage and customer service. Since we seek to position
our products as a premium alternative to other surface materials, including other quartz surfaces, the perception among
end-consumers and other stakeholders of the quality and leadership of our products is a key competitive differentiator.

If we are unable to anticipate or react quickly to changes in consumer preferences in these areas, we may lose market
share and our results of operations may suffer. If consumers in specific markets or globally do not place as much value
on branded quartz surfaces or prefer other brands, or quartz surfaces market becomes a commodity market, or if we
are unable to compete with lower-priced products perceived as comparable to ours our market share may be reduced
and our financial results may be materially and adversely impacted.

In addition, to maintain our price levels, margins, competitive position and increase demand for our quartz surface
products, we must continue to develop and introduce new product designs supported by proprietary manufacturing
knowledge or otherwise differentiated from our competitors' products that meet consumer preferences. Some of our
competitors may have been able to adapt more quickly to changes in consumer preferences and demand, devote
greater resources to creating innovative designs, successfully copying our designs and technologies and establishing
brand recognition, manufacture more versatile slab sizes, have more diversified product offerings involving materials
in addition to quartz surfaces, implement processes to lower costs, acquire complementary businesses, and expand
more rapidly or adopt more aggressive pricing policies than we do and may be better at attracting distributors, retailers
or contractors. The development of a new surface material that decreases consumers’ demand for quartz products may
also result in a loss of market share and our results of operations may suffer. For example, ceramic surfaces have been
offered in different markets as countertops in recent years and may in the future become a strong competitor of quartz
surface products; however, it is not yet known if they will pose such a threat.

We have invested considerable resources to position our quartz surface products as premium branded products. Due to
our products’ high quality and positioning, we generally set our prices—especially for our differentiated products—at a
higher level than alternate surfaces and quartz surfaces provided by other manufacturers. Manufacturers located in the
Asia-Pacific region and in Europe market quartz surface products at lower price points, including quartz surface
products which imitate our products and designs. Even if we seek to lower the prices that we charge for our products
in certain markets, we may be unable to achieve the low labor and energy costs as some of our competitors in order to
maintain current margins on our products. Some of these competitors have developed know-how and technical
capabilities to manufacture products similar to our products and other competitors may do so in the future. We have
also experienced instances of our competitors marketing products with similar appearances and similar model names
to some of our products. Competition of this nature may increase in the markets in which we operate and may develop
in new markets. Even if these competitors are unable to compete with us in all markets in which we sell our products,
the introduction of similar products at lower price points may result in lowering or eliminating the value that
distributors and end-consumers place on our premium brand and products.
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Silicosis and other bodily injury claims may have a material adverse effect on our business, operating results and
financial condition.

Since 2008 and through March 1, 2017, 110 bodily injury lawsuits related to exposure to silica dust were filed against
us in Israel directly or that have named us as third-party defendants by fabricators or their employees in Israel, by the
injureds’ successors, by the State of Israel, by the Israeli National Insurance Institute (NII) or by others. Out of these
lawsuits, as of March 1, 2017, we were party to 85 pending bodily injury lawsuits related to 85 allegedly injured

persons in Israel. The lawsuits filed against us by the NII are subrogation claims providing for reimbursement of its
payments related to damages paid or that will be paid to plaintiffs if we are found liable for the plaintiffs’ damages.

One of the lawsuits was filed in the Central District Court in Israel with a motion for its recognition as a class action.

As noted elsewhere in this report, reference to “silicosis claims” in this report includes claims for alleged bodily injuries,
including silicosis and other illnesses, alleged to be associated with silica dust.

7
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As of March 1, 2017, we had also received six pre-litigation letters threatening to file claims against us on behalf of
certain fabricators and their employees in Israel. In 2016, we and other 11 respondents in Australia also received a
pre-litigation notice from a fabricator. We were party to one lawsuit filed in the United States against us and 26
additional defendants, which was dismissed with respect to us.

The plaintiffs in such lawsuits claim that they contracted illnesses, including silicosis, through exposure to silica
particles during cutting, polishing, sawing, grinding, breaking, crushing, drilling, sanding or sculpting our products.
Silicosis is an occupational lung disease that is progressive and sometimes fatal, and is characterized by scarring of the
lungs and damage to the breathing function. Inhalation of dust containing fine silica particles as a result of poorly
protected and controlled, or unprotected and uncontrolled, exposure, while working in different occupations, including
among other things, processing quartz and other materials that contain silica, can cause silicosis and other diseases.
Silica comprises approximately 90% of engineered stones such as our products, and smaller concentrations of silica
are present in natural stones. Therefore, in some of the lawsuits it is claimed that fabrication of engineered stones
creates higher exposure to silica dust, and, accordingly, creates a higher risk of silicosis. In some of the lawsuits, such
claims are supported by expert opinions or certain articles published by scientists.

Most of the claims asserted against us do not specify a total amount of damages sought and the plaintiffs’ future
damages, if any, is intended to be determined at trial.

Although we intend to vigorously contest the pending claims, we cannot provide any assurance that we will be
successful. As of December 31, 2016, we estimated that our total exposure with respect to all 87 then-pending
lawsuits in Israel was approximately $17.7 million, although the actual outcome of such lawsuits may vary
significantly from such estimate. We believe that we have $7.5 million of coverage under our product liability
insurance, and accordingly, our net exposure with respect to such pending claims is estimated to be $10.2 million. We
cannot make an estimate with respect to threatened claims of which we have received pre-litigation demands.
Currently, only one lawsuit has been resolved by Israeli courts in a judgment and without settlement between the
parties. Such judgment was later cancelled by the Supreme Court (except with respect to our distributor's liability, that
is still subject to an appeal), following out of court settlements between some of the parties.

Any pending or future litigation is subject to significant uncertainty. Our estimated total net exposure with respect to
pending claims is subject to change for a variety of reasons, including an unpredictable adverse development in the
pending cases. We cannot estimate the number of potential claimants that may file claims against us in Israel or in
other jurisdictions in the future or the nature of their claims. In addition, punitive damages may be awarded in certain
jurisdictions, even though they are rare in Israel. We may be also subject to putative class action lawsuits in the future
in Israel and abroad and we cannot be certain whether such claims will succeed in being certified or on their merits.

Any uninsured damages to which we are subject in existing or future potential litigation, the cost of defending any
uninsured claims, compliance costs, and the loss of business from fabricators who no longer find it practical to
fabricate our products, may have a materially adverse impact on our revenues and profits. Moreover, because Israeli
law and the laws of several other jurisdictions recognize joint and several liability among co-defendants in civil suits,
and because insurers of fabricators’ employers in Israel denied insurance coverage for such fabricators with respect to
silicosis-related claims due to alleged silicosis exclusions in employment liability policies (similar exclusions may
exist in other jurisdictions), even if we are found only partially liable to a plaintiff’s damages, the plaintiff may seek to
collect all his damages from us, requiring us to collect separately from our co-defendants their allocated portion of the
damages and there can be no assurance that we will succeed in such collection.

Consistent with the experience of other companies involved in silica-related litigation, there may be an increase in the
number of asserted claims against us. Such claims could be asserted by claimants in different jurisdictions, including
Israel, the United States, Canada, Australia and other markets where our products are distributed and sold and could
result in significant legal expenses and damages. Although we believe that claimants in any future silica-related claims
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involving us should be limited to persons involved in the fabrication of our products and those in the immediate
vicinity of fabrication activities, claimants may potentially also include our employees or end consumers, seeking
compensation for bodily or emotional/non-physical damages.
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Should there be significant increase in the number of claims against us in Israel and abroad, our management could
expend significant time addressing such claims.

Fifteen employees of ours, out of which 13 are currently employed in our plants in Israel, have been banned by
occupational physicians from working in a workplace with dust due to diagnose or suspected diagnose of silicosis or
other lung diseases, and any expenses not covered by the NII which we may incur in this respect are not covered by
our employer liability insurance. For more information related to silicosis claims made against us, see “ITEM 8.A:
Financial Information— Legal Proceedings—Claims related to alleged silicosis injuries.”

Insurance Coverage

We currently have limited product liability insurance policies which apply to us and our subsidiaries and cover claims
related to bodily injuries caused by hazardous dust, subject to certain terms and limitations. In recent years, we have
been able to obtain such insurance only on less favorable terms than previously. If we are unable to renew our product
liability insurances at all or in part from our current insurers or from others, or if we cannot obtain insurance on as
favorable terms as previously, our insurance is terminated early, our insurance coverage is decreased, our insurance
coverage inadequately covers damages for which we are found liable, or we become subject to silicosis-related claims
excluded by our product liability insurance policy or by our employer liability insurance policy, we may incur
significant legal expenses and become liable for damages, in each case, that are not covered by insurance. Such events
might have a materially adverse effect on our business and results of operations. Our product liability insurer notified
us that it denied the insurance coverage with respect to some or all of the damages sought in the putative class action
lawsuit. We intend to vigorously contest such denial.

As of December 31, 2016, our insurance receivables totaled $7.5 million. Although we believe that it is probable that
such receivables will be paid to us when such payments are due, if our insurers become insolvent in the future or for
other reason do not pay such amounts in full or on a timely basis, such failure could have a material adverse effect on
our financial results and cash flow. See also Note 10 to our financial statements included elsewhere in this report.

For more information on our insurance coverage, see “I'TEM 8.A: Financial Information— Legal Proceedings—Claims
related to alleged silicosis injuries.”

Regulatory changes relating to hazards associated with exposure to silica dust in the engineered quartz surfaces

We may be required to make additional expenses to enhance our compliance with current and future laws, regulations
or standards, Distributors and fabricators working with our products may also face engineering and compliance costs
related to the fabrication of our products and similar products, which could cause them to resort to fabricating
alternative products that do not carry the same risks associated with silica dust generated from the fabrication of our
products.

In February 2015, the U.S. Occupational Safety and Health Administration (“OSHA”) and the U.S. National Institute for
Occupational Safety and Health published a hazard alert identifying exposure to silica as a health hazard to workers
involved in manufacturing, finishing and installing natural and manufactured (engineered) stone countertop products,
both in fabrication shops and during in-home finishing and installation. Effective June 2016, OSHA lowered the
permissible exposure limit to silica dust. Such change applies to fabricators in the U.S starting from June 23, 2017 and
to our plant in Richmond Hill starting from June 23, 2018. In addition, in December 2015, the Israeli Ministry of
Economy and Industry (“IMEI”) proposed a new law, aimed at improving the health protection and safety of persons
engaged in fabrication of engineered quartz surfaces by imposing obligations to obtain permits for engineered stone
fabrication and marketing. Under the proposed law, if accepted by the Israeli parliament, fabricators and sellers of
quartz surfaces would be required to obtain licenses periodically, which may be issued subject to meeting certain
requirements to be set by the IMEI. Such regulatory changes, if made and not effectively enforced or executed, or, if
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they impose a burden on the operations of fabricators and distributors, may materially and adversely impact our
business in Israel, increase the market share of surfaces made from other materials and materially harm our financial
results.

Similar regulatory changes may be made in other jurisdiction and cause changes to our industry that may not be
favorable to us.
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Our results of operations may be materially and adversely affected by fluctuations in currency exchange rates, and we
may not have adequately hedged against them.

We conduct business in multiple countries, which exposes us to risks associated with fluctuations in currency
exchange rates between the U.S. dollar (our functional currency since July 1, 2012) and other currencies in which we
conduct business. In 2016, 43% of our revenues were denominated in U.S. dollars, 24.3% in Australian dollars, 15.9%
in Canadian dollars, 8.9% in Euros and 7.9% in NIS. In 2016, the majority of our expenses were denominated in U.S.
dollars, NIS and Euros, and a smaller proportion in Australian and Canadian dollars. As a result, weakening of the
Australian and Canadian dollars and strengthening of the NIS and, to a lesser extent, the Euro against the U.S. dollar
presents a significant risk to us and may impact our business significantly. For example, in 2016, the Australian dollar
depreciated 1.3% against the U.S. dollar compared to 2015 on an annual average basis, which resulted in our
operating income decreasing by $0.3 million, or 0.1% of our revenues in 2016, compared to 2015. In 2016, the
Canadian dollar depreciated 3.7% against the U.S. dollar compared to 2015 on an annual average basis, which resulted
in our operating income decreasing by $1.5 million, or 0.3% of our revenues in 2016, compared to 2015. We translate
sales and other results denominated in foreign currency into U.S. dollars for our financial statements. During periods
of a strengthening dollar, our reported international sales (and earnings, assuming the U.S. dollar strengthens equally
against all other relevant currencies) would be reduced.

Although we currently engage in derivatives transactions, such as forward and option contracts, to minimize our
currency risk, we do not hedge all of the exposure. We have been using a dynamic hedging strategy to hedge our cash
flow exposures. This strategy involves consistent hedging of exchange rate risk in variable ratios ranging to up to
100% of the exposure over rolling 12 months. As of December 31, 2016, our average hedging ratio was approximately
43% out of our expected currencies exposure for 2017. Therefore, future currency exchange rate fluctuations against
which we have not adequately hedged could materially and adversely affect our profitability. Moreover, our currency
derivatives, except for our U.S. dollar/NIS forward contracts, are currently not designated as hedging accounting
instruments under Accounting Standards Codification (“ASC”) 815, Derivatives and Hedging. Hedging results are
charged to finance expenses, net, and therefore, do not offset the impact of currency fluctuations on our operating
income. As an exception, starting from the middle of May 2014, our U.S. dollar/NIS forward contracts are charged to
operating expenses. See “ITEM 11: Quantitative and Qualitative Disclosures About Market Risk.”

Changes in the prices of our raw materials have increased our costs and decreased our margins and net income in the
past and may increase our costs and decrease our margins in the future.

In 2016, raw materials accounted for approximately 44% of our cost of goods sold. The cost of raw materials consists
of the purchase prices of such materials and costs related to the logistics of delivering the materials to our
manufacturing facilities. Our raw materials costs are also impacted by changes in foreign currency exchange rates,
mainly the euro as it relates to polyester and other raw materials purchased from Europe.

Quartz, which includes quartz, quartzite and other dry minerals (together referred to in this annual report as “quartz”

unless otherwise specifically stated), is the main raw material component used in our products. Quartz accounted for
approximately 37% of our raw materials cost in 2016. Our cost of sales and overall results of operations may be

impacted significantly by fluctuations in quartz prices. For example, if our cost of quartz were to rise by 10%, we

would experience a decrease of approximately 0.9% in our gross profit margin. In particular, from 2013 to 2015, we
experienced selective price increases from our Turkish quartz suppliers, such that the average cost of quartz supplied

to our facilities in Israel increased by approximately 3% and 4% in 2013 and 2014, respectively. For cost of quartz in

2016 and prior years, see “ITEM 5.A: Operating Results and Financial Review and Prospects—Operating Results— Cost of
revenues and gross profit margin.” Any future increases in quartz prices could also have a materially adverse impact on

our margins and net income.
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Polyester, which acts as a binding agent in our products, accounted for approximately 32% of our raw materials costs
in 2016. Accordingly, our cost of sales and overall results of operations may be impacted significantly by fluctuations
in polyester prices. For example, if the cost of polyester was to rise by 10%, we would experience a decrease of
approximately 0.8% in our gross profit margin. The cost of polyester we incur is a function of, among other things,
manufacturing capacity, demand and the price of crude oil. Our cost of polyester fluctuated significantly over the
years. In particular, in 2010, average polyester cost increased by approximately 9%, despite an approximately 20%
increase of the cost denominated in euro, given a stronger NIS (our functional currency during this period) compared
to the euro. We acquire polyester on a purchase order basis based on our projected needs for the subsequent one to
three months. In recent weeks, we have been experiencing major pressure from our polyester suppliers to increase
prices even during a period covered by purchase orders. For cost of polyester in 2016 and prior years, see “ITEM 5.A:
Operating Results and Financial Review and Prospects—Operating Results— Cost of revenues and gross profit margin.”
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Pigments are also used to manufacture our products. Although pigments account for a significantly lower percentage
of our raw material costs than polyester, we encountered in the past and may experience in the future fluctuations in
pigment prices. Such prices fluctuations may also may have a materially adverse impact our margins and net income.
For cost of pigments in 2016 and prior years, see “ITEM 5.A: Operating Results and Financial Review and
Prospects—Operating Results— Cost of revenues and gross profit margin.”

We have found that increases in prices may be difficult to pass on to our customers. If we are unable to pass on to our
customers increases in raw materials prices, specifically in quartz, polyester and pigments, our margins and net
income may be materially and adversely impacted.

The extent of our liability for environmental, health and safety, product liability and other matters may be difficult or
impossible to estimate, and could negatively impact our financial condition and results of operations.

Our manufacturing facilities and operations in Israel and our manufacturing facility in the United States are subject to
numerous Israeli and U.S. laws and regulations. For information on our facilities, see “ITEM 4.D: Information on
Caesarstone—Property, Plants and Equipment.” Laws and regulations in both countries deal with environmental, health
and safety, and other matters, as detailed in “ITEM 4.B: Information on Caesarstone—Business Overview—Environmental
and Other Regulatory Matters.” Liability under these laws and regulations involves inherent uncertainties. Violations of
environmental, health and safety laws and regulations may lead to civil and criminal sanctions against us, our

directors, officers or employees. In some cases, liability under such laws and regulations may compel the installation

of additional controls and subject us to substantial penalties, injunctive orders and facility shutdowns. If our

operations are enjoined because of failure to comply with such regulations, the decrease in production could

materially adversely affect our results of operations. Violations of environmental laws could also result in obligations
to investigate or remediate potential contamination, third-party property damage or personal injury claims resulting
from potential migration of contaminants off-site. We have identified in the past and may identify in the future
compliance risks related to environmental and health and safety regulation standards. Preparation and implementation
of mitigation plans for such risks may take time and during such time we may not be in full compliance with

applicable laws and standards.

In addition, the operation of our manufacturing facilities in Israel and in the United States is subject to applicable
permits, standards, licenses and approvals, such as business licenses for all our facilities, poisons permits and fire
regulation authorities approvals in Israel, and air quality permit in Richmond Hill. As further described in “ITEM 4.B:
Information on Caesarstone—Business Overview—Environmental and Other Regulatory Matters”, if we are unable to
obtain, extend or maintain the busi