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INTRODUCTION

We are a worldwide provider of solutions for online video advertising and telecommunications expense management,
or TEM, used by enterprises, and billing solutions used by information and telecommunication service providers.

The online video advertising is provided through Vexigo, a wholly-owned subsidiary of our company, which has a
propriety in-house technology solution specifically designed for content publishers. The Vexigo solution for online
and mobile platforms supports multiple ad formats and interactive ad units.

Our TEM solutions allow enterprises and organizations to make smarter choices with their telecommunications
spending at each stage of the service lifecycle, including allocation of cost, proactive budget control, fraud detection,
processing of payments and spending forecasting. Our converged billing solutions have been successfully
implemented worldwide by wireless providers, Voice over Internet Protocol, Internet Protocol Television, and content
service providers. Our converged billing solutions include applications for charging and invoicing customers,
interconnect billing and partner revenue management using pre-pay and post-pay schemes, as well as managed
services for mobile virtual network operators in the United States and worldwide.

Since our public offering in May 1997, our ordinary shares have been listed on the NASDAQ Stock Market (symbol:
MTSL) and are presently listed on the NASDAQ Capital Market. As used in this annual report, the terms “we,” “us” and
“our” mean Mer Telemanagement Solutions Ltd. and its subsidiaries, unless otherwise indicated. As used in this annual
report, “MTS IntegraTRAK” means MTS IntegraTRAK Inc., our wholly-owned U.S. subsidiary, and “Vexigo” means
Vexigo Ltd., our wholly-owned Israeli subsidiary.

We own U.S. trademark rights for CALLTRAC®, ANCHORPOINT®, MAP-TO-WIN® and TOTAL-e™ and have
common law rights in the trademarks TABS.IT, PMSI, TELSOFT SOLUTIONS, TELSOFT, MEGACALL and
CALLTRAC LITE, based on use of the marks in the United States. All other trademarks and trade names appearing in
this annual report are owned by their respective holders.

Our consolidated financial statements appearing in this annual report are prepared in U.S. dollars and in accordance
with generally accepted accounting principles in the United States, or U.S. GAAP. All references in this annual report
to “dollars” or “$” are to U.S. dollars and all references in this annual report to “NIS” are to New Israeli Shekels.

Statements made in this annual report concerning the contents of any contract, agreement or other document are
summaries of such contracts, agreements or documents and are not complete descriptions of all of their terms. If we
filed any of these documents as an exhibit to this annual report or to any registration statement or annual report that
we previously filed, you may read the document itself for a complete description of its terms.

Except for the historical information contained in this annual report, the statements contained in this annual report are
“forward looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, or the
Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act, and the
Private Securities Litigation Reform Act of 1995, as amended, with respect to our business, financial condition and
results of operations. Such forward-looking statements reflect our current view with respect to future events and
financial results. We urge you to consider that statements which use the terms “anticipate,” “believe,” “do not believe,”
“expect,” “plan,” “intend,” “estimate,” “anticipate” and similar expressions are intended to identify forward looking statement
We remind readers that forward-looking statements are merely predictions and therefore inherently subject to
uncertainties and other factors and involve known and unknown risks that could cause the actual results, performance,
levels of activity, or our achievements, or industry results, to be materially different from any future results,
performance, levels of activity, or our achievements expressed or implied by such forward-looking statements. Such
forward-looking statements are also included in Item 4 — “Information on the Company” and Item 5 — “Operating and
Financial Review and Prospects.” Readers are cautioned not to place undue reliance on these forward-looking
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statements, which speak only as of the date hereof. Except as required by applicable law, including the securities laws
of the United States, we undertake no obligation to publicly release any update or revision to any forward looking
statements to reflect new information, future events or circumstances, or otherwise after the date hereof. We have
attempted to identify significant uncertainties and other factors affecting forward-looking statements in the Risk
Factors section that appears in Item 3D. “Key Information - Risk Factors.”
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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

The following selected consolidated financial data for and as of the five years ended December 31, 2016 are derived
from our audited consolidated financial statements, which have been prepared in accordance with U.S. GAAP. Our
audited consolidated financial statements for the three years ended December 31, 2016 and as of December 31, 2015
and 2016 appear elsewhere in this annual report. Our selected consolidated financial data as of December 31, 2012,
2013 and 2014 and for the years ended December 31, 2012 and 2013 have been derived from audited consolidated
financial statements not included in this Annual Report. The selected consolidated financial data set forth below
should be read in conjunction with and are qualified entirely by reference to Item 5. “Operating and Financial Review
and Prospects,” and our consolidated financial statements and notes thereto included elsewhere in this annual report.

Statement of Operations Data:

Year Ended December 31,

2016 2015 2014 2013 2012

(U.S. dollars in thousands, except share and per share data)
Revenues $14,052 $14,712 $7,066 $12,472 $13,126
Cost of revenues 6,913 8,414 2,893 4,024 4,494
Gross profit 7,139 6,298 4,173 8,448 8,632
Selling and marketing 2,343 2,225 1,868 2,164 2,457
Research and development 2,763 1,805 1,387 1,389 1,329
General and administrative 3,472 3,459 2,459 3,188 2,804
Goodwill and technology impairment, net of
change in contingent earn-out consideration 4,245 3,514 - - -
Operating income (loss) (5,684 ) 4,705 ) (1,541 ) 1,707 2,042
Financial (expenses) income, net (17 ) (17 ) (95 ) 61 60
Income (loss) before taxes on income 5,701 ) @&,722 ) (1,636 ) 1,768 2,102
Taxes on income (benefit), net (507 ) 194 54 435 736
Net income (loss) from continuing operations 5,194 ) 4916 ) (1,690 ) 1,333 1,366
Net income (loss) from discontinued operations 27 ) 177 80 73 -
Net income (loss) 5,221 ) 4,739 ) (1,610 ) 1,406 1,366
Basic and diluted net income (loss) per share from
continuing operations $(0.62 ) $(0.68 ) $(0.36 ) $0.28 $0.30
Basic and diluted net income (loss)per share from
discontinued operations $0.00 $0.02 $0.02 $0.02 -
Basic and diluted net income (loss) per share $(0.62 ) $(0.66 ) $(0.34 ) $0.30 $0.30
Weighted average number of ordinary shares used
in computing basic net income (loss) per share 8,452,280 7,174,991 4,670,964 4,659,230 4,478,677
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Weighted average number of ordinary shares used
in computing diluted net income (loss) per share

4

8,452,280

7,174,991

4,670,964

4,720,966

4,531,384
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Balance Sheet Data:

As of December 31,

2016 2015 2014 2013 2012

(in thousands)
Working capital (deficiency) $(1,552) $(438 ) $2,090 $3,455 $1,659
Total assets 12,288 22,024 10,892 12,629 11,124
Shareholders’ equity 1,860 6,149 5,632 7,161 5,569

B. Capitalization and Indebtedness

Not applicable.

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

D. Risk Factors

Investing in our ordinary shares involves a high degree of risk and uncertainty. You should carefully consider the
risks and uncertainties described below before investing in our ordinary shares. If any of the following risks actually
occurs, our business, prospects, financial condition and results of operations could be harmed. In that case, the value
of our ordinary shares could decline, and you could lose all or part of your investment.

Risks Relating to Our Business and Market

We have had operating losses in the past three years and may not regain profitability in the future; to the extent that
we incur operating losses, we may not have sufficient working capital to fund our operations in the future.

We have generated operating losses in each of the last three years and may not be able to regain profitable operations
in the future or generate positive cash flows from operations. To the extent that we incur operating losses in the future
or are unable to generate free cash flows from our business, we may not have sufficient working capital to fund our
operations in the future. During 2016, we had negative operating cash flows and as of December 31, 2016, our cash
and cash equivalents declined to $1.5 million and we had a working capital deficiency of $1.55 million. If we do not
generate sufficient cash from operations, we will be required to obtain financing from outside sources or further
reduce our level of expenditures. Such financing may not be available to us, or, if available, may not be on terms
satisfactory to us. If adequate funds are not available to us, our results of operations and financial condition will be
adversely affected and our ability to operate would be jeopardized.

Our efforts to reduce expenses, could disrupt our business and may not be successful.

As part of our strategy to return to profitable operations, we have determined to reduce our operational expenses
across the company and to eliminate our non-profitable operations. We are now focused on our core businesses, TEM,
call accounting and video advertising. We must manage our employees, operations, finances, research and
development and capital investments efficiently. If we fail to appropriately coordinate across our executive,
engineering, finance, human resources, legal, marketing, sales, operations and customer support teams, our
productivity and the quality of our solutions may be adversely affected and our results of operation will be negatively
impacted.

5
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The online advertising field is highly competitive and is increasingly dominated by large players, diminishing access
and opportunities for smaller players like our company.

The online advertising field has undergone significant changes in recent years, resulting from, among other factors,
the increased significance and scope of the mobile advertising segment and from consolidation in the ad exchange and
ad network markets. Two of the largest online services providers, Google and Facebook, derive the significant
majority of their revenues in the online advertising market and control a substantial portion of the supply chain for
online advertising spots. The smaller players, including Vexigo, compete for the remaining market share, including
the remaining placement inventory and advertising customers. This competitive field requires Vexigo and its
competitors to continuously advance technologically and develop or locate technological and other solutions to stay
competitive. If Vexigo will be unsuccessful in obtaining and maintaining a competitive position, its results of
operations will be adversely affected and our results of operations and financial condition will be adversely affected.

The cost of online advertising space increased during 2016, significantly reducing Vexigo’s gross margin. Any
additional reductions in margins which cannot be offset by a reduction in Vexigo’s operating expenses or increased
revenues, will adversely affect Vexigo’s results of operations.

During 2016, the cost of online advertising space significantly increased, resulting in a lower gross margin for
Vexigo’s operations. In the event Vexigo will not be successful in reducing its operating expenses by obtaining less
expensive quality online advertising space or by generating higher revenues for its online advertising space inventory,
Vexigo’s gross margin may not recover to the levels it achieved in 2014 and 2015 and may further decline. The failure
to improve its gross margins will adversely affect Vexigo’s results of operations and ability to reach profitability in the
future.

Reliance on a small number of suppliers and customers, places our business, financial condition and results of
operations at risk.

A relatively small number of customers have historically accounted for a majority of Vexigo’s revenue. During 2016,
Vexigo’s top three customers accounted for 50% of its aggregate revenues. In addition, until January 2016 Vexigo
relied on one major supplier, AppNexus, for a significant portion of its advertising space (approximately 54% during
2015). Vexigo’s activity with AppNexus was reduced significantly in early 2016 and we expect that Vexigo will
continue to depend upon a relatively small number of suppliers and customers for a significant portion of its
advertising space and revenue for the foreseeable future. During January 2017, Brightroll, which was acquired by
Yahoo and which Vexigo used for purchasing media, switched to a different platform and significantly reduced its
activity with Vexigo. If Vexigo fails to compensate for the loss of advertising space or revenue by creating
commercial relationships with new suppliers and attracting new customers, or fails to retain new or existing suppliers
and customers, or if existing suppliers terminate or materially alter their commercial relationships with Vexigo, or if
existing customers run fewer advertising campaigns with Vexigo, defer or cancel their insertion orders, or terminate
their relationship with Vexigo altogether, whether through the actions of their agency representatives or otherwise,
our business, and results of operations and financial condition will be adversely affected.

Vexigo may experience fluctuations in its operating results, which make its future results difficult to predict and could
cause its operating results to fall below the expectations of investors.

Vexigo’s operating results have fluctuated in the past and will likely fluctuate in the future due to a variety of factors,
many of which are not readily discernible and beyond Vexigo’s control. Vexigo’s fluctuating results could cause its
performance to fall below our expectations and adversely affect our operating results. Factors that may increase the
volatility of Vexigo’s operating results include the following:

changes and new measures implemented by internet browsers and manufacturers of mobile devices limiting the scope
and type of advertising that can be placed using Vexigo’s solutions;

14
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consolidation of Vexigo’s competitors and the entry into the advertising sales market of the major players and web
services providers;

increases in the percentage of advertising space that Vexigo acquires but does not sell, thereby increasing its operating
costs without a parallel increase in its revenues;

the addition or loss of media affiliates;

changes in demand and pricing for Vexigo’s solutions and the overall reduction in the prices of online advertising
placements;

changes in the way advertisers verify safe video impressions;

changes in publishers’ policy for running in-banner video advertising, preventing Vexigo from utilizing their media
assets;

6
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changes in video platforms regulation, preventing Vexigo from selling its inventory to its advertisers;

Vexigo’s ability to effectively market and integrate its bidder solution and other solutions it developed in an effort to t
improve its performance and results of operations;

the seasonal nature of Vexigo’s customers’ spending on video advertising campaigns;

changes in Vexigo’s pricing policies or the pricing policies of its competitors and the pricing of video advertising
space or of other third-party services;

the introduction of new technologies, products or service offerings by Vexigo’s competitors;

changes in Vexigo’s customers’ video advertising budget allocations, agency affiliations, or marketing strategies;
changes and uncertainty in the regulatory environment applicable to Vexigo or its affiliates;

changes in ad-exchanges that may prevent running rotating advertisements;

changes in the economic prospects of Vexigo’s video advertisers or the economy generally, which could alter current
or prospective advertisers’ spending priorities or could increase the time or costs required to complete sales with
advertisers;

changes in the availability of video advertising space through real-time advertising exchanges or in the cost to reach
end consumers through video advertising;

changes in Vexigo’s capital expenditures as it acquires the hardware, equipment and other assets required to support its
business; and

costs related to acquisitions of businesses or technologies and to recruitment and retention of employees and
consultants.

Vexigo has encountered and will continue to encounter risks and difficulties frequently experienced by companies in
rapidly changing industries, including challenges related to layoffs, recruiting, integrating and retaining qualified
employees, making effective use of limited resources, achieving market acceptance of its existing and future offerings,
as well as competing against companies with greater financial and technical resources; acquiring and retaining
customers and maintaining relationships with advertisers, advertising agencies and owners of publishing space and
publisher agencies; and developing new offerings. Based upon all of the factors described above and others that
Vexigo may not anticipate, including those beyond its control, it has a limited ability to forecast its future revenue,
costs and expenses. As a result, our operating results, which are dependent in great measure on the results of Vexigo,
may from time to time fall below our estimates or the expectations of investors.

Payment of the cash consideration due to the former shareholders of Vexigo has and will continue to significantly
decrease our cash reserves, which could materially adversely affect our operations and financial strength.

On April 1, 2015, we consummated the acquisition of Vexigo, or the Vexigo acquisition, by acquiring 100% of the
outstanding shares of FPSV Holdings Ltd., or FPSV, an Israeli company, which held approximately 62% of Vexigo’s
outstanding shares and the remaining 38% from the other shareholders of Vexigo. The cash payments we made in
connection with the Vexigo acquisition significantly decreased our cash reserves and the remaining payments due to
the former Vexigo shareholders will negatively impact our cash position in the future.

16
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The consideration for the acquisition of Vexigo consisted of: (i) $4 million scheduled to be paid in three installments
($3 million at closing and two payments of $500,000 each on the third month and six month anniversary of the
closing), (ii) 3,115,090 ordinary shares, constituting approximately 40% of the outstanding share capital of our
company post-closing, and (iii) future earn-out payments based on the EBITDA of Vexigo. In addition, the cash
consideration was due to be adjusted, upwards or downwards, based on the FPSV and Vexigo net working capital as
of the closing.

Following the consummation of the acquisition, the original payment schedule was revised and extended several times
and in February 2016 our Audit Committee and Board of Directors approved a payment rescheduling, or the Vexigo
Rescheduling Plan, in connection with the then outstanding amounts due to the former Vexigo shareholders (an
aggregate of approximately $2.6 million). For more information concerning the Vexigo Rescheduling Plan see Item
5B. “Operating and Financial Review and Prospects -- Liquidity and Capital Resources.”

7
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We may not be successful in generating sufficient cash from our operations to pay the remaining balance due under
the Vexigo Rescheduling Plan and we may be required to obtain additional financing or reduce our level of
expenditures. Such financing may not be available to us in the future, or, if available, may not be on terms
satisfactory to us. If adequate funds are not available to us, our business, results of operations and financial condition
will be adversely affected.

The impairment of intangible assets and goodwill arising from our acquisitions could continue to negatively impact
our net income and shareholders’ equity

When we acquire a business, a substantial portion of the purchase price of the acquisition may be allocated to
goodwill and other identifiable intangible assets. The amount of the purchase price which is allocated to goodwill and
other intangible assets is determined by the excess of the purchase price over the net identifiable assets acquired. The
current accounting standards require that goodwill and intangible assets should be deemed to have indefinite lives,
which should be tested for impairment at least annually (or more frequently if impairment indicators arise). Other
intangible assets are amortized over their useful lives. In light of changes that occurred in the online advertising
market during the latter part of 2015 and during 2016, which resulted in reduced revenues and gross margins, we
performed an impairment analysis in accordance with ASC 350 and re-evaluated the contingent consideration payable
to the former shareholders of Vexigo as of the end of 2015 and as of the end of 2016. As a result of these analyses and
reevaluations, we recorded in 2015 a non-cash impairment of goodwill of $3.5 million, net of the re-evaluation of the
contingent consideration payable to the former shareholders of Vexigo, and in 2016 we recorded a non-cash
impairment of goodwill and technology of $4.2 million, net of a $4.3 million re-evaluation of the contingent
consideration payable to the former shareholders of Vexigo resulting in the impairment of the entire amount recorded
as goodwill and technology in connection with our acquisition of Vexigo.

Based on the impairment analysis, we did not identify any impairment losses for the goodwill assigned to the
Enterprise reporting unit. We may not be able to achieve our business targets for our acquired businesses, which could
result in our incurring additional goodwill and other intangible assets impairment charges. Further declines in our
market capitalization increase the risk that we may be required to perform another goodwill impairment analysis,
which could result in an impairment of up to the entire balance of our goodwill and other identifiable intangible assets.

The earn-out payments pursuant to the Vexigo acquisition will reduce our ability to use cash generated from Vexigo’s
operations in order to fund our operations.

The terms of the Vexigo stock purchase agreement, or the Vexigo SPA, require us to pay the former Vexigo
shareholders earn-out payments, or the Earnout Payments, equal to 45% of the EBITDA from the Vexigo Products
Line (as such term is defined in the Vexigo SPA) for a period of 5.5 years from the closing date of the acquisition,
subject to certain limitations and up to a cap of $16 million. The Earnout Payment in connection with fiscal years
2015 and 2016 (commencing on April 1, 2015, the date we acquired Vexigo) amounted to $0. As the Earnout
Payments are calculated based on EBITDA, certain payments and liabilities of Vexigo, including any tax liability, will
not be taken into account in the calculation of the payments, which will further decrease the cash, if any, generated by
Vexigo’s operations that we will be able to use to fund our operations and growth. In the event we require additional
funds for our ongoing operations beyond the funds remaining after deduction of the Earnout Payments, we may be
required to raise funds by means of an equity financing, which will dilute the holdings of our current shareholders or
loans from financial institutions. Such equity or debt financings may not be available on terms acceptable to us, or at
all, which would have an adverse effect on our operations and business.

If Vexigo’s access to quality digital video advertising space is diminished or if Vexigo fails to acquire new advertising
space, its revenues could decline and adversely affect our results of operations.

Vexigo’s success depends on its ability to secure a consistent supply of quality advertising space on reasonable terms
across a broad range of advertising networks and exchanges. The amount, quality and cost of advertising space

18



Edgar Filing: MER TELEMANAGEMENT SOLUTIONS LTD - Form 20-F

available to Vexigo can change at any time. Vexigo’s suppliers are generally not bound by long-term contracts. The
sellers that supply their advertising space to Vexigo typically do so on a non-exclusive basis and are not required to
provide Vexigo with any minimum amounts of advertising space or with a consistent supply of advertising space.
Sellers may seek to change the terms at which they offer advertising space to Vexigo, or they may elect to make
advertising space available to Vexigo’s competitors who offer advertisements to them on more favorable economic
terms. As a result, Vexigo cannot provide any assurance that it will have access to a consistent supply of quality
digital video advertisement space. Moreover, the number of competing intermediaries that purchase advertising space
from real-time advertising exchanges continues to increase, which could put upward pressure on advertising space
costs. If sellers decide not to make media space available to Vexigo, decide to increase the price of advertising space,
or place significant restrictions on the sale of their advertising space, Vexigo may not be able to replace this with
sufficient quality advertising space from other sellers in a timely and cost-effective manner. In addition, major sellers
in the industry may enter into exclusivity arrangements with Vexigo’s competitors, which could limit Vexigo’s access
to a meaningful supply of advertising space. If Vexigo is unable to compete favorably for advertising space available
on real-time advertising exchanges, or if real-time advertising exchanges decide not to make their advertising space
available to Vexigo, Vexigo may not be able to place advertisements at competitive rates or find alternative sources of
advertising space with comparable traffic patterns and consumer demographics in a timely manner. For example,
Vexigo’s major suppliers have historically included LiveRail, Brightroll and SpotXchange. During 2016, LiveRail,
which was acquired by Facebook during 2014, ceased operations and Brightroll started to limit its operations in late
2016 and early 2017.
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If Vexigo acquires low quality advertising space or if fraud content or views are detected in connection with the
placement of advertisements by Vexigo, Vexigo’s revenues may decrease and its reputation may be harmed.

The instances of fraudulent content and fraudulent views of online advertising (using bots or other technologies)
increased during 2016 and pose a significant threat to the online advertising market. The advertising space that Vexigo
accesses through real-time advertising exchanges may be of low quality or misrepresented to it, despite attempts by
Vexigo and its suppliers to prevent fraud and conduct quality assurance checks. In the event Vexigo detects the low
quality or fraudulent advertising space, it will lose the funds invested in acquiring such advertising space. In the event
Vexigo is not successful in detecting such low quality or fraudulent advertising space and sells it to its customers,
these customers may refuse to pay for their ad placement and Vexigo, and we, may become subject to indemnification
claims by Vexigo’s customers and Vexigo’s reputation may be harmed, resulting in decreased revenues from, or the
cessation of commercial relationships with, the affected advertising agencies, advertisers or their affiliates.

We derive a significant portion of our revenues from TEM call accounting solutions, the market for which has
declined in recent years.

A significant portion of our revenues is derived from our TEM call accounting solutions, whose revenues declined
each year from 2006 through 2014. Revenues for these products may not grow or stabilize in the future. If the market
for our TEM solutions fails to grow or stabilize in the future, our business, operating results and financial condition
would be adversely affected. Our future financial performance will be dependent to a substantial degree on the
successful introduction, marketing and customer acceptance of our current and future TEM call accounting solutions.

The operating expenses associated with our TEM call accounting solutions are mostly fixed expenses. If our TEM call
accounting revenues decline, our operating results will be adversely affected.

Our quarterly and annual results have fluctuated significantly in the past and are likely to fluctuate significantly in the
future. Our future operating results will depend on many factors, including, but not limited to the following:

-demand for our products;

-ability to retain existing customers;

-changes in our pricing policies or those of our competitors;

-new product announcements by us and our competitors;

-the number, timing and significance of product enhancements;

-product life cycles;

-our ability to develop, introduce and market new and enhanced products on a timely basis;
-changes in the level of our operating expenses;
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-budgeting cycles of our customers;

-customer order deferrals in anticipation of enhancements or new products that we or our competitors offer;
-changes in our strategy;

-seasonal trends and general domestic and international economic and political conditions, among others; and
-currency exchange rate fluctuations and economic conditions in the geographic areas where we operate.

Our expense levels are substantially based on our expectations for future revenues and are therefore relatively fixed.
If revenue levels fall below expectations, our quarterly results are likely to be disproportionately adversely affected
because a proportionately smaller amount of our expenses varies with our revenues. Our operating results are
generally not characterized by a seasonal pattern, except that our sales in Europe are generally lower in the summer
months.

We typically ship orders for our TABS product shortly after receipt of a purchase order and, consequently, order
backlog at the beginning of any quarter has in the past represented only a small portion of that quarter’s revenues. As a
result, license revenues from our TABS product in any quarter depend substantially on orders for TABS products that
have been booked and shipped in that quarter. Also, we cannot predict whether revenues from our TEM Suite will be
recognized in any quarter because the delivery and, in some cases, the implementation of all the components of the
TEM Suite (including among, other things, customer training) are dependent on the customers individual timing
requirements, which can delay the completion of these orders. In addition, a portion of our revenues from billing
solutions are generated by using contract accounting on a percentage of completion method and because the
completion pace varies from quarter to quarter and is dependent on different variables that are out of our control, a
portion of our billing solutions revenues in any quarter depend on our customers’ operational plans, which can delay
our ability to progress and complete the projects.

Due to the foregoing, our quarterly financial performance has varied significantly in the past and may vary
significantly in the future. Our revenues and operating results in any quarter may not be indicative of our future
performance, and it may be difficult for investors to evaluate our prospects. In some future quarter, our operating
results may be below the expectations of public market analysts and investors. In such event, it is likely that the price
of our ordinary shares would be adversely affected. Accordingly, quarterly revenues and operating results are difficult
to forecast, and it is likely that our future operating results will be adversely affected by these or other factors. We
believe that period-to-period comparisons of our operating results are not necessarily meaningful and you should not
rely upon them as indications of future performance.

We are subject to risks associated with rapid technological change and risks associated with new versions, offerings,
products and industry standards.

The information and telecommunication service providers market in which we compete is characterized by rapid
technological change, introductions of new products, changes in customer demands and evolving industry standards.
Our future success will depend upon our ability to keep pace with the technological developments and to timely
address the increasingly sophisticated needs of our customers by supporting existing and new telecommunication
technologies and services and by developing and introducing enhancements to our current and new products. We may
not be successful in developing and marketing enhancements to our products that will respond to technological
change, evolving industry standards or customer requirements. We may experience difficulties that could delay or
prevent the successful development, introduction and sale of such enhancements or such enhancements may not
adequately meet the requirements of the marketplace and achieve any significant degree of market acceptance. If
release dates of any new products or enhancements are delayed, or if when released, they fail to achieve market
acceptance, our business, operating results and financial condition would be materially and adversely affected. In
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addition, the introduction or announcement of new product offerings or enhancements by us or our competitors may
cause customers to defer or forgo purchases of current versions of our products, which could adversely affect our

business, operating results and financial condition.
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With its digital video advertising solution, Vexigo competes for advertisers and publishers, which are often
represented by agencies, who want to purchase digital media for advertising campaigns. Vexigo’s industry is subject to
rapid changes in standards, technologies, products and service offerings, as well as in advertiser and publisher
demands and expectations. Vexigo continuously needs to make decisions regarding which offerings and technology to
invest in to meet media affiliates’ demand and evolving industry standards and regulatory requirements. Vexigo may
make wrong decisions regarding these investments. If new or existing competitors offer more attractive offerings than
those of Vexigo, it may lose affiliates or affiliates may decrease their spending on its solutions. New media affiliates’
demand for superior competitive offerings or new industry standards could render Vexigo’s existing solutions
unattractive, unmarketable or obsolete and require it to make substantial unanticipated changes to its technology
platform or business model, resulting in additional expenses and loss of revenues. Vexigo’s failure to adapt to a rapidly
changing market or to anticipate media affiliates’ demand could harm our business and our financial performance.

The market for our telemanagement products and invoice management solutions may be adversely affected by intense
competition.

The market for telemanagement products and invoice management solutions is fragmented and is intensely
competitive. Competition in the industry is generally based on product performance, depth of product line, technical
support and price. We compete both with international and local competitors (including providers of
telecommunications services), many of whom have significantly greater financial, technical and marketing resources
than us. We anticipate continuing competition in the telemanagement products and invoice management solution
market and the entrance of new competitors into the market. Our existing and potential customers, including business
telephone switching system manufacturers and vendors, may be able to develop telemanagement products and
services that are as effective as, or more effective or easier to use than, those offered by us. Such existing and
potential competitors may also enjoy substantial advantages over us in terms of research and development expertise,
manufacturing efficiency, name recognition, sales and marketing expertise and distribution channels. We may not be
able to compete successfully against current or future competitors and that competition may adversely affect our
future revenues and, consequently, our business, operating results and financial condition.

Vexigo relies on “Demand Side Platforms,” or DSPs, and “Video Ad Exchanges” to purchase its solutions on behalf of
advertising agencies or advertisers, and incurs the cost of an advertising campaign before it is paid for its services and
the advertising space. Such agencies and advertisers may have or develop high-risk credit profiles, which may result

in credit risk to Vexigo.

Vexigo must consider the effect of credit risk in transactions with agencies or other third parties and advertisers. A
substantial portion of Vexigo’s business is sourced through Video Ad Exchanges and DSPs. These Video Ad
Exchanges and DSPs represent advertising agencies and advertisers and payment of fees to Vexigo originates with the
advertising agencies or advertisers and is submitted through the Video Ad Exchanges and DSPs. Certain of the
advertising agencies or advertisers have or may develop high-risk credit profiles, and, to the extent they do, may not
remit payment or transfer only a portion of the payment due to Vexigo. The credit risk of advertising agencies may
vary depending on the nature of an advertising agency’s aggregated advertiser base. There can be no assurances that
Vexigo will not experience bad debt expense or deferred revenues in the future. Any such write-offs for bad debt or
deferrals of revenues could have a materially negative effect on Vexigo’s results of operations for the periods in which
the write-offs occur. Even if Vexigo is not paid, Vexigo is still obligated to pay for the media it has purchased for the
advertising campaign, and as a consequence, our results of operations and financial condition could be adversely
impacted.

Vexigo’s business is seasonal and its results generally vary from quarter to quarter
Vexigo’s revenues, cash flow, operating results and other key operating and performance metrics may vary from
quarter to quarter due to the seasonal nature of customers’ spending on digital marketing campaigns. For example,

customers typically devote more of their marketing expenditure to the fourth calendar quarter to coincide with
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consumer holiday spending patterns. Moreover, digital media in the fourth quarter is generally more expensive due to
increased overall demand for digital media. If seasonal spending patterns were to become more pronounced, seasonal
fluctuations could have an increased effect on Vexigo’s revenues, cash flow, operating results and other key operating
and performance metrics from period to period.
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Legislation and regulation of digital businesses and industry standards or technical measures adopted by key market
players, such as Google, could create unexpected additional costs or termination of services, subject Vexigo to
enforcement actions for compliance failures, or cause Vexigo to change its technology solutions or business models,
which may have an adverse effect on the demand for Vexigo’s solutions.

In the course of conducting its business, Vexigo collects, stores, transmits, and uses information related to computing
and communications devices, user activity on devices, and advertisements placed through Vexigo’s solutions. The
online advertising field is subject to federal, European and other regulation, including with respect to privacy and data
protection and targeting minors and children, for example, the Children's Online Privacy Protection Act of 1998.
Several governments are considering legislation related to digital advertising and certain media advertising
organizations, such as the Network Advertising Initiative and the Interactive Advertising Bureau, adopted “‘best
practice” guidelines with which Vexigo may be required to comply pursuant to current or future contractual
undertakings. Key market players, such as Google, have in the past and may in the future implement technical
measures in their products that limit the options, opportunities and access of online advertisers. Such legislation,
technical measures and industry standards could affect the costs of doing business online, and may adversely affect
the demand for or effectiveness and value of Vexigo’s solutions. If future regulation, industry standards or consumer
preferences make the collection or use of such data more difficult or impracticable, the value of online advertising
could be adversely affected which, in turn, could impact the demand for our products. The costs of compliance with
privacy and other laws and regulations are high and are likely to increase in the future and any failure on Vexigo’s part
to comply with laws and regulations may expose Vexigo to significant liabilities.

Widespread blocking or erasing of cookies or limitations on advertisers’ ability to use cookies may diminish the
interest of advertisers in online advertising campaigns, resulting in a material adverse effect on Vexigo’s results of
operations.

Vexigo’s technology currently does not use cookies, which are small files of information placed on an internet user’s
computer, to collect information about the user’s visits to websites, however, Vexigo may wish to use cookies in the
future in order to improve and expand its services. In addition, advertisers who place ads using Vexigo’s services do
use cookies placed by them on the targeted users’ computers. Third-party software and internet browsers make it easy
for users to block or delete cookies and several regulators, currently mainly in Europe, impose restrictions and
regulatory requirements on the ability to use and place cookies. Further, several software programs, sometimes
marketed as ad-ware or spyware detectors, block cookies by default or prompt users to delete or block cookies. For
example, in March 2013 Apple informed developers that starting May 1, 2013 the App Store will no longer accept
new apps or app updates that access the device’s unique identifier (UDID). If advertisers are not up to speed with these
changes, their ability to benefit from Vexigo’s services may be impaired. If a large proportion of users delete or

block cookies, this could undermine the value of the data that advertisers collect and Vexigo’s ability to use cookies for
its business purposes. To the extent advertisers will not be able to place cookies or collect information using cookies
or any other technology, their interest in online advertising campaigns may diminish, resulting in a material adverse
effect on our results of operations.

Vexigo does not have long-term commitments from its advertisers, and it may not be able to retain advertisers or
attract new advertisers that provide it with revenue that is comparable to the revenue generated by any advertisers it
may lose.

Most of Vexigo’s advertisers do business with it by placing insertion orders for particular advertising campaigns. If
Vexigo performs well on a particular campaign, the advertiser or, most often, the advertising agency representing the
advertiser, may place new insertion orders with Vexigo for additional advertising campaigns. Vexigo rarely has any
commitment from an advertiser beyond the campaign governed by a particular insertion order. Vexigo’s insertion
orders may also be canceled by advertisers or their advertising agencies prior to the completion of the campaign
without penalty. As a result, Vexigo’s success is dependent upon its ability to outperform its competitors and win
repeat business from existing advertisers, while continually expanding the number of advertisers for whom Vexigo
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provide services. In addition, it is relatively easy for advertisers and the advertising agencies that represent them to
seek an alternative provider for their advertising campaigns because there are no significant switching costs. Agencies,
with whom Vexigo does the majority of its business, often have relationships with many different providers, each of
whom may be running portions of the same advertising campaign. Because Vexigo generally does not have long-term
contracts, it may be difficult for it to accurately predict future revenue streams. We cannot provide assurance that
Vexigo’s current advertisers will continue to use its solutions, or that it will be able to replace departing advertisers
with new advertisers that provide it with comparable revenue. The termination of contracts or failure to retain a
number of customers could have a material adverse effect on Vexigo’s reputation, business operations, financial
position, competitive position and prospects
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If Vexigo is unable to prevent its customers’ advertisements from appearing on undesirable mobile and online
platforms or if Vexigo sells its advertising space in connection with undesirable advertising campaigns, its reputation
and brand will be harmed, which would negatively impact our business, financial condition and results of operations.

Vexigo’s business depends in part on providing its advertisers with a service that they trust, and Vexigo has contractual
commitments to take reasonable measures to prevent advertisements from appearing on undesirable websites,
including certain websites that the advertisers identify as undesirable and on websites that are involved in click fraud,
bot traffic or similar activities. In addition, Vexigo has contractual commitments to take reasonable measures to
prevent undesirable advertising from appearing on the websites that sell the advertising space to Vexigo. Vexigo also
uses third-party services in an effort to prevent its advertisers’ advertisements from appearing on undesirable websites
or buying fraudulent supply. Vexigo may not always be successful in its efforts to fulfill these obligations. In addition,
Vexigo may serve advertising on advertising space that is objectionable to its advertisers, and may lose the trust of its
advertisers, which would harm its brand and reputation and negatively impact our business, financial condition and
results of operations. Vexigo may also purchase advertising space inadvertently that proves to be unacceptable for
advertising campaigns, in which case Vexigo is responsible for the cost and cannot bill that cost to any campaign. If
Vexigo buys substantial volumes of unusable advertising space, this could negatively impact our results of operations.

If mobile connected devices, their operating systems or content distribution channels, including those controlled by
Vexigo’s competitors, develop in ways that prevent its advertising campaigns from being delivered to their users,
Vexigo’s ability to grow its business will be impaired.

Vexigo’s success in the mobile channel arena depends upon the ability of its technology platform to integrate with
mobile advertising space suppliers and provide advertising for most mobile connected devices, as well as the major
operating systems that run on them and the thousands of applications that are downloaded onto them. The design of
mobile devices and operating systems is controlled by third parties with whom Vexigo does not have any formal
relationships. These parties frequently introduce new devices, and from time to time they may introduce new
operating systems or modify existing ones, which makes it easier to block ads and introduce ad blocking applications
that are compatible with their devices. Network carriers may also impact the ability to access specified content on
mobile devices or even block such access. If Vexigo’s solution was unable to work on these devices or operating
systems, either because of technological constraints or because an operating system or app developer, device maker or
carrier wished to impair its ability to purchase advertising space and provide advertisements, our ability to generate
revenue could be significantly harmed.

Vexigo’s solutions include certain open source software components and failure to comply with the terms of the
underlying open source software licenses could restrict Vexigo’s ability to use its proprietary software.

Vexigo’s platform includes certain software components licensed to Vexigo by third-parties under “open source”
licenses. The use of open source software may entail greater risks than the use of third-party commercial software, as
open source licensors generally do not provide warranties or other contractual protections regarding infringement
claims or the quality of the code. Some open source licenses contain requirements that their users make the source
code available for modifications or derivative works or other compliance requirements. Therefore, if Vexigo combines
its proprietary software with open source software subject to certain licenses in a certain manner, it could, under these
open source licenses, be required to release the source code of its proprietary software to the public. This would allow
Vexigo’s competitors to create similar solutions with less development effort and time and ultimately put Vexigo at a
competitive disadvantage.

The terms of many open source licenses have not been interpreted by United States courts at this time, and there is a
risk that these licenses could be construed in a way that could impose unanticipated conditions or restrictions on
Vexigo’s ability to commercialize its services. Moreover, we cannot guarantee that Vexigo will be able to prevent use
of certain open source software subject to restrictive licenses or licenses requiring distribution of its software or that in
the future the terms of licenses that apply to open source software will be interpreted in ways that will be harmful to
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Vexigo. If Vexigo fails to observe the terms of the applicable licenses, it may be subject to litigation, to a demand to
make its proprietary software available to the public and to restriction on future use of the relevant open source
software, any of which could adversely affect our business, financial condition and results of operations.
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We are subject to risks relating to proprietary rights and risks of infringement.

Due to the rapid pace of technological change in the communications industry, we believe that the most significant
factors in our intellectual property rights are the knowledge, ability and experience of our employees, the frequency of
product enhancements and the timeliness and quality of support services provided by us. In addition, we rely upon a
combination of security devices, copyrights, trademarks, patents, trade secret laws, confidentiality procedures and
contractual restrictions to protect our rights in our products. We try to protect our software, documentation and other
written materials under trade secret and copyright laws, which afford only limited protection. It is possible that others
will develop technologies that are similar or superior to our technology. Unauthorized parties may attempt to copy
aspects of our products or to obtain and use information that we regard as proprietary. It is difficult to police the
unauthorized use of our products, and we expect software piracy to be a persistent problem, although we are unable to
determine the extent to which piracy of our software products exists. In addition, the laws of some foreign countries
do not protect our proprietary rights as fully as do the laws of the United States. Our means of protecting our
proprietary rights in the United States or abroad may not be adequate or our competition may independently develop
similar technology.

Vexigo’s success depends, in part, on its ability to protect proprietary methods and technologies that it develops or
otherwise acquires, so that Vexigo can prevent others from using Vexigo’s inventions and proprietary information. If
Vexigo fails to protect its intellectual property rights adequately, its competitors might gain access to its technology,
and its business might be adversely affected. Vexigo relies on trademark, copyright and trade secret laws,
confidentiality procedures and contractual provisions to protect its proprietary methods and technologies. Vexigo,
whose patent strategy is still in its early stages, has one registered patent.

Vexigo generally enters into confidentiality and/or license agreements with its employees, consultants, vendors and
advertisers, and generally limits access to and distribution of its proprietary information. However, Vexigo cannot
assure that any steps taken by it will prevent misappropriation of its technology and proprietary information or
infringement of its intellectual property rights. Policing unauthorized use of Vexigo’s technology and intellectual
property is difficult and expensive. Vexigo’s competitors and others could attempt to capitalize on its brand
recognition by using domain names or business names similar to Vexigo’s, and Vexigo may be unable to prevent third
parties from acquiring or using domain names and other trademarks that infringe on, are similar to, or otherwise
decrease the value of its brands, trademarks or service marks. Also, despite the steps Vexigo has taken to protect its
proprietary rights, it may be possible for unauthorized third parties to copy or reverse engineer aspects of Vexigo’s
technology or otherwise obtain and use information that it regards as proprietary, or to develop technologies similar or
superior to its technology or design around its proprietary rights.

The digital advertising industry is characterized by the existence of large numbers of patents, copyrights, trademarks,
trade secrets and other intellectual property and proprietary rights. Companies in this industry are often required to
defend against litigation claims that are based on allegations of infringement or other violations of intellectual
property rights. Vexigo’s technologies may not be able to withstand any third-party claims or rights against their use.

It is possible that third parties will claim infringement by us of their intellectual property rights regarding both the
telecommunications industry and the advertising industry. We believe that software product developers will
increasingly be subject to infringement claims as the number of products and competitors in our industry segments
grows and the functionality of products in different industry segments overlaps. As a result of the Vexigo acquisition,
Vexigo’s business and financial condition may become more visible, which may result in threatened or actual
litigation, including by competitors and other third parties.

Regardless of whether claims that we are infringing patents or infringing or misappropriating other intellectual
property rights have any merit, these claims are time-consuming and costly to evaluate and defend, and can impose a
significant burden on management and employees. The outcome of any litigation is inherently uncertain, and we may
receive unfavorable interim or preliminary rulings in the course of litigation. There can be no assurances that
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favorable final outcomes will be obtained in all cases. Any such litigation could also cause product set-up or
maintenance delays, expose us to indemnification claims by our customers or require us to enter into royalty or
licensing agreements. Such royalty or licensing agreements, if required, may not be available on terms acceptable to
us, if at all. Some of Vexigo’s competitors for example have substantially greater resources than we do and are able to
sustain the costs of complex intellectual property litigation to a greater degree and for longer periods of time than we
could. If there is a successful claim of product infringement against us and we are not able to license the infringed or
similar technology, our business, operating results and financial condition would be adversely affected. We cannot
assure you that we are not infringing or violating any third-party intellectual property rights.
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Unfavorable national and global economic conditions could adversely affect our business, operating results and
financial condition.

Worsening economic conditions, such as the continued European sovereign debt uncertainty, may result in diminished
demand for our products and in decreased sales volumes. Although global economic conditions have stabilized or
improved since the 2008 financial crisis, many of the markets in which we operate have not fully recovered. If the
economies in the countries in which we operate continue to be uncertain or weaken further, the demand for our
products and technology may decrease as a result of constraints on capital spending by our customers. In addition,
this could result in longer sales cycles and increased price competition for our products. Any of these events would
likely harm our business, operating results and financial condition.

In June 2016, a majority of voters in the United Kingdom elected to withdraw from the European Union in a national
referendum (Brexit). The referendum was advisory, and the terms of any withdrawal are subject to a negotiation
period that could continue for a few years after the government of the United Kingdom formally initiates a withdrawal
process. Nevertheless, the referendum has created significant uncertainty about the future relationship between the
United Kingdom and the European Union, and has given rise to calls for certain regions within the United Kingdom to
preserve their place in the European Union by separating from the United Kingdom as well as for the governments of
other EU member states to consider withdrawal.

These developments, or the perception that any of them could occur, could have a material adverse effect on global
economic conditions and the stability of global financial markets, and could significantly reduce global market
liquidity and restrict the ability of key market participants to operate in certain financial markets. Asset valuations,
currency exchange rates and credit ratings may be especially subject to increased market volatility.

If global economic and market conditions, or economic conditions in the United States, Europe or Asia or other key
markets, remain uncertain or weaken further, our business, operating results and financial condition may be adversely
affected.

Notably, Vexigo’s business depends on the overall demand for advertising, specifically online video advertising, and
on the economic health of its current and prospective publishers and advertisers. If advertisers reduce their overall
advertising spending, Vexigo’s revenue and results of operations are directly affected. Economic downturns or
instability in political or market conditions generally may cause current or new advertisers to reduce their advertising
budgets. Adverse economic conditions and general uncertainty about economic recovery are likely to affect Vexigo’s
business prospects.

Because we collect and recognize revenue from services over the term of our customer agreements, the lack of
customer renewals or new customer agreements may not be immediately reflected in our operating results.

We collect and recognize revenue from our customers in service agreements over the term of their agreements with
us. As aresult, the aggregate effect of a decline in new or renewed customer agreements in any one quarter would not
be fully recognized in our revenue for that quarter, but would negatively affect our revenue in future quarters.
Consequently, the aggregate effect of significant upturns or downturns in sales of our solution would not be fully
reflected in our results of operations until future periods.

We are subject to risks associated with international operations.

We are based in Israel and generate a large percentage of our sales in the United States. Our sales in the United States
accounted for 79.8%, 77.8% and 48.8% of our total revenues for the years ended December 31, 2014, 2015 and 2016,
respectively. We may not be able to maintain or increase international market demand for our products. To the extent
that we cannot do so in a timely manner, our business, operating results and financial condition will be adversely
affected.
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International operations are subject to inherent risks, including the following:
-the impact of recessionary environments in multiple foreign markets;
-costs of localizing products for foreign markets;
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-foreign currency exchange rate fluctuations

-longer receivables collection periods and greater difficulty in accounts receivable collection;
-unexpected changes in regulatory requirements;

-difficulties and costs of staffing and managing foreign operations;

-reduced protection for intellectual property rights in some countries;

-potentially adverse tax consequences; and

-political and economic instability.

The foregoing factors may adversely affect our future revenues from international operations and, as a result,
adversely affect our business, operating results and financial condition.

The base erosion and profit shifting, or BEPS, project undertaken by the Organization for Economic Cooperation and
Development, or OECD, may have adverse consequences on our tax liabilities. The BEPS project contemplates
changes to numerous international tax principles, as well as national tax incentives, and these changes, if adopted by
individual countries, could adversely affect our provision for income taxes. It is hard to predict how the principles and
recommendations developed by the OECD in the BEPS project will translate into specific national laws, and therefore
we cannot predict at this stage the magnitude of the effect of such rules on our financial results.

In the United States, the new Trump Administration has called for substantial change to fiscal, tax and trade policies
that may adversely affect our business. We cannot predict the impact, if any, of these changes to our business.
However, it is possible that these changes could adversely affect our business.

We may be adversely affected by fluctuations in currency exchange rates.

While our revenues are generally denominated in U.S. dollars and Euros, a significant portion of our expenses,
primarily salaries, is incurred in NIS. From time to time, we may enter into hedging transactions in order to mitigate
such fluctuations. Any hedging transactions that we enter into may not materially reduce the effect of fluctuations in
foreign currency exchange rates on our results of operations. In addition, if, for any reason, exchange or price controls
or other restrictions on the conversion of foreign currencies into NIS were imposed, our business could be adversely
affected. Currency fluctuations in the future may adversely affect our revenues from international sales and,
consequently, on our business, operating results and financial condition.

We depend on business telephone system manufacturers, vendors and distributors for our sales.

Historically, one of the primary distribution channels for our call accounting management products has been private
branch exchange, or PBX, original equipment manufacturers, or OEMs, and vendors who market our products to
end-users in conjunction with their own products. We are dependent upon the active marketing and distribution
efforts of our PBX, OEMs and local master distributors.

Sales of call accounting solutions by PBX manufacturers and vendors have declined markedly in the recent past, and
sales through this channel may continue to decline. Our future success will be dependent to a substantial degree on
the marketing and sales efforts of such third parties in marketing and integrating our products. These third parties
may not give priority to the sale of our products as an enhancement to their products. Although most of the major
business telephone switching systems manufacturers and vendors currently rely on third party suppliers to provide call
accounting and other telemanagement products, these manufacturers and vendors, including our current customers,
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may develop their own competing products or purchase competing products from others.

Because we sell our products through local master distributors in countries where we do not have a marketing
subsidiary, we are highly dependent upon the active marketing and distribution efforts of our distributors. We also
depend in large part upon our distributors for product maintenance and support. Our distributors may not continue to
provide adequate maintenance and support to end-users or provide maintenance and support for new products, which
might cause us to seek new or additional distributors or incur additional service and support costs. The distributors to
whom we sell our products are generally not contractually required to make future purchases of our products and
could, therefore, discontinue carrying our products at any time. None of our distributors or resellers is subject to any
minimum purchase requirements under their agreements with us.
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We may not be able to continue our relationships with our OEM customers or, if such relationships are not
maintained, we may not be able to attract and retain comparable PBX OEMs. The loss of any of our major reseller or
OEM relationships, either to competitive products offered by other companies or products developed by such
resellers, would adversely affect our business, financial condition and results of operations. Our future performance
will depend, in part, on our ability to attract additional PBX manufacturers and vendors that will be able to market and
support our products effectively, especially in markets in which we have not previously distributed our products.

Breaches of network or information technology security, natural disasters or terrorist attacks could have an adverse
effect on our business. Vexigo, in particular, relies heavily on its IT systems and on third party IT support and
systems, including communications lines.

Cyber-attacks or other breaches of network or information technology, or IT, security, natural disasters, terrorist acts
or acts of war may cause equipment failures or disrupt our systems and operations. In particular, both unsuccessful
and successful cyber-attacks on companies have increased in frequency, scope and potential harm in recent years.
Such an event may result in our inability to operate our facilities, which, even if the event is for a limited period of
time, may result in significant expenses and/or loss of market share to other competitors in the market for
telemanagement products and invoice management solutions. While we maintain insurance coverage for some of
these events, the potential liabilities associated with these events could exceed the insurance coverage we maintain. A
failure to protect the privacy of customer and employee confidential data against breaches of network or IT security
could result in damage to our reputation. Any of these occurrences could result in a material adverse effect on our
results of operations and financial condition.

Vexigo and our TEM services, in particular, rely heavily on IT systems to manage critical functions such as media
campaign management and operations, data storage and retrieval, revenue recognition, budgeting, forecasting,
financial reporting and other administrative functions. Certain of these IT services are provided by third parties,
including communications lines, and certain of Vexigo’s data is stored on third parties’ servers, which exposes Vexigo
to additional risks relating to loss of data and security breaches.

If Vexigo grows its business, we expect that it will continue to invest in technology services, hardware and software,
including data centers, network services, storage and database technologies. Creating the appropriate support for
Vexigo’s technology platform, including Big Data and computational infrastructure, is expensive and complex, and its
execution could result in inefficiencies or operational failures and increased vulnerability to cyber-attacks, which, in
turn, could diminish the quality of Vexigo’s services and its performance for advertisers. Cyber-attacks could include
denial-of-service attacks impacting service availability (including the ability to deliver ads) and reliability; the
exploitation of software vulnerabilities in internet facing applications; social engineering of system administrators
(tricking company employees into releasing control of their systems to a hacker); or the introduction of computer
viruses or malware into Vexigo’s systems with a view to steal confidential or proprietary data. Cyber-attacks of
increasing sophistication may be difficult to detect and could result in the theft of Vexigo’s intellectual property and its
data or its advertisers’ data. In addition, Vexigo is vulnerable to unintentional errors as well as malicious actions by
persons with authorized access to its systems that exceed the scope of their access rights, or unintentionally or
intentionally alter parameters or otherwise interfere with the intended operations of its platform. The steps Vexigo
takes to increase the reliability, integrity and security of its systems as they scale may be expensive and may not
prevent system failures or unintended vulnerabilities resulting from the increasing number of persons with access to
its systems, complex interactions within its technology platform and the increasing number of connections with third
party partners and vendors’ technology. Operational errors or failures or successful cyber-attacks could result in
damage to Vexigo’s reputation and loss of current and new advertisers and other business partners which could harm
our business. In addition, we could be adversely impacted by outages and disruptions in the online platforms of
Vexigo’s key business partners, such as the real-time advertising exchanges, which Vexigo relies upon for access