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INTRODUCTION

This annual report on Form 20-F contains various "forward-looking statements" within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, 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. Statements which use the terms “anticipate,” “believe,” “expect,” “plan,” “intend,” “estimate”
and similar expressions are intended to identify forward looking statements. 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. Readers are cautioned not to place undue reliance on these
forward-looking 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.”

Our consolidated financial statements appearing in this annual report are prepared in U.S. dollars and in accordance
with Untied States generally accepted accounting principles, 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.
References to the Israeli CPI refer to the Israeli consumer price index.

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 previous filling with the Securities and
Exchange Commission, or the SEC, you may read the document itself for a complete recitation of its terms.

» o«

As used in this annual report, references to “we,” “our,” “ours” and “us” refer to Formula Systems (1985) Ltd. and
its subsidiaries, unless otherwise indicated. References to “Formula” refer to Formula Systems (1985) Ltd. alone.
Our operations are currently conducted through our subsidiaries —, Matrix IT Ltd., or Matrix, and, InSync Staffing
Solutions, Inc., or InSync, and our affiliated companies Sapiens International Corporation N.V., or Sapiens, Magic
Software Enterprises Ltd., or Magic Software and TSG Advanced IT Systems, Ltd., or TSG. following our acquisition
of a 50% share interest in TSG on May 9, 2016).

From January 28, 2012 through November 18, 2013, when we lost control of Sapiens for accounting purposes (under
U.S. GAAP) following Formula’s direct interest in Sapiens outstanding common shares decreasing from 56.8% to
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48.8% and from December 23, 2014, when we regained control of Sapiens, through September 30, 2015, when we lost
control of Sapiens for accounting purposes (under U.S. GAAP) following Formula’s direct interest in Sapiens
outstanding common shares decreasing from 50% to 49.1%, Sapiens was our subsidiary. Through March 5, 2014,
when we lost control of Magic Software for accounting purposes (under U.S. GAAP) following Formula’s direct
interest in Magic outstanding ordinary shares decreasing from 51.4% to 45.1%, Magic Software was our subsidiary.

All trademarks appearing in this annual report are the property of their respective holders.
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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 tables present selected consolidated financial data as of the dates and for each of the periods indicated.
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.

We have derived the following consolidated income statement data for the years ended December 31, 2013, 2014 and
2015 and the consolidated balance sheet data as of December 31, 2014 and 2015 from our audited consolidated
financial statements and notes included elsewhere in this annual report. We have derived the consolidated income
statement data for the years ended December 31, 2011 and 2012 and the consolidated balance sheet data as of
December 31, 2011, 2012 and 2013 from our audited consolidated financial statements that are not included in this
annual report. Our historical consolidated financial statements are prepared in accordance with U.S. generally
accepted accounting principles, or U.S. GAAP and presented in U.S. dollars. During 2014, certain insignificant
irregularities were discovered in one of our subsidiaries which affected certain income statement line items for the
year’s 2009 through-2013. These irregularities were corrected retroactively and such corrections are reflected in the
Income Statement Data presented below. You should read the selected consolidated financial data together with our
consolidated financial statements included elsewhere in this annual report and with “Item 5. Operating and Financial
Review and Prospects.”
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Income Statement Data:

Year ended December 31,

2011 2012 2013 2014 2015

(U.S. dollars in thousands, except share and per share data)
Revenues $638,899 $742981 $795,881 $636,417 $750,555
Cost of revenues 492,886 564,803 603,080 530,083 601,749
Gross profit 146,013 178,178 192,801 106,334 148,806
Research and development costs, net 5,148 12,349 14,168 787 7,488

Selling, marketing, general and administrative 93.340 110,758 117.877 70,517 94.722

expenses

Other expenses (income), net (207 )y (174 ) 14 (5 ) 2
Operating income 47,732 55,245 60,742 35,035 46,594
Financial expenses, net (6,500 ) (6,672 ) (6,236 ) (4,866 ) (8,254 )
Income before taxes on income 41,232 48,573 54,506 30,169 38,340
Taxes on income 5,276 6,145 8,728 10,074 10,988
Equity in gains of affiliated companies, net 25,870 3,744 60,683 74,590 65,096
Net income 61,826 46,172 106,461 94,685 92,488

Net income gttrlputable to redeemable i 967 )y 1735 154 755
non-controlling interests

Net income attributable to non-controlling interests 19,517 23,766 24,039 13,698 18,488
Net income attributable to Formula’s shareholders  $ 42,309 $23,373 $ 80,687 $80,833 $73,705
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Year ended December 31,
2013

2014

2015

(U.S. dollars in thousands, except share and per share

2011 2012
data)
Net earnings per share
Basic 3.12 1.73
Diluted 3.06 1.67
Weighted average number of shares outstanding (in
Thousands):
Basic 13,514 13,596
Diluted 13,669 13,790

Balance Sheet Data:

December 31,

2011 2012 2013 2014 2015

(U.S. dollars in thousands)
Total assets $667,861 $876,928 $871,795 $1,125,124 $1,066,949
Total liabilities 318,949 412,974 395,640 468,460 524,683
Equity 348,912 463,954 476,155 656,664 542,266

5.88
5.68

13,725
14,123

5.80
5.59

13,929
14,408

5.24
5.00

14,071
14,744

1) Asindicated above, the balance sheet data as of December 31, 2014 and the statement of income data for the year
ended December 31, 2015 reflect the carrying amounts combination between Sapiens and Insseco as of December 31,
2014 and as of January 1, 2015, respectively, consistent with the pooling of interest accounting method that we

applied to the acquisition of Insseco.

Dividends

In January 2016, Formula declared a cash dividend to its shareholders, to be paid in February 2016, of $0.34 per share.

The aggregate amount distributed by Formula was approximately $5.0 million.

In June 2015, Formula declared a cash dividend to its shareholders, to be paid in August 2015, of $0.34 per share. The

aggregate amount distributed by Formula was approximately $5.0 million.

10
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In December 2014, Formula declared a cash dividend to its shareholders, to be paid in February 2015, of $0.535 per
share. The aggregate amount distributed by Formula was approximately $7.9 million.

In July 2014, Formula distributed to its shareholders a cash dividend of $0.48 per share. The aggregate amount
distributed by Formula was approximately $7.1 million.

In December 2013, Formula declared a cash dividend to its shareholders, to be paid on February 2014, of $0.31 per
share. The aggregate amount distributed by Formula was approximately $4.6 million.

In July 2013, Formula distributed to its shareholders a cash dividend of $0.37 per share. The aggregate amount
distributed by Formula was approximately $5.4 million.

In June 2011, Formula distributed to its shareholders a cash dividend of $0.71 per share. The aggregate amount
distributed by Formula was approximately $10 million.

11
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In April 2010, Formula distributed to its shareholders a cash dividend of $1.47 per share, previously announced in
March 2010. The aggregate amount distributed by Formula was approximately $20 million.

Under Formula’s dividend policy adopted by its board of directors, sums that are not planned to be used for
investments in the near future may be distributed to the shareholders as a cash dividend, to the extent that our
performance allows for such distribution and subject to applicable Israeli law.

Cash dividends may be declared and paid in NIS or dollars. Dividends to the holders of Formula’s American
Depositary Shares, or ADSs, are paid by the depositary of the ADSs, for the benefit of owners of ADSs. If a dividend
is declared and paid in NIS in Israel, the NIS amount is converted into, and paid out in, dollars by the depositary of the
ADS:s.

B. Capitalization and Indebtedness

Not applicable.

C.Reasons for the Offer and Use of Proceeds

Not applicable.

D.Risk Factors

Our business prospects, operating results and financial condition could be seriously harmed due to any of the
following risks. Additional risks and uncertainties that we are not aware of or that we currently believe are immaterial
may also adversely affect our business prospects, financial condition, and results of operations. The trading prices of
our ordinary shares and ADSs could decline due to any of these risks, and you may lose all or part of your investment.

Risks Related to Our Business and Our Industry

12
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Rapid technological changes may adversely affect the market acceptance of our products and services, and our
business, results of operations and financial condition could be adversely affected; adapting to evolving
technologies can require substantial financial investments, distract management and adversely affect the
demand for our existing products or services.

We compete in markets that are characterized by rapid technological changes. Other companies are also seeking to
offer software solutions and other products and services in our markets, including enterprise mobility solutions,
internet-related solutions, such as cloud computing and business solutions for the insurance and financial services
industry, all to generate growth. These companies may develop technological or business model innovations in the
markets that we seek to address that are, or are perceived to be, equivalent or superior to our products. Furthermore,
many of our smaller competitors have been acquired by larger competitors, which provides such smaller competitors
with greater resources and potentially a larger client base for which they can develop solutions. Our customers or
potential customers may prefer suppliers that are larger than us, are better known in the market or that have a greater
global reach.

In addition, our customers’ business models may change in ways that we do not anticipate and these changes could
reduce or eliminate our customers’ needs for our products and services. Our operating results depend on our ability to
adapt to market changes and develop and introduce new products and services into existing and emerging markets.

The introduction of new technologies and devices could render existing products and services obsolete and
unmarketable and could exert price pressures on our products and services. Our future success will depend upon our
ability to address the increasingly sophisticated needs of our customers by:

13
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Supporting existing and emerging hardware, software, databases and networking platforms; and

Developing and introducing new and enhanced software development technology and applications that keep pace
with such technological developments, emerging new product markets and changing customer requirements.

Adapting to evolving technologies can require substantial financial investments, distract management and
adversely affect the demand for our existing products and services.

Adapting to evolving technologies may require us to invest a significant amount of resources into the development,
integration, support and marketing of products and services that work with or utilize those technologies. For example,
the acceptance and growth of cloud computing, enterprise mobility, security and cyber and digital are examples of
rapid technological changes for which we have adapted our products and software services offerings. Developing and
implementing cloud computing, enterprise mobility, security and cyber and digital into certain of our software
solution models and software services offerings required us to make a substantial financial investment and required
significant attention from our management to refine our business strategies to include the delivery of these solutions.
As the market continues to adopt new technologies, we expect to continue to make substantial investments in our
service solutions and system integrations related to these changing technologies. Even if we succeed in adapting to a
new technology by developing attractive products and services and successfully bringing them to market, there is no
assurance that the new product or service will have a positive impact on our financial performance and could even
result in lower revenue, lower margins and higher costs and therefore could negatively impact our financial
performance.

Unfavorable national and global economic conditions could adversely affect our business, operating results and
financial condition.

During periods of slowing economic activity our customers may reduce their demand for our products, technology and
software services, which would reduce our sales, and our business, operating results and financial condition may be
adversely affected. Economies throughout the world currently face a number of challenges, including threatened
sovereign defaults, credit downgrades, restricted credit for businesses and consumers and potentially falling demand
for a variety of products and services. Notwithstanding the improving economic conditions in some of our markets,
many companies are still cutting back expenditures or delaying plans to add additional personnel or systems. Any
further worsening of global economic conditions could result in longer sales cycles, slower adoption of new
technologies and increased price competition for our products and services. We could also be exposed to credit risk
and payment delinquencies on our accounts receivable, which are not covered by collateral. Any of these events
would likely harm our business, operating results and financial condition.

14
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Our development cycles are lengthy, we may not have the resources available to complete development of new,
enhanced or modified, solutions and we may incur significant expenses before we generate revenues, if any,
from our solutions.

Because development of a significant portion of our solutions is complex and requires rigorous testing, development
cycles can be lengthy, taking us up to two years to develop and introduce new, enhanced or modified solutions.
Moreover, development projects can be technically challenging and expensive. The nature of these development
cycles may cause us to experience delays between the time we incur expenses associated with research and
development and the time we generate revenues, if any, from such expenses. Furthermore, we may invest substantial
resources in the development of solutions that do not achieve market acceptance or commercial success. We may also
not have sufficient funds or other resources to make the required investments in product development. Even where we
succeed in our sales efforts and obtain new orders from customers, the complexity involved in delivering certain of
our solutions to such customers makes it more difficult for us to consummate delivery in a timely manner and to
recognize revenue and maximize profitability. Failure to deliver our solutions in a timely manner could result in order
cancellations, damage our reputation and require us to indemnify our customers. Any of these risks relating to our
lengthy and expensive development cycle could have a material adverse effect on our business, financial conditions
and results of operations.

15
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Our sales cycle is variable, depends upon many factors outside our control, and could cause us to expend
significant time and resources prior to earning associated revenues.

The typical sales cycle for certain of our solutions and services is lengthy and unpredictable, requires pre-purchase
evaluation by a significant number of persons in our customers’ organizations, and often involves a significant
operational decision by our customers. Our sales efforts involve educating our customers and industry analysts about
the use and benefits of our products and services, including the technical capabilities of our products and the potential
cost savings achievable by organizations deploying our solutions or utilize our services. Customers typically
undertake a significant evaluation process, which frequently involves not only our products, but also those of our
competitors and can result in a lengthy sales cycle with little or no control over any delays encountered by us. We
spend substantial time, effort and money in our sales efforts without any assurance that such efforts will produce any
sales.

If our products and software services fail to compete successfully with those of our competitors, we may have to
reduce the prices of our products, which, in turn, may adversely affect our business.

We face competition, both in Israel and internationally, from a variety of companies, including companies with
significantly greater resources than ours who are likely to enjoy substantial competitive advantages, including:

longer operating histories;

closer proximity to future markets;

greater financial, technical, marketing and other resources;

cheaper costs, including labor cost;

political leverage;

16
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greater name recognition;

well-established relationships with our current and potential clients; and

a broader range of products and services.

Magic Software competes with other companies in the areas of application platforms, business integration and
business process management, or BPM, tools, and in the applications, mobile solutions, vertical solutions and services
markets in which it operates. Magic Software competes for potential customers with providers of outsourcing services,
systems integrators, computer systems consultants, other providers of technical IT consulting services and, to a lesser
extent, temporary personnel agencies.

Sapiens’ competitors in the insurance software solutions market differ from it in size, geography and lines of business.
Some of its competitors offer a full suite, while others offer only one module; some operate in specific (domestic)
geographies, while others operate on a global basis. Delivery models vary, with some competitors keeping delivery
in-house, using IT outsourcing (ITO) or business process outsourcing (BPO).

These competitors may be able to respond more quickly to new or emerging technologies or changes in customer
requirements. They may also benefit from greater purchasing economies, offer more aggressive product and service
pricing or devote greater resources to the promotion of their products and services. Current and potential competitors
have established or may establish cooperative relationships among themselves or with third parties to increase such
competitors’ ability to successfully market their tools and services. We also expect that competition will increase as a
result of continued consolidation within the industry. Our further penetration of international markets may likewise
cause us to face additional competition. As a result, we cannot assure you that the products and solutions that we offer
will compete successfully with those of our competitors.

We may be unable to differentiate our tools and services from those of our competitors or successfully develop and
introduce new tools and services that are less costly than, or superior to, those of our competitors. This could have a
material adverse effect on our ability to compete.

Furthermore, several software development centers in Israel and worldwide offer software development services at
lower prices than we do. Due to the intense competition in the markets in which we operate, software products and
services prices may fluctuate significantly. As a result, we may have to reduce the prices of our products, which in
turn, may adversely affect our revenues and the gross margins for our products.

17
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As some of our revenues are derived from the Israeli government sector, including defense, healthcare,
education and finance, a reduction of government spending in Israel on IT services may reduce our revenues
and profitability; and any delay in the annual budget approval process may negatively impact our cash flows.

We perform work for a wide range of Israeli governmental agencies and related subcontractors. Any reduction in total
Israeli government spending for political or economic reasons, such as what occurred during the Israeli recession that
ended in 2004 or the recent worldwide recession may reduce our revenues and profitability. In addition, the
government of Israel has experienced significant delays in the approval of its annual budget in recent years. Such
delays in the future could negatively affect our cash flows by delaying the receipt of payments from the government of
Israel for services performed.

TSG, our latest acquisition, derives most of its revenues directly or indirectly from government agencies, mainly the
Israeli Ministry of Defense (IMOD) and authorities of various countries, pursuant to contracts awarded to it under
defense and homeland security-related programs. The funding of these programs could be reduced or eliminated due
to numerous factors, including geo-political events and macro-economic conditions that are beyond our control.
Reduction or elimination of government spending under our contracts would cause a negative effect on TSG’s
revenues, results of operations, cash flow and financial condition. Furthermore, the Israeli government may reduce its
expenditures for defense items or change its defense priorities in the coming years. In addition, the Israeli defense
budget may be adversely affected if there is a reduction in U.S. foreign military assistance.

Our clients’ complex regulatory requirements may increase our costs, which could negatively impact our
profits.

Some of our clients, particularly those in the financial services, life sciences, healthcare and defense verticals, are
subject to complex and constantly changing regulatory requirements. On occasion, these regulatory requirements
change unpredictably. These regulations may increase our potential liabilities if our services are found to contribute to
a failure by our clients to comply with the requirements applicable to them and may increase compliance costs as
regulatory requirements increase or change. These increased costs could negatively impact our profits.

With respect to certain of our defense sector command and control software solutions which are developed and
offered by our affiliate, TSG, we depend on governmental approval of our exports.

Our international sales, as well as our international procurement of skilled human resources, technology and
components, related to our command and control software solutions, depends largely on export license approvals from
the governments of Israel, the U.S. and other countries. If we fail to obtain material approvals in the future, or if

19
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material approvals previously obtained are revoked or expire and are not renewed, our ability to sell our products and
services to overseas customers and our ability to obtain goods and services essential to TSG’s business could be
interrupted, resulting in a material adverse effect on TSG’s business, revenues, assets, liabilities and results of
operations.

Investment in highly skilled research and development and customer support personnel is critical to our ability
to develop and enhance our solutions and support our customers, but an increase in such investment may
reduce our profitability.

As providers of software solutions that rely upon technological advancements, we rely heavily on our research and
development activities to remain competitive. We consequently are highly dependent on the ability to attract, train,
motivate and retain highly skilled information technology professionals for our research and development team,
particularly individuals with knowledge and experience in the insurance and defense industries. Because our software
solutions are highly complex and are generally used by our customers to perform critical business functions, we also
depend heavily on other skilled technology professionals to provide ongoing support to our customers. Skilled
technology professionals are often in high demand and short supply. If we are unable to hire or retain qualified
research and development personnel and other technology professionals to develop, implement and modify our
solutions, we may be unable to meet the needs of our customers. Even if we succeed in retaining the necessary skilled
personnel in our research and development and customer support efforts, our investment in our personnel and product
development might increase our costs of operations and thereby reduce our profitability, unless compensated through
increased revenues. Given the highly competitive industry in which we operate, we may not succeed in increasing our
revenues in line with our increasing investments in our personnel and research and development efforts.

20
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Furthermore, if we seek to expand the marketing and offering of our products into new territories, it would require the
retention of new, additional skilled personnel with knowledge of the particular market and applicable regulatory
regime. Such skilled personnel may not be available at a reasonable cost relative to the additional revenues that we
expect to generate in those territories, or may not be available at all.

Our business involves long-term, large projects, some of which are fixed-price projects that involve
uncertainties, such as estimated project costs and profit margins, and which can therefore adversely affect our
results of operations.

Our business is characterized by certain relatively large projects or engagements that can have a significant impact on
our total revenue and cost of revenue from quarter to quarter. A high percentage of our expenses, particularly
employee compensation, are relatively fixed. Therefore, a variation in the timing of the initiation, progress or
completion of projects or engagements can cause significant variations in operating results from quarter to quarter.

This is particularly the case on fixed-price contracts. Some of our solutions and services are sold as fixed-price
projects with delivery requirements spanning more than one year. As certain of our projects can be highly complex,
we may not be able to accurately estimate our actual costs of completing a fixed-price project. If our actual
cost-to-completion of these projects exceeds significantly the estimated costs, we could experience a loss on the
related contracts, which would have a material adverse effect on our results of operations, financial position and cash
flow.

Similarly, delays in executing client contracts (whether fixed price or not) may affect our revenue and cause our
operating results to vary widely. Certain of our solutions are delivered over periods of time ranging from several
months to a few years. Payment terms are generally based on periodic payments or on the achievement of milestones.
Any delays in payment or in the achievement of milestones may have a material adverse effect on our results of
operations, financial position or cash flows.

Certain of our contracts may be terminated for convenience of the customer.

Our contracts with governments often contain provisions permitting termination for convenience of the customer. Our
subcontracts with non-governmental prime contractors sometimes contain similar provisions permitting termination
for the convenience of the prime contractors. In a minority of contracts with such customers, an early termination for
convenience would not entitle us to reimbursement for a proportionate share of our fee or profit for work still in
progress.
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We may be liable to our clients for damages caused by a violation of intellectual property rights, the disclosure
of other confidential information, including personally identifiable information, system failures, errors or
unsatisfactory performance of services, and our insurance policies may not be sufficient to cover these
damages.

We often have access to, and are required to collect and store, sensitive or confidential client information, including
personally identifiable information. Some of our client agreements do not limit our potential liability for breaches of
confidentiality, infringement indemnity and certain other matters. Furthermore, breaches of confidentiality may entitle
the aggrieved party to equitable remedies, including injunctive relief. If any person, including any of our employees
and subcontractors, penetrates our network security or misappropriates sensitive or confidential client information,
including personally identifiable information, we could be subject to significant liability from our clients or from our
clients’ customers for breaching contractual confidentiality provisions or privacy laws. Despite measures we take to
protect the intellectual property and other confidential information or personally identifiable information of our
clients, unauthorized parties, including our employees and subcontractors, may attempt to misappropriate certain
intellectual property rights that are proprietary to our clients or otherwise breach our clients’ confidences. Unauthorized
disclosure of sensitive or confidential client information, including personally identifiable information, or a violation
of intellectual property rights, whether through employee misconduct, breach of our computer systems, systems
failure or otherwise, may subject us to liabilities, damage our reputation and cause us to lose clients.
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Many of our contracts involve projects that are critical to the operations of our clients’ businesses and provide benefits
to our clients that may be difficult to quantify. Any failure in a client’s system or any breach of security could result in
a claim for substantial damages against us, regardless of our responsibility for such failure. Furthermore, any errors by
our employees in the performance of services for a client, or poor execution of such services, could result in a client
terminating our engagement and seeking damages from us.

In addition, while we have taken steps to protect the confidential information that we have access to, including
confidential information we may obtain through usage of our cloud-based services, our security measures may be
breached. If a cyber-attack or other security incident were to result in unauthorized access to or modification of our
customers’ data or our own data or our IT systems or in disruption of the services we provide to our customers, or if
our products or services are perceived as having security vulnerabilities, we could suffer significant damage to our
business and reputation.

Although we attempt to limit our contractual liability for consequential damages in rendering our services, these
limitations on liability may not apply in all circumstances, may be unenforceable in some cases, or may be insufficient
to protect us from liability for damages. There may be instances when liabilities for damages are greater than the
insurance coverage we hold and we will have to internalize those losses, damages and liabilities not covered by our
insurance.

Changes in privacy regulations may impose additional costs and liabilities on us, limit our use of information,
and adversely affect our business.

Personal privacy has become a significant issue in the United States, Europe, and many other countries where we
operate. Many government agencies and industry regulators continue to impose new restrictions and modify existing
requirements about the collection, use, and disclosure of personal information. Changes to laws or regulations
affecting privacy and security may impose additional liability and costs on us and may limit our use of such
information in providing our services to customers. If we were required to change our business activities, revise or
eliminate services or products, or implement burdensome compliance measures, our business and results of operations
may be harmed. Additionally, we may be subject to regulatory enforcement actions resulting in fines, penalties, and
potential litigation if we fail to comply with applicable privacy laws and regulations.

If we fail to locate, successfully compete for and consummate suitable acquisitions and investments, we may be
unable to grow or maintain our market share.
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As part of our strategy, we intend to pursue acquisitions of, and investments in, other businesses, particularly
businesses offering products, technologies and services that are complementary to ours and are suitable for integration
into our business. We cannot assure you that we will be able to locate suitable potential acquisition or investment
opportunities in Israel or internationally, or if we do identify suitable candidates, that at the conclusion of related
discussions and negotiations, we will be able to consummate the acquisitions or investments on terms which are
favorable to us. If and when acquisition or investment opportunities arise, we expect to compete for these
opportunities with other established and well-capitalized entities and we cannot guarantee that we will succeed in such
competition on terms which remain favorable to us. If we fail to consummate further acquisitions or investments in the
future, our ability to grow or to even maintain our market share may be harmed.

Any future acquisitions of, or investments in, companies or technologies, especially those located outside of
Israel, may distract our management, disrupt our business and may be difficult to finance on favorable terms.

As described above, it is part of our strategy to pursue acquisitions of, and investments in, companies offering
products, technologies and services in order to expand our product offerings or services or otherwise enhance our
market position and strategic strengths. In the past three years we made a number of acquisitions, including:
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In April 2014, Formula acquired InSync Staffing Solutions, Inc., a U.S. based full-service provider of consulting and
staffing solutions for IT, engineering and other professional staff (i.e. accounting and finance, administrative,
customer service, healthcare, human resources, manufacturing, marketing/sales, and operations). The total
consideration paid by Formula was $4.0 million.

In May 2016, Formula and Israel Aerospace Industries (“IAI”) each acquired 50% of TSG, a subsidiary and the military
arm of Ness Technologies, which is engaged in the fields of command and control systems, intelligence, homeland
security and cybersecurity. Each of Formula and TAI acquired and each paid a purchase price of $25.8 million (subject
to certain adjustments).

In August 2014, our affiliated company Sapiens acquired Knowledge Partners International LLC, or KPI and the
assets of The Decision Model Licensing LLC, or TDML. KPI is a leader in decision management consultancy,
services and training and through TDML owns certain patents used as part of Sapiens’ Decision solution. The total
consideration was $2.1 million in cash and 57,000 ordinary shares of Sapiens Software Solutions (Decision) Ltd., or
Sapiens Decision, the subsidiary of Sapiens which holds all of the interests in KPI. In addition, one of the shareholders
of KPI received 88,500 restricted shares of Sapiens Decision plus $450,000 in cash, subject to certain performance
criteria.

In May 2015, Sapiens acquired IBEXI Solutions Private Limited (“IBEXI”), an India-based provider of insurance
solutions and services, which services 18 insurers in both the P&C and L&P markets throughout Southeast Asia. The
total purchase price in this acquisition was approximately $4.8 million, which was paid in cash by Sapiens at the
closing, and which is subject to adjustment based on certain future criteria.

In August 2015, Sapiens acquired Insseco, a Poland-based software and services provider for the insurance market,
from Asseco, the controlling shareholder of Formula, which helped Sapiens to establish a strong presence in the Polish
insurance market. Sapiens paid approximately $9.1 million in cash for Insseco, subject to upwards adjustment based
on its achieving future revenue goals.

In November 2013, Magic Software acquired the operations of Allstates Technical Services, LLC, a U.S. based
full-service provider of consulting and staffing solutions for IT, Engineering and Telecom personnel, for a total
consideration of $11.0 million.

In April 2015 Magic acquired a 70% interest in Comblack IT Ltd., an Israeli-based company that specializes in
software professional and outsource management services for mainframes and complex large-scale environments, for
a total consideration of $1.8 million, of which $ 1.5 million was paid upon closing and $ 0.3 million was contingent
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upon the acquired business meeting certain operational targets in 2015. Magic and the seller hold mutual Call and Put
options respectively for the remaining 30% interest in the company. In March 2016, Magic paid the seller the
remaining contingent payments for meeting 2015 operational targets.

In June 2015 Magic acquired a 70% interest in Infinigy Solutions LLC, a US-based services company focused on
expanding the development and implementation of technical solutions throughout the telecommunications industry
with offices over the US, providing nationwide coverage and support for wireless engineering, deployment services,
surveying, environmental service and project management, for a total consideration of $6.4 million, of which $ 5.6
was paid upon closing and $ 0.8 million is contingent upon the acquired business meeting certain operational targets
in 2016 and 2017. Magic and the seller hold mutual Call and Put options respectively for the remaining 30% interest
in the company.

During the year ended December 31, 2014, Matrix completed three acquisitions for a total cash consideration of up to
approximately $4.7 million, of which $ 3.1 million was attributed to goodwill and $ 1.3 million to other identifiable
intangible assets. These acquisitions generally enhance our group's technologies, product and services offerings.
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In April 2015 Xtivia Inc. (a wholly owned subsidiary of Matrix) completed the acquisition of all of the outstanding
shares of Hydus Inc. in total consideration of $ 2.5 million. Hydus Inc. is a U.S based consulting firm specializing in
software services in the field of EIM (Enterprise Information Management). In addition, the sellers may be eligible for
future consideration, valued at $ 1.6 million as of December 31, 2015, subject to obtaining accumulated operating
income targets during three years (not exceeding Hydus operating income).

In May 2015, Matrix completed the acquisition of all of the outstanding shares of Ono Apps Ltd., an Israeli based
service provider specializing in mobile applications development services, for total consideration of NIS 4.6 million
(approximately $ 1.2 million). In addition, the sellers may be eligible for future consideration, valued at $ 0.3 million
as of December 31, 2015, subject to obtaining accumulated operating income targets during three years commencing
on January 1, 2016, not exceeding NIS 5.0 million (approximately $ 1.3 million).

During the year ended December 31, 2015, Formula and its subsidiaries and affiliates completed an additional five
other acquisitions for a total cash consideration of approximately $3.8, million and increased their share interest in two
existing subsidiaries for total consideration of $ 1.7 million. These acquisitions generally enhance our technologies,
product and services offerings. Pro forma results of operations for these acquisitions have not been presented because
they are not material to the consolidated results of operations, either individually or in the aggregate.

Mergers and acquisitions of companies are inherently risky and subject to many factors outside of our control and no
assurance can be given that our future acquisitions will be successful and will not adversely affect our business,
operating results, or financial condition. Failure to manage and successfully integrate acquisitions could materially
harm our business and operating results. Prior acquisitions have resulted in a wide range of outcomes, from successful
introduction of new products and technologies to a failure to do so. Even when an acquired company has previously
developed and marketed products, there can be no assurance that new product enhancements will be made in a timely
manner or that pre-acquisition due diligence will have identified all possible issues that might arise with respect to
such products. If we acquire other businesses, we may face difficulties, including:

Difficulties in integrating the operations, systems, technologies, products, and personnel of the acquired businesses or
' enterprises;

Diversion of management’s attention from normal daily operations of the business and the challenges of managing
‘larger and more widespread operations resulting from acquisitions;

-Potential difficulties in completing projects associated with in-process research and development;

Difficulties in entering markets in which we have no or limited direct prior experience and where competitors in such
“markets have stronger market positions;

-Insufficient revenue to offset increased expenses associated with acquisitions; and

The potential loss of key employees, customers, distributors, vendors and other business partners of the companies
‘we acquire following and continuing after announcement of acquisition plans.
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Furthermore, we may not be able to retain the key employees that may be necessary to operate the businesses we
acquired and may acquire and we may not be able to timely attract new skilled employees and management to replace
them. An acquisition may also involve accounting charges and/or amortization of significant amounts of intangible
assets, which would adversely affect our ability to achieve and maintain profitability. These difficulties could disrupt
our ongoing business, distract our management and employees, increase our expenses and adversely affect our results
of operations.

Any acquisition or investment in a company located outside of Israel poses additional risks, including risks related to
the monitoring of a management team from a great distance and the need to integrate a potentially different business
culture. Our failure to successfully integrate such a newly acquired business or such an investment could harm our
business.
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We may furthermore need to raise capital in connection with any such acquisition or investment, which we would
likely seek via public or private equity or debt offerings. For example, we issued $58.3 million (net of issuance
expenses) of secured debentures, or Series A Secured Debentures, and convertible debentures, or Series B Convertible
Debentures as part of a public offering in Israel in September 2015. The issuance of equity securities pursuant to any
such financing could be dilutive to our existing shareholders. The issuance of equity securities by any of our
significant subsidiaries and affiliates pursuant to any such financing could be dilutive to our existing interest in these
subsidiaries and affiliates. If we raise funds through debt offerings, we may be pressured in serving such debt. If we
use cash or debt financing, our financial liquidity will be reduced, the holders of our debt may have claims on our
assets ahead of holders of our ordinary shares and our business operations may be restricted by the terms of any debt.
Our ability to raise capital in this manner also depends upon market and other conditions, many of which are beyond
our control. Due to unfavorable conditions, we could be required to seek alternative financing methods, such as bank
financings, which involve borrowing money on terms that are not favorable to us. Difficulties in raising equity capital
or obtaining debt financing on favorable terms, or the unavailability of financing, including bank borrowings, may
hinder our ability to implement our strategy for selective acquisitions and investments.

If we fail to manage our growth, our business could be disrupted and our profitability will likely decline.

We have experienced rapid growth during the last five years, through acquisitions and organic growth. The number of
our employees increased from approximately 5,339 as of December 31, 2010 to approximately 10,981 as of December
31, 2015 (including our affiliated companies Sapiens and Magic Software) and may increase further as we aim to
enhance our businesses. This increase may significantly strain our management and other operational and financial
resources. In particular, continued headcount growth increases the integration challenges involved in:

-recruiting, training and retaining skilled technical, marketing and management personnel;

-maintaining high quality standards;

-preserving our corporate culture, values and entrepreneurial environment;

developing and improving our internal administrative infrastructure, particularly our financial, operational,
"communications and other internal controls; and

-maintaining high levels of client satisfaction.

The rapid execution necessary to exploit the market for our business model requires an effective planning and
management process. Our systems, procedures or controls may not be adequate to support the growth in our
operations, and our management may not be able to achieve the rapid execution necessary to exploit the market for
our business model. Our future operating results will also depend on our ability to expand our development, sales and
marketing organizations. If we are unable to manage growth effectively, our profitability will likely decline.

The increasing amount of intangible assets and goodwill recorded on our balance sheet may lead to significant
impairment charges in the future.
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We regularly review our long-lived assets, including identifiable intangible assets and goodwill, for impairment.
Goodwill and indefinite life intangible assets are subject to impairment review at least annually. Other long-lived
assets are reviewed when there is an indication that impairment may have occurred. The amount of goodwill and
identifiable intangible assets on our consolidated balance sheet has increased significantly from $199.6 million as of
December 31, 2010 to $449.3 million and $167.1 million as of December 31, 2014 and 2015, respectively, as a result
of our acquisitions, and may increase further following future acquisitions. Impairment testing under U.S. GAAP may
lead to further impairment charges in the future. Any significant impairment charges could have a material adverse
effect on our results of operations. The decrease in the amount of goodwill and identifiable intangible assets on our
consolidated balance sheet from December 31, 2014 to December 31, 2015 is solely due to the deconsolidation of
Sapiens as of September 30, 2015.
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During the years ended December 31, 2013, 2014 and 2015, no impairment was required for any of our reporting units
and no impairment losses were identified for these intangible assets and software products.

Our credit facility agreements with banks and other financial institutions contain and our Series A Secured
Debentures and Series B Convertible Debentures are subject to a number of restrictive covenants which, if
breached, could result in acceleration of our obligation to repay our debt.

In the context of our engagements with banks and other financial institutions for receiving various credit facilities and
under the terms governing our Series A Secured Debentures and Series B Convertible Debentures, we have
undertaken to maintain a number of conditions and limitations on the manner in which we can operate our business,
including limitations on our ability to distribute dividends, incur debt and sell or acquire assets. These credit facilities
agreements also contain various covenants which require us to maintain certain financial ratios related to shareholders’
equity, total rate of debt and liabilities, minimum outstanding balance of total cash and short-term investments and
operating results that are customary for companies of comparable size and the risk that we may not be able to maintain
in the future the rating level assigned to the Notes. These limitations and covenants may force us to pursue less than
optimal business strategies or forego business arrangements which could have been financially advantageous to us
and, by extension, to our shareholders. In addition, we have secured a credit facility and our Series A Secured
Debentures with certain of the shares of Formula’s publicly held subsidiary Matrix and our affiliated companies
Sapiens and Magic Software. A breach of the restrictive covenants could result in the acceleration of our obligations
to repay our debt.

Marketing our products and services in international markets may require increased expenses and greater exposure to
risks that we may not be able to successfully address.

We intend to continue to focus our efforts on selling proprietary software solutions and services in international
markets and to devote significant resources to these efforts to expand our international operations as part of our
growth strategy. If we are unable to continue achieving market acceptance for our solutions or continue to successfully
penetrate international markets, our business will be harmed. In 2014 and 2015, we received approximately 16.5% and
30.0% of our consolidated revenues, respectively, from customers located outside of Israel (including but not limited
to the United States, Europe, Japan, Asia-Pacific, India and South Africa). The expansion of our existing operations
and entry into additional international markets will require significant management attention and financial resources
which could adversely affect our business. If we had continued to consolidate Magic’s and Sapiens’ revenues in all of
2015, 42% of our revenues would have been generated from customers located outside of Israel.

Our international operation subjects us to many risks inherent to international business activities, including:

31



Edgar Filing: FORMULA SYSTEMS (1985) LTD - Form 20-F

-limitations and disruptions resulting from the imposition of government controls;
-changes in regulatory requirements;
-export license requirements;
-economic or political instability;
-trade restrictions;
-changes in tariffs;
-currency fluctuations;
-difficulties in the collection of receivables;
-foreign tax consequences;
compliance with the U.S. Foreign Corrupt Practices Act of 1977, as amended, or FCPA, particularly in emerging
“market countries;
-increased financial accounting and reporting burdens and complexities;
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-greater difficulty in localizing certain of our products and licensing programs for international customers
-greater difficulty in safeguarding intellectual property; and
-difficulties in managing overseas subsidiaries and international operations.

As we continue to expand our business globally, our success will depend, in large part, on our ability to anticipate and
effectively manage these and other risks associated with our international operations. Any of these risks could harm
our international operations and reduce our international sales, adversely affecting our business, results of operations,
financial condition and growth prospects.

Errors or defects in our software solutions could inevitably arise and would harm our profitability and our
reputation with customers, and could even give rise to liability claims against us.

The quality of our solutions, including new, modified or enhanced versions thereof, is critical to our success. Since
certain of our software solutions are complex, they may contain errors that cannot be detected at any point in their
testing phase. While we continually test all our software solutions for errors or defects and work with customers our
partners and end-users (who occasionally participate in our beta-testing of certain programs) to identify and correct
them, errors in our technology may be found in the future. Testing for errors or defects is complicated because it is
difficult to simulate the breadth of operating systems, user applications and computing environments that our
customers use or in the applications developed with our technology. Errors or defects in our technology have resulted
in terminated work orders and could result in delayed or lost revenue, diversion of development resources and
increased services, termination of work orders, damage to our brand and warranty and insurance costs in the future. In
addition, time-consuming implementations may also increase the number of services personnel we must allocate to
each customer, thereby increasing our costs and adversely affecting our business, results of operations and financial
condition.

In addition, since our customers rely on our solutions to operate, monitor and improve the performance of their
business processes or to develop or integrate their business applications, they are sensitive to potential disruptions that
may be caused by the use of, or any defects in, our software. As a result, we may be subject to claims for damages
related to software errors in the future. Liability claims could require us to spend significant time and money in
litigation or to pay significant damages. Regardless of whether we prevail, diversion of key employees’ time and
attention from our business, the incurrence of substantial expenses and potential damage to our reputation might
result. While the terms of our standard sales contracts typically limit our exposure to potential liability claims and we
carry errors and omissions insurance against such claims, there can be no assurance that such insurance will continue
to be available on acceptable terms, if at all, or that such insurance will provide us with adequate protection against
any such claims. A significant liability claim against us could have a material adverse effect on our business, results of
operations and financial position. Accordingly, the adverse consequences of, and expenses related to, failures, errors
and defects could have a material adverse effect on our business, operating results, and financial condition.
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Failure to meet customer expectations with respect to the implementation and use of our solutions or damage
caused by our solutions to our customers’ information systems could result in negative publicity, reduced sales
and diversion of resources, may cause the cancellation of our contracts and may subject us to liability claims,
all of which would harm our business, results of operations, financial condition and growth prospects.

We generally provide our customers with upfront estimates regarding the duration, budget and costs associated with
the implementation of our products. Implementation of some of our solutions is complex and meeting the anticipated
duration, budget and costs often depends on factors relating to our customers or their other vendors. We may not meet
the upfront estimates and expectations of our customers for the implementation of products as a result of our products’
capabilities or service engagements by us, our system integrator partners or our customers' [T employees.
Consequently, if we fail to meet upfront estimates and the expectations of our customers for the implementation of our
products, our reputation could be harmed, which could adversely affect our ability to attract new customers and sell
additional products and services to existing customers.
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In addition, some of the products and software services that we provide involve key aspects of customers’ information
systems and may be considered critical to the operations of our clients’ businesses. As a result, our customers have a
greater sensitivity to failures in these systems than do customers of other software products generally. In addition, our
exposure to legal liability may be increased in the case of outsourcing contracts in which we become more involved in
our clients’ operations. If a customer’s system fails during or following the provision of products or services by us, or if
we fail to provide customers with proper support for our software products or do so in an untimely manner, we are
exposed to the risks of cancellation of our contract with the customer and a legal claim for substantial damages being
filed against us, regardless of whether or not we are responsible for the failure. While we typically strive to include
provisions designed to limit our exposure to legal claims relating to our services and the solutions we develop, these
provisions may not adequately protect us or may not be enforceable in all cases. The general liability insurance
coverage that we maintain, including coverage for errors and omissions, is subject to important exclusions and
limitations. We cannot be certain that this coverage will continue to be available on reasonable terms or will be
available in sufficient amounts to cover one or more large claims, or that the insurer will not disclaim coverage as to
any future claim. A successful assertion of one or more large claims against us that exceeds our available insurance
coverage or changes in our insurance policies, including premium increases or the imposition of large deductible or
co-insurance requirements, could adversely affect our profitability.

Incorrect or improper use of our products or our failure to properly train customers on how to implement or
utilize our products could result in customer dissatisfaction and negatively affect our business, results of
operations, financial condition and growth prospects.

Certain of our software solutions are complex and are deployed in a wide variety of network environments. The
proper use of these solutions requires training of the customer. If these solutions are not used correctly or as intended,
inadequate performance may result.

Additionally, our customers or third-party partners may incorrectly implement or use our solutions. Our solutions may
also be intentionally misused or abused by customers or their employees or third parties who are able to access or use
our solutions. Similarly, our solutions are sometimes installed or maintained by customers or third parties with smaller
or less qualified IT departments, potentially resulting in sub-optimal installation and, consequently, performance that
is less than the level anticipated by the customer. Because our customers rely on our software, services and
maintenance support to manage a wide range of operations, the incorrect or improper use of our solutions, our failure
to properly train customers on how to efficiently and effectively use our solutions, or our failure to properly provide
implementation or maintenance services to our customers has resulted in terminated work orders and may result in
termination of work orders, negative publicity or legal claims against us in the future. Also, as we continue to expand
our customer base, any failure by us to properly provide these services will likely result in lost opportunities for
follow-on sales of our software and services.

In addition, if there is substantial turnover of customer personnel responsible for implementation and use of our
products, or if customer personnel are not well trained in the use of our products, customers may defer the deployment
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of our products, may deploy them in a more limited manner than originally anticipated or may not deploy them at all.
Further, if there is substantial turnover of the customer personnel responsible for implementation and use of our
products, our ability to make additional sales may be substantially limited.

Any unauthorized, and potentially improper, actions of our personnel could adversely affect our business,
operating results and financial condition.

The recognition of our revenue depends on, among other things, the terms negotiated in our contracts with our
customers. Our personnel may act outside of their authority and negotiate additional terms without our knowledge.
We have implemented policies to help prevent and discourage such conduct, but there can be no assurance that such
policies will be followed. For instance, in the event that our sales personnel negotiate terms that do not appear in the
contract and of which we are unaware, whether such additional terms are written or verbal, we could be prevented
from recognizing revenue in accordance with our plans. Furthermore, depending on when we learn of unauthorized
actions and the size of the transactions involved, we may have to restate revenue for a previously reported period,
which would seriously harm our business, operating results and financial condition.
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If existing customers do not make subsequent purchases from us and continue using our solutions and services
or if our relationships with our largest customers are impaired, our revenue and profitability could be
negatively affected

The loss of any of our major customers or a decrease or delay in orders or anticipated spending by such customers
could reduce our revenues and profitability, due to our reliance on such customers. Our customers could also engage
in business combinations, which could increase their size, reduce their demand for our products and solutions as they
recognize synergies or rationalize assets, and increase or decrease the portion of our total sales concentration with
respect to any single customer.

For example, five customers of one of our five directly held subsidiaries and affiliated companies and during 2014 and
2015— Sapiens— and its subsidiaries accounted for 31% and 32% of Sapiens’ consolidated revenues in 2014 and 2015,
respectively (or 8% of our consolidated revenues, in each of the respective years). two significant customers of an
affiliate—Magic Software— accounted for 10% and 3% and 7% and 11% of its consolidated revenues in 2014 and 2015,
respectively . One significant customer of TSG (the Israeli Ministry of Defense, IMOD) accounted for approximately
40% of its revenues in 2014 and 2015. There can be no assurance that the existing customers of our significant
subsidiaries and affiliates will enter into new project contracts with us or that they will continue using our

technologies and IT services. A significant decline in our revenue stream from existing customers would have an
adverse effect on our operating results.

There may be consolidation in the markets and industries in which we operate, which could reduce the use of
our products and services and adversely affect our revenues.

Mergers or consolidations among our customers could reduce the number of our customers and potential customers.
This could adversely affect our revenues even if these events do not reduce the aggregate number of customers or the
activities of the consolidated entities. If our customers merge with or are acquired by other entities that are not our
customers, or that use fewer of our products and services, they may discontinue or reduce their use of our products and
services. Any of these developments could materially and adversely affect our results of operations and cash flows.
Furthermore, as the number of companies in the defense industry has decreased in recent years, the market share of
some prime contractors has increased. Some of these companies are vertically integrated with in-house capabilities
similar to ours in certain areas. Thus, at times we could be seeking business from certain of these prime contractors,
while at other times we could be in competition with some of them. Failure to maintain good business relations with
these major contractors could negatively impact TSG’s business.

If our interest in our subsidiaries’ outstanding equity interests becomes diluted below 50% or if we are unable
to retain effective control over our subsidiaries and affiliated companies, we would cease to consolidate them
and our operating results may fluctuate significantly.
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We currently hold a controlling interest in Matrix and InSync under U.S. GAAP through our direct equity holdings.
As a result of our controlling interests in those subsidiaries as of December 31, 2015, we consolidated their balance
sheets with ours and with respect to InSync, beginning from April 1, 2014, following our consummation of the
acquisition of InSync.

As of January 1, 2013, Formula’s interest in Sapiens common shares was 56.6%. On November 19, 2013, Sapiens
completed a follow-on public offering of its ordinary shares on the NASDAQ. Sapiens issued 6,497,400 shares at a
price of $ 6.25 per share before issuance expenses. Total net proceeds from the issuance amounted to approximately
$37.8 million. As a result of the offering, Formula’s interest in Sapiens' outstanding common shares was diluted below
50% (from 56.8% to 48.6%). Our investment in Sapiens following the dilution was measured under the equity method
of accounting. The gain, net, recognized in relation to Formula’s loss of control in Sapiens amounted to $61.2 million
and is presented in the income statement as equity in gains of affiliated companies, net.

During the period following the offering through December 23, 2014, Formula purchased additional Sapiens common
shares, bringing its interest in Sapiens common shares to 50.2% of Sapiens common shares on December 23, 2014. As
a result, Formula regained control, for accounting purposes, over Sapiens as of such date. As of September 30, 2015,
due to exercises of options by employees of Sapiens, Formula’s interest in Sapiens outstanding common shares
decreased to 49.13% and we lost control of Sapiens for accounting purposes (under U.S. GAAP). Formula’s interest in
Sapiens common shares is currently 49%, although Formula has received a proxy from the CEO of Sapiens with
respect to his common shares of Sapiens, which results in Formula having voting control over 50.6% of Sapiens
common shares. Under U.S. GAAP, such proxy does not result in Formula controlling Sapiens for accounting
purposes and our investment in Sapiens following the decrease is measured under the equity method of accounting.

18

38



Edgar Filing: FORMULA SYSTEMS (1985) LTD - Form 20-F

From November 19, 2013 until December 23, 2014 and from October 2, 2015, Sapiens' results of operations were
reflected in our results of operations using the equity method of accounting.

On March 5, 2014, following Magic Software’s public offering of additional 6,900,000 of its ordinary shares our
percentage interest in Magic Software outstanding ordinary shares decreased from 51.6% to 45.0% and Magic
Software was no longer our subsidiary as of such date and thereafter its results of operations were reflected in our
results of operations using the equity method of accounting.

Although it is our board of directors’ investment strategy to maintain effective control over our directly held
subsidiaries, if we are unable to continue maintaining a controlling interest in Matrix, as a result of equity issuances to
third parties that are unaffiliated with us or otherwise or we are unable to regain control over Sapiens or Magic
Software, we would cease to consolidate the operating results of Matrix and not reconsolidate Sapiens or Magic
Software, based on relevant accounting guidelines. This, in turn, could result in significant fluctuations of our
consolidated operating results.

Risks Related to our Intellectual Property

Assertions by third parties of infringement or other violation by us of their intellectual property rights could
result in significant costs and substantially harm our business and results of operations.

The software industry is characterized by the existence of a large number of patents and frequent claims and related
litigation regarding patents and other intellectual property rights. In particular, leading companies in the software
industry own large numbers of patents, copyrights, trademarks and trade secrets, which they may use to assert claims
against us. From time to time, third parties, including certain of these leading companies, may assert patent, copyright,
trademark or other intellectual property claims against us, our customers and partners, and those from whom we
license technology and intellectual property.

Although we believe that our products and services do not infringe upon the intellectual property rights of third
parties, we cannot assure you that third parties will not assert infringement or misappropriation claims against us with
respect to current or future products or services, or that any such assertions will not require us to enter into royalty
arrangements or result in costly litigation, or result in us being unable to use certain intellectual property. We cannot
assure you that we are not infringing or otherwise violating any third party intellectual property rights. Infringement
assertions from third parties may involve patent holding companies or other patent owners who have no relevant
product revenues, and therefore our own issued and pending patents may provide little or no deterrence to these patent
owners in bringing intellectual property rights claims against us.
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Any intellectual property infringement or misappropriation claim or assertion against us, our customers or partners,
and those from whom we license technology and intellectual property could have a material adverse effect on our
business, financial condition, reputation and competitive position regardless of the validity or outcome. If we are
forced to defend against any infringement or misappropriation claims, whether they are with or without merit, are
settled out of court, or are determined in our favor, we may be required to expend significant time and financial
resources on the defense of such claims. Furthermore, an adverse outcome of a dispute may require us to pay
damages, potentially including treble damages and attorneys’ fees, if we are found to have willfully infringed on a
party’s intellectual property; cease making, licensing or using our products or services that are alleged to infringe or
misappropriate the intellectual property of others; expend additional development resources to redesign our products
or services; enter into potentially unfavorable royalty or license agreements in order to obtain the right to use
necessary technologies or works; and to indemnify our partners, customers, and other third parties. Royalty or
licensing agreements, if required or desirable, may be unavailable on terms acceptable to us, or at all, and may require
significant royalty payments and other expenditures. Any of these events could seriously harm our business, results of
operations and financial condition. In addition, any lawsuits regarding intellectual property rights, regardless of their
success, could be expensive to resolve and divert the time and attention of our management and technical personnel.
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Although we apply measures to protect our intellectual property rights and our source code, there can be no
assurance that the measures that we employ to do so will be successful.

Our success and ability to compete depend in large part upon our ability to protect our proprietary technology. Since
we have no registered patents, we rely on a combination of trade secret and copyright laws and confidentiality,
non-disclosure and assignment-of-inventions agreements to protect our proprietary technology. We believe that due to
the dynamic nature of the computer and software industries, copyright protection is less significant than factors such
as the knowledge and experience of our management and personnel, the frequency of product enhancements and the
timeliness and quality of our support services. We seek to protect the source code of our products as trade secret
information and as unpublished copyright works. We also rely on security and copy protection features in our
proprietary software. We distribute our products under software license agreements that grant customers a personal,
non-transferable license to use our products and contain terms and conditions prohibiting the unauthorized
reproduction or transfer of our products. In addition, while we attempt to protect trade secrets and other proprietary
information through non-disclosure agreements with employees, consultants and distributors, not all of our employees
have signed invention assignment agreements. Although we intend to protect our rights vigorously, there can be no
assurance that these measures will be successful. Our failure to protect our rights, or the improper use of our products
by others without licensing them from us could have a material adverse effect on our results of operations and
financial condition.

We and our customers rely on technology and intellectual property of third parties, the loss of which could
limit the functionality of our products and disrupt our business.

We use technology and intellectual property licensed from unaffiliated third parties in certain of our products, and we
may license additional third-party technology and intellectual property in the future. Any errors or defects in this
third-party technology and intellectual property could result in errors that could harm our brand and business. In
addition, licensed technology and intellectual property may not continue to be available on commercially reasonable
terms, or at all. The loss of the right to license and distribute this third party technology could limit the functionality of
our products and might require us to redesign our products.

Further, although we believe that there are currently adequate replacements for the third-party technology and
intellectual property we presently use and distribute, the loss of our right to use any of this technology and intellectual
property could result in delays in producing or delivering affected products until equivalent technology or intellectual
property is identified, licensed or otherwise procured, and integrated. Our business would be disrupted if any
technology and intellectual property we license from others or functional equivalents of this software were either no
longer available to us or no longer offered to us on commercially reasonable terms. In either case, we would be
required either to attempt to redesign our products to function with technology and intellectual property available from
other parties or to develop these components ourselves, which would result in increased costs and could result in
delays in product sales and the release of new product offerings. Alternatively, we might be forced to limit the features
available in affected products. Any of these results could harm our business and impact our results of operations.
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Some of our software services and technologies may use “open source’ software, which may restrict how we use
or distribute our services or require that we release the source code of certain products subject to those
licenses.

Some of our services and technologies may incorporate software licensed under so-called “open source” licenses,
including, but not limited to, the GNU General Public License and the GNU Lesser General Public License. In
addition to risks related to license requirements, usage of open source software can lead to greater risks than use of
third-party commercial software, as open source licensors generally do not provide warranties or controls on origin of
the software. Additionally, open source licenses typically require that source code subject to the license be made
available to the public and that any modifications or derivative works to open source software continue to be licensed
under open source licenses. These open source licenses typically mandate that proprietary software, when combined in
specific ways with open source software, become subject to the open source license. If we combine our proprietary
software with open source software, we could be required to release the source code of our proprietary software.
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We take steps to ensure that our proprietary software is not combined with, and does not incorporate, open source
software in ways that would require our proprietary software to be subject to an open source license. However, few
courts have interpreted open source licenses, and the manner in which these licenses may be interpreted and enforced
is therefore subject to some uncertainty. Additionally, we rely on multiple software programmers to design our
proprietary technologies, and although we take steps to prevent our programmers from including open source software
in the technologies and software code that they design, write and modify, we do not exercise complete control over the
development efforts of our programmers and we cannot be certain that our programmers have not incorporated open
source software into our proprietary products and technologies or that they will not do so in the future. In the event
that portions of our proprietary technology are determined to be subject to an open source license, we could be
required to publicly release the affected portions of our source code, re-engineer all or a portion of our technologies,
or otherwise be limited in the licensing of our technologies, each of which could reduce or eliminate the value of our
services and technologies and materially and adversely affect our business, results of operations and prospects.

We could be required to provide the source code of our products to our customers.

Some of our customers have the right to require the source code of certain of our products to be deposited into a
source code escrow. Under certain circumstances, our source code could be released to our customers. The conditions
triggering the release of our source code vary by customer. A release of our source code would give our customers
access to our trade secrets and other proprietary and confidential information which could harm our business, results
of operations and financial condition.

Breaches of network or information technology security, natural disasters or terrorist attacks could have an
adverse effect on our business.

Cyber attacks or other breaches of network or IT security, natural disasters, terrorist acts or acts of war may cause
equipment failures or disrupt our systems and operations. We may be subject to attempts to breach the security of our
networks and IT infrastructure through cyber attacks, malware, computer viruses and other means of unauthorized
access. While we maintain insurance coverage for some of these events, the potential liabilities associated with these
events could exceed the insurance coverage we maintain. Our inability to operate our facilities as a result of such
events, even for a limited period of time, may result in significant expenses or loss of market share to other
competitors for our application platforms as well as in the process and business integration technologies and IT
services market. In addition, 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. 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. To date, we have not been subject to cyber attacks or other cyber incidents which, individually or in the
aggregate, resulted in a material impact to our operations or financial condition.
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Maintaining the security of our products, computers and networks is a critical issue for us and our customers. Security
researchers, criminal hackers and other third parties regularly develop new techniques to penetrate computer and
network security measures. In addition, hackers also develop and deploy viruses, worms and other malicious software
programs, some of which may be specifically designed to attack our products, systems, computers or networks.
Additionally, outside parties may attempt to fraudulently induce our employees or users of our products to disclose
sensitive information in order to gain access to our data or our customers’ data. These potential breaches of our
security measures and the accidental loss, inadvertent disclosure or unauthorized dissemination of proprietary
information or sensitive, personal or confidential data about us, our employees or our customers, including the
potential loss or disclosure of such information or data as a result of hacking, fraud, trickery or other forms of
deception, could expose us, our employees, our customers or the individuals affected to a risk of loss or misuse of this
information, result in litigation and potential liability or fines for us, damage our brand and reputation or otherwise
harm our business.
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Risks Related to our Traded Securities

There is limited trading volume for our ADSs and ordinary shares, which reduces liquidity for our
shareholders, and may furthermore cause the stock price to be volatile, all of which may lead to losses by
investors.

There has historically been limited trading volume for our ADSs and ordinary shares, respectively, both on the
NASDAQ Global Select Market and the TASE, such that still not reached the level that enables shareholders to freely
sell their shares in substantial quantities on an ongoing basis and thereby readily achieve liquidity for their investment.
As a further result of the limited volume, our ordinary shares have experienced significant market price volatility in
the past and may experience significant market price and volume fluctuations in the future, in response to factors such
as announcements of developments related to our subsidiaries’ and affiliates’ business, announcements by competitors
of our subsidiaries and affiliates, quarterly fluctuations in our financial results and general conditions in the industry in
which we through our subsidiaries and affiliates compete.

The market price of our ordinary shares and ADSs may be volatile and you may not be able to resell your
shares at or above the price you paid, or at all.

The stock market in general has experienced during recent years extreme price and volume fluctuations. The market
prices of securities of technology companies have been extremely volatile, and have experienced fluctuations that
have often been unrelated or disproportionate to the operating performance of those companies. These broad market
fluctuations have affected and are expected to continue to affect the market price of our ordinary shares and ADSs.

The high and low closing market price of our ordinary shares traded on the Tel Aviv Stock Exchange, or the TASE,
under the symbol “FORT,” and the high and low closing market price of our ADSs traded on the NASDAQ Global
Select Market (for periods from January 3, 2011) or the NASDAQ Global Market (for periods prior to January 3,
2011) under the symbol “FORTY,” during each of the last five years, are summarized in the table below:

NASDAQ Tel Aviv Stock Exchange*

In US$ In NIS In US$
Year High Low High Low High Low
2015 35.00 20.52 13520 8236 3531 20.98
2014 33.79 21.02 114.10 83.70 32.83 21.52
2013 26.64 1622 9499 5789 2696 15.51
2012 17.88 13.55 69.21 5441 17.83 13.59
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2011 20.49 11.14 7557 4394 2055 11.81

* The U.S. dollar price of our ordinary shares on the Tel Aviv Stock Exchange was determined by dividing the price
of an ordinary share in NIS by the representative exchange rate of the NIS against the U.S. dollar as reported by the
Bank of Israel on the same date.

The market price of our ordinary shares and ADSs may fluctuate substantially due to a variety of factors, including:

-any actual or anticipated fluctuations in our or our competitors’ quarterly revenues and operating results;

-industry trends and changes;

changes in expectations as to our future financial performance, including financial estimates by securities analysts
and investors;

-public announcements concerning us or our competitors;

-results of integrating investments and acquisitions;

-the introduction or market acceptance of new service offerings by us or our competitors;

-changes in product pricing policies by us or our competitors;

-public announcements concerning distribution of dividends and payment of dividends;
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the public’s response to our press releases, our other public announcements and our filings with the Securities and
Exchange Commission and the Israeli Securities Authority;

-changes in accounting principles;

-sales of our shares by existing shareholders;

-the loss of any of our key personnel;

other events or factors in any of the markets in which we operate, including those resulting from war, incidents of
terrorism, natural disasters or responses to such events; and

-general trends of the stock markets.

In addition, global and local economic, political, market and industry conditions and military conflicts and in
particular, those specifically related to the State of Israel, may affect the market price of our shares and ADSs.

Significant fluctuations in our annual and quarterly results, which make it difficult for investors to make
reliable period-to-period comparisons, may also contribute to volatility in the market price of our ordinary
shares and American Depositary Shares.

Our quarterly and annual revenues, gross profit, net income and results of operations have fluctuated significantly in

the past, and we expect them to continue to fluctuate significantly in the future. The following events may cause
fluctuations:

-general global economic conditions;

-acquisitions and dispositions of, and consolidation of, our subsidiaries;

-the size, time and recognition of revenue from significant contracts;

-timing of product releases or enhancements;
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-timing of contracts;

-timing of completion of specified milestones and delays in implementation;

-changes in the proportion of service and license revenues;

-price and product competition;

-market acceptance of our new products, applications and services;

-increases in selling and marketing expenses, as well as other operating expenses;

-currency fluctuations; and

-consolidation of our customers.

A substantial portion of our expenses, including most product development and selling and marketing expenses must
be incurred in advance of when revenue is generated. If our projected revenue does not meet our expectations, we are
likely to experience an even larger shortfall in our operating profit relative to our expectations. The gross margins of
our individual subsidiaries vary both among themselves and over time. As a result, changes in the revenue mix from
these subsidiaries may affect our quarterly operating results. In addition, we may derive a significant portion of our
net income from the sale of our investments or the sale of our proprietary software technology. These events do not
occur on a regular basis and their timing is difficult to predict. As a result, we believe that period-to-period
comparisons of our historical results of operations are not necessarily meaningful and that you should not rely on them
as an indication for future performance. Also, it is possible that our quarterly and annual results of operations may be
below the expectations of public market analysts and investors. If this happens, the prices of our ordinary shares and
ADSs will likely decrease.
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The market prices of our ordinary share and ADSs may be adversely affected if the market prices of our publicly
traded subsidiaries or affiliated company decrease.

A significant portion of our assets is comprised of equity securities of directly held publicly traded companies. Our
publicly traded subsidiary and affiliates are, as of the current time, Matrix, Sapiens and Magic Software. The share
prices of these publicly traded companies have been extremely volatile, and have been subject to fluctuations due to
market conditions and other factors which are often unrelated to operating results and which are beyond our control.
Fluctuations in the market price and valuations of our holdings in these companies may affect the market’s valuation of
the price of our ordinary shares and ADSs and may also thereby impact our results of operations. If the value of our
assets decreases significantly as a result of a decrease in the value of our interest in our publicly traded subsidiary and
affiliates, our business, operating results and financial condition may be materially and adversely affected and the
market price of our ordinary shares and ADSs may also fall as a result.

Our securities are traded on more than one market and this may result in price variations.

Our ordinary shares are traded on the TASE and our ADSs were traded on the NASDAQ Global Market until January

3, 2011, at which date the listing of our ADSs was transferred to the NASDAQ Global Select Market. Trading in our
ordinary shares and ADSs on these markets takes place in different currencies (dollars on the NASDAQ Global Select
Market and NIS on the TASE), and at different times (resulting from different time zones, different weekly trading

days and different public holidays in the United States and Israel). The trading prices of our ordinary shares and ADSs

on these two markets may differ due to these and other factors (see the risk factor titled “The market price of our

ordinary shares and American Depositary Shares may be volatile and you may not be able to resell your shares at or
above the price you paid, or at all” above for an example thereof). On the other hand, any decrease in the trading price

of our ordinary shares or ADSs, as applicable, on one of these markets could likely affect— and cause a decrease in— the
trading price on the other market.

Our largest shareholder, Asseco Poland S.A., can significantly influence the outcome of matters that require
shareholder approval.

Asseco Poland S.A., or Asseco, owns approximately 46.3% of our outstanding ordinary shares (which excludes shares
that we have repurchased that lack voting rights and shares subject to restrictions that are voted in proportion to the
votes of our other shares). Therefore, Asseco can significantly influence the outcome of those matters requiring
shareholder approval, including the election of directors and approval of significant corporate transactions. This
voting power may have the effect of delaying or preventing a change in control which may otherwise be favorable to
our minority shareholders. In addition, potential conflicts of interest may arise in the event that we or any of our
subsidiaries or other affiliates enter into agreements or transactions with affiliates of Asseco. Although Israeli law
imposes certain procedures (including shareholder approval) for approval of certain related party transactions, we
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cannot assure you that these procedures will eliminate the possible detrimental effects of these conflicts of interest. If
certain transactions are not approved in accordance with required procedures under applicable Israeli law, these
transactions may be void or voidable.

If we are unable to maintain effective internal control over financial reporting in accordance with Section 404
of the Sarbanes-Oxley Act of 2002, the reliability of our financial statements may be questioned and our share
price may suffer.

The Sarbanes-Oxley Act of 2002 imposes certain duties on us and on our executives and directors. To comply with
this statute, we are required to document and test our internal control over financial reporting, and our independent
registered public accounting firm must issue an attestation report on our internal control procedures, and our
management is required to assess and issue a report concerning our internal control over financial reporting. Our
efforts to comply with these requirements have resulted in increased general and administrative expenses and a
diversion of management time and attention, and we expect these efforts to require the continued commitment of
significant resources. We may identify material weaknesses or significant deficiencies in our assessments of our
internal controls over financial reporting. Failure to maintain effective internal control over financial reporting could
result in investigation or sanctions by regulatory authorities, and could adversely affect our operating results, investor
confidence in our reported financial information and the market price of our ordinary shares.
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Risks Relating to Operations in Israel

Political, economic, and military conditions in Israel could negatively impact our business.

We are incorporated under the laws of, and our headquarters and principal research and development facilities are
located in, the State of Israel, and approximately 83.5% and 70.0% of our consolidated revenues in 2014 and 2015,
respectively were generated from the Israeli market (had we consolidated Magic Software’s revenues and Sapiens
revenues for all of 2014 and 2015, 63% and 58% of our revenues would have been generated from the Israeli market).
As aresult, we are directly influenced by the political, economic and military conditions affecting Israel. In addition,
several countries still restrict business with Israel and with companies doing business in Israel. These political,
economic and military conditions in Israel, and business restrictions, could have a material adverse effect on our
business, financial condition, results of operations and future growth.

In recent years, there have been hostilities between Israel and Hezbollah in Lebanon and Hamas in the Gaza strip, both
of which resulted in rockets being fired into Israel causing casualties and disruption of economic activities. Most
recently, in July 2014, an armed conflict commenced between Israel and Hamas. In addition, Israel faces threats from
more distant neighbors, in particular, Iran. Also, since 2011, riots and uprisings in several countries in the Middle East
and neighboring regions have led to severe political instability in several neighboring states and to a decline in the
regional security situation. Such instability may affect the local and global economy, could negatively affect business
conditions and, therefore, could adversely affect our operations. To date, these matters have not had any material
effect on our business and results of operations; however, the regional security situation and worldwide perceptions of
it are outside our control and there can be no assurance that these matters will not negatively affect our business,
financial condition and results of operations in the future.

Some of our employees in Israel are obligated to perform military reserve duty, currently consisting of approximately
30 days of service annually (or more for reserves officers or non-officers with certain expertise). Additionally, they
are subject to being called to active duty at any time upon the outbreak of hostilities. While we have operated
effectively under these requirements, no assessment can be made as to the full impact of such requirements on our
business or work force and no prediction can be made as to the effect on us of any expansion of such obligations.

The tax benefits that will be available to certain of our Israeli subsidiaries and affiliates will require us to
continue to meet various conditions and may be terminated or reduced in the future, which could increase our
costs and taxes.
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Some of our Israeli subsidiaries and affiliates have been granted “Approved Enterprise” and “Beneficiary Enterprise”
status, which provide certain benefits, including tax exemptions and reduced tax rates under the Israeli Law for the
Encouragement of Capital Investments, 1959, referred to as the Investment Law. Income not eligible for Approved
Enterprise and Beneficiary Enterprise benefits is taxed at the regular corporate tax rate (26.5% for 2015 and 25% for
2016 and thereafter).

In the event of distribution of dividends in these subsidiaries from said tax-exempt income, the amount distributed will
be subject to corporate tax in respect of the amount of the distributed dividend (grossed-up to reflect the pre-tax
income that it would have had to earn in order to distribute the dividend) at the corporate tax rate which would have
been applicable if such income had not been tax-exempted. Tax-exempt income generated under the
Approved/Beneficiary Enterprise program will be subject to taxes upon dividend distribution (which includes the
repurchase of the Company's shares) or liquidation.

The entitlement to the above benefits is conditional upon the continuous fulfillment of the conditions stipulated by the
Investment Law and applicable regulations. Should the Israeli subsidiaries and affiliates fail to meet such
requirements in the future, income attributable to the Approved Enterprise and Beneficiary Enterprise programs would
be subject to the statutory Israeli corporate tax rate and they will be required to refund a portion of the tax benefits
already received, including interest and CPI linkage or other monetary penalty, with respect to such programs. As of
December 31, 2015, we believe that our Israeli subsidiaries and affiliates are in compliance with all of the conditions
required by the Investment Law.
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Fluctuations in foreign currency values may affect our business and results of operations.

Due to our extensive operations and sales in Israel, most of our revenues and expenses from our IT services are
denominated in NIS. For financial reporting purposes, we translate all non-U.S. dollar denominated transactions into
dollars in accordance with ASC 830. Therefore, we are exposed to the risk that a devaluation of the NIS relative to the
dollar will reduce our revenue growth rate in dollar terms. On the other hand, a significant portion of our revenues
from proprietary software products and related services is currently denominated in other currencies, particularly the
Euro, Japanese Yen, British Pound and South African Rand, while a substantial portion of our expenses relating to the
proprietary software products and related services, principally salaries and related personnel expenses, is denominated
in NIS. As a result, the depreciation of the Euro, Japanese Yen, British Pound or South African Rand relative to the
U.S. dollar reduces our dollar recorded revenues from sales of our proprietary software products and related services
that are denominated in those currencies and thereby harms our results of operations. In addition, the appreciation of
the NIS relative to the dollar increases the dollar recorded value of expenses that we incur in NIS in respect of such
proprietary software products sales, and, therefore, could adversely affect our results of operations and harm our
competitive position in the markets. The depreciation (appreciation) of the dollar in relation to the NIS (based on the
change in the exchange rate reported by the Bank of Israel from the start to the conclusion of each year) amounted to
7.0%, (12.0)% and (0.3)% for the years ended December 31, 2013, 2014 and 2015, respectively. Rises in the
inflationary rate in Israel further increase the dollar cost of our NIS-based operating expenses and adversely impact
the profits that we realize from our proprietary software products sales. The Israeli rate of inflation amounted to 1.8%,
(0.2)% and (1)% for the years ended December 31, 2013, 2014 and 2015, respectively. We have engaged and may
continue in the future to engage in certain hedging transactions, to decrease the risk of financial exposure from
fluctuations in the exchange rate of the non-dollar currency forecasted cash flows. However, we cannot assure you
that these measures will adequately protect us from the material adverse effects described above. For additional
information relating to the exchange rates between different relevant currencies, see “Item 5. Operating and Financial
Review and Prospects—Overview—Our Functional and Reporting Currency.”

It may be difficult to serve process and enforce judgments against our directors and officers in the United
States or in Israel.

We are organized under the laws of the State of Israel. All of our executive officers and directors are nonresidents of
the United States, and a substantial portion of our assets and the assets of these persons are located outside of the
United States. Therefore, it may be difficult to:

-effect service of process within the United States on us or any of our executive officers or directors;

enforce court judgments obtained in the United States including those predicated upon the civil liability provisions of
-the United States federal securities laws, against us or against any of our executive officers or directors, in the United
States or Israel; and

bring an original action in an Israeli court against us or against any of our executive officers or directors to enforce
liabilities based upon the United States federal securities laws.
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Israeli courts may refuse to hear a claim based on an alleged violation of U.S. securities laws reasoning that Israel is
not the most appropriate forum in which to bring such a claim. In addition, even if an Israeli court agrees to hear a
claim, it may determine that Israeli law and not U.S. law is applicable to the claim. If U.S. law is found to be
applicable, the content of applicable U.S. law must be proven as a fact by expert witnesses, which can be a time
consuming and costly process. Certain matters of procedure will also be governed by Israeli law. There is little
binding case law in Israel that addresses the matters described above. As a result of the difficulty associated with
enforcing a judgment against us in Israel, an investor may not be able to collect any damages awarded by either a U.S.
or foreign court.
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Provisions of Israeli law may delay, prevent or make more difficult an acquisition of our company.

The Israeli Companies Law, 1999, referred to as the Companies Law, generally requires that a merger be approved by
the board of directors and a majority of the shares voting on the proposed merger, of each of the merging companies.
For purposes of the shareholder vote, unless a court rules otherwise, the merger will not be deemed approved if shares
representing a majority of the voting power present at the shareholders meeting, and which are not held by the other
party to the merger (or by any person who holds 25% or more of the shares or the right to appoint 25% or more of the
directors of the other party or its general manager, or any of their relatives or corporations controlled by them) have
voted against the merger. Upon the request of any creditor of a party to the proposed merger, a court may delay or
prevent the merger if it concludes that there is a reasonable concern that, as a result of the merger, the surviving
company will be unable to satisfy the obligations of the surviving company. In addition, the court may give
instructions to secure creditors’ rights. Finally, a merger may generally not be completed unless at least (i) 50 days
have passed since the filing of a merger proposal signed by both parties with the Israeli Registrar of Companies; and
(i1) 30 days have passed since the merger was approved by the shareholders of each of the parties to the merger. Also,
in certain circumstances an acquisition of shares in a public company must be made by means of a tender offer.
Lastly, Israeli tax law treats some acquisitions, such as stock-for-stock exchanges between an Israeli company and a
foreign company, less favorably than U.S. tax laws. These provisions of Israeli corporate and tax law may have the
effect of delaying, preventing or make more difficult an acquisition of or merger with us, which may adversely affect
our ability to engage in a business combination and may also depress the price of our ordinary shares and ADSs.

Your rights and responsibilities as a shareholder will be governed by Israeli law and differ in some respects from the
rights and responsibilities of shareholders under U.S. law.

We are incorporated under Israeli law. The rights and responsibilities of holders of our ordinary shares are governed
by our memorandum of association, amended and restated articles of association, which we sometimes refer to as our
articles, and Israeli law. These rights and responsibilities differ in some respects from the rights and responsibilities of
shareholders in typical U.S. corporations. In particular, a shareholder of an Israeli company has a duty to act in good
faith in exercising the rights thereof and fulfilling the obligations thereof toward the company and other shareholders
and to refrain from abusing the power thereof in the company, including, among other things, in voting at the general
meeting of shareholders on certain matters. Israeli law provides that these duties are applicable in shareholder votes at
the general meeting with respect to, among other things, amendments to a company’s articles of association, increases
in a company’s authorized share capital, mergers and acquisitions and transactions involving interests of officers,
directors or other interested parties which require the shareholders’ approval. In addition, a controlling shareholder of
an Israeli company or a shareholder who knows that he or she possesses the power to determine the outcome of a vote
at a meeting of our shareholders, or who has, by virtue of the company’s articles of association, the power to appoint or
prevent the appointment of an office holder in the company, or any other power with respect to the company, has a
duty of fairness toward the company. The Companies Law does not establish criteria for determining whether or not a
shareholder has acted in good faith.
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As a foreign private issuer whose ADSs are listed on the NASDAQ Global Select Market, we may follow certain
home country corporate governance practices instead of certain NASDAQ requirements.

As a foreign private issuer whose ADSs are listed on the NASDAQ Global Select Market, we are permitted to follow
certain home country corporate governance practices instead of certain requirements of the Listing Rules of the
NASDAAQ Stock Market. A foreign private issuer that elects to follow a home country practice instead of such
requirements must submit to NASDAQ in advance a written statement from independent counsel in such issuer’s home
country certifying that the issuer’s practices are not prohibited by the home country’s laws. In addition, a foreign private
issuer must disclose in its annual reports filed with the Securities and Exchange Commission, or the SEC, or on its
website, each such requirement that it does not follow and describe the home country practice followed by the issuer

in lieu of any such requirement. In keeping with these leniencies, we have elected to follow home country practice
with regard to, among other things, composition of our board of directors, director nomination procedure,
compensation of officers, quorum at shareholders’ meetings and timing of our annual shareholders’ meetings. We have
furthermore elected to follow our home country law, in lieu of those rules of the NASDAQ Stock Market that require
that we obtain shareholder approval for certain dilutive events, such as for the establishment or amendment of certain
equity based compensation plans, an issuance that will result in a change of control of the company, certain
transactions other than a public offering involving issuances of a 20% or more interest in the company and certain
acquisitions of the stock or assets of another company. Accordingly, our shareholders and ADS holders may not be
afforded the same protection as provided under NASDAQ’s corporate governance rules.

27

56



Edgar Filing: FORMULA SYSTEMS (1985) LTD - Form 20-F

Our United States investors could suffer adverse tax consequences if we are characterized as a passive foreign
investment company.

Generally, if for any taxable year, after applying certain look-through rules, 75% or more of our gross income is
passive income, or at least 50% of the value of our assets are held for the production of, or produce, passive income,
we may be characterized as a passive foreign investment company, or PFIC, for U.S. federal income tax purposes.
Passive income for these purposes generally includes, among other things, certain dividends, interest, royalties, rental
and gains from commodities and securities transactions and from the sale or exchange of property that gives rise to
passive income. This characterization could result in adverse U.S. tax consequences to our shareholders who are U.S.
taxpayers, including having gain realized on the sale of our ordinary shares or ADSs being treated as ordinary income
rather than capital gain income, and could result in punitive interest charges being applied to such sales proceeds.
Rules similar to those applicable to dispositions apply to amounts treated as “excess distributions.”

We believe that we were not a PFIC in 2015 but may be classified as such in 2016. Since a PFIC status is only
determined as of the end of the taxable year and is dependent on a number of factors, therefore, there can be no
assurance that we will not become a PFIC for the year ending December 31, 2016 or in a future taxable year. Rules
similar to those applicable to gains derived from the disposition of our ordinary shares or ADSs also apply to certain
“excess distributions.” A decline in the value of our ordinary shares or ADSs could result in our company being
classified as a PFIC. U.S .investors should consult with their own tax advisors with respect to the U.S. tax

consequences of investing in our ordinary shares or ADSs. For a discussion of how we might be characterized as a

PFIC and related tax consequences, see “Item 10. Additional Information—Taxation—United States Federal Income Tax
Considerations.”

ITEM 4. INFORMATION ON THE COMPANY

History and Development of the
Company

Both our legal name and our commercial name is Formula Systems (1985) Ltd. We were incorporated in Israel on
April 2, 1985. We maintain our principal executive offices at 5 Haplada Street, Or Yehuda 60218, Israel and our
telephone number is 011-972-3-5389487. Our agent in the United States is Corporation Service Company and its
address is 2711 Centerville Road, Suite 400, Wilmington, DE 19808. In 1991, we completed the initial public offering
of our ordinary shares on the TASE. In October 1997, we completed the listing of our ADSs on the NASDAQ Global
Market. As of January 3, 2011 our ADSs have been listed on the NASDAQ Global Select Market.
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Since our inception, we have acquired effective controlling interests, and have invested, in companies which are
engaged in the IT solutions and services business. We, together with our subsidiaries and affiliates, are known as the
Formula Group.

In November 2010, Emblaze Ltd., our former controlling shareholder, sold its controlling stake in us to Asseco Poland
SA, a Polish IT company listed on the Warsaw Stock Exchange. Asseco currently beneficially owns 46.3% of our
issued and outstanding ordinary shares (which excludes shares that we have repurchased that lack voting rights and
shares subject to restrictions that are voted in proportion to the votes of our other shares).

We have adopted a strategy of seeking opportunities to realize gains through the selective sale of investments and
interests in our subsidiaries and affiliates to outside investors. We believe that this strategy provides us with capital to
support the growth of our interest in our remaining subsidiaries, as well as provide us the opportunity to pursue new
acquisitions of, and investments in, other businesses, particularly businesses offering products, technologies and
services that are complementary to ours and are suitable for integration into our business therefore increasing value for
our shareholders (and ADS holders). We expect to continue to develop and enhance the products, services and
solutions of our subsidiaries and affiliates, and to continue to pursue additional acquisitions of, or investments in,
companies that provide IT services and proprietary software solutions.
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Capital Expenditures and Divestitures

Our principal investment and divestiture activities and related financing activities since the start of our 2013 fiscal
year are described below. For additional information relating to our investment, divestiture and financing activities
during 2014 and 2015, see “Item 5. Operating and Financial Review and Prospects— Liquidity and Capital Resources.”

Changes in our percentage ownership of Sapiens. As of January 1, 2013, our percentage interest in our subsidiary
Sapiens was 56.6%. We purchased additional shares in 2013 which resulted in our percentage interest increasing to
57.2% as of May 2013. In November 2013, Sapiens issued 6,497,400 of its common shares in a follow-on public
offering, As a result, as of December 31, 2013, our percentage interest in Sapiens decreased to 48.6%. We purchased
additional shares in 2014 which resulted in our percentage interest increasing to 50.2% as of December 31, 2014. We
purchased additional shares in 2014 which resulted in our percentage interest increasing to 50.2% as of December 31,
2014. As of September 30, 2015, due to exercises of options by employees of Sapiens, Formula’s direct interest in
Sapiens outstanding common shares again was diluted below 50%. Formula’s interest in Sapiens common shares is
currently 49%, however, Formula holds a voting proxy with respect to an additional 1,024,781 of Sapiens common
shares (includes options to purchase 308,932 Sapiens’ Common Shares under Sapiens 2011 Incentive Plan). Pursuant
to our acquisitions of Sapiens common shares, we have invested an aggregate of $2.7 million, $11.9 million and $0.4
million in 2013, 2014 and 2015, respectively. The sources of such funds have been our working capital and loans from
financial institutions.

Changes in our percentage ownership of Magic Software. During 2012 and 2013, we increased our investment in
Magic Software, acquiring additional ordinary shares of Magic Software in private transactions that have raised our
beneficial ownership to 52.3% and 51.6% of Magic Software’s outstanding share capital as of December 31, 2012 and
2013, respectively. In March 2014, Magic Software issued 6,900,000 of its ordinary shares in a follow-on public
offering, of which we purchased 700,000 ordinary shares. As a result, our beneficial ownership percentage in Magic
Software decreased to 45.0%. We purchased additional shares in 2015 and 2016, which resulted in our current
percentage interest increasing to 47.3%. Pursuant to our acquisitions of Magic Software’s ordinary shares, we have
invested an aggregate of $ 0 million, $6.6 million and $3.7 million in 2013, 2014 and 2015, respectively. The sources
of such funds have been our working capital and a bank loan.

Changes in our percentage ownership of Matrix. During 2013, 2014 and 2015, we have increased our investment in
Matrix, acquiring additional ordinary shares of Matrix in private transactions that have raised our beneficial ownership
to 50.11%, 50.2% and 50% of Matrix outstanding share capital as of December 31, 2013, 2014 and 2015, respectively.
Pursuant to our acquisitions of Matrix ordinary shares, we have invested an aggregate of $0.1 million, $1.3 million
and $0 million in 2013, 2014 and 2015, respectively. The source of such funds has been our working capital and a
bank loan.
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Acquisition of TSG. In May 2016, Formula and IAI each acquired 50% of TSG, a subsidiary and the military arm of
Ness Technologies, which is engaged in the fields of command and control systems, intelligence, homeland security
and cybersecurity. Each of Formula and TAI paid a purchase price of $25.8 million (subject to certain adjustments).

Acquisition of Ibexi by Sapiens. In May 2015, Sapiens acquired IBEXI Solutions Private Limited or IBEXI, an
India-based provider of insurance solutions and services, which services 18 insurers in both the P&C and L&P
markets throughout Southeast Asia. The total purchase price in this acquisition was approximately $4.8 million, which
was paid in cash by Sapiens at the closing, and which is subject to adjustment based on certain future criteria.

Acquisition of Insseco by Sapiens. In August 2015, Sapiens acquired Insseco, a Poland-based software and services
provider for the insurance market, from Asseco, the controlling shareholder of Formula, which helped Sapiens to
establish a strong presence in the Polish insurance market. Sapiens paid approximately $9.1 million in cash for
Insseco, subject to upwards adjustment based on its achieving future revenue goals.
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Acquisition of Comblack IT by Magic. In April 2015, Magic acquired a 70% interest in Comblack IT Ltd., an
Israeli-based company that specializes in software professional and outsource management services for mainframes
and complex large-scale environments, for a total consideration of $1.8 million, of which $ 1.5 million was paid upon
closing and $ 0.3 million was contingent upon the acquired business meeting certain operational targets in 2015.
Magic and the seller hold mutual Call and Put options respectively for the remaining 30% interest in the company. In
March 2016, Magic paid the seller the remaining contingent payments for meeting 2015 operational targets.

Acquisition of Infingy Solutions by Magic .In June 2015, Magic acquired a 70% interest in Infinigy Solutions LLC, a
US-based services company focused on expanding the development and implementation of technical solutions
throughout the telecommunications industry with offices over the US, providing nationwide coverage and support for
wireless engineering, deployment services, surveying, environmental service and project management, for a total
consideration of $6.4 million, of which $ 5.6 was paid upon closing and $ 0.8 million is contingent upon the acquired
business meeting certain operational targets in 2016 and 2017. Magic and the seller hold mutual Call and Put options
respectively for the remaining 30% interest in the company.

Acquisition of Hydus Solutions by Matrix. In April 2015, Xtivia Inc (a wholly owned subsidiary of Matrix) completed
the acquisition of all of the outstanding shares of Hydus Inc in total consideration of $ 2.5 million. Hydus Inc. is a U.S
based consulting firm specializing in software services in the field of EIM (Enterprise Information Management). In
addition, the sellers may be eligible for future consideration, valued at $ 1.6 million as of December 31, 2015, subject
to obtaining accumulated operating income targets during three years (such additional consideration will not exceed
Hydus accumulated operating income during the measurement period).

Acquisition of InOnno Apps by Matrix. In May 2015, Matrix completed the acquisition of all of the outstanding shares
of Ono Apps Ltd., an Israeli based service provider specializing in mobile applications development services, in total
consideration of NIS 4.6 million (approximately $ 1.2 million). In addition, the sellers may be eligible for future
consideration, valued at $ 0.3 million as of December 31, 2015, subject to obtaining accumulated operating income
targets during three years commencing on January 1, 2016 which shall not exceed NIS 5.0 million (approximately $
1.3 million).

During the year ended December 31, 2015, Formula and its subsidiaries and affiliates completed five other
acquisitions for a total cash consideration of approximately $3.8, million and increased their share interest in two
existing subsidiaries in a total consideration of $ 1.7 million. These acquisitions generally enhance the group's
technologies, product and services offerings. Pro forma results of operations for these acquisitions have not been
presented because they are not material to the consolidated results of operations, either individually or in the
aggregate.
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Acquisition of InSync Staffing Solutions Inc. In April 2014, Formula acquired all of the interests in InSync Staffing
LLC, a U.S.-based full service provider of staffing solutions for IT, engineering and other professional staff. We
recorded a capital expenditure of $4.0 million in respect of this acquisition.

Acquisition of a software vendor by Magic Software. In October 2014, Magic Software acquired 100% of Formula
Telecom Solutions Ltd., or FTS, an Israeli based software vendor. FTS specializes in the development, sale, service
and support of business support systems, or BSS, including convergent charging, billing, customer management,
policy control and payment software solutions for the telecommunications, content, Machine to Machine/Internet of
Things or M2M/IoT, payment and other industries. FTS has a track record of successful implementation of many
projects in Western and Eastern Europe, Asia and Africa.

Acquisition of Knowledge Partners International LLC. On August 1, 2014, Sapiens acquired Knowledge Partners
International LL.C, or KPI, and the assets of The Decision Model Licensing LL.C, or TDML, for total consideration of
$2.1 million in cash and 57,000 ordinary shares of Sapiens Decision, Sapiens’ subsidiary which holds all of the
interests in KPI (representing 3% of Sapiens Decision’s issued and outstanding ordinary shares immediately prior to
closing). In addition, one of the shareholders of KPI received 88,500 restricted shares of Sapiens Decision plus
$450,000 in cash, subject to certain performance criteria. The agreements for the foregoing acquisitions included,
among other things, certain put and call options relating to the Sapiens Decision shares issued upon consummation of
the transaction and certain other benefits payable upon the occurrence of certain conditions.
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Acquisition of Hoshen Eliav Ltd. During January 2014, Matrix purchased 100% of the share capital of Hoshen Eliav
Ltd. from its former shareholders in consideration of approximately $1.3 million in cash and contingent consideration
estimated at approximately $0.2 million subject to the achievement of the gross profit goals in the next three years.
The company focuses on providing consulting to security companies.

Acquisition of Top Q (Aqua) Software Ltd. During March 2014, Matrix purchased 100% of the share capital of Top Q
(Aqua) Software Ltd. from its former shareholders in consideration of approximately $1.2 million in cash and
contingent consideration based on the achievement of a gross profit goal. The company is engaged in software testing
and specializes in automated testing.

Acquisition of Managware Ltd. On October 2, 2014, Matrix purchased 100% of the share capital of Managware Ltd.
from its former shareholders in consideration of approximately $1.5 million in cash, contingent consideration of $0.7
million paid at the closing and contingent consideration payable in the future subject to the Managware’s results for the
years 2015 to 2017 and contingent upon the continued employment of the former shareholder of Managware.
Managware is engaged in the marketing of software and provides other services.

Acquisition of Enterprise Division of U.S. IT, engineering and telecom consulting company by Magic Software. In
November 2013, Magic Software acquired the enterprise division of Allstates Technical Services, LLC, a U.S.-based
full-service provider of consulting and outsourcing solutions for IT, Engineering and Telecom personnel from KBR,
Inc. (NYSE: KBR). This division, now known as Allstates Consulting Services LLC brings a strong reputation and an
experienced growth-focused management team serving some of the world’s leading telecom and technology
companies.

Additional Acquisitions by Matrix and Magic Software. In 2013, Matrix and Magic Software completed the
acquisition of four other activities for an aggregate total consideration of up to $8.5 million, of which $3.8 million is
contingent upon the acquired activities achieve certain targets over time.

B. Business Overview

General

We are a global IT solutions and services holdings company that is principally engaged through our directly held
subsidiaries and affiliates in providing proprietary and non-proprietary software solutions and services, software
product marketing and support, computer infrastructure and integration solutions and learning and integration. We
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deliver our solutions in over 50 countries worldwide to customers with complex IT services needs, including a number
of “Fortune 1000” companies.

Except for providing our subsidiaries and our affiliated companies with our management, technical expertise and
marketing experience to help them to penetrate their respective markets, direct the overall strategy of our subsidiaries
and affiliated companies and monitor the growth of our subsidiaries and affiliated company through our active
involvement, we do not conduct independent operations at our parent company level. Our operating results are, and
have been, directly influenced by the consolidation and cessation of consolidation of our subsidiaries, which could
cause significant fluctuations in our consolidated operating results. Consequently, we believe that period-to-period
comparisons of our results of operations are not necessarily meaningful and you should not rely on these comparisons
as indications of our future performance.

We operate through our subsidiaries: Matrix and InSync and through our affiliated companies Sapiens, Magic
Software and TSG. From January 28, 2012 through November 18, 2013, when we lost control of Sapiens for
accounting purposes (under U.S. GAAP) following our direct interest in Sapiens outstanding common shares diluting
from 56.8% to 48.8% and from December 23, 2014, when we regained control of Sapiens, through September 30,
2015, when we lost control of Sapiens for accounting purposes (under U.S. GAAP) following our direct interest in
Sapiens outstanding common shares diluting from 50% to 49.1%, Sapiens was our subsidiary. Between November 18,
2013 and December 23, 2014, Sapiens was an affiliated company for accounting purposes and again became an
affiliated company for accounting purposes on October 1, 2015. Until March 4, 2014, Magic Software was our
subsidiary. As of March 5, 2014, as a result of the dilution caused by the public offering of Magic Software, we lost
the controlling interest for accounting purposes (under U.S GAAP) following our direct interest in Magic outstanding
ordinary shares diluting from 51.4% to 45.1%, and Magic Software became an affiliated company. The following is a
description of the areas of our business activity:
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IT Services

We design and implement IT solutions and software systems which improve the productivity of our customers’
existing IT assets. In delivering our IT services, we at times use proprietary software developed by members of the
Formula Group. We provide our IT services across the full system development life cycle, including definition of
business requirements, developing customized software, implementing software and modifying it based on the
customer's needs, system analysis, technical specifications, coding, testing, training, implementation and maintenance.
We perform our projects on-site or at our own facilities.

Proprietary Software Solutions

We design, develop and market proprietary software solutions for sale in selected niche markets worldwide. We
regularly seek opportunities to invest in or acquire companies with attractive proprietary software solutions under
development which we believe to have market potential. The majority of our investments and acquisitions in this area
have been in companies with products beyond the prototype stage. In addition, from time to time, we selectively
invest in companies with proven technology where we believe we can leverage our experience to enhance product
positioning and increase market penetration. We provide our management and technical expertise, marketing
experience and financial resources to help bring these products to market. We also assist the members of our group to
form teaming agreements with strategic partners to develop a presence in international markets.

The Formula Group

Formula is the parent company of subsidiaries and affiliates, which, as noted above, we refer to collectively (together
with Formula) as the Formula Group. As of December 31, 2015, we held 90% of the shares of InSync, 50. 0%
controlling interest Matrix, a 49.1% interest in Sapiens and a 46.4% interest in Magic Software through our equity
holdings. As of December 31, 2015, we had the right to appoint a majority of the board of directors of Matrix through
our equity holdings. In May 2016, we acquired a 50% interest in TSG. We provide our subsidiaries and our affiliated
companies with our management, technical expertise and marketing experience to help them to penetrate their
respective markets.

We direct the overall strategy of our subsidiaries and affiliated companies. While our subsidiaries and affiliated
companies each have independent management, we monitor the growth of our subsidiaries and affiliated companies
through our active involvement in the following matters:
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strategic planning;

marketing policies;

senior management recruitment;

investment and budget policy;

financing policies; and

overall ongoing monitoring of our subsidiaries’ and affiliated company’s performance.

We promote the synergy and cooperation among our subsidiaries and affiliated companies by encouraging the
following:

transfer of technology and expertise;

leveling of human resources demand;

combining skills for specific projects;

-formation of critical mass for large projects; and
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marketing and selling the Formula Group’s products and services to its collective customer base.

We, through our subsidiaries and affiliated companies, offer a wide range of integrated IT software solutions and
services, including the implementation and integration projects of computing and software, outsourcing, project
management software, software development, outsourcing, I'T managed services, software testing and QA, and
software services, depending on specific needs of the customer and depending on the subject expertise necessary
professional all case by case basis, and design, develop and market proprietary software solutions for sale in selected
niche markets, both in Israel and worldwide.

Our Subsidiaries

Matrix

Matrix IT Ltd. is one of Israel’s leading integration and information technology services companies. Matrix employs
approximately 7,650 software, hardware, integration and training personnel, which provide advanced IT services to
hundreds of customers in the Israeli market. Matrix also markets in Israel software and hardware products
manufactured by a broad range of international manufacturers.

The solutions, services and products supplied by Matrix are designed to improve Matrix’s customers’ competitive
capabilities, by providing a response to their unique IT needs in all levels of their operations.

Areas of Operation

As of April 30, 2016, Matrix reported on four principal areas of operations, reporting its U.S and Israeli Software
solutions and services under one operating segment. Following Matrix management decision to target the U.S market
for expanding Matrix operations separately from its operations in the Israeli market, it was management decision to
split this activity to a separate operating segment and as of the date of this report Matrix operates through its directly
and indirectly held subsidiaries in the following principal areas

-Software solutions and services - Israel.
-Software solutions and services — United States.
-Software product marketing and support.
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-Computer infrastructure and integration solutions.
-Learning and integration.

Software solutions and services - Israel: Matrix’s primary activities in this area include development of software
systems and service, including integration projects of systems and software, outsourcing, management of software
projects, testing of developed technology, quality assurance and software services. The scope of work invested in each
element varies from one customer to the other.

Software solutions and services — United States: Matrix provides solutions and expert services in the area of
governance risk and compliance (“GRC”), including activities in the following areas: risk management, fraud
management, anti-money laundering, and regulatory compliance security in these areas. Matrix also provides
solutions and technological services in the areas of portals, BI, DBA, CRM and EIM.

Software product marketing and support: Matrix activities in this area include marketing and support for various
software products (mainly originated outside of Israel) and providing professional support for these products to
customers, including marketing and support of products.

Computer infrastructure and integration solutions: Matrix activities in this area consist of: (1) providing computer
and telecommunication infrastructure solutions; (2) selling and marketing personal computers, portable computers,
Intel servers, peripheral equipment, operating systems, servers and workstations to business customers; and (3) selling
and marketing cloud based solutions (under the “CloudZone” division).
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Learning and integration: Matrix’s activities in this area consist of operating a network of training centers which
provide advances courses for high-tech professionals, courses for developers and professional training, and soft skills
and management training, and providing training and instructions with respect to computer systems.

Matrix provides solutions, services and products primarily to the following market sectors (or verticals): banking,
finance and insurance, commerce, manufacturing and high-tech, government, defense telecommunications, healthcare
and the public and security forces sector.

Matrix offers to each market sector a broad range of solutions and services, customized for the specific needs of that
sector. Matrix operates dedicated departments, each of which specializes in a particular sector. Each such department
supplies customers in that sector with a products and services offering providing a response to most of its IT
requirements, based on an in-depth business understanding of the challenges which are typical to that sector. Matrix
established a separate division for each particular market sector, which manages the operations relating to that sector.

Specialization in the various sectors is reflected in the applications, professional and marketing aspects of each sector.
Accordingly, the professional and marketing infrastructure required to support each market sector is developed to
address such sector’s specific needs.

In addition to the five sector-based areas of operations, Matrix operates three horizontal divisions providing specialist
services for all of the different sectors of operations as follows:

Expertise centers — Matrix operates about 20 “expertise centers” (“Centers of Excellence”), in areas such as: Service
Oriented Architecture (SOA), Mobility (Mobile Technology), Customer Relations Management (CRM), Enterprise
Resource Planning (ERP), eXtended Relationship Management (XRM), Cloud Computing, Digital, User Experience,
Open Source, Security & Cyber, Big data, Analytical BI, and DevOps. These expertise centers are based on business
vertical concept, which is targeted to yield significant added value to the company’s customers, including: group of
professionals that are focused and have expertise in the related technologies, hands-on experience and expertise in the
related technologies, methodologies, and best practices; and

A strategic consulting center that provides customers with diverse consultation services on topics such as
organization, strategy, business development and technological development.

- Quality assurance and related professional services under an offshore/’nearshore” model-
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In the context of its offshore/’nearshore” activities, Matrix conducts IT-related activities, including content
development, quality assurance, maintenance, customer call center services indexing and related activities that are
performed in a specific region or country where such activities can be conducted most inexpensively. Matrix offers its
customers these types of solutions, whether via its “nearshore” Talpiot project and Babcom Centers Ltd. (the latter, a
company located near large Arab population centers in the Galilee, housing thousands of educated and skillful men
and women interested in developing a career near their homes) or via its offshore solutions that are based on its
development centers in Bulgaria and Macedonia. Periods of economic cautiousness (such as the present time) provide
an added incentive for these types of inexpensive economic solutions. This trend is likely to expand Matrix’s
operations in these areas in the context of its “Matrix Global” activities.

Matrix’s customers include large and medium size enterprises in Israel, including commercial banks, loan and
mortgage banks, telecommunications services providers, cellular operators, credit card companies, leasing companies,
insurance companies, security agencies, hi-tech companies and startups, the Israeli Defense Forces and government
ministries and public agencies and media and publishing entities. Approximately 60% of Matrix customers in the
software solutions and services business segment are in business relations with it for more than ten years and 25% of
them are between five to ten years.

InSync

InSync is a US based national supplier of employees to Vendor Management Systems (VMS) Workforce Management
Program accounts. InSync specializes in providing professionals in the following areas; Accounting and Finance,
Administrative, Customer Service, Clinical, Scientific and Healthcare, Engineering, Manufacturing and Operations,
Human Resources, IT Technology, LI/MFG, and Marketing and Sales. With an experienced team of IT recruiters,
InSync can rapidly respond to a wide range of requirements with well qualified candidates. InSync currently supports
more than 30 VMS program customers with employees in over 40 states.
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Our Affiliated Companies

Sapiens

Sapiens International Corporation N.V. is a leading global provider of software solutions for the insurance industry,
with emerging growing presence in the financial services sector. Sapiens’ robust expertise in the insurance industry is
reflected in its innovative software solutions for providers of Property & Casualty/General Insurance, or P&C, and
Life, Annuities & Pensions, & Annuities, enabling our customers to manage their core business functions, including
policy administration, claims management and billing. Sapiens also supply core record-keeping software solutions for
providers of Retirement Services and Reinsurance. Additionally, Sapiens offers a platform that enables its customers
to quickly deploy business logic and comply with policies and regulations across their organizations. . Sapiens’
solutions enable customers to respond to the rapidly-evolving market needs and regulatory changes, while improving
the efficiency of their core operations, thereby increasing revenues and reducing costs. Sapiens also offers services to
insurance providers and financial institutions around the globe, including consulting, migration, project delivery and
implementation of our solutions.

Sapiens operates in the traditional core insurance and financial services markets. Its history of working closely with
insurance and financial services providers results in a deep understanding of these markets and their needs. Its target
market includes both insurance carriers using legacy systems and those using new technologies and financial services
providers.

Sapiens offering is comprised primarily of (1) software solutions for the insurance industry with a growing presence in
the financial services sector and (2) global services including project delivery and implementation of its solutions.

Sapiens offers its insurance customers a range of packaged software solutions that are:

Comprehensive and function-rich, supporting generic insurance standards, regulations and processes by providing
“field-proven functionality and best practices.
Customizable to easily match our customers’ specific business requirements. Sapiens’ flexible architecture
and configurable structure allows quick functionality augmentation that permits its platform to be used
across different markets, unique business requirements and regulatory regimes, utilizing its knowledge and
extensive insurance best practices.
Service-oriented architecture (“SOA”)-based to provide easy integration to any external application
under any technology, allowing streamlined connectivity to all satellite applications and enhancing the
digital experience and omni-channel distribution (while maintaining total platform independence and
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system reliability).
Component-based and scalable, allowing customers to deploy the solutions in a phased and modular approach,
-reducing risk and destruction to the business, while supporting the growth plans and cost efficiency of the
organization.

Sapiens’ packaged software solutions enable:

Rapid deployment of new insurance products, via configurable software, which creates a competitive
advantage in all of the insurance markets served by Sapiens.
Improvement of operational efficiency and reduction of risk, by providing full insurance process automation,
-with configurable workflows, audit and control, streamlined insurance practices and simple integration and
maintenance.
Reduction of overhead for IT maintenance through easy-to-integrate solutions with flexible and modern
“architecture, resulting in lower costs for ongoing maintenance, modifications, additions and integration.
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Enhanced omni-channel distribution and focus on the customers, through event-driven architecture, proactive
“client management approach, rapid access to all levels of data and a holistic view of clients and distributors.
-Various deployment models — from an on-premise deployment approach to cloud and hosted solutions.

Support of digitalization — digitalization holds massive potential for financial services institutions and insurers, but
only if they manage to efficiently digitalize their operations, support omni-channel distribution and ensure that agents
“and customers are able to access real-time, accurate data at any time and from anywhere — including tablets and mobile

devices.

Sapiens’ technology-based solutions include application development and business decision management platforms.
Sapiens’ application development platforms allow for the deployment of tailor-made solutions that address unique
business needs for which pre-packaged software solutions may not be available. Sapiens’ business decision
management platform, Sapiens DECISION, allows business professionals to design, simulate, implement, change and
analyze the business logic that drives financial operations and compliance in a business-friendly format and
environment. Sapiens’ platform facilitates the swift deployment of new or changed business logic that originates from
regulatory updates or market changes, reduces costs and improves efficiency by shortening the software development
lifecycle. This platform empowers the organization’s business users as they manage their business strategy, rules and
logic by using business terms rather than programming language

Sapiens Solution Offerings

Sapiens Life, Pension & Annuity Solutions

Sapiens ALIS for Life, Pension and Annuities: Sapiens ALIS is a comprehensive software solution for individual,
group and worksite insurance products. ALIS provides comprehensive support for the complete policy lifecycle of all
life insurance products from quotation and illustrations, through underwriting, insurance billing and servicing up to
the claims management and exit processing.

Sapiens ALIS is a modular system and its functional components include all the components necessary for L&P
insurers to manage their business. Sapiens ALIS allows insurance carriers to manage their entire core business on a
single platform and to integrate Sapiens ALIS with other systems for the completion of a specific activity or domain.

Sapiens Retirement Services: Leveraging on Sapiens ALIS, Sapiens has also developed Sapiens Retirement: a
modern, end-to-end packaged software solution for record-keeping management for defined contribution
record-keeping providers. Sapiens Retirement Services Platform is a next-generation, defined contribution, retirement
services platform that enables record-keepers to secure and retain profitable plans by offering the efficiency, flexibility
and end-to-end governance required for success in today’s market. Designed by leading industry experts, Sapiens
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Retirement Services supports a wide range of plan types — 401(k), 403(b) and 457 — from micro to mega plans, and the
associated plan variations, including ERISA, Non-ERISA, Safe Harbor, Taft Hartley and others.

Sapiens Closed Books: Sapiens Closed Books is a solution for life and pension insurance companies that enables them
to efficiently and more effectively administer policies and claims relating to closed books of business (products that
are no longer open to new business, but must still be administered).

Sapiens TOPAZ: Sapiens TOPAZ is offered uniquely in the Israeli market, enabling life and pension carriers in Israel
to handle a wide range of activities and regulations that are unique to the Israeli market.

Sapiens Property & Casualty/General Insurance Solutions

Sapiens IDIT: Sapiens IDIT is a component-based software solution, addressing the specific needs of general
insurance carriers for traditional insurance, direct insurance, bancassurance and brokers markets, primarily in Europe
and Asia-Pacific.
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Sapiens IDIT integrates multiple front office and back office processes, including insurance product design, policy
administration, underwriting, call center and remote users and partners, backed by fully secured internet-based
capabilities. Sapiens IDIT provides a full set of components to support insurance carriers’ core operations lifecycle —
from inception, to renewal and claims. The solution includes modular software components that can be customized to
match specific insurance business requirements, while providing pre-configured functionality

Sapiens Insight. Insight for P&C is a software solution used by carriers that works on IBM System z (mainframe) and
System i platforms. Insight for P&C has been customized to meet specific business demands at the insurer level and
regulatory needs at the state level.

Sapiens Reinsurance is a comprehensive business and accounting solution designed to support the entire range of
reinsurance contracts and activities, both ceded and assumed, for all lines of business. This software product provides
both insurers and reinsurers superior handling of all reinsurance activities and in-depth accounting functionality on a
single platform. By incorporating fully automated functions adapted conveniently for its customers’ business
procedures, Sapiens Reinsurance provides flexible and full financial control of its customers’ reinsurance processes,
including full support for all auditing requirements and statutory compliance..

Sapiens Business Decision Management Solutions

Sapiens DECISION is a business decision management solution that consistently enforces business logic across all
enterprise applications. Organizations use it to track, verify and ensure that every decision is based on the most
up-to-date rules and policies. The solution is powered by The Decision Model®, a widely adopted decision
management methodology, for which Sapiens owns a number of patents. Organizations are undergoing a paradigm
shift in the way they approach change, by replacing conventional policy and process management with an emerging
discipline called decision management. Decision management bridges the gap between business and IT, by enabling
business users to rapidly frame requirements in formal business models that can be easily understood by all
stakeholders. This ensures that the business logic is complete, internally consistent and accurate, and doesn’t replicate
existing logic.

Sapiens DECISION allows the reusability and governance of business logic across all business divisions and software
applications, using any rules engine or business process management system, and integrating seamlessly with the
BRM or BPM system that the organization has in place.

Sapiens is currently focusing on the development and marketing of Sapiens DECISION in the financial services
market in North America and Western Europe, and is in the process of building best practices to be used mostly by
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mortgage banking, retail banking and investment banking. Sapiens also intends to develop and market Sapiens
DECISION for the insurance industry and leverage its industry knowledge and close relationships with its existing
customers and partners.

Technology Based Solutions

Sapiens eMerge: Sapiens eMerge is a rules-based, model-driven architecture that enables the creation of tailor-made,
mission-critical core enterprise applications with little or no coding. Sapiens’ technology is intended to allow
customers to meet complex and unique requirements using a robust development platform.

Sapiens' Global Services

Sapiens’ services modernize and automate processes for insurance providers and financial institutions around the
globe, helping to create greater organizational efficiencies, reduce costs and provide a better end user experience.
Built on a solid foundation of insurance domain expertise, proven technology and a heritage of successful
deployments, Sapiens assists clients in identifying and eliminating IT barriers to achieve business objectives. Benefits
include:

Project Delivery Experience. More than 30 years of field-proven project delivery of core system solutions,

based on best practices and accumulated experience.
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Customer Integration: Sapiens helps its customers deploy modern solutions, while expertly integrating these
solutions with their legacy environments that must be supported.
-Global Presence: Insurance and technology domain experts are available worldwide to provide professional services.

Sapiens’ service teams possess strong technology skills and industry expertise. The level of service and business
understanding they provide contributes to the long term success of its customers. This helps Sapiens develop strategic
relationships with its customers, enhances information exchange and deepens its understanding of the needs of
companies within the industry.

Through its service teams, Sapiens provides a wide scope of services and consultancy around its core solutions, both
in the stage of the initial project implementation stage, as well as ongoing additional services. Many of its customers
also use its services and expertise on an ongoing basis to assist them with various aspects of daily maintenance,
ongoing system administration and the addition of new solution enhancements.

In addition, most of Sapiens’ clients elect to enter into an ongoing maintenance and support contract with Sapiens. The
terms of such a contract are usually twelve months and are renewed every year. A maintenance contract entitles the
customer to technology upgrades (when made generally available) and technical support. Sapiens also offers
introductory and advanced classes and training programs available at its offices and customer sites.

Sapiens also partners with several system integration consulting firms to achieve scalable, cost-effective
implementations for our customers. Sapiens has developed an efficient, repeatable methodology that is closely aligned
with the unique capabilities of its solutions.

Sales and Marketing

Sapiens sales channel is direct sales, with a small portion of partner sales. Sapiens sales team is located at its regional
offices in North America, the United Kingdom, Belgium, France, Israel, Australia, India, Poland and Japan. The direct
sales force is geared to large organizations within the insurance and financial services industry.

In 2015, we continued to significantly invest in Sapiens target regions — North America, UK and Europe — and our sales,
presales, domain experts and marketing personnel. We anticipate that our sales team will leverage their proximity to
customers and prospective clients to drive more business, and offer our services across our target markets.
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Sapiens account managers have been focused on building ongoing relationships with existing customers, to maintain a
high level of customer satisfaction and identify up-selling opportunities within these organizations. We believe that a
high level of post-contract customer support is important to Sapiens continued success. In addition, Sapiens employs a
team of technical specialists who provide a full range of maintenance and support services to Sapiens customers to
help them fully exploit the capabilities of its solutions.

As part of Sapiens sales process, Sapiens typically sells a package that includes license, implementation,
customization and integration services, and training services. All of Sapiens clients for whom it has deployed its
solutions elect to enter into an ongoing maintenance and support contract with us. We aim to expand our distribution
model to include more channel partners and system integrators, but we intend to maintain the direct sales model as our
prime distribution channel.

We attend major industry trade shows to improve Sapiens visibility and market recognition. Additionally, we host
client conferences — such as our annual Sapiens Client Conference, which took place in Gouvieux, France in October
2015 — that are intended to strengthen our relationships with our existing customer base.
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Sapiens also invests in its working rela