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Final results for the year ended 31 December 2016

Matomy Media Group Ltd., a world-leading media company, announces its final results for the year ended
31 December 2016.

Matomy continues to expand and strengthen its leading mobile, video and programmatic offerings

Non-GAAP Financial Highlights!

Overview of results 2016 2015 Change
($ millions)

Revenue 276.6 271.0 2.1%
Adjusted gross profit 78.3 76.5 2.4%
Adjusted gross margin 28.3% 28.2% 0.3%
Adjusted EBITDA 17.1 25.7 (3B4)%
Adjusted net income | (6.3) 2.3 (374)%
(loss)

GAAP Financial Highlights

Overview of results 2016 GAAP 2015 GAAP | Change
($ millions, except EPS) GAAP
Revenue 276.6 271.0 2.1%
Gross profit 56.9 62.3 (8.7)%
Operating income / (loss) | (1.3) 12.1 (111)%
Pre-tax income / (loss) 3.3) 9.9 (134)%
Net income / (loss) (8.1) 7.2 (212)%
Net income / (loss) | (11.7) 6.6 277%
attributable to Matomy

Earnings / (loss) per share | $(0.13) $0.07 (286)%

! Non-GAAP related definitions

Adjusted gross profit

Adjusted gross profit is a non-GAAP financial measure that Matomy defines as revenues less direct media costs, which are the direct costs associated
with the purchase of digital media. These costs include: payments for digital media based on the revenues Matomy generates from its customers on a
revenue-sharing basis; payments for digital media on a non-revenue-sharing basis (CPC or CPM); and serving fees for third-party platforms.

Matomy believes that adjusted gross profit is a meaningful measure of operating performance because it is frequently used for internal management
purposes, indicates the performance of Matomy’s solutions in balancing the goals of delivering results to its customers whilst meeting margin
objectives, and facilitates a more complete understanding of factors and trends affecting Matomy’s underlying revenues performance.

Adjusted EBITDA

Adjusted EBITDA is a non-GAAP financial measure that Matomy defines as net income before taxes on income, financial expenses (income), net,
equity losses of affiliated companies, net, depreciation and amortisation, share-based compensation expenses and exceptional items (as described
below). Adjusted EBITDA is a key measure Matomy uses to understand and evaluate its core operating performance and trends, to prepare and
approve its annual budget, to develop short- and long-term operating plans and to determine bonus payments to management. In particular, Matomy
believes that by excluding share-based compensation expenses, adjusted EBITDA provides a useful measure for period-to-period comparisons of
Matomy’s core business.

Adjusted net income
Adjusted net income is a non-GAAP financial measure that Matomy defines as net income before share based compensation expenses and any
exceptional items.



** The 2016 and 2015 results include amortisation charges of $6.2 million and $1.9 million, respectively, attributable
to the major acquisitions made by Matomy since the start of 2015. Without the effect of these adjustments, the non-
GAAP results would have been as follows:

($ millions) 2016 2015 Change
Gross profit 60.9 63.8 (4.6)%
Operating profit 4.9 14.0 (65)%
Pre-tax profit 2.9 11.8 (76)%
Net income / (loss) 3.4 8.2 (143)%

Business and operating highlights
A year of transition marked by investment in data-driven technologies, with continued focus around
superior proprietary Video, Mobile and other Programmatic solutions

e In 2016, Matomy made a major shift. After conducting successful acquisitions — Mobfox and Team
Internet (both in 2014) and Optimatic in late 2015 — the company decided to enhance its product
development budget to accelerate the transformation into a leading data-driven, programmatic media
company focusing on Mobile and Video.

e In 2016, revenues generated from mobile in app activity (Mobfox) increased approximately 104% to
$36.6 million (2015: $17.9 million).

e Matomy took decisive action over the past 18 months to shift activity from desktop display
advertising, and toward Video, Mobile and Native-based advertising, which generate higher quality
and more sustainable long-term revenues with enhanced user engagement. This supports the
company’s ability to replace, in a controlled fashion, the continued industry-wide decline in revenues
from desktop display activity. As a result, the company recognizes the following benefits:

o In 2016, revenues generated from aggregate programmatic advertising activity across all
media channels increased 30% and accounted for approximately 79% of Matomy's 2016
revenues. (2015: 60%)

e To support growth and leadership around Mobile, the company took the following important steps:

o Matomy launched myDSP, a data-driven, mobile self-serve demand side platform (DSP),
thereby empowering media buyers to optimize their advertising spending, while enhancing
the development of the company’s central data management platform (DMP).

o Matomy introduced mtmy, a full-service data-driven advertising agency, providing cross-
channel optimization with focus on social, search and programmatic.

o Matomy established offices in China and South Korea in April 2016 to access the fast-
growing APAC market. In 2016, revenues generated from activity in Asia increased 56% to
$17.9 million (2015: $11.5 million).

e In 2016, revenues generated from video activity increased 55% to $111.9 million (2015: $72.3
million).

e Matomy continued to benefit from the strong industry trend for programmatic advertising spend in
the second half of the year. As a result, H2 represented 54% of Matomy's full year revenue and 65%
of its adjusted EBITDA (H1 2016: 46% revenue, 35% adjusted EBITDA).

e In 2016, revenues generated from domain monetisation increased 17% to $63.3 million (2015: $54.3
million.

e In 2016, Research and development expenses increased by $4.7 million, or 60%, to $12.6 million
(FY2015: $7.9 million). This reflects both the consolidation of Optimatic for a full year, which
added $1.4 million to R&D expenses, and additional investment in programmatic proprietary
technologies.

e In 2016, Sales and marketing expenses increased by $4.4 million, or 17%, to $30.6 million (FY2015:
$26.2 million).

e In 2016, general and administrative expenses decreased by $1.2 million, or 9.9%, to $14.9 million
(FY2015: $16.1 million).



e Despite the increased investment and transition detailed above, Matomy succeeded in increasing
full-year revenue by 2.1% to $276.6 million (2015: $271.0 million).

Ofer Druker, Chief Executive Officer of Matomy, said:

“The best companies evolve with their industry. We spent the past year bolstering our proprietary technology
and data-driven capabilities to strengthen our leading marketing technology platforms. In 2016, Matomy
underwent a transition with the goal of maximizing today’s technologies in preparation for tomorrow’s
opportunities.

“A primary initiative we began in July of 2016 was our strategic plan to increase investment in research and
development. By enhancing our proprietary technology enabling programmatic mobile and video
advertising, Matomy built on the successful acquisitions of Mobfox and Optimatic with additional
capabilities added to our existing leading marketing technology platforms.

“Our ongoing investment in our regional sales and marketing capabilities builds on our successful strategy
we began in 2015. Within the past 18 months, Matomy has significantly increased the number of staff, the
pace of sales and partnership opportunities with U.S. based companies. Likewise, in both China and South
Korea, Matomy added considerably to our existing market presence in these regions.

“In 2016, Matomy aligned both people and resources behind our business units supporting programmatic
mobile and video advertising. These actions have already begun to deliver new opportunities for Matomy.
“Combined with our focus on serving the needs of advertisers and publishers in the areas of programmatic
mobile and video advertising, demonstrable progress on these key initiatives positions Matomy for a strong
year ahead. We look forward to building on these successes in 2017 and generating the growth based on our
proprietary technological platforms.”

Enquiries:

Matomy Media Group

Lipaz Kloper, Head of Investor Relations
lipaz.k@matomy.com

+972 773606161

A copy of this announcement will be available on the Matomy website, www.Matomy.com, today from
7.00am GMT.

Matomy will host an analyst conference call at 14:00 BST / 10:00 EDT Monday 27 March 2017 to discuss
these results. For more information visit on http://investors.matomy.com/rns.aspx



http://www.matomy.com/
http://investors.matomy.com/rns.aspx

CHAIRMAN?’S and CHIEF EXECUTIVE OFFICER’S STATEMENT
Introduction

As the advertising industry continues to mature, so too must Matomy. To do so, we made the strategic
decision to invest in order to improve. We expanded our mobile, video and programmatic offerings,
strengthened our data-driven capabilities and widened our reach in the Asian-Pacific market. Matomy is now
positioned to leverage advanced technology in a global market in order to drive our current and future
revenue. We look forward to seeing the return on our investments in 2017.

In 2016, Matomy invested in two primary areas to be a partner of choice and set the company on a successful
path for the future. First, Matomy invested in development by adding proprietary technology supporting
programmatic mobile and video advertising capabilities. This enabled us to move ahead of our competition
by introducing two new services - myDSP and mtmy - that complement our existing portfolio while
strengthening core programmatic capabilities. Secondly, the company significantly strengthened its footprint
in the Asian-Pacific market adding capabilities to locations in both China and South Korea.

While the media and advertising industry continue to evolve, Matomy is well positioned to succeed in this
environment. Our technological differentiation continues to attract top-tier advertisers and publishers, and
Matomy will continue to invest in people and capabilities in areas that represent the largest advertising
market opportunities.

2016 operating performance

2016 saw Matomy continue its successful transition in the direction of programmatic mobile and video
advertising. Anticipating the evolution of advertising towards mobile and video and away from desktop
display, Matomy delivered several key initiatives to cement our leadership position serving the needs of
advertisers and publishers and positioning the company for a strong 2017. For 2016, we reported a 2%
increase in revenue to $276.6 million on a GAAP basis (FY2015: $271.0 million), driven primarily by our
identified strategic growth areas of mobile, video and domain monetisation. Adjusted EBITDA decreased by
34%, primarily due to additional investments in research and development activities, mainly on Mobfox and
Optimatic, as well as to strengthen Matomy’s sales force in light of the new technologies, shifting
geographical focus and investment around our APAC expansion.

Geographically, Matomy is seeing the strongest growth in the US, which is Matomy’s largest market, with
revenue in that region increasing 10.1% ($16.4 million) to $180.0 million (FY2015: $163.6 million). This
was driven by our increased focus on the US market, due to the ongoing industry-wide shift towards real-
time bidding and programmatic advertising, as well as increased video advertiser demand.

Revenues from Asia climbed 56% ($6.4 million) to $17.9 million for the year ended 31 December 2016 as
we initiated our expansion into Asia. The first stage indicates very encouraging preliminary results. This is a
market that we believe holds great promise and we are continuing to direct resources toward further
increasing our presence there in the near future.

Matomy’s video activity continued to contribute the largest portion of the group’s overall global revenue, at
40%.

The Mobile in app (Mobfox) segment experienced the largest percentage revenue growth in 2016, rising
104% to $36.6 million (2015: $17.9 million). This increase was primarily driven by enhanced technological
developments and the successful launch of new features.

The group’s domain monetisation also saw significant growth, increasing by $9 million, or 17%, to $63.6
million. This increase was partially driven by publisher growth and the acquisition of the NameDrive domain
parking business, as well as the introduction of new ad types to Tonic (formerly called DNTX), our DSP,
SSP and self-service ad network for desktop and mobile traffic sources.



2017 Priorities

Our key priorities for 2017 are as follows:

e Continue to focus business and development efforts around programmatic mobile and video
advertising capabilities.

e Invest in developing direct and indirect data capabilities to support our offering through Mobfox and
Optimatic.

e Continue to strengthen our presence in the North American advertising market.

e Following the successful entry into China and South Korea, accelerate APAC expansion strategy
with a focus on mobile activity.

e Advance with our Strategic Review, as announced on 18 October 2016.

Outlook

The Company is entering 2017 with its mobile, programmatic, video and domain monetization offerings,
based on its own proprietary technologies, continuing to grow and increase. The business continues to
diversify geographically, in particular following the initial successful entry and continued expansion into
APAC. These actions reflect the strategic decision of the company to shift focus away from the declining
display segment and focus on its core growth areas of mobile and video programmatic-based activities. As a
result, the Board remains confident that its actions will lead to continued growth and improved business
focus for full year 2017.

Trading for the beginning of 2017 has been encouraging, and the Company currently anticipates an improved
trading outcome compared with its previous expectations.

Harel Beit-On Ofer Druker
Non-executive Chairman Chief Executive Officer



OPERATIONAL REVIEW*
Revenues by Media Channel
The following table sets out Matomy’s revenues by media channel for the years ended 31 December 2016

and 2015.

Year ended 31 December

($ millions) 2016 2015

Mobile in-app™® 36.6 17.9 104%
Video 111.9 72.3 55%

Domain monetisation 63.3 54.3 17%

Email 27.5 344 (20)%
Web display 25.4 61.1 (58)%
Mobile web display® 3.2 8.5 (62)%
Social 4.7 12.8 (63)%
Other® 4.0 9.7 (58)%
Total 276.6 271.0

(D) Mobile media channel revenues relate solely to revenues generated from mobile web and in-

app activities as opposed to aggregate mobile traffic which refers to traffic from mobile
devices across all media channels. Aggregate mobile traffic across all media channels
contributed approximately 40% of Matomy's revenues in 2016 (FY2015: 30%).
2) Primarily comprised of revenues from the search and virtual currency media channels.
*based on consolidated GAAP financial data

Mobile in-app

Mobile in-app media channel revenues increased by $18.7 million, or 104%, to $36.6 million for the year
ended 31 December 2016 (FY2015: $17.9 million). This increase was driven primarily by Matomy's
successful recruitment and on-boarding of new direct supply and demand partners to Mobfox (Matomy's
mobile SSP) and the development and introduction of technological improvements, infrastructure and
features such as self-learning automated optimisation of media sources, inventory allocation and bandwidth
management.

Video

Video media channel revenues increased by $39.6 million, or 55%, to $111.9 million for the year ended 31
December 2016 (FY2015: $72.3 million). This reflects in part the first full year of revenues from Optimatic
(recently measured by ComScore as the 4" largest video SSP in the US), combined with technological
improvements to Matomy’s video advertising capabilities and supported by strongly increased advertiser
demand.

Domain monetisation

Domain monetisation media channel revenues increased by $9.0 million, or 17%, to $63.3 million for the
year ended 31 December 2016 (FY2015: $54.3 million), due to continuing investment in research and
development, ensuring sustainable competitive advantage, focus on mobile users and fully automated self-
service platforms for advertisers and publishers supporting three different profitable and attractive
businesses: ParkingCrew, monetization services to website owners; TONIC, a DSP, SSP and self-service ad
network for desktop and mobile traffic sources and a domain registration engine.

Email
Email media channel revenues decreased by $6.9 million, or 20%, to $27.5 million for the year ended 31
December 2016 (FY2015: $34.4 million). The decrease was driven mainly by a strategic decision to focus on



running email budget campaigns on Matomy's proprietary platforms, which generate higher and more
sustainable revenues on account of a decrease in the email affiliate activity, even at the price of reduced
volumes.

Web display

Web display media channel revenues decreased by $35.7 million, or 58%, to $25.4 million for the year ended
31 December 2016 (FY2015: $61.1 million). The web display media channel continues to be affected by
changes in the digital advertising ecosystem and the shift towards mobile and video based advertising.

Mobile web display
In line with the industry trend, and the continued erosion of web display activity in all formats, mobile web
display media channel revenues decreased by $5.3 million, or 62%, to $3.2 million (FY2015: $8.5 million).

Social

Social media channel revenues decreased by $8.1 million, or 63%, to $4.7 million for the year ended 31
December 2016 (FY2015: $12.8 million). This decrease is mainly attributable to increased Facebook
regulation, a shift to an agency model, according to which the fees are recognised on a net basis (not
including media costs), which was less customary in 2015. However, without the effect of net reporting of
revenues, Matomy would have recorded an additional $10.5 million revenues in 2016 and $3.3 million
revenues in 2015.

Other media channels

Other media channel revenues decreased by $5.7 million, or 58%, to $4.0 million for the year ended 31
December 2016 (FY2015: $9.7 million). This decrease reflects Matomy's focus on its growth engines, such
as mobile in-app and video, and decreasing focus on less strategic activities such as virtual currency and
search.

Revenues by Geography
The following table sets out Matomy’s revenues by geographical region for the years ended 31 December
2016 and 2015.

Year ended 31 December

($ millions) 2016 2015 Change
USA 180.0 163.6 10.1%
Europe 44.1 54.5 (19)%
Asia 17.9 11.5 56%
Other 34.6 41.4 (17)%
Total 276.6 271.0

US4

Revenue from the US market increased by $16.4 million, or 10.1%, to $180.0 million for the year ended 31
December 2016 (FY2015: $163.6 million), representing 65% of global revenues, up from 60% in 2015. This
increase reflects our increased focus and investment in the US market due to the ongoing industry-wide shift
towards real-time bidding and programmatic advertising, as well as increased video and mobile advertiser
demand.

Europe
European revenues decreased by $10.4 million, or 19%, to $44.3 million for the year ended 31 December

2016 (FY2015: $54.5 million), mainly due to challenging conditions and the Company’s shift of focus
towards higher quality activities in the US and Asia.

Asia
Asia revenues increased by $6.4 million, or 56%, to $17.9 million for the year ended 31 December 2016



(FY2015: $11.5 million) due to Matomy’s increased focus and investments in the Far East market, especially
around mobile advertising, and the establishment of Matomy's Chinese and Korean offices during the second
quarter of 2016. These offices have made a substantial contribution to Matomy's offering and attractiveness
to China- and Korea-based app developers, enabling them to better distribute and monetise their applications
and media inventory.

FINANCIAL REVIEW

Revenue

Revenues in 2016 increased by $5.6 million, or 2.1%, to $276.6 million (FY2015: $271.0 million). Several
factors contributed to this growth, with a continued shift in the revenue mix towards Matomy’s growth
engines of programmatic video and mobile, reflecting an effective growth of 23% in revenues from media
channels other than overall web display activity. These revenues are considered more sustainable and higher
quality. Revenues also reflected the 2015 acquisitions which were consolidated for their first full year.

Cost of revenues
$ millions, except as otherwise indicated 2016 2015
Direct MEdia COSES....uiiiriiiriiiiie ettt ettt et et eens 198.3 194.5
Other COSt Of TEVEINUES ......veieureieiiieeieeeiee ettt ettt e 21.5 14.2
COSt Of FEVEIMUES .......ceviiiiiiiiiciie et et 219.8 208.7
GTOSS MATZIN (90)11evrereierieeriierieriertereestestestesaesstessaessaesresssesnsesssesssesssesssennns 20.6%  23.0%
Adjusted gross margin (non-GAAP) (%) 28.3%  28.2%

Cost of revenues increased by $11.1 million, or 5.3%, to $219.8 million (79% of total revenues) for the year
ended 31 December 2016 from $208.7 million (77% of total revenues) the year prior.

Matomy’s cost of revenues primarily consists of direct media costs, and therefore the majority of the increase
in cost of revenues in 2016 was driven by revenue growth, with adjusted gross margin remaining stable.

Cost of revenues also reflected an increase in allocated costs, in particular amortisation of technology assets
from the 2015 acquisitions, which added $2.5 million to cost of revenues in 2016, and around $4.9 million
increase in server costs due to the consolidation of Optimatic for a full year (adding $2.8 million) and
constant increase in the traffic on Mobfox's servers. All of the above led to a decrease in gross margin.

Operating expenses

$ millions 2016 2015

Research and development ............ccooovieviieriienciiecie e 12.6 7.9
Sales and MAarketing........c.cccveeviieiiiiiiieiicieeie et re e s eenes 30.6 26.2
General and adminiStratiVe .........ccoeeeiereririeee e 14.9 16.1
Total operating eXPenSes..............cccveeiiieriieeiieerie e esreeeveeereeereeereeens 58.1 50.2
Total operating expenses as a percentage of revenues ...........cecceeveereennenne 21% 19%

Operating expenses increased by $7.9 million or 16%, to $58.1 million for the year ended 31 December 2016
(FY2015: $50.2 million). Operating expenses as a percentage of revenues increased 2% to 21% for 2016
(FY2015: 19%) resulting in an operating margin of (0.5%) (2015: 4.5%).

Operating expenses increased primarily as a result of the strategic investment plan announced in July 2016,
which authorised $3.3 million of additional expenditure to be invested in research and development
activities, as well as to strengthen Matomy’s sales force in light of the new technologies and shifting
geographical focus.

Research and development expenses increased by $4.7 million, or 60%, to $12.6 million (FY2015: $7.9
million). This reflects both the consolidation of Optimatic for a full year, which added $1.4 million to R&D
expenses, and additional investment in programmatic proprietary technologies leading to increased R&D
headcount in 2016 compared to 2015, as Matomy becomes a more technologically focused company.

Sales and marketing expenses increased by $4.4 million, or 17%, to $30.6 million (FY2015: $26.2 million).



This increase includes the effect of customer relationship amortisation costs, which increased by $1.1 million
in 2016 compared to 2015, due to the first full year of amortisation of the 2015 acquisitions. In addition,
Matomy invested considerable resources in both sales and marketing, under the strategic investment plan
referred to above, in particular in establishing and strengthening Matomy's presence in Asian markets
through its Chinese and Korean offices.

General and administrative expenses decreased by $1.2 million, or 9.9%, to $14.9 million (FY2015: $16.1
million). While $2.2 million expenses were added by the 2015 acquisitions, these were offset by continued
efficiencies as well as adjustments to future liabilities in the sum of approximately $0.8 million, which
impacted on G&A expenses.

Financial expenses

Financial expenses, net, decreased by $0.1 million to $2.1 million for the year ended 31 December 2016
(FY2015: $2.2 million). Financial expenses related to adjustments to accretion of earnout payments
increased year on year by $0.6 million, while expenses from foreign exchange rate fluctuations, net of
hedging transactions, decreased by $0.8 million due to more stable exchange rates during 2016.

Taxes on income

Taxes on income increased by $2.0 million to $4.7 million for the year ended 31 December 2016 (FY2015:
$2.7 million).

Matomy is subject to corporate tax on its income, principally in Israel, the United States and Germany, as
well as other jurisdictions in which Matomy has operations. Matomy’s effective corporate tax rate was -
140% (minus 140 percent) in the year ended 31 December 2016, and 27% in the year ended 31 December
2015.

Matomy’s effective corporate tax rate was lower in 2016 compared to 2015 primarily due to valuation
allowance totalling $4.2 million recorded on carry forward losses in both the parent company and few of its
subsidiaries.

The Israeli statutory corporate tax rate was 25% in 2016 and 26.5% in 2015. Excluding the effect of the
valuation allowance, Matomy’s effective corporate tax rate on its taxable profits is higher than the Israeli
statutory corporate tax rate because most earnings were generated under US and German jurisdictions with
higher prevailing tax rates.
In 2016, Matomy's US operations had taxable income resulting in a liability for both federal and state tax.
Team Internet is subject to German corporate and trade taxes. The effective tax rate of Team Internet on a
standalone basis was 31% in 2016 (32% in 2015).
Amortisation of intangible assets
Amortisation expenses amounted to $15.2 million for the year ended 31 December 2016, an increase of $3.8
million from amortisation expenses of $11.4 million for the year ended 31 December 2015. This increase
was primarily due to the first full year of amortisation of the intangible assets acquired during 2015.
Net income / (loss)
Net income / (loss) decreased by $15.3 million to a $8.1 million net loss for the year ended 31 December
2016 (FY2015: $7.2 million net income), primarily due to the significantly increased amortisation costs,
share-based compensation expenses and tax effects as described above.
Net income / (loss) attributable to Matomy Media Group shareholders was $3.6 million lower than group net
income / (loss) (FY2015: $0.6 million lower). This difference was primarily due to improved performance
and revenues of Team Internet, resulting in an increased redeemable non-controlling interest on account of
the put options of the minority shareholder.
Revaluation of redeemable non-controlling interests
As of 31 December 2016, Matomy’s $37.5 million in redeemable non-controlling interests consisted of:

e $36.8 million relating to Team Internet;

e $0.6 million relating to Matomy Social; and

e $0.1 million relating to Avenlo.

Of the above amount, $13.8 million relating to Team Internet is presented in current liabilities on account of
the consideration for the put option which is due to be paid during the first half of 2017.

Redeemable non-controlling interests are classified as mezzanine equity, separate from permanent equity, on
the consolidated balance sheets and measured at each reporting period at the higher of their redemption
amount or the non-controlling interest book value.

Exceptional items



Matomy views the following items, which were recorded in profit and loss, as exceptional as they are
material to the financial statements and non-recurring and therefore were excluded from non-GAAP
measures.

e One-time adjustments to M&A related earnout liabilities
e Impairments to intangible assets
e Transaction costs associated with M&A activity in 2015

Liquidity and cash flows

The following table sets out selected cash flow information for Matomy for the years ended 31 December
2016 and 2015.

Year ended 31 December

$ millions 2016 2015

Net cash provided by (used in) operating activities............. (0.2) 18.7
Net cash used in investing activities .........cccceeveveerreerreennne. (6.9) (29.5)
Net cash provided by (used in) financing activities............. 1.5 9.9)
Effect of exchange rate differences on cash...........c.cccoene.n. - -
Increase (decrease) in cash and cash equivalents................. (5.6) (20.7)
Cash and cash equivalents at beginning of period................ 27.3 48.0
Cash and cash equivalents at end of period ...........ccceeeneene. 21.7 27.3

* Represents amounts less than $0.1 million.

(A) Net cash used in / provided by operating activities

Matomy’s net cash used in / provided by operating activities decreased by $18.9 million to a $0.2 million
outflow for the year ended 31 December 2015 (FY2015: $18.7 million inflow).

In 2016, net cash provided by operating activities consisted of a net loss of $8.1 million and $9.6 million
relating to net changes in working capital, offset by $17.5 million relating to non-cash expenses. Non-cash
expenses were primarily depreciation and amortisation of $16.5 million, significantly higher than prior years
due to amortisation related to the 2015 acquisitions, stock-based compensation expense of $1.9 million, less
decreases in deferred tax assets of $1.0 million.

For the year ended 31 December 2015, Matomy’s net cash provided by operating activities consisted of $7.2
million in net income and $11.3 million relating to non-cash expenses, and $0.2 million relating to net
changes in working capital. Non-cash expenses were primarily depreciation and amortisation of $12.6
million, significantly higher than prior years due to amortisation related to the 2014 and 2015 acquisitions,
stock-based compensation expense of $0.9 million, less decreases in deferred taxes of $2.2 million.

Net changes in working capital in 2016 were mainly driven by a decrease of $3.3 million in trade
receivables, offset by the effects of increases in assets including domains held for sale ($4.2 million) and
other receivables ($1.7 million), as well as decreases in liabilities including trade payables ($5.2 million).
The remaining amount consisted of smaller movements in various other assets and liabilities.

The decrease in trade receivables was primarily due to the erosion of revenues generated from display
activity and the transition to mobile and video programmatic based revenues, which are generally more
sustainable higher quality revenues, resulting in a decrease in the trade receivables of around $3.8 million in
comparison to the same period in 2015, partially offset by the successful penetration into APAC, which has
extended payment approvals processes compared to the other geographies where Matomy operates.

The increase in domains held for sale reflects the growth of the domain monetisation activity and as a result
an increased investment in the purchase of domains.



The decrease in trade payables was primarily driven by a change in the payment terms of some publishers,
mainly in connection with video activity, which was made in order to help maintain Matomy's leading
position and ensure that it stays competitive and attractive to publishers.

(B) Net cash used in investing activities

Net cash used in investing activities decreased by $22.6 million to $6.9 million for the year ended 31
December 2016 (FY2015: $29.5 million). In 2016, net cash used in investing activities primarily included a
$5.1 million capitalised investment in R&D and $1.6 million investment in property and equipment.

For the year ended 31 December 2015, net cash used in investing activities included a $17.9 million
investment in Optimatic, a $5.6 million investment in Avenlo, $2.7 million paid to acquire an advertiser list,
and a $3.3 million investment in property and equipment including capitalised R&D costs.

© Net cash provided by / used in financing activities

Net cash provided by / used in financing activities increased by $11.4 million to a $1.5 million inflow for the
year ended 31 December 2016 (FY2015: $9.9 million outflow).

In 2016, net cash provided by / used in financing activities related primarily to a $2.0 million net increase in
outstanding term loans and overdrafts and $2.4 million of proceeds from option exercises during the year,
less $3.0 million total payments to non-controlling interests and earnout payments.

For the year ended 31 December 2015, net cash provided by / used in financing activities related primarily to
a $5.3 million net decrease in outstanding term loans, $5.8 million total payments to non-controlling interests
and earnout payments, less $1.2 million of proceeds from option exercises during the year.

As of 31 December 2016, Matomy had $13.5 million in term loans. Of those, $6.9 million are due within one
year.

NOTES TO FINANCIAL STATEMENTS

Goodwill

Goodwill represents the excess of the purchase price in a business combination over the fair value of the net
tangible and intangible assets acquired.

Matomy's goodwill was created mainly through the 2013, 2014 and 2015 acquisitions.

Matomy has two reporting units and performs an annual impairment test during the fourth quarter of each
fiscal year, or more frequently if indicators of potential impairment exist, to determine whether the net book
value of each reporting unit exceeds its estimated fair value. During the years ended 31 December 2015 and
2016, no impairment losses were identified.

Segments

Our chief operating decision-maker is our Chief Executive Officer. On a monthly basis, the CEO reviews
revenue and adjusted EBITDA at Group level, as well as revenue at the level of media channels, for the
purposes of allocating resources and evaluating financial performance.

As a result, Matomy operates in a single reportable segment as a provider of marketing services.
Acquisitions

On 13 November 2015, Matomy completed the acquisition of 100% of the issued and outstanding shares of
Optimatic Media Inc. (‘Optimatic’) for a total consideration of $33.6 million, as estimated at closing
(including contingent consideration). Optimatic is a leading programmatic technological video platform
company that enables top-tier publishers to manage their inventory programmatically and a full suite of
digital video Supply Side Platform capabilities. Optimatic developed a unique proprietary video platform and
is considered a leader in the video space.

On 15 April 2015, Matomy completed the acquisition of 70% of the issued and outstanding shares of a newly
formed company, Avenlo Media Group Inc. (‘Avenlo’) that has purchased the principal business activity and
operations of Maven Marketing Group Inc., for a total consideration of $22.9 million, as estimated at closing



(including contingent consideration). On 8§ March 2016, Matomy signed an amendment to the purchase
agreement, revising the total consideration to $10.8 million as estimated at that date (including contingent
consideration). Avenlo is a performance email marketing and ad targeting company, incorporated in Canada.
The payment to the minority shareholder in Team Internet was made after the balance sheet date, following
the exercise by the minority shareholder in Team Internet of the first of three options it holds, resulting in
Matomy acquiring an additional 10% of the issued and outstanding shares of Team Internet AG (‘Team
Internet’) for a consideration of $10.4 million.

Earnings (loss) per share

Matomy’s basic earnings (loss) per share decreased by $0.20, or 286%, to a loss per share of $0.13 for the
year ended 31 December 2016 (FY2015: $0.07 EPS). This change was influenced primarily by the decrease
in after-tax profit, for the reasons noted above. In addition, there was a 2% increase in the weighted average
number of outstanding shares mainly due to exercise of share-based incentives in 2016.

Treasury shares

As of 31 December 2016, Matomy has a total of 10,970,111 treasury shares, of which, 1,211,237 shares are
held by Team Internet. Team Internet's minority shareholder is entitled to 80% share from gains derived from
these shares, which is classified as a redeemable non-controlling interest.

Financial Obligations and Covenants

Matomy’s financial obligations and commitments as at 31 December 2016 were as follows:

Due within 1
$ million year Due >1 year Total
Bank 10ans .........cccccoeeeiiieiiiiiiececiee e, 6.9 6.6 13.5
Operating lease obligations .................. 2.4 5.5 7.9
Total ..., 9.3 12.1 21.4

In June 2014, Matomy entered into a $21.6 million term loan agreement with an Israeli bank. In relation to
this loan, Matomy is required to comply with certain covenants, as defined in the loan agreement and its
amendments. As of 31 December 2016, Matomy was in full compliance with the financial covenants.

Matomy also has access to a line of credit from the same bank for total borrowings of up to $13.0 million of
which $6 million is secured. As of 31 December 2016, it had utilised $2.4 million of the line of credit. This
line of credit is unsecured and available to the Company based on meeting certain account receivable
conditions.

The line of credit and loans are secured by way of: (i) a fixed charge over Matomy’s unpaid equity; (ii) a
floating charge over certain of its assets of Matomy and (iii) mutual guarantees between the Israeli
companies in the group.

In September 2016, Matomy entered into a $4.0 million term loan agreement with a U.S. bank. As security,
Matomy US and its subsidiary have granted a first priority lien on and security interest in all of the assets of
Matomy US, and provided cross guaranties. Matomy US and its subsidiary are required to comply with
certain covenants, as defined in the term loan and line of credit agreement and its amendments. As of 31
December 2016, the Company was in full compliance with the financial covenants.

Matomy’s subsidiary Team Internet has entered into two further loan agreements with German banks, for
$1.3 million and $3.0 million respectively.

Financial reporting

This financial information has been prepared under US GAAP principles and in accordance with Matomy's
accounting policies. There have been no material changes to Matomy's accounting policies during the year
ended 31 December 2016.

Going concern



The Directors confirm that, after making an assessment, they have reasonable expectation that the group has
adequate resources to meet its obligations for the foreseeable future.

Principal risks

The Directors assess and monitor the key risks of the business on an ongoing basis. The principal risks and
uncertainties that could have a material effect on the Group's performance as set out in detail in the section
entitled ‘Risk Factors’ of the Group's [PO prospectus (the ‘Prospectus’) dated 9 July 2014 and updated from
time to time. These include, inter alia, the following:

e Certain internet and technology companies may intentionally or unintentionally adversely affect
Matomy’s operations, mainly due to announced or unannounced changes and restrictions by such
companies.

e The delivery of digital ads and the recording of the performance of digital ads are subject to complex
regulations, legal requirements and industry standards, including with respect to fraud, transparency,
privacy and data protection, viewability and overall ad quality.

e Matomy's ability to achieve strategic objectives depends on how we react to competitive forces.
Matomy faces competition in each of our businesses. Matomy seeks to differentiate its products and
services, however many of them are competing with some of the most prevalent digital platforms.
Accordingly, failure to achieve these objectives could result in a material adverse effect on Matomy's
earnings, cash flows and financial condition.

e Certain elements of Matomy's business may depend on its ability to collect and use data to deliver
and optimize the delivery of digital advertisements, and to disclose data relating to the performance
of advertisements. Any limitations imposed on Matomy's right and ability to collect, use or disclose
this data could diminish the value of its operations.

e The digital advertising industry is highly competitive and fragmented and currently experiencing
consolidation, resulting in increasing competition.

e Matomy is dependent on relationships with certain third parties with significant market positions.

e Matomy manages its businesses to deliver strong cash flows to fund operations for profitable growth,
however Matomy is exposed to liquidity risks and failure to generate the required level of cash could
have a material adverse effect on Matomy's funding level of future liabilities, and could also increase
balance sheet liabilities.

e Matomy relies on the continued compatibility of the Matomy Performance Platform with third-party
operating systems, software and content distribution channels, as well as newly-acquired systems.
Part of Matomy's solutions rely on third-party open source software components, and failure to
comply with the terms of the underlying open source software licenses could restrict Matomy's
ability to use these developments.

e Matomy may be subject to third-party claims brought against it. Matomy operates in various
jurisdictions and is subject to government regulations concerning its employees, including wage-
hour laws and taxes.

e A key part of Matomy’s growth strategy relates to acquisitions and the ability to effectively integrate
and manage them.

e Matomy is an Israeli-domiciled company having its shares admitted to trading on the High Growth
Segment of the London Stock Exchange plc's Main Market and on the Tel Aviv Stock Exchange. As
such the rights and obligations of shareholders are governed by Israeli law and differ in some
respects from English law and share trading is subject to certain settlement mechanics between the
UK and Israel.

e Changes in tax laws affecting us and other market participants could have a material adverse effect
on Matomy's business.

e Matomy's technology development efforts may be inefficient or ineffective, which may impair our
ability to attract buyers and sellers.

Forward-looking statements

Certain statements in this full-year report are forward looking. Although the Group believes that the
expectations reflected in these forward looking statements are reasonable, we can give no assurance that
these expectations will be fulfilled. Because these statements contain risks and uncertainties, actual results
may differ materially from those expressed or implied by these forward-looking statements. We undertake no
obligation to update any forward-looking statements, whether as a result of new information, future events or



otherwise.
Directors’ responsibility

The Directors confirm that to the best of their knowledge the condensed set of final audited financial
statements, which has been prepared in accordance with US GAAP principles, gives a true and fair view of
the assets, liabilities, financial position and profit of the undertakings included in the consolidation as a

whole as required by DTR 4.1.

Ofer Druker Sagi Niri

Chief Executive Officer Chief Operating Officer

Reconciliation of GAAP measures to non-GAAP measures

The following table presents a reconciliation of adjusted gross profit to gross profit and to revenues, the most
directly comparable financial measures calculated in accordance with US GAAP, for the periods indicated:

Year ended 31 December

$ million 2016 2015

REVENUES ....oooiiiiiiiiiiiiieecceeeeee 276.6 271.0
Direct media COStS....ccovririiiiiiieiieeiie et (198.3) (194.5)
Adjusted gross profit ................ccocoiiiiiiniiinii 78.3 76.5
Adjusted gross margin (%) 28.3% 28.2%
Other cost 0f FEVENUES .......cceeevvvieeiieeiieerie e, (21.4) (14.4)
GTOSS PIOTIL c.vveeeiieiiieiieie e 56.9 62.1

The following table presents a reconciliation of adjusted EBITDA to net income, the most directly
comparable financial measure calculated in accordance with US GAAP, for the periods indicated:

Year ended 31 December

$ million 2016 2015
NEt INCOME ..vevvieeiieieeieete ettt sreeste e e e sreesreens (8.1 7.2
Taxes ON INCOME ......ccerveruieierieeiieieeee e, 4.7 2.7
Financial expenses (income), Net.........ccceevveerveerreenenn, 2.1 2.2
Equity (gains)/ losses of affiliated companies, net ....... 0.1 —
Depreciation and amortisation .............ceceeeveerveerieenenn, 16.5 12.6
Share-based compensation eXpenses ...........cceevererennes, 1.9 0.8
Exceptional items (0.1) 0.2
Adjusted EBITDA 17.1 25.7

The following table presents a reconciliation of adjusted net income (loss) to net income, the most directly
comparable financial measure calculated in accordance with US GAAP, for the periods indicated:

Year ended 31 December

$ million 2016 2015
NEt INCOME ....cevvieerieeiiieeiie ettt (8.1) 7.2
Exceptional items (0.1) 0.2
Share-based compensation eXpenses .........c..ceceeveereenne 1.9 0.8
Adjusted net income (loss) (6.3) 8.2
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Building a better
working world

The Board of Directors Matomy Media Group Ltd.

Re: Report of Independent Auditors

We have audited the accompanying consolidated financial statements of Matomy Media Group Ltd.
("the Company") and its subsidiaries, which comprise the consolidated balance sheets as of 31 December
2016 and 2015, and the related consolidated statements of income (operations), changes in shareholders’
equity and cash flows for the years then ended, and the related notes to the consolidated financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
conformity with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that
are free of material misstatement, whether due to fraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the entity's preparation and
fair presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of the Company and its subsidiaries at 31 December 2016 and

2015 and the consolidated results of their operations and their cash flows for the years then ended in
conformity with U.S. generally accepted accounting principles.

Tel Aviv, Israel KOST FORER GABBAY & KASIERER
24 March 2017 A Member of Ernst & Young Global
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MATOMY MEDIA GROUP LTD.

CONSOLIDATED BALANCE SHEETS
US dollars in thousands

31 December

2016 2015
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 21,671 $ 27,271
Trade receivables, net 54,900 58,168
Domains held for sale 9,965 5,814
Other receivables and prepaid expenses 5,502 3,838
Total current assets 92,038 95,091
LONG-TERM ASSETS:
Property and equipment, net 9,032 4,861
Deferred tax assets - 3,609
Investment in affiliated companies 1,957 2,017
Other intangible assets, net 36,577 50,342
Goodwill 97,015 96,643
Other assets 398 317
Total long-term assets 144,979 157,789
Total assets $ 237,017 $ 252,880

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

MATOMY MEDIA GROUP LTD.

US dollars in thousands

CURRENT LIABILITIES:
Redeemable non-controlling interest
Short-term bank credit and current maturities of bank loans
Trade payables
Contingent payment obligation related to acquisitions
Employees and payroll accrual
Accrued expenses and other liabilities

Total current liabilities

LONG-TERM LIABILITIES:
Deferred tax liabilities
Contingent payment obligation related to acquisitions
Bank loans, net of current maturities
Other liabilities

Total long-term liabilities
REDEEMABLE NON-CONTROLLING INTEREST

EQUITY:
Matomy Media Group Ltd. shareholders' equity:
Ordinary shares
Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings
Treasury shares

Total equity

Total liabilities and equity

31 December

The accompanying notes are an integral part of the consolidated financial statements.

24 March 2017
Date of approval of the Ofer Druker
financial statements Chief Executive Officer
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2016 2015
$ 13,776 $ -
8,960 6,382
43,982 49,165
7,166 6,123
4,386 3,870
5,531 7,823
83,801 73,363
11,148 15,597
10,192 11,968
6,661 7,357
821 1,030
28,822 35,952
23,691 35,365
247 240
101,066 96,837
(3,174) (3,174)
8,795 20,528
(6,231) (6,231)
100,703 108,200
$ 237,017 § 252,880
Sagi Niri

Chief Financial Officer



MATOMY MEDIA GROUP LTD.

CONSOLIDATED STATEMENTS OF INCOME (OPERATIONS)

US dollars in thousands except earnings per share data

Year ended
31 December
2016 2015

Revenues $ 276,631 $ 270,976
Cost of revenues 219,781 208,696
Gross profit 56,850 62,280
Operating expenses

Research and development 12,624 7,871

Selling and marketing 30,630 26,210

General and administrative 14,882 16,083
Total operating expenses 58,136 50,164
Operating (loss) income (1,286) 12,116
Financial expenses, net 2,057 2,179
Income (loss) before taxes on income (3,343) 9,937
Taxes on income 4,689 2,681
Income (loss) before equity losses of affiliated companies (8,032) 7,256
Equity losses of affiliated companies 73 24
Net (loss) income (8,105) 7,232
Revaluation of redeemable non-controlling interest (3,141) (76)
Net income attributable to redeemable non-controlling interests (487) (545)
Net loss attributable to other non-controlling interests - 2
Net (loss) income attributable to Matomy Media Group Ltd. $ (11,733) $ 6,613
Basic and diluted (loss) earnings per ordinary share $ 0.13) § 0.07

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY

MATOMY MEDIA GROUP LTD.

US dollars in thousands, except share data

Total Matomy
Accumulated Media Group
. Additional other Ltd. Non-
Ordinary shares paid-in  comprehensive Retained  Treasury shareholders' controlling Total

Number Amount capital loss earnings shares equity interests equity
Balance as of 1 January 2015 90,290,596 $ 236 $ 93,977 § (3,165) $ 13915 $§ (6,231) $ 98,732 $ 711 $ 99,443
Stock-based compensation - - 850 - - - 850 - 850
Exercise of options 1,293,124 3 1,193 - - - 1,196 - 1,196
Issuance of shares for Avenlo's
acquisition 298,670 1 871 - - - 872 - 872
Change in parent's ownership
interest in subsidiary - - (54) - - - (54) (709) (763)
Other comprehensive income - - - 9 - - ) - ©)
Net income - - - - 6,013 - 6,613 2) 6,611
Balance as of 31 December 2015 91,882,390 240 96,837 (3,174) 20,528 (6,231) 108,200 - 108,200
Stock-based compensation - - 1,854 - 1,854 - 1,854
Exercise of options and vesting of
restricted share units 2,694,068 7 2,375 - 2,382 - 2,382
Net loss - - - - (11,733) (11,733) - (11,733)
Balance as of 31 December 2016 94,576,458 $ 247 $ 101,066 $ (3,174) $ 8795 $ (6,231) $ 100,703 $ - $ 100,703

The accompanying notes are an integral part of the consolidated financial statements.
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

US dollars in thousands

Cash flows from operating activities:

Net (loss) income

Adjustments to reconcile net income (loss) to net cash provided by (used

in) operating activities:
Depreciation and amortisation
Stock-based compensation
Impairment of intangible assets
Deferred tax, net

Change in accrued interest and effect of foreign exchange differences

on long term loans
Equity losses of affiliated companies, net
Decrease in trade receivables
Increase in domains held for sale
Increase (decrease) in other receivables and prepaid expenses
Decrease (increase) in other assets
Decrease in trade payables
Decrease in fair value of contingent payment obligation related to
acquisitions
Accretion of contingent payment obligation related to acquisitions
Increase in employees and payroll accrual
Increase (decrease) in accrued expenses and other liabilities
Other

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Purchase of property and equipment

Capitalization of research and development costs
Acquisition of technology and database

Acquisition of advertiser list

Acquisition of Avenlo Media Group

Acquisition of Optimatic Media, net of cash acquired
Repayment of loan from affiliate

Bank deposits

Net cash used in investing activities

Year ended
31 December
2016 2015
$ (8,105) $ 7,232
16,511 12,621
1,854 850
396 -
(1,039) (2,226)
(266) (83)
73 24
3,268 4,985
(4,151) (3,786)
(1,664) 794
(82) 11
(5,183) (1,552)
(821) -
712 122
516 619
(2,243) (883)
55 (4)
(169) 18,724
(1,653) (1,055)
(5,106) (2,195)
(158) (164)
- (2,666)
- (5,570)
- (17,896)
- 88
- (58)
$ (6917) $ (29,516)

The accompanying notes are an integral part of the consolidated financial statements.
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

US dollars in thousands

Cash flows from financing activities:

Short-term bank credit, net

Receipt of bank loans

Repayment of bank loans

Expenses related to [PO

Additional payments related to previous acquisitions

Acquisition of redeemable and non-redeemable non-controlling interest
Dividend paid to redeemable non-controlling interest

Exercise of options

Net cash provided by (used in) financing activities
Effect of exchange rate differences on cash

Decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of cash flow activities

Cash paid during the year for:
Income taxes, net

Interest paid

Year ended
31 December
2016 2015
$ 2,093 § -
7,021 1,330
(6,966) (6,625)
- (139)
(624) (1,611)
(565) (1,328)
(1,863) (2,741)
2,382 1,196
1,478 (9,918)
8 (7)
(5,600) (20,717)
27,271 47988
$ 21,671 $ 27,271
$ 6,336 $ 5,162
$ 642 § 667

The accompanying notes are an integral part of the consolidated financial statements.
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
US dollars in thousands

NOTE 1:- GENERAL

a. Matomy Media Group Ltd together with its subsidiaries (collectively - "the Company")
provides digital performance-based marketing services to customers which include
primarily advertisers, advertising agencies, Apps developers, domain owners and other
businesses around the world that promote or sell products and/or services to consumers
through digital media, such as websites, mobile apps, video and social media networks.
The Company offers its customers a solution for reaching and acquiring their target
digital consumer audience across devices. Matomy Media Group Ltd. was incorporated in
2006. The Company's markets are located primarily in the United States and Europe.

The Company’s technological platforms provide its customers with access to a wide
range of digital media channels, and enable to combine internal media capabilities, data
analytics and advanced optimization technologies to ensure meeting the standards and
requirements set by its customers. These capabilities also support improved targeting,
user acquisition and revenue results for both advertisers and media partners.

The Company manages and optimises its customers' digital marketing campaigns and its
media partners’ inventory through proprietary technological platforms, maximising their
accessibility to their target audience. These technologies also support and provide data
analytics capabilities, business intelligence, programmatic media buying and Real-Time-
Bidding (RTB) on mobile, video and web. The Company also provides a media
management platform (SSP) and offers publishers end to end solution with hundreds of
global demand partners.

The Company currently operates across several media channels, including mobile, video,
domain monetisation and email. The domain monetisation activity is held in Team
Internet, a 70% owned subsidiary, located in Germany (see Note 8).

Since July 2014 the Company is traded in the "London Stock Exchange". On 16 February
2016, the Company’s shares commenced trading also on the Tel Aviv Stock Exchange
(“TASE”) in accordance with the Company's TASE Dual Listing Application pursuant to
the Israeli Dual-Listing Law.

b. The Company adopted a contingency plan, which was approved by the Board, to be
effected, in whole or in part, at its discretion, to provide alternative sources of liquidity to
allow the Company to meet its cash obligations, all to the extent required. The Company
and the Board believes that its existing capital resources and other future measures that
may implemented, if so required, will be adequate to satisfy its expected liquidity
requirements, including its available credit lines and loans obtained subsequent to 31
December 2016 (see note 17), in the foreseeable future.
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

US dollars in thousands

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United Sates ("US GAAP"). The significant accounting
policies are applied in the preparation of the consolidated financial statements on a consistent
basis, as follows:

a. Principles of consolidation:

The consolidated financial statements include the accounts of Matomy Media Group Ltd
and its subsidiaries. Intercompany transactions and balances have been eliminated upon
consolidation.

Changes in the parent's ownership interest in a subsidiary with no change of control are
treated as equity transactions, with any difference between the amount of consideration paid
and the change in the carrying amount of the non-controlling interest recognised in equity.

Redeemable non-controlling interests are classified as mezzanine equity, separate from
permanent equity, on the consolidated balance sheets and measured at each reporting
period at the higher of their redemption amount or the non-controlling interest book
value, in accordance with the requirements of Accounting Standards Codification
("ASC") 810 "Consolidation" and ASC 480-10-S99-3A, "Distinguishing Liabilities from
Equity".

b. Use of estimates:

The preparation of the consolidated financial statements in conformity with US GAAP
requires management to make estimates, judgments and assumptions. The Company's
management believes that the estimates, judgments and assumptions used are reasonable
based upon information available at the time they are made. These estimates, judgments
and assumptions can affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the dates of the financial statements, and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ
from those estimates.

On an ongoing basis, the Company's management evaluates estimates, including those
related to accounts receivable, fair values of financial instruments, intangible assets and
goodwill, fair values of stock-based awards, deferred taxes and income tax uncertainties,
and contingent liabilities, among others. Such estimates are based on historical experience
and on various other assumptions that are believed to be reasonable, the results of which
form the basis for making judgments about the carrying values of assets and liabilities.

c. Financial statements in US dollars:

The US dollar is the currency of the primary economic environment in which Matomy
Media Group and most of its subsidiaries operate.

A substantial portion of the revenues and expenses of the Company are generated in US
dollars. In addition, financing activities including equity transactions and cash
investments are made in US dollars, as well as the Company's forecasted budget, which is
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
US dollars in thousands

prepared in US dollars. Thus, the functional and reporting currency of the Company is the
US dollar.
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

US dollars in thousands

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Accordingly, monetary accounts maintained in currencies other than the US dollar are
remeasured into US dollars in accordance with ASC 830, "Foreign Currency Matters".
All transaction gains and losses of the remeasured monetary balance sheet items are
reflected in the statements of income as financial income or expenses, as appropriate.

Cash and cash equivalents:

Cash equivalents are short-term highly liquid investments that are readily convertible into
cash with original maturities of three months or less at acquisition.

Accounts receivable and allowance for doubtful accounts:

Accounts receivable are stated at realisable value, net of an allowance for doubtful
accounts. The Company evaluates specific accounts where information indicates the
Company's customers may have an inability to meet financial obligations. Allowance for
doubtful accounts as of 31 December 2016 and 2015 were $ 1,704 and $ 3,191,
respectively.

During the years ended 31 December 2016 and 2015 bad debt expenses were $ 1,794 and
$ 1,384, respectively, and the write offs of balances included in allowances for doubtful
accounts amounted of $ 2,806 and $ 790 in the years ended 31 December 2016 and 2015,
respectively. During 2016 recoveries amounted to $ 475 of amounts previously included
allowance for doubtful accounts.

Domains held for sale:

As part of its operating business, the Company holds domains portfolios available for
sale, with an indefinite life. The domains portfolio is used to generate revenues. The
domains are stated at cost, are not amortized and are subject to an annual impairment test.
At the end of each reporting period domains write-down is measured as the difference
between the cost of the domain and market based upon assumptions of revenue
multiplier, and is charged to the cost of sales. During the year ended 31 December 2016
and 2015 no write-downs were recorded. Due to the fact that domains portfolio are highly
tradeable and there is a general high level of demand and interest from prospective domains
portfolio purchasers the domains portfolios are classified as a short term asset.
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MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

US dollars in thousands

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Property and equipment, net:

Property and equipment are stated at cost, net of accumulated depreciation and
amortisation. Depreciation is calculated using the straight-line method over the estimated
useful lives of the assets, at the following annual rates:

Y%
Computers and software 33
Office furniture and equipment 6-10
Electronic equipment 10-15
Capitalized research and development costs 33
Leasehold improvements Over the shorter of related lease period

or the life of the improvement

Other intangible assets, net:

Other intangible assets are stated at cost, net of accumulated amortisation.

Other intangible assets consist of technology, customer relationships, database and trade
name. Customer relationships and trade name are amortised over their estimated useful
lives in proportion to the economic benefits realised. This accounting policy results in
accelerated amortisation of such customer arrangements and trade name. Technology and
database are amortised over their estimated useful lives on a straight-line basis.

Amortisation is calculated using the following annual rates:

Weighted average %
Technology 23
Customer relationships 19
Database 10
Trade name 20

For impairment of intangible assets, see also note 2k.
Goodwill:

Goodwill represents the excess of the purchase price in a business combination over the
fair value of the identifiable net tangible and intangible assets acquired. Under ASC 350,
goodwill is not amortised, but rather is subject to an annual impairment test.

Following the acquisition of Team Internet, the Company operates in one operating
segment, comprised of two reporting units — Matomy and Domain Monetisation. The
Company performs an annual impairment test during the fourth quarter of each fiscal
year, or more frequently if indicators of potential impairment exist, to determine whether
the net book value of a reporting unit exceeds its estimated fair value.

The Company did not recognise any impairment charges related to goodwill during 2016
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and 2015.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Business combinations:

The Company accounts for business combinations in accordance with ASC 805,
"Business Combinations" which requires allocating the purchase price of acquired
companies to the identifiable tangible and intangible assets acquired and liabilities
assumed and any non-controlling interest at fair value as of the acquisition date. ASC 805
also requires the estimation of fair value of potential contingent consideration at the
acquisition date and restructuring and acquisition-related costs to be expensed as
incurred.

Impairment of long-lived assets:

The Company's long-lived assets are reviewed for impairment in accordance with ASC
360, "Property, Plant, and Equipment" and ASC 350, “Intangibles - Goodwill and other”,
whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. In assessing the recoverability of long-lived assets, the
Company makes judgments regarding whether impairment indicators exist based on legal
factors, market conditions and operating performances of assets or asset groups.
Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of an asset to the future undiscounted cash flows expected to be generated by the
asset. If such assets are considered to be impaired, the impairment to be recognised is
measured by the amount by which the carrying amount of the assets exceeds the fair
value of the assets.

For the year ended 31 December 2016, the Company recognized impairment of
technology acquired in Avenlo acquisition, in the amount of § 396, which is included in
general and administrative expenses on the statements of income (operations). See also
note Sc.

For the year ended 31 December 2015, no impairment loss was recorded.

Investments in affiliated companies:

Investments in companies in which the Company holds less than 20%, and does not have
the ability to exercise significant influence over their operating and financial policies, are
stated at cost. Investments in companies in which the Company holds more than 20%
(and less than 50%) or has the ability to exercise significant influence over their operating
and financial policies are measured using the equity method.

The Company's investments in affiliated companies are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the
investment may not be recoverable. For the years ended 31 December 2016 and 2015, no
impairment losses were recorded.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Severance pay:

Effective September 2007, the Company's agreements with employees in Israel are
generally in accordance with section 14 of the Severance Pay Law - 1963 which provide
that the Company's contributions to severance pay fund shall cover its entire severance
obligation with respect to period of employment subsequent to September 2007. Upon
termination, the release of the contributed amounts from the fund to the employee shall
relieve the Company from any further severance obligation and no additional payments
shall be made by the Company to the employee. As a result, the related obligation and
amounts deposited on behalf of such obligation are not stated on the balance sheet, as the
Company is legally released from severance obligation to employees once the amounts
have been deposited, and the Company has no further legal ownership on the amounts
deposited.

Severance expenses during the years ended 31 December 2016 and 2015 were $ 1,311
and $ 1,406, respectively.

Employee benefit plan:

The Company’s U.S. operations maintain a retirement plan (the “U.S. Plan”) that
qualifies as a deferred salary arrangement under Section 401(k) of the Internal Revenue
Code. Participants in the U.S. Plan may elect to defer a portion of their pre-tax earnings,
up to the Internal Revenue Service annual contribution limit. The Company matches 25%
of each participant’s contributions, up to 6% of employee deferral. There is also a vesting
period for the employer match which is based on the employee date of hire and years of
service. Contributions to the U.S. Plan are recorded during the year contributed as an
expense in the consolidated statement of income (operations).

Total employer 401(k) contributions for the years ended 31 December 2016 and 2015
were $ 54 and § 0, respectively.

Revenue recognition:

The Company provides smart marketing services through customized performance and
programmatic solutions supported by internal media capabilities, big data analytics, and
optimization technology, Matomy empowers advertising and media partners to meet their
evolving growth-driven goals across several media channels, including mobile, video,
domain monetisation and email, for multiple industry verticals, such as games and
entertainment, healthcare and pharmaceuticals, finance and education, and on a wide
variety of devices and operating systems.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The Company generates a large part of its revenues when its customers' ad campaigns
achieve certain predefined measurable and validated results on a per-action basis such as
cost-per-acquisition ("CPA"), cost-per-sale ("CPS"), cost-per-lead ("CPL"), cost-per-
download ("CPD"), cost-per-view ("CPV"), cost-per-install ("CPI") and pay per call
("PPC"). The Company also generates revenues based on a metric that predefines a
certain amount of ad views based on a cost per thousand advertising impressions
("CPM").

The Company recognises revenue when all four of the following criteria are met:
persuasive evidence of an arrangement exists; service has been provided; customer fees
are fixed or determinable; and collection is reasonably assured. Revenue arrangements
are evidenced by executed terms and conditions as part of an insertion order, with an
advertiser or an advertising agency.

The Company evaluates whether its revenues should be presented on a gross basis, which
is the amount that a customer pays for the service, or on a net basis, which is the customer
payment less amounts the Company pays to suppliers. In making that evaluation, the
Company considers indicators such as whether the Company is the primary obligor in the
arrangement and assumes risks and rewards as a principal or an agent, including the credit
risk, whether the Company has latitude in establishing prices and selects its suppliers and
whether it changes the products or performs part of the service.

The Company records deferred revenues for unearned amounts received from customers
for services that were not recognised as revenues. Deferred revenues amounted to $ 1,737
and $ 2,878 at 31 December 2016 and 20135, respectively, and are included within accrued
expenses and other liabilities on the balance sheets.

Cost of revenues:

Cost of revenues consists primarily of direct media costs associated with the purchase of
digital media, data centre costs, amortisation of technology and internally developed
software and allocation of attributable personnel and associated costs.

Comprehensive income:

The Company accounts for comprehensive income in accordance with ASC 220,
"Comprehensive Income". Comprehensive income generally represents all changes in
shareholders' equity during the period except those resulting from investments by, or
distributions to, shareholders. The Company's items of other comprehensive income
relate to foreign currency translation adjustments, which were immaterial for the years
2016 and 2015.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Research and development costs:

Research and development costs are charged to the statement of income (operations) as
incurred, except for certain costs relating to internally developed software, which are
capitalized and amortized on a straight line basis over their estimated useful life once the
asset is ready for its intended use.

Internally Developed Software:

The Company capitalizes certain internal software development costs, consisting of direct
labor associated with creating the internally developed software. Software development
projects generally include three stages: the preliminary project stage (all costs expensed
as incurred), the application development stage (costs are capitalized) and the post
implementation/operation stage (all costs expensed as incurred). The costs capitalized in
the application development stage primarily include the costs of designing the
application, coding and testing of the system. Capitalized costs are amortized using the
straight line method over the estimated useful life of the software, generally 3 years, once
it is ready for its intended use. The Company believes the straight line recognition method
best approximates the manner in which the expected benefit will be derived. During 2016
and 2015, the Company capitalized software development costs, net of § 5,106 and $
2,195, respectively. Amortization expense for the related capitalized internally developed
software in 2016 and 2015 totaled $ 1,179 and $ 233, respectively, and is included in cost
of revenues in the accompanying consolidated statements of income (operations).
Management evaluates the useful lives of these assets on an annual basis and tests for
impairment whenever events or changes in circumstances occur that could impact the
recoverability of these assets. Capitalized software development costs of § 6,058 and $
2,149 are included in property and equipment in the consolidated balance sheets as of 31
December 2016 and 2015, respectively (see Note 4).

Accounting for stock-based compensation:

The Company accounts for stock-based compensation under ASC 718, "Compensation -
Stock Compensation", which requires the measurement and recognition of compensation
expense based on estimated fair values for all share-based payment awards made to
employees and directors. ASC 718 requires companies to estimate the fair value of
equity-based awards on the date of grant, using an option-pricing model. The value of the
portion of the award that is ultimately expected to vest, is recognized as an expense over
the requisite service periods in the Company's consolidated statement of income
(operations). ASC 718 requires forfeitures to be estimated at the time of grant, and
revised if necessary in subsequent periods, if actual forfeitures differ from those
estimates.

The Company recognizes compensation expenses for the value of its awards, which have

graded vesting based on service conditions, using the accelerated attribution method, over
the requisite service period of each of the awards, net of estimated forfeitures. Estimated
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forfeitures are based on actual historical pre-vesting forfeitures.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

1.

The Company estimates the fair value of stock options granted to its employees
and directors using the Black-Scholes-Merton option-pricing model. The Black-
Scholes-Merton model requires a number of assumptions, of which the most
significant are the fair value of its ordinary shares, the expected stock price
volatility, expected option term, risk-free interest rates and expected dividend
yield, which are estimated as follows:

Volatility - the Company's ordinary shares had not been publicly traded for
long enough to accurately evaluate volatility, and therefore the volatility
assumption is based on the volatilities of other publicly-traded companies
that are comparable to the Company, as in previous periods.

Expected option term - the expected term of the options represents the period
of time that the options are expected to be outstanding and is based on the
simplified method, which is the midpoint between the vesting date and the
end of the contractual term of the option.

Risk-free interest - the risk-free interest rate assumption is based on the yield
from zero-coupon US government bonds appropriate for the expected term
of the Company's employee stock options.

Dividend yield - the Company estimates its dividend yield based on
historical pattern, however the Company currently intends to invest funds in
business development and not to distribute dividends.

The fair value of the Company's stock options granted to employees and directors
for the years ended 31 December 2016 and 2015 was estimated using the following
weighted average assumptions:

Year ended
31 December
2016 2015
Volatility 43% 45%
Expected option term (in years) 6.3 6.3
Risk-free interest rate 1.3% 1.55%
Dividend yield 0% 0%

The Company estimates the fair value of restricted share units ("RSUs") granted to
employees according to the fair value of the Company’s share at the grant date.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Income taxes:

The Company is subject to income taxes in Israel, Germany, the United States and
numerous other jurisdictions. The Company accounts for income taxes in accordance
with ASC 740, "Income Taxes". This topic prescribes the use of the liability method,
whereby deferred tax asset and liability account balances are determined based on
differences between financial reporting and tax bases of assets and liabilities and are
measured using the enacted tax rates and laws that will be in effect when the differences
are expected to reverse. The Company provides a valuation allowance, if necessary, to
reduce deferred tax assets to the amount that is more likely than not to be realised. In such
determination, the Company considers future reversal of existing temporary differences,
future taxable income, tax planning strategies and other available evidence in determining
the need for a valuation allowance.

The Company implements a two-step approach to recognise and measure uncertain tax
positions. The first step is to evaluate the tax position taken or expected to be taken in a
tax return by determining if the weight of available evidence indicates that it is more
likely than not that, on an evaluation of the technical merits, the tax position will be
sustained on audit, including resolution of any related appeals or litigation processes. The
second step is to measure the tax benefit as the largest amount that is more than 50% (on
a cumulative basis) likely to be realised upon ultimate settlement. The Company classifies
interest incurred payable to tax authorities as interest expenses.

Concentrations of credit risks:

Financial instruments that could potentially subject the Company to concentrations of
credit risk consist principally of cash and cash equivalents and trade receivables.

Cash and cash equivalents are managed in major banks, mainly in Israel, the United
States, United Kingdom and Germany.

The Company's trade receivables are derived from sales to customers located mainly in
Europe and the United States. The Company performs ongoing credit evaluations of its
customers and a specific allowance for doubtful accounts is provided.

Fair value of financial instruments:
The Company applies ASC 820, "Fair Value Measurements and Disclosures". Under this
standard, fair value is defined as the price that would be received to sell an asset or paid

to transfer a liability (i.e., the "exit price") in an orderly transaction between market
participants at the measurement date.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

In determining fair value, the Company uses various valuation approaches. ASC 820
establishes a hierarchy for inputs used in measuring fair value that maximises the use of
observable inputs and minimises the use of unobservable inputs by requiring that the most
observable inputs be used when available. Observable inputs are inputs that market
participants would use in pricing the asset or liability developed based on market data
obtained from sources independent of the Company. Unobservable inputs are inputs that
reflect the Company's assumptions about the assumptions market participants would use
in pricing the asset or liability developed based on the best information available in the
circumstances.

A three-tier fair value hierarchy is established as a basis for considering such assumptions
and for inputs used in the valuation methodologies in measuring fair value:

Level 1 -  Quoted prices (unadjusted) in active markets for identical assets or liabilities
that the Company can access at the measurement date.

Level 2-  Inputs other than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly.

Level 3-  Unobservable inputs for the asset or liability.
Derivative instruments:

The Company accounts for derivatives and hedging based on ASC 815, "Derivatives and
Hedging", which requires recognizing all derivatives on the balance sheet at fair value. If
the derivatives meet the definition of a cash flow hedge and are so designated, depending
on the nature of the hedge, the effective portion of the gain or loss on the derivative is
reported as a component of other comprehensive income and reclassified into earnings in
the same period, or periods, during which the hedged transaction affects earnings. The
ineffective portion of a derivative’s change in fair value, if any, is recognized in earnings,
as well as gains and losses from a derivative’s change in fair value that are not designated
as hedges are recognized in earnings immediately.

In order to mitigate the potential adverse impact on cash flows resulting from
fluctuations in the exchange rate of the New Israeli Shekels (“NIS”), the Company
started to hedge portions of its forecasted expenses denominated in NIS with options
contracts. The Company does not speculate in these hedging instruments in order to
profit from foreign currency exchanges, nor does it enter into trades for which there are
no underlying exposures.

The options contracts were not designated as hedging instruments and therefore gains
or losses resulting from the change of their fair value are recognized in "financial
expenses, net". As of 31 December 2016 and 2015, the Company had derivative liability
of S 33 and $ 110, respectively, representing the fair value of outstanding options
contracts. The Company measured the fair value of these contracts in accordance with
ASC 820, "Fair Value Measurement and Disclosures", and they were classified as level 2.
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Net gain (loss) from hedging transactions recognized in financial expenses, net, during
2016 and 2015, was ($ 673) and $ 197, respectively.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

aa.

ab.

The notional value of the Company’s derivative instruments as of 31 December 2016 and
2015, amounted to $ 7,504 and $ 8,911, respectively. Notional values in USD are
translated and calculated based on the spot rates for options. Gross notional amounts do
not quantify risk or represent assets or liabilities of the Company, however, they are used
in the calculation of settlements under the contracts.

Basic and diluted earnings per share:

Basic earnings per share are computed based on the weighted average number of ordinary
shares outstanding during each year. Diluted earnings per share are computed based on
the weighted average number of ordinary shares outstanding during each year, plus
dilutive potential ordinary shares outstanding during the year, in accordance with ASC
260, "Earnings Per Share".

The total weighted average number of shares related to the outstanding options excluded
from the calculations of diluted earnings per share, since they would have an anti-dilutive
effect, was 10,159,124 and 2,751,352 for the years ended 31 December 2016 and 2015,
respectively.

Treasury shares:

In accordance with ASC 505-30, the Company shares held by the Company and/or its
subsidiaries are recognized at cost of purchase and presented as a deduction from equity.
Any gain or loss arising from a purchase, sale, issue or cancellation of treasury shares is
recognized directly in equity.

Reclassification:

Certain amounts in prior years' financial statements have been reclassified to conform to
the current year's presentation. The reclassification had no effect on previously reported
net income (loss) or shareholders' equity.

Recently issued accounting standards:

In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue
from Contracts with Customers (Topic 606) (ASU 2014-09), which amends the existing
accounting standards for revenue recognition. In July 2015, FASB deferred the effective
date by one year to December 15, 2017 and permitting early adoption of the standard, but
not before the original effective date of December 15, 2016. The FASB also agreed to
allow entities to choose to adopt the standard as of the original effective date. In March
2016, the FASB issued Accounting Standards Update No. 2016-08, Revenue from
Contracts with Customers (Topic 606): Principal versus Agent Considerations (Reporting
Revenue Gross versus Net) (ASU 2016-08) which clarifies the implementation guidance
on principal versus agent considerations. The guidance includes indicators to assist an
entity in determining whether it controls a specified good or service before it is
transferred to the customers.
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NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The new standard also permits two methods of adoption: retrospectively to each prior
reporting period presented (full retrospective method), or retrospectively with the
cumulative effect of initially applying the guidance recognized at the date of initial
application (the modified retrospective method). The Company is still evaluating the
effect that this guidance will have on its consolidated financial statements and related
disclosures.

In 2014, the FASB issued ASU 15-2014, Presentation of Financial Statements-Going
Concern (Subtopic 205-40): Disclosure of uncertainties about an entity’s ability to
continue as a Going Concern, which defines management’s responsibility to assess an
entity’s ability to continue as a going concern, and to provide related footnote disclosures
if there is substantial doubt about its ability to continue as a going concern. The update is
effective for annual period ending 15 December 2016.

In February 2016, the FASB issued Accounting Standards Update No. 2016-02, Leases
(Topic 842) (ASU 2016-02), which generally requires companies to recognize operating
and financing lease liabilities and corresponding right-of-use assets on the balance sheet.
The standard is effective for the Company for 2020. Early adoption is permitted. The
Company is still evaluating the effect that this guidance will have on its consolidated
financial statements and related disclosures.

In March 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based
Payment Accounting. The new guidance will require all income tax effects of awards to
be recognized in the income statement when the awards vest or are settled. It will allow
an employer to repurchase more of an employee’s shares than it can today for tax
withholding purposes without triggering liability accounting. It also will allow an
employer to make a policy election to account for forfeitures as they occur. The update is
effective for fiscal years beginning after 15 December 2016, including interim periods
within reporting period, with early adoption permitted. The Company is still evaluating
the effect that this guidance will have on its consolidated financial statements and related
disclosures.

In November 2016, the FASB issued Accounting Standards Update No. 2016-
18, Statement of Cash Flows (Topic 230): Restricted Cash (ASU 2016-18), which
requires companies to include amounts generally described as restricted cash and
restricted cash equivalents in cash and cash equivalents when reconciling beginning-of-
period and end-of-period total amounts shown on the statement of cash flows. This
guidance will be effective for the Company 1 January 2018 and early adoption is
permitted. The Company is still evaluating the effect that this guidance will have on its
consolidated financial statements and related disclosures.
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NOTE 3:- ACQUISITIONS
a. Acquisition of Avenlo Inc.:

On 15 April 2015, the Company completed the acquisition of 70% of the issued and
outstanding shares of a newly formed company, Avenlo Media Group Inc. ("Avenlo")
that has purchased the principal business activity and operations of Maven Marketing
Group Inc., for a total consideration of § 22,860. On 8 March 2016, the Company signed
an amendment to the purchase agreement, setting the total consideration on the amount of
$ 10,790. As a result of the amendment, the Company reassessed the fair value of the
purchased assets and the assumed liabilities within the measurement period as defined in
ASC 805, and adjusted the fair values as of the acquisition date.

The purchase price of Avenlo's shares is composed as follows:

Amount
Cash consideration $ 5,570
Issuance of Company shares 872
Contingent consideration *) 2,859
Redeemable non-controlling interest **) 1,489
Total purchase price $ 10,790

*)  The contingent consideration will be paid upon achieving certain milestones of
future savings, revenue momentum and EBITDA over a period of 4 years
following the acquisition date.

As of 31 December 2016, the contingent consideration was estimated at $ 638 (as
of 31 December 2015, the liability amounted to $ 1,347).

**)  According to the agreement, Avenlo's shareholders have the right to individually
transfer all of their remaining shareholding, (being 30% in aggregate) to the
Company in three equal instalments of 10% every year starting 21 April 2017 ("the
Put Options"). The Put Options' exercise prices are calculated based on Avenlo's
EBITDA multiplied by a changing multiplier as defined in the agreement. In
addition, The Company will have corresponding call options to the put options.

Avenlo is a leading performance email marketing and ad targeting company, and is
incorporated under the laws of Canada. The acquisition was accounted for by the
acquisition method and accordingly, the purchase price has been allocated according
to the estimated fair value of the assets of Avenlo acquired and the liabilities
assumed. In performing the purchase price allocation, management has considered,
inter alia, Avenlo's business model and its value drivers, its historical financial
performance and estimates of future performance. The fair value of the intangible
assets was assessed assuming a market participant acquirer utilising the income
approach.
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NOTE 3:- ACQUISITIONS (Cont.)

The following table summarises the fair values of the assets acquired as of the
acquisition date:

Database $ 5,451
Technology *) 2,119
Customer relationships 406
Goodwill 2,814
Total assets acquired 10,790

*)  For impairment recorded in 2016, refer to note Sc.

The acquired customer relationships are amortised over their estimated useful lives
in proportion to the economic benefits realised (3 year weighted-average useful
life). The Database and the technology is amortised over its estimated useful life of
10 and 4 years, respectively, on a straight-line basis.

The results of Avenlo's operations have been included in the consolidated financial
statements commencing 1 April 2015. Management estimates that the difference
between the consolidation date and the acquisition date has an immaterial effect on
its results of operations.

b. Acquisition of Optimatic Media:

On 13 November 2015, the Company acquired the entire share capital of Optimatic
Media Inc. ("Optimatic") by way of a reverse triangular merger, pursuant to the terms and
conditions of the Agreement and Plan of Merger dated 13 November 2015, for a total
consideration of $33,571. Optimatic is a leading programmatic technological Video
Platform company that enables top-tier publishers to manage their inventory
programmatically and a full suite of digital video Supply Side Platform capabilities.
Optimatic developed a unique proprietary video platform and is considered a leader in the
video space. Optimatic is incorporated under the laws of USA.

The purchase price of Optimatic's shares is composed as follows:

Amount
Cash consideration $ 20,000
Contingent consideration *) 13,571
Total purchase price $ 33,571

*)  The contingent consideration is calculated based on Optimatic’s expected EBITDA
for the years 2016 to 2018. As of 31 December 2016 and 2015, the contingent
consideration amounted to $ 13,421 and § 13,571, respectively.
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NOTE 3:-

ACQUISITIONS (Cont.)

The acquisition was accounted for by the acquisition method and accordingly, the
purchase price has been allocated according to the estimated fair value of the assets of
Optimatic acquired and the liabilities assumed. In performing the purchase price
allocation, management has considered, inter alia, Optimatic's business model and its
value drivers, its historical financial performance and estimates of future performance.
The fair value of the intangible assets was assessed assuming a market participant
acquirer utilising the income approach.

The following table summarises the fair values of the assets acquired and liabilities
assumed as of the acquisition date:

Cash $ 2,104
Deposits 124
Trade receivables 13,838
Other receivables and prepaid expenses 541
Property and equipment 7
Customer relationships 7,028
Trade name 3,468
Technology 13,490
Goodwill 18,735
Total assets acquired 59,335
Trade payables (15,345)
Accrued expenses and other liabilities (667)
Deferred tax liability (9,752)
Total liabilities assumed (25,764)
Net assets acquired 33,571

The acquired customer relationships and trade name are amortised over their estimated
useful lives in proportion to the economic benefits realised (6 and 5 year weighted-
average useful life, respectively). The Technology is amortised over its estimated useful
life of 5 years, on a straight-line basis.

The results of Optimatic's operations have been included in the consolidated financial
statements commencing 1 November 2015. Management estimates that the difference
between the consolidation date and the acquisition date has an immaterial effect on its
results of operations.
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NOTE 3:-

ACQUISITIONS (Cont.)

In 2016, during the measurement period, the Company completed the purchase price
allocation, and updated the goodwill related to Optimatic acquisition in $ 372, and
recorded the following adjustments:

Goodwill $ 372
Customer relationships 457
Accrued expenses and other liabilities (642)
Deferred tax liability (187)

Unaudited pro forma condensed results of operations:

The following represents the unaudited pro forma condensed results of operations for the
year ended on 31 December 2015, assuming the acquisitions of Avenlo and Optimatic
occurred on 1 January 2015. The pro forma information is not necessarily indicative of
the results of operations that would have actually occurred had the acquisitions been
consummated on this date, nor does it purport to represent the results of operations for
future periods.

Year ended 31

December
2015

Unaudited

Revenues $ 327,732

Net income attributable to Matomy Media Group Ltd. $ 4,170
Basic net earnings per share $ 0.05
Diluted net earnings per share $ 0.04
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NOTE 4:- PROPERTY AND EQUIPMENT, NET

a. Cost:
31 December
2016 2015
Computers and software $ 2,895 § 4,689
Office furniture and equipment 1,247 820
Electronic equipment 249 188
Capitalized research and development costs 7,488 2,382
Leasehold improvements 1,240 1,190
13,119 9,269
Accumulated depreciation and amortization:
Computers and software 1,624 3,147
Office furniture and equipment 358 284
Electronic equipment 126 112
Capitalized research and development costs 1,430 233
Leasehold improvements 549 632
4,087 4,408
Property and equipment, net $ 9,032 § 4,861
b. Depreciation and amortization expense amounted to $ 2,527 and $ 1,442 for the years

ended 31 December 2016 and 2015, respectively.

In 2016 and 2015, the Company wrote off property and equipment in the amount of $
2,927 and $ 1,169, respectively, that were fully depreciated.
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NOTE 5:-

OTHER INTANGIBLE ASSETS, NET

a.

Other intangible assets:

31 December

2016 2015
Original amounts:
Technology § 28840 § 28,715
Customer relationships *) 27,714 27,257
Database 5,572 5,539
Trade name 3,468 3,468
65,594 64,979
Accumulated amortisation:
Technology 12,960 6,369
Customer relationships 14,216 7,758
Database 979 415
Trade name 862 95
29,017 14,637
Other intangible assets, net $ 36,577 $ 50342

*)  The customer relationship was adjusted during the measurement period of
Optimatic acquisition. See also note 3b.

Amortisation expense amounted to $ 13,984 and $ 11,179 for the years ended 31
December 2016 and 2015, respectively.

During the years ended 31 December 2016 and 2015 the Company recorded an
impairment charges in the total amount of § 396 and $ 0, respectively. The impairment
charges were attributed to technology related to Avenlo acquisition. The Company
updated its revenue forecast based on this technology, and revalued the fair value of the
technology based on the future discounted cash flow and royalty savings in the upcoming
years.

The estimated future amortisation expense of other intangible assets as of 31 December
2016 is as follows:

2017 $ 12,359
2018 9,603
2019 6,376
2020 4,981
2021 and after 3,258

$ 36,577
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NOTE 6:- GOODWILL

Changes in goodwill for the years ended 31 December 2016 and 2015 are as follows:

Year ended
31 December
2016 2015
Goodwill at beginning of year $ 96,643 § 75,094
Acquisitions - 21,549
Adjustment to goodwill during the measurement period *) 372 -

$ 97,015 $ 96,643

*)  See also note 3b.

NOTE 7:- FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table present liabilities measured at fair value on a recurring basis as of 31

December 2016 and 2015:
31 December 2016
Fair value measurements using input type
Level 1 Level 2 Level 3 Total

Liabilities:
Contingent consideration in

connection with acquisitions $ - $ $ 17,358 $ 17,358
Derivative liabilities - 33 - 33
Total financial liabilities S - § 3§ 17,358 $ 17,391

31 December 2015
Fair value measurements using input type

Level 1 Level 2 Level 3 Total
Liabilities:
Contingent consideration in
connection with acquisitions $ - $ $ 18,091 $ 18,091
Derivative liabilities - 110 - 110
Total financial liabilities $ - $ 111§ 18,091 $ 18,201
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NOTE 7:-

NOTE 8:-

FAIR VALUE OF FINANCIAL INSTRUMENTS (Cont.)

The following table summarizes the changes in the Company’s liabilities measured at fair value
using significant unobservable inputs (Level 3), during the year ended 31 December 2016 and
31 December 2015:

2016 2015
Total fair balance at the beginning of the year 18,091 3,050
Increase in contingent liability due to new acquisitions - 16,430
Accretion of contingent liability related to acquisitions 712 122
Changes in fair value recognized in earnings *) (821) -
Payment of consideration during the period (624) (1,511)
Total fair value at the end of year 17,358 18,091

*) The Company updated its forecast related to Optimatic future results, and recorded a
decrease in its contingent liability accordingly.

REDEEMABLE NON-CONTROLLING INTEREST

The following table provides the movement in the redeemable non-controlling interests:

Year ended
31 December
2016 2015

Redeemable non-controlling interest at beginning of year § 35365 § 34,062
Increase in redeemable non-controlling interests due to new

subsidiary - 1,489
Decrease in redeemable non-controlling interests due to change in

ownership in subsidiaries *) (565) (565)
Revaluation of redeemable non-controlling interest in subsidiaries 3,141 76
Net income attributable to redeemable non-controlling interests 487 545
Dividend declaration to non-controlling interests 961) (242)
Classification of redeemable non-controlling interest into current

liabilities **) (13,776) -

§ 23,691 § 35365

*)  In November 2016 and October 2015, the non-controlling interest of Matomy Social
exercised their put option, and sold 10% of Matomy Social to the Company. As of 31
December 2016 and 2015, the Company holds 90% and 80% of Matomy Social,
respectively.

**¥)  During the fourth quarter of 2016, the non-controlling interest of Team Internet
exercised their put option and sold 10% of Team Internet to the Company. The payment
was made after balance sheet date, and therefore the Company classified the respective
amount from redeemable to current liabilities. Following the exercise of the put option,
the Company holds 80% of Team Internet shares.
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NOTE 8:- REDEEMABLE NON-CONTROLLING INTEREST (Cont.)

Out of the closing balance as of 31 December 2016, an amount of $ 12,072 is exercisable
during the year 2017.

NOTE 9:- BANK LOAN AND CREDIT LINE

a. On 16 June 2014, the Company signed a term loan agreement with an Israeli bank in an
amount of § 21,600. The loan agreement requires repayment of 85% of the principal in 12
equal payments every three months commencing 16 September 2014, and 15% of the
principal in 4 equal payments every three months commencing 16 September 2017. The
loan bore an initial interest of three months USD LIBOR plus 4.5%, which was reduced
in January 2015 to USD LIBOR plus 3.5% to be paid together with the relevant portion of
the principal. In relation to this loan, the Company is required to comply with certain
covenants, as defined in the loan agreement and its amendments. In connection with the
new loan obtained in January 2017 (see note 17), the covenants were amendment. As of
31 December 2016, the Company was in full compliance with the financial covenants.

b. As of December 31, 2016, the Company has line of credit with Israeli banks for total
borrowings of up to $13,000 million, out of which, it utilized $ 2,409. The Company
presented the bank credit, net of cash deposits in the amount of § 2,093, at the same bank
account.

The line of credit is unsecured and available to the Company based on meeting certain
account receivable conditions. Interest rate of the credit line is USD LIBOR plus 3.25%
as of 31 December 2016. The Company is in compliance with the agreed account
receivable condition.

The line of credit and the loan describes in (a) above secured by way of: (i) a fixed charge
over the unpaid equity of the Company; and (ii) a floating charge over all the assets of the
Company; and (iii) mutual guarantees between the Israeli companies.

C. On 11 July 2013, Team Internet borrowed $ 547 (EUR 450 thousand) from a German
bank pursuant to a loan agreement requiring repayment after two years (30 September
2015). The interest rate on the loan was 2.65% and is payable every three months
commencing 30 September 2013. The loan was repaid in full on 30 September 2015.

d. On 20 August 2015, Team Internet signed a term loan agreement with a German bank in
an amount of $ 1,297 (EUR 1,192 thousand). In accordance with the loan agreement,
repayment of the principal shall be made in 54 equal monthly payments, commencing 31
March 2016. The loan is indexed to the Euro and bears an interest of 1.8% to be paid on a
monthly basis, commencing 31 August 2015.
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NOTE 9:- BANK LOAN AND CREDIT LINE (Cont.)

e. On 28 April 2016, Team Internet signed a loan agreement with a German bank in an
amount of $ 3,021 (EUR 2,660 thousand). In accordance with the loan agreement,
repayment of the principal shall be made in 20 equal quarterly payments, commencing 30
September 2016. The loan is indexed to the Euro and bears an interest of 1.1% to be paid
on a quarterly basis, commencing 30 June 2016.

f. On 28 September 2016, the Company’s subsidiary in the US (“Matomy US”) signed a
loan agreement with a bank in the US in an amount of $ 4,000, and an unsecured line of
credit in the amount of $ 1,000. The term loan agreement requires repayment of principal
and interest every 3 months commencing 28 December 2016. The loan bears an initial
interest of three months USD LIBOR plus 3.65% and the line of credit bears a monthly
interest of LIBOR plus 3.25%. As of 31 December 2016 the credit line was unused.

As security, Matomy US and its subsidiary have granted a first priority lien on and
security interest in all of the assets of Matomy US, and provided cross guaranties.
Matomy US and its subsidiary, Optimatic, are required to comply with certain covenants,
as defined in the term loan and line of credit agreement and its amendments. As of 31
December 2016, the Company was in full compliance with the financial covenants.

g.  Asof 31 December 2016, the aggregate principal annual maturities according to the loan
agreement are as follows:

2017 (current maturities) $ 6,867
2018 3,794
2019 1,840
2020 747
2021 280
Total $ 13,528

NOTE 10:- COMMITMENTS AND CONTINGENT LIABILITIES

a. The Company rents its facilities under operating lease agreements with an initial term
expiring in 2021. Future minimum lease commitments under non-cancellable operating
leases for the year ended 31 December 2016 were as follows:

2017 $ 2,403
2018 1,929
2019 1,723
2020 1,638
2021 and thereafter 186

$ 7,879

Rent expenses for the years ended 31 December 2016 and 2015, were $ 2,337 and
$ 2,105, respectively.
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The Company has provided guarantees for rent expenses in the amount of $ 1,060.
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NOTE 10:- COMMITMENTS AND CONTINGENT LIABILITIES (Cont.)

The Company leases its motor vehicles under cancellable operating lease
agreements until July 2019. The minimum payment under these operating leases, upon
cancellation of these lease agreements, was $ 16 as of 31 December 2016.

Lease expenses for motor vehicles for the years ended 31 December 2016 and 2015
were $ 133 and $ 106, respectively.

From time to time, the Company is party to ordinary and routine litigation incidental to its
business. As of December 2016 the Company does do not expect the outcome of any
such litigation to have a material effect on its consolidated financial position, results of
operations, or cash flows.

NOTE 11:- EQUITY

a.

The Company's equity is composed of shares of NIS 0.01 par value each, as follows:

31 December 2016 31 December 2015

Authorised Issued QOutstanding  Authorised Issued Outstanding

Number of shares

Ordinary
Shares *) 430,500,000 105,546,569 94,576,458 430,500,000 102,852,501 91,882,390

*) The Ordinary Shares confer upon the holders thereof the right to receive notices
and to attend general meetings of the Company, to be present thereat and to
participate in and vote at such meetings, the right to participate in all distributions
of dividends (whether of cash, assets or in any other lawful way) made by the
Company and the right to participate with the other shareholders in the distribution
of the surplus of assets of the Company which remains available for distribution on
winding-up.

Warrants to investors:

As of 31 December 2016, there are 1,239,735 fully vested outstanding warrants with
exercise price of $ 1.11 which were granted to investors in the past, and are exercisable
through August 2017.

Options issued to employees and directors:

Under the share plan as approved in 2012 options and Restricted Share Unit ("RSU") may
be granted to employees, directors, officers and consultants of the Company. As of 31
December 2016, the Company reserved for issuance 36,275,287 Ordinary shares. Each
option granted under the Plans is fully exercisable up to 4 years and expires in between 7 to
10 years from the date of grant. The 2012 plan is in accordance with section 102 to Israel's
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Income Tax Ordinance. In 2012, the Company adapted the US Sub-plan which set the
grants and tax to employees in the US.

-52-



MATOMY MEDIA GROUP LTD. AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
US dollars in thousands

NOTE 11:- EQUITY (Cont.)

Any options, which are forfeited or not exercised before expiration, become available for
future grants.

As of 31 December 2016, there were 998,534 options available for future grants under the
plan.

A summary of the activity in options granted to employees and directors is as follows:

Weighted-
average
Weighted- remaining
Number of average contractual Aggregate
options exercise price term (in years) intrinsic value
Outstanding at 1 January 2016 8,713,947  $ 1.44 4.4 2,821
Granted 1,838,281  $ 1.36
Exercised (2,349,068) $ 1.02
Forfeited (793,315) § 2.28
Outstanding at 31 December
2016 7,409,845 $ 1.46 5.1 1,480
Vested and expected to vest at
31 December 2016 *) 7,204,878 1.45 5.01 1,465
Exercisable at 31 December
2016 4,093,158 § 1.34 2.23 1,261

*)  The expected to vest options are the result of applying pre-vesting forfeiture rate
assumptions to unvested options outstanding

As of 31 December 2016, the total compensation cost related to options granted to
employees and directors, not yet recognized amounted to $ 1,589.

The aggregate intrinsic value of the outstanding stock options at 31 December 2016 and
2015, represents the intrinsic value of 5,225,268 and 7,358,134 outstanding options that
are in-the-money as of such dates. The remaining 2,189,577 and 1,350,813 outstanding
options are out-of-the-money as of 31 December 2016 and 2015, and their intrinsic value
was considered as zero.

Total intrinsic value of options exercised during the years ended 31 December 2016, and
2015 was $ 1,088 and $ 814, respectively

The weighted average grant date fair values of options granted for the years ended 31
December 2016 and 2015, were § 1.08 and § 0.85, respectively.
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NOTE 11:- EQUITY (Cont.)

d.

Options to non-employees:

The Company's outstanding options to non-employees as of 31 December 2016 were as

follows:
Options for Exercise
Ordinary price per Options Exercisable
Issuance date shares share exercisable through
January 2010 32,044 0.21 32,044 December 2017

No stock-based compensation expense was recorded in respect of options granted to non-
employees in the years ended 31 December 2016 and 2015.

In 2016 and 2015, 0 and 23,900 options to non-employees were exercised, respectively.

Restricted Share Units ("RSU") issued to employees and directors:

Number of
RSU's

Unvested at 1 January 2016 640,000
Granted 1,215,000
Vested (345,000)
Forfeited (37,500)
Unvested at 31 December 2016 1,472,500
RSU expected to vest after 31 December 2016 1,370,917

RSU expected to vest after 31 December 2016 reflect estimated forfeiture rate.

The weighted average grant date fair value per share for the year ended 31 December
2016 and 2015 was $ 1.35 and $ 1.54, respectively.

As of 31 December 2016, the total compensation cost related to RSUs granted to
employees, not yet recognized amounted to $ 1,225.

Treasury shares

As of 31 December 2016 and 2015, treasury shares amounted to 10,970,111 shares of
which 1,211,236 shares are held by Team Internet.
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NOTE 12:- EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share:

31 December

2016 2015

Basic and diluted net income (loss) attributable to Matomy

Media Group Ltd. $ (11,733) $ 6,613
Weighted average ordinary shares outstanding (in thousands) 92,884 92,269
Dilutive effect:
Employee stock options and RSUs (in thousands) - 3,698
Diluted weighted average ordinary shares outstanding (in

thousands) 92,884 95,967

Basic and diluted (loss) earnings per ordinary shares (in dollars) $ 0.13) $§ 0.07

NOTE 13:- TAXES ON INCOME

a.

Israeli taxation:

1.

Corporate tax rates in Israel:

The Israeli corporate income tax rate was 25% in 2016 and 26.5% in 2015.

In January 2016, the Law for Amending the Income Tax Ordinance (No. 216)
(Reduction of Corporate Tax Rate), 2016 was approved, which includes a
reduction of the corporate tax rate from 26.5% to 25%, effective from 1 January
201e.

In December 2016, the Israeli Parliament approved the Economic Efficiency Law
(Legislative Amendments for Applying the Economic Policy for the 2017 and 2018
Budget Years), 2016 which reduces the corporate income tax rate to 24% (instead
of 25%) effective from 1 January 2017 and to 23% effective from 1 January 2018.

Tax benefits under the Israeli Law for the Encouragement of Capital Investments,
1959 ("the Law"):

The Company obtained a ruling from the Israeli tax authorities, under which,
Matomy Media Group received a "Preferred Enterprise" status through 31
December, 2016, which provides certain benefits, including reduced tax rates.
Income not eligible for Preferred Enterprise benefits is taxed at a regular rate. The
tax rates applicable for preferred enterprise income are 16% in 2015 and thereafter.
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NOTE 13:- TAXES ON INCOME (Cont.)

The entitlement to the above benefits is conditional upon the Company's fulfilling
the conditions stipulated by the Law and regulations published thereunder. Should
the Company fail to meet such requirements in the future, income attributable to its
Preferred Enterprise program could be subject to the statutory Israeli
corporate tax rate and the Company could be required to refund a portion of the tax
benefits already received, with respect to such programs. As of 31 December 2016,
management believes that the Company is in compliance with all the conditions
required by the Law. The Company is considering applying for a new ruling.

As of 31 December 2016, the Company had $ 5,819 of tax-exempt income
attributable to its Privileged Enterprise program resulting from 2012. The
Company does not intend to distribute any amounts of its undistributed tax-exempt
income as dividends as it intends to reinvest its tax-exempt income within the
Company. Accordingly, no deferred income taxes have been provided on income
attributable to the Company's Privileged Enterprise programs as the undistributed
tax-exempt income is essentially permanent in duration. If such tax exempt income
is distributed, it would be taxed at the reduced corporate tax rate applicable to such
profits (25%) and an income tax liability of approximately $ 1,455 would be
incurred as of 31 December 2016.

3. Carryforward operating tax losses of the Israeli parent total to $ 10,318 as of
31 December 2016 and may be used indefinitely.
b. Income taxes on non-Israeli subsidiaries:

Non-Israeli subsidiaries are taxed according to the tax laws in their respective country of
residence. The Company’s main non-Israeli subsidiaries are located in Germany and in
the United States, and are subject to tax rate of approximately 33% and 35%,
respectively.

Carryforward operating tax losses of its Canadian subsidiary total approximately $ 4,000
as of 31 December 2016 which can be carried forward and offset against taxable income
up to 20 years, expiring between fiscal 2035 and fiscal 2036.
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NOTE 13:- TAXES ON INCOME (Cont.)
c. Deferred tax assets and liabilities:

Deferred taxes reflect the net tax effect of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts
recorded for tax purposes. Significant components of the Company's deferred tax assets
and liabilities are as follows:

Year ended
31 December
2016 2015

Deferred tax assets:

Carry forward losses $ 2,799 $ 737

Research and development expenses 542 966

Allowance for doubtful debts 892 763

Intangible assets 1,003 844

Other 420 771
Deferred tax assets 5,656 4,081
Deferred tax liabilities:

Intangible assets $ 9,218 $ 12,861

Gain on achieving control 2,022 2,330

Deductible goodwill 1,207 804

Other 73 48
Deferred tax liabilities 12,520 16,043
Valuation allowance (4,284) (26)
Deferred tax liabilities, net $ (11,148) $ (11,988)

The net change in the valuation allowance primarily reflects an increase in deferred tax
assets on net operating losses and other temporary differences for which full valuation
allowance is recorded.

d.  Income (loss) before taxes on income is comprised as follows:

Year ended
31 December
2016 2015
Domestic $ (6,859 $ 4979
Foreign 3,516 4,958
$ (3,343) $ 9,937
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NOTE 13:- TAXES ON INCOME (Cont.)

e. Taxes on income (tax benefit) are comprised as follows:
Year ended
31 December
2016 2015
Current
Domestic $ 268 % 1,078
Foreign 5,452 3,827
5,720 4,905
Deferred
Domestic 1,731 181
Foreign (2,762) (2,405)
(1,031) (2,224)
$ 4,689 $ 2,681
f. A reconciliation of the beginning and ending amount of unrecognised tax benefits related

to uncertain tax positions is as follows:

Year ended
31 December
2016 2015

Beginning balance $ 139 $ 136
Increase related to tax positions taken during prior years 66 3
Increases related to tax positions taken during the current

year 103 -
Reductions to unrecognized tax benefits as a result of a

lapse of the applicable statute of limitations (139)
Ending balance $ 169 $ 139

The entire amount of unrecognised tax benefits as of 31 December 2016, if recognised,
would reduce the Company's annual effective tax rate.

As of 31 December 2016, the Company and its subsidiaries in Israel and in USA
received final, or considered final, tax assessments through 2012.

Team Internet received final tax assessments through 2013.
The Company does not expect uncertain tax positions to change significantly over the

next 12 months, except in the case of settlements with tax authorities, the likelihood and
timing of which is difficult to estimate.
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NOTE 13:- TAXES ON INCOME (Cont.)

During the years ended 31 December 2016 and 2015, the Company did not record any
interest and exchange rate differences expenses related to prior years' uncertain tax
positions, since the amount was immaterial.

The Company believes that it has adequately provided for any reasonably foreseeable
outcome related to tax audits and settlement. The final tax outcome of its tax audits could
be different from that which is reflected in the Company's income tax provisions and
accruals. Such differences could have a material effect on the Company's income tax
provision and net income (loss) in the period in which such determination is made.

g. Reconciliation of the theoretical tax expenses:
Reconciliation between the theoretical tax expenses, assuming all income is taxed at the

statutory rate in Israel and the actual income tax as reported in the statements of income
(operations) is as follows:

Year ended
31 December
2016 2015

Income before taxes as reported in the statements of

income $ (3,343) $ 9,937
Statutory tax rate in Israel 25% 26.5%

$ (836) $ 2,633

Increase (decrease) in taxes resulting from:
Effect of "Preferred Enterprise"” status *) 729 (20)
Increase in valuation allowance 4,258 23
Tax adjustment in respect of different tax rate of foreign

subsidiaries 493 (105)
Non-deductible expense 394 22
Effect of foreign exchange rate **%*) (55) 65
Decrease due to decrease of statutory tax rate (308) -
Others 14 63

$ 4,689 § 2,681

*)  Basic earnings per share amounts of the benefit
resulting from "Privileged Enterprise" or "Preferred
Enterprise" status $ - S **)

Diluted earnings per share amounts of the benefit
resulting from "Preferred Enterprise" status $ - 8 **)

**)  Represents an amount lower than $ 0.01
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NOTE 13:- TAXES ON INCOME (Cont.)

**%) Results for tax purposes are measured under, Measurement of results for tax
purposes under the Income Tax (Inflationary Adjustments) Law, 1985, in terms of
earnings in NIS. As explained in Note 2c, the financial statements are measured in
U.S. dollars. The difference between the annual changes in the NIS/dollar
exchange rate causes a difference between taxable income and the income before
taxes shown in the financial statements. In accordance with ASC 740-10-25-3(F),
the Company has not provided deferred income taxes in respect of the difference
between the functional currency and the tax bases of assets and liabilities.

NOTE 14:- REPORTABLE SEGMENTS

a. Reportable segments:
The Company applies ASC 280, "Segment Reporting". While the Company has offerings
in multiple media channels, the Company’s business operates in one segment, and the
Company’s chief operating decision maker evaluates the Company’s financial
information and resources and assesses the performance of these resources on a
consolidated basis.

b. Revenues from media channels:
Total revenues from external customers divided on the basis of the Company's media
channels are as follows:

Year ended
31December
2016 2015
Display and video *) $ 137,288 $ 133,430
Domain monetisation 63,282 54,268
Email 27,510 34,382
Mobile 39,789 26,412
Social and search 7,529 18,990
Virtual currency 1,233 3,494
Total $ 276,631 $ 270,976
*)  Revenues from display and video are integrated to one media channel, since video
ads appear before, during or after the display of video content and video is
considered one of multiple formats of display.
c. Geographical information:

Revenues by geography are classified based on the location where the consumer
completed the action that generated the relevant revenues. The following table sets out
the Company's revenues from external customers and property and equipment, net by
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geography for the years ended 31 December 2016 and 2015:
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NOTE 14:- REPORTABLE SEGMENTS (Cont.)

1. Revenues from external customers:
Year ended
31 December
2016 2015
United States $ 180,048 $ 163,580
Europe 44,132 54,499
Asia 17,922 11,474
Israel 200 287
Other 34,329 41,123
$ 276,631 $ 270,976
2. Property and equipment, net:
Year ended
31 December
2016 2015
Israel $ 5,665 $ 3,237
United states 1,908 556
Germany 1,335 737
Other 124 331

$§ 9,032 § 42861

d. In the year ended 31 December 2016, one customer contributed 20% of the Company's
revenues, while no other customer contributed more than 10%.

In the year ended 31 December 2015, one customer contributed 19% of the Company's
revenues, while no other customer contributed more than 10%.
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NOTE 15:- FINANCIAL EXPENSES, NET

Year ended
31 December

2016 2015
Financial income:
Interest income $ 45 $ 13
Foreign currency remeasurement, net 659 -
Hedging transactions - 197
Other 32 -

736 210

Financial expenses:
Bank fees (662) (453)
Interest expense (746) (780)
Foreign currency remeasurement, net - (1,034)
Hedging transactions (673) -
Accretion of contingent payment obligation related to acquisitions (712) (122)

(2,793) (2,389)

$  (2057)  $ (2179

NOTE 16:- RELATED PARTIES

The Company has activity with related parties as part of its ordinary business. The majority of
the related parties’ transactions include domain monetisation activity with the non-controlling
interest of Team Internet.

Revenues from related parties amounted to $ 711 and $ 2,407 for the years ended 31 December
2016 and 2015, respectively. Cost of revenues to related parties amounted to $ 2,552 and $§
2,489 for the years ended 31 December 2016 and 2015, respectively.

Trade receivables from related parties amounted to § 132 and $ 354 for the years ended 31

December 2016 and 2015, respectively. Trade payables to related parties amounted to $ 268
and $ 243 for the years ended 31 December 2016 and 2015, respectively.
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NOTE 17:- SUBSEQUENT EVENTS

On 3 January 2017, after the balance sheet date, the Company signed a term loan agreement
with an Israeli bank in an amount of $ 2,000. In accordance with the loan agreement, repayment
of the principal and the interest shall be made in 12 equal monthly payments, commencing 10
April 2017. The loan bears an annual initial interest of three months USD LIBOR plus 4.6%.

After the balance sheet date, the Company signed a secured line of credit in the amount of $
5,000 with a bank in the USA. The line of credit bears an interest rate of LIBOR plus 3.25%,
and an interest of 0.35% on the unused credit line.

During March 2017 the Company entered in a credit line facility agreement with its Israeli bank
securing $ 6,000 out of the aggregate $13,000 credit facility, without any additional terms.

During March 2017 the Company updated its credit line facility agreement with the bank in the
US, securing the $ 1,000 credit line. The line of credit bears an unused credit line interest rate of

0.35%.
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