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UNITED STATES
SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

(Mark One)
X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIESEXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2015
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIESEXCHANGE ACT OF 1934
For thetransition periodfrom___ to

Commission filenumber: 333-06208

MODSYSINTERNATIONAL LTD.

(Exact name of registrant as specified in its charter)

Israel Not Applicable

(STATE OR OTHER JURISDICTION OF (I.R.S.ID)
INCORPORATION OR ORGANIZATION)

601 Union Street, Suite 4616
Seattle, Washington 98101

(Address of principal executive offices) (Zip Code)
Registrant’stelephone number, including area code: (206) 395-4152

Indicate by check mark whether the registrant (1) hasfiled all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yes No [J
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files). Yes X  No [

Indicate by check mark whether the registrant is alarge accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company.
See the definition of “large accelerated filer,” “accelerated filer” and “ smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer O Accelerated filer O
Non-accelerated filer O Smaller reporting company
(Do not check if a smaller reporting company)

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

As of November 6, 2015, there were 17,936,476 shares of the registrant’s ordinary shares outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements

ModSys International Ltd.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

ASSETS
CURRENT ASSETS:

Cash and cash equivalents
Restricted cash

Trade accounts receivable, net
Other current assets

Total current assets
LONG-TERM ASSETS:
Property and equipment, net
Goodwill

Intangible assets and others, net
Total long-term assets

TOTAL ASSETS

LIABILITIESAND EQUITY
CURRENT LIABILITIES:

Short-term bank credit and others
Trade accounts payable

Deferred revenue

Other current liabilities

Total current liabilities
LONG-TERM LIABILITIES:
Accrued severance pay, net

L oans from others

Other non-current liabilities
Total long-term liabilities
TOTAL EQUITY

TOTAL LIABILITIESAND EQUITY

September 30, December 31,
2015 2014
Unaudited Audited
$ 697 $ 449
4 8
2,411 2,479
228 176
3,340 3,112
255 321
25,803 25,803
4,825 5,587
30,883 31,711
$ 34,223 34,823
$ 3,114 1,269
1,310 1,230
454 546
803 989
5,681 4,034
236 229
68 114
252 40
556 383
27,986 30,406
$ 34223 $ 34,823

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ModSys International Ltd.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Three months ended Nine months ended
September 30, September 30,
2015 2014 2015 2014
Unaudited Unaudited

Revenue $ 2057 $ 1594 $ 7670 $ 5,346
Cost of revenue 1,325 1,042 4,688 3,053
Gross profit 732 552 2,982 2,293
Research and development costs 361 168 1,107 693
Selling, general and administrative expenses 1,280 1,279 3,773 4,152
Amortization of intangible assets 254 - 762 -
Total operating expenses 1,895 1,447 5,642 4,845
Operating loss (1,163) (895) (2,660) (2,552)
Financial income (expense), net (46) 58 (84) 93
L oss before taxes on income (2,209) (837) (2,744) (2,459)
Taxes on income 6 11 20 29
Net loss (1,215) (848) (2,764) (2,488)
Less: Net loss attributable to non-controlling interest (28) (70) (90) (35)
Net |oss attributable to ModSys International Ltd. shareholders $ (1,187) $ (778) $ (2,674) $ (2,453)
Loss per share - basic and diluted:

Attributable to the shareholders $ 0.07) $ 0.07) $ (015 $ (0.22)
Weighted average shares outstanding, basic and diluted 17,906 11,497 17,886 11,460

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ModSys International Ltd.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

Three months ended Nine months ended
September 30, September 30,
2015 2014 2015 2014
Unaudited Unaudited
Net loss $ (1,215) $ (848) $ (2,764) $ (2,488)
Other comprehensive income - - - -
Total comprehensive loss (1,215) (848) (2,764) (2,488)
Comprehensive loss attributable to the non-controlling interests (28) (70) (90) (35)
Comprehensive loss attributable to ModSys International Ltd. shareholders ¢ (1,187) $ (778) $ (2,674) $ (2,453)

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ModSys International Ltd.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
Three months ended Nine months ended
September 30, September 30,
2015 2014 2015 2014
Unaudited Unaudited
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $ (1,215) $ (848) $ (2,764) $ (2,488)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 277 18 832 68
Increase (decrease) in accrued severance pay, net (@) (12) 7 (35)
Stock—based compensation 89 166 344 552
Changein fair value of derivatives - (48) - (93)
Changes in operating assets and liabilities:
Decrease (increase) in trade receivables 806 (50) 68 (441)
Decrease (increase) in other current assets 74 64 (41) 4
Increase (decrease) in trade payables (198) 193 80 211
Decrease in other liabilities and deferred revenues (152) (165) (66) (628)
Net cash used in operating activities (326) (682) (1,540) (2,850)
CASH FLOWSFROM INVESTING ACTIVITIES:
Purchase of property and equipment (3 (5) (12) (42)
Net cash used in investing activities 3 5) (11 (42)
CASH FLOWSFROM FINANCING ACTIVITIES:
Short term bank credit 312 571 1,845 571
Repayment of long term loan (46) (48) (46) (48)
Net cash provided by financing activities 266 523 1,799 523
NET CASH INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS (63) (164) 248 (2,369)
CASH AND CASH EQUIVALENTSAT BEGINNING OF PERIOD 760 387 449 2,592
CASH AND CASH EQUIVALENTSAT END OF PERIOD $ 697 $ 23 $ 697 $ 223

The accompanying notes are an integral part of the condensed consolidated financial statements.
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ModSys International Ltd.
NOTESTO CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS — Unaudited

Note 1 — Summary of Significant Accounting Policies:
A. The Company

ModSys International Ltd. (together with its subsidiaries, “the Company”, “we”, or “Modern Systems”) isan Israeli corporation, which operatesin
one operating segment of information technology modernization solutions.

Modern Systems develops and markets enterprise legacy migration solutions and provides tools and professional services to international markets
through several entities including wholly-owned and majority-owned subsidiaries located in: the United States, the United Kingdom, Italy, Romania
and Israel. These technologies and services allow businesses to migrate from their legacy mainframe and distributed information technol ogy
infrastructures to modern environments and programming languages.

The Company has incurred negative cash flows from operating activities and net lossesin recent years. The Company currently usesits credit line
with Comericato support its negative cash flows position. Management believes that the Company’ s current cash position, together with its available
credit line and expected equity event secured by a commitment by one of the Company's major shareholders, is sufficient to support the ongoing
operations for the next twelve months. See also Note 6.

B. Recently Issued Accounting Pronouncements

In September 2015, the Financial Accounting Standard Board ("FASB") issued Accounting Standards Update 2015-16, " Simplifying the Accounting
for Measurement-Period Adjustments” (“ASU 2015-16"). ASU 2015-16 eliminates the requirement for an acquirer in a business combination to
account for measurement-period adjustments retrospectively. ASU 2015-16 is effective for annual reporting periods beginning after December 15,
2015 including interim periods within those fiscal years, and should be applied prospectively. Early adoption is permitted for financial statements
that have not been previously issued. The Company is still assessing whether the adoption of this ASU will have a material impact on its
consolidated financial statements.

In April 2015, the FASB issued Accounting Standards Update 2015-03, " Simplifying the Presentation of Debt Issuance Costs' (*ASU 2015-03").
ASU 2015-03 requires debt issuance costs related to arecognized debt liability to be presented in the balance sheet as a direct deduction from the
carrying amount of that debt liability in a manner consistent with the treatment for debt discounts. The amendments in this update do not affect the
recognition and measurement guidance for debt issuance costs. In addition, ASU 2015-03 requires that the amortization of debt issuance costs be
reported as interest expenses. ASU 2015-03 is effective for financial statementsissued for fiscal years beginning after December 15, 2015, and
interim periods within those fiscal years. ASU 2015-03 should be applied retrospectively to al prior periods presented in the financia statements,
subject to the disclosure requirements for a change in an accounting principle. Early adoption is permitted for financial statements that have not been
previously issued. In August 2015, the FASB published Accounting Standards Update 2015-15 (“ Subtopic 835-30"), “ Presentation and Subsequent
Measurement of Debt | ssuance Costs Associated with Line-of Credit Arrangements’ (“*ASU 2015-15"), which provides additional guidance on the
presentation and subsequent measurement of debt issuance costs related to line-of-credit arrangements. ASU 2015-15 notes that the Securities and
Exchange Commission (“ SEC”) staff would not object to an entity presenting debt issuance costs as an asset and subseguently amortizing the
deferred debt issuance costs ratably over the term of the line-of-credit arrangement, regardless of whether there are any outstanding borrowings on
the line-of -credit arrangement. The Company is still assessing whether the adoption of ASU 2015-03 and ASU 2015-15 will have a material impact
on its consolidated financial statements.

C. Unaudited Interim Condensed Consolidated Financial Statements

The accompanying unaudited interim condensed consolidated financial statements have been prepared in accordance with generally accepted
accounting principlesin the United States (“GAAP”) for interim financia information. Accordingly, they do not include al the information and
footnotes required by generally accepted accounting principlesin the United States for the annual financial statements. In the opinion of the
management, all adjustments considered necessary for afair presentation have been included. Operating results for the three and nine months ended
September 30, 2015 are not necessarily indicative of the results that may be expected for the year ended December 31, 2015. The interim financial
statements should be read in conjunction with the financia statements included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2014.

D. Use of Estimates
The preparation of the financial statements in conformity with GAAP requires management to make estimates and assumptions that 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 periods. Actual results could differ from those estimates.

E. Principles of Consolidation
The consolidated financia statements include the Company's and its subsidiaries’ financial statements. The consolidated financial statements of
subsidiaries are included in the condensed consolidated financia statements from the date that control is achieved until the date that the control

ceases. Control isthe power to govern the financial and operating policies of an entity so as to obtain benefits from its operating activities. In
assessing control, legal and contractual rights are taken into account. |ntercompany transactions and balances are eliminated upon consolidation.

7| Page
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Note2 —Mergers:
A. AterasMerger

On December 1, 2014, the Company completed a merger with Sophisticated Business Systems, Inc., a Texas corporation doing business as “ Ateras.”
Attheclosing, BP-AT Acquisition LLC, a Delaware limited liability company and a direct, wholly-owned subsidiary of Modern Systems
Corporation (f/k/a BluePhoenix Solutions USA, Inc.), a Delaware corporation and an indirect, wholly-owned subsidiary of ModSys International Ltd.
merged with and into Ateras (the “Ateras Merger”). As aresult of the Ateras Merger, the separate corporate existence of BP-AT Acquisition LLC
ceased and Ateras continued as the surviving corporation and a wholly-owned subsidiary of Modern Systems Corporation. The new entity was then
renamed MS Modernization Services, Inc. As of April 2015, due to the Zulu Intercompany Merger, MS Modernization Services is now a majority-
owned subsidiary of Modern Systems Corporation and directly and indirectly owned at 88.7% by ModSys International Ltd. (See below discussion
on Zulu Intercompany Merger).

Upon the closing of the Ateras Merger, the Company issued 6,195,494 unregistered ordinary shares, par value NIS 0.04 per share, to the former
Ateras shareholders in exchange for the cancellation of the shares of Ateras stock held by such shareholders in connection with the Ateras Merger.

Due to the fact the issuance was of restricted shares, the purchase consideration was cal culated with an 11.4% discount for lack of marketability on
the share price as of the closing date. It should be noted that sales of restricted shares pursuant to Rule 144 were subject to a minimum six-month
holding period and sales by any affiliate shareholders will be subject to volume and other limitations.

The purchase consideration was allocated to tangible assets and intangibl e assets acquired based on their estimated fair values using a purchase price
allocation which was finalized during 2015 and performed by an independent third party. The fair value assigned to identifiable intangible assets
acquired has been determined by using valuation methods that discount expected future cash flows to present value using estimates and assumptions
determined by management. The Company determined that purchase price exceeded the fair values of net assets acquired by approximately $13.3
million, which is recognized as goodwill. Upon the purchase price allocation, an amount of $345 thousand was all ocated to order backlog to be
amortized over a 10 month period and an amount of $5.2 million was alocated to technology to be amortized over an 8.7 year period. The table
below summarizes the fair value of assets acquired at the purchase date.

Cash $ 14
Receivables 1,094
Other current assets 187
Fixed assets 72
Other long-term assets 14
Accounts payable (640)
Other accounts payable (412)
Deferred revenue (388)
Long-term liabilities (40)
Identifiable intangible assets:

Order backlog 345
Technology 5,228
Goodwill 13,302
Total assets acquired $ 18,776

8 | Page
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B. Zulu Intercompany Merger

On April 23, 2015, the Company completed the intercompany merger (the "Zulu Intercompany Merger") of their majority-owned subsidiary (71.83%
ownership), Zulu Software, Inc. with and into the Company’ s wholly-owned subsidiary, MS Modernization Services, Inc. as part of an internal
organizationa restructuring. The name of the surviving subsidiary is MS Modernization Services, Inc. Asaresult of the intercompany merger,
ModSys International Ltd. owns 88.7% of the surviving subsidiary, MS Modernization Services, Inc. The transaction was accounted for as an equity
transaction with non-controlling interests.

Note 3 — Goodwill:
Thefollowing isasummary of the change in the carrying amount of goodwill as of September 30, 2015 and December 31, 2014:

September 30, December 31,
2015 2014
Unaudited Audited
(in thousands)

Balance as of January 1 $ 67,618 $ 54,316

Accumulated impairment losses at the beginning of the period (41,815) (41,815)
25,803 12,501

Changesduring the period

Goodwill related to acquisition of Sophisticated Business Solutions, Inc. (“Ateras’) - 13,302

Balance at end of period $ 25803 $ 25,803

Goodwill is not amortized, but rather is subject to an annual impairment test. The Company is one operating segment and one reporting unit related to
its overall information technology modernization .The goodwill impairment tests are conducted in two steps. In the first step, the Company
determines the fair value of the reporting unit. If the net book value of the reporting unit exceeds its fair value, the Company would then perform the
second step of the impairment test which requires alocation of the reporting unit’s fair value of al of its assets and liabilitiesin a manner similar to
an acquisition cost allocation, with any residual fair value being alocated to goodwill. The implied fair value of the goodwill is then compared to the
carrying value to determine impairment, if any.

The Company determines the fair value of areporting unit using the market approach which is based on the market capitalization by using the share
price of the Company in the NASDAQ stock exchange and an appropriate control premium.

During the third quarter, due to a decrease of the Company's share price, the Company assessed whether goodwill impairment is required. As of
September 30, 2015, the market capitalization of the Company was higher than the net book value of the reporting unit and therefore there was no
need to calculate a control premium or to continue to step 2.

Note 4 — Fair Value M easurements:

The accounting guidance establishes a valuation hierarchy for disclosure of the inputs to valuation used to measure fair value. This hierarchy
prioritizes the inputsinto three broad levels as follows:

Level 1 —Observable inputs that reflect unadjusted quoted prices for identical assets or liabilities in active markets that the Company has the ability
to access at the measurement date.

Level 2 — Observable inputs such as quoted prices for similar instruments and quoted prices in markets that are not active, and inputs that are directly
observable or can be corroborated by observable market data. The types of assets and liabilitiesincluded in Level 2 are typically either comparable to
actively traded securities or contracts, such as treasury securities with pricing interpolated from recent trades of similar securities, or priced with
models using highly observable inputs, such as commodity options priced using observable forward prices and volétilities.

Level 3 — Significant inputs to pricing that have little or no observability as of the reporting date. The types of assets and liabilitiesincluded in Level
3 are those with inputs requiring significant management judgment or estimation, such as the complex and subjective models and forecasts used to
determine the fair value of financial instruments.

The Company's financial assets which are considered Level 1 are cash, cash equivalents and restricted cash.

9 | Page
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Note 5 — Commitments and Contingencies:
A. Commitments

Israel’s Office of the Chief Scientist. One of the Company’s subsidiaries has entered into agreements with Israel’ s Office of the Chief Scientist, or
OCS. This subsidiary is obliged to pay royalties to the OCS at arate of 3% on sales of the funded products, up to 100% of the dollar-linked grant
received in respect of these products from the OCS. As of September 30, 2015, the contingent liability that was not recognized amounted to $172
thousand.

Ministry of Production in Italy. In July 2007, the Company’s subsidiary, Blue Phoenix I-Ter SR.L. (“I-Ter”), received an amount of $585
thousand from the Ministry of Production in Italy for I-Ter's Easy4Plan product. Easy4Plan is a workflow management tool designed for |SO9000
companies. 36.5% of the funds received constitutes a grant, and the remaining 63.5%, is a 10-year loan to be repaid by I-Ter in annua installments
until September 2018. The loan bears a minimal annual interest of 0.87% and is linked to the euro. As of September 30, 2015, the remaining loan
balance was $102 thousand.

B. Contingencies

The Company eval uates estimated losses for indemnifications due to product infringement under FASB Topic ASC 450 “Contingencies’. At this
time, it is not possible to determine the maximum potential amount under these indemnification clauses due to lack of prior indemnification claims
and the unique facts and circumstances involved in each particular agreement. Such indemnification agreements may not be subject to maximum loss
clauses. Historically, the Company has not incurred costs as a result of obligations under these agreements and has not accrued any liabilities related
to such indemnification obligationsin the Company’s financia statements.

C. Other

On July 13, 2015, the Company was notified by the Nasdag Stock Market that it is not in compliance with Nasdag Listing Rule 5450(b)(1)(C)
requiring the Company to maintain a minimum $5 million of Market VValue of Publicly Held Shares (“MVPHS"), which consists of shares not held
directly or indirectly by an officer, director or any person who is the beneficial owner of more than 10 percent of the total shares outstanding.
Pursuant to Nasdag Listing Rules, the Company has 180 calendar days, or until January 11, 2016, to regain compliance with Nasdaq Listing Rule
5450(b)(1)(C). To regain compliance, the Company’s MVPHS must close at $5 million or more for aminimum of 10 consecutive business days.

Note 6 — Subsequent Events:

On November 10, 2015, the Company received a commitment letter from Comerica Bank to provide Modern Systems Corporation and MS
Modernization Services, Inc., “Borrowers’ arenewal of the revolving line in the amount of $1.5 million and the non-formularevolving line in the
amount of $2.0 million and to extend the maturity date to January 31, 2017. The new covenants are (a) minimum liquidity ratio of 1.25:1.00, (b)
trailing six month EBITDA, and (c) to raise new equity of not less than $1.0 million on or before December 31, 2015, which was secured by a
commitment by one of the Company’s major shareholders. The remaining substantive provisions of the credit facility were not materially changed by
the commitment |etter.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis provides information that we believe is relevant to an assessment and understanding of our results of
operation and financial condition. Y ou should read this analysis in conjunction with the attached condensed consolidated financial statements and
related notes thereto, and with our audited consolidated financia statements and the notes thereto, included in our Annual Report on Form 10-K for
the year ended December 31, 2014, as filed with the Securities and Exchange Commission (the “SEC”) on March 31, 2015.

Forward-Looking Statements

The following discussion of our financial condition and results of operations contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements are based on our
management’ s beliefs and assumptions and on information currently available to our management. All statements other than statements of historical
facts are “ forward-looking statements” for purposes of these provisions, including those relating to future events or our future financial performance
and financial guidance. In some cases, you can identify forward-looking statements by terminology such as“ may,” “ might,” “will,” “ should,”
“expect,” “plan,” “anticipate,” “ project,” “ believe,” “ estimate,” “ predict,” “ potential,” “intend” or “ continue,” the negative of terms like these
or other comparable terminology, and other words or terms of similar meaning in connection with any discussion of future operating or financial
performance. These statements are only predictions. All forward-looking statements included in this document are based on information available to
us on the date hereof, and we assume no obligation to update any such forward-looking statements. Any or all of our forward-looking statementsin
this document may turn out to be wrong. Actual events or results may differ materially. Our forward-looking statements can be affected by inaccurate
assumptions we might make or by known or unknown risks, uncertainties and other factors. In evaluating these statements, you should specifically
consider various factors, including the risks outlined under the caption “ Risk Factors’ set forth in Item 1A of Part 11 of this Quarterly Report on
Form 10-Q, as well as those contained fromtime to time in our other filings with the SEC. We caution investors that our business and financial
performance are subject to substantial risks and uncertainties.

Overview

We develop and market enterprise legacy migration solutions and provide tools and professiona services to international markets through
severd entities including wholly-owned and majority-owned subsidiaries located in: the United States, the United Kingdom, Italy, Romaniaand
Israel. These technologies and services allow businesses to migrate from their legacy mainframe and distributed information technology
infrastructures to modern environments and programming languages.

Through the use of Modern Systems devel oped technology, we:

e perform conversions of legacy mainframe applications written in COBOL, CA GEN, Natural, PL/1 to Java and C# code;

e perform conversions of legacy databases such as IDMS, ADABAS, VSAM, IMS, ICL to SQL Server, Oracle and DB2 environments;
and

e sell “Data Mirroring” software that allows companies to integrate legacy databases with modern relational databases on a
routine/ongoing basis enabling data share across an organization without migration.

The technology conversion tools are proprietary to us and perform automated code conversion of programming languages and database
replication.

11| Page
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In addition to the technology tools, we provide professional services for:
e project management of migrations;

e understanding and mapping of the applications;

e testing;

o remediation; and

e on-going monitoring and management of the environments.

As of September 30, 2015, we had cash and cash equivalents of $697,000 and negative working capital of $2.3 million. We believe our
current cash and cash equivalents, together with the available borrowing under our credit facility and our expected equity event secured by a
commitment by one of our mgjor shareholders, is sufficient to fund our operations for the next twelve months. Failure to raise the required financing
will result in an event of default under our credit agreement, which could cause our lender to declare al obligationsimmediately due and payable, to
reclaim or sell certain of our assets that constitute collateral or to take other remedies set forth in the credit agreement.

Challenges and Opportunities

In amarket that continues to innovate and evolve, new technologies and practices, by definition, render existing technology deployments
out-of-date or legacy. By the same measure, however, in order for us to capitalize on the constant source of legacy solutions, we must evolve our
solutions portfolio to deal with the changing definition of what constitutes “leading edge” technologies and the growing set that is deemed to be
“legacy.” Over time, as one legacy set of technologiesis gradually replaced, we must be capable of addressing the modernization needs of the next
set of aging technologies. However, these cycles are slow and provide us with the time to update our technology and products and build the necessary
knowledge in house.

The fact that the modernization needs of the market are evolving on a constant basis, necessitates that we are capable of tracking and
predicting changes in technologies. Anticipating the needs of the information technology modernization market and delivering new solutions that
satisfy the emerging needs is a critical success factor.

However, even if we develop modernization solutions that address the evolving needs of the legacy information technology modernization
market, we cannot assure that there will be a predictable demand for our offerings. Variables ranging from the macro-economic climate, to the
competitive landscape, and to the perceived need that the enterprise market has for a specific modernization solution, may have an impact of alonger
sales cycle or increased pricing pressure.

In addition, we must retain our skilled personnel in the fields of project management, legacy systems, and leading modern technologies.
Maintaining and growing the requisite skill base can be problematic. Personnel with an understanding of legacy technologies are afinite resource
and the market for recruiting and retaining such workforce can be highly competitive.

Recent Developments

On July 13, 2015, we were notified by the Nasdag Stock Market that we are not in compliance with Nasdag Listing Rule 5450(b)(1)(C)
requiring us to maintain aminimum $5,000,000 of Market Value of Publicly Held Shares (“MVPHS"), which consists of shares not held directly or
indirectly by an officer, director or any person who is the beneficial owner of more than 10 percent of the total shares outstanding. Pursuant to
Nasdaq Listing Rules, we have 180 calendar days, or until January 11, 2016, to regain compliance with Nasdag Listing Rule 5450(b)(1)(C). To
regain compliance, our MVPHS must close at $5,000,000 or more for aminimum of 10 consecutive business days. No guarantee exists that we will
be able to regain compliance with this listing rule. We may elect to apply to transfer its securities to the Nasdag Capital Market, which has a reduced
MV PHS requirement, if it satisfies the requirements for continued inclusion in that market.

On November 10, 2015, we received a commitment letter from Comerica Bank to provide Modern Systems Corporation and MS
Modernization Services, Inc., “Borrowers’ arenewal of the revolving line in the amount of $1.5 million and the non-formularevolving linein the
amount of $2.0 million and to extend the maturity date to January 31, 2017. The new covenants are (2) minimum liquidity ratio of 1.25: 1.00, (b)
trailing six month EBITDA, and (c) to raise new equity of not less than $1.0 million on or before December 31, 2015, which was secured by a
commitment by one of our mgjor shareholders. The remaining substantive provisions of the credit facility were not materially changed by the
commitment letter.
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Critical Accounting Policies

We prepare our consolidated financial statements in conformity with generally accepted accounting principles in the United States.
Accordingly, we are required to make certain estimates, judgments, and assumptions that we believe are reasonable based upon the information
available. These estimates and assumptions affect the reported amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the periods presented.

There have been no material changesto our critical accounting policies and estimates as compared to the critical accounting policies and
estimates described in our Annual Report on Form 10-K, filed with the SEC on March 31, 2015.

Recently | ssued Accounting Pronouncements

In September 2015, the Financial Accounting Standard Board ("FASB") issued Accounting Standards Update 2015-16, “ Simplifying the
Accounting for Measurement-Period Adjustments’ (“*ASU 2015-16"). ASU 2015-16 eliminates the requirement for an acquirer in abusiness
combination to account for measurement-period adjustments retrospectively. ASU 2015-16 is effective for annual reporting periods beginning after
December 15, 2015 including interim periods within those fiscal years, and should be applied prospectively. Early adoption is permitted for financial
statements that have not been previously issued. The Company is still assessing whether the adoption of this ASU will have amateria impact on its
consolidated financial statements.

In April 2015, the FASB issued Accounting Standards Update 2015-03, " Simplifying the Presentation of Debt Issuance Costs' (“ASU 2015
03"). ASU 2015-03 requires debt issuance costs related to a recognized debt liability to be presented in the balance sheet as a direct deduction from
the carrying amount of that debt liability in a manner consistent with the treatment for debt discounts. The amendments in this update do not affect
the recognition and measurement guidance for debt issuance costs. In addition, ASU 2015-03 requires that the amortization of debt issuance costs be
reported as interest expenses. ASU 2015-03 is effective for financial statementsissued for fiscal years beginning after December 15, 2015, and
interim periods within those fiscal years. ASU 2015-03 should be applied retrospectively to al prior periods presented in the financia statements,
subject to the disclosure requirements for a change in an accounting principle. Early adoption is permitted for financial statements that have not been
previously issued. In August 2015, the FASB published Accounting Standards Update 2015-15 (" Subtopic 835-30"), “Presentation and Subseguent
Measurement of Debt I ssuance Costs Associated with Line-of Credit Arrangements’ (“*ASU 2015-15"), which provides additional guidance on the
presentation and subsequent measurement of debt issuance costs related to line-of-credit arrangements. ASU 2015-15 notes that the Securities and
Exchange Commission (“ SEC”) staff would not object to an entity presenting debt issuance costs as an asset and subsequently amortizing the
deferred debt issuance costs ratably over the term of the line-of-credit arrangement, regardless of whether there are any outstanding borrowings on
the line-of -credit arrangement. The Company is still ng whether the adoption of this ASU 2015-03 and ASU 2015-15 will have a material
impact on its consolidated financial statements.

Our Reporting Currency

The currency of the primary economic environment in which we, and most of our subsidiaries operate, isthe U.S. dollar. In addition, a
substantial portion of our revenue and costs are incurred in dollars. Thus, the dollar is our functional and reporting currency.

Wefollow FASB ASC Topic 830 “Foreign currency translation” and accordingly non-monetary transactions denominated in currencies
other than the dollar are measured and recorded in dollar at the exchange rates prevailing at transaction date. Monetary assets and liabilities
denominated in currencies other than the dollar are trandated at the exchange rate on the balance sheet date. Exchange gain or losses on foreign
currency translation are recorded as income.
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Following is a summary of the most relevant monetary indicators for the reported periods:

Revaluation Revaluation
(Devaluation) of |sraeli new shekel, or NIS, (Devaluation) of euro
For the Nine months ended September 30, against the US$ against the US$
% %
2015 0.87 811
2014 6.45 853

Operating Results

The following table presents the percentage relationships of certain items from our consolidated statement of operations, as a percentage of
total revenue for the periods indicated:

Statement of Operations Data (US$ and as a Per centage of Revenue):

Three months ended September 30,

2015 2014
(in (in
Thousands) % Thousands) %
Revenue $ 2,057 1000 $ 1,594 100.0
Cost of revenue 1,325 64.4 1,042 65.4
Gross profit 732 35.6 552 34.6
Research and development costs 361 175 168 10.5
Selling, general, and administrative expenses 1,280 62.2 1,279 80.2
Amortization of intangible assets 254 12.3 - -
Operating loss (1,163) (56.5) (895) (56.1)
Financial income (expense), net (46) (2.2 58 3.6
L oss before taxes on income (1,209) (58.8) (837) (52.5)
Taxes on income 6 0.3 11 0.7
Net loss (1,215) (59.1) (848) (53.2)
Net loss attributable to non-controlling interest (28) 1.9) (70) (4.49)
Net loss attributable to ModSys International Ltd. shareholders (1,187) (57.7) (778) (48.8)
Nine months ended September 30,
2015 2014
(in (in
Thousands) % Thousands) %

Revenue $ 7,670 1000 $ 5,346 100.0
Cost of revenue 4,688 61.1 3,053 57.1
Gross profit 2,982 38.9 2,293 42.9
Research and devel opment costs 1,107 14.4 693 13.0
Selling, general, and administrative expenses 3,773 49.2 4,152 o
Amortization of intangible assets 762 9.9 - -
Operating loss (2,660) (34.7) (2,552) 47.7)
Financial income (expense), net (84) (1.2 93 1.7
L oss before taxes on income (2,744) (35.8) (2,459) (46.0)
Taxes on income 20 0.3 29 05
Net loss (2,764) (36.0) (2,488) (46.5)
Net loss attributable to non-controlling interest (90) (1.2 (35) (0.7)
Net |oss attributable to ModSys International Ltd. shareholders (2,674) (34.9) (2,453) (45.9)
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Threeand Nine Months Ended September 30, 2015 and 2014

Revenue. Our revenue is generated from services and products sales. Our services include fixed-price projects, consulting fees, and long-
term maintenance contracts. Our product sales are licensing fees. Total revenue was $2.1 million for the three months ended September 30, 2015, a
29% increase compared to revenue of $1.6 million for the three months ended September 30, 2014. Total revenue was $7.7 million for the nine
months ended September 30, 2015, a 43.5% increase when compared to revenue of $5.3 million for the nine months ended September 30, 2014.

Of the total revenue for the three months ended September 30, 2015, $2.0 million was generated from services, a 38% increase compared to
$1.4 million of service revenue for the three months ended September 30, 2014. Of the total service revenue for the three months ended September
30, 2015, $0.8 million, or 38.4%, was due to projects acquired from the Ateras Merger. The majority of the Ateras Merger projects are fixed-price
projects. Of the total revenue for the nine months ended September 30, 2015, $6.9 million was generated from services, a 46.6% increase compared
to $4.7 million of service revenue for the nine months ended September 30, 2014. Of the service revenue for the nine months ended September 30,
2015, $2.8 million, or 40.1%, was due to projects acquired from the Ateras Merger. The increase in service revenue for both periodsis due to an
increase in revenue from our fixed price projects offset by areduction in our maintenance contract revenue.

Of the total revenue for the three months ended September 30, 2015, $85,000 was generated from licensing fees, a 49% decrease compared
to $166,000 of licensing fees for the three months ended September 30, 2014. Of the total revenue for the nine months ended September 30, 2015,
$799,000 was generated from licensing fees, a 21% increase compared to $660,000 of licensing fees for the nine months ended September 30, 2014.
The Ateras Merger provided 0% and 4%, respectively, of the licensing fees for the three months ended and the nine months ended September 30,
2015.

Cost of revenue. Cost of revenue consists of salaries of our employees and independent subcontractors on our implementation team, as well
as other direct costs. Cost of revenue was $1.3 million for the three months ended September 30, 2015, a 27.2% increase when compared to $1.0
million for the three months ended September 30, 2014. Cost of revenue was $4.7 million for the nine months ended September 30, 2015, a 53.6%
increase when compared to $3.1 million for the nine months ended September 30, 2014. Theincrease in cost of revenue in the three and nine month
periods ended September 30, 2015 is attributable to the increase in employee and independent subcontractor costs arising from the Ateras Merger.
Cost of revenue as a percentage of revenue was 64.4% for the three months ended September 30, 2015 compared to 65.4% for the three months
ended September 30, 2014. Cost of revenue as a percentage of revenue was 61.1% for the nine months ended September 30, 2014 compared to
57.1% for the nine months ended September 30, 2014.

Gross profit. Gross profit was $0.7 million for the three months ended September 30, 2015, a 32.6% increase when compared to $0.6
million for the three months ended September 30, 2014. Gross profit for the nine months ended September 30, 2015 was $3.0 million, a 30% increase
from $2.3 million for the nine months ended September 30, 2014. Gross profit as a percentage of revenue was 35.6% for the three months ended
September 30, 2015 compared to 34.6% for the three months ended September 30, 2014. Gross profit as a percentage of revenue was 38.9% for the
nine months ended September 30, 2015 compared to 42.9% for the nine months ended June 30, 2014. The decrease during the nine month period
ended September 30, 2015 is attributable to greater revenue in the nine months ended September 30, 2015, offset by the increase in cost of revenue
due to additional employee and independent subcontractor costs.

Research and development costs. Research and devel opment costs consist of salaries and consulting fees that we pay to professionals
engaged in the development of new software and related methodol ogies. Our research and development costs are allocated among our modernization
suite of solutions and are charged to operations as incurred. Research and devel opment costs were $361,000 for the three months ended September
30, 2015, a 114.9% increase when compared to $168,000 for the three months ended September 30, 2014. The increase was the result of the
additional research and devel opment employee headcount related to the Ateras Merger. Research and devel opment costs for the nine months ended
September 30, 2015 were $1.1 million compared to $693,000 for the nine months ended September 30, 2014, an increase of 59.7%. The increase was
the result of the additional research and devel opment employee headcount related to the Ateras Merger. As a percentage of revenue, research and
development costs were 17.5% for the three months ended September 30, 2015 compared to 10.5% for the three months ended September 30, 2014.
As a percentage of revenue, research and development costs were 14.4% for the nine months ended September 30, 2015 compared to 13% for the
nine months ended September 30, 2014.
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Selling, general, and administrative expenses. Selling, general, and administrative expenses consist primarily of wages and related
expenses, travel expenses, sales commissions, selling expenses, marketing and advertising expenses, rent, insurance, utilities, professiona fees, and
depreciation. Selling, general, and administrative expenses were $1.3 million for the three months ended September 30, 2015 and 2014. Selling,
general, and administrative expenses for the nine months ended September 30, 2015 were $3.8 million compared to $4.2 million for the nine months
ended September 30, 2014, a decrease of 9.1%. The decrease in the three and nine month periods ended September 30, 2015 was the result of a
reduction in employee costs due to a reduced number of employees and areduction in legal costs offset with additional rent expense for the
additional office due to the Ateras Merger. As a percentage of revenue, selling, general and administrative expenses were 62.2% for the three months
ended September 30, 2015 compared to 80.2% for the three months ended September 30, 2014. As a percentage of revenue, selling, general and
administrative expenses were 49.2% for the nine months ended September 30, 2015 compared to 77.7% for the nine months ended September 30,
2014.

Amortization of intangible assets. We had amortization expense of $254,000 for the three months ended September 30, 2015, compared to
no amortization expense for the three months ended September 30, 2014. Amortization expenses for the nine months ended September 30, 2015 were
$762,000, compared to no amortization expenses for the nine months ended September 30, 2014. The increase was the result of the amortization cost
of intangible assets related to the Ateras Merger.

Financial income (expense), net. Financial expensesinclude interest paid on our bank loan and loans extended by others and expenses from
fluctuations in foreign currency exchange rate. Financial income s the result of the effect of the change in our stock price and the effect on the value
of our warrants for 2014, and from fluctuationsin foreign currency exchange rates in 2014 and 2015. Our financial expense was $46,000 for the three
months ended September 30, 2015, when compared to financial income of $58,000 for the three months ended September 30, 2014. Our financia
expense was $84,000 for the nine months ended September 30, 2015 compared to financial income of $93,000 for the nine months ended September
30, 2014.

Taxes on income. We had income tax expense of $6,000 for the three months ended September 30, 2015, compared to $11,000 for the
three months ended September 30, 2014. The tax expense for the three months ended September 30, 2015 and 2014 is current tax expense. For the
nine months ended September 30, 2015, we had income tax expense of $20,000 compared to $29,000 for the nine months ended September 30, 2014.
The tax expense for the nine months ended September 30, 2015 and 2014 is current tax expense.

Net loss attributable to non-controlling interest. Net loss attributable to non-controlling interest was $28,000 for the three months ended
September 30, 2015, when compared to net loss of $70,000 for the three months ended September 30, 2014, and represented the non-controlling
sharein the net loss of our subsidiary, Zulu Software Inc. until the merger of Zulu into MS Modernization Services, Inc. The non-controlling interest
now represents the non-controlling sharein the net loss of our subsidiary, MS Modernization Services, Inc. Net loss attributable to non-controlling
interest for the nine months ended September 30, 2015 was $90,000 compared to net loss of $35,000 for the nine months ended September 30, 2014.

Liquidity and Capital Resources

We require cash to fund our operations and we have experienced significant losses and negative cash flows in the recent past. Since our
inception, we have funded our operations primarily through the public and private sales of our securities, cash received from customers and through
our borrowing under our credit facility and otherwise. As of September 30, 2015, we had cash and cash equivalents of $697,000 and negative
working capital of $2.3 million. As of December 31, 2014, we had cash and cash equivalents of $449,000 and negative working capital of $922,000.
Asof September 30, 2015, we had drawn down $3.1 million under our credit facility described below. As of September 30, 2015, we had $10,000 of
available borrowing under the non-formularevolving line and were in a payback position on the revolving line. On October 30, 2015 we made the
required payment in the amount of $378,000.
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Management believes that our current cash and cash equivalents, together with the available borrowing under our credit facility and
expected equity event secured by a commitment by one of our major shareholders, is sufficient to fund our operations for the next twelve months.
Failure to raise the required financing will result, or other changesin our financia condition may result, in an event of default under our credit
agreement, which could cause our lender to declare all obligations immediately due and payable, to reclaim or sell certain of our assets that constitute
collateral or to take other remedies set forth in the credit agreement.

Credit Facility

In September 2014, we entered into an amendment to our existing loan agreement with Comerica Bank to: (i) increase the non-formula
revolving line up to the amount of $2 million backed by guarantees; (ii) increase the borrowing base revolving line amount up to $1.5 million upon
the closing of the Ateras Merger; and (iii) extend the loan maturity date to December 31, 2015. The amendment has afinancial covenant for a
minimum liquidity ratio. Our obligations under the amendment are secured by a security interest in our copyrights, trademarks, and patents. The
remaining substantive provisions of the credit facility were not materially changed by this amendment.

In May 2015, we entered into an additional amendment to our existing loan agreement with Comerica Bank to among other things: (i)
extend the maturity date of the non-formula revolving line and the revolving line to June 30, 2016; (ii) require us to raise new equity, on terms and
from investors satisfactory to the lender, of not less than $2.5 million on or before December 31, 2015, which was secured by a commitment by one
of our mgjor shareholders; and (iii) increase the number of trade accounts for which the concentration limit is not applicable.

The principal terms of the agreement as of September 30, 2015, are as follows:

e non-formula revolving line in the amount up to $2,000,000 backed by a guarantee from one of the major shareholders;

e revolving line (accounts receivable based) loan in the amount up to $1,500,000;

e  Dboth the non-formula revolving line and revolving line loan are at market based interest rates based on Prime plus margin;

e financial covenant for a minimum bank debt liquidity coverage ratio, calculated as a ratio of liquidity to all indebtedness, other than
indebtedness that is guaranteed, to the bank; and

® to raise new equity of not less than $2.5 million on or before December 31, 2015.

On November 10, 2015, we received a commitment letter from Comerica Bank to provide Modern Systems Corporation and MS
Modernization Services, Inc., “Borrowers’ arenewal of the revolving line in the amount of $1.5 million and the non-formula revolving line in the
amount of $2.0 million and to extend the maturity date to January 31, 2017. The new covenants are (a) minimum liquidity ratio of 1.25: 1.00, (b)
trailing six month EBITDA, and (c) to raise new equity of not less than $1.0 million (instead of the $2.5 million mentioned above) on or before
December 31, 2015, which was secured by a commitment by one of our major shareholders. The remaining substantive provisions of the credit
facility were not materially changed by the commitment letter.

As of September 30, 2015, we had borrowed $2.0 million against our non-formularevolving line and $1.1 million against the revolving line.

Cash Used in Operating Activities

Net cash used in operating activities during the nine months ended September 30, 2015, was $1.5 million compared to $2.9 million during
the nine months ended September 30, 2014. The change is primarily attributable to an increase in revenue, an increase in our trade receivables, and

anincrease in other liabilities and deferred revenue. The increase in trade receivablesis largely driven by the additional trade receivables associated
with the additional Ateras Merger projects.

17 | Page




f1090915_modsysinter.htm 11/16/2015 02:04 PM 18 of 34

Cash Used in Investment Activities

Net cash used in investment activities during the nine months ended September 30, 2015 was $11,000 compared to $42,000 during the nine
months ended September 30, 2014. Net cash used in investment activities in the nine months ended September 30, 2015 and 2014 include purchases
of computers and computer software.

Cash Provided by Financing Activities

Net cash provided by financing activities was $1.8 million during the nine months ended September 30, 2015. As of September 30, 2015,
we borrowed $2.0 million against our non-formularevolving line and $1.1 million against the revolving line (accounts receivable based).

Contractual Commitments and Guarantees

Chief Scientist

One of our subsidiaries has entered into an agreement with Israel’ s Office of the Chief Scientist, or OCS. This subsidiary is obliged to pay
royalties to the OCS at arate of 3% on sales of the funded products, up to 100% of the dollar-linked grant received in respect of these products from
the OCS. As of September 30, 2015, the contingent liability amounted to $172,000.

Ministry of Production in Italy

During 2007, our subsidiary, Blue Phoenix I-Ter SR.L. (“I-Ter"), received an amount of $585,000 from the Ministry of Production in Italy
under aplan called Easy4Plan. Approximately $371,000 of that amount isin the form of a 10-year loan payable in equal annual installments until
September 2018. The loan bears an annual interest of 0.87% and is linked to the euro. As of September 30, 2015, the remaining loan balance was
approximately $102,000. Our subsidiary’ s operations have been reduced significantly, and if this trend continues, the Ministry of Productionin Italy
may require the immediate repayment of the full outstanding loan amount. We do not currently anticipate this occurrence.

Operating Leases

We are committed under operating leases for rental of office facilities, vehicles, and other equipment for the years 2015 until 2016.
Operating lease payments for the nine months ended September 30, 2015 were approximately $292,000.

Indemnification of Office Holders

We entered into an undertaking to indemnify our office holders in specified limited categories of events and in specified amounts, subject to
certain limitations.

Off Balance Sheet Arrangements
We did not have any off balance sheet arrangements in the nine months ended September 30, 2015.
Effective Corporate Tax Rates

Under Israeli law, Israeli corporations are generally subject to 26.5% corporate tax as of January 1, 2015. An Isragli company is subject to
tax on its worldwide income. An Israeli company that is subject to Israeli taxes on the income of its non-Israeli subsidiaries will receive a credit for
income taxes paid by the subsidiary in its country of residence, subject to certain conditions. Isragli tax payers are also subject to tax on income from
a controlled foreign corporation, according to which an Israeli company may become subject to Isragli taxes on certain income of anon-Isragli
subsidiary, if such subsidiary’s primary source of income is a passive income (such as interest, dividends, royalties, rental income, or capital gains).

Our international operations are taxed at the local effective corporate tax rate in the countries where our activities are conducted. We have
significant amounts of carry forward losses, including at Modern Systems Corporation from which our headquarters operates. Therefore, we do not
estimate that changing our headquarters from Herzliya, Israel to Seattle, Washington in June 2013 had a material impact on the amount of future tax
payments until these carry forward losses are utilized or until we have taxable income on an ongoing basis.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

As of September 30, 2015, we have an outstanding $102,000 loan to the Ministry of Production in Italy payable in annual installments until
September 2018. The loan bears aminimal annual interest of 0.87% and is linked to the euro.

Fluctuation in foreign currency exchange rates, such as euro or NIS versus the dollar may have an impact on our operating results and
financial condition. Exposure relating to these exchange rates is recorded under the financial expenses line item of our consolidated statements of
operations. Accordingly, financial expenses may fluctuate significantly from quarter to quarter.

The table below details the balance sheet main currency exposure. The details are provided by currency, as of September 30, 2015 (at fair

value):
British
Euro Pound NIS UsD Other Total
Accounts Receivable 2% 12% 2% 84% *0% 100%
Accounts Payable 5% 13% 9% 2% 1% 100%

* Less than 1%.
Item 4. Controlsand Procedures
Evaluation of Disclosure Controls and Procedures

An evaluation was performed by our Chief Executive Officer and Chief Financial Officer of the effectiveness of the design and operation of
our disclosure controls and procedures as defined in the Rules 13(a)-15(e) of the Exchange Act. Disclosure controls and procedures are those controls
and procedures designed to provide reasonable assurance that the information required to be disclosed in our Exchange Act filingsis (1) recorded,
processed, summarized and reported within the time periods specified in SEC’ s rules and forms, and (2) accumulated and communicated to
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to alow timely decisions regarding required
disclosure. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of September 30, 2015, our
disclosure controls and procedures were effective.

Changesin Internal Control over Financial Reporting

There were no changesin our internal control over financial reporting identified in connection with the evaluation required by Rule 13a-15
(d) and 15d-15(d) of the Exchange Act that occurred during the quarter ended September 30, 2015 that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our disclosure controls and
procedures or our internal controls, will prevent al error and al fraud. A control system, no matter how well conceived and operated, can provide
only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact
that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitationsin al
control systems, no evaluation of controls can provide absol ute assurance that all control issues and instances of fraud, if any, within Modern
Systems have been detected.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

From time to time, we may become involved in legal proceedings arising in the ordinary course of our business. We are not presently a party
to any legal proceedings that, if determined adversely to us, would individually or taken together have a material adverse effect on our business,
operating results, financial condition or cash flows.

Item 1A. Risk Factors

Y ou should carefully consider the following risk factors, in addition to the other information contained in this Quarterly Report on Form
10-Q, including our condensed consolidated financia statements and related notes. If any of the events described in the following risk factors occurs,
our business, operating results and financial condition could be seriously harmed. This Quarterly Report on Form 10-Q also contains forward-looking
statements that involve risks and uncertainties. Our actual results could differ materially from those anticipated in the forward-looking statements as a
result of factors that are described below and elsewhere in this Quarterly Report on Form 10-Q.

Risks Related to Our Business

I'n the past few years, we have experienced significant losses and negative cash flows from operations. | f these trends continue our
business, financial condition and results of operations would be materially adversely affected.

We have incurred significant losses and negative cash flows from operations in the recent past. We had net losses of $2.8 million and $3.7
million in the nine months ended September 30, 2015 and the twelve months ended December 31, 2014, respectively. Our negative cash flows from
operations were $1.5 million for the nine months ended September 30, 2015 and $3.5 million for the twelve months ended December 31, 2014. As of
September 30, 2015, we had cash and cash equivalents of $697,000 and negative working capital of $2.3 million. These results have had a negative
impact on our financia condition. We have primarily funded our loss from operations and negative cash flow through capital raised from one of our
shareholders and with borrowings under our credit facility. As of September 30, 2015, we had $10,000 of available borrowing under the non-formula
revolving line and were in a payback position on the revolving line. On October 30, 2015 we made the required payment in the amount of $378,000.
There can be no assurance that our business will become profitable in the future, that additional losses and negative cash flows from operations will
not be incurred, that we will be able to improve our liquidity or that we will be able to find alternative financing if necessary. Management believes
that our current cash and cash equivalents, together with the available borrowing under our credit facility and expected equity event secured by a
commitment by one of our major shareholders, is sufficient to fund our operations for the next twelve months.

We have a credit facility which expires January 31, 2017. Thereis no assurance that this credit facility will be available in the future or
that we will be able to obtain financing from other entities.

We currently maintain a credit facility which expires January 31, 2017. If we continue incurring significant |osses and negative cash flows,
as we have in the recent past, we will be required to extend the term of this credit facility, raise funds or obtain aternative financing in order to
finance our operations. In addition, the terms of our credit facility require that we raise $1.0 million from investors prior to December 31, 2015. We
cannot assure you that such financing would be available, either from investors or financial institutions. Failure to raise the required financing will
result, or other changes in our financial condition may result, in an event of default under our credit agreement, which could cause our lender to
declare all obligations immediately due and payable, to reclaim or sell certain of our assets that constitute collateral or to take other remedies set forth
in the credit agreement.

Banks usually require as a condition to providing financing, compliance with covenants regarding our maintenance of certain financial
ratios. In addition, those covenants may include restrictions on the operation of our business, including, among other things, our ability to pledge our
assets, dispose of assets, issue certain securities, make loans or give guarantees, make certain acquisitions, and engage in mergers or consolidations.
Additional restrictions may stipulate the balances we can maintain in non-affiliated banks. We cannot assure you that we will be able to maintain our
outstanding credit facility or negotiate new credit facilities on favorable terms to us. Our ability to obtain financing, when required, dependsin part
on the future performance of our business and the condition of the capital markets.
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If we do not reach agreements with financing institutions, when required, we would encounter difficulties in funding our operations. In
addition, we cannot assure you that we would be able to raise cash or obtain financing from other third parties, including our shareholders. Moreover,
even if we succeed in negotiating financing arrangements with third parties, we cannot assure you that the terms of such arrangements would be
favorable to us or advantageous to our existing sharehol ders.

Raising money to finance our operations involves, from time to time, issuance of equity securities which may dilute your holdingsin our
company.

In order to finance our operations, we may raise capital from time to time from our shareholders or other third parties. Our arrangements
with any such parties may include the issuance of equity or debt securities or conversion options of loans and interest accrued thereon into equity
securities. For example, in 2013, we issued shares to one of our major shareholders, Prescott Group Aggressive Small Cap Master Fund, G.P, through
aprivate placement, which aso included an anti-dilution clause for the potential issuance of additional shares upon the occurrence of certain
events. Theissuance of equity securities to certain investors would dilute your holdings in our company. In addition, our ability to obtain financing,
when required, depends in part on the future performance of our business and the condition of the capital markets.

Unfavorable changes in economic conditions and decreasesin capital expenditures by our customers have had, and could continueto
have, a material adverse effect on our business and results of operations.

Our revenue is dependent upon the strength of the worldwide economy. In particular, we depend upon our customers making continuing
capital investmentsin information technology products, such as those marketed and sold by us. These spending levels are impacted by the worldwide
level of demand for enterprise legacy information technology modernization solutions and services. Demand is normally a function of prevailing
global or regiona economic conditions and is negatively affected by ageneral economic slow-down as consumers reduce discretionary spending on
information technology upgrades.

Although there have been indications that the economy may be improving in many areas, this has not resulted in an increase in purchases by
our customers. Our revenue was $7.7 million for the nine months ended September 30, 2015 and $5.3 million for the nine months ended September
30, 2014.

We have identified and continue to experience, from time to time, delays in purchase order placement by our customers and longer sales
cycles. The negotiation process with our customers has developed into alengthy and expensive process. Customers with excess information
technology resources have chosen and may continue to choose to develop in-house software solutions rather than obtain those solutions from us.
Moreover, competitors may respond to challenging market conditions by lowering prices and attempting to lure away our customers. In addition, we
anticipate that our low liquidity and financial condition may negatively impact the willingness of customers to place purchase orders with us.

We cannot predict the timing, strength or duration of any economic slowdown or any subsequent recovery. If the conditions in the markets
in which we operate remain the same or worsen from present levels, or if customers are dissuaded to contract us due to our financia condition, our
business, financia condition and results of operations would be materially and adversely affected.

We may not realize the anticipated benefits of the Ateras Merger.

On December 1, 2014, we completed a merger with Sophisticated Business Systems, Inc., a Texas corporation doing business as “ Ateras.”
We cannot be assured that we will realize the anticipated benefits from this merger. The anticipated benefits depend, in part, upon our integration of
the Ateras business into ours, our ability to retain the customers of Ateras, and our ability to otherwise manage the operations historically conducted
by Ateras. We may face difficulty or unanticipated expense in retaining customers, or marketing or selling the Ateras products and services. Any of
these circumstances could prevent us from realizing the anticipated benefits of the Ateras Merger, which could cause our business to suffer. We face
similar risks with respect to any other acquisitions or strategic transactions we may undertake in the future from time to time.
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Theloss of customers, generally, and in particular the loss of a significant customer or several customersthat, together, account for a
significant portion of our revenue, could cause a reduction in our revenue and profitability, which in turn could materially adversely affect our
business, financial condition and results of operations.

We do not know if, or for how much longer, our customers will continue to purchase the products and services that we offer. A small
number of customers has accounted for a substantial portion of our current and historical net revenue. For the nine months ended September 30,
2015, Dell USA L.P. accounted for 21.1%, IBM Corporation accounted for 15.9%, Transoft Group Limited accounted for 14.6% and Fujitsu Canada
Inc. accounted for 10.7% of our revenue.

Theloss of any major customer or a decrease or delay in orders or anticipated spending by such customer could materially reduce our
revenue and profitability. The loss of several customers at once may impact our revenue and profitability significantly, even if each of those
customers, separately, has not accounted for a significant amount of our revenue. The loss of customers may cause a significant decrease in revenue
and profitability which may adversely affect our business, results of operations and financial condition. Our customers could also engage in business
combinations, which could increase their size, reduce their demand for our products and solutions as they recognize synergies or rationalize assets
and increase or decrease the portion of our total sales concentration to any single customer.

If we fail to estimate accurately the costs of fixed-price contracts, we may incur losses.

We derive a substantial portion of our revenue from engagements on a fixed-price basis. We price these commitments based upon estimates
of future costs. We bear the risk of faulty estimates and cost overrunsin connection with these commitments. Our failure to accurately estimate the
resources required for a fixed-price project, to accurately anticipate potential wage increases, or to complete our contractual obligationsin a manner
consistent with the project plan could materially adversely affect our business, operating results, and financial condition.

If we are unable to effectively control our costs while maintaining our customer relationships; our business, results of operations and
financial condition could be adversely affected.

Itiscritical for usto appropriately align our cost structure with prevailing market conditions to minimize the effect of economic downturns
on our operations and, in particular, to continue to maintain our customer relationships while protecting profitability and cash flow. However, we are
limited in our ability to reduce expenses due to the ongoing need to maintain our worldwide customer service and support operations and to invest in
research and development. In circumstances of reduced overall demand for our products, or if orders received differ from our expectations with
respect to the product, volume, price or other items, our fixed cost structure could have a material adverse effect on our business and results of
operations. If we are unable to align our cost structure in response to economic downturns on atimely basis, or if such implementation has an adverse
impact on our business or prospects, then our financial condition, results of operations and cash flows may be negatively affected.

We continue to assess our infrastructure costs and reduce workforce and labor costs as they constitute a substantial portion of our costs of
revenue, selling and administrative expenses and research and development expenses.

Conversely, adjusting our cost structure to fit economic downturn conditions may have a negative effect on us during an economic upturn or
periods of increasing demand for our information technology solutions. If we have to aggressively reduce our costs, we may not have sufficient
resources to capture new information technology projects, timely comply with project delivery schedules and meet customer demand. If we are
unable to effectively manage our resources and capacity to capitalize on periods of economic upturn, there could be amaterial adverse effect on our
business, financial condition, results of operations and cash flows.
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If we are unable to accurately predict and respond to market developments or demands, our business would be adversely affected.

The information technology modernization business is characterized by rapidly evolving technology and methodologies. This makesit
difficult to predict demand and market acceptance for our technology and services. In order to succeed, we need to adapt the solutions we offer in
order to keep up with technologica developments and changes in customer needs. We cannot guarantee that we will succeed in enhancing our
technology and services, or developing or acquiring new technology that adequately addresses changing customer requirements. We also cannot
assure you that the technology and services we offer will be accepted by customers. If our technology and services are not accepted by customers, our
future revenue and profitability will be adversely affected. Changes in technologies, industry standards, the regulatory environment and customer
requirements, and new product introductions by existing or future competitors, could render our existing solutions obsolete and unmarketable, or
require us to enhance our current technology or develop new technology. This may reguire us to expend significant amounts of money, time, and
other resources to meet the demand. This could strain our personnel and financial resources. Furthermore, modernization projects dea with customer
mission critical applications, and therefore encapsulate risk for the customer. Therefore, customers are more cautious in entering into transactions
with us, and accordingly, the process for approval and signing of deals may be lengthy and expensive. We make efforts to mitigate such risks
associated with legacy modernization projects but from time to time we encounter delays in the negotiation process.

We may experience significant fluctuationsin our quarterly and annual results, which makesit difficult to make reliable period-to-
period comparisons and may contribute to volatility in the market price of our ordinary shares.

Our quarterly and annual results of operations have fluctuated significantly in the past, and we expect them to continue to fluctuate
significantly in the future. These fluctuations can occur as aresult of any of the following events:

e global economic trends;

e global political trends, in particular, in the middle east and in countries in which we operate;

e adverse economic conditions in various geographic areas where our customers and potential customers operate;

e acquisitions, mergers or disposition of companies and assets;

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

e timing of product releases;

e timing of contracts;

e changes in selling and marketing expenses, as well as other operating expenses; and

e Currency fluctuations and financial expenses related to our financial instruments.

Asaresult of the foregoing, we believe that period-to-period comparisons of our historical results of operations are not necessarily

meaningful and that you should not rely on them as an indication for future performance. Also, it is possible that our quarterly and annual results of
operations may be below the expectations of public market analysts and investors.
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A delay in collecting our fees could result in cash flow shortages, which in turn may significantly impact our financial results.

Typica modernization projects which deploy our solutions are long-term projects. Therefore, payment for these projects or a substantial
portion of our fees may be delayed until the successful completion of specified milestones. In addition, the payment of our fees is dependent upon
customer acceptance of the completed work and our ability to collect the fees. Although the timing of receipt of our fees varies, we incur the mgjority
of our expenses on acurrent basis. As aresult, adelay in the collection of our fees could result in cash flow shortages.

Our results have historically been materially adversely affected by the impairment of the value of certain intangible assets, and we may
experience impairment chargesin the future.

The assets listed in our consolidated balance sheet as of September 30, 2015 and December 31, 2014, include, among other things, goodwill
valued at $25.8 million and technology valued at $4.8 million. Technology is amortized over an 8.7 year period. The applicable accounting standards
require that goodwill is not amortized, but rather is subject to an annua impairment test, as well as periodic impairment tests if impairment indicators
are present.

During the third quarter of 2015, our share price decreased and since it is one of the impairment indicators, we performed an impairment test
and no goodwill impairment was identified. Also, in each of the fourth quarters of 2014 and 2013, impairment tests were performed and no goodwill
impairment was identified.

If we continue to experience reduced cash flows and our market capitalization falls below the value of our equity, or actua results of
operations differ materially from our modeling estimates and related assumptions, we may be required to record additional impairment charges for
our goodwill. If our goodwill or other intangible assets are deemed to be impaired in whole or in part due to our failure to achieve our goals, we could
be required to reduce or write off such assets. Such write-offs could have a material adverse effect on our business and operating results.

If we are unable to attract, train, and retain qualified personnel, we may not be able to achieve our objectives and our business could be
harmed.

In order to achieve our objectives, we hire software, administrative, operational, sales, and technical support personnel. The process of
attracting, training, and successfully integrating qualified personnel can be lengthy and expensive. We may not be able to compete effectively for the
personnel we need. Such afailure could have a material adverse effect on our business and operating results.

Our future success depends on our ability to attract and retain senior employees and to attract, motivate, and retain highly qualified
professional employees worldwide at competitive prices.
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If our technology or solutions do not function efficiently, we may incur additional expenses.

In the course of providing our modernization solutions, the project team conducts testing to detect the existence of failures, errors, and bugs.
If our modernization solutions fail to function efficiently or if errors or bugs are detected in our technology, we may incur significant expendituresin
an attempt to remedy the problem. The consequences of failures, errors, and bugs could have amaterial adverse effect on our business, operating
results, and financial condition.

If we fail to satisfy our customers' expectations regarding our solutions, or if we fail to timely deliver our solutionsto our customers, we
may be required to pay penalties, our contracts may be cancelled and we may be the subject of damages claims.

In the event that we fail to satisfy our customers' expectations from the results of the implementation of our solutions, or if we fail to timely
deliver our solutions to our customers, these customers may suffer damages. When and if this occurs, we may be required under the customer
agreement to pay penaltiesto our customers or pay their expenses and our customers may have the ability to cancel our contracts. Payments of
penalties or a cancellation of a contract could cause us to suffer damages. In addition, we might not be paid for costs that we incurred in performing
services prior to the date of cancellation. In addition, from time to time we may be subject to claims as aresult of not delivering our products on time
or in a satisfactory manner. Such disputes or others may lead to material damages.

We are exposed to significant claims for damage caused to our customers’ information systems.

Some of the solutions we provide involve key aspects of our customers’ information systems. These systems are frequently critical to our
customers' operations. Asaresult, our customers may have a greater sensitivity to failuresin these systems than do customers of other software
products generally. If a customer’s system fails during or following the provision of modernization solutions or services by us, or if wefail to provide
customers with proper support for our modernization solutions, we are exposed to the risk of aclaim for substantial damages against us, regardless of
our responsibility for the failure. We cannot guarantee that the limitations of liability under our product and service contracts, if any, would be
sufficient to protect us against legal claims. We cannot assure you that our insurance coverage will be sufficient to cover one or more large claims, or
that the insurer will not disclaim coverage asto any future claim. If we lose one or more large claims against us that exceed available insurance
coverage, it may have amaterial adverse effect on our business, operating results, and financial condition. In addition, thefiling of legal claims
against us in connection with contract liability may cause us negative publicity and damage to our reputation.

I third parties assert claims of intellectual property infringement against us, we may, regardless of actual merits or success of any
claims, suffer substantial costs and diversion of management’s attention, which could harm our business.

Substantial litigation over intellectual property rights exists in the global software industry. Software products may be increasingly subject
to third-party infringement claims as the functionality of productsin different industry segments overlaps. Our success depends, in part, upon our
ability not to infringe the intellectual property rights of others. We cannot predict whether third parties will assert claims of infringement against us.
In addition, our employees and contractors have access to software licensed by us from third parties. A breach of the nondisclosure undertakings by
any of our employees or contractors may lead to a claim of infringement against us.

Any claim, with or without merit, could be expensive and time-consuming to defend, and would probably divert our management’ s attention

and resources. In addition, such aclaim, if submitted, may require us to enter into royalty or licensing agreements to obtain the right to use a
necessary product or component. Such royalty or licensing agreements, if required, may not be available to us on acceptable terms, if at all.
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A successful claim of product infringement against us and our failure or inability to license the infringed or similar technology could have a
material adverse effect on our business, financial condition, and results of operations.

We may experience greater than expected competition that could have a negative effect on our business.

We operate in a highly competitive market. Competition in the modernization field is, to alarge extent, based upon the functionality of the
available solutions. Our competitors may be in a better position to devote significant funds and resources to the development, promotion and sales of
their technology and services, thus enabling them to respond more quickly to emerging opportunities and changes in technology or customer
requirements. Current and potential competitors have established or may establish cooperative relationships among themselves or with third partiesto
increase such competitors' ahility to successfully market their technology and services. We also expect that competition will increase as a result of
consolidation within the industry. As we develop new solutions, we may begin to compete with companies with which we have not previously
competed. Our competitors include:

e small vendors who provide specific solutions for a particular area of modernization, such as Anubex, Migrationware, HTWC, Fresche
Legacy, Innowake, Software Mining and MSS International;

e large system integrators such as IBM, HP, Accenture, Cognizant and Capgemini, some of whom we also partner with;
e independent software vendors such as Rocket Software, Micro Focus and Metaware; and
e Indian system integrators such as TCS, WIPRO, Infosys and Patni.

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

Many of our existing and potential competitors may have or may acquire more extensive development, marketing, distribution, financial,
technological and personnel resources than we do. Thisincreased competition may result in our loss of market share and pricing pressure which may
have a material adverse effect on our business, financial condition and results of operations. We cannot assure you that competition with both
competitors within our industry and with the in-house information technology departments of certain of our customers or prospective customers will
not result in price reductions for our solutions, fewer customer orders, deferred payment terms, reduced revenue or loss of market share, any of which
could materially adversely affect our business, financial condition, and results of operations.

We may be unable to adequately protect our proprietary rights, which may limit our ability to compete effectively.

Our success and ability to compete are substantially dependent upon our internally devel oped technology. Our intellectual property consists
of proprietary or confidential information that is not subject to patent or similar protection. Our employees and contractors have direct access to our
technology. In general, we have relied on a combination of technical leadership, trade secret, copyright and trademark law, and nondisclosure
agreements to protect our proprietary know-how. Unauthorized third parties may attempt to copy or obtain and use the technology protected by those
rights. Any infringement of our intellectual property could have amaterial adverse effect on our business, financial condition, and results of
operations. Intellectual property laws only provide limited protection and policing unauthorized use of our productsis difficult and costly,
particularly in countries where the laws may not protect our proprietary rights asfully asin the United States.

Pursuant to agreements with certain of our customers, we have placed, and in the future may be required to place, in escrow, the source code
of certain software. Under the escrow arrangements, the software may, in specified circumstances, be made available to our customers. From time to
time, we also provide our software directly to customers. These factors may increase the likelihood of misappropriation or other misuse of our
software.
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Risks Related to I nter national Operations

Selling and providing our solutionsin international markets may cause increased expenses and greater exposure to risks that we may
not be able to successfully address.

We have international operations, which require significant management attention and financia resources. Depending on market conditions,
we may consider establishing additional marketing and sales operations, hire additional personnel, and recruit additional resellers internationally.

Risks inherent in our worldwide business activities generaly include:

e currency exchange fluctuations;

e unexpected changes in regulatory requirements;

e tariffs and other trade barriers;

e  costs of localizing products for foreign countries;

e difficulties in operation of management;

e potentially adverse tax consequences, including restrictions on the repatriation of earnings; and
e the burdens of complying with a wide variety of local legislation.

We cannot assure you that these factors will not have amaterial adverse effect on our future international sales and, consequently, on our
business, operating results, and financia condition.

Inflation, devaluation, and fluctuation of various currencies may adversely affect our results of operations, liabilities, and assets.

Since we operate in several countries, we are impacted by inflation, deflation, devaluation and fluctuation of various currencies. We enter
into transactions with customers and suppliersinlocal currencies, while the reporting currency of our consolidated financial statements and the
functional currency of our businessisthe U.S. dollar. Fluctuations in foreign currency exchange rates in countries where we operate can adversely
affect the reflection of these activities in our consolidated financial statements. In addition, fluctuations in the value of our non-dollar revenue, costs,
and expenses measured in dollars could materially affect our results of operations, and our balance sheet reflects non-dollar denominated assets and
liabilities, which can be adversely affected by fluctuationsin the currency exchange rates.

Consequently, we are exposed to risks related to changes in currency exchange rates and fluctuations of exchange rates, any of which could
result in amaterial adverse effect on our business, financial condition and results of operations.

Fluctuationsin foreign currency values affect the prices of our products and services, which in turn may affect our business and results
of operations.

Most of our worldwide sales are currently denominated in U.S. dollars, Israeli shekel, British pounds and euros while our reporting currency

isthedollar. A decrease in the value of the dollar relative to these foreign currencies would make our products more expensive and increase our
operating costs and, therefore, could adversely affect our results and harm our competitive position in the markets in which we compete.
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We are subject to multiple taxing jurisdictions. If we fail to estimate accurately the amount of income tax due in any of these
jurisdictions, our net income will be adversely affected.

We operate within multiple taxing jurisdictions and are subject to taxation by these jurisdictions at various tax rates. In addition, we may be
subject to audits in these jurisdictions. These audits can involve complex issues, which may require an extended period of time to resolve. We cannot
assure you that the final tax outcome of these issues will not be different from management estimates, which are reflected in our income tax
provisions. Such differences could have amaterial effect on our income tax provision and net income in the period in which such outcome occurs.

Risks Related to Our Operationsin Israel
Political, economic, and military conditionsin I srael could negatively impact our business.

Since the establishment of the State of Israel in 1948, anumber of armed conflicts have taken place between Israel and its neighboring
countries, as well as incidents of terrorist activities and other hostilities. Political, economic and security conditionsin Israel could directly affect our
operations. We could be adversely affected by hostilitiesinvolving Israel, including acts of terrorism or any other hostilitiesinvolving or threatening
Israel, the interruption or curtailment of trade between Isragl and itstrading partners, a significant increase in inflation or asignificant downturnin
the economic or financial condition of Israel. Any on-going or future armed conflicts, terrorist activities, tension along the Israeli borders or political
instability in the region could disrupt international trading activitiesin Israel and may materially and negatively affect our business and could harm
our results of operations.

Political relations could limit our ability to sell or buy internationally.

We could be adversely affected by the interruption or reduction of trade between Israel and its trading partners. Some countries, companies
and organizations continue to participate in aboycott of Isragli firms and others doing business with Israel or with Israeli companies. Also, over the
past several years there have been callsin Europe and elsewhere to reduce trade with Israel. There can be no assurance that restrictive laws, policies
or practices directed towards Israel or Israeli businesses will not have an adverse impact on our business.

Risks Related to Our Traded Securities

If we fail to comply with the minimum bid price requirement or any other minimum requirement for continued listing on the NASDAQ
Global Market, our shares may be delisted.

Our ordinary shares are currently listed on NASDAQ. The NASDAQ Stock Market LLC has minimum requirements that a company must
meet in order to remain listed on NASDAQ. In the past, we received letters from the NASDAQ Global Market notifying us that we were not in
compliance with certain listing requirements for continued listing on the NASDAQ Global Market. For example, on September 19, 2011, we
received aletter from the NASDAQ Global Market that we failed to comply with the minimum bid price requirement for continued listing on the
NASDAQ Global Market as set forth in Marketplace Rule 5450(a)(1). Following the receipt of such letter, on December 28, 2011, we executed a
one-for-four reverse split of our ordinary shares, which resulted in an increase of the par value per ordinary share from NI1S 0.01 to NIS 0.04,
following which we regained compliance with NASDAQ’ s minimum bid price requirement of $1.00 per share. The closing bid price of our ordinary
shares on the NASDAQ Global Market, as of November 6, 2015 was $2.00.

In September 2012, we received an additional letter from the NASDAQ Globa Market advising us that according to the Form 6-K filed by
us for the period ended June 30, 2012, our shareholder equity fell below the minimum $10 million requirement set forth in Marketplace Rule 5450(b)
(D)(A) for continued listing on the NASDAQ Global Market. During the third quarter of 2012, we regained compliance with the sharehol der equity
minimum requirement. As of September 30, 2015, our shareholders equity was $28 million.
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In July 2015, we received an additional letter from the NASDAQ Globa Market advising us that we were not in compliance with Nasdaq
Listing Rule 5450(b)(1)(C) requiring us to maintain a minimum $5,000,000 of Market Value of Publicly Held Shares (“MVPHS"), which consists of
shares not held directly or indirectly by an officer, director or any person who is the beneficial owner of more than 10 percent of the total shares
outstanding. Pursuant to Nasdaq Listing Rules, we have 180 calendar days, or until January 11, 2016, to regain compliance with Nasdaq Listing Rule
5450(b)(1)(C). To regain compliance, our MVPHS must close at $5,000,000 or more for a minimum of 10 consecutive business days. As of
November 6, 2015, our MV PHS remained below $5,000,000.

We cannot assure you that we will be able to continue to comply with The NASDAQ Global Market minimum requirements. If we fail to
comply with those requirements within the required period, and we shall not be able to take sufficient steps to regain compliance, our shares may be
delisted from The NASDAQ Global Market or we may be required to transfer our securities to the Nasdag Capital Market (if we satisfy the
requirementsin that market), either of which could reduce the liquidity of, and have an adverse effect on the price of, our ordinary shares.

The market price of our ordinary shares has been and may be extremely volatile and our shareholders may not be able to resell the
shares at or above the price they paid, or at all.

During the past years, the closing price of our ordinary shares experienced price and volume fluctuations. The high and low closing prices of
our ordinary shares traded on the NASDAQ Globa Market during each of the last two years are summarized in the table below:

Closing Price Per Share

(in US$)
High Low

2013

Fourth Quarter 4.80 397
2014

First Quarter 4.60 4,01

Second Quarter 4.48 3.80

Third Quarter 4.29 3.55

Fourth Quarter 3.75 314
2015

First Quarter 3.46 2.20

Second Quarter 3.10 1.78

Third Quarter 191 115

As of November 6, 2015, the market price of our ordinary shares was $2.00. We cannot assure you that the market price of our ordinary
shares will return to previous levels. The market price of our ordinary shares may continue to fluctuate substantially due to a variety of factors,
including:

e our continued operating losses and negative cash flows;

e our inability to secure funding;

e any actual or anticipated fluctuations in our or our competitors’ quarterly revenue and operating results;

e shortfalls in our operating results from levels forecast by securities analysts;

e adverse consequences of litigation;

e public announcements concerning us or our competitors;

e the introduction or market acceptance of new products or service offerings by us or by our competitors;
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e changes in product pricing policies by us or our competitors;

e changes in security analysts’ financial estimates;

e public announcements or the impact of any acquisitions or other strategic transactions;
e changes in accounting principles;

e sales of our shares by existing shareholders; and

e the loss of any of our key personnel.

Future sales of our sharesto beregistered for resalein the public market could dilute the ownership interest of our existing shareholders
and could cause the market price for our ordinary sharesto fall.

As of September 30, 2015, we had 17,932,580 ordinary shares outstanding and 1,120,059 ordinary shares reserved for issuance under our
employee equity compensation plans, including 449,813 shares reserved for issuance upon the exercise of outstanding employee options, warrants
and unvested restricted stock units. As of such date, we a so had the following commitments to issue up to 1,042,523 ordinary shares that may be
issued to the investors in connection with certain anti-dilution rights granted in connection with the private placement consummated in November
2013. We have committed to register for resale such shares. We have also agreed to provide certain registration rights to certain Ateras stockholders
in connection with the Ateras Merger.

The exercise of options by employees and office holders, vesting of restricted stock units granted to employees and office holders, exercise
of warrants by investors and conversion of loans to equity would dilute the ownership interests of our existing shareholders. Any salesin the public
market of our ordinary shares issuable upon exercise of options, warrants or conversion rights, could adversely affect the market price of our ordinary
shares. If alarge number of our ordinary sharesis sold in a short period, the price of our ordinary shareswould likely decrease.

Our U.S. shareholders could suffer adverse tax consequencesif we are characterized as a passive foreign investment company.

Generally, aforeign corporation isa PFIC for U.S. federal income tax purposes if (i) 75% or more of its grossincome in ataxable year is
passive income, or (ii) the average percentage of its assets for the taxable year that produce, or are held for the production of, passiveincomeis at
least 50%. Passive income includesinterest, dividends, royalties, rents and annuities. Passive assets include working capital, including cash raised in
public offerings. If we are or become a PFIC, our U.S. shareholders could suffer adverse tax consequences, including being taxed as ordinary income
tax rates and being subject to an interest charge on gain from the sale or other disposition of our ordinary shares and on certain “excess distributions’
with respect to our ordinary shares. Because we expect to hold a substantial amount of cash or cash equivalents, and because the calculation of the
value of our assets may be based in part on the value of our ordinary shares, which may fluctuate and may fluctuate considerably given that market
prices of technology companies historically often have been volatile, we may be a PFIC in 2015 or in a subsequent year.

Our four largest shareholders have substantial control over usand could limit your ability to influence the outcome of key transactions,
including changes of control.

Based on information filed by our four largest shareholders with the Securities and Exchange Commission as of September 30, 2015, our
four largest shareholders, Mindus Holdings, Ltd., Columbia Pacific Opportunity Fund, LP and affiliated entities, Prescott Group Capital
Management, LLC and affiliated entities, and Lake Union Capital Management, LL C and affiliated entities beneficially owned approximately 29.0%,
28.5%, 18.6% and 11.0%, respectively, of our ordinary shares. Based on thisinformation, we estimate that these shareholders, in the aggregate,
beneficially own approximately 87.2% of our ordinary shares as of the date of this Quarterly Report on Form 10-Q (assuming no additional ordinary
shares to prevent anti-dilution are issued related to such ordinary shares). Asaresult, our four largest shareholders are able to control or influence
significantly all matters requiring approval by our shareholders, including the election of directors and the approval of mergers or other significant
corporate transactions. These shareholders may have interests that differ from yours, and they may vote in away with which you disagree and that
may be adverse to your interests.
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Item 2.  Unregistered Sale of Equity Securitiesand Use of Proceeds
None.

Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures
Not applicable.

Item 5. Other Information

None.
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Item 6. Exhibits
Number Description
2.1@ Amended and Restated Agreement and Plan of Merger dated October 14 2014
3.1@ English translation of the Memorandum of Association as amended on July 23, 2003 and December 30, 2009.
320 Articles of Association as amended on September 5, 2012.
429 Form of Ordinary Shares Purchase Warrant dated as of October 12, 2009
439 Registration Rights Agreement dated as of October 12, 2009, among the Registrant and the purchasers signatory thereto
10.1® Separation Agreement and Release between Rick Oppedisano and Registrant, dated August 30, 2015
10.2® Employment Contract between Matt Bell and Registrant, dated October 1, 2015
31.1+ Certification of Chief Executive Officer pursuant to Rule 13a-14(a).
31.2+ Certification of Chief Financial Officer pursuant to Rule 13a-14(a).
32.1+ Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350.
32.2+ Certification of Chief Financia Officer pursuant to 18 U.S.C. Section 1350.
101.INS+ XBRL |nstance Document
101.SCH+  XBRL Taxonomy Extension Schema Document.
101.CAL+  XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF+  XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB+  XBRL Taxonomy Extension Labels Linkbase Document.
101.PRE+  XBRL Taxonomy Extension Presentation Linkbase Document.
+ Filed or furnished herewith.
(0] Incorporated by reference to the Current Report on Form 8-K (File No. 333-06208) filed with the Securities and Exchange Commission on
October 15, 2014.
2) Incorporated by reference to the Registrant’s Annual Report on Form 20-F (File No. 333-06208) filed with the Securities and Exchange
Commission on March 25, 2010.
3 Incorporated by reference to the Registrant’ s Registration Statement on Form F-1 (File No. 333-19134) filed with the Securities and
Exchange Commission on November 27, 2013.
4 Incorporated by reference to the Registrant’ s Report on Form 6-K (File No. 333-06208) filed with the Securities and Exchange Commission
on October 13, 2009.
5) Incorporated by reference to the Current Report on Form 8-K (File No. 333-06208) filed with the Securities and Exchange Commission on
September 2, 2015.
(6) Incorporated by reference to the Current Report on Form 8-K (File No. 333-06208) filed with the Securities and Exchange Commission on

October 2, 2015.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized.

ModSys I nternational Ltd.
(Registrant)

Date: November 16, 2015 /s Matt Bell
Matt Bell
Chief Executive Officer
(Principal Executive Officer)

Date: November 16, 2015 /s/ Rick Rinaldo

Rick Rinaldo
Chief Financid Officer
(Principal Financial and Accounting Officer)

33| Page




f1090915_modsysinter.htm 11/16/2015 02:04 PM 34 of 34

EXHIBIT INDEX

Number Description
2.1@ Amended and Restated Agreement and Plan of Merger dated October 14 2014
3.1@ English translation of the Memorandum of Association as amended on July 23, 2003 and December 30, 2009.
320 Articles of Association as amended on September 5, 2012.
429 Form of Ordinary Shares Purchase Warrant dated as of October 12, 2009
439 Registration Rights Agreement dated as of October 12, 2009, among the Registrant and the purchasers signatory thereto
10.1® Separation Agreement and Release between Rick Oppedisano and Registrant, dated August 30, 2015
10.2® Employment Contract between Matt Bell and Registrant, dated October 1, 2015
31.1+ Certification of Chief Executive Officer pursuant to Rule 13a-14(a).
31.2+ Certification of Chief Financial Officer pursuant to Rule 13a-14(a).
32.1+ Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350.
32.2+ Certification of Chief Financia Officer pursuant to 18 U.S.C. Section 1350.
101.INS+ XBRL |nstance Document
101.SCH+  XBRL Taxonomy Extension Schema Document.
101.CAL+  XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF+  XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB+  XBRL Taxonomy Extension Labels Linkbase Document.
101.PRE+  XBRL Taxonomy Extension Presentation Linkbase Document.
+ Filed or furnished herewith.
(0] Incorporated by reference to the Current Report on Form 8-K (File No. 333-06208) filed with the Securities and Exchange Commission on
October 15, 2014.
2) Incorporated by reference to the Registrant’s Annual Report on Form 20-F (File No. 333-06208) filed with the Securities and Exchange
Commission on March 25, 2010.
3 Incorporated by reference to the Registrant’ s Registration Statement on Form F-1 (File No. 333-19134) filed with the Securities and
Exchange Commission on November 27, 2013.
4 Incorporated by reference to the Registrant’ s Report on Form 6-K (File No. 333-06208) filed with the Securities and Exchange Commission
on October 13, 2009.
5) Incorporated by reference to the Current Report on Form 8-K (File No. 333-06208) filed with the Securities and Exchange Commission on
September 2, 2015.
(6) Incorporated by reference to the Current Report on Form 8-K (File No. 333-06208) filed with the Securities and Exchange Commission on

October 2, 2015.
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Exhibit 31.1

CERTIFICATIONS

1, Matt Bell, certify that:

| have reviewed this Quarterly Report on Form 10-Q of ModSys International Ltd.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in al material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financia reporting (as defined in Exchange Act Rules 13a-15(f) and

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such interna control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles;

) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evauation; and

d) disclosed in this report any change in the registrant’ s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’ s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’ sinternal control over financia reporting; and

1
2
by this report;
3
4
15d-15(f)) for the registrant and have:
5

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the registrant’ s auditors and the audit committee of the registrant’ s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’ s internal
control over financial reporting.

Date: November 16, 2015

/sl Matt Bell

Matt Bell
Chief Executive Officer
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Exhibit 31.2

CERTIFICATIONS

I, Rick Rinaldo, certify that:

| have reviewed this Quarterly Report on Form 10-Q of ModSys International Ltd.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in al material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financia reporting (as defined in Exchange Act Rules 13a-15(f) and

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such interna control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles;

) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evauation; and

d) disclosed in this report any change in the registrant’ s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’ s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’ sinternal control over financia reporting; and

1
2
by this report;
3
4
15d-15(f)) for the registrant and have:
5

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the registrant’ s auditors and the audit committee of the registrant’ s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’ s internal
control over financial reporting.

Date: November 16, 2015

/9 Rick Rinaldo

Rick Rinaldo
Chief Financial Officer
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Exhibit 32.1

MODSYSINTERNATIONAL LTD.
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ModSys International Ltd. (the “Company”) on Form 10-Q for the quarter ended September 30, 2015, as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), |, Matt Bell, Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(0] The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2 The information contained in the Report fairly presents, in al material respects, the financial condition and results of operations of the

Company.
/s Matt Bell
Matt Bell
Chief Executive Officer

November 16, 2015

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of ModSys International Ltd. under the Securities Act of 1933, as amended, or the Securities Exchange Act
of 1934, as amended (whether made before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such
filing.
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Exhibit 32.2

MODSYSINTERNATIONAL LTD.
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ModSys International Ltd. (the “Company”) on Form 10-Q for the quarter ended September 30, 2015, as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), |, Rick Rinaldo, Chief Financia Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(0] The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2 The information contained in the Report fairly presents, in al material respects, the financial condition and results of operations of the
Company.

/9 Rick Rinaldo
Rick Rinaldo
Chief Financial Officer

November 16, 2015

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be
incorporated by reference into any filing of ModSys International Ltd. under the Securities Act of 1933, as amended, or the Securities Exchange Act
of 1934, as amended (whether made before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such
filing.



