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INTRODUCTION
Definitions
In this annual report, unless the context otherwise requires:

References to “Sapiens,” the “Company,” “us,” “we” and “our” refer to Sapiens International Corporation N.V. (the “Registrant™), a Netherlands Antilles company, and its
consolidated subsidiaries.

References to “our shares,” “Common Shares” and similar expressions refer to the Registrant’s Common Shares, par value € 0.01 per share.
Referencesto “dollars”, “US dollar” or “$” are to United States Dollars.

Referencesto “NIS” are to New Israel Shekels, the Israeli currency.

Cautionary Statement Regarding Forward -L ooking Statements

Certain matters discussed in this annual report are forward-looking statements that are based on our beliefs and assumptions as well as information currently available to
us. Such forward-looking statements may be identified by the use of the words “anticipate,” “believe,” “estimate,” “expect,” “may,” “will,” “plan” and similar expressions.
Such statements reflect our current views with respect to future events and are subject to certain risks and uncertainties. While we believe such forward-looking statements
are based on reasonable assumptions, should one or more of the underlying assumptions prove incorrect, or these risks or uncertainties materialize, our actual results may
differ materially from those described herein. Please read the risks discussed in Item 3 — “Key Information” under the caption “Risk Factors” and cautionary statements
appearing elsewhere in this annual report in order to review conditions that we believe could cause actual results to differ materially from those contemplated by the
forward-looking statements.

We undertake no obligation publicly to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise. In light of
these risks, uncertainties, and assumptions, the forward-looking events discussed in this annual report might not occur.

PART |
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICSAND EXPECTED TIMETABLE

Not applicable.




ITEM 3. KEY INFORMATION
A. Selected Financial Data

The following tables summarize certain selected consolidated financial data for the periods and as of the dates indicated. We derived the statement of operations financial
data for the years ended December 31, 2004, 2005 and 2006 and the balance sheet data as at December 31, 2005 and 2006 from our consolidated financial statements
included elsewhere in this annual report. The selected consolidated statement of operations financial data for the years ended December 31, 2002 and 2003 and the balance
sheet data as of December 31, 2002, 2003 and 2004 are derived from our audited financial statements not included in this annual report. Certain financial datafor 2003
were reclassified to conform to the 2004 presentation, certain financial datafor 2004 were reclassified to conform to the 2005 presentation and certain financial datafor
2005 were reclassified to conform to the 2006 presentation. Y ou should read the selected consolidated financial data together with our consolidated financial statements
included elsewhere in this annual report and with Item 5, “Operating and Financial Review and Prospects.” Our consolidated financial statements have been prepared in
accordance with U.S. generally accepted accounting principles (“U.S. GAAP”).

Note Regarding the Rever se Stock Split and Listing of our Securities:

We implemented a 1-for-5 reverse stock split of our Common Shares on June 16, 2003 to meet the listing requirements of the NASDAQ National Market (now known as
the NASDAQ Global Market) (“NASDAQ”). On January 15, 2003, NASDAQ informed us that our Common Shares would be delisted from NASDAQ due to our failure
to maintain compliance with the $1.00 minimum bid price requirement for continued listing on NASDAQ (the “Minimum Bid Price Requirement”). We requested and
were granted a hearing before aNASDAQ Listing Qualifications Panel in order to present a definitive plan to regain compliance with the Minimum Bid Price
Requirement, and thereby avoid the delisting of the Common Shares from NASDAQ.

On February 18, 2003, our Board of Directors approved a definitive plan to regain compliance with the Minimum Bid Price Reguirement by implementing a 1-for-5
reverse stock split of the Common Shares. We presented this plan to implement a reverse stock split to the NASDAQ Listing Qualifications Panel at a hearing on February
27, 2003. On March 25, 2003, NASDAQ natified us that it approved of our plan to implement the reverse stock split and that our Common Shares would continue to be
traded on NASDAQ provided that we regained compliance with the Minimum Bid Price Requirement by June 16, 2003 and maintained compliance for at least ten
consecutive days thereafter.

On June 11, 2003, at a Special General Meeting, our shareholders approved the implementation of the reverse stock split and amendments to our Articles of Association
that were required to effect the reverse stock split. Asaresult of the reverse stock split, our authorized capital of €48,300,000 became divided into 20 million Common
Shares (instead of 100 million) and the par value of the Common Shares was changed to €2.30 (instead of €0.46). On June 16, 2003, we achieved compliance with the
Minimum Bid Price Requirement and we have maintained such compliance through the date of this annual report.

Although we maintained compliance with the Minimum Bid Requirement, at the end of the second quarter of 2005, our shareholders’ equity was below $10,000,000 which
is the required minimum shareholders’” equity for continued listing on NASDAQ. As aresult of a notice we received from NASDAQ, we applied to transfer the listing of
our Common Shares from NASDAQ, and on September 28, 2005, our Common Shares began to trade on the NASDAQ Capital Market (formerly known asthe NASDAQ
SmallCap Market).

At the end of thefirst quarter of 2006, our shareholders’ equity was $2.2 million. On June 5, 2006, we received aletter from NASDAQ indicating that we failed to comply
with the minimum stockholders’ equity requirement for continued listing on the NASDAQ Capital Market. On June 27, 2006, we submitted to NASDAQ aplan to achieve
and sustain compliance with the minimum stockholders’ equity requirement for continued listing on the NASDAQ Capital Market. On August 17, 2006, we received a
letter from NASDAQ indicating that we had re-gained compliance with the minimum stockholders’ equity requirement for continued listing.
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On June 24, 2007, we received aletter from the Tel Aviv Stock Exchange (“TASE”) informing us that as of August 12, 2007, our Common Shares and warrants (Series 1)
that are traded on the TASE, but not our debentures (Series A), will beincluded in anewly created list of “llliquid Securities”. As aresult, trades on the TASE of our
Common Shares and warrants (Series 1) will only be executed twice aday, in the morning upon the commencement of trading, and at the end of day, at the end of trading.
At thistime we cannot be certain asto the effects, if any, that such listing change on the TASE will have on our Common Shares and warrants (Series 1), however, we do
not believe such inclusion as an “llliquid Security” on the TASE will have amaterial effect on our financial condition.

All historical share amounts and per share dataiin this annual report have been retroactively restated to reflect the reverse stock split.

On August 26, 2004, at the Annual General Meeting, our shareholders approved an increase in the number of authorized Common Shares to 30,000,000 and a change in
the par value of all authorized shares to one Eurocent (€0.01). As aresult, the total nominal capital of the Company is€310,000, reflecting 30,000,000 Common Shares and
1,000,000 Preferred Shares.




Selected Financial Data:

Revenues:

Products

Consulting and other services
Total revenues

Cost of revenues:
Cost of products
Cost of consulting and other services
Impairment of capitalized software development costs
Total cost of revenues
Gross profit
Operating Expenses:
Research and development, net
Selling, marketing, general and administrative
Restructuring Costs
Total operating expenses
Operating loss
Financial expenses, net
Other expenses (income), net

L oss before taxes on income

Taxes on income (benefit)
Minority interests in earnings of a subsidiary

Net loss
Settlement of redeemable sharesin a subsidiary
Net loss to shareholders of Common Shares

Basic and diluted net loss per share

Weighted average number of shares used in computing basic and diluted |oss per

share

Balance Sheet Data:

Cash and cash equivalents
Working capital (deficit)

Total assets

Long-term debt and other liabilities
Capital stock

Total shareholders’ equity

Year Ended December 31,

2002

2003

2004

2005

2006

(In thousands, except per share data)

42,008 $ 32580 $ 26,781 $ 13,295 10,423
22,820 19,738 21,023 26,109 33,888
64,828 52,318 47,804 39,404 44,311
21,561 16,628 15,274 8,809 6,302
14,549 11,979 11,490 16,037 22,499
- - 901 - -
36,110 28,607 27,665 24,846 28,801
28,718 23,711 20,139 14,558 15,510
6,017 3,656 2,531 2,723 2,451
23,782 21,539 19,260 16,245 13,558
481 - - 1,113 758
30,280 25,195 21,791 20,081 16,767
1,562 1,484 1,652 5,523 1,257
971 958 2,410 1,788 2,230
1,173 (244) 552 (12) -
3,706 2,198 4,614 7,299 3,487
1,408 (19 217 1,798 325
39 8 11 2 13
5,153 2,187 4,842 9,099 3,825
- - 299 - -
5,153 2,187 5141 9,099 3,825
1.03 0.20 0.46 0.76 0.29
4,999 10,693 11,273 11,982 13,395
At December 31,
(in thousands)
2002 2003 2004 2005 2006
22,001 $ 3,775 $ 10942 $ 6,699 3,108
9,615 20,373 2,767 (10,636) (12,616)
65,152 76,723 68,734 51,866 45,619
7,787 24,783 23,281 15,603 13,235
106,421 105,908 108,635 110,645 113,683
15,895 13,929 12,080 3,632 3,929




B. Capitalization and I ndebtedness

Not applicable.

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

D. Risk Factors

We operate globally in adynamic and rapidly changing environment that involves numerous risks and uncertainties. The following section lists some, but not all, of those
risks and uncertainties that may have a material adverse effect on our business, financial position, results of operations or cash flows.

Risks Relating to Our Business and Our Industry

Implementing our strategy of focusing on the market for software solutionsin the insurance industry has taken longer than anticipated, and we may not succeed in
gaining acceptancein that market.

Our goal isto riseto aposition of global leadership in delivering strategic business software solutions to the insurance industry. Achieving this goal requires us, among
other things, to design appropriate software solutions, maintain sufficient sales and marketing resources, recruit, train and hire sufficient professional services personnel
and face intense competition. We have experienced delaysin penetration of the insurance industry, and such delays have contributed to a decline in our results. We expect
that additional time will be required to achieve our goal. Our future efforts to gain acceptance for our solutions may still not succeed which could have a material adverse
affect on our results.

We have a history of losses, and we anticipate that our revenues for the short term will not significantly increase while our expenses may increase as a result of
maintaining our research and development and marketing efforts and increased interest costs.

We incurred net losses of approximately $9.1 million and $3.8 million for the years ended December 31, 2005 and December 31, 2006, respectively. We cannot predict
that our losses will continue to decrease, or if we may become profitable on a sustained basis. Due to the delay in the implementation of our strategy of offering solutions
to the insurance industry and possible decline in orders from existing customers, we have no assurance that our revenues in the short to medium term will significantly
increase, if at al. At the same time, expenses may increase in the foreseeabl e future as we maintain our research and devel opment, sales and marketing activities. In
addition, following our offering of approximately $17.1 million principal amount of convertible debenturesin December 2003, and an additional $1.5 million of
convertible debentures in March 2004, upon the exercise by non-affiliates of the Company of options that were offered together with the original convertible debenturesin
December 2003, we have the obligation to pay the debenture holders interest and to pay the principal amount when the debentures are due, which currently amounts to
approximately $14.5 million. Our research and development, marketing and sales efforts may prove more costly than we currently anticipate, and we may not succeed in
the long term in increasing our revenues sufficiently to offset the expenses of those efforts and of paying back the principal and paying the interest on the debentures. If our
revenues fail to increase at a greater rate than our expenses, we will not be able to achieve profitability.

Our working capital has declined significantly and despite our recent financing activities, our working capital may continue to decrease and we may need to raise
capital again.

Our liquidity has been reduced due to the drop in our cash reserves available. At December 31, 2006, we had negative working capital of $12.6 million. In the recent past,
we have needed to raise capital in order to continue financing our business activities, to pay back the principal and the interest on the debentures and to continue meeting
our other obligations. Despite our recent gross capital raise of $20 million (excluding finders’ fees and out of pocket expenses), there is no assurance that our past trend of
diminishing working capital will not continue. Thereis no assurance that we will be able to obtain additional financing, or if we do, that it will be on favorable terms. In
addition, if weissue capital stock to investors, in order to raise cash, our existing shareholders will experience dilution.
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Asaresult of an offering of convertible debentures, we have significant debt and the amount of the debt could hinder our activities and affect the flexibility needed for
such activities.

In December 2003, we completed an offering of convertible debentures on the TASE. The offering resulted in gross proceeds to us of approximately $17.1 million. The
debentures were offered in units which included options to purchase additional debentures and with warrants to purchase our Common Shares. Options which were
exercised by non-affiliates of the Company before their expiry date resulted in additional gross proceeds of approximately $1.5 million to the Company in the first quarter
of 2004. In December 2007, we must re-pay approximately $4.6 million, approximately $4.2 million for the second of the four annual re-payments of the principal of the
debentures, and approximately $0. 4 million for the semi-annual interest payment. We have not created sufficient positive cash flow from operations to make such
payment. In August 2006, a majority of the debenture holders approved changes to the amount and the timing of the first installment payment of the principal of the
debentures, such that the payment of 50% of the first payment amount was deferred to December 5, 2009, and we were given the opportunity to either pay back the other
50% of the first payment amount, or to convert such amount into our Common Shares. On November 30, 2006, we announced our decision to pay the approximately $2.4
million in cash, and on December 5, 2006, we made the payment. There can be no guarantee that the debenture holders will agree to any changes to the terms of the
debentures in the future. In June 2007, we entered into a private placement transaction for an aggregate gross amount of $20 million (excluding finders’ fees and out of
pocket expenses). Following the private placement transaction, in June 2007, we purchased an aggregate amount of NIS 15,000,000 nominal value of debentures,
representing approximately, $3.5 million of the outstanding debentures. Pursuant to the terms of the prospectus governing the debentures, the amount repurchased by us
was retired and removed from circulation. As aresult, the total amount that we must pay in December 2007 was reduced to approximately $4.6 million. We currently have
enough funds to make the December 2007 payments. However, if we use those funds for other purposes in the future, we may not have enough funds to make the future
principal and interest payments. We cannot be certain that our credit lineswill be renewed in the future, and if they are, that they will be on favorable terms. If we are
unable to obtain through other means the funds needed to make such payments, we could breach the terms of the debentures and of the Trust Deed which we entered into
in connection with the offering. Even if we are able to make the payments required by the debentures, the amount of the debt could have amaterial adverse effect on our
results of operations and financial position. For example, the debt could restrict our ability to obtain additional financing, restrict our flexibility in planning or in reacting to
changes in the business, place usin aposition inferior to that of competitors with lower debts or make us more vulnerable if there is a downturn in our revenues or in the
economy in general. The amount of the debt could require us to dedicate a material part of our cash flow to payment of interest and repayment of principa and in addition
reducing our ability to use the cash for other purposes such as working capital.

Thefailure of our new solutions to achieve market acceptance or continued delaysin our current or future efforts to devel op software solutions could erode our
competitive position.

The failure to successfully develop, enhance or modify our software solutions, or the failure to do so on atimely basis, could limit our revenue growth and competitive
position. We may need to rapidly develop and introduce additional software and enhancements to our existing solutions to satisfy our current customers and maintain our
competitive position in the marketplace. We may also need to modify our software so that it can operate with new or enhanced software that may be introduced by other
software vendors. The failure to introduce new, enhanced or modified software on atimely basis could prevent our solutions from achieving market acceptance. We have
experienced in the past, and anticipate experiencing in the future, delaysin the timing of the introduction of new solutions and market acceptance of those solutions. To
support our software development, enhancement or modification, we may find it necessary to license or acquire new technologies, which may not be available to us on
acceptable terms, if at all.




If we fail to remain technologically competitive, we could lose customers or market share.

The market for our solutionsis characterized by rapidly changing business conditions and customer requirements. The introduction of solutions embodying new
technology and the emergence of new customer requirements can render existing technology obsolete and unmarketable. Our ability to anticipate changes in technology
and customer requirements and to successfully develop and introduce new and enhanced solutions on atimely basis will be significant factorsin our ability to grow and to
remain competitive. Substantial expenditures are required for research and development and the introduction of new products. There can be no assurance that we will have
sufficient resources to make such investments, or that these investments will bring the full advantages or any advantage as planned. We have in the past experienced delays
introducing our technology and enhancements, and there can be no assurance that we will not encounter technical or other difficulties that could delay introduction of new
technologies or enhancementsin the future. There can be no assurance that we will be successful in devel oping and marketing enhancements that incorporate new
technology on atimely basis, or that its new solutions will adequately address the changing needs of the marketplace. Our failure, for technological or other reasons, to
timely develop and market products incorporating new technol ogies could have a material adverse effect on our results of operations, financial condition and cash flows.

The software solutions market we address is expected to evolve rapidly, and if we are not able to accurately predict and respond to market developments or customer
needs, our competitive position will be impaired.

The market for the solutions we provide is expected to evolve rapidly. However, estimates of our market’s expected growth are inherently uncertain and are subject to
many risks and assumptions. Moreover, many of our customers operate in markets characterized by rapidly changing technologies and business plans. Rapid changesin the
needs of these customers and changing technologies make it difficult for us to predict their demands. We are particularly susceptible to those changes since our softwareis
used in awide array of operating environments, which are constantly evolving. As aresult, we may not be able to develop, on atimely basis or at al, solutions that meet
our customers’ needs or desires. In addition, various sectors of our market are served by competitors who may respond more effectively to market devel opments and
customer needs. There can be no assurance that the market for our solutions will grow or that we will be able to respond to changes in the market, evolving customer needs
or our competition. If the market for our solutions does not develop as we expect or if we fail to respond to market and competitive developments, our business prospects
and competitive position might be impaired.

If existing customers do not make subsequent purchases from usor if our relationshipswith our largest customers are impaired, our revenue could be negatively
affected.

Our existing customers are a key asset of Sapiens, and we depend on repeat product and service revenues from our base of customers. Specifically, revenues from salesto
Menora Mivtachim Insurance Ltd. (“Menora”) and Synergy |nsurance Services Holdings Limited (“Synergy”) constituted 16.6% and 9.5%, respectively, of our
consolidated revenuesin 2006. There can be no assurance that our existing customers will enter into new project contracts with Sapiens or that they will continue using our
enabling technologies. If our revenue stream from existing customers were to decline significantly, it would have a material adverse impact on our operating results.
Indeed, in the beginning of 2007, Synergy reduced the scope of the project that we are performing for them, which resulted in a reduction of our expected revenues through
the end of 2007 from this customer by approximately $2.0 million.

The relationships with three large customers of our U.S. subsidiary — Texas Farm Bureau Insurance Companies, PZU and Occidental Fire & Casualty; three large
customers of our subsidiary in the United Kingdom — Synergy Insurance Services Holdings Limited, EDS Credit Services and Liverpool Victoria; and alarge customer of
our subsidiary in Israel — Menora, are the sources of alarge portion of the revenues of each of those three subsidiaries. During 2006, revenues from sales to the American
customers specified above constituted 56.4% of the total revenues of the U.S. subsidiary (13% of our consolidated revenues); revenues from sales to the British customers
specified above constituted 60.6% of the total revenues of the U.K. subsidiary (19% of our consolidated revenues); and revenues from sales to the Israeli customer
specified above constituted 60.8% of the total revenues of the Israeli subsidiary (16.6% of our consolidated revenues). Our salesto Liverpool Victoria, EDS Credit
Services and Occidental Fire & Casualty have declined in recent years, which negatively impacted our revenue stream. If we experience further reductionsin salesto these
customers, our revenue stream will be further negatively affected.




We compete against companies with significantly greater resourcesthan our own.

The market for software solutions and related services, and for business solutions for the insurance industry, in particular, is highly competitive. Our principal competitors
generally have significantly greater resources than we do. Our customers or potential customers could prefer suppliers that are larger than us and that have not experienced
losses such as ours. There is no guarantee that our customers, present and future, will be confident in our financial stability going forward. Price reductions or declinesin
demand for our solutions and services, whether as aresult of competition, technological change, changesin the level of application development, reengineering or
maintenance performed internally by our customers or potential customers would have a material adverse effect on our results of operations, financial position and cash
flows.

Our businessinvolves long-term, large projects, some of which are fixed -price projects that involve uncertainties, such as estimated project costs and profit margins.

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

Some of our solutions are sold as fixed-price projects with delivery requirements spanning more than one year. If our actual cost-to-completion of these projects differs
significantly from the estimated costs, there could be a material adverse effect on our results of operations and financial position. Similarly, delays in executing client
contracts may affect our revenue and cause our operating results to vary widely. Some of our solutions may be priced in excess of $1.0 million and are delivered over
periods of time ranging from several months to afew years. Payment terms are generally based on periodic payments or on the achievement of milestones. Any delaysin
payment or in the achievement of milestones may have amaterial adverse impact on our results of operations, financial position or cash flows. The sales cycle for our
solutionsis long and variable, typically ranging between nine months to eighteen months from initial contact with the potential client to the signing of a contract.
Occasionally, sales require substantially more time. This variability may adversely affect our operating results in any particular quarter.

Our businessinvolves business-critical solutions which expose usto potential liability claims.

Our products focus on organizations” business-critical applications including those related to core business solutions for the insurance industry and we provide re-
engineering and re-devel opment services for customers’ specialized needs. Since our customers rely on our software to operate, monitor and improve the performance of
their critical software applications, they are sensitive to potential disruptions that may be caused by the use of, or any defectsin, our software. As aresult, we may be
subject to claims for damages related to software errorsin the future. Liability claims could require us to spend significant time and money in litigation or to pay significant
damages. Regardless of whether we prevail, diversion of key employees’ time and attention from the business, incurrence of substantial expenses and potential damage to
our reputation might result. While the terms of our sales contracts typically limit our exposure to potential liability claims, and we carry errors and omissions insurance
against such claims, there can be no assurance that such insurance will continue to be available on acceptable terms, if at all, or that such insurance will provide us with
adequate protection against any such claims. A significant liability claim against us could have a material adverse effect on our results of operations and financia position.

Defectsin our technology would harm our business and divert resources.

The quality of our products, enhancements and new versionsis critical to our success. Since our software solutions are complex, they may contain errors that can be
detected at any point in their life cycle. Any errors or defectsin our technology could result in:

. delayed or lost revenue;

L failure to attract new customers or achieve market acceptance;




. claims against us;

. diversion of development resources;
L increased service, warranty and insurance costs; and
L negative publicity resulting in damage to our reputation.

While we continually test our products for errors and work with customers to identify and correct them, errorsin our technology may be found in the future. Testing for
errorsis complicated because it is difficult to simulate the breadth of operating systems, user applications and computing environments that our customers use and because
our software is becoming increasingly complex itself. The costs we may incur in addressing technology errors could be substantial and could impair our results of
operations.

Although we protect our intellectual property rights vigorously, there can be no assurance that these measures will be successful.

In accordance with industry practice, we rely on a combination of contractual provisions and intellectual property law to protect our proprietary technology. We believe
that due to the dynamic nature of the computer and software industries, copyright protection is less significant than factors such as the knowledge and experience of our
management and personnel, the frequency of product enhancements and the timeliness and quality of our support services. We seek to protect the source code of our
products as trade secret information and as an unpublished copyright work. We also rely on security and copy protection featuresin our proprietary software. We distribute
our products under software license agreements that grant customers a personal, non-transferable license to use our products and contain terms and conditions prohibiting
the unauthorized reproduction or transfer of our products. In addition, we attempt to protect trade secrets and other proprietary information through non-disclosure
agreements with employees, consultants and distributors. Although we intend to protect our rights vigorously, there can be no assurance that these measures will be
successful. Our failure to protect our rights, and the improper use of our products by others without licensing them from us, could have a material adverse effect on our
results of operations and financial condition.

Our SapienseMerge solution is proprietary to us and if we need to hire programmers, maintenance and professional services providers, we would incur training
costs and delays due to training.

Our Sapiens eMerge™ solution was designed by us and its use requires special knowledge and training. If our current employees leave the Company or if anew project is
undertaken by the Company and we need to hire new programmers or people to provide maintenance and professional servicesto our customers, we would have to train
the new employees and consultants in Sapiens eMerge™. As aresult, we would incur training costs and would have to delay implementation of projects and services until
such individuals were adequately trained. In addition, once these individuals are initially trained, they would still be inexperienced with Sapiens eMerge™ and would take
additional time to develop efficiency and proficiency with Sapiens eMerge™. As aresult of these costs and delays, there could be a negative impact on our results of
operations, our financial condition, our cash flows and our relationships with our customers.

Some of our potential customers are reluctant to purchase proprietary solutions.

Some customers of information technology solutions are reluctant to purchase solutions that are not off-the-shelf or widely used by a broad customer base. Since our
Sapiens eMerge™ solution and our Sapiens INSIGHT™ suite of solutions are proprietary to us and require special knowledge and training, we have faced reluctance by
potential customers to purchase our proprietary solutions. Such reluctance could have a negative impact on our results of operations and our financial condition.
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As part of our business strategy, we may make acquisitionsthat could disrupt our business and harm our results of operations and financial condition.

As part of our growth strategy, we may consider acquiring complementary technologies, products and businesses. If we use capital stock in connection with such
acquisitions, our existing shareholders may experience dilution. If we use cash or debt financing, our financial liquidity will be reduced, the holders of our debt would have
claims on our assets ahead of holders of our Common Shares and our business operations may be restricted by the terms of any debt. An acquisition may involve
nonrecurring charges or amortization of significant amounts of intangible assets, which would adversely affect our ability to achieve and maintain profitability. Attempted
acquisitions may divert management, operational and financial resources from the conduct of our core business, and we may not complete any attempted acquisition.

Theterms of our bank debt include a number of restrictive covenants which, if breached, could result in acceleration of our obligation to repay our debt.

Our loan and credit line agreements contain a number of conditions and limitations on the ways in which we can operate our business, including limitations on our ability
to raise debt, sell or acquire assets and pay dividends. Our loan and credit line agreements al so contain various covenants which require us to maintain certain financial
performance milestones related to shareholders’ equity and operating results. These limitations and covenants may force us to pursue less than optimal business strategies
or forego business arrangements which could have been financially advantageous to us or our shareholders. There can be no assurance that we will fulfill these covenants
or, if we do not fulfill one or more of these covenants, that we will receive from our lender banks waivers of the necessity of fulfilling such covenants.

Our failure to comply with the covenants and restrictions contained in our loan and credit line agreements could lead to adefault under the terms of these agreements. If a
default occurs and we are unable to renegotiate the terms of the debt, the lenders could declare all amounts borrowed and all amounts due to them under the agreements
due and payable. If we are unable to repay the debt, the lenders could foreclose on our assets that are subject to liens and sell our assets to satisfy the debt. As part of our
loan agreements, the assets of our subsidiary in the United States are subject to a security interest and the assets of our subsidiariesin Israel and the United Kingdom are
subject to afloating lien. Foreclosure on these assets could have amaterial adverse effect on our results of operations and financial condition.

Our liquidity may be negatively affected due to outstanding obligationsto investorsin the discontinued operations of a subsidiary.

In April 2000, F.I.D. Holdings Ltd. (“FID”") and Israel Discount Bank Ltd. (the “Investors”) invested $15 million in eZoneX change.com, Inc. (“eZone”), asubsidiary of the
Company. The private placement to the Investors was accompanied by a Put/Call Agreement, according to which the Investors were granted the right to require us to
repurchase their shares in the subsidiary beginning May 2004, in exchange for both cash and our Common Shares. In March 2004, we entered into a new agreement with
the Investors which replaced the Put/Call Agreement and which restructured the remaining portion of the put option. Among other things, we agreed to pay the Investorsin
two annual installments atotal of $8.6 million plusinterest at 7.5% ayear by May 1, 2005. In May 2005, we entered into an agreement regarding the payment of the $4.0
million due May 1, 2005. We paid $2.0 million at the beginning of May 2005 and agreed to pay $1.0 million on April 1, 2006 and $1.0 million on August 1, 2006. In
August 2006, we entered into an agreement with the Investors whereby the Investors converted the $1.0 million payment that was due on April 1, 2006 into 781,250
Common Shares and the $1.0 million payment that was due on August 1, 2006 was delayed to August 1, 2007. The Investors may, at their sole discretion, convert al or
any portion of the $1.0 million payment now payable on August 1, 2007 into our Common Shares, at a conversion price per each share of $3.20. Payment of the final $1.0
million may affect our liquidity by reducing the cash reserves needed for financing our business activities or for meeting our other obligations.
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Our future results could be adver sely affected by an impairment of the value of certain intangible assets.

The assets listed in our consolidated balance sheet include, among other things, goodwill valued at approximately $8.6 million, capitalized software development costs
vaued at approximately $13.5 million, long-term deferred income taxes valued at approximately $2.7 million, short-term deferred income taxes valued at approximately
$907,000 and purchased technologies valued at $823,000. The applicable accounting standards require that (a) goodwill be tested for impairment at least annually, and
written down when impaired; (b) capitalized software costs 10 be assessed for recoverability on aregular basis, to determine whether the amortization of the asset over its
remaining life can be recovered through undiscounted future operating cash flows from the specific software product sold, in accordance with Statement of Financial
Accounting Standard No. 86 (“Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed”); (c) certain identifiable intangible assets such
as deferred taxes be reviewed for impairment in certain circumstances; and (d) purchased technol ogies be assessed for recoverability on aregular basis, to determine
whether the amortization of the asset over its remaining life can be recovered through undiscounted future operating cash flows from such asset. If our goodwill,
capitalized software devel opment costs, deferred tax assets, or purchased technol ogies were deemed to be impaired in whole or in part due to the Company not achieving
its goals, we could be reguired to reduce or write off such assets, thus having to recognize additional expensein our statements of operations and to reduce our
shareholders’ equity.

Our quarterly results may be impacted by multiple short -term factors.

Our revenue and operating results could vary widely from quarter to quarter as aresult of several different factors, such as the budgeting and purchasing practices of our
customers, the length of the customer product evaluation process, the timing of our customers’ system conversions, the timing and cost of new product introductions and
product enhancements, and the timing of any acquisitions and associated costs. Employee hiring and the rate of utilization of such employees may also affect our revenues
and results of operations.

Our international operationsinvolve inherent risks, such asforeign currency fluctuations and compliance with various regulatory and tax regimes.

Most of our revenues are derived from international operations that are conducted in local currencies aswell as dollars. Changesin the value of such local currencies or the
dollar relative to such local currencies may affect our financial position and results of operations. Gains and losses on trandations to dollars of assets and liabilities may
contribute to fluctuations in our financial position and results of operations. In certain locations, we engage in currency-hedging transactions intended to reduce the effect
of fluctuationsin foreign currency exchange rates on our financial position and results of operations. However, there can be no assurance that any such hedging transaction,
if entered into, will materially reduce the effect of fluctuation in foreign currency exchange rates on such results. In addition, if for any reason exchange or price controls or
other restrictions on the conversion of foreign currencies were imposed, our financial position and results of operations could be adversely affected.

Other potential risks that may impact our international business activities include longer accounts receivable payment cycles, the burdens of complying with awide variety
of foreign laws and changes in regulatory requirements, although such factors have not had a material adverse effect on our financial position or results of operationsto
date.

Formula Systems (1985) Ltd. and its parent company Emblaze Ltd., may exercise control and influence corporate actions that are potentially in conflict with our other
public shareholders.

Formula Systems (1985) Ltd. (“Formula”), whose ADR’s trade on NASDAQ and whose shares trade on the TASE, directly owned (as of June 27, 2007) 11,088,594, or
approximately 53%, of our currently outstanding Common Shares.

In November 2006, Emblaze Ltd. (“Emblaze”), whose ordinary shares are traded on the London Stock Exchange (under the trading symbol: BLZ.L), purchased the
controlling interest of Formula, and as aresult, control of us. As of June 27, 2007, Emblaze owned 50.1% of the outstanding share capital of Formula and, therefore, has an
indirect controlling influence over us.

Emblaze, through Formula, is and may continue to be in a position to exercise control over most matters requiring shareholder approval. Formula may use its share
ownership or representation on our Board of Directors to substantially influence corporate actions that conflict with the interests of our other public shareholdersincluding,
without limitation, changing the size and composition of the Board of Directors and committees of our Board of Directors, causing the issuance of further securities,
amending our governing documents or otherwise controlling the outcome of shareholder votes. Further, actions by Formula with respect to the disposition of the Common
Shares it beneficially owns, or the perception that such actions may occur, may adversely affect the trading price of our Common Shares.
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Eli Reifman and Guy Bernstein, both of Emblaze, and Gad Goldstein and Naamit Salomon, both of Formula, are members of our Board of Directors. As of January 1,
2007, Eli Reifman was elected as Chairman of our Board of Directors.

We may be classified as a passive foreign investment company and, asa result, our U.S. shareholders may suffer adverse tax conseguences.

Generally, if for any taxable year, after applying certain look-through rules, 75% or more of our gross income is passive income, or at least 50% of the value of our assets
are held for the production of, or produce, passive income, we may be characterized as a passive foreign investment company, or PFIC, for U.S. federal income tax
purposes. This characterization could result in adverse U.S. tax consequences to our shareholders who are U.S. taxpayers, including gain realized on the sale of our
Common Shares being treated as ordinary income rather than capital gain income and could result in punitive interest charges being applied to such sales proceeds. Rules
similar to those applicable to distributions apply to amounts treated as “excess distributions.”

We believe we were not a PFIC in 2006. We currently expect that we will not be a PFIC in 2007. However, PFIC statusis determined as of the end of the taxable year and
is dependent on a number of factors. Therefore, there can be no assurance that we will not become a PFIC for the year ending December 31, 2007 or in afuture year. U.S.
shareholders should consult with their own U.S. tax advisors with respect to the U.S. tax consequences of investing in our Common Shares. For a discussion of how we
might be characterized as a PFIC and related tax consequences, please see Item 10.E, “Additional Information — Taxation - U.S. Federal Income Tax Considerations - Tax
Consequences if We Are a Passive Foreign Investment Company.”

Risks Relating to Conducting Businessin | srael
Conducting businessin | srael entails certain inherent risks that could harm our business.

Our corporate headquarters and research and development facilities are located in the State of Isragl. Palitical, economic and military conditionsin Israel directly affect our
operations. We could be adversely affected by any major hostilities involving Isral, the interruption or curtailment of trade between Israel and its trading partners or a
significant downturn in the economic or financial condition of Israel. In addition, several countries still restrict business with Israel and with companies doing businessin
Israel. We do not believe that the political and security situation has had any material impact on our business to date; however, we can give no assurance that security and
political conditions will have no such effect in the future.

Since September 2000, there has been amarked increase in violence, civil unrest and hostility, including armed clashes, between the State of Israel and the Palestinians,
and acts of terror have been committed inside Israel and against Israeli targets in the West Bank and Gaza. These developments have adversely affected the regional peace
process, placed the Israeli economy under significant stress, and have negatively influenced | srael’s relationship with several Arab countries. The establishment in 2006 of
agovernment in the Palestinian Authority by representatives of the Hamas militant group resulted in an escalation in violence among Israel, the Palestinian Authority and
other groups and has created additional unrest and uncertainty in the region. Further, during the summer of 2006, |srael was engaged in awar with Hezbollah, a Lebanese
Islamist Shiite militia group, which involved rockets being fired from Lebanon up to 50 milesinto Israel and disrupted most day-to-day civilian activity in northern Israel.
Any future armed conflict, political instability or violence in the region, including acts of terrorism, may have a negative effect on our business condition, harm our results
of operations and adversely affect our share price.

Some of our executive officers and employeesin |srael are obligated to perform military reserve duty, currently consisting of approximately 30 days of service annually.
Additionally, they are subject to being called to active duty at any time upon the outbreak of hostilities. While we have operated effectively under these requirements since
the establishment of Sapiens, no assessment can be made as to the full impact of such requirements on our business or work force and no prediction can be made as to the
effect on us of any expansion of such obligations.
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Weintend to rely upon tax benefits from the State of | srael, benefits that in certain circumstances may not be available to us as anticipated.

Our subsidiary, Sapiens Technologies (1982) Ltd. (“Sapiens Technologies™), which isincorporated in |srael, was granted “Approved Enterprise” status by the Investment
Center of the Israeli government for six investment programsin 1984, 1991, 1993, 1995, 1998 and 2000 under the Law for Encouragement of Capital Investments, 1959.
We are eligible for certain tax benefits based on this status. In order to receive these tax benefits, Sapiens Technologies must comply with two material conditions: (a) it
must invest a certain amount in property and equipment, and (b) it must finance a certain portion of these investments out of equity capital. We believe that Sapiens
Technologies has complied with these conditions. If the Investment Center determines that we failed to comply with the conditions summarized above, these past benefits
may be canceled, reduced or rendered unavailable to us, which could have a material adverse effect on our results of operations and financial condition. On April 1, 2005,
an amendment to the Law for Encouragement of Capital Investments, 1959, came into force. See Note 13 of our consolidated financia statements for a description of the
amendment to the Law for Encouragement of Capital Investments, 1959 and its possible effects on our results of operations and financial condition.

Risks Related to the Market for our Common Shares
Our Common Shares are traded on more than one market and this may result in price variations.

Our Common Shares are traded on the NASDAQ Capital Market and the TASE. Trading in our Common Shares on these markets will be made in different currencies (US
dollars on the NASDAQ Capital Market and NIS on the TASE), and at different times (resulting from different time zones, different trading days and different public
holidays in the U.S. and Israel). The trading prices of our Common Shares on these two markets may differ due to these and other factors. Any decrease in the trading price
of our Common Shares on one of these markets could cause a decrease in the trading price of our Common Shares on the other market.

Thereisvery little trading volume of our Common Shares, which causes the stock price to be volatile and which may lead to losses by investors.

There isvery little trading volume of our Common Shares, both on the NASDAQ Capital Market and the TASE. Asaresult, our Common Shares have experienced
significant market price volatility in the past and may experience significant market price and volume fluctuations in the future, in response to factors such as
announcements of developments related to our business, announcements by competitors, quarterly fluctuationsin our financial results and general conditionsin the
industry in which we compete.

On June 24, 2007, we received aletter from the TASE informing us that as of August 12, 2007, our Common Shares and warrants (Series 1) that are traded on the TASE,
but not our debentures (Series A), will be included in anewly created list of “llliquid Securities”. As aresult, trades on the TASE of our Common Shares and warrants
(Series 1) will only be executed twice a day, in the morning upon the commencement of trading, and at the end of day, at the end of trading. At this time we cannot be
certain asto the effects, if any, that such listing change on the TASE will have on our Common Shares and warrants (Series 1), however, we do not believe such inclusion
as an “llliquid Security” on the TASE will have amaterial effect on our financial condition.
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ITEM 4. INFORMATION ON THE COMPANY
A. History and Development of the Company
Corporate Details

Our legal and commercial name is Sapiens International Corporation N.V., and we were incorporated and registered in the Netherlands Antilles on April 6, 1990. We are a
public limited liability company and operate under the provisions of the Netherlands Antilles Commercial Code. Our registered office islocated at Landhuis Joonchi, Kaya
Richard J. Beaujon z/n, Curagao, Netherlands Antilles and our telephone number in Curagao is + 5999-736-6277. United International Trust N.V. is the Company’s agent
in Curacao and serves as amember of our Board of Directors. Our World Wide Web address is www.sapiens.com. The information contained on the web site is not a part
of thisannual report.

Important Business Devel opments since January 1, 2006

In May 2005, we entered into an agreement with F.I.D. Holdings Ltd. and Israel Discount Bank Ltd., the investorsin eZone (the “Investors™), regarding the payment of the
remaining $4.0 million due to the Investors, pursuant to the March 2004 agreement between us and the Investors. We agreed to pay $2.0 million on May 2, 2005, $1.0
million by April 1, 2006 and $1.0 million by August 1, 2006. In addition, the interest to be paid on the outstanding principal amount was changed to London Interbank
Offered Rate (“LIBOR”) plus 2.5%. The first installment of $2.0 million was paid as required at the beginning of May 2005. In August 2006, we entered into an agreement
with the Investors whereby the Investors converted the $1.0 million payment that was due on April 1, 2006 into 781,250 Common Shares and the $1.0 million payment
that was due on August 1, 2006 was delayed to August 1, 2007. The Investors may, at their sole discretion, convert all or any portion of the $1.0 million payment now
payable on August 1, 2007 into our Common Shares, at a conversion price per each share of $3.20.

(For further details about the transaction with the Investors, see Item 10, ‘Additional Information —Material Contracts — Agreements with FID and Israel Discount Bank
Ltd.”)

In August 2006 we convened a general meeting of the debenture holders, where a special resolution was adopted concerning the amount and the timing of the first
installment payment of the principal of the debentures. A majority of the debenture holders approved that (a) 50% of the first payment amount, approximately $2.4 million,
will be deferred to December 5, 2009 (the last date of payment of the principal on the debentures), and (b) with respect to the other 50% of the first payment amount, the
Company could chose from the following alternatives, in its sole discretion: (1) to convert such amount on December 5, 2006 into our Common Shares, at a conversion
price per share of $1.28, which reflects the average closing price for the 10 day period prior to July 17, 2006, or (2) to pay the approximately $2.4, million amount to the
debenture holders, in cash. On December 5, 2006, we made the payment in cash.

In December 2006, we entered into loan agreement with Bank Leumi Le-Israel whereby we borrowed an aggregate amount of approximately $2.5 million. The proceeds of
the loan enabled us to make the December 2006 principal and interest payment on the debentures. The loan was secured by a pledged deposit of Formula. The loan bears
an annual interest rate equal to the prime rate of interest in Israel plus 0.5% (for atotal of 6.5%) and the principal and interest are due on August 30, 2007.

(For further details about the loan from Bank Leumi, see Item 5, ‘Operating and Financial Review and Prospects - Liquidity and Capital Resources — Credit Lines.”)

On June 27, 2006, we entered into agreements for anew revolving credit line facility for borrowings of up to $9.2 million, until June 30, 2007. We are currently
negotiating the extension of the credit line facility for another year. We cannot be certain that an agreement will be signed, though we expect that an agreement will be
signed that extends the current credit line, on substantially similar terms, for an additional year.
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(For further details about the credit lines, see Item 5, ‘Operating and Financial Review and Prospects - Liquidity and Capital Resources — Credit Lines.”)

In August 2006, we entered into a share i ssuance agreement with Formula whereby Formulainvested $2.0 million in the Company, and we issued 1,562,500 Common
Shares to Formula, at a purchase price per share of $1.28, which was the average closing price for the 10 day period prior to July 17, 2006, and which was the same as the
conversion price approved by the debentures holders at the August 2006 meeting.

(For further details about the Formula investment, see Item 10, “Additional Information —Material Contracts- Agreements with Formula. ”)

In June 2007, we entered into a private placement investment transaction with several institutional investors, private investors and Formula for an aggregate gross
investment amount of $20 million (excluding finders’ fees and out of pocket expenses). As of June 27, 2007, we have held closings for $17.5 million of the investment, $5
million of which was by Formula. We issued to the investors an aggregate of 5,833,333 Common Shares (of which 1,666,667 Common Shares were issued to Formula), at
aprice per share of $3.00 which reflected a premium of approximately 25% above the trading price of our Common Shares (as of the date our Board of Directors approved
the investment). The closing for the remaining $2.5 million, for an aggregate of 833,333 Common Shares, is expected by June 30, 2007. The investors were all non-US
persons, and the Common Shares were issued to the investors pursuant to Regulation S. As aresult, the issuance of the Common Shares to the investors was exempt from
registration under the Securities Act.

In June 2007, we purchased an aggregate amount of NIS 15,000,000 nominal value, representing approximately $3.5 million of the outstanding debentures. Pursuant to the
terms of the prospectus governing the debentures, the amount repurchased by us was retired and removed from circulation. As aresult, the total amount that we must pay
in December 2007 was reduced to approximately $4.6 million, approximately $4.2 million for the second of the four annual re-payments of the principal of the debentures,
and approximately $0.4 million for the semi-annual interest payment.

Capital Expenditures and Divestitures since January 1, 2004

Our principal capital expenditures during the last three years related mainly to the purchase of computer equipment and software for use by our subsidiaries. These capital
expenditures totaled $442,000 in 2004, $366,000 in 2005 and $276,000 in 2006.

B. Business Overview

We are aglobal provider of information technology (“IT”) solutions that modernize business processes to enable insurance and other leading companies to quickly adapt to
change. Our solutions, sold as customizable software modules, align IT with business demands for speed, flexibility and efficiency. Our solutions are supplemented by our
technology, methodology and consulting services, which address the complex issues related to the life-cycle of enterprise business applications. Our solutionsinclude
scalable insurance applications we have devel oped for leading organizations such as AXA, Norwich Union, Liverpool Victoria, IAT Group, ING, OneBeacon, Principal
Financial Group, the Surplus Line Association of California, Allianz Group, Texas Farm Bureau Insurance Companies, Menora Mivtachim Insurance, PZU, Santam and
Synergy Insurance. Our service offerings include a standard consulting offering that hel ps customers make better use of IT in order to achieve its business objectives.

Our core technology, Sapiens eMerge™, is a rules-based application development suite which enables rapid solution development for complex mission-critical enterprises
to deliver new functionality, achieve legacy modernization and enterprise application integration. We believe that our understanding of the insurance marketplace and
broad experience in mainframe-based legacy systems, backed by the high return on investment made possible by Sapiens eMerge™, help our customers gain a competitive
edge in the rapidly changing business world while maximizing the value of their investmentsin existing IT systems.
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Our primary goal isto rise to a position of global leadership in delivering strategic business software solutions to the insurance industry, selling Sapiens INSIGHT™, our
suite of modular business software solutions. Our mission isto drive customer profitability in the global insurance industry through thought |eadership and the proven
delivery methodology of our innovative solutions. We plan to achieve this objective by combining our insurance expertise and extensive experience in implementing
feature-rich, robust, high volume solutions in order to deliver to our clients customizable software products for life insurance, pensions and annuities, general insurance,
reinsurance and specialized underwriting. The primary building block of our Sapiens INSIGHT™ solution remains Sapiens eMerge™, our business rules engine that has
evolved and matured over the course of thousands of man-years of research and development efforts. Sapiens eMerge™, which serves over 100 of our clients worldwide,
reduces the cost of business software devel opment and maintenance.

We market our solutions globally through our direct sales force and through marketing alliances with global IT providers, such as IBM Corporation and Electronic Data
Systems Corporation. We have cooperated with IBM Corporation for over 10 years at what IBM refersto as a “Premier Business Partner” level. Currently, we work with
IBM on solutions, joint development, testing, validation and marketing. Through this and other business alliances, we have devel oped extensive knowledge in mainframe
and mid-range systems, including CICS, DB2, MQ and the WebSphere e-business platform. We are also a member of IBM’s Insurance Application Architecture (IAA)
group and the ISV Advantage Program for the Small and Medium Business insurance market segment. These alliances enable us to reach a broader base of customers
while complementing our partners’ offerings.

Industry Background

The global insurance industry is at a crossroads; facing increased underwriting risks, a highly competitive landscape, new regulations, complicated sales channels and
demanding customers.

The insurance industry is struggling to meet heightened needs of intermediaries and customers that have grown to expect information and answers immediately on request.
Increased competition, demographic trends, legislative and regulatory requirements and escalating operational costs add to the complex challenges insurance organizations
face today.

While insurance companies’ current systems may not be appropriate for current challenges and may be outdated, they are still an important part of an organization because
of the vast amounts of information they contain. Replacing them could cause a significant loss of business productivity.

Businesses try to address these challenges in a variety of ways. Certain companies choose to dedicate significant in-house I T resources to address these issues. In many
cases, however, organizations lack the requisite internal resources and know-how. As aresult, many of these organizationsrely on the expertise of external IT service
providers.

Our Business Solutionsfor the Insurance I ndustry

Our management has focused the Company’s resources on delivering solutions to help the insurance industry become more agile in the face of the new and rapidly
changing business environment described above, while simultaneously reducing I T costs.

By creating cross-functional teams and working with leading insurance companies, we have formulated Sapiens INSIGHT™, a suite of modular business software
solutions that make use of existing assets to quickly and cost-effectively modernize business processes that are the key to survival in the current, challenging insurance
landscape. Our Sapiens INSIGHT™ insurance solutions suite is already hel ping enterprises adapt to the marketplace’s time and cost pressures.
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We collaborate with our customers to tailor the Sapiens INSIGHT™ solutions to achieve the unique operational performance goals of each organization. In addition, we
have executed independent projects for the insurance market, providing enhanced information access and visibility to empower the sales, agent and broker community,

thus accel erating transaction processing for improved customer service and business efficiency. Our insurance solutions, which include the Sapiens INSIGHT™ family, are
based on Sapiens eMerge™, our rules-based rapid application development (RAD) suite, which enables rapid solution development and maintenance. The Sapiens
INSIGHT™ modules therefore allow the codifying of carriers” implicit business rules into explicit, executable technical rules. The transition to a rules-based system allows
for rapid interactive development by technical and business personnel, allowing business users to make changes using everyday language rules rather than application

code. Our insurance solutions are compatible with a variety of platformsincluding IBM System z, IBM System i and HP UNIX at the host-side and Intel-based Web
servers. They are also compatible with open architecture standards such as .NET, Java EE, XML, Web Services and application server platforms such as IBM’s
WebSphere™.

Sapiens INSIGHT™ is designed for the general (property and casualty) and life insurance markets. These solutions can be customized to match specific legacy systems
and business requirements, while providing pre-configured functionality. These solutions can be used independently or together as follows:

* Sapiens INSIGHT™ for Property & Casualty

INSIGHT™ for Property & Casualty (formerly known as Policy INSIGHT™) is a fully functional, general insurance policy administration solution that makes it easier for
brokers and agents to do business with carriers. By automating the process, this web-enabled solution reduces the cost of doing business and optimizes risk selection
through the use of rules based underwriting. Sapiens INSIGHT™ for Property & Casualty is designed to improve internal efficiencies and simplify and accelerate the cycle
of new business, and property and casualty policy processing and administration, by automating policy lifecycle processes and by allowing business analysts to quickly
respond to changing rate and regulation issues. The solution also provides functionality supporting the rapid development and launch of new products to keep pace with
competitive pressures and market opportunities. Sapiens INSIGHT™ for Property & Casualty is available as a complete package, or in individual modules. Some of the
individual modules are: Policy Administration, Billing, Claims, Commissions and Reinsurance.

* Sapiens INSIGHT™ for Life& Pensions (INSIGHT™ for Life & Health)

Sapiens INSIGHT™ for Life & Pensions, known in the United States as Sapiens INSIGHT™ for Life & Health, isa powerful and comprehensive framework-based life
and pensions solution that serves companies administering life insurance, pension funds, health insurance and saving plans.

Sapiens INSIGHT™ for Life & Pensionsis dynamic, highly customizable and can be easily accommodated to administer changes in processes. It is fully web-enabled,
prepared to utilize the advantages of the Internet and intranets.

Sapiens INSIGHT™ for Life & Pensions consists of the following independent modules that can be implemented together or only individually:

. Processes Management - An efficient processes management module, very easy to build and maintain
. Products Management - Set of tools that enables minimum time-to-market

L Dossier Administration

L Surrender Value and Paid-Up policies processes

L Billing and Collection

. Funds Revaluation

o Investment Gateway

* Sapiens INSIGHT™ for Underwriting

Sapiens INSIGHT™ for Underwriting (formerly MediRisk INSIGHT™) is an underwriting solution for life, health and disability insurance. It reduces a customer’s costs
by automating a larger portion of the process of evaluating the risks of new business and by streamlining the procedures for handling new business. By using this solution,
an insurance company can make underwriting assessments on new cases earlier in the business cycle and achieve greater consistency in its decision-making. We market
Sapiens INSIGHT™ for Underwriting on the basis of 17 licensing and distribution agreements with MediRisk Solutions Ltd. which developed and holds the intellectual
property rights to the solution.
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* Sapiens INSIGHT™ for Reinsurance

Sapiens INSIGHT™ for Reinsurance is a sophisticated solution for the insurance market, designed to support carriers and reinsurers in the management of all types of
reinsurance for the general (property and casualty) insurance market, according to the rapidly changing requirements of the international reinsurance market. This state-of-
the-art, web-enabled solution streamlines and reduces the cost of handling all reinsurance functions through automation, is based on ACORD standards and B2B XML
technology, and is designed for a multi- language, multi- currency, multi- company environment.

* Sapiens INSIGHT™ for Claims

Sapiens INSIGHT™ for Claimsis a solution that effectively manages and streamlines the information flow of claim handling across an insurance provider’s entire
organization. The claims handled include disability and maturity claims (annuities, pensions), death claims and health claims. This solution uses highly accessible business
rules and messaging standards and allows the use of a company’s existing information assets. Thus, the solution improves operational efficiency and enables better and
more versatile customer service capabilities, with the goal of providing faster return on investment by reducing the total claims payout.

* Sapiens INSIGHT™ for Closed Books

Sapiens INSIGHT™ for Closed Books, also known as Lifelite, isasolution for life insurance companies and pension funds seeking ways to reduce the cost of maintaining
long-term closed books of business, that is, lines of business that are no longer current. We provide customizable solutions thatenable companies to efficiently and more
effectively administer policies and claims relating to closed books. Lower ongoing cost of ownership is achieved by replacing “old” systems (which reflect out-dated
business models and working practices with long processing cycles and limited on-line functionality) with modern technology and a Web browser user interface. In
September 2004, we purchased the technol ogies underlying the Sapiens INSIGHT™ for Closed Books solution from Liverpool Victoria Friendly Society Limited.

Our Core Technology- Sapiens eM er ge™

Our solutions are built on Sapiens eMerge™. Sapiens eMerge™ is a data-driven, rules-based, enterprise-scale transaction engine that facilitates business process integrity,
application scalability and high performance. Its foundation is a rules-based devel opment tool and repository that imposes easily-coded business rules, lending
unconventional speed, visibility, agility and cost-effectiveness to the business software lifecycle. The use of Sapiens eMerge™ reduces the complexity of programming so
that new applications and modifications of existing ones can be produced in a much shorter time frame than through conventional programming.

Another key advantage of SapienseMerge™ is the ability to extend the productive life of older computer systems, while at the same time providing the basis for using new
generation Internet and service-oriented technologies. The use of rapid application development allows enterprise-specific enhancements to be made in a shorter time and
with a greatly reduced maintenance burden when compared to other technol ogies.

Sapiens eMerge™ is based on a multi-level architecture and operates in multi-platform environments, encompassing many hardware vendors, operating system
environments and databases. Host-side platforms supported include IBM’s System z (zSeries), Systemii (iSeries), HP-UNIX and Linux. Sapiens eMerge™ supports
databases such asDB2, VSAM, IMS, DB2/400 and Oracle. Since Sapiens eMerge™ exemplifies open systems and cross-platform capabilities, solutions devel oped with it
can be seamlessly migrated from platform to platform and from database to database.

Development, deployment, integration and administration of applications are all accomplished through the technology components of Sapiens eMerge™, providing
customers with flexible, scalable and feature-rich systems.
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Services

Outsourcing of Application Maintenance. Our outsourcing services devel oped from our strong, long-term relationships with our customers. We are currently servicing
multi-year outsourcing contracts with blue-chip customers involving mission-critical systems. The outsourcing projects are performed either on or off the customers’
premises.

IT Services. We provide customers with specialized IT servicesin many areas, including project management and technical assistance. Our personnel work with the
customer for the duration of the entire project, collectively undertaking design, development and deployment tasks, coupled with hands-on-training, to achieve arapid
software solution that matches the customer’s businessand I T goals.

Key Benefits of our Technology to our Customers

U Fast Time to Market and High Return on Investment. Our combination of a Rapid Application Development (RAD) methodol ogy, rules-based devel opment tools
and experienced consultants has resulted in significant productivity increases at customer sites. Declarative development with business rules replaces traditional
programming methods, addressing the full application life cycle, meaning that no programming code development is required. Sapiens eMerge™ also employs a “positive
inference” engine that streamlines application development by requiring only the definition of standard situations, while automatically generating the logic required to
handle the non-standard ones. This represents a reduction in logic specification and application maintenance and greatly enhances the quality of the delivered application
compared to conventional development environments where most “bugs” arise in the non-standard logic.

U Strong Technical Competence. Our solutions enable organizations to capitalize on their existing large-scal e applications and data by non-intrusively integrating
them with modern applications and technologies. Our solutions not only extend the productive life of older computer systems but simultaneously provide a migration path
to next-generation technologies. Our solutions are designed for an extensive list of computing platforms and technologies including IBM zSeries and i Series, HP-Unix at
the host server-side and Windows 2000 / XP Web Servers. Due to the separation between business logic, data access logic and presentation logic, applications devel oped
for a particular computing platform and database are seamlessly portable to other supported computing platforms and databases. The platform-independent nature of our
solutions allows them to be scaled according to the needs of the organization. Sapiens eMerge™ has proven to be extremely scalable, allowing the daily execution of
hundreds of millions of business rules for tens of thousands of concurrent users.

Customers
Sapiens INISGHT™

We market our Sapiens INISGHT™ suite of solutions to insurance carriersin four main categories: Property & Casualty (known as General Insurance in Europe); Life and
Pensions (known as Life and Health in the United States), Reinsurance and Medical Underwriting. Our customers and target markets have direct written premiumsin the
range of $80 million to $5 billion per year. However, given the flexibility and modularity of the Sapiens INISGHT™ suite of solutions, our offerings can accommodate
most situations and budgets.

Sapiens eMerge™

We market Sapiens eMerge™ primarily to corporate clients and government entities with large information technology budgets and ongoing maintenance and development
needs. Our corporate customers include, among others, insurance companies, banks and other companies offering financial services, aswell as companiesin the
manufacturing and transportation sectors.

The principal markets in which we compete are located in North America, Europe, Isragl and Japan. As of December 31, 2006, we had approximately 140 customersin all
the geographical areas in which we operate. Of these, the primary customers were Menora Mivtachim Insurance, Synergy, PZU, EDS Credit Services Limited, Texas Farm
Bureau Insurance Companies, Liverpool Victoria Friendly Society Limited, Occidental Fire and Casualty Company of North Carolinaand AXA Corporation, accounting
for 52% of our gross revenues during 2006.
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Competition

The market for enterprise software solutions is highly competitive and characterized by rapidly changing technology, evolving industry standards and customer
requirements, and frequent innovations. On the operational level, insurance companies are focusing their businessin an attempt to reduce costs and maximize efficiency,
and to respond to frequent changes in regulations. Insurance companies need a solution that provides flexible management of business processes, support for rapid changes
in regulations and fast time to market. The INSIGHT™ suite of solutions was designed to answer those challenges.

The following is a breakdown of the competition that we face in each of our primary markets:
Sapiens INSIGHT™ - |nsurance

Our competitorsin the market for solutions offered to the insurance industry fall into several categories: vendors of complete systems, vendors of insurance software
products, large multinational integrators and local integratorsin the various territories in which we operate. Examples of these competitors are:

In the United States: CSC, Camilion, SOLCORP, Fineos, SAP, SunGard, Navisys, Fiserv, OneShield, Ascendant One, Insurity, IDP, The
Innovation Group, Duck Creek and AQS;

In the United Kingdom: Unisys, SunGard, FIS Software (an affiliate of Formula) and Rebusls;

In Germany: Falmeyer (FJA) and COR AG Insurance Technologies.

Examples of large integratorsin the insurance field are Electronic Data Systems and CSC (companies that also have customer or alliance relationships with Sapiensin
other fields). An example of acompetitor that isalocal integrator is Ness Technologiesin Israel.

In addition, we face competition from our customers’ and our potential customers’ internal 1T departments, who often prefer to devel op solutions in-house.
We differentiate ourselves from our competition with a few key factors:

@) Sapiens INSIGHT™ is innovative and modern, rich in functionality and Internet compatible.

(i) Asaresult of the Sapiens INSIGHT™ architecture, customers may implement the full solution or parts of it, and readily integrate it into existing “legacy”
systems.

(iii) Sapiens INSIGHT™ is agile and flexible to use, based on its product configurator and its business rule technology.
Sapiens eM erge™ - Business Rules Engines

There has been an infusion of new vendors and new features into the business rules engine and management marketplace. Our competitorsin the business rules engines
and management marketplace include, among others, Fair |saac (Blaze), Pegasystems, ILOG, Computer Associates, Haley, Corticon, Versata, RuleBurst and ESI.

We differentiate ourselves from our competition with a few key factors:

@) Our ability, utilizing Sapiens eMerge™ technology, to deliver acomprehensive I T solution, including an automatically generated Web presentation layer
and interfaces with various databases, legacy systems and third party software. Most competing business rules engines are characterized by delivery of
specialized, decision support capabilities that must be later framed into an enterprise’s overall architecture at additional investment costs.
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(i) Sapiens eMerge™ is highly optimized for performance of data-intensive tasks that characterize many enterprises’ transactional environments.
SapienseMerge™ - | T Solution Delivery

By leveraging our differentiating characteristics mentioned above, we compete in the much larger I T solution delivery market, carving out for ourselves a niche attractive
to mid-size enterprises seeking rapid and cost-effective custom software solutions. Our competitors in this domain include, among others: IBM, EDS, CSC, Accenture,
Unisys, and India-based system integrators such as Tata, Infosys, and WiPro.

International Advisory Board

In May 2007, we disbanded our International Advisory Board that was created during 2004, as part of our cost-cutting efforts. Previously, we disbanded our Americas
Advisory Board and our UK Vision Board.

Sales and Marketing

To reach the broadest potential customer base, we use multiple distribution channels, including a direct sales force and relationships with system integrators and, in certain
geographic areas, distributors.

We have marketing and sales personnel located at our officesin the United States, the United Kingdom, Japan and Israel. The direct sales force focuses on large
organizations within select industries. It also coordinates sales activities with system integrators such as EDS and IBM. These partnerships allow us to further expand our
own solutions and to gain access to specific types of businesses.

We employ avariety of business development and marketing techniques to communicate directly with current and prospective clients. These techniques include exhibiting
at trade shows and industry conferences, disseminating product brochures and other literature, direct-mail marketing, authoring articles, and hosting business forums for
customers and prospective customers on technology and industry issues.

Customer Maintenance and Support

We believe that a high level of post-contract customer support isimportant to the successful marketing and sale of our solutions. We employ ateam of technical specialists
who provide afull range of maintenance and support servicesto our customers. The typical direct sale to aclient includes initial maintenance, training and consulting
services. In addition, substantially all of our clients for which we have devel oped applications elect to enter into an ongoing maintenance and support contract with us. The
term of such a contract is usually twelve months. A maintenance contract entitles the customer to technology upgrades, when made generally available, and technical
support. In addition, we offer introductory and advanced classes and training programs available at our offices and at customer sites.

Our authorized distributors and system integrators al so provide customers with training, product support and consulting services. Each of our software distributorsis
capable of providing training in its respective country. In addition, many international partners and distributors, particularly independent software vendors, operate their
own technology training programs.
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Geographical Distribution of Revenues

Thefollowing is a breakdown of our revenues by geographical areas based on our geographic markets, both in thousands of dollars and as a percentage of total revenues
for the yearsindicated:

2004 2005 2006

United Kingdom $ 18,217 381% $ 12,604 320% $ 13,805 31.2%
North America 12,381 25.9 10,046 255 9,895 22.3
France 1,352 2.8 1,131 29 902 2.0
Germany 1,814 38 1,414 3.6 837 19
Israel 8,910 18.6 9,147 23.2 12,072 27.2
Japan 3,147 6.6 3,902 9.9 4,491 10.1
Other 1,983 4.2 1,160 29 2,309 5.3
Total $ 47,804 100.0% $ 39,404 100.0% $ 44,311 100.0%

For details of revenues by category of activity, see the table entitled “Selected Financial Data” under Item 3, “Key Information.”
Seasonality

Even if not reflected in our 2005 or 2006 results, traditionally, the first and third quarters of the fiscal year have tended to be slower quarters for us and the industries that
we target. The first quarter usually reflects alull following an active fourth quarter as companies rush to complete deals and utilize budgets before the end of the fiscal
year. The lowdown in the third quarter reflects the summer months, which usually have reduced activities in many of the regions where are customers are located.

Intellectual Property

In accordance with industry practice, we rely on a combination of contractual provisions and intellectual property law to protect our proprietary technology. We believe
that due to the dynamic nature of the computer and software industries, copyright protection is less significant than factors such as the knowledge and experience of our
management and personnel, the frequency of product enhancements and the timeliness and quality of our support services. We seek to protect the source code of our
products as trade secret information and as an unpublished copyright work. We a'so rely on security and copy protection featuresin our proprietary software. We distribute
our products under software license agreements which grant customers a personal, non-transferable license to use our products and contain terms and conditions
prohibiting the unauthorized reproduction or transfer of our products. In addition, we attempt to protect trade secrets and other proprietary information through agreements
with employees, consultants and distributors.We do not believe that patent laws are a significant source of protection for our products and we do not hold any patents.

Our trademark rights include rights associated with our use of our trademarks, and rights obtained by registration of our trademarks. Our use and registration of our
trademarks do not ensure that we have superior rights to others that may have registered or used identical or related marks on related goods or services. We have
registrations for the mark “Sapiens” in the United States, Israel, Brazil and a number of countriesin Europe. Theinitial terms of the registration of our trademarks range
from 10 to 20 years and are renewabl e thereafter.

Our Sapiens INSIGHT™ group of solutions include our proprietary technology as well as technology licensed by customers (such as Liverpool Victoria, OneBeacon
Insurance Company, Allianz Suisse and Menora) or strategic partners (MediRisk Solutions).
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C. Organizational Structure

Sapiens International Corporation N.V. is the parent company of the Sapiens group of companies. We have a number of subsidiariesin Israel and throughout the world.
The significant subsidiaries are as follows:

Sapiens International Corporation B.V. (“Sapiens B.V.”): incorporated in The Netherlands and 100% owned by Sapiens. Unless otherwise indicated, the other subsidiaries
of Sapiens listed below are all 100% owned by Sapiens B.V .

Sapiens Israel Software Systems Ltd.: incorporated in Israel

Sapiens Technologies (1982) Ltd.: incorporated in |srael

Sapiens Americas Corporation: incorporated in New Y ork

Sapiens (UK) Limited: incorporated in England

Sapiens France S.A.S.: incorporated in France

Sapiens Deutschland GmbH: incorporated in Germany

Sapiens (Schweiz) AG: incorporated in Switzerland

Sapiens Japan Co.: incorporated in Japan and 90% held by SapiensB.V.

We are amember of the Formula Systems (1985) Ltd. Group (NASDAQ: FORTY and TASE: FORT). Formulais a holding and managing company of publicly traded
companies and their subsidiaries. Formula companies provide I T solutions worldwide, developing and implementing innovative, proprietary software, services and
solutions, turnkey projects and outsourcing services as well as software distribution and support. As of June 27, 2007, Formula beneficially owned approximately 53% of
our outstanding Common Shares.

In November 2006, Emblaze purchased the controlling interest in Formula, and as aresult, controls us. As of June 1, 2007, Emblaze beneficially owned 50.1% of the
outstanding share capital of Formula.

Based on Formula’s beneficial holding of over 50% of the outstanding Common Shares of the Company, and based on Emblaze’s beneficial holding of over 50% of the
outstanding share capital of Formula, both Formula and Emblaze may be considered to control us.

D. Description of Property

We lease office space in Israel, the United States, the United Kingdom, France and Germany. The |ease terms are generally fiveto ten years. In Israel, we lease
approximately 45,350 square feet of office space; in the United States, approximately 8,400 square feet; in the United Kingdom, approximately 13,800 square feet; and
smaller areas in the other locations. In 2006, our rent costs totaled $1.68 million in the aggregate for all of our leased offices. Our corporate headquarters are located in
Israel and our core research and development activities are performed at our officesin Israel. Our sales, marketing and general and administrative activities are performed
in each of our offices. We believe that our existing facilities are adequate for our current needs.

ITEM 4A. UNRESOLVED STAFF COMMENTS
Not Applicable.
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ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following management’s discussion and analysis of financial condition and results of operations should be read in conjunction with our consolidated financial
statements and the notes thereto.

Overview

Critical Accounting Palicies and Estimates

Our discussion and analysis of our financial condition and result of operations is based upon our consolidated financial statements, which have been prepared in
accordance with U.S. GAAP. The preparation of our financial statements required us to make estimations and judgments, in accordance with U.S. GAAP, that affect the
reporting amounts of assets, liabilities, revenues and expenses and related disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates,
including those related to revenue recognition, bad debts, goodwill and other intangible assets, foreign currency fluctuation, capitalized software devel opment costs,
deferred taxes, income taxes, restructurings and legal contingencies. We based our estimates on historical experience and on various other assumptions that are believed to
be reasonable under the circumstances, the results of which form the basis of making judgments about the values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates under different assumptions or conditions. More detailed descriptions of these policies are provided in Note 2
to the consolidated financia statements.

We believe the following critical accounting policies affect the estimates and judgments that we made in preparing our consolidated financial statements.
Revenue Recognition

Our revenue recognition approach for software licensing requires that, in accordance with Statement of Position No. 97-2 “Software Revenue Recognition” (as amended),
four basic criteriamust be met before revenue can be recognized: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred or services rendered; (3) the
feeisfixed and determinable; and (4) collectibility is reasonably assured. Determination of criteria (3) and (4) is based on management’s judgments regarding the fixed
nature of the fee charged for services rendered and products delivered, and the collectibility of those fees. Should changesin conditions cause management to determine
these criteriaare not met for certain future transactions, revenue recognized for any reporting period could be adversely affected.

Revenues under multiple-element arrangements, which may include software licenses, support and maintenance, and training and consulting services, are alocated to each
element based on their respective fair values based on vendor-specific objective evidence of the respective undelivered elements. This objective evidence represents the
price of products and services when sold separately. When vendor-specific objective evidence of fair value exists for undelivered elements but does not exist for delivered
elements of a software arrangement, we use the residual method for recognition of revenues, when all other revenue recognition criteria are met. Under the residual
method, we defer revenues related to the undelivered elements based on their vendor-specific objective evidence of fair value and recognize the remaining arrangement fee
for the delivered elements. When vendor-specific objective evidence of fair value for undelivered elements does not exist, revenues from the entire arrangement are
recognized over the term of the agreement.

We recognize revenue from consulting services ratably over the contractual period or as the services are performed. We recognize revenue from support and maintenance
agreements ratably over the term of the agreement, which istypically one year. We recognize revenues from training arrangements as the services are performed.

We generally do not grant aright of return to our customers. When we do grant aright of return, we defer the recognition of revenue until the right of return expires,
provided that all other revenue recognition criteria are met.
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Amounts collected or billed prior to satisfying the above revenue recognition criteria are reflected as deferred revenue. Deferred revenue represents deferred maintenance
revenue, and to alesser extent, deferred software license revenues.

Our project business derives a significant portion of its revenue from fixed price contracts. Revenues from fixed-price contracts are recognized based on Statement of
Position No. 81-1 “Accounting for Performance of Construction Type and Certain Production Type Contracts,” which requires the accurate estimation of the cost, scope
and duration for each project. Revenue and related cost for these projects are recognized on percentage of completion, using the input measure or output measure to assess
the percent completed with revisions to estimates reflected in the period in which changes become known. If we do not accurately estimate the resources required or the
scope of work to be performed, or do not manage the project properly within the projected periods of time or satisfy our obligations under the contract, project margins
may be significantly and negatively affected, which may result in losses on existing contracts. Any such resulting reductions in margins or contract losses in alarge, fixed-
price contract may have a material adverseimpact on our results of operations.

Bad Debt

We maintain allowances for doubtful accounts for estimated |osses resulting from the inability of our customers to make required payments. If the financial condition of
our customers was to deteriorate, resulting in an impairment of their ability to make payments, additional allowances would be required.

Goodwill and other identifiable intangible assets

SFAS No. 142, “Goodwill and Other Intangible Assets” requires that goodwill be tested for impairment on adoption and at least annually thereafter. Goodwill is required
to be written down when impaired, rather than amortized as previous accounting standards required. Goodwill is tested for impairment by comparing the fair value of the
reporting unit with its carrying value. Fair valueis generally determined using market capitalization.

We selected December 31st as the date on which we will perform our annual goodwill and intangible assets with an indefinite life impairment tests. Through December 31,
2006, no impairment was required.

In accordance with SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets,” our long-lived assets are reviewed for impairment annually and
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured
by a comparison of the carrying amount of the assets to the future undiscounted cash flows expected to be generated by the assets. If such assets are considered to be
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets. In measuring the
recoverability of assets, we are required to make estimates and judgments in assessing our forecast and cash flows and compare that with the carrying amount of the assets.
Additional significant estimates used by management in the methodol ogies used to assess the recoverability of our long-lived assets include estimates of future cash-flows,
future short-term and long-tem growth rates, market acceptance of products and services, and other judgmental assumptions, which are also affected by factors detailed in
our Risk Factors section in this Annual Report (see Item 3, “Key Information — Risk Factors”). If these estimates or the related assumptions change in the future, we may
be required to record impairment charges for our long-lived assets.

Share-Based Payments

Effective January 1, 2006, we adopted Statement of Financial Accounting Statement No. 123 (revised 2004), “Share-Based Payment” (“SFAS 123 (R)”), whichisa
revision of FASB Statement No. 123, “Accounting for Stock-Based Compensation” (“SFFS 123”) which requires the measurement and recognition of compensation
expense based on estimated fair values for all shared based payments awards made to employees and directors. In March 2005, the Securities and Exchange Commission
issued Staff Accounting Bulletin No. 107 (“SAB 107”) relating to SAFS 123 (R). We have applied the provisions of SAB 107 in our adoption of SFAS 123 (R).
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SFAS 123 (R) requires us to estimate the fair value equity-based payment awards on the date of grant using an option-pricing model. The value of the portion of the awards
that is ultimately expected to vest is recognized as an expense over the requisite service periods in the Company’s consolidated statement of operations. Prior to the
adoption of SFAS 123 (R), we accounted for equity based awards under the fair value recognition provisions of SFAS 123.

We adopted SFAS 123 (R) using the Modified Prospective Method. Under that transition method, compensation cost recognized in the year ended December 31, 2006
included: (a) compensation cost for all share-based payments granted prior to, but not yet vested as of, January 1, 2006, based on the grant date fair value estimated in
accordance with the origina provisions of SFAS 123, and (b) compensation cost for all share-based payments granted subsequent to January 1, 2006 based on the grant-
date fair value estimated in accordance with the provisions of the SFAS 123 (R). In December 2005, primarily as aresult of the issuance of SFAS No. 123 (R), we
accelerated the vesting of all unvested stock options held by employees and directors.

Beginning on the date of adoption of SFAS 123 (R), we estimate forfeitures based on historical experience and other factors; previously, we recorded forfeitures as they
occurred.

Foreign Currency Fluctuation

We expect that, in addition to the US dollar, a significant portion of our revenues will continue to be denominated in the British pound (the “GBP”) and in the NIS and a
smaller portion will be denominated in the Euro and Japanese yen. As aresult, movements in the exchange rates between the US dollar and the GBP, the US dollar and the
NIS, and to alesser extent the US dollar and the Euro and the US dollar and the Japanese yen, could have a material adverse impact on our revenues and results of
operations within Europe, Isragl and Japan. We regularly assess our currency exchange exposures and determine whether to adjust or hedge our position. We may use
derivative instruments to hedge or adjust our exposures. As a matter of policy we do not enter into transactions of a speculative or trading nature. Foreign exchange
exposures are monitored by tracking actual and projected commitments and through the use of sensitivity analysis.

Capitalized Software Development Costs

Our policy on capitalized software costs determines the timing of our recognition of certain development costs. Software devel opment costs incurred from the point of
reaching technological feasibility until the time of general product release should be capitalized. We define technological feasibility as the completion of a detailed
program design. The determination of technological feasibility requires the exercise of judgment by our management. Since we sell our products in a market that is subject
to rapid technological changes, new product development and changing customer needs, changesin circumstances and estimations may significantly affect the timing and
the amounts of software devel opment costs capitalized and thus our financial condition and results of operations.

Deferred Taxes

Management judgment is required in determining our future taxable income for purposes of assessing our ability to realize any future benefits from our deferred tax assets.
We record a vauation allowance to reduce our deferred tax assets to the amount that is more likely than not to be realized. If actual results differ from these estimates or
we adjust these estimatesin future periods, our operating results and financial position could be materially affected. If we determine that we will be able to realize the
deferred tax assetsin the future in excess of their net recorded amount, an adjustment to the deferred tax asset would increase income in the period in which such
determination is made. On the other hand, should we determine that we will not be able to realize all or part of the net deferred tax assets in the future, an adjustment to the
deferred tax assets will be charged to expensesin the period in which such determination is made. In 2006, we increased our deferred income tax assets resulting from loss
carry-forward and other tax credits by $1.9 million and increased the related valuation allowance by $2.0 million.
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Income Taxes

Through our operating subsidiaries, we operate within multiple tax jurisdictions and may be subject to tax auditsin these jurisdictions. These tax audits can involve
complex issues, which may require an extended period of time to resolve. In management’s opinion, adequate provisions for income taxes have been made for all years.
However, though our income tax reserves are based on our best knowledge, we may be subject to unexpected audits by tax authoritiesin the various countries where we
have subsidiaries, which may result in material adjustments to the reserves established in our consolidated financial statements and have a material adverse effect on our
results of operations.

Legal Contingencies

We are currently involved in certain legal proceedings and claims that arose in the ordinary course of business, as discussed in Note 11 of our consolidated financial
statements. As of December 31, 2006, we have accrued our estimate of the probable costs for the resolution of those claims where we believe it is probable that we will
incur aloss. This estimate has been developed in consultation with outside counsel handling our defense in these matters and is based upon an analysis of potential results,
assuming a combination of litigation and settlement strategies. We do not expect these claims and/or proceedings to have a material adverse effect on our consolidated
financial position. It is possible, however, that future results of operations or cash flows for any particular quarterly or annual period could be materially affected by
changes in our assumptions related to these claims and proceedings.

Restructurings

In February 2006, we began to implement a restructuring plan for the purpose of reducing costs and restoring profitability. The restructuring plan includes the termination
of the employment of approximately 25 employees.

In addition, in February 2005, we implemented a restructuring plan which resulted in the termination of approximately 40 employees.
The Company’s restructuring plans in 2006 and 2005 resulted in costs of $758,000 and $1.1 million, respectively.

Recent Accounting Pronouncements

SFAS 157 —Fair Value Measurements

In September 2006, the Financia Accounting Standards Board (“FASB”) issued SFAS No. 157, “Fair Vaue Measurements” (“SFAS 157”). This Statement defines fair
values, establishes a framework for measuring fair values in generally accepted accounting principles and expands disclosures about fair values measurements. SFAS 157
is effective for financial statementsissued for fiscal years beginning after November 15, 2007 and interim periods within those fiscal years. We believe that SFAS 157 will
not have a material effect on our consolidated financial statements.

FIN 48 — Accounting for Income Taxes

In June 2006, the FASB issued interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”), an interpretation of SFAS No. 109, “Accounting for
Income Taxes”. FIN 48 prescribes a comprehensive model for how companies should recognize, measure, present and disclose in their financial statements uncertain tax
position taken or expected to be taken on atax return. Under FIN 48, tax positions shall initially be recognized in the financial statement when it is more-likely-than-not
that the position will be sustained upon examination by the tax authorities. Such tax position shall initially and subsequently be measured as the largest amount of tax
benefit that is greater than 50% likely of being realized upon ultimate settlement with the tax authority assuming full knowledge of the position and all relevant facts. FIN
48 al'so revises disclosure requirements to include an annual tabular roll forward of unrecognized tax benefits. The provisions of this interpretation are required to be
adopted for fiscal periods beginning after December 15, 2006. We will be required to apply the provisions of FIN 48 to all tax positions upon initial adoption with any
cumulative effect adjustments to be recognized as an adjustment to retained earnings. The adoption of FIN 48 does not have a material impact on our consolidated financial
statements.
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SFAS 159 -Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS No. 159”), which permits companies to
choose to measure certain financial instruments and other items at fair value that are not currently required to be measured at fair value. SFAS No. 159 is effective for
fiscal years beginning after November 15, 2007. We have not yet determined the effect that the adoption of SFAS No. 159 will have on our consolidated financial
statements.

A. Operating Results

Y ears ended December 31, 2005 and 2006

Revenues. Revenues from the sale of products are comprised of sales of Sapiens eMerge™ licenses, license upgrades, specially designed products for the insurance
industry such as “Sapiens INSIGHT™ for Property & Casualty,” “Sapiens INSIGHT™ for Closed Books,” “Sapiens INSIGHT™ for Life & Pensions,” “Sapiens
INSIGHT™ for Reinsurance,” “Sapiens INSIGHT™ for Underwriting, « and “Sapiens INSIGHT™ for Claims” application development, re-engineering computer
systems and converting operating systems. These specially designed products are provided to customers either on a fixed-price or time and materials basis. Revenues from
services include mainly consulting on atime and materials basis, maintenance and support.

Total revenuesin 2006 increased 12.4% to $44.3 million from $39.4 million in 2005. Product revenues in 2006 decreased 21.8% to $10.4 million in 2006 from $13.3
million in 2005. Consulting and other service revenues in 2006 increased 29.9% to $33.9 million from $26.1 million in 2005.

Our product revenues for the year 2006 decreased mainly due to changes in the contract terms with our major customer Menora. As aresult of these contractual changes,
we changed certain revenue classifications from product to consulting. The increase in consulting and other service revenues came as a result of the change to the Menora
contract mentioned above. In addition, we started consulting projects with two new customers (PZU in Central Europe and Synergy in the United Kingdom, for atotal of
$6.9 million).

Cost of Revenues and Gross Profit. Cost of revenues increased 16.1% to $28.8 million in 2006 from $24.8 million in 2005. Cost of revenues relating to productsis
comprised of salaries and other personnel-related expenses of software consultants and engineers ($4.0 million, or 63.5% of our total costs of productsin 2006, and $5.7
million, or 64.8% in 2005), amortization of capitalized software development costs ($1.1 million or 17.5% in 2006 and $1.3 million or 14.8% in 2005), royalties to the
Office of the Chief Scientist of the Ministry of Industry, Trade and Labor of Israel (“OCS”) ($534,000 or 7.9% in 2006, and $1.1 million or 12.5% in 2005) and other costs
($677,000 or 11.1% in 2006, and $726,000 or 8.0% in 2005). Cost of revenues relating to consulting and other services is comprised of salaries and other personnel-related
expenses, and amortization of capitalized software development costs. Salaries and other personnel-related expenses amounted to $19.0 million in 2006, an increase of
40.7% from $13.5 million in 2005, mainly because of the new projects. Amortization of capitalized software development costs amounted to $3.5 million or 15.6% of our
cost of revenues related to consulting in 2006 and $2.5 million or 15.6% in 2005.

Our gross profit in 2006 increased 6.2% to $15.5 million from $14.6 million in 2005. The gross profit margin decreased by 5.2% to 35.0 % from 36.9% in 2005. Gross
margin decreased as aresult of the $1.4 million decrease in revenue from license sales, which reflected 58% of the 5.2% decrease in our gross margin.

Gross profit from product revenues decreased 8.9% in 2006 to $4.1 million from $4.5 million in 2005. Gross margin from product revenues was 39.5% in 2006, an
increase of 17.2% from 33.7% in 2005. Theincrease in product gross margin was due to projects with higher margins.
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Gross profit from consulting, maintenance and other services increased 12.9% to $11.4 million in 2006 from $10.1 million in 2005. Gross margin from consulting,
maintenance and other services decreased 13.0% in 2006 to 33.6% from 38.6% in 2005. The decrease in the gross margin from consulting, maintenance and other services
is due to the change in the nature of our relationship with certain customers (including Menora) in 2006 and the transfer of certain revenues from product to consulting,
which had smaller gross margins.

Amortization of capitalized software development costs increased 21.1% to $4.6 million in 2006 from $3.8 million in 2005. The increase is due to the release for sale of a
new Sapiens eMerge™ version at the beginning of 2006.

Research and Development, net. Research and development (“R&D”) costs are mainly comprised of labor costs and depreciation of property and equipment, reduced by
grants from the OCS and capitalization of software development costs. Net R& D expenses decreased 7.4% in 2006 to $2.5 million from $2.7 million in 2005. The decrease
in spending on R& D recorded in 2006, as compared with the previous year, resulted from the reduction in the number of R&D employees.

A portion of our R& D expendituresis funded by the OCS in accordance with programs entitling the government of Israel to receive royalties on sales of products and
services developed as aresult of R&D projects so funded. In 2006 we had no R& D expenditure that benefited from OCS funding. In 2005 our net R& D expenditure that
benefited from OCS funding was $520,000.

Capitalized software development costs increased 9.3% to $4.7 million in 2006 compared with $4.3 million in 2005.This increase reflected our development efforts on
Sapiens INSIGHT™ products.

Selling, Marketing, General and Administrative expenses, net. Selling, marketing, general and administrative, net expenses (“SG& A expenses”) decreased 16% in 2006
to $13.6 million from $16.2 million in 2005. SG& A expenses consist primarily of salaries and other personnel-related expenses, which in 2006 amounted to $8.1 million,
or 59.6% of total SG& A expenses, and in 2005 to $10.3 million or 63.6% of total SG& A expenses as well as other costs associated with our sales and marketing efforts
and our general and administrative activities such as rent which amounted to $2.4 million in 2006, accounting, legal and other public company expenses in the amount of
$0.7 million, depreciation costs of $0.3 million, marketing costs, including tradeshows and design, in the amount of $0.4 million and other miscellaneous costs amounting
to $1.6 million. General and administrative expenses include offices and office maintenance, communications, external consultants and other expenses. The decreasein
SG& A expenses in 2006 was the result of planned and consistent efficiency measures implemented by our management, which resulted in reduced expenses, particularly
reduced salary as aresult of the February 2006 restructuring, which resulted in areduction of annual direct labor costs of $2.6 million. In addition, in the third quarter of
2006, the Company wrote-off $360,000 due to bad debts.

Restructuring Costs. Restructuring costsin 2006 were $758,000 as a result of the restructuring we implemented in February 2006, which resulted in the termination of
approximately 25 employees. Restructuring costs in 2005 were $1.1 million, as aresult of the restructuring we implemented in February 2005, which resulted in the
termination of approximately 40 employees. There are no restructuring costs from the 2006 terminations that have not been recorded in our consolidated financial
statements.

Financial expenses, net. Our financial expenses, net, increased 22.2% to $2.2 million in 2006 from $1.8 million in 2005. The increase is due to the sale of our marketable
securities which resulted in a decrease of $187,000 in financial income and the net effect of currency fluctuationsin the amount of $235,000.

Taxes on Income. Our net tax expenses in 2006 were $325,000 compared with $1.8 million in 2005, due to the fact that in 2005 our deferred tax asset and tax advances
were reduced by atotal of $1.6 million as compared to 2006 when they were reduced by $160,000. In addition, in 2006 we incurred current tax expenses of $165,000, of
which $104,000 were in Japan.

Our provision for taxes on income relates to operations in jurisdictions other than the Netherlands Antilles. The effective income tax rate varies from period to period as a
result of the various jurisdictions in which we operate and where each one has its own system of taxation (not only with respect to the nomina rate, but also with respect to
the allowance of deductions, credits and other benefits). We record a valuation allowance if we believe that it is more likely than not that the deferred income taxes
regarding the loss carry forwards and other temporary differences, on which a valuation allowance has been provided, will not be redlized in the foreseeable future. We did
not recognize a majority of the deferred tax assets relating to the net operating losses of our subsidiaries worldwide due to the uncertainty of the realization of such tax
benefitsin the foreseeable future.
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Net Loss. Net loss to shareholders of Common Shares for 2006 was $3.8 million, a decrease of 58% compared with a net loss to shareholders of $9.1 million in 2005. The
decrease in net loss to shareholders in 2006 was primarily the result of planned and consistent efficiency measures implemented by our management, which resulted in a
reduction of $4.3 million in our operating losses, and the reduction in our tax expenses in the amount of $1.5 million.

Y ears ended December 31, 2004 and 2005

Asaresult of the changes we made in 2006 to the classification of our amortization of capitalized software costs between product sales and consulting services, we have
reclassified some of the 2005 and 2004 numbers to conform to the 2006 presentation above and in our consolidated financial statements.

Revenues. Total revenuesin 2005 decreased 17.6% to $39.4 million from $47.8 million in 2004. Product revenues in 2005 decreased 50.4% to $13.3 million in 2005 from
$26.8 million in 2004. Consulting and other service revenuesin 2005 increased 24.3% to $26.1 million from $21.0 million in 2004.

Our product revenues for the year 2005 decreased mainly due to the completion of multi-year projects for two of our customers — EDSCS and Liverpool Victoriain the
United Kingdom, which amounted to a decline of $4.3 million, or 32% of the decline in our product revenue, and two of our customers CSC and OneBeacon in the United
States, which amounted to a decline of $3.1 million, or 23% of the decline in our product revenue, and the decision of such customers not to place follow-on orders.
Product revenues al so declined as a result of the prolonged periods of time required to negotiate with our customers, particularly in the insurance industry. The increasein
consulting and other service revenues came as a result of higher revenues from consulting, were mainly due to the fact that the nature of our relationship with certain
customers changed from project delivery to consulting services. Asaresult of a decrease in sales of new licenses, maintenance revenues decreased in the United Kingdom,
the United States, Germany, Japan and Switzerland where the decrease from 2004 amounted to $359,000, $481,000, $154,000, $135,000 and $151,000, respectively.

Cost of Revenues and Gross Profit. Cost of revenues decreased 10.5% to $24.8 million in 2005 from $27.7 million in 2004. Cost of revenues relating to products, is
comprised of salaries and other personnel-related expenses of software consultants and engineers ($5.7 million, or 64.8% of our total costs of products in 2005, and $11.7
million or 76.5% in 2004), amortization of capitalized software development costs ($1.3 million or 14.8% in 2005 and $1.7 million or 11.1% in 2004), royalties to the OCS
($1.1 million or 12.5% in 2005, and $1.6 million or 10.5% in 2004) and other costs ($726,000 or 8.0% in 2005, and $323,000 or 2.0% in 2004). Salaries and other
personnel-related expenses relating to consulting and other services amounted to $13.5 million in 2005, an increase of 32.3% from $10.2 million in 2004, mainly due to
increased consulting revenues, which occurred primarily as aresult of the change in the nature of our relationship with certain customers from project delivery to
consulting services. Amortization of capitalized software development costs amounted to $2.5 million or 15.6% in 2005, and $1.3 million or 11.3% in 2004.

Our gross profit in 2005 decreased 27.4% to $14.6 million from $20.1 million in 2004. The gross profit margin decreased by 12.4% to 36.9% from 42.1% in 2004. Gross
margin decreased, even though we reduced our expenses, since the influence of our 2005 restructuring plan was only felt late in the year while revenues declined
throughout the year, and since our revenues decreased at a greater rate than our reduction in expenses.

Gross profit from product revenues decreased 57.5% in 2005 to $4.5 million from $10.6 million in 2004. Gross margin from product revenues was 33.7% in 2005, a
decrease of 14.9% from 39.6% in 2004. The decrease in product gross margin is due to three main reasons. The first was that the nature of our relationship with certain
customers changed in the United Kingdom in 2005, which resulted in the transition of revenues from products to consulting, which represented 24% of the declinein our
gross margin from products. The second was due to the decrease in revenue from license sales which amounted to $900,000 which had a 7% effect on our product gross
margin. The third was the decrease in the profitability of our projectsin Isragl, the United Kingdom and the United States.
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Gross profit from consulting, maintenance and other services increased 6.3% to $10.1 million in 2005 from $9.5 million in 2004. At the same time, gross margin from
consulting, maintenance and other services decreased 14.9% in 2005 to 38.6% from 45.3% in 2004. The decrease in the gross margin from consulting, maintenance and
other services was due to the decrease in higher margin maintenance revenue, to $7.9 million in 2005 from $9.2 million in 2004.

Amortization of capitalized software development costs increased 26.7% to $3.8 million in 2005 from $3.0 million in 2004. Since we released for sale a new Sapiens
eMerge™ solution at the end of 2004, the amortization of this solution only began to have an impact in 2005.

Research and Development, net. Net R& D expenses increased 8.0% in 2005 to $2.7 million from $2.5 million in 2004. The increase in spending on R&D recorded in
2005, as compared with the previous year, resulted from the higher participation of the OCS in 2004, which decreased our R& D expensesin that year. Our net R&D
expenditure benefited from OCS funding in the amounts of $520,000 in 2005 and $833,000 in 2004.

Capitalized software development costs decreased 8.5% to $4.3 million in 2005 compared with $4.7 million in 2004.This decrease reflected a restructuring executed in
February 2005 which resulted in areduction of R&D employees.

Selling, Marketing, General and Administrative expenses, net. SG& A expenses decreased 16.1% in 2005 to $16.2 million from $19.3 million in 2004. SG& A expenses
consist primarily of salaries and other personnel-related expenses, which in 2005 amounted to $10.3 million, or 63.6% of total SG& A expenses, and in 2004 to $12.7
million or 65.8% as well as other costs associated with our sales and marketing efforts and our general and administrative activities such as rent which amounted to $2.4
million in 2005, accounting, legal and other public company expenses in the amount of $0.7 million, depreciation costs of $0.4 million, marketing costs, including
tradeshows and design, in the amount of $0.3 million and other miscellaneous costs amounting to $2.1 million. The decrease in SG& A expenses in 2005 was the result of
planned and consistent efficiency measures implemented by our management, which resulted in reduced expenses, particularly reduced salary as aresult of the February
2005 restructuring, which resulted in a reduction of direct labor costs of $2.1 million.

Restructuring Costs. Restructuring costsin 2005 were $1.1 million, as aresult of the restructuring we implemented in February 2005, which resulted in the termination of
approximately 40 employees. We did not incur any restructuring costs in 2004.

Financial expenses, net. Our financial expenses, net, decreased 25.0% to $1.8 million in 2005 from $2.4 million in 2004. The decrease resulted from areduction in the
amount of (short and long term) loans outstanding, from $16.8 million at the end of 2004 to $11.8 million at the end of 2004, which led to a reduction in the amount of
interest incurred or paid during 2005. In addition, in 2005, we capitalized $100,000 of financial expenses related to software development, in accordance with SFAS No.
86 which further reduced our financial expenses, and there was a reduction in the amount of bank fees we paid from $249,000 in 2004 to $84,000 in 2005.

Taxes on Income. Our net tax expenses in 2005 were $1.8 million compared with $217,000 in 2004. In 2005, we increased our deferred income tax assets resulting from
loss carry-forward and other tax credits by $658,000 and increased the related valuation allowance by $1.5 million. We also recorded a write-off of tax advances, which
were included in current assets, in the amount of $783,000. As aresult, our deferred tax asset and tax advances were reduced by atotal of $1.6 million. In addition, we
wrote off $80,000 of current tax expenses in Japan and $118,000 of tax advances in other territories.

Net Loss. Net loss to shareholders of Common Shares for 2005 was $9.1 million, an increase of 78.4% compared with a net |oss to shareholders of $5.1 million in 2004.
The increase in loss to shareholders in 2005 was primarily due to the decline in our total revenues, which was not matched by asimilar decline in expenses and due to the
restructuring expense in 2005 of $1.1 million and the reduction of our deferred tax asset and tax advances by atotal of $1.6 million.
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Accelerated Options. In December 2005, we accelerated the vesting of all unvested stock options held by employees and directors. All of the options were considered out-
of -the-money since the stated option exercise price was greater than the closing price of our Common Shares on the day we approved the acceleration ($1.50). Unvested
options to purchase approximately 1.7 million Common Shares became exercisable as aresult of the vesting acceleration. Our decision to accelerate the vesting of those
options was based primarily upon the issuance of SFAS No. 123(R) (revised 2004), which requires the Company to treat all unvested stock options as compensation
expense effective January 1, 2006. The vesting acceleration did not result in the recognition of compensation expense in the year ended December 31, 2005.We prepared
pro-formaresults for 2005 as if we had recorded a compensation expense for the accelerations performed in December 2005. Such pro-forma results appear in the
footnotes to our consolidated financial statements and reflect approximately $1.9 million of compensation expense for the year ended December 31, 2005, resulting from
the vesting acceleration. See Notes 2t and 2u of our consolidated financial statements for a description of SFAS No. 123(R) and its effect on our losses and |osses per
share.

B. Liquidity and Capital Resour ces

Cash, cash equivalents, marketable securities and short-term deposits at the end of 2006 were $3.1 million, compared with $12.0 million at the end of 2005. The decrease
was due mainly to the repayment of loans in the net amount of $2.9 million payment of convertible debt in the amount of $2.4 million, investment in research and
development activity of $4.7 million and cash used in operating activities. The decrease was partially offset by the $2.0 million investment by Formulain August 2006.

Net cash used in operating activities was $0.9 million in 2006 compared with net cash provided by operating activitiesin 2005 of $0.3 million. This change reflects the net
loss for 2006 of $3.8 million, the increase in trade receivables of $2.2 million, and the decrease in deferred revenue of $1.9 million. All of these were offset by depreciation
and amortization charges of $5.8 million, deferred issuance expenses and discount amortization of $0.5 million, and a decrease in other receivables of $1.6 million.

Net cash provided by investing activities was $0.2 million in 2006, compared with net cash provided by investing activitiesin 2005 of $0.9 million. In 2006, we generated
$5.4 million cash from the sale of marketable securities, which was offset by investments in software development of $4.7 million, the purchase of property and equipment
of $0.3 million, and the investment in Sapiens Solutions, an affiliate of Sapiens Japan Co., of $0.2 million.

Net cash used in financing activities totaled $3.4 million in 2006, compared with $4.9 million used in investing activities in 2005. In 2006, we received gross proceeds of
$2.0 million from the investment by Formulain August 2006. The outlay of cash used in financing activitiesin 2006 was $2.9 million, net, in repayment of short term
loans, and $2.4 million in payment of convertible debt. In 2005, we received gross proceeds of $2.0 million from the investment by Formulain the Company in return for
the issuance of 1,041,667 Common Shares pursuant to a share purchase agreement (see Item 10, “Additional Information —Material Contracts — Agreements with
Formula).

Credit Lines

We have arevolving credit line facility for borrowings of up to $9.2 million, available until June 30, 2007. We are currently negotiating the extension of the credit facility
for another year. We cannot be certain that an agreement will be signed, though we expect that an agreement will be signed that extends the current credit line, on
substantially similar terms, for an additional year.

As acondition for receiving the current credit lines from our lender banks, we undertook, among other things, (a) not to charge or sell our assets to any entity whatever
without the advance written consent of the banks, (b) that the total of our debts and obligations to the banks will not at any time exceed $9.5 million, and (c) that the total
of our accounts receivable from customers will not be less than $6.0 million. In addition, we undertook that our quarterly earnings before income tax, depreciation and
amortization will be positive through June 30, 2007 and that our aggregate earnings before income tax, depreciation and amortization for each of the year ended December
31, 2006, and the six-month period ended June 30, 2007, will not be less than $1.0 million. We also undertook that our shareholders’ equity will not be less than $3.0
million. In addition, we undertook, on behalf of each of our subsidiaries, to provide the banks with cross guarantees from each subsidiary to secure our performance and
fulfillment of any of our or our subsidiaries’ obligations under the facilities. Among themselves, the banks are entitled to repayment of our debts in proportion to our debts
to each bank.As aresult of negotiations regarding the extension of our loan agreements, the assets of our subsidiary in the United States will be subject to a UCC-1 security
interest and the assets of our subsidiariesin Israel and the United Kingdom will be subject to floating liens. Under the credit lines, borrowingsin US dollars bear interest at
rates ranging between LIBOR plus 2% to plus 2.25% and borrowings in NIS bear interest at the prime rate of interest in Israel plus 0.7%.
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In December 2006, we entered into |oan agreement with Bank Leumi Le-Israel whereby we borrowed an aggregate amount of approximately $2.5 million. The proceeds of
the loan enabled us to make the December 2006 principal and interest payment on our debentures. The loan was secured by a pledged deposit of Formula. The loan bears
an annud interest rate equal to the prime rate of interest in Israel plus 0.5% (for atotal of 6.5%) and the principal and interest are due on August 30, 2007. There can be no
assurance that we will fulfill the covenants we undertook or, if we do not fulfill one or more of the covenants that we will receive from our lender banks waivers of the
necessity of fulfilling such covenants.

In August 2006 we convened a general meeting of the debenture holders, where a special resolution was adopted concerning the amount and the timing of the first
installment payment of the principal of the debentures. A majority of the debenture holders approved that (a) 50% of the first payment amount, approximately $2.4 million,
will be deferred to December 5, 2009 (the last date of payment of the principal on the debentures), and (b) with respect to the other 50% of the first payment amount, the
Company could chose from the following alternatives, in its sole discretion: (1) to convert such amount on December 5, 2006 into Common Shares, at a conversion price
per share of $1.28, which reflects the average closing price for the 10 day period prior to July 17, 2006, or (2) to pay the approximately $2.4 million to the debenture
holders, in cash. In December 2006, we made the paymentsin cash.

In August 2006, we entered into a share issuance agreement with Formula pursuant to which Formulainvested $2.0 million in the Company and received 1,562,500
Common Shares. The purchase price per share was $1.28, which was the average closing price for the 10 day period prior to July 17, 2006, and which was the same as the
conversion price approved by the debentures holders at the August 2006 meeting.

In August 2006, we entered into an agreement with F.I.D. Holdings Ltd. and Israel Discount Bank Ltd., regarding the conversion of the $1.0 million payment that was due
to them on April 1, 2006 into 781,250 Common Shares, at a conversion price per share of $1.28, which was the average closing price for the 10 day period prior to July 17,
2006, and the delay until August 1, 2007 of the $1.0 million payment that was then due on August 1, 2006.

In June 2007, we entered into a private placement investment transaction with several institutional investors, private investors and Formula for an aggregate gross
investment amount of $20 million (excluding finders’ fees and out of pocket expenses). As of June 27, 2007, we have held closings for $17.5 million of the investment, $5
million of which was by Formula. We issued to the investors an aggregate of 5,833,333 Common Shares (of which 1,666,667 Common Shares were issued to Formula), at
a price per share of $3.00 which reflected a premium of approximately 25% above the trading price of our Common Shares (as of the date our Board of Directors approved
the investment). The closing for the remaining $2.5 million, for an aggregate of 833,333 Common Shares, is expected by June 30, 2007.

In June 2007, we purchased an aggregate amount of NIS 15,000,000 nominal value, representing approximately, $3.5 million of the outstanding debentures. Pursuant to the
terms of the prospectus governing the debentures, the amount repurchased by us was retired and removed from circulation. As aresult, the total amount that we must pay

in December 2007 was reduced to approximately $4.6 million, approximately $4.2 million for the second of the four annual re-payments of the principal of the debentures,
and approximately $0.4 million for the semi-annual interest payment.

(For further details on certain of these transactions, see Item 10, “Additional Information —Material Contracts.”)

Management believes that the proceeds of the $20 million private placement investment will be sufficient for our present requirements, and at least until December 31,
2007, to support our operating and financing requirements. However, future operating requirements may necessitate the need for us to issue additional equity securitiesin
connection with capital raising which could dilute the ownership interest of our existing shareholders.
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C. Resear ch and Development
See section A. “Operating Results” above.
D. Trend Information

The global insurance industry is constantly transforming as a result of regulatory changes. Insurance companies must comply with regulations such as the Sarbanes-Oxley
Act of 2002 in the United States and Solvency Il in Europe and other directives regarding transparency. In addition, many individual countries have increased supervision
over local insurance companies.

Particularly in the reinsurance and the property and casualty markets, insurance companies have had to make large pay outs because of events such as September 11, 2001
and other terrorist incidents as well as great natural disasters such as Hurricane Katrinain the United States.

Globally, the insurance industry has witnessed cross-border mergers and acquisitions, and the entry of international insurance companiesinto new emerging markets.

In Europe, regulators and insurers have been very active and creative, motivated by past financial crises and the need for pension restructuring. Distribution of policiesis
being optimized with the increasing use of Bancassurance (selling of insurance through a bank’s established distribution channels), supermarkets and kiosks (insurance
stands). Nevertheless, European insurers, and to some extent North American insurers, are cautiously approaching spending increases and most companies have not
decided to change their software.

Finally, in recent years there has been constant significant growth in income from annual premiums.

We believe that the insurance market is changing and the reasons that contributed to the delays we experienced in penetration of the insurance industry are gradually fading
away.

However, we expect that additional time will be required to fully implement our strategy of focusing on the insurance industry, and that our results of operations and
financial condition could continue to be adversely affected. We are addressing the challenges posed by the market environment by focusing our marketing and selling
efforts and by further reducing the expenses of our operation.

E. Off-Balance Sheet Arrangements

We had no off-balance sheet concentration of credit risk such as foreign exchange contracts, options contracts or other foreign hedging arrangement as of December 31,
2006.

F. Contractual Obligations

The following table sets forth information on our short-term and long-term contractual obligations as at December 31, 2006 (in thousands of dollars):

Total Lessthan 1 year 1to3years 3to5years Over 5years
Convertible debentures $ 16,175 $ 4450 $ 11,725  $ - 8 -
Short-term bank credit 4,728 4,728 -- -- --
Short-term bank loans 4,570 4,570 -- -- --
Long-term loan-investors 1,000 1,000 -- -- --
Long-term liability-third party 1,291 854 437 -- --
Accrued severance pay 924 -- -- -- 924
Operating leasing 9,238 2,581 5,791 866 --
Total $ 38,016 $ 10,183 $ 17953 $ 866 $ 924




G. SafeHarbor

The safe harbor provided in Section 27A of the Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”) shall apply to forward-looking information provided in Items 5.E and F.
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ITEM 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES
A. Directorsand Senior Management

The following table sets forth certain information regarding the current executive officers and directors of the Company.

Name Age Position

Eli Reifman 37 Chairman of the Board of Directors

Ron Al Dor 46 President, Chief Executive Officer and Director
Guy Bernstein (1) 39 Director

Elior Brin * 51 Executive Vice President and Chief Financial Officer
Rami Doron 49 Chief Operating Officer

Yacov Elinav (2) 62 Director

Uzi Netanel (2) 71 Director

Gad Goldstein (1) 48 Director

Ido Schechter (1) (2) 46 Director

Naamit Salomon 43 Director

Ron Zuckerman ** 50 Director

United International Trust N.V. (3) Director

D Member of Compensation Committee
()] Member of Audit Committee

(©)] United International Trust N.V. isa corporate body organized under the laws of the Netherlands Antilles. The Articles of Incorporation of the Company provide
that a corporate body may be a member of the Board of Directors.

* On June 17, 2007, we announced that, as of June 30, 2007, Mr. Brin will be replaced by Mr. Ron Giladi as Chief Financia Officer of the Company.
*x Asof July 1, 2007, Mr. Zuckerman will be replaced by Ms. Hadas Gazit Kaiser as a director of the Company.

Eli Reifman has served as Chairman of the Board of Directors since January 1, 2007. Mr. Reifman is a Co-founder and President of Emblaze. Prior to his appointment as
President of Emblaze in December 2006, Mr. Reifman served as Chief Executive Officer of Emblaze from 2000 to 2006. Emblaze was established as GEO Interactive Ltd.
(“GEO”), which was co-founded by Mr. Reifman in 1994. Prior to founding GEO, Mr. Reifman was the head of the Technical Development Department and acting head
of all production in the Training Development Center of the Israeli Defense Forces, where he was responsible for producing high-end military simulators.

Ron Al Dor joined the Company as President and Chief Executive Officer in November 2005. Prior to joining the Company, from August 1996 until 2004, Mr. Al Dor
served as President of TTI Team Telecom International Ltd. (“TTI”), aglobal supplier of operations support systemsto communications service providers. Prior to that,
Mr. Al Dor served as TTI’s Co-President from November 1995 until August 1996 and its Vice President from September 1992 to November 1995. During his servicein
the Isragli Air Force, Mr. Al Dor worked on projects relating to computerization in aircrafts. Mr. Al Dor is a graduate of the military computer college of the Isragli Air
Force, studied computer science and management at Bar |lan University and attended the Israel Management Center for Business Administration.

Guy Bernstein has served as a director of the Company since January 1, 2007. Mr. Bernstein joined the Emblaze Group as Chief Financial Officer and member of the
Board of Directorsin April 2004 and was appointed Group Chief Executive Officer in December 2006. Prior to joining Emblaze, Mr. Bernstein served as Chief Financial
and Operations Officer of Magic Software Enterprises (“Magic”) (NASDAQ: MGIC), a position he held since 1999. He also acted as the Interim CEO for Magic’s
subsidiaries: MSE Israel Ltd. and Coretech Consulting Group. Mr. Bernstein joined Magic from Kost Forer Gabbay & Kasierer, amember of Ernst & Y oung Global,
where he acted as senior manager from 1994 to 1997. Mr. Bernstein is a Certified Licensed Public Accountant and holds a BA in Accounting and Economics from Tel
Aviv University.
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Elior (Ori) Brin joined the Company as Executive Vice President and Chief Financial Officer in March 2005. In addition to his position at the Company, Mr. Brin also
serves as a director of Modelim Kranot Neemanut Ltd., a mutual funds management company, a position he has filled since 2005 and a so filled from 1996 through 2003.
Prior to joining the Company, he served as Chief Financial Officer of publicly traded companies such as VCON Telecommunications Ltd. (1998-2001), NICE Systems
Ltd. (1997-1998), and B.V.R. Technologies Ltd. (1989-1996). Mr. Brin has an MBA from the Recanati School of Business Administration, Tel Aviv University.

Rami Doron joined the Company as Chief Operating Officer in February 2007. Prior to joining the Company, Mr. Doron led a business unit at Comverse Ltd. from January
2006 until February 2007. Prior to that, Mr. Doron was one of the founders of TTI where he led the professional services, R& D and existing customers’ sales units from
December 1993 until May 2005. At TTI, Mr. Doron was involved in defining and building support systems, and was responsible for delivering, maintaining and enlarging
the business with worldwide customers. Prior to founding TTI, Mr. Doron led the software division at TEAM Computers Ltd. (“TEAM”) from October 1985 until
December 1993, where he was responsible for supporting alarge customer basein Isragl with TEAM’s R& D and system support. Mr. Doron also has a software
development background, having served as a database expert for several years. During his service in the Isragli Air Force, Mr. Doron was an el ectronics officer for six
years. Mr. Doron is a graduate of Hadassah College with a degree in Software Engineering and he studied management at Bar-llan University.

Gad Goldstein has served as a director of the Company since 2002. He has served as President of Formula since 1995 and a director since 1985. Between 1985 and 1995,
Mr. Goldstein was Vice President of Formula. Mr. Goldstein is Chairman of the Board of BluePhoenix Solutions Ltd. (“BluePhoenix’) and serves as a director of Matrix
IT Ltd., Magic, Formula Vision Technologies Ltd. and other companies in the Formula Group. Mr. Goldstein holds a BA in economics and an MA in business
administration, both from Tel Aviv University.

Naamit Salomon has served as a director of the Company since September 2003. She has held the position of Vice President, Finance of Formula since August 1997. Ms.
Salomon also serves as a director of Magic and BluePhoenix. From 1990 through August 1997, Ms. Salomon was a controller of two large, privately held companiesin the
Formula Group. Ms. Salomon holds a BA in economics and business administration from Ben Gurion University and an LL.M. from the Bar-llan University.

Yacov Elinav has served as adirector of the Company since March 2005. For over 30 years, Mr. Elinav served in various positions at Bank Hapoalim B.M., which islisted
on the London and Tel Aviv Stock Exchanges, including over 10 years as a member of the Board of Management, responsible for subsidiary and related companies. From
1992 through 2006, Mr. Elinav served as Chairman of the Board of Directors of Diur B.P. Ltd., the real estate subsidiary of Bank Hapoalim. Since August 2004, Mr.
Elinav has served as Chairman of the Boards of Directors of DS Securities and Investments, Ltd. and DS Provident Funds Ltd. Mr. Elinav also serves on the Board of
Directors of several other public and private companies.

Uz Netanel has served as adirector of the Company since March 2005. He has served as Chairman of the Board of Directors of Maccabi Group Holdings Ltd. since 2005,
as Chairman of the Board of Directors of MLL Software & Computers Industries Ltd. since 2004 and as Chairman of the Executive Committee of Carmel Olephines since
2004. From 2001 through 2003, Mr. Netanel served as a partner in the FIMI Opportunity Fund. From 1993 through 2001, he served as Active Chairman of Isragl Discount
Capital Markets and Investments Ltd. From 1997 to 1999, Mr. Netanel served as Chairman of Poliziv Plastics Company (1998) Ltd. Mr. Netanel also serves on the Board
of Directors of Israel Oil Refineries, Frutarom Industries and Caeserea-Vardinon Textiles.

Ido Schechter has served as adirector of the Company since June 2006. He has served as the Chief Executive Officer of Top Image Systems Ltd. (“TIS”) since January
2002 and has been adirector of TIS since December 2004. From January 2001 until he became CEQ, Dr. Schechter was Vice President of TIS’ ASP, an initiative of TISto
offer data collection services viathe Internet. Prior to that Dr. Schechter served as TIS’s Vice President of Sales from August 1996 until January 2001. From January 1995
until August 1996, Dr. Schechter served as General Manager of Super Image, aformer affiliate of TIS, which operated aform processing service bureau. From August
1993 to December 1994, Dr. Schechter oversaw the start-up of automatic form processing services at |srael Credit Cards, Ltd. From 1991 to 1993, Dr. Schechter was a
research scientist at the Horticultural Research Institute of Ontario, Canada. Dr. Schechter received his Ph.D. and M.Sc. in Plant Physiology from the University of Guelph
in Ontario, Canada and his BS from the Hebrew University in Israel.
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Ron Zuckerman has served as a director of the Company since May 1991 and served as Chairman of the Board of Directors from January 1998 until December 2006. He
served as Chief Executive Officer of the Company from January 1995 until March 31, 2000. Mr. Zuckerman served as Chief Operating Officer of the Company from its
incorporation until April 1994. Mr. Zuckerman was a founder and served as Chairman of Precise Software Solutions Ltd. until it was acquired by Veritasin June 2003 and
serves as adirector of Attunity Ltd. and Tamir Fishman Ventures Ltd. Mr. Zuckerman serves as an advisor to Magnum Communications Fund and the First | sraeli
Turnaround Fund.

United International Trust N.V. (“UIT”) isacorporate body organized and existing under the laws of the Netherlands Antilles. It, or one of its predecessor entities, has
provided the Company with corporate-related services since April 1990, including serving as the Company’s transfer agent and register, maintaining the corporate-related
records of the Company, and filing various corporate documents and the annual corporate tax return with the governmental authoritiesin the Netherlands Antilles. UIT was
established by former shareholders of Intertrust (Curagao) N.V ., which subsequently operated under the names of MeesPierson Intertrust (Curagao) N.V. and Fortis
Intertrust (Curagao) N.V.

Hadas Gazit Kaiser shall serve as a director of the Company beginning July 1, 2007. She has served as the Chief Financial Officer and Finance Director of Emblaze since
December 2006. From August 2005 until she became CFO, Ms. Gazit Kaiser served as the Vice President-Finance of Emblaze and the Chief Financial Officer of Emblaze
Mobile. From August 2003 to August 2005, Ms. Gazit Kaiser served as the Budget Control Manager of TTI. From August 2000 to August 2003, Ms. Gazit Kaiser acted as
amanager at Kost, Forer Gabbay & Kasierer. Ms. Gazit Kaiser holds a BA in Economics and Accounting and an MBA degree in Finance, both from Tel Aviv University,
and is a Certified Public Accountant in Israel.

The Board of Directors must have a minimum of three, and a maximum of 24, directors. Directors of the Company are appointed by the General Meeting of Shareholders
and hold office until they resign or are suspended or dismissed by the General Meeting of Shareholders. The Board of Directors may appoint up to four additional
directors, and any such appointment shall be effective until the next General Meeting of Shareholders. The Board of Directors may fill any vacancies on the Board of
Directors, whether as aresult of the resignation or dismissal of adirector, or asaresult of a decision of the Board of Directors to expand the Board of Directors.

Our executive officers are appointed by, and serve at the discretion of, the Board of Directors of the Company.
There are no family relationships among the executive officers or directors of the Company.
B. Compensation of Directorsand Officers

The aggregate amount of compensation paid by the Company during the fiscal year ended December 31, 2006, to all directors and executive officers as a group for services
in all capacities was $529,000. This amount does not include amounts expended by the Company for automobiles made available to its officers or expenses (including
business travel and professional and business association dues) reimbursed to such officers. The aggregate amount set aside or accrued by the Company during its fiscal
year ended December 31, 2006, to provide pension, retirement severance and similar benefits for directors and executive officers of the Company was $55,000. The
foregoing amounts also exclude stock option grants to the Company’s directors and officers pursuant to the Company’s 1992 Stock Option and Incentive Plan, the
Company’s 2003 Share Option Plan and the Company’s 2005 Special Incentive Share Option Plan, which are described below.

The Company has employment agreements with its officers. The Company, in the ordinary course of its business, entersinto confidentiality agreements with its personnel
and has entered into non-competition and confidentiality agreements with its officers and high-level technical personnel. The Company does not maintain key person life
insurance on any of its executive officers.
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Board Fees and Expenses

The Company reimburses all Board of Directors members for reasonabl e out-of-pocket expenses incurred in connection with their attendance at Board of Directors or
committee meetings.

The Company grants to each of itsindependent directors afee for attending or participating in Board of Directors meetings and committee meetings, and participating in
unanimous written consents.

In the past, the Company has granted to each of its independent directors options to purchase 4,000 Common Shares annually. The options were granted at an exercise
price equal to the fair market value of the Company’s Common Shares on the date of grant. The term of the optionsis 10 years and the options become exercisable in four
equal, annual installments, beginning with the first anniversary of the grant date. In 2005 and 2006, the Company did not grant any options to its independent directors.

The Company has no current intent or plan to change its compensation arrangements with respect to directors for serving on the Board of Directors.
Stock Option and I ncentive Plan

In 1992, our Board of Directors and shareholders approved the 1992 Stock Option and Incentive Plan (the 1992 Stock Plan™) pursuant to which our officers, directors and
employees are eligible to receive awards of stock options and restricted stock. In February 2003, the Board of Directors authorized the extension of the 1992 Stock Plan
until April 2012 and our shareholders approved that extension. In 2003, our Board of Directors and sharehol ders approved the 2003 Share Option Plan (the <2003 Option
Plan”), pursuant to which our officers, directors, employees, consultants and contractors are eligible to receive awards of stock options. In the following description, the
1992 Stock Plan and 2003 Option Plan will be referred to together as the “Incentive Plans” and may be referred to individually as an “Incentive Plan.”

Options granted under the 1992 Stock Plan may be “incentive stock options” (“1SOs”), within the meaning of section 422 of the Internal Revenue Code of 1986, as
amended (the “Codge”), or non-qualified stock options (“non-Qualified Stock Options”). Restricted stock may be granted in addition to or in lieu of any other award granted
under the 1992 Stock Plan. Option grants under the 2003 Option Plan are intended to comply with, and benefit from, applicable tax laws and regulationsin Isragl.

Each of the Incentive Plans is administered by the compensation committee (the “Committee”) established by the Board of Directors. Subject to the provisions of each
Incentive Plan, the Committee determines the type of award, when and to whom awards will be granted and the number of shares covered by each award. The Committee
also determines the terms, provisions, and kind of consideration payable (if any), with respect to awards. The Committee has discretionary authority to interpret the
Incentive Plans and to adopt rules and regulations related thereto. In determining the persons to whom awards shall be granted and the number of shares covered by each
award, the Committee takes into account the contribution to the management, growth and/or profitability of the business of the Company by the respective persons and
such factors as the Committee shall deem relevant, including the length of employment of the respective persons, the nature of their responsibilities to the Company, and
their flexibility with regard to location of their employment and other employment-related factors.

An option may be granted on such terms and conditions as the Committee may approve, and generally may be exercised for a period of up to 10 years from the date of
grant. Options granted under the Incentive Plans become exercisable in four equal, annual installments, beginning with the first anniversary of the date of the grant, or
pursuant to such other schedule as the Committee may provide in the option agreement. The exercise price of such options generally will be not less than 100% of the fair
market value per share of the Common Shares at the date of the grant. In the case of 1SOs, certain limitations will apply with respect to the aggregate value of option shares
which can become exercisable for the first time during any one calendar year, and certain additional limitations will apply to “Ten Percent Stockholders” (as defined in the
1992 Stock Plan). The Committee may provide for the payment of the option price in cash, by delivery of other Common Shares having afair market value equal to such
option exercise price, by acombination thereof or by any method in accordance with the terms of the option agreements. The Incentive Plans contain special rules
governing the time of exercise of optionsin the case of death, disability, or other termination of employment. Options are not transferable except by will or pursuant to
applicable laws of descent and distribution upon death of the employee.
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The 1992 Stock Plan also provides for the granting of restricted stock awards, which are awards of Common Shares that may not be disposed of, except by will or the laws
of descent and distribution, for such period as the Committee determines (the “restricted period™). The Committee may also impose such other conditions and restrictions
on the shares as it deems appropriate, including the satisfaction of performance criteria. The Committee may provide that such restrictions will lapse with respect to
specified percentages of the awarded shares on successive anniversaries of the date of the award. During the restricted period, the grantee is entitled to receive dividends
with respect to, and to vote the shares awarded to him or her. If, during the restricted period, the grantee’s continuous employment with the Company terminates for any
reason, any shares remaining subject to restrictions will be forfeited. The Committee has the authority to cancel any or al outstanding restrictions prior to the end of the
restricted period, including cancellation of restrictionsin connection with certain types of termination of employment.

As of December 31, 2006, we had 1,310,686 Common Shares available for future issuance of awards under the Incentive Plans. As of December 31, 2006, options to
purchase 2,441,050 Common Shares, 1,510,000 of which were held by officers and directors, were outstanding. As of that date, there were 22,280 shares of restricted stock
that the Company had granted to employees and other eligible grantees (none of which were held by current and former officers and directors), and al of which had vested
(prior to 1998) under the restricted stock awards.

In 2005, the Company’s Board of Directors authorized a new Incentive Stock Option Plan (the “Special Plan™) and our shareholders approved the Special Plan in 2006.
The number of Common Shares available for grants pursuant to the Special Plan was set at 2,000,000 shares. The Special Plan isintended to be used solely to attract or
retain senior management and/or members of the Board of Directors. Unless otherwise determined by the Committee, options granted pursuant to the Special Plan will
have an exercise price of $3.00 per share, shares issued upon exercise will be locked for up to five years following the grant date, and the right to obtain shares will be
contingent upon the optionee providing services to the Company throughout the entire five year period. In the event of a change of control of the Company, any unvested
options will be accelerated.

The Specia Plan is administered by the Committee. Subject to the provisions of the Specia Plan, the Committee determines the type of award, when and to whom awards
will be granted and the number of shares covered by each award. The Committee also determines the terms and provisions with respect to awards. The Committee has
discretionary authority to interpret the Special Plan and to adopt rules and regulations related thereto.

Pursuant to the Special Plan, in November 2005 the Company’s President and Chief Executive Officer was granted options to purchase 1,000,000 Common Shares. In
December 2005, as aresult of the issuance of SFAS No. 123(R), we accelerated the vesting of al 1,000,000 options. In 2007, the Company’s Chief Operating Officer was
granted options to purchase 250,000 Common Shares, pursuant to the Specia Plan.

C. Board Practices

Members of the Company’s Board of Directors are elected by avote at the annual general meeting of shareholders and serve for aterm of one year. Directors may serve
multiple terms and are elected by amajority of the votes cast at the meeting. The Chief Executive Officer serves until hisremoval by the Board of Directors or resignation
from office. Non-employee directors do not have agreements with the Company for benefits upon termination of their service as directors.

Audit Committee

The Audit Committee of the Board of Directors is comprised of three independent directors, nominated by the Board of Directors: Yacov Elinav, Uzi Netanel and Dr. Ido
Schechter. The Board of Directors has determined that Mr. Elinav meets the definition of an audit committee financial expert. The primary function of the Audit
Committee isto assist the Board of Directorsin fulfilling its oversight responsibilities by reviewing financial information, internal controls and the audit process. In
addition, the Committee is responsible for oversight of the work of our independent auditors. The Committee is governed by a Charter and meets at regularly scheduled
quarterly meetings.
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Compensation Committee

The Compensation Committee of the Board of Directorsis comprised of three directors, nominated by the Board of Directors: Gad Goldstein, Dr. Ido Schechter and Guy
Bernstein. Dr. Schechter is an independent director. On January 1, 2007, Mr. Guy Bernstein replaced Mr. Zuckerman as a member of the Compensation Committee. The
primary function of the Compensation Committee is to manage the Company’s Stock Option Plan and review and approve all matters relating to the compensation of the
Company’s officers and directors. The Committee is governed by a Charter and meets at regularly scheduled quarterly meetings.

NASDAQ Exemptions for a Controlled Company
We are a controlled company within the meaning of NASDAQ Marketplace Rule 4350(c)(5), or Rule 4350(c)(5), since Formula holds more than 50% of our voting power.
Under Rule 4350(c)(5), a controlled company is exempt from the following requirements of NASDAQ Marketplace Rule 4350(c) as of July 31, 2005:

L The majority of the company’s board of directors must qualify as independent directors, as defined under NASDAQ Marketplace Rules; and

. The compensation of the chief financial officer and all other executive officers must be determined, or recommended to the board of directors for
determination, either by (i) amajority of the independent directors or (ii) a compensation committee comprised solely of independent directors. Director
nominees must either be selected or recommended for the board of directors’ selection, either by (a) a majority of independent directors or (b) a
nominations committee comprised solely of independent directors.

NASDAQ Exemption for a Foreign Private | ssuer
We are aforeign private issuer within the meaning of NASDAQ Marketplace Rule 4350(a), since we are incorporated in the Netherlands Antilles.
Pursuant to NASDAQ Marketplace Rule 4350(a), aforeign private issuer may follow a home country practicein lieu of one or more provisions of Rule 4350.

We have elected to follow our home country practice in lieu of the requirements set forth in NASDAQ Marketplace Rule 4350(b)(1)(A) which requires acompany to
distribute to its sharehol ders copies of an annual report containing its audited financial statements. Instead of distributing copies of our annual report by mail, we have
made our annual report available to shareholders on our website (http://www.sapiens.com/en/investors/annual_reports/).

We have also submitted to NASDAQ awritten statement from our independent Netherlands Antilles counsel which certified that our practice of not mailing the annual
report, but rather making it available on our website, was not prohibited by Netherlands Antilles law.
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D. Employees
As of December 31, 2006, we had atotal of 319 employees, a 12.4% decrease from the end of 2005.

In February 2006, we began to implement arestructuring plan for the purpose of reducing costs and restoring profitability. The restructuring plan included the termination
of the employment of approximately 25 employees.

The following table sets forth the number of employeesin (1) research and devel opment, (2) consulting, delivery and technical support and (3) SG& A at the end of each of
the past three years, as well as their geographic area of employment:

Research & Consulting, Delivery
Total Employees Development & Technical Support SG&A

2006 319 53 217 49
2005 364 52 235 77
2004 405 57 252 96

2006 2005 2004
Israel 198 218 214
United States 43 50 54
United Kingdom 49 52 82
Japan 23 24 24
France 4 15 25
Germany 1 5 5
Switzerland 1 - 1
Total Employees 319 364 405
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Share Owner ship

Shares Beneficially Owned

Number Percent (1)
Eli Reifman (2) 11,163,131 53.8
Gad Goldstein (3) 11,163,131 53.8
Ron Zuckerman (4) 289,700 14
Roni Al Dor (5) 240,000 *
All directors and executive officers as a group (12
persons (6) 11,850,831 56.0

* |lessthan 1.0%

Unless otherwise indicated below, the persons in the above table have sole voting and investment power with respect to all shares shown as beneficialy owned by
them. The percentages shown are based on 20,678,187 Common Shares outstanding as of June 27, 2007 plus such number of Common Shares as the indicated
person or group had the right to receive upon the exercise of options which are exercisable within 60 days of June 27, 2007.

Includes 11,088,594 Common Shares and NIS 2,012,500 par value of our debentures (convertible into 74,537 Common Shares) held by Formula. Emblaze
beneficially owns 50.1% of the outstanding share capital of Formula. Messrs. Naftali Shani and Eli Reifman, directors of Emblaze, hold 13.8% and 8.6% of the
outstanding share capital of Emblaze, respectively. Eli Reifman is a director and President of Emblaze and may be deemed to share with Emblaze the power to
vote and dispose of our Common Shares beneficially owned by Formula. Eli Reifman disclaims beneficial ownership of the Common Shares beneficially owned
by Formula. See Item 7, “Magjor Shareholders and Related Party Transactions — Major Shareholders.”

Includes 11,088,594 Common Shares and NIS 2,012,500 par value of our debentures (convertible into 74,537 Common Shares) held by Formula. Gad Goldstein,
President and director of Formula, disclaims beneficial ownership of these shares. See Item 7, “Major Shareholders and Related Party Transactions— Major
Shareholders.”

Includes (i) 97,700 Common Shares held by Lako Enterprises S.A. (“Lako”) asto which Mr. Zuckerman disclaims beneficial ownership (see below); (ii) 140,000
Common Shares held by Meister Software N.V. (“Meister”), a Netherlands Antilles corporation, which shares may be deemed to be beneficially owned by Mr.
Zuckerman (see below); (iii) 24,000 Common Shares held of record by Mr. Zuckerman; and (iv) options to purchase 28,000 Common Shares held by Lako asto
which Mr. Zuckerman disclaims beneficial ownership. 14,000 of the options have an exercise price of $0.005 and 14,000 have an exercise price of $32.50 per
share, and all 28,000 expire in October 2008. A trust (the Bornali Foundation) for the benefit of the estate of Mr. Zuckerman owns all the outstanding voting
shares of Lako. Mr. Zuckerman disclaims beneficial ownership of the Common Shares held by Lako.

Lako owns 97,700 Common Shares of the Company and 50% of the voting shares of Century Holdings, Inc., a Panamanian corporation (“Century”). Century
owns approximately 33% of the voting stock of Meister. By virtue of Lako’s ownership of Century, Mr. Zuckerman may be deemed to have ownership of Century
and thus may be deemed to beneficially own all of the Common Shares held by Meister.

Includes options to purchase 240,000 Common Shares at an exercise price of $1.74 per share which expire in November 2015. Does not include the option to
purchase 1,000,000 Common Shares granted pursuant to the Special Plan, which expire in November 2015. See Item 6, “Directors, Senior Management and
Employees - Compensation of Directors and Officers.”

Each of the directors and executive officers not separately identified in the above table beneficially own less than 1% of our outstanding Common Shares
(including options held by each such party and which are vested or will become vested within 60 days of June 27, 2007) and have therefore not been separately
disclosed. The options held by the directors and executive officers not separately identified in the above table have exercise prices ranging from $1.50 to $2.24 per
share, and none of which expire before 2015.
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ITEM 7. MAJOR SHAREHOLDERSAND RELATED PARTY TRANSACTIONS

A. Major Shareholders

The following table sets forth, as of June 27, 2007, certain information with respect to the beneficial ownership of the Company’s Common Shares by each person known
by the Company to own beneficially more than 5% of the outstanding Common Shares, based on information provided to us by the holders or disclosed in public filings

with the Securities and Exchange Commission.

Shares Beneficially Owned

Name and Address Number Percent (1)
Formula Systems (1985) Ltd. (2) 11,163,131 53.8

3 Abba Eban Boulevard

Herzlia 46725, |srael
Highbridge International LLC 2,166,667 10.5

c/o Harmonic Fund Services

The Cayman Corporate Centre, 4th Floor
27 Hospital Road

Grand Cayman

Cayman Islands, British West Indies

Magnum Technology Limited (3) 1,204,819 5.8
c/o Rothschild Corporate Fiduciary
Services Limited
St. Peter’s House, Le Bordage
St. Peter’s Port, Guernsey, Channel 1slands

F.1.D. Holdings Ltd. (4) 2,193,750 10.3
Rubinstein House, Floor 29
37 Petach Tikva Road
Tel Aviv 67137, Israel

D The percentages shown are based on 20,678,187 Common Shares outstanding as of June 27, 2007 plus such number of Common Shares as the indicated person or
group had the right to receive upon the exercise of options which are exercisable within 60 days of June 27, 2007.

()] Includes 11,088,594 Common Shares and NIS 2,012,500 par value of our debentures (convertible into 74,537 Common Shares). Emblaze beneficially owns 50.1%
of the outstanding share capital of Formula. Messrs. Naftali Shani and Eli Reifman, directors of Emblaze, hold 13.8% and 8.6% of the outstanding share capital of
Emblaze, respectively. Gad Goldstein is a director and President of Formula but holds no outstanding shares of Formula. Gad Goldstein may be deemed to share
with Formula the power to vote and dispose of our Common Shares beneficially owned by Formula. Gad Goldstein disclaims beneficial ownership of the
Common Shares beneficially owned by Formula.

3 Yarnfield International Limited (“Yarnfield”), which acquired the sharesin 2001, has since been liquidated and our Common Shares held by Y arnfield were
transferred to Magnum Technology Limited (the parent company of Yarnfield).

4) Includes (i) 1,531,250 Common Shares, (ii) warrants to purchase 350,000 Common Shares and (iii) 312,500 Common Shares issuable upon conversion of the $1.0
million loan due August 1, 2007.
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Significant changesin holdings of major shareholders
1. Formula

In June 2005, we entered into a share purchase agreement with Formula, whereby Formulainvested $2.0 million in the Company and we issued 1,041,667 Common Shares
to Formula at a purchase price per share of $1.92, which was the average closing price for the 10 day period prior to the execution of the agreement. As aresult of the $2.0
million investment in June 2005, Formula became the holder of approximately 58% of our outstanding Common Shares at that time.

In August 2006, we entered into a share i ssuance agreement with Formula whereby Formula invested $2.0 million in the Company, and we issued 1,562,500 Common
Shares to Formula, at a purchase price per share of $1.28, which was the average closing price for the 10 day period prior to July 17, 2006, and which was the same as the
conversion price approved by the debentures holders at the August 2006 meeting. As aresult of the $2.0 million investment in August 2006, Formula became the holder of
approximately 60% of our outstanding Common Shares at that time.

From time to time, Formula has increased its beneficial shareholding in the Company through market purchases of additional Common Shares. From June 25, 2006
through June 28, 2007, Formulaincreased its holding of our Common Shares by approximately 198,240 Common Shares through purchases on the public market.

In June 2007, we entered into a private placement investment transaction with several institutional investors, private investors and Formula for an aggregate gross
investment amount of $20 million (excluding finders’ fees and out of pocket expenses). As of June 27, 2007, we have held closings for $17.5 million of the investment, $5
million of which was by Formula. As aresult, we issued to Formula 1,666,667 Common Shares, at a price per share of $3.00 which reflected a premium of approximately
25% above the trading price of our Common Shares (as of the date our Board of Directors approved the investment). The closing for the remaining $2.5 million, for an
aggregate of 833,333 Common Shares, is expected by June 30, 2007.

As of June 27, 2007, Formula was the holder of approximately 53% of our outstanding Common Shares.

In November 2006, Emblaze purchased the controlling interest of Formula, and as a result, control of us. As of June 24, 2007, Emblaze owned 50.1% of the outstanding
share capital of Formula and, therefore, has an indirect controlling influence over us.

(For further details about the transactions with Formula, see Item 10, “Additional Information —Material Contracts.”)

2. FID and Israel Discount Bank

Asaresult of the agreement entered into as of March 16, 2004 among the Company and the Investors, FID became the beneficial holder of approximately 9.1% of the
Company’s share capital .

In May 2005, we entered into an agreement with the Investors, regarding the payment of the remaining $4.0 million due to the Investors, pursuant to the March 2004
agreement between us and the Investors. We agreed to pay $2.0 million on May 2, 2005, $1.0 million by April 1, 2006 and $1.0 million by August 1, 2006. The first
installment of $2.0 million was paid as required at the beginning of May 2005.

In August 2006, we entered into an agreement with the Investors whereby the Investors converted the $1.0 million payment that was due on April 1, 2006 into 781,250
Common Shares and the $1.0 million payment that was due on August 1, 2006 was delayed to August 1, 2007. The Investors may, at their sole discretion, convert all or
any portion of the $1.0 million payment now payable on August 1, 2007 into our Common Shares, at a conversion price per each share of $3.20.

(For further details about the transactions with the Investors, see Item 10, “Additional Information —Material Contracts — Agreements with FID and Israel Discount Bank
Ltd.”)
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3. Highbridge International LLC

In June 2007, we entered into a private placement investment transaction with several institutional investors, private investors and Formula for an aggregate gross
investment amount of $20 million (excluding finders’ fees and out of pocket expenses). Pursuant to such private placement investment, Highbridge International LLC
invested $6.5 million in the Company in return for the issuance of 2,166,667 Common Shares, which equaled 10.5% of our outstanding Common Shares.

The major shareholders disclosed above do not have different voting rights.

As of June 14, 2007, there were 176 holders of record of the Company’s Common Shares, including 125 holders of record with addresses in the United States. The number
of record holdersin the United States is not representative of the number of beneficial holders, nor isit representative of where such beneficial holders are resident because
many of these ordinary shares were held of record by brokers or other nominees.

Based on Formula’s beneficial holding of over 50% of the outstanding Common Shares of the Company, and based on Emblaze’s beneficial holding of over 50% of the
outstanding share capital of Formula, both Formula and Emblaze may be considered to control the Company.

B. Related Party Transactions
Red Coral

On April 4, 2001, we entered into a share purchase and |oan agreement with Red Coral Holdings, Inc. (“Red Coral”), a company owned by Itzick Sharir, then our President
and Chief Executive Officer. According to the terms of the agreement, Red Coral purchased 300,000 Common Shares for a purchase price of $975,000. As part of the
agreement, the Company granted to Red Coral aloan in the amount of $975,000 for the purpose of acquiring the Common Shares. The term of the loan was six years, with
accrued interest at arate of 4% per year. The interest amount was initially fully-recourse and fixed. To secure payment of the loan, Red Coral granted to the Company a
lien and security interest on al of the Common Shares of the Company that it owns. To secure fulfillment of the terms of the agreement, the Common Shares were held in
escrow by the General Counsel of the Company.

Following the departure of Mr. Sharir, we postponed the due date of the January 15, 2006 and the January 15, 2007 interest payments until the due date for repayment of
the principal amount of the loan (April 4, 2007), and converted the final two interest payments from fully-recourse to non-recourse. The remaining terms of the loan were
not changed.

On April 4, 2007, the term of the loan expired, without Red Coral having repaid the principal amount or the final two interest payments. In May 2007, we foreclosed our
lien on the 300,000 Common Shares owned by Red Coral, and we now hold such shares as treasury shares. As aresult, the loan agreement was terminated and Red Coral
has no further obligations to us under the loan agreement.

In November 2005, upon the termination of his employment with the Company, Mr. Sharir was granted options to purchase 50,000 Common Shares at a price $1.74 per
share, which expire in November 2008.

FID and Israel Discount Bank

Asaresult of the agreement entered into as of March 16, 2004 among the Company and the Investors, FID became the beneficial holder of approximately 9.1% of the
Company’s share capital .

In May 2005, we entered into an agreement with the Investors regarding the payment of the remaining $4.0 million due to the Investors, pursuant to the March 2004
agreement between us and the Investors. We agreed to pay $2.0 million on May 2, 2005, $1.0 million by April 1, 2006 and $1.0 million by August 1, 2006. The first
installment of $2.0 million was paid as required at the beginning of May 2005.
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In August 2006, we entered into an agreement with the Investors whereby the Investors converted the $1.0 million payment that was due on April 1, 2006 into 781,250
Common Shares and the $1.0 million payment that was due on August 1, 2006 was delayed to August 1, 2007. The Investors may, at their sole discretion, convert all or
any portion of the $1.0 million payment now payable on August 1, 2007 into Common Shares, at a conversion price per each share of $3.20.

(For further details about the transactions with the Investors, see Item 10, “Additional Information —Material Contracts —Agreements with FID and Israel Discount Bank
Ltd.”)

Formula

In June 2005, we entered into a share purchase agreement with our major shareholder, Formula, whereby Formulainvested $2.0 million in the Company, and we issued
1,041,667 Common Shares to Formula, at a purchase price per share of $1.92, which was the average closing price for the 10 day period prior to the execution of the
agreement. The Common Shares issued pursuant to the June 2005 agreement were granted ““piggyback” registration rights, similar to those granted to Formula and
Yarnfield International Limited (now Magnum Technology Limited) in their 2001 investment.

In August 2006, we entered into a share i ssuance agreement with Formula whereby Formulainvested $2.0 million in the Company, and we issued 1,562,500 Common
Shares to Formula, at a purchase price per share of $1.28, which was the average closing price for the 10 day period prior to July 17, 2006, and which was the same as the
conversion price approved by the debentures holders at the August 2006 meeting. As aresult of the $2.0 million investment in August 2006, Formula became the holder of
approximately 60% of our outstanding Common Shares at that time.

In December 2006, we entered into aloan agreement with Bank Leumi Le-Israel whereby we borrowed an aggregate amount of approximately $2.5 million. The proceeds
of the loan enabled us to make the December 2006 principal and interest payment on the debentures. The loan was secured by a pledged deposit of Formula. The loan bears
an annua interest rate equal to the prime rate of interest in Israel plus 0.5% (for atotal of 6.5%) and the principal and interest are due on August 30, 2007.

In June 2007, we entered into a private placement investment transaction with several institutional investors, private investors and Formula for an aggregate gross
investment amount of $20 million (excluding finders’ fees and out of pocket expenses). As of June 27, 2007, we have held closings for $17.5 million of the investment, $5
million of which was by Formula. As aresult, we issued to Formula an aggregate of 1,666,667 Common Shares, at a price per share of $3.00. Following theinitial closing
of the $17.5 million investment, Formula’s holdings were reduced to approximately 53% of our outstanding Common Shares.The closing for the remaining $2.5 million,
for an aggregate of 833,333 Common Shares, is expected by June 30, 2007.

(For further details about the transactions with Formula, see Item 10, “Additional Information —Material Contracts.”)

C. Interests of Expertsand Counsel

Not applicable.
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ITEM 8. FINANCIAL INFORMATION

A. Consolidated Statements and Other Financial I nformation
Financial Statements

See the Consolidated Financial Statements and related notesin Item 18.
Export Sales

In 2006, 72.8% of our revenues were from customers located outside of Israel. For information on our revenues breakdown by geographic market for the past three years,
see Item 4, “Information on the Company — Business Overview - Geographical Distribution of Revenues.”

Dividend Policy

We have never declared or paid any cash dividends on our Common Shares and we do not anticipate paying cash dividends in the foreseeable future. It is the present
intention of our Board of Directorsto retain all earnings in the Company in order to support the future growth of its business. Any determination in the future to pay
dividends will be dependent upon our consolidated results of operations, financial condition, cash requirements, future prospects and other factors. For more information
about distribution of dividends and various tax implications, see Item 10, “Additional Information - Memorandum and Articles of Association;” Item 10, “Additional
Information — Exchange Controls,” and Item 10, “Additional Information — Taxation.”

Legal Proceedings

The Company is subject to certain legal and governmental proceedings and claims that arise in the conduct of its business. In the opinion of management, the amount of
liability, if any, asaresult of these claims and proceedingsis not likely to have a material effect on the financial condition or results of operations of the Company.

B. Significant Changes
The following significant changes have occurred since the date of our annual consolidated financial statements:

In June 2007, we entered into a private placement investment transaction with several institutional investors, private investors and Formula for an aggregate gross
investment amount of $20 million (excluding finders’ fees and out of pocket expenses). As of June 27, 2007, we have held closings for $17.5 million of the investment, $5
million of which was by Formula. We issued to the investors an aggregate of 5,833,333 Common Shares (of which 1,666,667 Common Shares were issued to Formula), at
aprice per share of $3.00 which reflected a premium of approximately 25% above the trading price of our Common Shares (as of the date our Board of Directors approved
the investment). The closing for the remaining $2.5 million, for an aggregate of 833,333 Common Shares, is expected by June 30, 2007. The investors were all non-US
persons, and the Common Shares were issued to the investors pursuant to Regulation S. As aresult, the issuance of the Common Shares to the investors was exempt from
registration under the Securities Act.

In June 2007, we purchased an aggregate amount of NIS 15,000,000 nominal value, representing approximately, $3.5 million of the outstanding debentures. Pursuant to the
terms of the prospectus governing the debentures, the amount repurchased by us was retired and removed from circulation. As aresult, the total amount that we must pay

in December 2007 was reduced to approximately $4.6 million, approximately $4.2 million for the second of the four annual re-payments of the principal of the debentures,
and approximately $0.4 million for the semi-annual interest payment.
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On June 27, 2006, we entered into agreements for a new revolving credit line facility for borrowings of up to $9.2 million, until June 30, 2007. We are currently
negotiating the extension of the credit facility for another year. We cannot be certain that an agreement will be signed, though we expect that an agreement will be signed
that extends the current credit line, on substantially similar terms, for an additional year.

(Seealso Item 5, “‘Operating and Financial Review and Prospects - Liquidity and Capital Resources — Credit Lines.”)
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ITEM 9. THE OFFER AND LISTING

A. Offer and Listing Details

The Company’s Common Shares are quoted on the NASDAQ Capital Market and on the TASE under the symbol “SPNS”.

The table below sets forth the high and low market prices for our Common Shares on the NASDAQ National Market (now known as the NASDAQ Globa Market) until
September 27, 2005 and the NASDAQ Capital Market thereafter on an annual basis for the years 2002 through 2006 and on a quarterly basis for the years 2005 and 2006,

and the first quarter of 2007. On June 16, 2003, the Company carried out the Reverse Stock Split (see Note under Item 3.A “Selected Consolidated Financial Data”). All
share prices have been adjusted to reflect the Reverse Stock Split by multiplying historical prices by five.

HIGH LOwW

2002 (Annual) $6.85 $3.00
2003 (Annual) 6.01 3.30
2004 (Annual) 525 1.48
2005 (Annual) 2.89 1.00
2006 (Annual) 210 1.02
2007 (Annual) (through June 25, 2007) 3.66 135
2005

First Quarter $2.89 $1.85
Second Quarter 241 152
Third Quarter 2.09 1.30
Fourth Quarter 1.86 1.00
2006

First Quarter $1.60 $1.14
Second Quarter 154 1.06
Third Quarter 2.10 1.09
Fourth Quarter 157 1.02
2007

First Quarter $2.00 $1.35
Second Quarter (through June 25, 2007) 3.66 151

The table below sets forth the high and low market prices for our Common Shares on the NASDAQ Capital Market during the most recent six-month period:

HIGH Low
December 2006 $1.55 $1.22
January 2007 2.00 135
February 2007 1.95 1.52
March 2007 1.74 1.52
April 2007 2.24 151
May 2007 2.95 1.56
June 2007 (through June 25, 2007) 3.66 221
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Our Common Shares began trading on the TASE effective March 6, 2003. Under current Israeli law, the Company will satisfy its reporting obligationsin Israel by
furnishing to the applicable I sraeli regulators only those reports the Company is reguired to file in the United States. The table below sets forth the high and low market
prices for our Common Shares on TASE on an annual basis for the years 2003 through 2006 and on a quarterly basis for the years 2005 and 2006, and the first quarter of
2007. The conversion from NISinto US dollars for the following two tablesis based on the average monthly representative rate of exchange published by the Bank of
Israel then in effect for the month in which such high or low was recorded, except for the month of June 2007 where the conversion is based on the representative rate of
exchange as published by the Bank of Israel for the specific date recorded.

HIGH LOwW
2003 (Annual from March 6) $6.01 $3.56
2004 (Annual) 5.29 1.75
2005 (Annual) 2.74 1.19
2006 (Annual) 157 1.14
2007 (Annual) (through June 25, 2007) 3.82 1.42
2003

Second Quarter $4.99 $4.33
Third Quarter 5.06 358
Fourth Quarter 6.01 3.56
2004

First Quarter $5.29 $3.62
Second Quarter 3.64 2.28
Third Quarter 254 1.75
Fourth Quarter 242 1.85
2005

First Quarter $2.74 $2.06
Second Quarter 2.28 1.76
Third Quarter 2.03 1.55
Fourth Quarter 1.73 1.19
2006

First Quarter $1.57 $1.24
Second Quarter 1.42 1.23
Third Quarter 1.37 114
Fourth Quarter 1.48 1.19
2007

First Quarter $1.83 $1.42
Second Quarter (through June 25, 2007) 3.82 150
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The table below sets forth the high and low market prices for our Common Shares on TASE during the most recent six-month period:

HIGH Low
December 2006 $1.48 $1.40
January 2007 1.82 142
February 2007 1.83 154
March 2007 1.76 1.76
April 2007 1.72 1.70
May 2007 1.99 1.50
June 2007 (through June 25, 2007) 3.82 2.36

On June 24, 2007, we received aletter from the TASE informing us that as of August 12, 2007, our Common Shares and warrants (Series 1) that are traded on the TASE,
but not our debentures (Series A), will be included in anewly created list of “llliquid Securities”. As aresult, trades on the TASE of our Common Shares and warrants
(Series 1) will only be executed twice a day, in the morning upon the commencement of trading, and at the end of day, at the end of trading. At this time we cannot be
certain asto the effects, if any, that such listing change on the TASE will have on our Common Shares and warrants (Series 1), however, we do not believe such inclusion
as an “llliquid Security” on the TASE will have amaterial effect on our financial condition.

B. Plan of Distribution
Not applicable.
C. Markets

The Company’s Common Shares are quoted on the NASDAQ Capital Market and on the TASE under the symbol “SPNS”.
D. Selling Shareholders

Not applicable.

E. Dilution

Not applicable.

F. Expenses of the | ssue

Not applicable.
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ITEM 10. ADDITIONAL INFORMATION

A.

Share Capital

Not applicable.

B.

1

Memorandum and Articles of Association (the “Articles”)

Registration and Purposes. The Company is organized and existing under the laws of the Netherlands Antilles. Its registered number is 53368.

The objects and purposes of the Company, which are itemized in Article |1 of the Articles, may be summarized as follows:

. to establish, participate in or have any other interest in business enterprises concerned with the development and commercial operation of software;
L to finance directly or indirectly the activities of the Company, its subsidiaries and affiliates;

L to borrow and to lend moneys;

L to engage in the purchase and sale of securities, futures, real estate, business debts, commodities and intellectual property;

. to undertake, conduct and promote research and devel opment;

. to guarantee, pledge, mortgage or otherwise encumber assets as security for the obligations of the Company or third parties; and

L to do all that may be useful or necessary for the attainment of the above purposes.

Board of Directors. A member of the Board of Directors may vote on aproposal or transaction in which he/she has a material interest if the material facts asto the
director’s self-interest are disclosed to the Board of Directors. Neither the Articles nor Netherlands Antilles law requires amajority of the disinterested directors to
authorize the proposal or transaction. Members of the Board of Directors have the power to vote compensation to themselves, even if they lack an independent
quorum.

The Articles do not grant borrowing powers to directors; nor do they require directorsto resign at a certain age or to purchase a certain number of shares of the
Company’s common stock.

Rights and Preferences. The Company has only one class of shares of common stock, the Common Shares, currently outstanding. All previous issuances of
preferred shares have been converted into Common Shares. The rights and preferences of the holders of Common Shares are summarized below. The Articles
authorize a class of undefined preferred shares (the “Blank Preferred Shares”). There are no rights associated with the Blank Preferred Shares and none have been
issued.

(a) Common Shares

Holders of the Common Shares are entitled to one vote for each whole share on all matters to be voted upon by shareholders, including the election of
directors. Holders of the Common Shares do not have cumulative voting rightsin the election of directors. All Common Shares are equal to each other
with respect to liquidation and dividend rights. Holders of the Common Shares are entitled to receive dividends, subject to shareholder approval, out of
funds legally available under Netherlands Antilles law. See “Dividend Policy” below. In the event of the liquidation of the Company, all assets available
for distribution to the holders of the Common Shares are distributable among them according to their respective holdings, subject to the preferences of any
shares having a preference upon liquidation that may be then outstanding. Holders of the Common Shares have no preemptive rights to purchase any
additional, unissued Common Shares. The foregoing summary of the Common Shares does not purport to be complete and is subject to, and qualified in
its entirety by, the provisions of the Articles.
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(b) Dividend Poalicy

The Company has never declared or paid any cash dividends on its Common Shares and does not anticipate paying cash dividends in the foreseeable
future. It is the present intention of the Company’s Board of Directorsto retain al earnings in the Company in order to support the future growth of its
business. Any determination in the future to pay dividends will be dependent upon the Company’s consolidated results of operations, financial condition,
cash requirements, future prospects and other factors. In addition, the ability of the Company to pay dividends is subject to the limitations of the
Corporate Law of the Netherlands Antilles, which provides, among other things, that dividends, while permitted to be paid periodically during afiscal
year, are subject to being proposed by the Board of Directors of the Company and approved thereafter at the General Meeting of Shareholders. The
Corporate Law of the Netherlands Antilles also provides that a distribution of dividends can only occur if, at the moment of distribution, the equity of the
Company equals at least the nominal capital of the Company and, as aresult of the distribution, will not fall below the nominal capital. Nominal capital is
the sum of the par values of all of the issued shares in the Company’s capital stock at any moment in time.

(c) TheBlank Preferred Shares

There are no preferences or any rights whatsoever associated with the Blank Preferred Shares. These shares are unissued and are not owned by any of the
current shareholders of the Company. Any issuance of these preferred shares is solely within the discretion of the Company’s Board of Directors. The
Company has undertaken toward the TASE that so long as shares of its Common Stock are listed for trading on the TASE, the Company shall not issue or
grant any shares of adifferent class of shares than those that are listed for trading on the TASE. This undertaking does not apply to Preferred Shares as
defined in Section 46B(b) of the Israel Securities Law, on the condition that such Preferred Shares are issued in accordance with the conditions set forth in
Section 46A (1) therein.

Changing the Rights of the Shareholders. The general meeting of shareholders decides upon any change in the Articles. A resolution to amend the Articles
requires the approval of the absolute majority of all shares outstanding and entitled to vote.

General Meetings. At least one general meeting of shareholders must be held each year. General meetings must be held in Curagao. Special general meetings of
shareholders may be called at any time by the Chairman of the Board or by the Board of Directors upon no less than 10 nor more than 60 days’ written notice to
the Company’s shareholders. Every shareholder has the right to attend any meeting of shareholdersin person or by proxy and to address the meeting. No action
may be taken at any meeting of shareholders unless a quorum consisting of holders of at least one-half of the shares outstanding and entitled to vote are present at
the meeting in person or by proxy.

Limitationsto Own Securities. The Articles contain no limits on the right to own securities.
Change of Control. The Articles contain no provisions that would prevent or delay a change of control of the Company.

Disclosure of Ownership. By-laws do not exist under Netherlands Antilleslaw. The Articles contain no provisions requiring a shareholder to disclose his or her
interest at a certain time; however holders of our shares are subject to the reporting provisions of the Securities and Exchange Commission.

54




C. Material Contracts
1. Convertible Debentures and Trust Deed

On December 11, 2003, we completed an offering of securitiesin Israel, resulting in gross proceeds of approximately $17.1 million. We sold 100,000 units of securities,
each unit consisting of 800 debentures (Series A), two options (Series A) exercisable into debentures (Series A) and six warrants (Series 1) exercisable into Common
Shares of the Company.

The debentures are linked to the US dollar and bear annual interest at the rate of 6.0%, payable on the 5th of June and the 5th of December each year commencing on June
5, 2004 and ending on December 5, 2009. Principal is payable in four installments on the 5th of December of the years 2006-2009. During the period beginning 45 days
after the registration of the debentures (Series A) for trading on the TASE and ending November 21, 2009, the debentures (Series A) are convertible in Common Shares at
aconversion rate of one Common Share per each NIS 27 (currently approximately $6.43) amount of the debentures. The conversion rate is subject to certain adjustments.
The debentures (Series A) are unsecured.

Options (Series A) which were exercised by non-affiliates of the Company before their expiry date resulted in additional gross proceeds of approximately $1.6 million to
the Company in the first quarter of 2004.

Each warrant (Series 1) is exercisable into one Common Share of the Company until November 21, 2007 for an exercise price of approximately $6.43.

In accordance with chapter E1 of the Israel Securities Law, we offered the debentures after nominating a trustee for the debenture holders. The trustee is Ubank Trust
Company Ltd. (formerly Investec Trust Company (Israel) Ltd.) and the date of the Trust Deed is December 2, 2003. The Trust Deed includes, among other things, the
duties of the trustee, the circumstances in which the trustee can demand immediate repayment of the outstanding debentures, the circumstances in which the trustee or the
Company can call meetings of debenture holders and the procedures for such meetings.

In August 2006 we convened a general meeting of the debenture holders, where a special resolution was adopted concerning the amount and the timing of the first
installment payment of the principal of the debentures. A majority of the debenture holders approved that (a) 50% of the first payment amount, approximately $2.4 million,
will be deferred to December 5, 2009 (the last date of payment of the principal on the debentures), and (b) with respect to the other 50% of the first payment amount, the
Company could choose from the following alternatives, in its sole discretion: (1) to convert such amount on December 5, 2006 into our Common Shares, at a conversion
price per share of $1.28, which reflects the average closing price for the 10 day period prior to July 17, 2006, or (2) to pay the approximately $2.4 million amount to the
debenture holders, in cash. In December 2006, we made the payments, in cash.

Following the $20 million private placement investment in June 2007, we purchased an aggregate amount of NIS 15,000,000 nominal value, representing approximately
$3.5 million of the outstanding debentures. Pursuant to the terms of the prospectus governing the debentures, the amount repurchased by us was retired and removed from
circulation. As aresult, the total amount that we must pay in December 2007 was reduced to approximately $4.6 million, approximately $4.2 million for the second of the
four annual re-payments of the principal of the debentures, and approximately $0.4 million for the semi-annual interest payment.

2. Agreements with FID and Israel Discount Bank Ltd.

In April 2000, the Investors invested $15 million in eZone, a subsidiary of the Company. The private placement to the Investors was accompanied by a Put/Call
Agreement, according to which the Investors were granted the right to require us to repurchase their sharesin eZone beginning May 2004 in exchange for both cash and
our Common Shares. In February 2001, management decided to discontinue the operations of eZone. During the same period, we agreed to a partial exercise of the
Investors’ put option, resulting in a payment to them of $4.5 million.
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On March 16, 2004, we entered into a new agreement with the Investors which replaced the Put/Call Agreement and which restructured the remaining portion of the put
option. We agreed to issue the Investors, in a private placement, 750,000 Common Shares and warrants to purchase 350,000 additional Common Shares that are
exercisable through December 31, 2007. In addition, we agreed to pay the Investorsin two annual installments a total of $8.6 million plusinterest at 7.5% ayear by May 1,
2005. Thefirst installment of $4.6 million was paid as required at the beginning of May 2004.

In May 2005, we entered into an agreement with the Investors regarding the payment of the remaining $4.0 million due to the Investors, pursuant to the March 2004
agreement between us and the Investors. We agreed to pay $2.0 million on May 2, 2005, $1.0 million by April 1, 2006 and $1.0 million by August 1, 2006. In addition the
interest to be paid on the outstanding principal amount was changed to LIBOR plus 2.5%. The first installment of $2.0 million was paid as required at the beginning of
May 2005.

In August 2006, we entered into an agreement with the Investors whereby the Investors converted the $1.0 million payment that was due on April 1, 2006 into 781,250
Common Shares and the $1.0 million payment that was due on August 1, 2006 was delayed to August 1, 2007. The Investors may, at their sole discretion, convert al or
any portion of the $1.0 million payment now payable on August 1, 2007 into Common Shares, at a conversion price per each share of $3.20.

3. Agreements with Formula

In June 2005, we entered into a share purchase agreement with Formula, whereby Formulainvested $2.0 million in Sapiens, and we issued 1,041,667 Common Shares to
Formula, at a purchase price per share of $1.92, which was the average closing price for the 10 day period prior to the execution of the agreement. The Common Shares
issued pursuant to the June 2005 were granted “piggyback” registration rights, similar to those granted to Formula and Y arnfield International Limited (now Magnum
Technology Limited) in their 2001 investment.

In August 2006, we entered into a share issuance agreement with Formula whereby Formula invested $2.0 million in the Company, and we issued 1,562,500 Common
Shares to Formula, at a purchase price per share of $1.28, which was the average closing price for the 10 day period prior to July 17, 2006, and which was the same as the
conversion price approved by the debentures holders at the August 2006 meeting.

4, Loan Agreement

In December 2006, we entered into loan agreement with Bank Leumi Le-lsrael whereby we borrowed an aggregate amount of approximately $2.5 million. The proceeds of
the loan enabled us to make the December 2006 principal and interest payment on the debentures. The loan was secured by a pledged deposit of Formula. Theloan bears
an annua interest rate equal to the prime rate of interest in Israel plus 0.5% (for atotal of 6.5%) and the principal and interest are due on August 30, 2007.

D. Exchange Controls

Although there are Netherlands Antilles laws which may impose foreign exchange controls on the Company and may affect the payment of dividends, interest or other
payments to non-resident holders of the Company’s securities, including the Common Shares, the Company has been granted an exemption from such foreign exchange
control regulations by the Central Bank of the Netherlands Antilles. Other jurisdictions in which the Company conducts operations may have various currency or exchange
controls. In addition, the Company is subject to the risk of changesin political conditions or economic policies which could result in new or additional currency or
exchange controls or other restrictions being imposed on the operations of the Company. As to the Company’s securities, Netherlands Antilles law and the Articles impose
no limitations on the right of non-resident or foreign ownersto hold or vote such securities.
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E. Taxation

See Item 5, “Operating and Financial Review and Prospects — Operating Results — Taxes on Income” for disclosure regarding the reduction of our deferred tax assets and
tax advances balances, in 2006.

|sraeli Tax Considerations and Government Programs
General

Thefollowing isageneral discussion only and is not exhaustive of all possible tax considerations. It is not intended, and should not be construed, as legal or professional
tax advice and should not be relied upon for tax planning purposes. In addition, this discussion does not address all of the tax consegquences that may be relevant to
purchasers of our Common Sharesin light of their particular circumstances, or certain types of purchasers of our Common Shares subject to special tax treatment.
Examples of thiskind of investor include residents of Israel and tradersin securities who are subject to special tax regimes not covered in this discussion. Each
individual/entity should consult its own tax or legal advisor as to the Israeli tax consequences of the purchase, ownership and disposition of our Common Shares.

To the extent that part of the discussion is based on new tax legislation, which has not been subject to judicial or administrative interpretation, we cannot assure you that
the tax authorities or the courts will accept the views expressed in this section.

The following summary describes the current tax structure applicable to companiesin Israel, with special reference to its effect on us. The following also contains a
discussion of the material Isragli tax consequences to holders of our Common Shares.

Taxation of Companies
General Corporate Tax Sructure

Generally, Israeli companies are subject to corporate tax at the rate of 31% on taxable income for the year 2006 and are subject to capital gainstax at arate of 25% on
capital gains (other than gains derived from the sale of listed securities that are taxed at the prevailing corporate tax rates) derived after January 1, 2003. However, the
effective tax rate payable by a company that derivesincome from an approved enterprise (as discussed below) may be considerably lower. Depending on the relevant tax
treaties at issue, dividends or interest received by an Isragli company from foreign subsidiaries are generally subject to tax regardless of the company’s status as an
approved enterprise. Under recently adopted legislation, taxes paid by Israeli companieswill be gradually reduced to arate of 29% for the 2007 tax year, 27% for the 2008
tax year, 26% for the 2009 tax year and 25% for the 2010 tax year and thereafter.

Law for the Encouragement of Industry (Taxes), 1969.

According to the Law for the Encouragement of Industry (Taxes), 1969 (“Industry Encouragement Law”), industrial companies are entitled to the following tax benefits,
among others:

. deduction of purchases of know-how and patents over an eight-year period for tax purposes;

. expenses involved with the issuance and listing of shares on the TASE or on a recognized stock market outside of Israel, are deductible over athree-year
period;

L the right to elect, under specified conditions, to file a consolidated tax return with other related Israeli industrial companies; and

L accelerated depreciation rates on equipment and buildings.
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According to the law, an “industrial company” is defined as a company resident in Israel, at least 90% of the income of which, in any tax year, determined in Israeli
currency (exclusive of income from government loans, capital gains, interest and dividends) is derived from an “industrial enterprise” owned by it. An “industrial
enterprise” is defined as an enterprise whose major activity in a given tax year isindustrial production activity. Eligibility for benefits under the Industry Encouragement
Law is not subject to receipt of prior approval from any governmental authority.

We believe that our subsidiary, Sapiens Technologies (1982) Ltd, currently qualifies as an industrial company within the definition under the Industry Encouragement
Law. However, we cannot give any assurance that we will continue to qualify as an “industrial company” or that the benefits described above will be availablein the
future.

Law for the Encouragement of Capital |nvestments, 1959.

The Law for the Encouragement of Capital Investments, 1959, as amended (the “Investments Law”), provides that a capital investment in eligible facilities may, upon
application to the Investment Center of the Ministry of Industry, Trade and Labor of the State of Israel, be designated as an “Approved Enterprise.” Each certificate of
approval for an approved enterprise relates to a specific investment program, delineated both by the financial scope of the investment and by the physical characteristics of
the facility or the asset. An approved enterprise is entitled to benefitsincluding Israeli government cash grants and tax benefitsin specified development areas. The extent
of the tax benefits available under the Investments Law and the period for which tax benefits are available are determined by the geographic location of the enterprise. The
benefits are dependent upon the fulfillment of conditions stipulated in the Investments Law and its regulations, including the criteria set forth in the specific certificate of
approval. The tax benefits from any certificate of approval relate only to taxable profits attributabl e to the specific approved enterprise. If a company has more than one
approval or only a portion of its enterpriseis approved, its effective tax rate is the result of a weighted average of the applicable rates (such weighted average is cal culated
in accordance with the guidelines of the Investment Law).

Tax benefits given under the Investment Law also apply to income generated by a company from the grant of a usage right with respect to know-how developed by the
approved enterprise, income generated from royalties, and income derived from a service which is auxiliary to such usage right or royalties, provided that such incomeis
generated in the course of the approved enterprise’s ordinary course of business.

Each application to the Investment Center is reviewed separately and a decision as to whether or not to approve such application is based, among other things, on the then-
prevailing criteria set forth in the law, the specific objectives of the applicant company set forth in such application and certain financial criteria of the applicant company.
Accordingly, there can be no assurance that any future application will be approved. In addition, as described above, the benefits available to an approved enterprise are
dependent upon the fulfillment of certain conditions stipulated in the Investments Law and its regulations and the criteria set forth in the specific certificate of approval. In
the event that these conditions are violated, in whole or in part, we would be required to refund the amount of tax benefits, with the addition of the Isragli consumer price
index linkage adjustment and interest.

Our subsidiary, Sapiens Technologies (1982) Ltd., which isincorporated in Israel, was granted approved enterprise status by the Investment Center for six investment
programsin 1984, 1991, 1993, 1995, 1998 and 2000 under the Investments L aw.

We believe our approved enterprise operates in substantial compliance with all such conditions and criteria.

On April 1, 2005, a comprehensive amendment to the Investments Law came into effect. Asthe amended Investments Law does not retroactively apply to investment
programs having an approved enterprise approval certificate issued by the Investment Center prior to December 31, 2004, our current tax benefits are subject to the
provisions of the Investments Law prior to itsrevision. Our approved plans subsequent to 2005 and others that may be received in the future will be subject to the
provisions of the Investments Law, as amended. Accordingly, the following description includes a summary of the Investments Law prior to its amendment as well as the
relevant changes contained in the Investments Law.
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Under the terms of our approved enterprise, once we begin generating taxable net income, we will be entitled to atax exemption with respect to the income derived from
our approved enterprise program for two years and will be subject to a reduced company tax rate of between 10% and 25% for the following five to eight years, depending
on the extent of foreign (non-Israeli) investment in our company during the relevant year. The tax rate will be 20% if the foreign investment level is more than 49% but
less than 74%, 15% if the foreign investment level is more than 74% but less than 90%, and 10% if the foreign investment level is 90% or more. The lowest level of
foreign investment during a particular year will be used to determine the relevant tax rate for that year. The period in which we receive these tax benefitsislimited to 12
years from the year in which operations or production by the enterprise commenced or 14 years from the year in which approval was granted, whichever isthe earlier.
Dividends distributed from tax-exempt income would be taxed according to the company tax rate that would have been applicable had the company not been exempt from
taxation that year. Thisrate is generaly 10% to 25% depending on the extent of foreign investment in the company.

Dividends paid out of income generated by an approved enterprise (or out of dividends received from a company whose income is generated by an approved enterprise) are
generally subject to withholding tax at the rate applicable to dividends from approved enterprises (15%), unless a different rate is provided according to atreaty between
Israel and the shareholder’s country of residence (if the dividend is distributed out of income derived during the tax exemption period or within 12 years thereafter). The
company must withhold this tax at source.

The Investments Law also provides that an approved enterprise is entitled to accelerated depreciation on its property and equipment that are included in an approved
investment program. We have not utilized this benefit.

Pursuant to the amendment to the Investments Law, effective as of April 1, 2005, the basic condition for receiving the benefits (both under the grant and the tax benefits
programs) is the enterprise’s contribution to the economic independence of the State of Israel and its contribution to the gross domestic product. In order to fulfill these
conditions, the enterprise is required to be categorized as an industrial enterprise which complies with any of the following:

L its major activity isin the field of biotechnology or nano-technology;

. its revenues during the applicable tax year from any single market (i.e. country or a separate customs territory) do not exceed 75% of the privileged
enterprise’s aggregate revenues during such year; or

. 25% or more of its revenues during the applicable tax year are generated from salesinto a single market (i.e. country or a separate customs territory) with
apopulation of at least 12 million residents.

It should be noted that the amendment to the Investments Law further addresses benefits that are being granted to enterprises and the length of the benefits period.

We cannot assure you that we will comply with the above conditions in the future, or that we will be entitled to any additional benefits under the amended Investments
Law.

According to the amendment to the Investments Law, only approved enterprises receiving cash grants require the approval of the Investment Center. Approved enterprises,
which do not receive benefits in the form of governmental cash grants, such as benefitsin the form of tax benefits, are no longer reguired to obtain this approval (such
enterprises are referred to as “privileged enterprises”). In order to be eligible for the tax benefits, privileged enterprises are required to comply with certain requirements
and make certain investments as specified in the amended Investments Law. The privileged enterprises are subject to the responsibility of the Israeli Tax Authority and
may, at their discretion, in order to provide greater certainty, elect to apply for a pre-ruling from the Isragli tax authorities confirming that they are in compliance with the
provisions of the amended Investments Law and therefore are entitled to receive the benefits provided under the amended Investments Law as was recently obtained by us
as detailed above. The amended Investments Law also specifies which income of the privileged enterprise is entitled to tax benefits (for example income generated from
the sale of products that were manufactured by the privileged enterprise, income generated from usage right with respect to know-how developed by the privileged
enterprise, etc.).
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We cannot assure you that we will comply with the conditions required for privileged enterprises under the amended Investments Law in the future or that we will be
entitled to any additional benefits under the amended Investments Law.

In addition, the amended Investments Law changed the definition of “foreign investment” according to the Investments Law so that the definition, instead of aforeign
currency investment, now requires aminimal investment of NIS 5 million by foreign investors. Furthermore, such definition now also includes the purchase of shares of a
company from another shareholder (secondary market purchase), provided that the company’s outstanding and paid-up share capital exceed NIS 5 million. Such changesto
the aforementioned definition will take effect retroactively from 2003.

Soecial Provisions Relating to Taxation Under Inflationary Conditions.

The Income Tax Law (Inflationary Adjustments), 1985, generally referred to as the Inflationary Adjustments Law, represents an attempt to overcome the problems

presented to atraditional tax system by an economy undergoing rapid inflation. The Inflationary Adjustments Law is highly complex. The features that are material to us
can be described as follows:

L When the value of acompany’s equity, as calculated under the Inflationary Adjustments Law, exceeds the depreciated cost of its fixed assets (as defined
in the Inflationary Adjustments Law), a deduction from taxable income is permitted equal to the excess multiplied by the applicable annual rate of
inflation. The maximum deduction permitted in any single tax year is 70% of taxable income, with the unused portion permitted to be carried forward,
linked to the increase in the consumer price index.

L If the depreciated cost of the company’s fixed assets exceeds its equity, then the excess multiplied by the applicable annual rate of inflation is added to
taxable income.

. Subject to certain limitations, depreciation deductions on fixed assets and losses carried forward are adjusted for inflation based on the increase in the
Israeli consumer price index.

The Minister of Finance may, with the approval of the Knesset Finance Committee, determine by decree, during a certain fiscal year (or until February 28th of the
following year) in which the rate of increase of the Israeli consumer price index would not exceed or did not exceed 3%, that some or al of the provisions of the
Inflationary Adjustments Law shall not apply with respect to such fiscal year, or, that the rate of increase of the Israeli consumer price index relating to such fiscal year
shall be deemed to be 0%, and to make the adjustments required to be made as aresult of such determination. The Minister made no such determination in respect of 2006,
even though the price index in 2006 declined by 0.1%.

The Israeli Tax Ordinance and regulations promulgated thereunder allow “Foreign-Invested Companies,” (as defined in the Investments Law) that maintain their accounts
in US dollars in compliance with regulations published by the Israeli Minister of Finance, to base their tax returns on their operating results as reflected in their US dollar
financial statements or to adjust their tax returns based on exchange rate changes rather than changes in the Isragli consumer price index, in lieu of the principles set forth
by the Inflationary Adjustments Law. For these purposes, a Foreign-Invested Company is a company (1) more than 25% of whose share capital, in terms of rightsto
profits, voting and appointment of directors are held by persons who are not residents of Israel, and (2) more than 25% of whose combined share and loan capitdl is held by
persons who are not residents of Israel. A company that elects to measure its results for tax purposes based on the US dollar exchange rate cannot change such election for

aperiod of three years following the election. Our Israeli subsidiaries have elected to measure our results for tax purposes based on the US dollar exchange rate as of
January 1, 2005.
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Transfer Pricing

As part of the Israeli 2003 tax reform, the Israeli Tax Ordinance was amended to include section 85A, dealing with international transactions transfer pricing. Section 85A
provides that regardless of the actual conditions of an international transaction between related parties, the transaction shall be reported and taxed, based on the arm’s
length standard, i.e., based on market conditionsin similar transactions between unrelated parties. On October 30, 2006, the Income Tax Regulations (Determination of
Market Conditions), hereinafter referred to as the Regulations, which provide instructions for the implementation of section 85A, came into effect.

In accordance with the Regulations, a transaction shall be considered an international transaction if one of the partiesis a “foreign resident” as defined thereunder or if the
income generated from such transaction, in all or in part, is taxed both in and outside of Israel. The Regulations establish acceptable methods for comparison between
transactions, and methods for calculating the price range against which the transaction is measured.

Taxpayers are required to include in their yearly income tax returns areport regarding their international transactions at arm’s length prices.

The following discussion is a summary of certain anticipated tax consequences of an investment in the Common Shares under US federal income tax laws and Netherlands
Antilles tax laws. The discussion does not deal with all possible tax consequences relating to an investment in the Common Shares. In particular, the discussion does not
address the tax consequences under state, local and other (e.g., non-US, non-Netherlands Antilles) tax laws. Accordingly, each prospective investor should consult its tax
advisor regarding the tax consequences of an investment in the Common Shares. The discussion is based upon laws and relevant interpretations thereof in effect as of the
date of this annual report on Form 20-F, all of which are subject to change.

Netherlands Antilles Taxation

Under the laws of the Netherlands Antilles as currently in effect, a holder of Common Shares who is not resident of, and during the taxable year has not engaged in trade or
business through a permanent establishment in, the Netherlands Antilles will not be subject to Netherlands Antilles income tax on dividends paid with respect to the
Common Shares or on gains realized during that year on sale or disposal of such shares; the Netherlands Antilles does not impose a withholding tax on dividends paid by
the Company. Under Netherlands Antilles law, no gift or inheritance taxes are levied if, at the time of such gift or at the time of death, the relevant holder of Common
Shares was not domiciled in the Netherlands Antilles.

U.S. Federal Income Tax Considerations

Subject to the limitations described herein, this discussion summarizes certain material U.S. federal income tax consequences of the purchase, ownership and disposition of
our Common Sharesto aU.S. holder. A U.S. holder is a holder of our Common Shares who is:

L an individual who isacitizen or resident of the U.S. for U.S. federal income tax purposes;

. acorporation (or another entity taxable as a corporation for U.S. federal income tax purposes) created or organized under the laws of the United States,
any political subdivision thereof, or the District of Columbig;

. an estate, the income of which may be included in gross income for U.S. federal income tax purposes regardless of its source; or

L atrust (i) if, in general, aU.S. court is able to exercise primary supervision over its administration and one or more U.S. persons have the authority to

control all of its substantial decisions or (ii) that hasin effect avalid election under applicable U.S. Treasury Regulations to be treated asa U.S. person.
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Unless otherwise specifically indicated, this discussion does not consider the U.S. tax consequences to a person that is not a U.S. holder (a“non-U.S. holder”) and
considers only U.S. holders that will own the Common Shares as capital assets (generally, for investment).

This discussion is based on current provisions of the Internal Revenue Code of 1986, as amended (the “Code™), current and proposed Treasury Regulations promulgated
under the Code and administrative and judicial interpretations of the Code, all as currently in effect and all of which are subject to change, possibly with aretroactive
effect. This discussion does not address all aspects of U.S. federal income taxation that may be relevant to any particular U.S. holder based on the U.S. holder’s particular
circumstances. In particular, this discussion does not address the U.S. federal income tax consequences to U.S. holders who are broker-dealers or who own, directly,
indirectly or constructively, 10% or more of our outstanding voting shares, U.S. holders holding the Common Shares as part of a hedging, straddle or conversion
transaction, U.S. holders whose functional currency is not the U.S. dollar, U.S. holders that acquired our Common Shares upon the exercise of employee stock options or
otherwise as compensation, insurance companies, real estate investment trusts, regulated investment companies, grantor trusts, individual retirement and tax-deferred
accounts, certain former citizens or long-term residents of the U.S., tax-exempt organizations, financial institutions, “financial service entities” and persons subject to the
alternative minimum tax, who may be subject to special rules not discussed below. Additionally, the tax treatment of persons who are, or hold the Common Shares through
apartnership or other pass-through entity is not considered, nor is the possible application of U.S. federal estate or gift taxes or any aspect of state, local or non-U.S. tax
laws.

You areadvised to consult your tax advisor with respect to the specific U.S. federal, state, local and foreign income tax consequencesto you of purchasing,
holding or disposing of our Common Shares.

Taxation of Distributions on Common Shares

Subject to the discussion below under “Tax Consequences if We Are a Passive Foreign Investment Company,” a distribution paid by us with respect to the Common
Sharesto aU.S. holder will be treated as dividend income to the extent that the distribution does not exceed our current and accumulated earnings and profits, as
determined for U.S. federal income tax purposes. Dividends that are received by U.S. holders that are individuals, estates or trusts will be taxed at the rate applicable to
long-term capital gains (a maximum rate of 15% through taxable years beginning on or before December 31, 2010), provided that such dividends meet the requirements of
“qualified dividend income.” For this purpose, qualified dividend income generally includes dividends paid by aforeign corporation if certain holding period and other
requirements are met and either (a) the stock of the foreign corporation with respect to which the dividends are paid is “readily tradable” on an established securities market
inthe U.S. (e.g., the NASDAQ Capital Market) or (b) the foreign corporation is eligible for benefits of a comprehensive income tax treaty with the U.S. which includes an
information exchange program and is determined to be satisfactory by the U.S. Secretary of the Treasury. The United States Internal Revenue Service (“IRS”) has
determined that the U.S.-Netherlands Antilles income tax treaty is not a comprehensive income tax treaty for this purpose. Dividends that fail to meet such requirements
and dividends received by corporate U.S. holders are taxed at ordinary income rates. No dividend received by a U.S. holder will be aqualified dividend (i) if the U.S.
holder held the Common Share with respect to which the dividend was paid for less than 61 days during the 121-day period beginning on the date that is 60 days before the
ex-dividend date with respect to such dividend, excluding for this purpose, under the rules of Code Section 246(c), any period during which the U.S. holder has an option
to sell, isunder a contractual obligation to sell, has made (and not closed) a short sale of, is the grantor of a deep-in-the-money or otherwise nonqualified option to buy, or
has otherwise diminished its risk of loss by holding other positions with respect to, such Common Share (or substantially identical securities); or (ii) to the extent that the
U.S. holder is under an obligation (pursuant to a short sale or otherwise) to make related payments with respect to positions in property substantially similar or related to
the Common Share with respect to which the dividend is paid. If we were to be a “passive foreign investment company” (as such term is defined in the Code), or “PFIC”,
for any taxable year, dividends paid on our Common Shares in such year or in the following taxable year would not be qualified dividends. See the discussion below
regarding our PFIC status under “Tax Consequencesif We Are a Passive Foreign Investment Company.” In addition, a non-corporate U.S. holder will be able to take
qualified dividend income into account in determining its deductible investment interest (which is generally limited to its net investment income) only if it elects to do so;
in such case the dividend income will be taxed at ordinary income rates.
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The amount of any distribution which exceeds the amount treated as a dividend will be treated first as a non-taxable return of capital, reducing the U.S. holder’stax basisin
its Common Shares to the extent thereof, and then as capital gain from the deemed disposition of the Common Shares. Corporate holders will not be allowed a deduction
for dividends received in respect of the Common Shares.

Distributions of current or accumulated earnings and profits paid in foreign currency to aU.S. holder will be includible in the income of aU.S. holder in aU.S. dollar
amount calculated by reference to the exchange rate on the day the distribution isreceived. A U.S. holder that receives aforeign currency distribution and converts the
foreign currency into U.S. dollars subsequent to receipt will have foreign exchange gain or loss based on any appreciation or depreciation in the value of the foreign
currency against the U.S. dollar, which will generally be U.S. source ordinary income or loss.

Taxation of the Disposition of Common Shares

Subject to the discussion below under “Tax Consequences if We Are a Passive Foreign Investment Company,” upon the sale, exchange or other disposition of our
Common Shares, a U.S. holder will recognize capital gain or loss in an amount equal to the difference between the amount realized on the disposition and the U.S. holder’s
tax basis in the Common Shares. The gain or loss recognized on the disposition of the Common Shares will be long-term capital gain or lossif the U.S. holder held the
Common Shares for more than one year at the time of the disposition and is eligible for areduced rate of taxation for individuals (currently a maximum rate of 15% for
taxable years beginning on or before December 31, 2010). Capital gain from the sale, exchange or other disposition of Common Shares held for one year or lessis short-
term capital gain and taxed as ordinary income. Gain or loss recognized by a U.S. holder on a sale, exchange or other disposition of Common Shares will be treated as U.S.
source income or loss. The deductibility of capital lossesis subject to limitation.

A U.S. holder that uses the cash method of accounting calculates the dollar value of the proceeds received on the sale as of the date that the sale settles. However, aU.S.
holder that uses the accrual method of accounting is required to calculate the value of the proceeds of the sale as of the trade date and may therefore realize foreign
currency gain or loss. A U.S. holder that uses the accrual method may avoid realizing foreign currency gain or loss by electing to use the settlement date to determine the
proceeds of sale for purposes of calculating the foreign currency gain or loss. In addition, aU.S. holder that receives foreign currency upon disposition of Common Shares
and converts the foreign currency into dollars after the settlement date or trade date (whichever date the U.S. holder is required to use to calculate the value of the proceeds
of sale) will have foreign exchange gain or loss based on any appreciation or depreciation in the value of the foreign currency against the dollar, which will generally be
U.S. source ordinary income or 10ss.

Tax Consequencesif We Are a Passive Foreign | nvestment Company

We would be a passive foreign investment company (a“PFIC”) if (taking into account certain ““look-through” rules with respect to the income and assets of our corporate
subsidiaries) either 75% or more of our gross income for the taxable year was passive income or the average percentage (by value) of our passive assets during the taxable
year was at least 50%. As discussed below, we believe that we were not a PFIC for 2006.

If we were a PFIC, each U.S. holder would (unless it made one of the elections discussed below on atimely basis) be taxable on gain recognized from the disposition of
our Common Shares (including gain deemed recognized if our Common Shares are used as security for aloan) and upon receipt of certain excess distributions (generaly,
distributions that exceed 125% of the average amount of distributionsin respect to such shares received during the preceding three taxable years or, if shorter, during the
U.S. holder’s holding period prior to the distribution year) with respect to our Common Shares as if such income had been recognized ratably over the U.S. holder’s
holding period for the shares. The U.S. holder’sincome for the current taxable year would include (as ordinary income) amounts allocated to the current taxable year and
to any taxable year prior to the first day of the first taxable year for which we were a PFIC. Tax would also be computed at the highest ordinary income tax rate in effect
for each other taxable year to which income is alocated, and an interest charge on the tax as so computed would also apply. The tax liability with respect to the amount
allocated to the taxable year prior to the taxable year of the distribution or disposition cannot be offset by any net operating losses. Additionally, if we werea PFIC, U.S.
holders who acquire our Common Shares from decedents (other than nonresident aliens) dying before 2010 would be denied the normally-available step-up in basis for
such shares to fair market value at the date of death and, instead, would have atax basis in such shares equal to the decedent’s basis, if lower.
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Asan alternative to the tax treatment described above, a U.S. holder could elect to treat us as a “qualified electing fund” (a “QEF”), in which case the U.S. holder would be
taxed, for each taxable year that we are a PFIC, on its pro rata share of our ordinary earnings and net capital gain (subject to a separate election to defer payment of taxes,
which deferral is subject to an interest charge). Specia rules apply if aU.S. holder makes a QEF election after the first taxable year inits holding period in which we are a
PFIC. We have agreed to supply U.S. holders with the information needed to report income and gain under a QEF election if we were a PFIC. Amountsincludablein
income as aresult of a QEF election will be determined without regard to our prior year losses or the amount of cash distributions, if any, received from us. A U.S. holder’s
basis in its Common Shares will increase by any amount included in income and decrease by any amounts not included in income when distributed because such amounts
were previously taxed under the QEF rules. So long asa U.S. holder’s QEF election isin effect with respect to the entire holding period for its Common Shares, any gain
or loss realized by such holder on the disposition of its Common Shares held as a capital asset ordinarily will be capital gain or loss. Such capital gain or loss ordinarily
would be long-term if such U.S. holder had held such Common Shares for more than one year at the time of the disposition. For non-corporate U.S. holders, long-term
capital gain is generally subject to amaximum federal income tax rate of 15% for taxable years beginning on or before December 31, 2010. The QEF electionismade on a
shareholder-by-shareholder basis, applies to all Common Shares held or subsequently acquired by an electing U.S. holder and can be revoked only with the consent of the
IRS.

Asan alternative to making a QEF election, a U.S. holder of PFIC stock that is “marketable stock” (e.g., “regularly traded” on the NASDAQ Capital Market) may, in
certain circumstances, avoid certain of the tax consequences generally applicable to holders of stock in a PFIC by electing to mark the stock to market as of the beginning
of such U.S. holder’s holding period for our Common Shares. As aresult of such an election, in any taxable year that we are a PFIC, a U.S. holder would generally be
required to report gain or loss to the extent of the difference between the fair market value of the Common Shares at the end of the taxable year and such U.S. holder’s tax
basis in such shares at that time. Any gain under this computation, and any gain on an actual disposition of our Common Shares, would be treated as ordinary income. Any
loss under this computation, and any loss on an actual disposition of our Common Shares, generally would be treated as ordinary loss to the extent of the cumulative net-
mark-to-market gain previously included. Any remaining loss from marking Common Shares to market will not be allowed, and any remaining loss from an actual
disposition of Common Shares generally would be capital loss. A U.S. holder’stax basisin its Common Shares is adjusted annually for any gain or loss recognized under
the mark-to-market election. There can be no assurances that there will be sufficient trading volume with respect to our Common Shares for the Common Shares to be
considered “regularly traded” or that our Common Shares will continue to trade on the NASDAQ Capital Market. Accordingly, there are no assurances that our Common
Shares will be marketable stock for these purposes. As with a QEF election, a mark-to-market election is made on a sharehol der-by-shareholder basis, appliesto all
Common Shares held or subsequently acquired by an electing U.S. holder and can only be revoked with consent of the IRS (except to the extent our Common Shares no
longer constitute “marketable stock™).

Based on an analysis of our assets and income, we believe that we were not a PFIC for 2006 or 2005. The tests for determining PFIC status are applied annually and it is
difficult to make accurate predictions of future income and assets, which are relevant to this determination. Accordingly, there can be no assurance that we will not become
aPFIC. U.S. holders who hold Common Shares during a period when we are a PFIC will be subject to the foregoing rules, even if we cease to be a PFIC, subject to certain
exceptions for U.S. holders who made QEF, mark-to-market or certain other special elections. U.S. holders are urged to consult their tax advisors about the PFIC rules,
including the consequences to them of making a mark-to-market or QEF election with respect to our Common Shares in the event that we qualify asa PFIC.
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Non -U.S. holders of Common Shares

Except as provided below, anon-U.S. holder of Common Shares will not be subject to U.S. federal income or withholding tax on the receipt of dividends on, or the
proceeds from the disposition of, our Common Shares, unless, in the case of U.S. federal income taxes, that item is effectively connected with the conduct by the non-U.S.
holder of atrade or businessin the United States and, in the case of aresident of a country which has an income tax treaty with the United States, such item is attributable
to a permanent establishment in the United States or, in the case of an individual, afixed place of businessin the United States. In addition, gain recognized by an
individual non-U.S. holder will be subject to tax in the United States if the non-U.S. holder is present in the United States for 183 days or more in the taxable year of the
sale and certain other conditions are met.

Information Reporting and Backup Withholding

A U.S. holder generally is subject to information reporting and may be subject to backup withholding at a rate of up to 28% (through 2010) with respect to dividend
payments on, or receipt of the proceeds from the disposition of, our Common Shares. Backup withholding will not apply with respect to payments made to exempt
recipients, including corporations and tax-exempt organizations, or if aU.S. holder provides a correct taxpayer identification number, certifies that such holder is not
subject to backup withholding or otherwise establishes an exemption. Non-U.S. holders are not subject to information reporting or backup withholding with respect to
dividend payments on, or receipt of the proceeds from the disposition of, our Common Sharesin the U.S., or by aU.S. payor or U.S. middleman, provided that such non-
U.S. holder provides a taxpayer identification number, certifiesto its foreign status, or otherwise establishes an exemption. Backup withholding is not an additional tax and
may be claimed as a credit against the U.S. federal income tax liability of a holder, or aternatively, the holder may be eligible for arefund of any excess amounts withheld
under the backup withholding rules, in either case, provided that the required information is furnished to the IRS.

F. Dividends and Paying Agents
Not applicable.

G. Statement by Experts

Not applicable.

H. Documents on Display

We are currently subject to the information and periodic reporting requirements of the Exchange Act that are applicable to foreign private issuers. Although as aforeign
private issuer we are not required to file periodic information as frequently or as promptly as United States companies, we generally do publicly announce our quarterly
and year-end results promptly and file periodic information with the SEC under cover of Form 6-K. Asaforeign private issuer, we are also exempt from the rules under the
Exchange Act prescribing the furnishing and content of proxy statements and our officers, directors and principal shareholders are exempt from the reporting and other
provisions in Section 16 of the Exchange Act. Our SEC filings are filed electronically on the EDGAR reporting system and may be obtained through that medium. Y ou
may inspect without charge and copy at prescribed rates such filings, including any exhibits and schedules, at the public reference facilities maintained by the SEC, 100 F
Street, N.E., Washington, D.C. 20549. Y ou may also obtain copies of such materials from the SEC at prescribed rates. Y ou may call the SEC at 1-800-SEC-0330 for
further information on the public reference rooms. The Exchange Act file number for our Securities and Exchange Commission filings is 000-20181.

The Company’s Common Shares are quoted on the NASDAQ Capital Market. Y ou may inspect reports and other information concerning the Company at the offices of the
National Association of Securities Dedlers, Inc., 9513 Key West Avenue, Rockville, MD 20850.

Information about Sapiensis also available on its website at http://www.sapiens.com. Such information on our website is not part of this annual report.
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l. Subsidiary Information
Not applicable.
ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Market risks relating to our operations result primarily from changes in exchange rates, interest rates or weak economic conditions in the markets in which we sell our
products and services. We have been and we are actively monitoring these potential exposures. To manage the volatility relating to these exposures, we may enter into
various forward contracts or other hedging instruments. Our objective isto reduce, where it is deemed appropriate to do so, fluctuations in earnings and cash flows
associated with changesin foreign currency rates and interest rates.

Foreign Currency Risk. We conduct our businessin various foreign currencies, primarily those of Israel and to alesser extent of Japan, Europe and Canada. A devaluation
of the NIS, GBP, Euro and the Japanese Y en in relation to the US dollar has the effect of reducing the US dollar amount of any of our expenses or liabilities which are
payable in those currencies (unless such expenses or payables are linked to the US dollar) and increasing the US Dollar amount of any of our revenues which are payable
in those currencies.

Because exchange rates between the NIS, GBP, Euro and the Japanese Y en and the US doallar fluctuate continuously, exchange rate fluctuations and especially larger
periodic devaluations will have an impact on our profitability and period-to-period comparisons of our results. The effects of foreign currency re-measurements are
reflected as financial expensesin our consolidated financial statements.

We monitor our foreign currency exposure and, from time to time, may enter into currency forward contracts or put/call currency options to hedge balance sheet exposure.
In 2006 we did not enter into forward exchange contracts to hedge transactions denominated in foreign currencies.

We may use such contracts to hedge exposure to changes in foreign currency exchange rates associated with balance sheet balances denominated in aforeign currency and
anticipated costs to be incurred in aforeign currency.

Market Risk. We currently do not invest in, or otherwise hold, for trading or other purposes, any financial instruments subject to market risk.

Interest Rate Risk. We pay interest on our credit facilities, convertible notes and short-term loans based on LIBOR, for dollar-denominated loans, and the prime interest
rate in Israel, for some of our NIS-denominated loans. Asaresult, changes in the general level of interest rates directly affect the amount of interest payable by us under
these facilities. However, we expect our exposure to risk from changesin interest rates to be minimal and not material. Therefore, no quantitative tabular disclosures are
required.

ITEM 12. DESCRIPTION OF SECURITIESOTHER THAN EQUITY SECURITIES
Not applicable.
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PART I

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES

None.

ITEM 14. MATERIAL MODIFICATIONSTO THE RIGHTS OF SECURITY HOLDERS AND USE OF PROCEEDS

None.

ITEM 15. CONTROLSAND PROCEDURES

A. Disclosure Controls and Procedures. The President and Chief Executive Officer of the Company and Executive Vice President and Chief Financial Officer of the

Company have evaluated the effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(€) of the Exchange
Act) as of the end of the period covered by this annual report (the “Evaluation Date”). Based on such evaluation, the Chief Executive Officer and Chief Financial Officer
have concluded that, as of the Evaluation Date, the Company’s disclosure controls and procedures are effective to ensure that information required to be disclosed by the
Company in reports that the Company files or submits under the Exchange Act is accumulated and communicated to the Company’s management, including the Chief
Executive Officer and Chief Financial Officer, to allow timely decision regarding disclosure and is recorded, processed, summarized and reported within the periods
specified by the SEC’srules and forms.

B. Internal Controls. Since the Evaluation Date, there have not been any significant changes in the Company’sinternal controls over financial reporting or in other
factors that have materially affected, or are reasonably likely to materially affect, our internal controls over financial reporting.

All internal control systems and disclosure controls and procedures, no matter how well designed, have inherent limitations. Therefore, even those systems determined to
be effective may not prevent or detect misstatements and can provide only reasonable assurance with respect to the ability to detect or uncover all failures of personswithin
the Company to disclose materia information required to be set forth in the Company’s reports. Also, projections of any evaluation of effectiveness to future periods are
subject to therisk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our Board of Directors determined that Mr. Y acov Elinav meets the definition of an “audit committee financial expert,” as defined under the applicable rules promulgated
by the SEC. All members of the Audit Committee are independent directors.

ITEM 16B. CODE OF ETHICS

We have adopted a Code of Ethics that appliesto our principa executive officer, principal financial officer and corporate controller, as well asto our directors and other
employees. The Code of Ethicsis publicly available on our website at www.sapiens.com. Written copies are available upon request. If we make any substantive
amendments to the Code of Ethics or grant any waivers, including any implicit waiver, from a provision of this code to our chief executive officer, principal financial
officer or corporate controller, we will disclose the nature of such amendment or waiver on our website.
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ITEM 16C. PRINCIPAL ACCOUNTANT FEESAND SERVICES
Policies and Procedur es

Our Audit Committee has adopted a policy and procedures for the approval of audit and non-audit services rendered by our independent auditors, Kost Forer Gabbay &
Kasierer, amember of Ernst & Young Global. The policy generally requires the Audit Committee’s approval of the scope of the engagement of our independent auditors or
on anindividual basis. The policy prohibits retention of the independent auditors to perform the prohibited non-audit functions defined in Section 201 of the Sarbanes-
Oxley Act of 2002 or the rules of the SEC, and also considers whether proposed services are compatible with the independence of the public auditors. During 2005 and
2006, 100% of the fees for services rendered by the Company’s independent auditors were approved by the Audit Committee.

Fees Paid to Independent Auditors
The following table sets forth, for each of the years indicated, the aggregate fees billed by our independent auditors for types of services indicated:

Year ended December 31,

2005 2006
(in thousands)
Audit Fees (1) $ 149 $ 163
Audit Related Fees (2) 13 -
Tax Fees (3) 56 73
All Other Fees (4) 34 -
Total $ 253 % 236
(0] Audit Fees consist of fees hilled for the annual audit and the quarterly reviews of the Company’s consolidated financial statements and consist of servicesthat

would normally be provided in connection with statutory and regulatory filings or engagements, including services that generally only the independent auditors
can reasonably provide.

2 Audit Related Fees consist of fees billed for assurance and related services that traditionally were only performed by the independent auditor, and include the
review of documents filed with the SEC, accounting consultation and consultation concerning financial accounting and reporting standards.

3 Tax Feesrelate to tax compliance, planning and advice.

4) All Other Fees consist of services related to stock options and value added tax (VAT) related matters.

ITEM 16D. EXEMPTIONSFROM THE LISTING STANDARDS FOR AUDIT COMMITTEES
Not applicable.
ITEM 16E. PURCHASE OF EQUITY SECURITIESBY THE ISSUER AND AFFILIATED PURCHASERS

During 2006, neither we nor an affiliated purchaser engaged in the purchasing of our Common Shares.
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ITEM 17.

PART I11

FINANCIAL STATEMENTS

See Item 18.

ITEM 18.

FINANCIAL STATEMENTS

The Consolidated Financial Statements and related notes required by thisitem are contained on pages F-1 through F-46 hereof.

ITEM 19.

11

2.(b)1

431

4.3)2

4.(a)3

4.(a)4

4.(a)5
4.(a)6
4(c)1

4(c)2
4(c)3

INDEX TO 2006 CONSOLIDATED FINANCIAL STATEMENTS

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets

Consolidated Statements of Operations

Statements of Changesin Shareholders’ Equity
Consolidated Statements of Cash Flow

Notes to the Consolidated Financial Statements

EXHIBITS

Articles of Association of Sapiens International Corporation N.V., asamended on March 17, 2005 — incorporated by reference to registrant’s Form 20-F, filed
on June 29, 2005.

Trust Deed between Sapiens International Corporation N.V. and Investec Trust Company (Isragl) Ltd., dated December 2, 2003 —incorporated by reference to
registrant’s Form 20-F, filed on June 10, 2004.

Amendment to Share Purchase Agreement by and between Sapiens International Corporation and Formula Systems (1985) Ltd. — incorporated by reference to
registrant’s Form 20-F, filed on July 3, 2001.

Agreement among Sapiens International Corporation N.V., F.I.D. Holdings Ltd. and Isragl Discount Bank Ltd., dated March 16, 2004 — incorporated by
reference to registrant’s Form 20-F, filed on June 10, 2004.

Agreement among Sapiens International Corporation N.V., F.I.D. Holdings Ltd. and Israel Discount Bank Ltd., dated May 2, 2005 - incorporated by reference
to registrant’s Form 20-F, filed on June 29, 2005.

Share Purchase Agreement between Sapiens International Corporation N.V. and Formula Systems (1985) Ltd., dated June 27, 2005 - incorporated by reference
to registrant’s Form 20-F, filed on June 29, 2005.

Agreement among Sapiens International Corporation N.V., F.I.D. Holdings Ltd. and Israel Discount Bank Ltd., dated August 10, 2006.
Share Issuance Agreement between Sapiens International Corporation N.V. and Formula Systems (1985) Ltd., dated August 10, 2006.

Sapiens International Corporation N.V. 1992 Stock Option and Incentive Plan, as amended and restated — incorporated by reference to registrant’s Registration
Statement of Form S-8 (No. 33-64208), filed on June 9, 1993, and to registrant’s Registration Statement of Form S-8 (No. 333-10622), filed on July 22, 1999.

Sapiens International Corporation N.V. 2003 Share Option Plan.
Sapiens International Corporation N.V. 2005 Special Incentive Share Option Plan.
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13.1
13.2

List of Subsidiaries

Consent of Kost Forer Gabbay & Kasierer, Independent Registered Public Accounting Firm

Certification by Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification by Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financia Officer pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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i” ERNS T& YOUNG [ ] Kost Forer Gabbay & Kasierer u Phone: 972-3-6232525

3 Aminadav St. Fax: 972-3-5622555
Tel-Aviv 67067, |srael

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TotheBoard of Directorsand Shareholder s of
SAPIENSINTERNATIONAL CORPORATION N.V.

We have audited the accompanying consolidated balance sheets of Sapiens International Corporation N.V. and its subsidiaries (the “Company”) as of December 31,
2005 and 2006 and the related consolidated statements of operations, changes in shareholders’ equity and cash flows for each of the three yearsin the period ended
December 31, 2006. These financial statements are the responsibility of the Company’s management. Our responsibility isto express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards reguire that we plan
and perform the audit to obtain reasonabl e assurance about whether the financial statements are free of material misstatement. We were not engaged to perform an audit of
the Company’sinternal control over financial reporting. Our auditsincluded consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’sinternal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on atest basis, evidence supporting the amounts and disclosuresin the financial
statements, ng the accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of Sapiens
International Corporation N.V. and its subsidiaries as of December 31, 2005 and 2006 and the consolidated results of their operations and their cash flows for each of the
three yearsin the period ended December 31, 2006, in conformity with U.S. generally accepted accounting principles.

/9 Kost Forer Gabbay & Kasierer
Tel-Aviv, Isradl KOST FORER GABBAY & KASIERER
June 26, 2007 A Member of Ernst & Young Global




SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

U.S. dallarsin thousands

December 31,
2005 2006
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 6,699 $ 3,108
Marketable securities (Note 3) 5,337 32
Trade receivables (net of allowance for doubtful accounts of $662 and $1,148 at December 31, 2005 and 2006, respectively) (Note 4) 8,339 11,010
Other receivables and prepaid expenses (Note 5) 1,520 1,689
Total current assets 21,895 15,839
PROPERTY AND EQUIPMENT, NET (Note 6) 1,716 1,495
OTHER ASSETS:
Capitalized software devel opment costs, net of accumulated amortization of $31,075 and $38,648 at December 31, 2005 and 2006,
respectively (Note 7a) 12,219 13,467
Goodwill 8,621 8,621
Deferred income taxes (Note 13d) 3,573 2,747
Other, net (Note 7b) 3,842 3,450
Total other assets 28,255 28,285
Total assets $ 51,866 $ 45619

The accompanying notes are an integral part of the consolidated financial statements.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

U.S. dallarsin thousands (except share and per share data)

December 31,
2005 2006
LIABILITIESAND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Short-term bank credit (Note 92) $ 11,950 $ 9,298
Current maturities of long-term liabilities and convertible debt (Notes 9 and 10) 7,162 6,305
Trade payables 1,910 2,019
Deferred revenues 4,867 3,463
Other liabilities and accrued expenses (Note 8) 6,742 7,370
Total current liabilities 32,631 28,455
LONG-TERM LIABILITIES:
Convertible debt and warrants (Note 9b) 14,019 11,796
Other long-term liabilities (Note 10) 1,584 1,439
15,603 13,235
COMMITMENTS AND CONTINGENT LIABILITIES (Note 11)
SHAREHOLDERS’ EQUITY (Note 14):
Share capital:
Preferred shares: Authorized - 1,000,000 of €0.01 par value at December 31, 2005 and 2006; Issued and outstanding - None at
December 31, 2005 and 2006 - -
Common shares: Authorized - 30,000,000 of €0.01 par value at December 31, 2005 and 2006; Issued - 12,851,896 and 15,195,646
at December 31, 2005 and 2006, respectively; Outstanding: 12,810,102 and 15,153,852 at December 31, 2005 and 2006,
respectively 155 185
Additional paid-in capital 110,490 113,498
Treasury shares (2,423) (2,423)
Note receivable from arelated party shareholder (975) (975)
Accumulated other comprehensive loss (3,901) (2,817)
Accumulated deficit (99,714) (103,539)
Total shareholders’ equity 3,632 3,929
Total liabilities and shareholders’ equity $ 51,866 $ 45619

The accompanying notes are an integral part of the consolidated financia statements.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

U.S. dollarsin thousands (except per share data)

Year ended December 31,

2004 2005 2006
Revenues:

Products $ 26,781 $ 13,295 $ 10,423

Consulting and other services 21,023 26,109 33,888
Total revenues 47,804 39,404 44,311
Cost of revenues:

Products 15,274 8,809 6,302

Consulting and other services 11,490 16,037 22,499

Impairment of capitalized software development costs (Note 2i) 901 - -
Total cost of revenues 27,665 24,846 28,801
Gross profit 20,139 14,558 15,510
Operating expenses:

Research and development, net (Note 16a) 2,531 2,723 2,451

Selling, marketing, general and administrative 19,260 16,245 13,558

Restructuring costs (Note 1b) - 1,113 758
Total operating expenses 21,791 20,081 16,767
Operating loss 1,652 5,523 1,257
Financial expenses, net (Note 16b) 2,410 1,788 2,230
Other expenses (income), net 552 (12) -
L oss before taxes on income 4,614 7,299 3,487
Taxes on income (Note 13) 217 1,798 325

4,831 9,097 3,812

Minority interest in earnings of a subsidiary 11 2 13
Net loss 4,842 9,099 3,825
Settlement of redeemable sharesin a subsidiary (Note 1c) 299 - -
Net loss to shareholders of Common shares $ 5,141 $ 9,099 $ 3,825
Basic and diluted net loss per share (Note 2t) $ 0.46 $ 0.76 $ 0.29
Weighted-average number of shares used in computing basic and diluted net loss per share 11,273 11,982 13,395

The accompanying notes are an integral part of the consolidated financial statements.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGESIN SHAREHOLDERS’ EQUITY

U.S. dollarsin thousands (except share data)

Note Accumulated
Common shares Additional receivable other Total
paid-in Treasury from a compr ehensive Accumulated shareholders’
Shares Amount capital shares shareholder loss deficit equity
Balance as of January 1, 2004 10993935 $ 23788 $ 82120 $ (2423 $ @75 $ (3107) $ (85.474) $ 13,929
Total comprehensive loss:
Net loss - - - = = o (4,842) (4,842)
Other comprehensive income:
Unrealized |osses on available-for-sale
marketable securities, net - - - - - (99) - (99)
Foreign currency translation adjustments - - - - - 664 - 664
Other comprehensive income 565
Total comprehensive loss (4,277)
Deemed dividend in conjunction with a
settlement of redeemable sharesin a
subsidiary - - - - - - (299) (299)
Employee stock options exercised 5,000 15 5 - - - - 20

Shares issued in conjunction with a
settlement of redeemable sharesin a
subsidiary 750,000 2,093 614 - - - - 2,707

Change in Common shares par value (25,754) 25,754 - - - -
Balance as of December 31, 2004 11,748,935 142 108,493 (2,423) (975) (2,542) (90,615) 12,080
Accumulated unrealized losses from available-
for-sale marketable securities $ (75)
Accumulated foreign currency translation
adjustments (2,467)
Accumulated other comprehensive loss $ (2,542)

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

SAPIENSINTERNATIONAL CORPORATION N.V.

AND ITSSUBSIDIARIES

U.S. dollarsin thousands (except share data)

Note Accumulated
Common shares Additional receivable other Total
paid-in Treasury from a compr ehensive Accumulated shareholders’
Shares Amount capital shares shareholder loss deficit equity
Balance as of January 1, 2005 11,748,935 142 108,493 (2.423) (975) (2,542) (90,615) 12,080
Total comprehensive loss:
Net loss - - - - - (9,099) (9,099)
Other comprehensive income:
Unrealized gains on available-for-sale
marketable securities, net - - - - 117 - 117
Foreign currency translation adjustments - - - - (1,476) - (1,476)
Other comprehensive loss (1,359)
Total Comprehensive loss (10,458)
Stock-based compensation related to

warrants issued to consultants - - 10 - - - 10
Employee stock options exercised 19,500 *) - *) - - - - -
Shares issued to Formula Systems (1985)

Ltd 1,041,667 13 1,987 - - - 2,000
Balance as of December 31, 2005 12,810,102 155 110,490 (2,423) (975) (3,901) (99,714) 3,632
Accumulated unrealized gains from available-

for-sale marketable securities $ 42
Accumulated foreign currency translation
adjustments (3,943)
Accumulated other comprehensive loss $ (3,901)
I

*) Lessthan $ 1 thousand.
The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGESIN SHAREHOLDERS’ EQUITY

SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES

U.S. dollarsin thousands (except share data)

Balance as of January 1, 2006

Total comprehensive loss:
Net loss

Other comprehensive income:
Unrealized |osses on available-for-sale
marketable securities, net
Foreign currency translation adjustments

Other comprehensive income
Total comprehensive loss

Stock-based compensation related to
warrants issued to consultants
Shares issued

Balance as of December 31, 2006

Accumulated unrealized gains from available-
for-sale marketable securities

Accumulated foreign currency translation
adjustments

Accumulated other comprehensive loss

The accompanying notes are an integral part of the consolidated financial statements.
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Note Accumulated
Common shares Additional receivable other Total
paid-in Treasury from a compr ehensive Accumulated shareholders’
Shares Amount capital shares shareholder loss deficit equity
12,810,102 155 110,490 (2.423) (975) (3,901) (99,714) 3,632
B : . B - = (3,825) (3,825)
- - - - - (22 - (22)
- - - - - 1,106 - 1,106
1,084
(2,741)
- - 38 - - - - 38
2,343,750 30 2,970 - - - - 3,000
15,153,852 185 $ 113498 $ (2423 $ 975 $ (2817) $ (103,539) 3,929
$ 20
(2,837)
$ (2,817)
I




SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. dallarsin thousands

Year ended December 31,

2004 2005 2006
Cash flows from operating activities:
Net loss $ (4842) 3 (9,099 $ (3,825)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 4,250 5,226 5,807
Revaluation of Warrants (Series 1) (266) (79) (46)
Amortization of convertible debt i ssuance expenses 247 42 230
Amortization of convertible debt discount 348 338 220
Impairment of capitalized software development costs 901 - -
Loss (gain) on disposal of property and equipment 64 Q) (75)
Stock-based compensation related to warrants issued to consultants - 10 37
Decrease (increase) in trade receivables (412) 885 (2,153)
Decrease in other receivables and prepaid expenses 1,427 2,420 664
Decrease in deferred income taxes, net - 814 160
Decrease in trade payables (20) (583) (41)
Increase (decrease) in deferred revenues (257) 1,965 (2,900)
Decrease in other liabilities and accrued expenses (4,568) (1,710) 76
Accrued interest on redeemable sharesin a subsidiary 64 - -
Loss (gain) on marketable securities and bonds 67 71 (20)
Minority interestsin earnings of a subsidiary 11 2 13
Net cash provided by (used in) operating activities (2,986) 301 (853)
Cash flows from investing activities:
Purchase of property and equipment (442) (366) (276)
Increase in capitalized software devel opment costs (4,750) (4,323) (4,699)
Purchase of marketable securities and short-term deposits (13,622) (4,683) (16)
Proceeds from sales of marketable securities and short-term deposits 3,353 10,318 5,319
Proceeds from sale of property and equipment 5 14 2
Investment in equity method investee - - (168)
Other investment (75) a7 -
Net cash provided by (used in) investing activities (15,531) 943 162

The accompanying notes are an integral part of the consolidated financia statements.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. dallarsin thousands

Year ended December 31,

2004 2005 2006
Cash flows from financing activities:
Increase (decrease) in short-term bank credit, net (241) 2,822 (2,962)
Proceeds from employee stock options exercised 20 - -
Proceeds from issuance of Common shares - 2,000 2,000
Proceeds from Options (Series A) exercise 1,492 - -
Payment of convertible debt - - (2,411)
Principal payments of long-term loans (4,742) (9,678) -
Proceeds from long-term bank loans 567 - -
Convertible debt issuance expenses (32) - -
Net cash used in financing activities (2,936) (4,856) (3,373)
Effect of exchange rate changes on cash and cash equivalents 620 (631) 473
Decrease in cash and cash equivalents (20,833) (4,243) (3,591)
Cash and cash equivalents at the beginning of year 31,775 10,942 6,699
Cash and cash equivalents at the end of year $ 10,942 $ 6,699 $ 3,108
Supplemental cash flow activities:
Cash paid during the year for:
Interest $ 2,917 $ 2,281 $ 2,132
Income taxes $ 176 $ 144 $ 221
Non-cash investing and financing activities:
Purchase of technology usage rights (Note 7b) $ 1,695 $ - $ -
Settlement of redeemable sharesin asubsidiary (Note 1c) $ 11,569 $ - $ -
Conversion of loan to shares $ - $ - $ 1,000

The accompanying notes are an integral part of the consolidated financial statements.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dallarsin thousands (except share and per share data)

NOTE 1: GENERAL

a General:

1. The Company isaglobal provider of information technology (“IT”) solutions that modernize business processes to enable insurance and other
leading companies to quickly adapt to change. The Company’s solutions, sold as customizable software modules, align I T with business
demands for speed, flexibility and efficiency. The Company’s solutions are supplemented by the Company’s technol ogy, methodology and
consulting services, which address the complex issues related to the life-cycle of enterprise business applications. The Company’s solutions
include scalable insurance applications the Company has developed for leading insurance organizations. The Company’s service offerings
include a standard consulting offering that helps customers make better use of IT in order to achieve its business objectives.

The Company’s core technology, Sapiens eMerge™, is a rules-based application development suite which enables rapid solution development
for complex mission-critical enterprises to deliver new functionality, achieve legacy modernization and enterprise application integration.

Revenues from amajor customer accounted for 16%, 11% and 17% of total revenue in the years ended December 31, 2004, 2005 and 2006,
respectively. In addition, in the year ended December 31, 2005, there were additional revenues derived from one more major customer who
accounted for another 11% of total revenues.

2. Subsequent to balance sheet date, in June 2007, the Company entered into a private placement investment transaction with several
institutional investors, private investors, and its controlling shareholder for an aggregate gross investment amount of $20 million (excluding
finders’ fees and out of pocket expenses). As of June 26, 2007, the Company consummated closings for $17.5 million, $5 million of which
was by its controlling shareholder. The Company issued to the investors an aggregate of 5,833,333 Common Shares, at a price per share of
$3.00. The closing for the remaining $2.5 million, for an aggregate of 833,333 Common Shares, is expected to occur by June 30, 2007.

In addition, in June 2007, the Company re-purchased an aggregate amount of NIS 15 million nominal value, representing approximately $3.5
million of the outstanding debentures, that were retired and removed from circulation on the Tel-Aviv Stock Exchange (“TASE”).

b. Restructuring costs:

In 2006, the Company recorded restructuring charges of approximately $0.8 million. The restructuring costs consisted of employee
termination benefits associated with the involuntary termination of approximately 25 employees, accounted for in accordance with Statement
of Financial Accounting Standard No. 146, “Accounting with Exit Disposal Activities”.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dallarsin thousands (except share and per share data)
NOTE 1. GENERAL (Cont.)

c. Investment in eZoneX change:

In April 2000, the Company completed a private placement of 600,000 shares of Common stock (“investors’ shares”) in its wholly-owned
subsidiary, eZoneX change.com, Inc. (“eZoneXchange™), for $15 million. The investors also received awarrant to purchase an additional
2.25% of the Common stock of eZoneX change at the same private placement share price of $25 per share. As part of the transaction, the
Company entered into a Put/Call Agreement pursuant to which the investors were granted the right (exercisable in whole or in part) to cause
the Company during the put option exercise period (May 4, 2004 through May 3, 2005) to repurchase the investors’ shares at the principal
amount of the investors’ investment plus 5% annual interest accrued thereon from May 4, 2000.

The Put/Call Agreement provided that 50% of the consideration from the investors’ shares would be paid in cash and 50% in the Company’s
Common shares to be valued according to the average closing market price of the Company’s Common share over the 14-day trading period
preceding the date of issuance of the put consideration. The agreement also included a call option which granted the Company the option to
purchase the investors’ shares at a price of $30 in the first two years after the investment date, $37.5 in the third year, and $45 in the fourth
year. The purchase price would be multiplied by the percentage of shares purchased. The exercise period would last until the earlier of the
fifth anniversary of the investment date, an acquisition of, or an IPO by eZoneX change.

During February 2001, the Company decided to close the operations of eZoneX change, and repurchased 173,100 of the investors’ shares with
a cash repayment of $4.5 million for principal and interest, according to an amendment to the Put/Call Agreement. As aresult, the amount of
the principal portion of the redeemable sharesin a subsidiary to be repaid in cash was decreased by $4.2 million, net of expenses. In addition,
in accordance with the amendment, if the market price of the Company’s Common share reaches $10 per share, the investors will have the
right to put 192,333 shares of its eZoneX change stocks in return for the Company’s 363,776 Common shares at a price of $13.75 per share.
No interest is accrued for the amended portion of the investment. The remaining portion of the investment to be repaid in shares
(approximately $2.5 million) would continue to be subject to the original terms of the Put/Call Agreement. The amendment terminated the
Company’s call option.

As of March 16, 2004, the balance of the Redeemable Sharesin a Subsidiary totaled approximately $11.6 million, including interest accrued
through that date.
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SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dallarsin thousands (except share and per share data)

NOTE 1: GENERAL (Cont.)

On March 16, 2004, the Company and the investors signed an agreement according to which, among other terms specified in the agreement,
the Company would redeem the remaining eZoneX change Common shares and eZoneX change warrants held by the investors by three

means:

1

Issuance of shares - Sapiens issued to the investors an aggregate of 750,000 of the Company’s Common shares on March 26, 2004.

The investors were granted aright to demand the registration of the Common shares issued such right to be effective no earlier than
March 31, 2005. As of the date of these financial statements, the investors did not exercise their demand right to register the Common
shares issued.

The Common shares issued were valued at approximately $2.7 million, based on the Company’s stock market price on the date of
issuance (March 26, 2004).

Loan payable -the Company agreed to pay an amount of $8.6 million to the investors, bearing annual interest of 7.5% compounded
annually on the outstanding principal from January 1, 2004, to be paid semi-annually, with principal payments of $4.6 million by no
later than May 1, 2004, and $4.0 million by no later than May 1, 2005. The May 1, 2004 payment was made by the Company during
May 2004. See below for change in terms of payments of the remaining balance.

The 7.5% interest rate was considered as market interest rate for debt with similar risk, and accordingly, the fair value of the loan
payable was determined to beits carrying value.

Warrants - the Company issued to the investors warrants to purchase 350,000 Common shares at an exercise price of $4.00 per
Common share of the Company, exercisable at any time and from time to time during the period from issuance to December 31,
2007.

The warrants were valued at $560 using the Black-Scholes option pricing model with the following assumptions: exercise price
$4.00, fair value of the underlying shares of $3.65, interest rate 2.5%, dividend yield 0%, and volétility of 60%.

The difference between the fair value of the three components, equal to $11,868, and the carrying amount of the liability before the
modification of $11,569, in the amount of $299, was recorded as a Settlement of Redeemable Shares in a Subsidiary deemed dividend in the
2004 consolidated statements of operations.

Pursuant to an evaluation of the terms of the agreement under the provisions of EITF 00-19, “Accounting for Derivative Financial |nstruments
Indexed to, and potentially settled in, a Company’s Own Stock”, the Company has classified all the above derivative financial instruments
issued in connection with the private placement as liabilities.
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On May 29, 2005, the Company entered into an agreement with the investors regarding the payment of the remaining $4.0 million originally
due on May 1, 2005. It was agreed that the Company would pay $2.0 million on May 1, 2005, $1.0 million on April 1, 2006 and $1.0 million
on August 1, 2006. The investors may, at their sole discretion, convert all or any portion of the $1.0 million payable on August 1, 2006 into
the Company’s Common shares, at a conversion price per each share of $3.20. In addition, the interest due on the remaining amount was
changed to Libor + 2.5% (7.8% as of December 31, 2006). The first installment of $2.0 million was paid as required at the beginning of May
2005.

In August 2006, the Company entered into an agreement with the investors, whereby the investors received 781,250 Common shares as a
conversion of the $1.0 million payment that was due on April 1, 2006. In addition, the payment of the $1.0 million payment originaly payable
on August 1, 2006, was extended to August 1, 2007.

The modification of the loan terms was accounted for as debt extinguishment in accordance with EITF 96-19, “Debtor’s Accounting for a
Modification or Exchange of Debt Instruments”, due to the addition of a conversion option to the debt instrument which was considered
substantial. The difference between the fair value of the modified loan and the book value of the original loan was de minimis.

NOTE 2: SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting principles (“U.S. GAAP”).

a Use of estimates:

U.S. GAAP requires management to make certain estimates, judgments and assumptions. Management believes that the estimates, judgments
and assumptions upon which it relies, are reasonable based upon information available at the time that these estimates, judgments and
assumptions were made. To the extent that there are material differences between these estimates and actual results, the financial statements
may be affected.

b. Financial statementsin U.S. dollars:

A substantial portion of the financing of the Company’s activitiesis made in U.S. dollars (“dollar”). In addition, a substantial portion of the
Company’s and certain of its subsidiaries’ costsisincurred in dollars. A majority of the revenues of the Company and certain of its
subsidiariesis generated in dollars. Company’s management believes that the dollar is the primary currency of the economic environment in
which the Company and those subsidiaries operate.

Thus, the functional and reporting currency of the Company and these subsidiariesis the dollar.
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Accordingly, monetary accounts maintained in currencies other than the dollar are remeasured into dollars in accordance with Statement of
the Financial Accounting Standard Board No. 52, “Foreign Currency Trandation” (“SFAS No. 52”). All transaction gains and losses of the re-
measurement of monetary balance sheet items are reflected in the consolidated statements of operations as financial income or expenses as
appropriate.

The financial statements of foreign subsidiaries, whose functional currency is not the dollar, have been translated into dollars. All balance
sheet accounts have been translated using the exchange rates in effect at the balance sheet date. Statements of operations amounts have been
translated using the average exchange rate for the period. The resulting translation adjustments are reported as accumulated other
comprehensive income (loss), in shareholders’ equity.

Foreign currency translation differencesincluded in financial expenses (income), net, amounted to approximately $(159), $(139) and $(96),
for the years ended December 31, 2004, 2005 and 2006, respectively.

C. Principles of consolidation:

The consolidated financia statementsinclude the accounts of the Company and its majority-owned subsidiaries. All intercompany balances
and transactions have been eliminated upon consolidation.

d. Cash equivalents:

Cash equivalents are short-term highly liquid investments that are readily convertible to cash, with maturities of three months or less at the
date of acquisition.

e Short-term bank deposits:
Bank deposits with maturities of more than three months but less than one year are included in short-term bank deposits. Such bank deposits
are stated at cost.

f. Marketable securities:

Management determines the proper classification of investments in marketable debt at the time of purchase and reevaluates such designations
as of each balance sheet date. All securities covered by Statement of Financial Accounting Standard No. 115, “Accounting for Certain
Investments in Debt and Equity Securities” (“SFAS No. 115”), were designated as available-for-sale. Accordingly, these securities are stated
at fair value, with unrealized gains and | osses reported in a separate component of shareholders’ equity, accumulated other comprehensive
loss. Realized gains and losses on sales of investments, as determined on a specific identification basis, are included in the consolidated
statement of operations as financial expenses, net.
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g.

Property and equipment, net:

Property and equipment are stated at cost, net of accumulated depreciation using the straight-line method over the estimated useful lives of the
assets as follows:

Equipment and furniture 4 -15years

Computer equipment and software 3years

Motor vehicles 7 years

Leasehold improvements Over the shorter of the term of the lease or the estimated

useful life of the asset

Impairment of long-lived assets:

The Company’s long-lived assets and certain identifiable intangibles are reviewed for impairment in accordance with Statement of Financial
Accounting Standard No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144”), whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to the future undiscounted cash flows expected to be generated by the assets. If
such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the
assets exceeds the fair value of the assets. During 2004, 2005 and 2006, no impairment losses have been identified.

Capitalized software development costs:

Research and development costs incurred in the process of developing new products or product improvements, are charged to expense as
incurred, net of participation by the Office of the Chief Scientist in Israeli’s Ministry of Industry and Trade (the “OCS”).

Statement of Financial Accounting Standard No. 86, “Accounting for the Costs of Computer Software to be Sold, L eased or Otherwise
Marketed” (“SFAS No. 86”), requires capitalization of certain software devel opment costs subsequent to the establishment of technological
feasibility. Based on the Company’s product development process, technological feasibility is established upon completion of a detailed
program design.

Significant costs incurred by the Company and its subsidiaries between the establishment of technological feasibility and the point at which
the product is ready for general release, have been capitalized, net of participation by the OCS.

As for finance expenses capitalization, see Note 7a.
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Capitalized software costs are amortized by the greater of the amount computed using: (i) the ratio that current gross revenues from sales of
the software bear to the total of current and anticipated future gross revenues from sales of that software, or (ii) the straight-line method over
three years, which is the estimated useful life of the software product. The Company assesses the recoverability of this intangible asset on a
regular basis by determining whether the amortization of the asset over its remaining life can be recovered through undiscounted future
operating cash flows from the specific software product sold.

As of December 31, 2004, the unamortized capitalized costs exceeded the net realizable value of this intangible asset by the amount of
$901and therefore the Company included an impairment of capitalized software development costs in the amount of $901 which is presented
in cost of revenues.

As of December 31, 2006 and 2005, based on its most recent analysis, management believes that no additional impairment of capitalized
software development costs exists.

j- Goodwill:

Goodwill represents excess of the costs over the net assets of businesses acquired. Under SFAS No. 142, “Goodwill and Other Intangible
Assets” (“SFAS No. 142”) goodwill acquired in a business combination should not be amortized. SFAS No. 142 requires goodwill to be
tested for impairment at least annually or between annual tests in certain circumstances, and written down when impaired, rather than being
amortized as previous accounting standards required. Goodwill is allocated to one reporting unit and fair values are determined using market
capitalization.

Through 2006, no impairment losses were identified.
k. Intangible assets:

Intangible assets are stated at cost |ess accumulated amortization. Amortization is computed using the straight-line method as follows:

Prepaid royalties 15 years
Distribution rights 7 years
Technology, usage rights and other intangible assets 4-8 years

During 2004, 2005 and 2006, no impairment |osses have been identified.
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Revenue recognition:

Product revenues include software license sales and implementation and customization services (which include the sale of software
technology and services).

The Company recognizes revenue from software license sales in accordance with Statement of Position (“SOP”) 97-2, “Software Revenue
Recognition,” and SOP 98-9, “Modification of SOP 97-2, Software Revenue Recognition, With Respect to Certain Transactions.” Under SOP
97-2, revenues from software product licenses are recognized upon delivery of the software provided there is persuasive evidence of an
agreement, the fee is fixed or determinable and collection of the related receivable is probable and no further obligations exist. Revenues
under multiple-element arrangements, which may include software licenses, support and maintenance, and training and consulting services,
are allocated to each element based on their respective fair values based on vendor-specific objective evidence. This objective evidence
represents the price of products and services when sold separately. When vendor-specific objective evidence of fair value exists for
undelivered elements but does not exist for delivered elements of a software arrangement, the Company uses the residual method for
recognition of revenues, when all other revenue recognition criteria are met. Under the residual method, the Company defers revenues related
to the undelivered elements based on their vendor-specific objective evidence of fair value and recognizes the remaining arrangement fee for
the delivered elements.

When vendor-specific objective evidence of fair value for undelivered elements does not exist, revenues from the entire arrangement are
recognized over the term of the agreement.

Revenues from support and maintenance agreements are recognized ratably over the term of the agreement, which is typically one year.
Revenues from training arrangements are recognized as the services are performed.

The Company generally does not grant aright of return to its customers. When aright of return exists, revenue is deferred until the right of
return expires, at which time revenue is recognized provided that all other revenue recognition criteria are met.

Amounts collected prior to satisfying the above revenue recognition criteria are reflected as deferred revenue. Deferred revenue represents
deferred maintenance revenue, and to alesser extent, deferred software license revenues.

Under certain circumstances, license revenue consists of license fees received whereby under the terms of these license agreements the
Company’s software is modified to that customer’s specific requirements. Fees are payable upon completion of agreed-upon milestones, such
as delivery of specifications and technical documentation. Each license is designed to meet the specific requirements of the particular
customer.
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Revenues from license fees that involve implementation and customization of the Company’s software to customer specific requirements are
generated from fixed-price or time-and-materials contracts. Such revenues are recognized in accordance with Statement of Position 81-1,
“Accounting for Performance of Construction-Type and Certain Production-Type Contracts”. Fixed-price contracts revenues are recognized
using contract accounting on a percentage-of-completion method, over the period from signing of the license through to customer acceptance,
in accordance with the “Input Method” or “Output Method”. The amounts of revenues recognized are based on the total license fees under the
license agreement and the percentage to completion achieved. According to the “Input Method”, the percentage to completion is measured by
monitoring progress using records of actual time incurred to date in the project compared to the total estimated project requirement, which
corresponds to the costs related to earned revenues. According to the “Output Method”, the percentage to completion is determined by using
technological or time-based milestones methods.

Estimates of total project requirements are based on prior experience of customization, delivery and acceptance of the same or similar
technology, and are reviewed and updated regularly by management. After delivery, if uncertainty exists about customer acceptance of the
software, license revenue is not recognized until acceptance. Provisions for estimated |osses on uncompleted contracts are made in the period
in which such losses are first determined, in the amount of the estimated |oss on the entire contract. As of December 31, 2006, $93 of
estimated losses were identified. Under time-and-materials contracts, the Company is reimbursed for labor hours at negotiated hourly billing
rates.

Estimated gross profit or loss from long-term contracts may change due to changes in estimates resulting from differences between actual
performance and original forecasts. Such changesin estimated gross profit are recorded in results of operations when they are reasonably
determinable by management, on a cumulative catch-up basis.

The Company believes that the use of the percentage of completion method is appropriate as the Company has the ability to make reasonably
dependabl e estimates of the extent of progress towards completion, contract revenues and contract costs. In addition, contracts executed
include provisions that clearly specify the enforceable rights regarding services to be provided and received by the parties to the contracts, the
consideration to be exchanged and the manner and the terms of settlement, including in cases of terminations for convenience. In all cases, the
Company expects to perform its contractual obligations and its customers are expected to satisfy their obligations under the contract.

Consulting and other services revenues also include training and post-contract maintenance services. Revenues from consulting and training
services are recognized ratably over the contractual period or as services are performed.

Deferred revenues include amounts received from customers for which revenues have not yet been recognized.
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NOTE 2:

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

m.

Equity method investments:

The company’sinvestments in a Company that is held to the extent of 20% or more and with respect to which it has the ability to exercise
significant influence over operating and financial policies are accounted for under the equity method. The Company applies Emerging |ssues
Task Force 99-10, “Percentage Used to Determine the Amount of Equity Method Losses”. Accordingly, losses of investee are recognized
based on the ownership level of the particular investee security or loans held by the investor.

Advertising expenses:
Advertising expenses are charged to the statement of operations asincurred.
Government grants:

Royalty-bearing grants from the Government of Israel for the funding of research and development projects are recognized at the time the
Company is entitled to such grants on the basis of the related costs incurred, and are recorded as a reduction of research and devel opment
costs, or as areduction of capitalized software development costs.

Income taxes:

The Company and its subsidiaries account for income taxes in accordance with Statement of Financial Accounting Standard No. 109,
“Accounting for Income Taxes” (“SFAS No. 109”).

This Statement prescribes the use of the asset and liability method, whereby deferred tax assets and liability account balances are determined
based on the differences between the financial reporting and tax bases of assets and liabilities and are measured using the enacted tax rates and
laws that will be in effect when the differences are expected to reverse. The Company and its subsidiaries provide a valuation allowance, if
necessary, to reduce deferred tax assetsto their estimated realizable value.

Concentrations of credit risk:

Financial instruments that potentially subject the Company and certain of its subsidiaries to concentrations of credit risk consist principally of
cash and cash equivalents, marketable securities and trade receivables.

The Company’s cash and cash equivalents are invested in deposits with major international financial ingtitutions. Such depositsin the United
States may be in excess of insured limits and are not insured in other jurisdictions. Management believes that the financial institutions that
hold the Company’s investments are financially sound and, accordingly, minimal credit risk exists with respect to these investments.
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The Company’s trade receivables are generally derived from salesto large and solid organizations located mainly in Europe, North America
and Israel. The Company performs ongoing credit evaluations of its customers and has established an allowance for doubtful accounts based
upon factors surrounding the credit risk of specific customers and other information. In certain circumstances, the Company may require
letters of credit, other collateral or additional guarantees. From time to time, the Company sells certain of its accounts receivable to financial
institutions, within the normal course of business. Where receivables are sold without recourse to the Company, the relevant receivable is de-
recognized and cash recorded. Where receivables are sold with full or partial recourse to the Company, the receivable is not de-recognized
and aliability reflecting the obligation to the financial institution is recorded within financial debts until the Company’s liability is discharged
through the financial institution receiving payment from the customer.

No off-balance sheet concentrations of credit risk exist.
r. Fair value of financial instruments:

The estimated fair value of financial instruments has been determined by the Company using available market information and valuation
methodologies. Considerable judgment is required in estimating fair values. Accordingly, the estimates may not be indicative of the amounts
the Company could realize in a current market exchange. The carrying amounts of cash and cash equivalents, trade accounts receivable, short-
term bank credit and trade accounts payable approximate their fair values due to the short-term maturity of such instruments. The fair value
for marketable securitiesis based on quoted market prices and does not significantly differ from a carrying amount.

Thefair value of the convertible debentures with a carrying value in the amount of $16,175 as of December 31, 2006 according to the quoted
pricein the TASE is $12,357. The fair value of the traded warrants does not significantly differ from their carrying amount.

S. Derivatives and hedging:

The Company accounts for derivatives and hedging based on Financial Accounting Standards Board Statement No. 133, “Accounting for
Derivative Instruments and Hedging Activities” as amended (“SFAS No. 133”). SFAS 133 requires companies to recognize al of its
derivative instruments on the balance sheet at fair value. The accounting for changes in the fair value of a derivative instrument depends on
whether it has been designated and qualifies as part of a hedging relationship and further, on the type of hedging relationship.

The Company entersinto forward exchange contracts to hedge certain transactions denominated in foreign currencies. The purpose of the
Company’s foreign currency hedging activitiesis to protect the Company from risk that the eventual dollar cash flows from international
activitieswill be adversely affected by changes in the exchange rates. The Company’s forward contracts did not qualify as hedging
instruments under SFAS No. 133.
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Changesin the fair value of forward contracts are reflected in the consolidated statements of operations as financial income or expense.

In 2004 and 2005, the Company entered into forward currency agreements in the amount of $1.5 million, that effectively convert a portion of
its floating currency liabilities to a fixed rate basis for a3 month period, thus reducing the impact of the currency changes on the Company’s
cash flow. The agreements were settled in 2005 and 2006, resulting in atotal gain of $67 and $19.5, respectively, presented in the statements
of operations as financial income.

t. Basic and diluted net loss per share:

Basic net loss per share is computed based on the weighted average number of Common shares outstanding during each year. Diluted net
earnings per share is computed based on the weighted average number of Common shares outstanding during each year, plus dilutive potential
Common shares considered outstanding during the year, in accordance with Statement of Financial Accounting Standard No. 128, “Earnings
Per Share” (“SFAS No. 128”).

In 2004, 2005 and 2006, al outstanding stock options, convertible subordinate notes, convertible debt and warrants have been excluded from
the calculation of the diluted net loss per Common share because all such securities were anti-dilutive for the period presented. The total
weighted average number of shares related to the outstanding stock options, convertible subordinated notes, convertible debt and warrants
excluded from the calculations of diluted net loss per share was 103,409, 69,207 and 59,000 for the years ended December 31, 2004, 2005 and

2006, respectively.
u. Stock-based compensation:

Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based
Payment” (“SFAS 123 (R)”), which isarevision of FASB Statement No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”)
which requires the measurement and recognition of compensation expense based on estimated fair values for all shared based payments
awards made to employees and directors. In March 2005, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 107
(“SAB 107”) relating to SFAS 123 (R). The Company has applied the provisions of SAB 107 inits adoption of SFAS 123 (R).

SFAS 123 (R) requires companies to estimate the fair value equity-based payment awards on the date of grant using an option-pricing model.
The value of the portion of the awards that is ultimately expected to vest is recognized as an expense over the requisite service periodsin the
Company’s consolidated statement of operations. Prior to the adoption of SFAS 123 (R), the Company accounted for equity based awards
under the fair value recognition provisions of SFAS 123.
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The Company adopted SFAS 123 (R) using the Modified Prospective Method. Under that transition method, compensation cost recognized in
the year ended December 31, 2006, included: (a) compensation cost for all shared-based payments granted prior to, but not yet vested as of
January 1, 2006, based on the grant date fair value estimated in accordance with the original provisions of SFAS 123, and (b) compensation
cost for all shared-based payments granted subsequent to January 1, 2006 based on the grant-date fair value estimated in accordance with the
provisions of the SFAS 123 (R). Results for prior periods have not been restated.

Beginning on the date of adoption of SFAS 123 (R), forfeitures are estimated based on historical experience and other factors; previously,
forfeitures were recorded as they occurred.

On December 28, 2005, the Company’s Compensation Committee of the board of directors approved an acceleration of the vesting of all
unvested stock options held by current employees, including executive officers and directors. All of the options were considered out-of-the-
money since the stated option exercise price was greater than the closing price of the company Common stock on the day the Compensation
Committee approved the acceleration ($1.50). Unvested options to purchase approximately 1.7 million shares became exercisable as aresult
of the vesting acceleration. The accelerated vesting was effective as of December 28, 2005.

The Company’s decision to accel erate the vesting of those options was based primarily upon the issuance of SFAS No. 123(R). The Company
believes that the acceleration of vesting of those options will enable the Company to avoid recognizing stock-based compensation expense
associated with these options in future periods. Additional purpose of the acceleration was to make the options more attractive to the
recipients.

The vesting acceleration did not result in the recognition of additional compensation expense in the year ended December 31, 2005. The pro-
formaresults presented in the table below include approximately $1.9 million of compensation expense for the year ended December 31, 2005
resulting from the vesting accel eration.

In 2006, the Company granted 20,000 stock options to employees.
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The Company estimates the fair value of stock options on the grant date using the Black-Scholes option-pricing model with the following
weighted average assumptions:

Year ended
December 31, 2006

Expected term 3years
Dividend yield 0%
Expected volatility 67.4%
Risk-freeinterest rate 6%
0%

Estimated forfeitures

The risk-free interest rate assumption is based on the yield from U.S. Treasury zero-coupon bonds with an equivalent term as of the
Company’s employee stock options. The dividend yield assumption is based on the Company’s historical and expectation of future dividend
payouts and may be subject to substantial change in the future. The expected term of the options represents the period of time that the options
are expected to be outstanding and is based on the Company’s historical information, with respect to employee options exercised. The
Company used its historical volatility for calculating volatility in accordance with SFAS 123 (R). Estimated forfeitures are based on actual

historical pre-vesting forfeitures.

Stock-based compensation cost is measured at the grant date, based on the fair value of the award, and is recognized as an expense on a
straight-line basis over the requisite service period for each of the awards.

For options granted prior to January 1, 2006, the Company accounted for its stock-based employee compensation plans using the intrinsic-
value method of accounting set forth in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB
25”), but disclosed the pro forma effects on net loss and net loss per share had the fair value of the options been expensed. In accordance with
APB 25 and related interpretations, compensation expense for stock optionsis recognized in income based on the excess, if any, of the fair
value of the share at the grant date of the award or other measurement date over the amount an employee must pay to acquire the share.
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Thefair value of each option granted was estimated at the day of grant using a Black-Scholes options pricing model with the following
weighted average assumptions:

2004 2005
Dividend yield 0% 0%
Expected volatility 65% 83%
Risk-free interest 3.74% 4.41%
Expected life of up to 2.5years 6.9 years

Pro formainformation under SFAS No. 123 isas follows:

Year ended December 31,

2004 2005

Net loss to shareholders of Common shares - as reported $ 5141  $ 9,099
L ess - stock-based employee compensation - intrinsic value - -
Add - stock-based employee compensation - fair value 637 2,587
Pro forma net loss $ 5778 % 11,686
Basic and diluted net loss per share - as reported $ 046 $ 0.76
Pro formabasic and diluted net loss per share $ 051 $ 0.98

The Company applied SFAS No. 123 and EITF No. 96-18, “Accounting for Equity Instruments That Are Issued to Other Than Employees for
Acquiring, or in Conjunction with Selling, Goods or Services,” with respect to options and warrants issued to non-employees. SFAS No. 123
requires the use of option valuation models to measure the fair value of the options and warrants at the measurement date as defined in EITF
No. 96-18.

V. Accrued severance pay:

The liability of the Company’s subsidiariesin Israel for severance pay is calculated pursuant to Israeli severance pay law based on the most
recent salary of the employees multiplied by the number of years of employment, as of the balance sheet date. Employees are entitled to one
month’s salary for each year of employment or a portion thereof. The liability for all of its employeesin Israel isfully provided by monthly
deposits with insurance policies and by an accrual. The value of these policiesis recorded as an asset in the Company’s consolidated balance
sheet.
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The deposited funds include profits accumulated up to the balance sheet date. The deposited funds may be withdrawn only upon the
fulfillment of the obligation pursuant to Israeli severance pay law or labor agreements. The value of the deposited funds is based on the cash
surrendered value of these policies, and includes immaterial profits.

Severance expense for the years 2004, 2005 and 2006 amounted to approximately $893, $547 and $773 respectively.

In addition, the Company has various defined contribution plans for employees of its subsidiaries around the world. Most of the plans are
those required according to the laws of the country in which the subsidiary operates. Contributions made under the plans are invested with
financial institutions. Benefits under the plans are based on contributions from employees and the Company and earnings on insurance
contracts or other investment instruments in which the contributions are invested.

Expense for contributions made to these plans was $570, $518 and $568 for 2004, 2005 and 2006, respectively.

w. Recently issued Accounting Standards:

In September 2006, the Financia Accounting Standards Board (“FASB”) issued SFAS No. 157, “Fair Vaue Measurements”. This Standards
defines fair values, establishes aframework for measuring fair valuesin generally accepted accounting principles and expands disclosures
about fair values measurements. SFAS No. 157 is affective for financial statements issued for fiscal years beginning after November 15, 2007
and interim periods within those fiscal years. Management believe this Standard will not have a material effect on its consolidated financial
statements.

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48”), an interpretation of SFAS
No. 109, “Accounting for Income Taxes”. FIN 48 prescribes a comprehensive model for how companies should recognize, measure, present
and disclose in their financial statements uncertain tax positions taken or expected to be taken on atax return. Under FIN 48, tax positions
shall initially be recognized in the financia statementswhen it is more-likely-than-not that the position will be sustained upon examination by
the tax authorities. Such tax position shall initially and subsequently be measured as the largest amount of tax benefit that is greater than 50%
likely of being realized upon ultimate settlement with the tax authority assuming full knowledge of the position and all relevant facts. FIN 48
also revises disclosure requirements to include an annual tabular roll forward of unrecognized tax benefits. The provisions of this
interpretation are required to be adopted for fiscal periods beginning after December 15, 2006. The Company will be required to apply the
provisions of FIN 48 to all tax positions of FIN 48 upon initial adoption with any cumulative effect adjustments to be recognized as an
adjustment to retained earnings. The adoption of FIN 48 does not have amaterial impact on the Company’sfinancia statements.
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NOTE 2:

NOTE 3:

NOTE 4:

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS No. 1597),
which permits companies to choose to measure certain financial instruments and other items at fair value that are not currently required to be
measured at fair value. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. The Company has not yet determined
the effect that the adoption of SFAS No. 159 will have on its consolidated financial statements.

X. Reclassification:

Certain amounts from prior years have been reclassified to conform to current period presentation.

MARKETABLE SECURITIES

The Company investsin marketable securities, which are classified as available-for-sale and are carried at fair value. The following is a summary of

marketable debt securities:

December 31,
2005 2006
Amortized Unrealized Unrealized Market Amortized Unrealized Unrealized Market
cost losses value cost gains losses value
U.S. dollarsin thousands
Available-for-sale:
Government debentures $ 70 10 $ - $ 80 $ - - $ - $ -
Commercial debentures 5,225 72 (40) 5,257 12 20 - 32
Total available-for-sale marketable
securities $ 5,295 82 % (40) $ 5337 % 12 2 $ -8 32

During 2006, the Company received proceeds from sales of marketable securities in the amount of $5,529 and realized gains of $20 presented in

financial expenses, net.

The available-for-sale investments as of December 31, 2005 and 2006 mature in one to five years.

TRADE RECEIVABLES

The Company’s net trade receivables are composed of accounts receivable in the amounts of $4.4 million and $7.0 million as of December 31, 2005
and 2006, and unbilled receivables in the amounts of $3.9 million and $4.0 million as of December 31, 2005 and 2006, respectively.

Bad debt expense totaled $231, $213 and $562 for the years ended December 31, 2004, 2005 and 2006, respectively.
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NOTE 5: OTHER RECEIVABLESAND PREPAID EXPENSES
December 31,
2005 2006
Sales and other taxes receivable $ 445 $ 204
Prepaid expenses 734 435
Deferred income taxes 241 907
Government grants 65 62
Employees receivables 21 23
Other 14 58
$ 1,520 $ 1,689
NOTE 6: PROPERTY AND EQUIPMENT, NET
Cost Accumulated depreciation
December 31,
2005 2006 2005 2006
U.S. dollarsin thousands
Equipment and furniture $ 2,176 $ 2,383 $ 1,734 $ 1,992
Computer equipment and software 10,777 11,895 10,080 11,323
Motor vehicles 117 151 110 126
Leasehold improvements 2,072 2,296 1,502 1,790

$ 15142 $ 16,726 $ 13426 $ 15231

Depreciation expense totaled $1,011, $876 and $690 for the years 2004, 2005 and 2006, respectively.
Asfor pledges see Note 12.

NOTE 7: OTHER ASSETS

a Amortization expense for capitalized software development costs for 2004, 2005 and 2006, were $3.0 million, $3.8 million and $4.6 million,
respectively. Amortization expense isincluded in cost of revenues.

See Note 2(i) for impairment of capitalized software development costs in 2004.
In 2005 and 2006, $113 and $523 respectively, of interest expense was capitalized to software development costs.
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NOTE 7: OTHER ASSETS (Cont.)
b. Other assets, net, are comprised of the following:
Accumulated
Cost amortization Other assets, net
December 31,
2005 2006 2005 2006 2005 2006
Prepaid royalties $ 2,074 $ 2074 % 1,759 $ 1,800 $ 315 $ 184
Technologies and usage
rights (1) 1,745 1,586 796 947 949 639
Intangible assets and other 156 - 156 - - -
Deferred debt issuance costs (2) 1,528 1,528 304 534 1,224 994

$ 5,503 $ 5188 $ 3015 $ 3371 % 2488 $ 1,817

In addition, other assetsinclude:

Severance pay fund 1,015 1,099
Long-term deposits 246 275
Investment in equity method investee - 168
Other 93 91

1,354 1,633

$ 3842 % 3,450

(D] In September 2004, the Company purchased the technologies underlying the INSIGHT™ for Closed Books solution, for a minimum
amount of approximately $1.6 million to be paid in 4 annual installments, beginning December 31, 2005. Under certain conditions set
forth in the agreement, the consideration may increase in the future, based on the number of policies administered by such solution.
Subsequent to balance sheet date the December 31, 2006 payment of $392 was paid.

The technologies are amortized over a4 year period, which is the estimated useful life of the technologies.
2 Related to the issuance of Debentures, Options (Series A) and Warrants (Series 1) (see Note 9b).
Amortization of other assets charged to expenses was $148, $623 and $791 for 2004, 2005 and 2006, respectively.

Asfor impairments of long-lived assets, see Note 2h.

F-29




SAPIENSINTERNATIONAL CORPORATION N.V.
AND ITSSUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dallarsin thousands (except share and per share data)

NOTE 7:

NOTE 8:

NOTE 9:

OTHER ASSETS (Cont.)

C.

Estimated amortization expense of prepaid royalties, technologies and usage rights, distribution rights and other intangible assets for the years
ending:

December 31,

2007 765

2008 707

2009 345

1,817
OTHER LIABILITIESAND ACCRUED EXPENSES
December 31,
2005 2006

Employee and related payroll accruals $ 2680 $ 3,003
Sales and other taxes payable 753 733
Accrued royalties to the OCS (Note 11a) 1,014 1,685
Accrued expenses and other liabilities 2,295 1,949

DEBT

$ 6742 $ 7,370

Short-term bank credit:

As of December 31, 2006, the Company and its subsidiaries have arevolving credit line facility for borrowings of up to atotal of $9.2 million,
available until June 30, 2007. As of December 31, 2006, the Company has an unutilized credit line of $2.4 million. Under the terms of these
credit line agreements, the Company and severd of its subsidiaries recorded floating chargesin favor of the banks over al the assets of
Sapiens Technologies (1982) Ltd. and Sapiens Israel Software Systems Ltd. The Company also issued cross guaranties in support of the credit
line facilities. Additionally, the Company is required to maintain certain financial ratios and results. In 2006, the Company fulfilled the
covenant contained in its|oan agreements pertaining to maintenance of cumulative, quarterly earnings at certain levels.

The Company is currently negotiating the extension of the credit line facility for an additional year.
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NOTE 9: DEBT (Cont.)
Weighted average interest
December 31, December 31,
Linkage 2005 2006 2005 2006
%

Credit lines NIS*) 59 6.7 $ 1830 $ 4728
Short-term loans U.S. dollar 5.6 7.3 10,120 4,570

$ 11950 $ 9,298
*) New Israeli Shekel, including immaterial amounts linked to other currencies.

In December 2006, the Company entered into loan agreement with Bank Leumi Le-lsrael (“Bank Leumi”) whereby the Company borrowed
an aggregate amount of approximately $2.5 million. The Company used the proceeds of this loan to make the December 2006 principal and
interest payment of the Debentures. The loan was secured by a guarantee granted to Bank Leumi by the Company’s principal shareholder. The
loan bears an annual interest rate of 6.5% and is due on August 30, 2007.

b. Convertible Debentures, Warrants and Options:

During December 2003, the Company completed an offering of securitiesin the Tel-Aviv Stock Exchange (“TASE”) in Israel, resulting in
gross proceeds of NIS 75.2 million (approximately $17.1 million). The price per unit was NIS 752 (approximately $171.14) with 100,000
units sold. Each of the units consists of 800 Debentures (Series A), two Options (Series A) exercisable into Debentures (Series A) and six
Warrants (Series 1) exercisable into Common shares of the Company.

The Debentures (Series A) are linked to the U.S. dollar and bear annual interest at the rate of 6.0%, payable on the 5th of June and the 5th of
December each year commencing on June 5, 2004 and ending on December 5, 2009. According to the original terms, principal is payablein
four installments on the 5th of December of the years 2006-2009. During the period beginning 45 days after the registration of the Debentures
(Series A) for trading on TASE and ending November 21, 2009, the Debentures (Series A) are convertible into Common shares at a
conversion rate of one Common share per each NIS 27 (approximately $6.14) amount of the Debentures, linked to the NI1S/dollar exchange
rate. The conversion rate is subject to standard anti-dilution provisions, which have no accounting implications (stock dividend, stock split,
reverse split). The Debentures (Series A) are unsecured.

Each Option (Series A) was exercisable into 100 Debentures (Series A) no later than March 3, 2004 at an exercise price of NIS 96
(approximately $21.85). Through March 3, 2004, 179,663 Options (Series A) were exercised into Convertible Debentures, with atotal
exercise price of approximately $3.8 million. 105,225 of the Options (Series A), with atotal exercise price of approximately $2.3 million,
were exercised by one of the Company’s subsidiariesin Israel. The remaining balance expired.
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NOTE 9: DEBT (Cont.)

Each Warrant (Series 1) is exercisable into one Common share of the Company during the period beginning 45 days after the registration of
the Debentures (Series A) for trading on TASE and ending November 21, 2007 at an exercise price of NIS 27 (approximately $6.14) linked to
the U.S. dollar.

As of December 31, 2006, 600,000 Warrants (Series 1) are outstanding.

The Convertible Debentures and Warrants are, and the Options were, traded on TASE only. Any Common shares issued upon conversion of
the Debentures (Series A) or exercise of the Warrants (Series 1) will be traded on both TASE and NASDAQ. The offering was made to the
publicin Israel only in accordance with Israeli securities laws. It was not open to persons residing in the United States or to other U.S. persons
(other than distributors). The securities offered have not been registered under the Securities Act of 1933, as amended, and may not be offered
or sold in the United States absent registration under such Act or an applicable exemption from registration.

In accordance with APB No. 14, “Accounting for Convertible debt and Debt I ssued with Stock Purchase Warrants”, EITF 98-5, “Accounting
for Convertible Securities with Beneficial Conversion features or Contingently Adjustable Conversion Ratios’, and EITF 00-27, “Application
of issue No. 98-5 to Certain Convertible Instruments” (“EITF 00-27”), a portion of the proceeds of debt securities issued with detachable
warrants was allocated to the Options (Series A) and the Warrants (Series 1), based on the relative fair values of the securities at time of
issuance. Amounts allocated to the Options (Series A) and the Warrants (Series 1) are accounted for as liabilities, in accordance with EITF
00-19, “Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled In a Company’s Own Stock” (“EITF 00-19”), and
are marked to market, based on their fair values in the TASE at each reporting date, against financial income (expense).

Pursuant to an evaluation of the terms of the agreement under the provisions of EITF 00-19, the Company has classified all the above
derivative financial instrumentsissued in connection with issuance of the convertible debentures, Warrants and Options as liabilities.

In August, 2006 the Company modified the terms of the first payment of the Debentures (Series A) that was due in December, 2006 as
follows: (a) 50% of the first payment amount, approximately $2.4 million, will be deferred to December 5, 2009 (the last day of payment of
the principal on the debentures), and (b) with respect to other 50% of the first payment amount, the Company can choose from the following
alternatives, in its sole discretion: (1) to convert such amount on December 5, 2006 into Company’s Common shares, at a conversion price per
share of $1.28, which reflects the average closing price for the 10 day period prior to July 17, 2006, or (2) to pay the approximately $2.4
million amount to the debenture holders.

On December 5, 2006, an amount of approximately $2.4 million was paid to the debenture holders.
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NOTE 9 DEBT (Cont.)

The modification of the terms of the first payment of the Debentures (Series A) was accounted for in accordance with FAS 15 “Accounting by
Debtors and Creditors for Troubled Debt Restructurings”. Accordingly, the Company calculated the new effective borrowing rate of the debt,
which effected the amortization rate of the unamortized discount and unamortized issuance expenses as of the date of the restructuring.

As of December 31, 2005 and 2006, the long-term outstanding balance of the convertible debt and warrants are as follows:

December 31,
2005 2006
Debentures:
Par value $ 22295 % 19,508
Deemed discount, net *) (1,065) (812)
21,230 18,696
L ess -debentures purchased by one of the Company’s subsidiaries (2,864) (2,521)
Warrants (Series 1) 117 71
Less— current maturities of debentures (4,464) (4,450)
$ 14019 $ 11,796
*) The deemed discount is amortized over a period of 72 months, the term of the debentures (Series A), using the effective interest

method. Amortization of the deemed discount charged to expenses was $338 and $254 for 2005 and 2006, respectively.

The share issuance expenses, which are classified to other assets (Note 7b), are amortized over the term of the Debentures (Series A), using
the effective interest rate method.
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NOTE 10:

NOTE 11:

OTHER LONG-TERM LIABILITIES

December 31,
Linkage Interest Maturity 2005 2006
%
Loan payable eZoneX change *) U.S. Dollar Libor+2.5 Through 8/2007 $ 2000 $ 1,000
Other long-term liability **) GBP - Through 12/2008 1,366 1,291
Other long-term debt Japanese Yen 21-2.8 2/2006 8 -
3,374 2,291
Less - current maturities of long-term
liabilities (2,698) (1,854)
676 437
Accrued severance pay 768 924
Warrants issued as part of a settlement of
redeemable sharesin a subsidiary (Note 1c) 75 -
Minority interest 65 78
$ 1584  $ 1,439
*) See Note 1c.
*x) See Note 7(b)(1).
Long-term debt maturitiesin 2008 are $437.
Interest expense was $1.0 million, $0.8 million and $0.3 million for 2004, 2005 and 2006, respectively.
COMMITMENTSAND CONTINGENT LIABILITIES
a Sapiens Technologies (1982) Ltd. (“Technologies”), a subsidiary incorporated in Israel, partially finances its research and devel opment

expenditures under programs sponsored by the OCS for the support of certain research and development activities conducted in Israel.

In exchange for participation in the programs by the OCS, the Company agreed to pay 3%-3.5% of total net consolidated license and
maintenance revenue and 0.35% of the net consolidated consulting services revenue related to the software devel oped within the framework
of these programs. The royalties will be paid up to a maximum amount equaling 100%-150% of the grants provided by the OCS, linked to the
dollar, and for grants received after January 1, 1999, bear annual interest at arate based on LIBOR. Repayment of such grantsis not required

in the event that there are no sales of products devel oped within the framework of such funded programs.

Royalties paid or accrued amounted to $1.6 million, $1.1 million and $0.5 million in 2004, 2005 and 2006, respectively, and are included in

cost of revenues.
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NOTE 11: COMMITMENTSAND CONTINGENT LIABILITIES (Cont.)
As of December 31, 2006, the Company had a contingent liability to pay royalties of approximately $9.5 million.

b. The Company and its subsidiaries | ease various office equipment, office space, and motor vehicles through operating leases. Future minimum
lease payments for the next five years and thereafter are as follows:

Operating leases

2007 $ 2,581
2008 2,360
2009 1,846
2010 1,585
2011 and thereafter 866
Total future minimum lease payments $ 9,238

Rent expense for the years 2004, 2005 and 2006 was $2.4 million, $2.2 million and $2.3 million, respectively.

C. In July 2006, the city council of Rehovot, Israel, notified the Company of (&) an increase in the annual property taxes payable by the Company
and (b) aclaim for $895 for property taxes due for the years 2000 through 2006. In March 2007, the Company filed an appeal against the
increase and the claim for taxes due for previous years. Based on the opinion of legal counsel, the Company believes that it is probable that
the amount being claimed retroactively (for the period of 2000 through 2006) will be cancelled. The Company does not believe that the claim
reflects a probabl e loss contingency, in accordance with Statement of the Financial Accounting Standard Board No. 5, “Accounting for
Contingencies”.

A former employee has threatened to sue the Company for the amount that such employee was required to pay to the Israel Tax Authorities as
the result of his exercise of stock options. In the event that such employee would decide to file aclaim in court, the Company believes that
such threatened claim lacks merit and the Company, based on the advice of itslegal counsel, believes that it has a reasonable defense. The
Company does not believe that the claim reflects a probabl e loss contingency, in accordance with Statement of the Financial Accounting
Standard Board No. 5, “Accounting for Contingencies”.

The Company is aparty to various other legal proceedings and claimsthat arise in the ordinary course of business. The total aggregate amount
of such proceeding and claims, together with the above mentioned claim, is approximately $720. The Company does not believe that the
claims reflect a probable loss contingency, in accordance with Statement of the Financial Accounting Standard Board No. 5, “Accounting for

Contingencies”.
d. Asfor tax assessments, see Note 13(c).
e See Note 7(b)(1) for a contingent liability related to a purchased technology.
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NOTE 12:

NOTE 13:

SECURITY INTERESTSAND PLEDGES

The Company and severd of its subsidiaries granted floating charges to certain financial institutions and issued cross guarantees in support of the
credit facilities described in Note 9a above.

The Company’s |eased assets are pledged to the finance companies that provided the lease financing and the banks providing credit lines. The pledges
are for various terms depending on the asset |eased.

The Company has provided bank guarantees in the amount of approximately $328 as security for the rent to be paid for its leased officesin Isragl. The
leaseis valid for approximately six years ending 2010. If the Company were to breach certain terms of its lease, the lessor could demand that the banks
providing the guarantees pay amounts claimed to be due.

The Company has provided bank guarantees in the amount of approximately $2.3 million as security for the performance of various contracts with
customers. If the Company were to breach certain terms of such contracts, the customers could demand that the banks providing the guarantees pay
amounts claimed to be due.

The Company has provided guarantees to banks in support of the credit facilities extended to two subsidiaries. In the case of the Company’sU.S.
subsidiary, the guarantee is for $100; in the case of the Company’s U.K. subsidiary, the guaranteeis for £100. Each such guarantee is provided for the
term of the credit facility, such term being generally one year. If a subsidiary whose credit line has been guaranteed by the Company were to breach
certain terms of its credit agreement, the lending bank could demand that the Company pay amounts claimed to be due. Subsequent to balance sheet
date, in January 2007, the Company cancelled the $100 guarantee, which was provided for its U.S. subsidiary.

TAXESON INCOME
a Net operating losses carryforward:

At December 31, 2006, the Company’s subsidiary in the U.S. had net operating loss carryforward for U.S. federal income tax purposes of
approximately $5.8 million, and tax credits of approximately $200 which are available to offset future federal taxable income and expirein
2009 to 2023.

Utilization of U.S. net operating |osses may be subject to substantial annual limitation due to the “change in ownership” provisions of the
Internal Revenue Code of 1986 and similar state provisions. The annual limitations may result in the expiration of net operating losses before
utilization.
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NOTE 13: TAXESON INCOME (Cont.)

In addition, the Company had net operating losses carryforwards relating to non-U.S. subsidiaries totaling approximately $52 million, which
isavailable to offset future taxable income. Generally, amajority of such amounts have no expiration date. However, in some cases, amounts
expirein 2007 to 2011.

b. Israeli income tax:

Sapiens Technologies (1982) Ltd. (“Technologies”), an Israeli subsidiary of the Company, has been granted “Approved Enterprise” status for
six investment programs approved in 1984, 1991, 1993, 1995, 1998 and 2000, by the Israeli Government under the Law for Encouragement of
Capital Investments, 1959 (“the Capital Investments Law™).

Undistributed Israeli income derived from the “Approved Enterprise” programs entitle Technologies to atax exemption for a period of two to
four years and to areduced tax rate of 10% - 25% for an additional period of three to eight years (depending on the level of foreign-
investment in Technologies). These tax benefits are subject to a limitation of the earlier of twelve years from commencement of operations, or
fourteen years from receipt of the approval. This limitation does not apply for the years of tax exemption. Technologies completed the
implementation of the 1984, 1991, 1993, 1995, 1998 and 2000 investment programs. As of December 31, 2005, the Investment Center has
granted final approval for the implementation of the 1995 and 1998 plans. Technologies has used all the tax benefits under the 1984, 1991 and
1993 plans and is entitled for additional benefits under the 1995 plan (the benefits period commenced in 1998 and will expire in December
2008). The benefits have not yet commenced for the 1998 and the 2000 plans. The law also grants entitlement to claim accelerated
depreciation on machinery and equipment used by the “Approved Enterprise”, during the first five years, which the Company claims.

Income from sources other than the “Approved Enterprise” during the benefit period is subject to tax at the regular corporate tax rate of 34%
in 2005, 31% in 2006, 29% in 2007, 27% in 2008, 26% in 2009, and 25% in 2010 and thereafter.

The entitlement to the above benefits is conditional upon the Company fulfilling the conditions stipulated by the Capital Investments Law,
regulations published thereunder and the Instruments of approval for the specific investmentsin “Approved Enterprises”.

In the event of failure to comply with these conditions, the benefits may be cancelled and the Company may be required to refund the amount
of the benefits, in whole or in part, including interest. In the event of a distribution of such tax-exempt income including, among other things,

a cash dividend, the Company will be required to pay tax at the rate of 10%-25% on the gross amount distributed. In addition, these dividends
will be subject to a 15% withholding tax.
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NOTE 13: TAXESON INCOME (Cont.)

Technologies have decided not to declare dividends out of such tax-exempt earnings. Accordingly, no deferred income taxes have been
provided on earnings attributable to Technologies” “Approved Enterprise”.

On April 1, 2005, an amendment to the Capital Investments Law came into effect (“the Amendment”) and has significantly changed the
provisions of the Capital Investments Law. The Amendment limits the scope of enterprises which may be approved by the Investment Center
by setting criteria for the approval of afacility asa Privileged Enterprise, such as provisions generally requiring that at least 25% of the
Privileged Enterprise’sincome will be derived from export. Additionally, the Amendment enacted major changes in the manner in which tax
benefits are awarded under the Capital Investments Law so that companies no longer require Investment Center approval in order to qualify
for tax benefits.

However, the Capital Investments Law provides that terms and benefits included in any certificate of approval already granted will remain
subject to the provisions of the law as they were on the date of such approval. Therefore, the Company’s existing Approved Enterprise will
generally not be subject to the provisions of the Amendment.

Asaresult of the Amendment among others, tax-exempt income generated under the provisions of the new law, will subject the Company to
taxes upon distribution or liquidation and the Company may be required to record deferred tax liability with respect to such tax-exempt
income. As of December 31, 2006, the Company did not generate income under the Amendment.

Commencing 2005, the Company’s Israeli subsidiaries have elected to file their tax returns under the Israeli Income Tax Regulations 1986
(Principles Regarding the Management of Books of Account of Foreign Invested Companies and Certain Partnerships and the Determination
of Their Taxable Income). Such an election obligates the Company’s Israeli subsidiaries for the first three years. Accordingly, commencing
2005, results for tax purposes are measured in terms of U.S. dollars.

C. Tax assessments:

Technologies and some of the Company’s group entities have final tax assessments through the year 1999.
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NOTE 13: TAXESON INCOME (Cont.)

d.

Deferred income taxes:

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes. Significant components of the Company and its subsidiaries’ deferred tax
assets are as follows:

December 31, 2005 December 31, 2006
Non- Non-
Current current Current current
Gross deferred tax assets $ 241 $ 14,603 $ 907 $ 15814
Less - valuation allowance - (11,030) - (13,067)
Net deferred tax asset $ 241 $ 3,573 $ 907 $ 2747

During the year ended December 31, 2006, the Company and its subsidiaries have increased the deferred income taxes assets resulting from
tax loss carryforwards and other tax credits by $1,877 and the related valuation by $2,037. Management currently believesthat it is more
likely than not that the deferred income taxes regarding the loss carryforwards and other temporary differences, on which a valuation
allowance has been provided, will not be realized in the foreseeabl e future.

Provisions for income tax expense are comprised of the following:

Year ended December 31,

2004 2005 2006

Current (foreign) $ 217 $ 198 $ 165
Deferred (foreign) - *) 1,600 160
$ 217 $ 1,798 $ 325

*) Including the write off of tax advances in the amount of $783.

The Company’s entire provision for taxes on income relates to operations in jurisdictions other than the Netherlands Antilles. The effective
income tax rate varies from period to period because each jurisdiction in which the Company and its subsidiaries operate hasits own system
of taxation (not only with respect to the nominal rate, but also with respect to the allowance of deductions, credits and other benefits).
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NOTE 13: TAXESON INCOME (Cont.)

The main reconciling items from the statutory tax rate of the Company to the effective tax rate is the non-recognition of tax benefits from
accumulated net operating losses carryforward among the various subsidiaries worldwide due to the uncertainty of the realization of such tax
benefits, an increase in the valuation allowance, and awrite off of tax advances

Loss before taxes on income is comprised as follows:

Year ended December 31,

2004 2005 2006

Domestic $ 5,019 $ 2,683 $ 2,450
Foreign (405) 4,616 1,037

$ 4,614 $ 7,299 $ 3,487

NOTE 14: SHAREHOLDERS’ EQUITY

a

In August 2004, the Company’s sharehol ders approved amendments to the Company’s Articles of Association, and thereby (a) increased the
number of authorized Common shares to 30,000,000, while the number of authorized preferred shares remained 1,000,000, and (b) changed

the par value of all authorized shares to one Eurocent (€0.01) each, from two and three tenths Euros (€2.30) each, such that the total nominal
capital of the Company became €310 thousand.

On June 27, 2005, the Company entered into a share purchase agreement with Formula Systems (1985) Ltd. (“Formula”), whereby Formula
invested $2.0 million in the Company and the Company issued 1,041,667 Common shares to Formula, at a purchase price per share of $1.92,
which was the average closing price for the 10 day period prior to the execution of the agreement.

In August 2006, the Company entered into an agreement with Formula, whereby Formulainvested $2.0 million in the Company and the
Company issued 1,562,500 Common shares to Formula, at a price per share of $1.28 which was the average closing price over the 10 day
period prior to July 17, 2006.

In August 2006, the Company entered into an agreement with the investors in eZoneX change, whereby the investors converted the $1.0
million payment that was due on April 1, 2006 into 781,250 Common shares at a conversion price per share of $1.28, which was the average
closing price over the 10 day period prior to July 17, 2006.
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NOTE 14: SHAREHOLDERS’ EQUITY (Cont.)

d.

On April 4, 2001, the Company entered into a share purchase and loan agreement with Red Coral Holdings, Inc. (“Red Coral””), a company
owned by the Company’s then President and Chief Executive Officer. According to the terms of the share purchase agreement, Red Coral
purchased 300,000 Common shares of the Company for a purchase price of $975. As part of the |oan agreement, the Company granted to Red
Coral aloan in the amount of $975 for the purpose of acquiring the Common shares. The term of the loan was six years, with accrued interest
at arate of 4%, which was payable on January 15th of each calendar year. The interest amount is fully-recourse and fixed. To secure payment
of theloan, Red Coral granted to the Company alien and security interest on the 300,000 Common shares of the Company that it owned. To
secure fulfillment of the terms of the agreement, the Common shares were held in escrow by the General Counsel of the Company. The
issuance of Common shares was recorded in the shareholders’ equity and the loan amount was deducted from the shareholders’ equity as a
Note receivable from arelated party shareholder.

In accordance with EITF 95-16, “Accounting for Stock Compensation Arrangements with Employer Loan Features under APB Opinion No.
257, the transaction was accounted for as a fixed award.

On November 10, 2005, the Company’s former President and Chief Executive Officer was replaced by its current President and Chief
Executive Officer. Following the departure of the former President and Chief Executive Officer, the Company postponed the due date of the
January 15, 2006 and 2007 interest payments, until the due date for repayment of the principal amount of the loan (April 4, 2007), and to
convert the final two interest payments from fully-recourse to non-recourse.

On April 4, 2007, the term of the loan expired, without Red Coral having repaid the principal amount or the final two interest payments. In
May 2007, the Company foreclosed its lien on the 300,000 Common shares of the Company owned by Red Coral, and the Company holds
such shares as treasury shares. As aresult, the loan agreement was terminated and Red Coral has no further obligations to the Company.

Common shares confer upon their holders voting rights, the right to receive cash dividends and the right to share in excess assets upon
liquidation of the Company.

Stock option plan:

Stock options granted under the Company’s 1992 Stock Option and Incentive Plan (“the Plan”) to employees, directors and service providers
are exercisable at the fair market value of the Company’s Common shares on the date of grant and, subject to termination of employment,
expire ten years from the date of grant and are generally exercisablein four equal annual installments commencing one year from the date of
grant.
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NOTE 14: SHAREHOLDERS’ EQUITY (Cont.)

In 2003, the Company’s Board of Directors and sharehol ders authorized the extension of the Sapiens International Corporation N.V. 1992
Stock Option and Incentive Plan (the “1992 Stock Plan™) until April 2012. Also in 2003, the Company’s Board of Directors and shareholders
approved the 2003 Share Option Plan (the “2003 Option Plan”), including the reservation of 500,000 Common Shares for grant pursuant to
such plan. The 1992 Stock Plan and the 2003 Option Plan are referred together as “the Plan”.

In August 2004, the Company’s sharehol ders approved an increase of the number of Common shares available for grant pursuant to the Plan
by an additional 500,000 Shares.

In November 2005, the Company’s Board of Directors approved a new Incentive Stock Option Plan (the “Special Plan™). The number of
Common shares available for grants pursuant to the Special Plan was set at 2,000,000 shares. The Special Plan isintended to be used solely to
attract or retain senior management and/or Board members. Options granted pursuant to the Special Plan will have an exercise price of $3.00,
will belocked for up to five years, and will be contingent upon the optionee providing services to the Company throughout the entire five year
period. In the event of a change of control of the Company, the vesting of such optionswill be accelerated. The Special Plan was approved by
the Company’s shareholders, at the 2006 Annual General Meeting of Shareholders.

In November 2005, the Company’s current President and Chief Executive Officer was granted options to purchase 240,000 shares pursuant to
the 2003 Option Plan and additional options to purchase 1,000,000 shares pursuant to the Special Plan, which was approved by the
shareholdersin November 2006.

On December 28, 2005, the 240,000 options under the 2003 Option Plan and the 1,000,000 options under the Special Plan were accelerated
and became fully exercisable. See Note 2u.

As of December 31, 2006, 1,310,686 options to Common shares of the Company are still available for future grant. Any options, which are
forfeited or cancelled before expiration, become available for future grant under the Plan.
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NOTE 14: SHAREHOLDERS’ EQUITY (Cont.)
A summary of the stock options activitiesin 2006, is as follows:

Year ended

December 31, 2006

Weighted Weighted

average average

Amount of exercise remaining Aggregate
options price contractual life intrinsic value
(Years)

Outstanding -beginning of year *)2812212 $ 554 714 % 0
Granted 20,000 $ 171 398 $ 0
Exercised - $ =
Expired, cancelled and forfeited (391,162) $ 10.76 510 $ 0
Outstanding at end of year *)2441,050 $ 468 645 $ 0
Vested and expected to vest at end of year 2,441,050 $ 4.68 645 $ 0
Exercisable options at end of year 2437050 $  4.68 645 $ 0
*) Including 62,300 and 59,000 options repriced to zero, as of December 31, 2005 and 2006, respectively.

The aggregate intrinsic value is the difference between the Company’s closing stock price on the last trading day of the fiscal year 2006 and
the exercise price, multiplied by the number of in-the-money options that would have been received by the option holders had all option
holders exercised their options on December 31, 2006. This aggregate intrinsic value changes based on the fair market value of the

Company’s shares.

The options outstanding as of December 31, 2006, have been classified by range of exercise price, as follows:

Exerciseprice

$0
$1.34- $1.74
$1.80 - $2.63
$3.00

$3.28 - $3.75

$4.06 - $5.70
$11.25 - $16.875
$19.375 - $29.375

$32.5- $47.5
$61.25 - $69.375

Weighted
Options outstanding average
asof remaining
December 31, contractual
2006 life (years)
59,000 0.45
309,000 7.83
352,950 6.94
1,000,000 8.86
93,100 1.96
519,050 3.01
8,100 0.12
19,000 3.49
59,850 195
21,000 2.57
2,441,050

Weighted Options exercisable
average asof
exercise December 31,

price 2006
$ 0 59,000
$ 1.73 305,000
$ 233 352,950
$ 3.00 1,000,000
$ 3.59 93,100
$ 4.56 519,050
$ 1340 8,100
$ 2868 19,000
$ 3853 59,850
$ 66.98 21,000
$ 4.68 2,437,050

Weighted

R R e R

average
exercise
Price
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NOTE 14: SHAREHOLDERS’ EQUITY (Cont.)

The weighted average grant date fair values of the options granted during the years ended December 31, 2004, 2005 and 2006 were $1.98,
$1.61 and $0.52, respectively. The total intrinsic value of options exercised during the years ended December 31, 2004, 2005 and 2006 was
$0. Compensation expense recognized amounted to $0, $0 and $32 for the years ended December 31, 2004, 2005 and 2006, respectively.

As of December 31, 2006, there was $0 of total unrecognized compensation cost related to nonvested options granted under the Plan.
Upon exercise of options by employees, the Company satisfies the requirements by issuing newly issued shares.

g. During 2004 and 2005, the Company decided to extend the exercise period for certain former employees. The extension was accounted for in
accordance with FIN 44 by applying a new measurement date, which resulted in no additional compensation expenses. Total options extended
during 2004, 2005 and 2006 were 54,000, 313,250 and 86,800 respectively.

h. Warrants:

In 2005, warrants were granted to advisor board members. As of December 31, 2006, warrants are outstanding as follows:

Weighted
average
Warrantsto exerciseprice Warrants
Common shares per share exercisable Exercisable through
11,000 $ 2.00 11,000 May 2015
17,000 224 17,000 February 2015
28,000 $ 215 28,000

These warrants were measured at fair value (according to Black—Scholes option pricing model) with the following assumptions: Risk free rate
of 4.5%, dividend yields of 0%, expected volatility of 80% and contractual life of the warrants of ten years. Total compensation expense
amounted to $23, of which $10 and $6 were recorded in 2005 and 2006, respectively.

i Asfor warrants granted to investors as part of the settlement of redeemable sharesin asubsidiary, see Note 1c.
j- Asfor 600,000 Warrants (Series 1) offered to the public, see Note 9b.
k. The Company does not intend to pay cash dividends in the foreseeable future.
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NOTE 15: GEOGRAPHIC INFORMATION

a The Company operates in a single segment as a provider of software solutions. See Note 1 for brief description of the Company’s business.
The data below is presented in accordance with Statement of Financial Accounting Standard No. 131, “Disclosure about Segments of an
Enterprise and Related Information”.

b. Geographic information:
The following is a summary of operations within geographic markets.

Year ended December 31,

2004 2005 2006
1. Revenues:
U.K. $ 18,217 $ 12,604 $ 13,805
North America 12,381 10,046 9,895
Israel 8,910 9,147 12,072
France 1,352 1,131 902
Germany 1,814 1,414 837
Japan 3,147 3,902 4,491
Switzerland 1,983 1,160 2,309
$ 47,804 $ 39,404 $ 44,311
December 31,
2005 2006

2. Long-lived assets:
Israel $ 14,344 $ 15,025
France 477 496
Dutch Antilles 317 184
Other 400 445
$ 15,538 $ 16,150
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NOTE 16: SELECTED STATEMENTS OF OPERATIONSDATA
a Research and development expenses:
Year ended December 31,
2004 2005 2006

Total costs $ 8,114 $ 7,566 $ 7,150
Less - capitalized software devel opment costs, net of royalties bearing

grants (4,750) (4,323) (4,699)
Less - royalty-bearing grants (833) (520) -
Research and development expenses, net $ 2,531 $ 2,723 $ 2,451

b. Financial expenses, net:

Year ended December 31,

2004 2005 2006
Financial income:

Interest $ 358 $ 309 $ 122
Re-evaluation of Warrants (Series 1) which are classified asliabilities 266 79 46
Foreign currency transaction differences 10,057 7,467 2,037
Income on sale of marketable securities and bonds - - 20
10,681 7,855 2,225

Financial expenses:
Interest *) 2,282 1,780 1,640
Foreign currency transaction differences 9,898 7,328 2,133
Bank charges and others 249 84 198
Loss on sale of marketable securities and bonds 67 71 -
Amortization of issuance expenses and discount on convertible notes 595 380 484
13,091 9,643 4,455
Financial expenses, net $ 2,410 $ 1,788 $ 2,230

*) For capitalization of interest expenses, see Note 7a.




SIGNATURES

Theregistrant hereby certifies that it meets all of the requirements for filing on Form 20-F and has duly caused and authorized the undersigned to sign this annual report on
its behalf.

SAPIENS INTERNATIONAL CORPORATION N.V.
By: /¥ Ron Al Dor
Ron Al Dor

President & Chief Executive Officer
Date: June 28, 2007
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Exhibit 4(a)5
Agreement

THIS AGREEMENT (the “Agreement”) is entered into as of August 10, 2006 (the “Effective Date”), by and among (i) Sapiens International Corporation N.V.
(“Sapiens”), apublic company organized under the laws of the Netherlands Antilles whose shares are traded on NASDAQ and the Tel-Aviv Stock Exchange, (ii) F.I.D.
Holdings Ltd., a private company organized under the laws of the State of Israel (“FID”) and (iii) Israel Discount Bank Ltd. (“IDB” and, collectively with FID, the
“Investors’).

WITNESSETH

WHEREAS, on April 14, 2000, FID entered into (i) a Share Purchase Agreement with eZoneXchange.com, Inc. and Sapiens, and (ii) a Put/Call Agreement with
Sapiens (the “Original Put/Call Agreement”);

WHEREAS, on May 3, 2000, FID assigned 9.33% of its rights and obligations under the agreements referred to in the previous paragraph to IDB;

WHEREAS, on February 13, 2001, the parties entered into aletter agreement in which the parties, among other things, agreed to amend the Original Put/Call
Agreement (such original agreement, as amended, the “ Put/Call Agreement”);

WHEREAS, on March 16, 2004, the parties entered into an Agreement (the “Mar ch 2004 Agreement”) which settled all of the obligations of Sapiensto the Investors
under the Put/Call Agreement in consideration for the terms and provisions more fully set forth therein;

WHEREAS, on May 2, 2005, the parties entered into an Agreement (the “May 2005 Agreement”) which set forth the payment terms of the remaining US$ 4,000,000
due to the Investors;

WHEREAS, Sapiens paid the Investors an aggregate amount of US$ 2,000,000, pursuant to the May 2005 Agreement.

WHEREAS, Sapiens (a) wishes to delay the payment of US$ 1,000,000 due by it under the May 2005 Agreement and (b) to convert the other US$ 1,000,000 due to
the Investors into common shares, and the Investors agree to do so, upon the general principles more fully set forth herein;

WHEREAS, accordingly, Sapiens wishes and the Investors agree to amend the May 2005 Agreement, and thereby the March 2004 Agreement, in accordance with the
general principles more fully set forth herein.

NOW THEREFORE, the parties hereto agree as follows:

1 The provisions of Sections 1.2 and 1.3 of the May 2005 Agreement shall be replaced with the following provisions:




“1.2.  Within thirty (30) days of the Effective Date, Sapiens shall issue to the Investors 781,250 Common Shares of Sapiens, par value one Eurocent (€ 0.01) per
share, reflecting a price per share equal to US$1,000,000 divided by $1.28 (the average closing price for the 10 day period prior to July 17, 2006). Asa
result of the foregoing issuance of shares, the amount that Sapiens shall owe the Investors shall be reduced by US $1,000,000 (and the total amount due
shall then be US$1,000,000 which will be payable in accordance with Section 1.3 below); and

13 By no later than August 1, 2007 (the “ Date of Last Payment”), Sapiens shall pay the Investors an aggregate amount of US$ 1,000,000; provided,
however, that subject to the receipt of Sapiens’ shareholders approval as required under applicable law (the “ Required Consent”), the Investors may, at
their sole discretion, convert all or any portion of the US$1 million payable on the Date of Last Payment into shares of Common Stock of Sapiens, par
value one Eurocent (€ 0.01) each, at a conversion price per each share of Common Stock of Sapiens equal to US$ 3.20. Such conversion shall be effected
by the Investors providing prior written notice of at least 60 days. Upon the receipt of such notice of exercise of conversion, Sapiens shall useits best
efforts to obtain the Required Consent.”

2. For the avoidance of doubt, Sapiens shall continue to make payments of interest and value added tax with respect to $1,000,000 principal payment set forthin
Section 1 above, at the rate of LIBOR plus 2.5%, compounded annually on the outstanding principal of the Loan, and (ii) any interest accrued until the Date of
Last Payment shall be paid on the Date of Last Payment and not on January 10, 2007.

3. All capitalized terms that are not otherwise defined in this Agreement shall have the respective meanings attributed to them in the May 2005 Agreement.

4, All other provisions set forth in the May 2005 Agreement which are not expressly amended herein shall remain unchanged.

IN WITNESS WHEREOF, the undersigned have caused this Agreement to be executed by their duly authorized representatives as of the date first written above.

Sapiens International Corporation N.V.

By: /9 Roni Al-Dor By: /< Elior Brin

Name: Roni Al-Dor Name: Elior Brin

Title: President and CEO Titlee EVPand CFO
F.I.D. Holdings L td. Israel Discount Bank Ltd.
By: /¢ By: /¢/ Dorit Ben Simon
Name: Name: Dorit Ben Simon
Title: Titlee EVPand CFO
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Exhibit 4(a)6

SHARE ISSUANCE AGREEMENT

THIS SHARE ISSUANCE AGREEMENT (this“Agreement”) is made as of August 10, 2006 (the “Effective Date”), by and between (i) Sapiens International
Corporation N.V. (“Sapiens’ or the “Company”), acompany organized and existing under the laws of the Netherlands Antilles, whose shares are traded on Nasdag and on
the Tel-Aviv Stock Exchange (the“TASE”); and (ii) Formula Systems (1985) Ltd. (the “Investor™), an Isragli company.

WHEREAS, the Investor is a public company traded on the TASE and the Nasdag;
WHEREAS, the Investor is the parent company of the Company and holds approximately 58% of the Company’s outstanding share capital;

WHEREAS, the Investor desiresto invest in the share capital of the Company, by purchasing the Purchased Shares (as defined below), upon the terms and subject to
the conditions set forth in this Agreement.

WHEREAS, the Board of Directors of the Company (the “Boar d”) has decided to issue to the Investor 1,562,500 common shares, par value 0.01 Euro per share, (the
“Ordinary Shares’ and the “Purchased Shares”, accordingly), upon the terms and subject to the conditions set forth in this Agreement.

NOW, THEREFORE, in consideration of the mutual promises and covenants set forth herein, the parties hereto agree as follows:

1. Purchase and Sale of Purchased Shares

Upon the terms and subject to the conditions set forth in this Agreement, the Investor agrees to purchase, and the Company agrees to sell and issue to the Investor at
the Closing the Purchased Shares, at a price per share of US$ 1.28, which is the average closing price for the 10 day period prior to July 17, 2006 (the “PPS’) and an
aggregate purchase price of $2,000,000 (the “Purchase Price”) payablein United States Dollars.

2. Closing of Issue and Pur chase of Purchased Shares

21 The Closing. The parties shall hold the closing (the “Closing”) at the offices of the Investor, 3 Abba Eban Boulevard, Herzlia, Israel, on the 101 business day
following the date on which all the conditions to Closing shall have been satisfied, or at such other date as the Company and the Investor shall agree (the “Closing Date”).

22 Transactions at the Closing. At the Closing, the following transactions shall occur:




(0] The Investor shall receive from the Company the following documents:

(a) A certificate duly executed on behalf the Company by an officer of the Company dated as of the Closing Date (the “Compliance Certificate”),
in the form attached hereto as Schedule 2.2 (1)(a); and

(b) Copies of the Required Approvals and Notices (as defined below); and
(© An opinion of Netherlands Antilles counsel to the Company, substantially in the form attached hereto as Schedule 2.2 (1)(c).

2 The Investor shall pay the Purchase Price (or the remainder thereof, in the event that any portion of the Purchase Price was forwarded to the Company
prior to the Closing Date) to the Company by SWIFT wire transfer of immediately available funds to the Company’s bank account at Bank HaPoalim, Swift Code
POALILIT and the issuance of the Purchased Shares in the name of the Investor shall come into effect; and

3 The parties shall execute the Deed of Issuance of Shares, attached hereto as Schedule 2.2 (3).

4) The Company will take all required actionsin order to list the Purchased Shares on TASE and Nasdag.

3. Representations and War ranties of the Company

The Company hereby represents and warrants to the Investor, and acknowledges that the Investor is entering into this Agreement in reliance thereon, as follows:

31 Organization. The Company is a corporation duly organized and validly existing under the laws of the Netherlands Antilles. The Company is duly qualified to
conduct its business, and (with respect to those jurisdictions in which the concept of good standing is relevant) isin good standing, in each jurisdiction where the character
of its properties owned, operated or leased or the nature of its activities makes such qualification necessary, except for such failures which would not reasonably be likely
to have aMateria Adverse Effect (as defined below). The Company has the requisite corporate power and authority and the necessary governmental authority, franchise,
license or permit to own, operate, lease and otherwise to hold and operate its assets and properties and to carry on its businesses as now being conducted.

32 Organizational Documents. Set forth in Schedule 3.2 is a complete and correct copy of the Articles of Association of the Company. All of such organizational
documents are in full force and effect.




33 Capitalization.

(a) The registered share capital of the Company immediately prior to the Closing shall be Euro 310,000, which registered share capital is divided into
30,000,000 Ordinary Shares, of which 12,810,102 were issued and outstanding and 1,000,000 Preferred Shares, none of which were issued and outstanding, as of
December 31, 2005. The capitalization table as of December 31, 2005 of the Company, on afully diluted basis, is attached hereto as Schedule 3.3(a)(1). Except as
set forth in the Company’ s annual report on Form 20-F for the fiscal period ended December 31, 2005, which is referenced in Schedule 3.3(a)(2) (the “20-F") or
in Schedule 3.3(a)(3) attached hereto, as of December 31, 2005, there are no other shares, convertible or other securities, outstanding warrants, options, or other
rights to subscribe for, purchase, or acquire from the Company any securities of the Company, and there are not any contracts or binding commitments providing
for the issuance of, or the granting of rights to acquire from the Company, any securities of the Company or under which the Company is, or may become,
obligated to issue any of its securities.

(b) Except as set forth in the 20-F or Schedule 3.3(b)(1), as of December 31, 2005, there are no bonds, debentures, notes or other indebtedness issued by
the Company or granted by third parties that have the right to vote on any matters on which the Company’ s shareholders may vote. Except for agreements or other
documents set forth in the 20-F or in Schedule 3.3(b)(2), there are no outstanding contractual obligations of the Company to repurchase, redeem or otherwise
acquire any of the Company’s share capital. All of the issued and outstanding share capital of the Company has been duly authorized and validly issued and is
fully paid and non-assessable.

(c) All of the Purchased Shares issuable in accordance with this Agreement shall be, when paid for and issued at the Closing as provided in this Agreement,
duly authorized, validly issued, fully paid and non-assessable, shall not be subject to call, forfeiture or preemptive rights, and shall be delivered free and clear of
all Encumbrances.

For purposes of this Agreement, the term “Encumbrance” means and includes any interest or equity of any person (including any right to acquire, option, or right of
preemption) or any mortgage, charge, pledge, lien, or assignment, or any other encumbrance or security interest over or in the relevant property.

With respect to any representation and warranty made in this Section 3.3, as of December 31, 2005, there have not been any material changes from such date through the
date hereof.




34 Authority. The Company has the necessary corporate power and authority to enter into this Agreement, certificates or other instruments required to be delivered
hereunder by the Company at or prior to Closing, and to perform its obligations hereunder and to consummate the transaction contemplated hereby. The execution and
delivery of this Agreement by the Company and the consummation by the Company of the transaction contemplated hereby shall have been, at the Closing Date, duly and
validly authorized by all necessary corporate action, and no other corporate proceedings on the part of the Company shall be necessary to authorize this Agreement or to
consummate the transaction contemplated hereby. This Agreement has been duly executed and delivered by the Company and, assuming the due authorization, execution
and delivery by the Investor, constitutes alegal, valid and binding obligation of the Company, enforceable against the Company in accordance with its terms, except as
such enforceability may be limited by bankruptcy, insolvency, reorganization, moratorium and other similar laws of general applicability relating to or affecting creditors
rights generally and by the application of general principles of equity. This Agreement and any other documents pertaining hereto, when executed and delivered by the
Company, shall have been duly executed and delivered by the Company and, assuming the due authorization, execution and delivery by each of the other parties hereto,
shall constitute alegal, valid and binding obligation of the Company, enforceable against the Company in accordance with its terms, except as such enforceability may be
limited by bankruptcy, insolvency, reorganization, moratorium and other similar laws of general applicability relating to or affecting creditors'rights generally and by the
application of general principles of equity.

35 No Conflict; Required Filings and Consents.

(a) The execution and delivery of this Agreement by the Company do not, and the performance by the Company of its obligations under this Agreement,
will not, with or without the giving of notice or the lapse of time or both, (i) conflict with or violate the organizational documents of the Company, (ii) subject to
obtaining the Required Approvals and Notices (as defined below), conflict with or violate any law, statute, ordinance, rule, regulation, order, judgment or decree
applicable to the Company or by which any of its properties or assetsis bound or affected, or (iii) result in any breach of or constitute a default under, or giveto
others any rights of termination, amendment, acceleration or cancellation of any material agreement to which the Company is a party, or result in the creation of
any Encumbrance on the material properties or assets of the Company pursuant to, any note, bond, mortgage, indenture, contract, agreement, lease, license, permit,
franchise or other instrument or obligation to which the Company is a party or by which the Company is bound.

(b) The execution and delivery of this Agreement by the Company do not, and the performance of this Agreement by the Company, will not, require any
consent, approval, authorization or permit of or filing with or notification to, any Governmental Entity (as defined below), by or with respect to the Company,
except (i) for applicable requirements, if any, of the consents, approvals, authorizations, permits or notification described in Schedule 3.5 (the “Required
Approvals and Notices’), and (ii) where failure to obtain the required consents, approvals, authorizations or permits, or to make such filings or notifications, (A)
would not prevent or delay consummation of the transaction contemplated by this Agreement in any material respect, or otherwise prevent the Company from
performing its obligations under this Agreement in any material respect, and (B) would not reasonably be likely to have a Material Adverse Effect. As used herein
the term “Gover nmental Entity” means any Israeli or U.S. entity exercising executive, legidative, judicial, regulatory or administrative function of or pertaining
to government.




3.6 SEC Filings; Financial Statements; Isragli Filings.

(a) During the two-year period immediately prior to the date hereof, the Company has filed all forms, reports, statements and other documents required to
be filed with the Securities and Exchange Commission (“SEC”). The Investor has had access, in the form filed with the SEC, together with any amendments
thereto, to all of the Company’s (i) Annual Reports on Form 20-F and (ii) proxy statements relating to meetings of shareholders (whether annual or special)
(collectively, the “ Sapiens SEC Reports’). In addition, the Company has published as a press release the unaudited and unreviewed financial statements for the
first quarter of 2006, which have been previously delivered to counsel for the Investor (the “2006 Financials’). As of their respective filing or publication dates,
the Sapiens SEC Reports complied asto form in all material respects with the requirements of the United States Securities Exchange Act of 1934 (the “Exchange
Act”) applicable to the Company. The Sapiens SEC Reports did not at the time they were filed or published, as the case may be, contain any untrue statement of a
material fact or omit to state amaterial fact required to be stated therein or necessary to make the statements therein, in the light of the circumstances under which
they were made, not misleading.

(b) The audited consolidated financial statements of the Company included in the Sapiens SEC Reports comply asto formin all material respects with
applicable accounting requirements and with the published rules and regulations of the SEC with respect thereto asin effect at the time of filing. The financial
statements, including all related notes and schedules, contained in the Sapiens SEC Reports (or incorporated by reference therein) and the 2006 Financials, present
fairly in all material respects the consolidated financial position of the entity or entities covered therein as at the respective dates thereof and the consolidated
results of operations and cash flows thereof for the periods indicated, in accordance with United States generally accepted accounting principles (GAAP), except
that quarterly financial statements, which are unaudited, may not contain statements of cash flows or comprehensive footnotes and are subject to year-end audit
adjustments and as otherwise set forth on Schedule 3.6(b), which adjustments will not be material in amount or significance.

(c) Compliance with Israeli securities rules and regulations. During the two-year period immediately prior to the date hereof, the Company has been, in al
material respects, in compliance with all applicable regulatory requirements, including without limitation, all filing requirements stipulated by the Securities Act,
1968 and the regulations promul gated thereunder in respect of “dual-listed” companies (the “ I sraeli Filings’).

37 Operationsin the Ordinary Course. Except as set forth in Schedule 3.7 attached hereto or otherwise disclosed in the Sapiens SEC Reports, Israeli Filings or the
2006 Financials, between March 31, 2006 and the date of this Agreement, the Company has operated its business in the usual and ordinary course consistent with past
practices and there has been no event which resulted or islikely to result in aMaterial Adverse Effect.
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For purposes of this Agreement, the term “Material Adver se Effect” means any material adverse effect on the business, as now conducted by, the assets, condition
(financial or otherwise), liabilities or operations of, the Company and its Subsidiaries taken as awhole.

38 Litigation. Except as set forth in the 20-F or Schedule 3.8 attached hereto, there are no claims, actions or proceedings pending or, to the Company’ s knowledge,
threatened against the Company, any of their respective properties (or any of their respective officers or directors, in such capacity) before any court, arbitral, mediation or
regulatory authority or body, domestic or foreign, that individually or in the aggregate (i) would reasonably be likely to have aMaterial Adverse Effect, or (ii) challenge or
seek to prevent, enjoin, alter or materially delay the transaction contemplated by this Agreement.

39 Licenses and Permits; Compliance with Laws. Without derogating from the above, the Company does not lack any permits, licenses, authorizations or approvals
necessary to conduct their business, and are not in material violation of Applicable Law or any permits, licenses, authorizations and approvals that have been obtained by
them, which the failure to obtain or such violation, as applicable, would reasonably be likely to have a Material Adverse Effect.

As used herein, the term “Applicable Law” means any provision of any statute, law, ordinance, rule, regulation, governmental decree, order, concession, grant, permit or
license, or other governmental authorization or approval applicable to the Company.

3.10 Intellectual Property.

(a) The Company owns, free and clear of claims or rights or any other Person, with full right to use, or, to the knowledge of the Company, has acquired
licenses or other rightsto use, all Intellectual Property necessary for the conduct of its business as presently conducted (other than with respect to software which
is generaly commercially available and not used or incorporated into the Company’s products and open source software which may be subject to one or more
“general public” licenses), except as would not be reasonably expected to have a Material Adverse Effect. All works that are used or incorporated into the
Company’ s services, products or services or products actively under development and which are proprietary to the Company were developed by or for the
Company by its current or former employees, consultants or independent contractors or those of its predecessorsin interest or purchased or licensed by the
Company or its predecessorsin interest.

(b) The business of the Company as presently conducted and the production, marketing, licensing, use and servicing of any products or services of the
Company do not, to the knowledge of the Company, infringe or conflict with any patent, trademark, copyright, or trade secret rights of any third parties or any
other Intellectual Property of any third partiesin any material respect. The Company has not received written notice from any third party asserting that any
Intellectual Property owned or licensed by the Company, or which the Company otherwise has the right to use, isinvalid or unenforceable by the Company and, to
the Company’ s knowledge, thereis no valid basis for any such claim (whether or not pending or threatened).
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(c) No claim is pending or, to the Company’ s knowledge, threatened against the Company nor has the Company received any written notice or other written
claim from any Person asserting that any of the Company’s present or contemplated activities infringe or may infringe in any material respect any Intellectual
Property of such Person and the Company is not aware of any infringement by any other Person of any material rights of the Company under any Intellectual
Property Rights.

(d) All licenses or other agreements under which the Company is granted Intellectual Property (excluding licenses to use software utilized in the
Company’sinternal operations and which is generally commercially available) arein full force and effect and, to the Company’ s knowledge, there is no material
default by any party thereto. The Company has no reason to believe that the licensors under such licenses and other agreements do not have and did not have all
requisite power and authority to grant the rights to the Intellectual Property purported to be granted thereby. The Company has complied in all material respects
with its obligations pursuant to all agreements relating to Intellectual Property rights that are the subject of licenses granted by third parties, except for any non-
compliance that has not had or would not reasonably be expected to have a Material Adverse Effect.

(e) All licenses or other agreements under which the Company has granted rights to Intellectual Property to others (including all end-user agreements) arein
full force and effect, unless otherwise terminated in accordance with the terms of such licenses or arrangements, there has been no material default by the
Company thereunder and, to the Company’s knowledge, thereis no material default by any other party thereto.

) The Company has taken all steps required in accordance with commercially reasonable business practice to establish and preserve its ownership in its
owned Intellectual Property and to keep confidential all material technical information developed by or belonging to the Company which has not been patented or
copyrighted. To the Company’ s knowledge, the Company is not making any material unlawful use of any Intellectual Property of any other Person, including,
without limitation, any former employer of any past or present employees of the Company. To the Company’ s knowledge, neither the Company nor any of its
employees has any agreements or arrangements with former employers of such employees relating to any Intellectual Property of such employers, which
materially interfere or conflict with the performance of such employee’s duties for the Company or result in any former employers of such employees having any
rightsin, or claims on, the Company’s Intellectual Property. Each senior key employee of the Company who the Company believes ought to execute an agreement
regarding confidentiality, proprietary information and assignment of inventions and copyrights to the Company has done so, each independent contractor or
consultant of the Company who the Company believes ought to execute an agreement regarding confidentiality and proprietary information has done so, and the
Company has not received written notice that any employee, consultant or independent contractor isin violation of any agreement or in breach of any agreement
or arrangement relating to proprietary information or assignment of inventions. Without limiting the foregoing: (i) the Company has taken reasonable security
measures to guard against unauthorized disclosure or use of any of its Intellectual Property; and (ii) the Company has no reason to believe that any Person
(including, without limitation, any former employee or consultant of the Company) has unauthorized possession of any of its Intellectual Property, or any part
thereof, or that any Person has obtained unauthorized access to any of its Intellectual Property.
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For purposes of this Agreement, “Person” means any individual, corporation, trust, association, company, partnership, joint venture, limited liability company, joint stock
company, Governmental Authority or other entity, and “Intellectual Property” means patents, patent rights, patent applications, trademarks, trade names, service marks,
brand names, logos and other trade designations (including unregistered names and marks), trademark and service mark registrations and applications, copyrights and
copyright registrations and applications, inventions, invention disclosures, protected formulae, formulations, processes, methods, trade secrets, computer software,
computer programs and source codes, manufacturing research and similar technical information, engineering know-how, customer and supplier information, assembly and
test data drawings or royalty rights.

311 Material Agreements. All material agreements that are required to be disclosed by the Company in its Form 20-F (collectively, the “Material Agreements’),
are described in the 20-F or in Schedule 3.11 attached hereto. Such Material Agreements are valid and in full force and effect on the date hereof, and, except as set forth in
Schedule 3.11 attached hereto, neither the Company nor, to the Company’s knowledge, any other party, has violated any provision thereof, or committed or failed to
perform any act which with or without notice, lapse of time or both would constitute a default under the provisions of, any Material Agreement except for violations or
defaults which would not reasonably be likely to have a Material Adverse Effect.

3.12 Taxation. In the Company’ s judgment, the financial statements contained in the Sapiens SEC Reports make adequate provisions for taxation for which the
Company was then liable or accountable, to the extent required under United States GAAP, and the Company has promptly paid or provided in its books of account for all
such taxation liability.

3.13 No Finders Fee. No person or firm has, or will have, as aresult of any act or omission by the Company or anyone acting on behalf of the Company, any right,
interest or valid claim against the Company or the Investor for any commission, fee or other compensation as afinder or broker or in any similar capacity with respect to
the transaction contemplated under this Agreement.

314 Debt. A complete list of the Company’s credit line facilities (including the name of the banking institution which provided the facility the aggregate credit
amount made available by such banking institution and the actual amounts drawn on account of each such credit line as of July 15, 2006) and all other financial
indebtedness is set forth in Schedule 3.14 attached hereto. The Company is not in default under any of the financial or other covenants applicable to such credit lines or
other financial indebtedness.




3.15 Representations Complete. None of the representations or warranties made by the Company herein or in any Schedule or Exhibit hereto contain or will contain
at the Closing Date any untrue statement of a material fact, or omit or will omit at the Closing Date to state any material fact necessary in order to make the statements
contained herein or therein, in the light of the circumstances under which they were made, not misleading.

4, Representations and Warranties of the | nvestor

The Investor hereby represents and warrants to the Company, and acknowledges that the Company is entering into this Agreement in reliance thereon, as follows:
4.1 This Agreement, when executed and delivered by the Investor, constitutes a valid, binding, and enforceable obligation of the Investor.

42 The Investor is public company which shares are traded on the TASE and the Nasdag, and it is duly organized, and validly existing under the laws of the State of
Israel, and has al requisite power and authority to carry out the transaction contemplated hereby, and the execution, delivery, and performance of the obligations of the
Investor hereunder have been duly authorized by all necessary corporate action.

4.3 The Investor owns approximately 58% of the outstanding share capital of the Company.

4.4 The Investor understands, acknowledges and agrees that the Purchased Shares have not been registered under the securities laws of any jurisdiction, and may not
be transferred without such registration or an exemption therefrom. Until registered under the Securities Act or otherwise permitted under the Securities Act, al certificates
evidencing any of the Purchased Shares shall bear alegend, prominently stamped or printed thereon, reading substantially as follows:

“ The securities represented by this certificate have not been registered under the Securities Act of 1933, as amended (the “ Securities Act” ) or applicable State
securities laws. These securities have been acquired for investment and not with a view to distribution or resale, and may not be sold or otherwise transferred
without an effective registration statement for such securities under the Securities Act and applicable State securities laws, or the availability of an exemption
from the registration provisions of the Securities Act and applicable Sate securities laws’ .
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45 The execution and delivery of this Agreement and the consummation of the transaction herein contemplated will not (i) result in any conflict with, breach of, or
default (or give rise to any right of termination, cancellation or acceleration or the loss of any benefit) under any of the terms, conditions or provisions of the Investor's
organizational documents or of any material agreement, permit or other instrument or obligation to which the Investor is a party or is bound, or (ii) violate any law or
regulation, or any order, injunction, or judgment of any court or any governmental bureau or agency, domestic or foreign applicable to the Investor. No consent or approval
by any governmental authority or any third party is required in connection with the execution by the Investor of this Agreement or the consummation by the Investor of the
transaction contemplated hereby except for such actions, consents or approvals as have been obtained prior to the execution of this Agreement.

4.6 No Finders Fee. No person or firm has, or will have, as aresult of any act or omission by the Investor or anyone acting on its behalf, any right, interest or valid
claim against the Company for any commission, fee or other compensation as afinder or broker or in any similar capacity, with respect to any of the transaction
contemplated under this Agreement.

4.7 Nothing set forth in this Section 4 shall be deemed to detract from or otherwise prejudice the Investor’ s reliance on the Company’ s representations and
warranties set forth in Section 3 above.

5. Conditionsto Closing

51 Conditions Precedent to the Obligation of the Investor to Close. The obligation hereunder of the Investor to purchase the Purchased Shares and pay the Purchase
Priceis subject to the fulfillment at or before the Closing of the following conditions precedent, any one or more of which may be waived in writing, in whole or in part, by
the Investor, which waiver shall be at the sole discretion of the Investor.

(a Accuracy of the Company’s Representations and Warranties. Each of the representations and warranties of the Company contained in this Agreement
shall be true and correct in all material respects as of the date when made and, except for such changes as are attributabl e to the Company’ s ordinary course of
business and do not, in the aggregate, have a Material Adverse Effect on its business or prospects, as of the Closing, as though made at that time.

(b) Performance by the Company. The Company shall have performed, satisfied and complied in all material respects with all covenants, agreements and
conditions required by this Agreement to be performed, satisfied or complied with by the Company at or prior to the Closing.

(c) All Deliverables Ready. All documents and other items to be delivered to the Investor at the Closing as specified in Section 2.2 above, shall be duly
executed, ready for delivery to the Investor.
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(d) No Material Adverse Effect. The Company shall not have suffered a Material Adverse Effect with respect to the Company’s business and prospects as
of the date hereof.

5.2 Conditions Precedent to the Obligation of the Company to Close. The obligation hereunder of the Company to issue and sell the Shares to the Investor is subject
to the fulfillment at or before the Closing of the following conditions precedent, any one or more of which may be waived in writing, in whole or in part, by the Company,
which waiver shall be at the sole discretion of the Company.

(a) Accuracy of the Investor Representations and Warranties. Each of the representations and warranties of the Investor shall be true and correct in all
material respects as of the date when made and as of the Closing, as though made at that time.

(b) Performance by the Investor. The Investor shall have performed, satisfied and complied in all material respects with all covenants, agreements and
conditions required by this Agreement to be performed, satisfied or complied with by the Investor at or prior to the Closing.

6. Registration Rights

Clause 11.2 of the Share Purchase Agreement signed between the Company, the Investor and Y arnfield International Limited, dated January 24, 2001, shall apply to
the Purchased Shares.

7. Miscellaneous

7.1 Further Assurances. Each of the parties hereto shall perform such further acts and execute such further documents as may reasonably be necessary to carry out
and give full effect to the provisions of this Agreement and the intentions of the parties as reflected thereby.

7.2 Governing Law; Dispute Resolution. This Agreement shall be governed by and construed according to the laws of the State of Israel, without regard to the
conflict of laws provision thereof. Any claim arising under or in connection with this Agreement shall be resolved exclusively in the appropriate court in Tel-Aviv, Isragl.
Each of the parties hereby irrevocably consents to the exclusive jurisdiction of such courts and waives and agrees not to assert any objection to the jurisdiction or
convenience thereof.

7.3 Successors and Assigns; Assignment. Except as otherwise expressly stated to the contrary herein, the provisions hereof shall inure to the benefit of, and be
binding upon, the successors, assigns under law (“Ha'avara Al Pi Din"), heirs, executors, and administrators of the parties. Except as otherwise expresdy stated to the
contrary herein, each of the parties hereto shall not assign or transfer any of its rights or obligations hereunder absent the consent of the other party, which consent shall not
be unreasonably withheld.
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74 Entire Agreement; Amendment and Waiver. This Agreement and the Exhibits and Schedules hereto constitute the full and entire understanding and agreement
between the parties with regard to the subject matters hereof and thereof. All prior understandings and agreements among the parties (or anyone on their behalf) are void
and of no further effect. Any term of this Agreement may be amended, waived, or discharged (either prospectively or retroactively, and either generally or in a particular
instance), by awritten instrument signed by all the parties to this Agreement.

75 Notices, etc. All notices and other communications required or permitted hereunder to be given to a party to this Agreement shall be in writing and shall be
telecopied or mailed by registered or certified mail, postage prepaid, or otherwise delivered by hand or by messenger, addressed to such party’s address as set forth below
or at such other addressin Israel as the party shall have furnished to each other party in writing in accordance with this provision:

If to the Investor:

Formula Systems (1985) Ltd.
3 Abba Eban Blvd.

Herzlia, Israel

Facsimile: +972-9-959-8877
Attn: General Counsel

If to the Company:

Sapiens International Corporation N.V.
Rabin Science Park

PO Box 4011

Nes Ziona 74140 | srael

Facsimile: +972-8-938-2730

Attn: General Counsel

All such notices shall be deemed to have been duly given to the addressee thereof (i) if hand delivered, on the day of delivery, (ii) if given by facsimile transmission, on the
business day on which such transmission is sent and confirmed, (iii) if mailed by registered mail, return receipt requested, five business days following the date it was
mailed, to such party’ s address.

7.6 Delays or Omissions. No delay or omission to exercise any right, power, or remedy accruing to any party upon any breach or default under this Agreement,
shall be deemed awaiver of any other breach or default therefore or thereafter occurring. Any waiver, permit, consent, or approval of any kind or character on the part of
any party of any breach or default under this Agreement, or any waiver on the part of any party of any provisions or conditions of this Agreement, must be in writing and
shall be effective only to the extent specifically set forth in such writing. All remedies, either under this Agreement, or by law, or otherwise afforded to any of the parties,
shall be cumulative and not alternative.
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7.7 Severahility. If any provision of this Agreement is held by a court of competent jurisdiction to be unenforceable under applicable law, then such provision shall
be excluded from this Agreement and the remainder of this Agreement shall be interpreted asif such provision were so excluded and shall be enforceable in accordance
with its terms; provided, however, that in such event this Agreement shall be interpreted so as to give effect, to the greatest extent consistent with and permitted by
applicable law, to the meaning and intention of the excluded provision as determined by such court of competent jurisdiction.

7.8 Counterparts. This Agreement may be executed in any number of counterparts, each of which shall be deemed an original and enforceable against the parties
actually executing such counterpart, and all of which together shall constitute one and the same instrument.

79 Heading, Preamble, and Exhibits. The titles and subtitles used in this Agreement are used for convenience only and are not to be considered in construing or
interpreting this Agreement. The Preamble, Schedules and Exhibits are an integral and inseparable part of this Agreement.

7.10 Expenses. Each party hereto shall pay its own expenses in connection with the negotiation and preparation of this Agreement and the related agreements and
the consummation of the transaction contemplated hereby and thereby. Any stamp duty payable with respect to this Agreement (including in connection with the issue of
the Purchased Shares) will be borne by the Company.

711 Limitations on Rights of Third Parties. Nothing expressed or implied in this Agreement is intended or shall be construed to confer upon or give any person,
other than the Company and the Investor, any rights or remedies under this Agreement.

[the remainder of this page intentionally left blank]
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IN WITNESS WHEREOF the parties have signed this Share | ssuance Agreement as of the date first hereinabove set forth.

Sapiens International Corporation N.V. Formula Systems (1985) Ltd.
By: /s/ Roni Al-Dor By: /9 Gad Goldstein

Name: Roni Al-Dor Name: Gad Goldstein

Title: President & CEO Title: President

By: /< Elior Brin

Name: Elior Brin
Title EVPand CFO




Exhibit 4(c)2

Sapiens International Corporation N.V.
2003 Share Option Plan

A. NAME AND PURPOSE
1 Name: This plan, as amended from time to time, shall be known as the “ Sapiens International Corporation N.V. 2003 Share Option Plan” (the “Plan”).

2. Purpose: The purpose and intent of the Plan is to provide incentives to employees and directors, consultants and contractors of Sapiens International Corporation
N.V., acompany incorporated under the laws of the Netherlands Antilles (the “Company”), or any Affiliate thereof (as defined below) and any other entity which the
Board of Directors of the Company (the “Board”) shall decide their services are considered valuable to the Company, by providing them with opportunities to purchase
Common Shares, nominal value of 2.30 euro each (“Shares”) of the Company, pursuant to a plan approved by the Board which is designed to benefit from, and is made
pursuant to, the provisions of either Section 102 or Section 3(9) of the Israeli Income Tax Ordinance [New Version] 1961 (the “ Ordinance”), as applicable, and the rules
and regulations promul gated thereunder.

“Affiliate” means any “employing company” within the meaning of Section 102(a) of the Ordinance.

B. GENERAL TERMS AND CONDITIONS OF THE PLAN

3. Administration:

31 The Board may appoint a Compensation Committee, which will consist of such number of directors of the Company, as may be fixed from time to time
by the Board, but no fewer then two members of the Board. The Board shall appoint the members of the Committee, may from time to time remove members
from, or add members to the Committee, and shall fill vacanciesin the Committee however caused. Subject to applicable law and to the Company’ s incorporation
documents and at the Board' s sole discretion, the Compensation Committee will have the power to administer the Plan. However, notwithstanding the above, until
the Board shall delegate administration to such committee, or if such delegation is not permitted by law, or if such committee shall cease to operate the Board will
administer the Plan (the Compensation Committee or the Board, as applicable, shall hereinafter be referred to as the Committeg”).

32 The Committee shall select one of its members as its chairman (the “ Chairman”) and shall hold its meetings at such times and places, as it shall
determine. The Committee may appoint a Secretary, who shall keep records of its meetings and shall make such rules and regulations for the conduct of its
business, asit shall deem advisable.




33 Subject to the general terms and conditions of this Plan and applicable law, the Committee shall have the full authority inits discretion, from time to
time and at any time, to administer the Plan and to exercise all the powers and authorities either specifically granted to it under the Plan or necessary or desirable
for, or incidental to, the administration of the Plan, including without limitation the authority to grant options to purchase Shares (the “ Options”), to interpret the
Plan and to determine (i) the persons (“ Grantees’) to whom Options shall be granted, (ii) the number of Shares subject to each Option, (iii) the exercise price for
such Options, (iv) the time or times at which the same shall be granted, (v) the type of consideration payable with respect to the exercise price of Options and (vi)
the schedule and conditions on which such Options may be exercised and on which such Shares shall be paid for (vii) the Fair Market Value (as defined below) of
the Shares covered by each Option, (viii) alter any restrictions and conditions of any Options or Shares subject to any Options, (ix) interpret the provisions and
supervise the administration of the Plan, (x) accelerate the right of an Optionee to exercisein whole or in part, any previously granted Option, (xi) prescribe,

amend and rescind rules and regulations relating to the Plan, and (xii) make all other determinations deemed necessary or advisable for the administration of the
Plan.

“Fair Market Value” means as of any date, the value of a Share determined as follows:

[€) If the Shares are listed on any established stock exchange or a national market system, including without limitation the NASDAQ National
Market system, or the NASDAQ SmallCap Market of the NASDAQ Stock Market, the Fair Market Value shall be the closing sales price for such Shares
(or the closing bid, if no sales were reported), as quoted on such exchange or system for the last market trading day prior to time of determination, as
reported in the Wall Street Journal, or such other source as the Committee deems reliable;

(b) Without derogating from the above, solely for the purpose of determining the tax liability pursuant to Section 102(b)(3) of the Ordinance, if at
the Date of Grant the Company’s shares are listed on any established stock exchange or a national market system or if the Company’s shares are
registered for trading within ninety (90) days following the Date of Grant, the Fair Market \Value of a Share at the Date of Grant shall be determined in
accordance with the average value of the Company’s shares on the thirty (30) trading days preceding the Date of Grant or on the thirty (30) trading days
following the date of registration for trading, as the case may be;

(© If the Shares are regularly quoted by a recognized securities dealer but selling prices are not reported, the Fair Market Value shall be the mean
between the high bid and low asked prices for the Shares on the last market trading day prior to the day of determination, or;

(d) In the absence of an established market for the Shares, the Fair Market Value thereof shall be determined in good faith by the Committee.
34 Subject to the general terms and conditions of the Plan and the Ordinance, the Committee shall have the full authority in its discretion, to determine:

(a) with respect to the grant of 102 Options (as defined in Section 5.1(8)(i) below) — whether the Company shall elect the “ Ordinary Income Route”
under Section 102(b)(1) of the Ordinance (the “Ordinary Income Route”) or the “Capital Gains Route” under Section 102(b)(2) of the Ordinance (the
“Capital Gains Route") (each of the Ordinary Income Route or the Capital Gains Route —a“ Taxation Route”) for the grant of 102 Options, and the
identity of the trustee, subject to Board approval, who shall be granted such 102 Options in accordance with the provisions of this Plan and the then
prevailing Taxation Route. If the Committee determines that the Company shall elect one of the Taxation Routes for the grant of 102 Options, the
Company shall be entitled to change such election only following the lapse of one year from the end of the tax year in which 102 Options are first granted
under the then prevailing Taxation Route; and




(b) with respect to the grant of 3(9) Options (as defined in Section 5.1(a)(ii) below) —whether or not 3(9) Options shall be granted to atrusteein
accordance with the terms and conditions of this Plan, and the identity of the trustee who shall be granted such 3(9) Options in accordance with the
provisions of this Plan.

(© For the avoidance of doubt, all 102 Options must be held in trust by a Trustee (as defined in Section 5.1(c) below), and as described in Section
5.1(c) below.

35 Notwithstanding the aforesaid, the Committee may, from time to time and at any time, grant 102 Options that will not subject to a Taxation Route, as
detailed in Section 102(c) of the Ordinance (“102(c) Options’).

36 The Committee shall have the authority to grant, at its discretion, to the holder of an outstanding Option, in exchange for the surrender and cancellation
of such Option, a new Option having a purchase price equal to, lower than or higher than the purchase price of the original Option so surrendered and canceled and
containing such other terms and conditions as the Committee may prescribe in accordance with the provisions of the Plan.

3.7 The Committee may, from time to time, adopt such rules and regulations for carrying out the Plan as it may deem necessary. The Committee may
delegate to one or more of its members or to one or more agents such administrative duties asit may deem advisable, and the Committee or any person to whom it
has delegated duties as aforesaid may employ one or more persons to render advice with respect to any responsibility the Committee or such person may have
under the Plan. No member of the Board or of the Committee shall be liable for any act or determination made in good faith with respect to the Plan or any Option
granted thereunder.

38 The interpretation and construction by the Committee of any provision of the Plan or of any Option thereunder shall be final and conclusive and binding
on al parties who have an interest in the Plan or any Option or Share i ssuance thereunder unless otherwise determined by the Board.

Eligible Grantees:

4.1 The Committee, at its discretion, may grant Options to any Employees (as defined below) and/or Non-Employees (as defined below) of the Company or
of any Affiliate, al in accordance with Section 5.1(a) below.

4.2 Anything in this Plan to the contrary notwithstanding, all grants of Options to directors and office holders shall be authorized and implemented only in
accordance with the provisions of applicable law, asin effect from time to time.
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4.3 The grant of an Option to a Grantee hereunder, shall neither entitle such Grantee to participate, nor disqualify him from participating, in any other grant
of options pursuant to this Plan or any other share option plan of the Company or of its Affiliates.

Grant of Options, I ssuance of Shares, Dividends and Shareholder Rights:

5.1 Grant of Options and Issuance of Shares.

[€) Subject to the provisions of the Ordinance and applicable law,

0) al grants of Options to Employees (as defined below), shall be made only pursuant to the provisions of Section 102 of the Ordinance
and the rules and regulations promul gated thereunder (“102 Options”), or any other section of the Income Tax Ordinance that will be relevant for
such issuancein the future; and

(i) al grants of Options to Non-Employees (as defined below) shall be made only pursuant to the provisions of Section 3(9) of the
Ordinance and the rules and regulations promulgated thereunder (“3(9) Options”), or any other section of the Ordinance that will be relevant for
such issuance in the future.

“Employee” shall mean a person who is employed by the Company or its Affiliates, including an individual who is serving as director or an office holder, but
excluding Controlling Shareholder.

“Non-Employee”shall mean a consultant, adviser, service provider, Controlling Shareholder or any other person who is not an Employee.
“Controlling Shareholder” shall have the meaning ascribed to it in Section 32(9) of the Ordinance.

(b) Subject to Sections 7.1 and 7.2 hereof, the effective date of the grant of an Option (the “Date of Grant”) shall be the date the Committee
resolves to grant such Option or alater date specified by the Committee in its determination relating to the award of such Option and set forth in the
Notice of Grant (as defined in Section 5.1(b) below). The Committee shall promptly give the Grantee written notice of the grant of an Option (the “Notice
of Grant”).

(©) Trust. In the event 102 Options are granted under the Plan and/or Shares allocated or issued upon exercise of such 102 Options and/or other
shares received subsequently following any realization of rights, including without limitation bonus shares, shall be allocated or issued to atrustee
designated by the Committee in accordance with the provisions of Section 3.4 hereof and approved by the Israeli Commissioner of Income Tax, all in
accordance with the provisions of Section 102(a) of the Ordinance (the “Trustee”). The Trustee shall hold each such Option and/or the Shares issued
upon exercise thereof in trust (the “ Trust”) for the benefit of the Grantee in respect of whom such Option was granted (the “Beneficial Grantee”).
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(d)

In accordance with and as required by Section 102 of the Ordinance and the rules and regulations promul gated thereunder, the tax treatment
of 102 Options (and any Shares received upon exercise of such Options) in accordance with the Ordinary Income Route or Capital Gains Route,
as applicable, shall be contingent upon the Trustee holding such 102 Options for aperiod (the “Trust Period”) of at least (i) one year from the
end of the tax year in which the 102 Options are granted, if the Company elects the Ordinary Income Route, or (ii) two years from the end of the
tax year in which the 102 Options are granted, if the Company elects the Capital Gains Route, or (iii) such other period as shall be approved by
the Israeli Commissioner of Income Tax. If the requirements for Approved 102 Options are not met, the Approved 102 Options may be treated as
Unapproved 102 Options, al in accordance with the provisions of Section 102 and regulations promulgated thereunder.

A Grantee granted 102 Options shall not sell or release from trust any Shares received upon exercise of a 102 Option and/or any share
received subsequently following any realization of rights, including without limitation, bonus shares, (the “Exer cised Shares”) or such 102
Options from the Trust prior to the lapse of the Trust Period as required under Section 102 of the Ordinance. Notwithstanding the aforesaid, if
any such sale or release occurs prior to the lapse of the Trust Period, the sanctions under Section 102(b)(4) of the Ordinance and Section 7 of the
rules and regulations promulgated under Section 102 of the Ordinance shall apply to and shall be borne by such Grantee.

Upon receipt of 102 Option, the Grantee will sign an undertaking to release the Trustee from any liability in respect of any action or decision
duly taken and bona fide executed in relation with the Plan, or any 102 Option or Share granted to him thereunder.

All certificates representing Shares issued to the Trustee under the Plan, for the benefit of the Grantee, shall be deposited with the Trustee,
and shall be held by the Trustee until such time that such Shares are released from the Trust as herein provided.

Subject to the terms hereof, at any time after the Options have vested, with respect to any Options or Shares the following shall apply:

0) Upon the written request of any Beneficial Grantee, the Trustee shall authorize release from the Trust the Options granted, and/or the
Shares issued, on behalf of such Beneficial Grantee, by executing and delivering to the Company such instrument(s) as the Company may
require, giving due notice of such release to such Beneficial Granteg;

(i) Notwithstanding anything to the contrary and in addition, if the Company’s Shares are listed on a stock exchange or admitted to
trading on an electronic securities trading system (such as the Nasdag Stock Market), upon the written instructions of the Beneficial Grantee to
sell any Shares issued upon exercise of Options, the Company’s designee shall effect such sale in accordance with the Beneficial Grantee's
instructions. However, the Company’s designee shall transfer such Shares and/or transfer ant consideration received therefore only after receiving
the Trustee's full authorization to such an act following which the Company’ s designee shall be obligated to act in accordance with the Trustee's
instructions. The Trustee shall withhold from such proceeds the amounts of any and all taxes required to be paid in respect of such sale and the
Trustee shall remit the amount so withheld to the appropriate tax authorities and shall transfer the balance thereof directly to the Beneficial
Grantee.




5.2 Dividend. With respect to all Shares (but excluding, for avoidance of any doubt, any unexercised Options) allocated or issued upon the exercise of
Options granted under the Plan by the Grantee and held by the Grantee or by the Trustee, as the case may be, shall entitle the Beneficial Grantee thereof to receive
dividends with respect thereto in accordance with the quantity of such Shares, subject to the provisions of the Company’s incorporation documents (and all
amendments thereto) and subject to any applicable taxation on distribution of dividends, and when applicable subject to the provisions of Section 102 and the
rules, regulations or orders promulgated thereunder.

53 Shareholder Rights. The holder of an Option shall have no shareholder rights with respect to the Shares subject to the Option until such person shall
have exercised the Option, paid the exercise price and become the recordholder of the purchased Shares.

6. Reserved Shares: The Company has reserved 500,000 authorized but unissued Shares (par value 2.30 Euro per share) for purposes of the Plan and for the
purposes of any other share option plans which have been adopted by the Company, subject to adjustments as provided in Section 11 hereof. Notwithstanding the
aforesaid, the Committee shall have full authority in its discretion to determine that the Company may issue, for the purposes of this Plan, previously issued Sharesthat are
held by the Company (treasury shares), from time to time. All Shares under the Plan, in respect of which the right hereunder of a Grantee to purchase the same shall, for
any reason, terminate, expire or otherwise cease to exist, shall again be available for grant through Options under the Plan.

7. Grant of Options:

7.1 The implementation of the Plan and the granting of any Option under the Plan shall be subject to the Company’s procurement of all approvals and
permits required by regulatory authorities having jurisdiction over the Plan, the Options granted under it and the Sharesissued pursuant to it.

7.2 Without derogating from the foregoing, the Committee in its discretion may, subject to the provisions of the Ordinance, award to Grantees Options
available under the Plan, provided however, that 102 Options granted under one of the Taxation Routes may be granted to the Trustee to be held in trust for the
benefit of the Grantee for the period of time as required by the Section 102 or any rules or regulations promulgated thereunder.

7.3 The Notice of Grant shall state, inter alia, the number of Shares subject to each Option, the Vesting Period (as defined below), the dates when the
Options may be exercised, the exercise price, whether the Options granted thereby are 102 Options (and under which Taxation Route the Options are granted) or 3
(9) Options, and such other terms and conditions as the Committee at its discretion may prescribe, provided that they are consistent with this Plan. Each Notice of
Grant evidencing a 102 Option shall, in addition, be subject to the provisions of the Ordinance applicable to such options.

Theterm “Vesting Period” of an Option means, for the purpose of the Plan and its related instruments, the period between the date of grant and the
date on which the holder of an Option may exercise the Option.

7.4 Validity of Options. Without derogating from the rights and powers of the Committee under Section 7.3 hereof, and without derogating from the

provisions of Section 10 hereof, unless otherwise specified by the Committee, the Options shall be valid for aterm of ten (10) years. The schedule pursuant to
which such Options shall vest, and the Grantee thereof shall be entitled to pay for and acquire the Shares, shall be determined by the Committee.
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75 Acceleration of Vesting. Anything herein to the contrary in this Plan notwithstanding, the Committee shall have full authority to determine any
provisions regarding the accel eration of the Vesting Period of any Option or the cancellation of all or any portion of any outstanding restrictions with respect to
any Option upon certain events or occurrences, and to include such provisionsin the Notice of Grant on such terms and conditions as the Committee shall deem

appropriate.

8. Exercise Price: The exercise price per Share subject to each Option shall be determined by the Committee in its sole and absolute discretion; provided, however,
that such exercise price shall not be less than the par value of the Shares into which such Option is exercisable.

The exercise price shall be payable upon the exercise of the Option in aform satisfactory to the Committee, including without limitation, by cash or check.
The Committee shall have the authority to postpone the date of payment on such terms asit may determine.

The exercise price shall be denominated in the currency of the primary economic environment of, either the Company or the Grantee (that is the functional
currency of the Company or the currency in which the Grantee is paid) as determined by the Company.

9. Exercise of Options:

9.1 Options shall be exercisable pursuant to the terms under which they were awarded and subject to the terms and conditions of the Plan.

9.2 The exercise of an Option shall be made by awritten notice of exercise (the “Notice of Exercise”) in such form and method as may be determined by
the Company and when applicable, by the Trustee in accordance with the requirements of Section 102, which exercise shall be effective upon delivery of such
notice by the Grantee to the Company or its designee at its principal executive office, specifying the number of Shares to be purchased and containing such other
terms and conditions as the Committee shall prescribe from time to time.

9.3 Anything herein to the contrary notwithstanding, but without derogating from the provisions of Section 10 hereof, if any Option has not been exercised
and the Shares subject thereto not paid for within ten (10) years after the Date of Grant (or any shorter period set forth in the Notice of Grant), such Option and the
right to acquire such Shares shall terminate, all interests and rights of the Grantee in and to the same shall ipso facto expire, and, if in connection therewith any
Options are still held in the Trust as aforesaid, the Trust with respect thereto shall ipso facto expire, and the Shares subject to such Options shall again be available
for grant through Options under the Plan, as provided for in Section 6 herein.

9.4 Each payment for Shares shall be in respect of awhole number of Shares, and shall be effected in cash or by a bank’s check payable to the order of the
Company, or such other method of payment acceptable to the Company.




10.

Termination of Employment or Relationship:

10.1

Except as provided in this Section 10.1 and in Section 10.2 hereof, an Option may not be exercised unless the Grantee is then in the service or employ

of the Company or any of its Affiliates (or acompany or a parent or affiliate of such company issuing or assuming the Option in atransaction to which Section
11.3 hereof applies), and unless the Grantee has remained continuously so employed or has continuously performed such services since the date of grant of the
Option. If the employment of a Grantee shall terminate or Grantee shall cease performance of services for the Company or an Affiliate thereof (in either event,
other than by reason of death or Disahility, asthe latter is defined below), all Options of such Grantee that are exercisable at the time of such termination or
cessation may, unless earlier terminated in accordance with their terms, be exercised within ninety (90) days after the date of such termination or cessation;
provided, however, that if a Grantee shall voluntarily cease employment or performance of services or the Company shall terminate the Grantee' s employment for
cause (as determined by the Committee), all Options theretofore granted to such Grantee shall, to the extent not theretofore exercised, terminate on the date of such
termination or cessation unless otherwise determined by the Committee.

10.2

10.3

Death or Disability of Grantee.

@ “Disability” shall mean the inability of a Grantee to engage in any substantial gainful activity by reason of any medically determinable physical
or mental impairment that can be expected to result in death or that has lasted or can be expected to last for a continuous period of not lessthan 12
months.

(b) If a Grantee shall die while employed by, or performing services for, the Company or an Affiliate thereof, or within ninety (90) days after the
date of cessation of such Grantee's employment or performance of services other than as aresult of termination for cause (or within such longer period as
the Committee may provide), or if the Grantee’ s employment shall terminate or performance of services shall cease by reason of Disability, all Options
theretofore granted to such Grantee (to the extent otherwise exercisable) may, unless earlier terminated in accordance with their terms, be exercised by the
Grantee or by the Grantee's estate or by a person who acquired the right to exercise such Options by bequest or inheritance or otherwise by reason of the
death or Disability of the Grantee, at any time within one year after the date of death or Disability of the Grantee. If an Option granted hereunder shall be
exercised by the legal representatives of a deceased or former Grantee, written notice of such exercise shall be accompanied by a certified copy of letters
testamentary or equivalent proof of the right of such legal representative to exercise such Option.

With respect to 102(c) Option, if the Grantee ceases to be employed by the Company or any Affiliate, the Grantee shall provide to the Company and/or

its Affiliate a security or guarantee for the payment of tax due at the time of sale of Shares, all in accordance with the provisions of Section 102 and the rules,
regulation or orders promulgated thereunder.




11. Effect of Certain Changes:

111 If there is any change in the Shares through the declaration of extraordinary dividends, stock dividends, recapitalization, stock splits, or combinations
or exchanges of such shares, or other similar transactions, the number of Shares available for awards, the number of such shares covered by outstanding awards,
and the price per share of Options shall be proportionately adjusted by the Committee to reflect such change in the issued Shares; provided, however, that any
fractional shares resulting from such adjustment shall be eliminated.

11.2 Unless otherwise provided by the Board, in the event of the proposed dissolution or liquidation of the Company or in the event of any proposed
corporate separation or division, including, but not limited to, split-up, split-off or spin-off or in the event of other similar transactions, all outstanding Options will
terminate immediately prior to the consummation of such proposed action. In such case, the Committee may provide that each award granted under the Plan shall
terminate as of adate to be fixed by the Committee and that not less than thirty (30) days' written notice of the date so fixed shall be given to each Grantee, who
shall have the right, during the period of thirty (30) days preceding such termination, to exercise his Option, including any Option which would not otherwise be
exercisable.

11.3 In the event of a proposed sale of all or substantially all of the assets of the Company or the merger of the Company with or into another corporation,
any award then outstanding shall be assumed or an equivalent award shall be substituted by such successor corporation or a parent or subsidiary of such successor
corporation, unless such successor corporation does not agree to assume the award or to substitute an equivalent award, in which case the Committee shall, in lieu
of such assumption or substitution, provide for the realization of such outstanding awards in the manner set forth in Section 11.2 above.

11.4 In the event of a change in the Company’s Shares as presently constituted that is limited to a change of all of its authorized shares of Common Stock
into the same number of shares with a different par value or without par value, the shares resulting from any such change shall be deemed to be the Shares within
the meaning of the Plan.

115 Except as herein before expressly provided in this Section 11, the Grantee of an award hereunder shall have no rights by reason of any subdivision or
consolidation of shares of stock of any class or the payment of any stock dividend or any other increase or decrease in the number of shares of stock of any class or
by reason of any dissolution, liquidation, merger, or consolidation or spin-off of assets or stock of another company; and any issue by the Company of shares of
stock of any class, or securities convertible into shares of stock of any class, shall not affect, and no adjustment by reason thereof shall be made with respect to, the
number or price of Shares subject to an award. The grant of an award pursuant to the Plan shall not affect in any way the right or power of the Company to make
adjustments, reclassifications, reorganizations or changes of its capital or business structures or to merge or to consolidate or to dissolve, liquidate or sell, or
transfer all or part of its business or assets or engage in any similar transactions.

12. Limitationson Transfer: No Option shall be assignable or transferable by the Grantee to whom granted otherwise than by will or the laws of descent and
distribution, and an Option may be exercised during the lifetime of the Grantee only by such Grantee or by such Grantee's guardian or legal representative. The terms of
such Option shall be binding upon the beneficiaries, executors, administrators, heirs and successors of such Grantee.
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13.

14.

Any such action made directly or indirectly, and whether intended to take effect immediately or at a future date, shall be void.

Aslong asthe Shares are held by the Trustee on behalf of the Grantee, all rights of the Grantee over the Shares are personal, cannot be transferred, assigned,
pledged or mortgaged, other than by will or pursuant to the laws of descent and distribution.

Term and Amendment of the Plan:

13.1 The Plan shall become effective as of the date approved by the Board, subject to the approval of the Plan by the shareholders of the Company, and
terminate on the earlier of (i) the tenth anniversary of such date or (ii) the termination of al outstanding Options as provided in Section 11 hereof. All Options
outstanding at the time of a clause (i) termination event shall continue to have full force and effect in accordance with the provisions of the Plan and the documents
evidencing such Options.

13.2 Subject to applicable laws, the Board shall have complete and exclusive power and authority to amend, modify, suspend or terminate the Plan in any or
all respects. Notwithstanding the foregoing, and without limiting the circumstances in which shareholder approval may be required by applicable laws, rules or
regulations, any amendment that would materially increase the aggregate number of Shares as to which awards may be granted under the Plan, materially increase
the benefits accruing to Grantees under the Plan, materially modify the requirements asto eligibility for participation in the Plan or expand the types of awards
available under the Plan shall be subject to the approval of the holders of a majority of the Shares issued and outstanding, except that any such increase or
modification that may result from adjustments authorized by Section 11 shall not require such approval. Except as provided in Section 11 hereof, no such
amendment or modification shall adversely affect any rights and obligations with respect to Options at the time outstanding under the Plan, unless the Grantee
consents to such amendment or modification.

13.3 The Company shall obtain the approval of the Company’s shareholders for the adoption of this Plan or for any amendment to this Plan, if shareholders’
approval is necessary or desirable to comply with any applicable law including without limitation the securities law of the United States or the securities laws of
other jurisdiction applicable to Options granted to Grantees under this Plan, or if shareholders approval is required by any authority or by any governmental
agencies or national securities exchanges including without limitation the US Securities and Exchange Commission.

Withholding and Tax Consequences: The Company’s obligation to deliver Shares upon the exercise of any Options granted under the Plan shall be subject to

the satisfaction of all applicable income tax and other compulsory payments withholding requirements. All tax consegquences and obligations (of the Company or the
Grantee) regarding any other compulsory payments arising from the grant or exercise of any Option, from the payment for Shares covered thereby or the subsequent
disposition of Shares subject thereto or from any other event or act (of the Company and/or its Affiliates, the Trustee or the Grantee) hereunder, shall be borne solely by the
Grantee. The Company and/or its Affiliates and/or the Trustee shall withhold taxes according to the requirements under the applicable laws, rules, and regulations,
including withholding taxes at source. Furthermore, the Grantee shall indemnify the Company and/or its Affiliates and/or the Trustee, as applicable, and hold them
harmless against and from any and all liability for any such tax or other compulsory payment, or interest or penalty thereon, including without limitation, liabilities relating

to the necessity to withhold, or to have withheld, any such tax or other compulsory payment from any payment made to the Grantee.
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15.

The Company and/or, when applicable, the Trustee shall not be required to release any Share certificate to a Grantee until al required payments have been
fully made.

Miscellaneous:

15.1 Continuance of Employment. Neither the Plan nor the grant of an Option thereunder shall impose any obligation on the Company or any of its
Affiliates to continue the employment or service of any Grantee. Nothing in the Plan or in any Option granted thereunder shall confer upon any Grantee any right
to continue in the employ or service of the Company or any of its Affiliates for any period of specific duration, or interfere with or otherwise restrict in any way
the right of the Company to terminate such employment or service at any time, for any reason, with or without cause.

15.2 Governing Law. The Plan and all instruments issued thereunder or in connection therewith, shall be governed by, and interpreted in accordance with,
the laws of the State of Israel.

15.3 Use of Funds. Any proceeds received by the Company from the sale of Shares pursuant to the exercise of Options granted under the Plan shall be used
for general corporate purposes of the Company.

15.4 Multiple Agreements. The terms of each Option may differ from other Options granted under the Plan at the same time, or at any other time. The
Committee may aso grant more than one Option to a given Grantee during the term of the Plan, either in addition to, or in substitution for, one or more Options
previously granted to that Grantee. The grant of multiple Options may be evidenced by a single Notice of Grant or multiple Notices of Grant, as determined by the
Committee.

155 Non-Exclusivity of the Plan. The adoption of the Plan by the Board shall not be construed as amending, modifying or rescinding any previously
approved incentive arrangement or as creating any limitations on the power of the Board to adopt such other incentive arrangements as it may deem desirable,
including, without limitation, the granting of stock options otherwise than under the Plan, and such arrangements may be either applicable generally or only in
specific cases.

15.6 Government Regulations. This Plan, the grant and exercise of Options hereunder, and the obligation of the Company to sell and deliver shares under
such Options, shall be subject to all applicable laws, rules, and regulations, whether of the State of Israel or of the United States or any other State having
jurisdiction over the Company and the Grantee including the registration of the shares under the United States Securities Act of 1933, and to such approvals by
any governmental agencies or national securities exchanges as may be required.
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Exhibit 4(c)3

Sapiens I nternational Corporation N.V.
2005 Special I ncentive Share Option Plan

A. NAME AND PURPOSE

1. Name: This plan, as amended from time to time, shall be known as the “ Sapiens International Corporation N.V. 2005 Specia Incentive Share Option Plan” (the
“Plan”).

2. Purpose: The purpose and intent of the Plan is to provide incentives to senior executive employees and directors, consultants and contractors (both Israeli and
non-1sraeli) of Sapiens International Corporation N.V. (“Sapiens’), acompany incorporated under the laws of the Netherlands Antilles, or any Affiliate thereof (as defined
below) (collectively the “Company”) and any other entity which the Board of Directors of the Company (the “Board”) shall decide their services are considered valuable
to the Company, by providing them with opportunities to purchase Common Shares, par value of 0.01 Euro each (“Shares”) of Sapiens, pursuant to a plan approved by the
Board which is designed to benefit from, and is made pursuant to, the provisions of either Section 102 or Section 3(9) of the Israeli Income Tax Ordinance [New Version]
1961 (the “Ordinance”), as applicable, and the rules and regulations promulgated thereunder, as well as, with respect to non-Israeli residents, pursuant to the applicable
law in their respective countries of residence.

“Affiliate” means any “employing company” within the meaning of Section 102(a) of the Ordinance.
B. GENERAL TERMS AND CONDITIONS OF THE PLAN
3. Administration:

31 The Board may appoint a compensation committee, which will consist of such number of directors of the Company, as may be fixed from time to time
by the Board, but no fewer then two members of the Board (the “ Compensation Committee”). The Board shall appoint the members of the
CompensationCommittee, may from time to time remove members from, or add members to the CompensationCommittee, and shall fill vacanciesin the
Compensation Committee however caused. Subject to applicable law and to the Company’ s incorporation documents and at the Board' s sole discretion, the
CompensationCommittee will have the power to administer the Plan. However, notwithstanding the above, until the Board shall delegate administration to the
CompensationCommittee, or if such delegation is not permitted by law, or if such committee shall cease to operate, the Board will administer the Plan (the
CompensationCommittee or the Board, as applicable, individually or together, shall hereinafter be referred to as the* Committee”).

32 The Committee shall select one of its members as its chairman (the “ Chairman”) and shall hold its meetings at such times and places, as it shall
determine. The Committee may appoint a Secretary, who shall keep records of its meetings and shall make such rules and regulations for the conduct of its
business, asit shall deem advisable.




33 Subject to the general terms and conditions of this Plan and applicable law, the Committee shall have the full authority inits discretion, from time to
time and at any time, to administer the Plan and to exercise all the powers and authorities either specifically granted to it under the Plan or necessary or desirable
for, or incidental to, the administration of the Plan, including without limitation the authority to grant options to purchase Shares (the “ Options”), to interpret the
Plan and (a) to determine (i) the persons (“ Grantees”) to whom Options shall be granted, (ii) the number of Shares subject to each Option, (iii) the exercise price
for such Options, (iv) the time or times at which the same shall be granted, (v) the type of consideration payable with respect to the exercise price of Options, (i)
the schedule and conditions, including performance conditions, on which such Options may be exercised and on which such Shares shall be paid for, (vii) the rules
and provisions, as may be necessary or appropriate to permit eligible Grantees who are not Israeli residents to participate in the Plan and/or to receive preferential
tax treatment in their country of residence, with respect to the Options granted hereunder, and (viii) the Fair Market Value (as defined below) of the Shares
covered by each Option, and (b) subject to Section 13.2 hereinafter, to alter any restrictions and conditions of any Options or Shares subject to any Options, (c) to
interpret the provisions and supervise the administration of the Plan, (d) to accelerate the right of a Grantee to exercise in whole or in part, any previously granted
Option, (€) to prescribe, amend and rescind rules and regulations relating to the Plan, and (f) to make all other determinations deemed necessary or advisable for

the administration of the Plan. Unless determined otherwise by the Committee for a specific grant or grants of Options, each Option shall be exercised for one
Share of Sapiens.

“Fair Market Value” means as of any date, the value of a Share determined as follows:

(a) If the Shares are listed on any established stock exchange or a national market system, including without limitation the NASDAQ Global
Market system, or the NASDAQ Capital Market of the NASDAQ Stock Market, the Fair Market VValue shall be the closing sales price for such Shares (or
the closing bid, if no sales were reported), as quoted on such exchange or system for the last market trading day prior to time of determination, as reported
on www.nasdag.com, or such other source as the Committee deems reliable;

(b) If the Shares are regularly quoted by a recognized securities dealer but selling prices are not reported, the Fair Market VValue shall be the mean
between the high bid and low asked prices for the Shares on the last market trading day prior to the day of determination, or;

(© In the absence of an established market for the Shares, the Fair Market Value thereof shall be determined in good faith by the Committee.

34 Subject to the general terms and conditions of the Plan, the Ordinance, and any other applicable laws and regulations, the Committee shall have the full
authority in its discretion, to determine:

(a) with respect to the grant of 102 Options (as defined in Section 5.1(a)(i) below) —whether the Company shall elect the “ Ordinary Income Route”
under Section 102(b)(1) of the Ordinance (the “Ordinary Income Route”) or the “Capital Gains Route” under Section 102(b)(2) of the Ordinance (the
“Capital Gains Route") (each of the Ordinary Income Route or the Capital Gains Route —a“ Taxation Route”) for the grant of 102 Options, and the
identity of the trustee, subject to Board approval, who shall be granted such 102 Options in accordance with the provisions of this Plan and the then
prevailing Taxation Route. If the Committee determines that the Company shall elect one of the Taxation Routes for the grant of 102 Options, the

Company shall be entitled to change such election only following the lapse of one year from the end of the tax year in which 102 Options are first granted
under the then prevailing Taxation Route; and




(b) with respect to the grant of 3(9) Options (as defined in Section 5.1(a)(ii) below) —whether or not 3(9) Options shall be granted to atrusteein
accordance with the terms and conditions of this Plan, and the identity of the trustee who shall be granted such 3(9) Options in accordance with the
provisions of this Plan.

(© For the avoidance of doubt, all 102 Options granted pursuant to a Taxation Route must be held in trust by a Trustee (as defined in Section 5.1(c)
below), and as described in Section 5.1(c) below.

35 Notwithstanding the foregoing, the Committee may, from time to time and at any time, grant 102 Options that will not subject to a Taxation Route, as
detailed in Section 102(c) of the Ordinance (“102(c) Options’).

36 The Committee shall have the authority to grant, at its discretion, to the holder of an outstanding Option, in exchange for the surrender and cancellation
of such Option, a new Option having a purchase price equal to, lower than or higher than the purchase price of the original Option so surrendered and canceled and
containing such other terms and conditions as the Committee may prescribe in accordance with the provisions of the Plan.

3.7 The Committee may, from time to time, adopt such rules and regulations for carrying out the Plan as it may deem necessary. The Committee may
delegate to one or more of its members or to one or more agents such administrative duties asit may deem advisable, and the Committee or any person to whom it
has delegated duties as aforesaid may employ one or more persons to render advice with respect to any responsibility the Committee or such person may have
under the Plan. No member of the Board or of the Compensation Committee shall be liable for any act or determination made in good faith with respect to the Plan
or any Option granted thereunder.

38 The interpretation and construction by the Committee of any provision of the Plan or of any Option thereunder shall be final and conclusive and binding
on al parties who have an interest in the Plan or any Option or Share i ssuance thereunder unless otherwise determined by the Board.

Eligible Grantees:

4.1 The Committee, at its discretion, may grant Options to any Employees (as defined below) and/or Non-Employees (as defined below) of the Company or
of any Affiliate, al in accordance with Section 5.1(a) below.

4.2 Anything in this Plan to the contrary notwithstanding, all grants of Options to directors and office holders shall be authorized and implemented only in
accordance with the provisions of applicable law, asin effect from time to time.
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4.3 The grant of an Option to a Grantee hereunder, shall neither entitle such Grantee to participate, nor disqualify him from participating, in any other grant
of options pursuant to this Plan or any other share incentive plan of the Company or of its Affiliates.

Grant of Options, I ssuance of Shares, Dividends and Shareholder Rights:

5.1 Grant of Options and Issuance of Shares.

[€) Subject to the provisions of the Ordinance and applicable law (it being understood that, unless otherwise determined by the Committee, the
following shall not apply to Options granted to non-lsraeli Grantees),

0) al grants of Optionsto Israeli Employees (as defined below), shall be made only pursuant to the provisions of Section 102 of the

Ordinance and the rules and regulations promulgated thereunder (“ 102 Options”), or any other section of the Ordinance that will be relevant for
such issuancein the future; and

(i) al grants of Optionsto Israeli Non-Employees (as defined below) shall be made only pursuant to the provisions of Section 3(9) of the

Ordinance and the rules and regulations promulgated thereunder (“3(9) Options”), or any other section of the Ordinance that will be relevant for
such issuance in the future.

“Employee” shall mean a person who is employed by the Company or its Affiliates, including an individual who is serving as director or an office holder, but
excluding a Controlling Shareholder.

“Non-Employee”shall mean a consultant, adviser, service provider, Controlling Shareholder or any other person who is not an Employee.
“Controlling Shareholder” shall have the meaning ascribed to it in Section 32(9) of the Ordinance.

(b) Subject to Sections 7.1 and 7.2 hereof, the effective date of the grant of an Option (the “Date of Grant”) shall be the date the Committee
resolves to grant such Option or alater date specified by the Committee in its determination relating to the award of such Option and set forth in the
Notice of Grant (as defined below). The Committee shall promptly give the Grantee written notice of the grant of an Option (the “Notice of Grant”).

(© Trust. In the event that 102 Options are granted under the Plan pursuant to a Taxation Route, and/or Shares are allocated or issued upon exercise
of such 102 Options, and/or other shares are received subsequently, following any realization of rights, including without limitation bonus shares, then all
such Shares and/or Options shall be allocated or issued to atrustee, designated by the Committee in accordance with the provisions of Section 3.4 hereof
and approved by the Israeli Commissioner of Income Tax, all in accordance with the provisions of Section 102(a) of the Ordinance (the “Trustee”). The

Trustee shall hold each such Option and/or the Shares issued upon exercise thereof in trust (the “Trust”) for the benefit of the Grantee in respect of whom
such Option was granted (the “Beneficial Grantee”).




In accordance with, and as required by, Section 102 of the Ordinance and the rules and regulations promulgated thereunder, the preferable tax
treatment of 102 Options (and any Shares received upon exercise of such Options) in accordance with the Ordinary Income Route or Capital Gains Route,
as applicable, shall be contingent upon the Trustee holding such 102 Optionsin Trust for the applicable period of time in respect of such Options and
Exercised Shares (as defined below), as prescribed by the Ordinance (as may be amended, from time to time), or approved by the Israeli tax authorities
(the “Trust Period”). If the requirements for Approved 102 Options are not met, the Approved 102 Options may be treated as Unapproved 102 Options,
each as defined in the Ordinance and all in accordance with the provisions of Section 102 of the Ordinance and the regul ations promulgated thereunder.

A Grantee granted 102 Options shall not sell or release from trust any Shares received upon exercise of a 102 Option and/or any share received
subsequently following any realization of rights, including without limitation, bonus shares, (the “Exer cised Shares”) or such 102 Options from the Trust
prior to the lapse of the Trust Period as required under Section 102 of the Ordinance. Notwithstanding the aforesaid, if any such sale or release occurs
prior to the lapse of the Trust Period, the sanctions under Section 102(b)(4) of the Ordinance and Section 7 of the rules and regulations promulgated under
Section 102 of the Ordinance shall apply to and shall be borne by such Grantee.

Upon receipt of a 102 Option, the Grantee will sign an undertaking to release the Trustee from any liability in respect of any action or decision duly
taken and bona fide executed in relation with the Plan, or any 102 Option or Share granted to the Trustee thereunder.

All certificates representing Shares issued to the Trustee under the Plan, for the benefit of the Grantee, shall be deposited with the Trustee, and shall
be held by the Trustee until such time that such Shares are released from the Trust as herein provided.

(d) Subject to the terms hereof, at any time after the 102 Options granted pursuant to a Taxation Route have vested, with respect to any Options or Shares,
the following shall apply:

0] Upon the written request of any Beneficia Grantee, the Trustee shall authorize release from the Trust the Options granted, and/or the Shares
issued, on behalf of such Beneficia Grantee, by executing and delivering to the Company such instrument(s) as the Company may require, giving due
notice of such release to such Beneficial Grantee;

(i) Notwithstanding anything to the contrary and in addition, if the Company’s Shares are listed on a stock exchange or admitted to trading on an
electronic securities trading system (such as the Nasdag Stock Market), upon the written instructions of the Beneficial Grantee to sell any Sharesissued
upon exercise of Options, the Company’s designee shall effect such sale in accordance with the Beneficial Grantee' s instructions. However, the
Company’s designee shall transfer such Shares and/or transfer any consideration received therefore only after receiving the Trustee's full authorization to
such an act following which the Company’ s designee shall be obligated to act in accordance with the Trustee’ sinstructions. The Trustee shall withhold
from such proceeds the amounts of any and all taxes required to be paid in respect of such sale and the Trustee shall remit the amount so withheld to the
appropriate tax authorities and shall transfer the balance thereof directly to the Beneficial Grantee.
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5.2 Dividend. All Shares (but excluding, for avoidance of any doubt, any unexercised Options) allocated or issued upon the exercise of Options granted
under the Plan and held by the Grantee or by the Trustee, as the case may be, shall entitle the Beneficial Grantee thereof to receive dividends with respect thereto
in accordance with the quantity of such Shares, subject to the provisions of the Company’ s incorporation documents (and all amendments thereto) and subject to
any applicable taxation on distribution of dividends, and when applicable subject to the provisions of Section 102 and the rules, regulations or orders promulgated
thereunder. Cash dividends shall be paid or distributed directly to such Beneficial Grantee, whereas other rights received in respect of Exercised Shares, shall be
deposited with the Trustee, unless applicable law allows or requires otherwise.

53 Shareholder Rights. The holder of an Option shall have no shareholder rights with respect to the Shares subject to the Option until such person shall
have exercised the Option, paid the exercise price and become the recordholder of the purchased Shares.

6. Reserved Shares: The Company has reserved 2,000,000 authorized but unissued Shares (par value 0.01 Euro per share) for purposes of the Plan and for the
purposes of any other share incentive plans which have been adopted by the Company, subject to adjustments as provided in Section 11 hereof. Notwithstanding the
aforesaid, the Committee shall have full authority in its discretion to determine that the Company may issue, for the purposes of this Plan, previously issued Sharesthat are
held by the Company (treasury shares), from time to time. All Shares under the Plan, in respect of which the right hereunder of a Grantee to purchase the same shall, for
any reason, terminate, expire or otherwise cease to exist, shall again be available for grant through Options under the Plan.

7. Grant of Options:

7.1 The implementation of the Plan and the granting of any Option under the Plan shall be subject to the Company’s procurement of all approvals and
permits required by applicable law and regulatory authorities having jurisdiction over the Plan, the Options granted under it and the Exercised Shares issued
pursuant to it.

7.2 The Notice of Grant shall state, inter alia, the number of Shares subject to each Option, the Vesting Period (as defined below), the dates when the
Options may be exercised, the exercise price, whether the Options granted thereby are 102 Options (and whether such 102 Options are granted under a Taxations
Route (and if so, under which Taxation Route the Options are granted) or as 102(c) Options) or 3(9) Options, and such other terms and conditions as the
Committee in its discretion may prescribe, provided that they are consistent with this Plan. Each Notice of Grant evidencing a 102 Option shall, in addition, be
subject to the provisions of the Ordinance applicable to such options.

Theterm “Vesting Period” of an Option means, for the purpose of the Plan and its related instruments, the period between the Date of Grant and the
date on which the holder of an Option may exercise the Option.




Unless otherwise determined by the Committee or unless certain conditions set forth in the Notice of Grant are met: (a) Options granted pursuant to
the Plan will have an exercise price of $3.00 per Share, (b) no portion of the Options granted pursuant to the Plan will be available for exercise for a
period of 5 years following the Date of Grant (i.e. the Vesting Period for each Option shall be five (5) years from the Date of Grant), and (c) the Grantee
must be employed by and/or provide services to the Company throughout the entire five (5) year Vesting Period for the Option to be exercisable at the end
of the Vesting Period.

7.3 Validity of Options. Without derogating from the rights and powers of the Committee under Section 7.2 hereof, and without derogating from the
provisions of Section 10 hereof, unless otherwise specified by the Committee, the Options shall be valid for aterm of ten (10) years. The schedule pursuant to
which such Options shall vest, and the Grantee thereof shall be entitled to pay for and acquire the Shares, shall be determined by the Committee.

7.4 Acceleration of Vesting. Anything herein to the contrary in this Plan notwithstanding, the Committee shall have full authority to determine any
provisions regarding the accel eration of the Vesting Period of any Option or the cancellation of al or any portion of any outstanding restrictions with respect to
any Option upon certain events or occurrences, and to include such provisionsin the Notice of Grant on such terms and conditions as the Committee shall deem
appropriate.

8. Exercise Price: The exercise price per Share subject to each Option shall be determined by the Committee in its sole and absolute discretion; provided, however,
that such exercise price shall not be less than the par value of the Shares into which such Option is exercisable.

The exercise price shall be payable upon the exercise of the Option in aform satisfactory to the Committee, including without limitation, by cash or check.
The Committee shall have the authority to postpone the date of payment on such terms asit may determine.

The exercise price shall be denominated in the currency of the primary economic environment of, either the Company or the Grantee (that is the functional
currency of the Company or the currency in which the Grantee is paid) as determined by the Company.

9. Exercise of Options:

9.1 Options shall be exercisable pursuant to the terms under which they were awarded and subject to the terms and conditions of the Plan.

9.2 The exercise of an Option shall be made by awritten notice of exercise (the “Notice of Exercise”) in such form and method as may be determined by
the Company and when applicable, by the Trustee in accordance with the requirements of Section 102, which exercise shall be effective upon delivery of such
notice by the Grantee (or the Beneficial Grantee, if applicable) to the Company at its principal executive office or to its designee at such location specified by the
designee, specifying the number of Shares to be purchased, accompanying by the exercise price in respect thereto, and containing such other terms and conditions
as the Committee shall prescribe from timeto time.

9.3 Notwithstanding the provisions of Section 9.2 above, and unless otherwise provided by the Committee, all Options shall be exercised using the
following method (the “Net Exercise”):




10.

(a) The Company shall issue to the Grantee (or to the Trustee, as applicable) anumber of Shares having an aggregate Fair Market Value (as
defined above) equal to the Benefit Amount (as defined below) (the “Net Exer cise Shares’);

For the purposes of this Section the “Benefit Amount” shall mean the difference between:

0] (A) the Fair Market Value of a Share, multiplied by (B) the number of Shares subject to the Options for which a Notice of Exercise has
been delivered to the Company; and

(i) (A) the exercise price per Share, multiplied by (B) the number of Shares subject to the Options for which a Notice of Exercise has been
delivered to the Company.

(b) The Grantee shall not be required to pay to the Company any sum with respect to the exercise of such Options, other than a sum equa to the
aggregate par value of the Net Exercise Shares (the “Par Value Sum”). However, the Company shall have the full authority in its discretion to determine
at any time that the Par Value Sum shall not be paid and that the Company shall capitalize applicable profits or take any other action to ensure that it
meets any requirement of applicable law regarding issuance of Shares for consideration that is lower than the nominal value of such Shares;

() No fractional Shares will be issued to the Grantee and the number of Shares granted to the Grantee under the Plan shall be rounded off (upward
or downward) to the nearest whole number.

9.4 Anything herein to the contrary notwithstanding, but without derogating from the provisions of Section 10 hereof, and unless the Committee determines
otherwise, if any Option has not been exercised and the Shares subject thereto not paid for within ten (10) years after the Date of Grant (or any shorter period set
forth in the Notice of Grant), such Option and the right to acquire such Shares shall terminate, all interests and rights of the Grantee in and to the same shall ipso
facto expire, and, if in connection therewith any Options are still held in the Trust as aforesaid, the Trust with respect thereto shall ipso facto expire, and the Shares
subject to such Options shall again be available for grant through Options under the Plan, as provided for in Section 6 above.

95 Each payment for Shares shall be in respect of awhole number of Shares, and shall be effected in cash or by a bank’s check payable to the order of the
Company, or such other method of payment acceptable to the Company.

Termination of Employment or Relationship:

10.1 Except as provided in this Section 10.1 and in Section 10.2 below, an Option may not be exercised unless the Grantee is then in the service or employ
of the Company or any of its Affiliates (or acompany or aparent or affiliate of such company issuing or assuming the Option in a transaction to which Section
11.3 hereof applies), and unless the Grantee has remained continuously so employed or has continuously performed such services since the Date of Grant. If the
employment of a Grantee shall terminate or Grantee shall cease performance of services for the Company or an Affiliate thereof (in either event, other than by
reason of death or Disability, as the latter is defined below), all Options of such Grantee that are exercisable at the time of such termination or cessation may,
unless earlier terminated in accordance with their terms, be exercised within ninety (90) days after the date of such termination or cessation; provided, however,
that if a Grantee shall voluntarily cease employment or performance of services or the Company shall terminate the Grantee's employment for cause (as
determined by the Committee), all Options theretofore granted to such Grantee shall, to the extent not theretofore exercised, terminate on the date of such
termination or cessation unless otherwise determined by the Committee.




11.

10.2 Death or Disability of Grantee.

@ “Disability” shall mean the inability of a Grantee to engage in any substantial gainful activity by reason of any medically determinable physical
or mental impairment that can be expected to result in death or that has lasted or can be expected to last for a continuous period of not less than 12
months.

(b) If a Grantee shall die while employed by, or performing services for, the Company or an Affiliate thereof, or within ninety (90) days after the
date of cessation of such Grantee's employment or performance of services other than as aresult of termination for cause (or within such longer period as
the Committee may provide), or if the Grantee’ s employment shall terminate or performance of services shall cease by reason of Disability, all Options
theretofore granted to such Grantee (to the extent otherwise exercisable) may, unless earlier terminated in accordance with their terms, be exercised by the
Grantee or by the Grantee's estate or by a person who acquired the right to exercise such Options by bequest or inheritance or otherwise by reason of the
death or Disability of the Grantee, at any time within one year after the date of death or Disability of the Grantee. If an Option granted hereunder shall be
exercised by the legal representatives of a deceased or former Grantee, written notice of such exercise shall be accompanied by acertified copy of letters
testamentary or equivalent proof of the right of such legal representative to exercise such Option.

10.3 With respect to a 102(c) Option, if the Grantee ceases to be employed by the Company or any Affiliate, the Grantee shall provide to the Company
and/or its Affiliate a security or guarantee for the payment of tax due at the time of sale of Shares, all in accordance with the provisions of Section 102 and the
rules, regulation or orders promulgated thereunder.

Effect of Certain Changes:

111 If there is any change in the Shares through the declaration of extraordinary dividends, stock dividends, recapitalization, stock splits, or combinations
or exchanges of such shares, or other similar transactions, the number of Shares available for awards, the number of such shares covered by outstanding awards,
and the price per share of Options shall be proportionately adjusted by the Committee to reflect such change in the issued Shares; provided, however, that any
fractional shares resulting from such adjustment shall be eliminated.

11.2 Unless otherwise provided by the Board, in the event of the proposed dissolution or liquidation of the Company or in the event of any proposed
corporate separation or division, including, but not limited to, split-up, split-off or spin-off or in the event of other similar transactions, all outstanding Options will
terminate immediately prior to the consummation of such proposed action. In such case, the Committee may provide that each award granted under the Plan shall
terminate as of adate to be fixed by the Committee and that not less than thirty (30) days  written notice of the date so fixed shall be given to each Grantee, who
shall have theright, during the period of thirty (30) days preceding such termination, to exercise his or her Option, including any Option which would not
otherwise be exercisable.




12.

11.3 In the event of a proposed sale of all or substantially all of the assets of the Company or the merger of the Company with or into another corporation,
any award then outstanding shall be assumed or an equivalent award shall be substituted by such successor corporation or a parent or subsidiary of such successor
corporation, unless such successor corporation does not agree to assume the award or to substitute an equivalent award, in which case the Committee shall, in lieu
of such assumption or substitution, provide for the realization of such outstanding awards in the manner set forth in Section 11.2 above.

114 In the event of a change in the Company’s Shares as presently constituted that is limited to a change of al of its authorized shares of Common Stock
into the same number of shares with a different par value or without par value, the shares resulting from any such change shall be deemed to be the Shares within
the meaning of the Plan.

115 Except as herein before expressly provided in this Section 11, the Grantee of an award hereunder shall have no rights by reason of any subdivision or
consolidation of shares of stock of any class or the payment of any stock dividend or any other increase or decrease in the number of shares of stock of any class or
by reason of any dissolution, liquidation, merger, or consolidation or spin-off of assets or stock of another company; and any issue by the Company of shares of
stock of any class, or securities convertible into shares of stock of any class, shall not affect, and no adjustment by reason thereof shall be made with respect to, the
number or price of Shares subject to an award, except as provided herein. The grant of an award pursuant to the Plan shall not affect in any way the right or power
of the Company to make adjustments, reclassifications, reorganizations or changes of its capital or business structures or to merge or to consolidate or to dissolve,
liquidate or sell, or transfer all or part of its business or assets or engage in any similar transactions.

Limitationson Transfer:

12.1 No Option shall be assignable or transferable by the Grantee to whom granted otherwise than by will or the laws of descent and distribution, and an
Option may be exercised during the lifetime of the Grantee only by such Grantee or by such Grantee's guardian or legal representative. The terms of such Option
shall be binding upon the beneficiaries, executors, administrators, heirs and successors of such Grantee.

Any such action made directly or indirectly, and whether intended to take effect immediately or at a future date, shall be void.

Aslong asthe Shares are held by the Trustee on behalf of the Grantee, all rights of the Grantee over the Shares are personal, cannot be transferred,
assigned, pledged or mortgaged, other than by will or pursuant to the laws of descent and distribution.
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13.

14.

12.2 Underwriter’s L ock-up. The Grantee' s rights to sell Exercised Shares may be subject to certain limitations (including alock-up period), as will be
requested by the Company or its underwriters, from time to time, or upon a specific occurrence, and the Grantee unconditionally agrees and accepts any such
limitations.

Term and Amendment of the Plan:

131 The Plan shall become effective as of the date approved by the Board, subject to the approval of the Plan by the shareholders of the Company, and
terminate on the earlier of (i) the tenth anniversary of such date or (ii) the termination of al outstanding Options as provided in Section 11 hereof. All Options
outstanding at the time of a clause (i) termination event shall continue to have full force and effect in accordance with the provisions of the Plan and the documents
evidencing such Options.

13.2 Subject to applicable laws, the Board shall have complete and exclusive power and authority to amend, modify, suspend or terminate the Plan in any or
all respects. In addition, in the event the Committee wishes to grant Options to non-1sraeli Grantees, the Board may adopt, as part of this Plan and based on it, sub-
plans, in order to comply with all relevant and applicable laws and regulations of the country of residence of such Grantees. Notwithstanding the foregoing, and
without limiting the circumstances in which shareholder approval may be required by applicable laws, rules or regulations, any amendment that would materially
increase the aggregate number of Shares as to which awards may be granted under the Plan, materially increase the benefits accruing to Grantees under the Plan,
materially modify the requirements asto dligibility for participation in the Plan or expand the types of awards available under the Plan shall be subject to the
approval of the holders of amajority of the Shares issued and outstanding, except that any such increase or modification that may result from adjustments
authorized by Section 11 shall not require such approval. Except as provided in Section 11 hereof, no such amendment or modification shall adversely affect any
rights and obligations with respect to Options at the time outstanding under the Plan, unless the Grantee consents to such amendment or modification.

13.3 The Company shall obtain the approval of the Company’s shareholders for the adoption of this Plan or for any amendment to this Plan, if shareholders’
approval is necessary or desirable to comply with any applicable law including without limitation the securities law of the United States or the securities laws of
other jurisdiction applicable to Options granted to Grantees under this Plan, or if shareholders approval is required by any authority or by any governmental
agencies or national securities exchanges including without limitation the US Securities and Exchange Commission.

Withholding and Tax Consequences. The Company’s obligation to deliver Shares upon the exercise of any Options granted under the Plan shall be subject to

the satisfaction of all applicable income tax and other compulsory payments withholding requirements. All tax consequences and obligations (of the Company or the
Grantee) regarding any other compulsory payments arising from the grant or exercise of any Option, from the payment for Shares covered thereby or the subsequent
disposition of Shares subject thereto or from any other event or act (of the Company and/or its Affiliates, the Trustee or the Grantee) hereunder, shall be borne solely by the

Grantee. The Company and/or its Affiliates and/or the Trustee shall withhold taxes according to the requirements under the applicable laws, rules, and regulations,

including withholding taxes at source. Furthermore, the Grantee shall indemnify the Company and/or its Affiliates and/or the Trustee, as applicable, and hold them
harmless against and from any and all liability for any such tax or other compulsory payment, or interest or penalty thereon, including without limitation, liabilities relating

to the necessity to withhold, or to have withheld, any such tax or other compulsory payment from any payment made to the Grantee.
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15.

The Company and/or, when applicable, the Trustee shall not be required to release any Share certificate to a Grantee until al required payments have been
fully made.

Miscellaneous:

15.1 Continuance of Employment. Neither the Plan nor the grant of an Option thereunder shall impose any obligation on the Company or any of its
Affiliates to continue the employment or service of any Grantee. Nothing in the Plan or in any Option granted thereunder shall confer upon any Grantee any right
to continue in the employ or service of the Company or any of its Affiliates for any period of specific duration, or interfere with or otherwise restrict in any way
the right of the Company to terminate such employment or service at any time, for any reason, with or without cause.

15.2 Governing Law. The Plan and all instruments issued thereunder or in connection therewith, shall, with the exception of the provisions of the Plan
specifically relating to non-1sraeli Grantees, be governed by, and interpreted in accordance with, the laws of the State of Israel.

15.3 Use of Funds. Any proceeds received by the Company from the sale of Shares pursuant to the exercise of Options granted under the Plan shall be used
for general corporate purposes of the Company.

15.4 Multiple Agreements. The terms of each Option may differ from other Options granted under the Plan at the same time, or at any other time. The
Committee may aso grant more than one Option to a given Grantee during the term of the Plan, either in addition to, or in substitution for, one or more Options
previously granted to that Grantee. The grant of multiple Options may be evidenced by a single Notice of Grant or multiple Notices of Grant, as determined by the
Committee.

155 Non-Exclusivity of the Plan. The adoption of the Plan by the Board shall not be construed as amending, modifying or rescinding any previously
approved incentive arrangement or as creating any limitations on the power of the Board to adopt such other incentive arrangements as it may deem desirable,
including, without limitation, the granting of stock options otherwise than under the Plan, and such arrangements may be either applicable generally or only in
specific cases.

15.6 Government Regulations. This Plan, the grant and exercise of Options hereunder, and the obligation of the Company to sell and deliver shares under
such Options, shall be subject to all applicable laws, rules, and regulations, whether of the State of Israel or of the United States or any other State having
jurisdiction over the Company and the Grantee including the registration of the shares under the United States Securities Act of 1933, and to such approvals by
any governmental agencies or national securities exchanges as may be required.

15.7 The provisions of this Plan shall not be construed as deviating from any applicable laws rules and regul ations.

12




The Company’s Subsidiaries

Sapiens International Corporation B.V .: incorporated in The Netherlands
Sapiens Israel Software Systems Ltd.: incorporated in Isragl

Sapiens Technologies (1982) Ltd.: incorporated in |srael

Sapiens Americas Corporation: incorporated in New Y ork

Sapiens (UK) Limited: incorporated in England

Sapiens France S.A.S.: incorporated in France

Sapiens Deutschland GmbH: incorporated in Germany

Sapiens Japan Co.: incorporated in Japan

Sapiens (Schweiz) AG: incorporated in Switzerland

Exhibit 8.1




EXHIBIT 10.1
Consent of Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statement (Forms S-8 No.s 33-64208 and 333-10622) pertaining to 1992 Stock Option and Incentive Plan
of Sapiens International Corporation N.V. of our report dated June 26, 2007, with respect to the consolidated financial statements of Sapiens International Corporation
N.V. included in the Annual Report (Form 20-F) for the year ended December 31, 2006.

Yours Truly,

/s Kost Forer Gabbay & Kasierer
June 26, 2007 KOST FORER GABBAY & KASIERER
Tel-Aviv, Isragl A Member of Ernst & Y oung Global




EXHIBIT 12.1

CERTIFICATIONS

1, Ron Al Dor, certify that:

1 | have reviewed this annual report on Form 20-F of Sapiens International Corporation N.V;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit amaterial 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 by this report;

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

4. The company’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) for the company and have:

@

(b)

(©

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 company, 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;

Evaluated the effectiveness of the company’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 evaluation; and

Disclosed in this report any change in the company’sinternal control over financial reporting that occurred during the period covered by the annual report
that has materially affected, or isreasonably likely to materially affect, the company’sinterna control over financial reporting; and

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

@)

(b)

All significant deficiencies and material weaknessesin the design or operation of internal control over financia reporting which are reasonably likely to
adversely affect the company’ s ability to record, process, summarixe and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant role in the company’ sinternal control over
financial reporting.

Dated: June 28, 2007

By: /s/ Ron Al Dor

President and Chief Executive Officer
(Principal Executive Officer)




EXHIBIT 12.2

1, Elior Brin, certify that:

1 | have reviewed this annual report on Form 20-F of Sapiens International Corporation N.V.;

2. 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 by this report;

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

4, The company’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(€)) for the company and have:

(a) Designed such disclosure controls and procedures or caused such disclosure controls and procedures designed under our supervision, to ensure that
material information relating to the company, 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) Evaluated the effectiveness of the company’ 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 evaluation; and

(c) Disclosed in this report any change in the company’sinternal control over financial reporting that occurred during the period covered by the annual report
that has materially affected, or isreasonably likely to materially affect, the company’sinternal control over financial reporting; and

5. The company’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the company’s

auditors and the audit committee of the company’s board of directors (or persons performing the equivalent functions):

@

(b)

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 company’s ability to record, process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant role in the company’ sinternal control over
financial reporting.

Dated: June 28, 2007

By: /¢ Elior Brin

Executive Vice President and Chief Financia Officer
(Principal Financial Officer)




EXHIBIT 13.1

Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 20-F of Sapiens International Corporation N.V. (the “Company”) for the period ended December 31, 2006 as filed with the
Securities and Exchange Commission on the date hereof (the “Report™), I, Ron Al Dor, President and 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:

1 The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: June 28, 2007

By: /s/ Ron Al Dor

President and Chief Executive Officer

A signed original of thiswritten statement required by Section 906 has been provided to Sapiens International Corporation N.V. and will be retained by Sapiens
International Corporation N.V. and furnished to the Securities and Exchange Commission or its staff upon request.




EXHIBIT 13.2

Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 20-F of Sapiens International Corporation N.V. (the “Company”) for the period ended December 31, 2006 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Elior Brin, Executive Vice President and Chief Financial 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:

1 The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Dated: June 28, 2007

By: /< Elior Brin

Executive Vice President and Chief Financial Officer

A signed original of thiswritten statement required by Section 906 has been provided to Sapiens International Corporation N.V. and will be retained by Sapiens
International Corporation N.V. and furnished to the Securities and Exchange Commission or its staff upon request.






