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April 22, 2005

Dear Ness Stockholder,

2004 was a year of exciting achievements for Ness. Extraordinary team work and the
proficiency of our more than 5,000 employees worldwide have enabled us to further
solidify and enhance Ness' position as a leading global IT services and solutions
provider.

During 2004, Ness recorded record results, expanded its global business model for IT
services and successfully entered the public equity market. Ness' initial public offering
on The NASDAQ National Market has increased our brand visibility, strengthened our

balance sheet and enhanced our positioning for growth going forward.

Our 2004 revenues increased to a record $305 million, nearly 35% higher than 2003
revehues, of which approximately 19 percentage points represents organic growth with
the remainder attributable to the positive impact of the acquisitions we made in India in
2003. 2004 net income increased to a record $14.4 million, or $0.53 per diluted share,
more than four times 2003 net income. We ended the year with a record backlog of
$401 million, an increase of $163 million or 69% year-over-year.

We finished 2004 with positive cash flow from operating activities of $15.6 million,
compared to $4.9 million in 2003. Following our stated strategy of reducing our
outstanding debt, the Company repaid $36 million in fong-term debt, thereby
strengthening Ness’ balance sheet. Cash and cash equivalents as of year end were
approximately $105 million, providing the capital necessary to fuel our growth strategy.

Our top line growth and the significant increase in backlog are a direct result of our
ability to secure new clients while driving recurring business worldwide. These efforts are
supported by long-term client relationships in all the regions and key business verticals
in which we operate.

As a leading provider of end-to-end IT services, we continue to focus on bringing high-
quality business solutions to our clients, enabling them to improve their competitiveness
and effectiveness. Specializing in the areas of outsourcing and offshore, systems
integration and application development, software and consulting, and quality assurance
and training, Ness’ unique management culture and business acumen enable us to
proVide clients with the most innovative, value-creating IT solutions.

We Are IT JNess Technologies, Inc.
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During 2004, we leveraged our expertise to reach new customers worldwide and expand
our global presence. Key client wins allowed us to further penetrate the high-technology,
defense, financial and life sciences business verticals. The deals we are signing are
larger and more globally diversified than ever before. We ended the year with more than
500 customers worldwide and offices in 14 countries across North America, Europe and
Asia Pacific, rising to 15 as of April 2005 with our new presence in Romania.

Looking ahead to 2005, we are focusing on (1) leveraging our global presence to grow
faster than the IT services market in our core geographic regions including Israel,
Central and Eastern Europe, Asia Pacific and India; (2) being the market leader in the
key business verticals where we maintain strong proprietary industry knowledge such as
FDA regulated solutions for life sciences, homeland security applications, financial
services and outsourced solutions for independent software providers, among others;
(3) growing long-term recurring revenue streams through outsourcing and offshore
services; (4) growing billable headcount while carefully managing non-billable staff (829
of the 835 employees added in 2004 were billable employees); (5) further penetrating
the North American and European markets as well as emerging markets; and (6)
enhancing Ness’ brand visibility.

As part of our strategy to complement our organic growth initiatives, we announced in
March 2005 the acquisition of Radix Company SA, a leading Romanian IT services and
solutions provider. To secure and accelerate the pathway for future growth, we continue
to explore the establishment or build-out of additional facilities in alternative offshore
locations in Central and Eastern Europe, as well as in India. By expanding our capacity in
these key regions, we can support Ness' future growth while maintaining high standards
of excellence and strengthening our proven global delivery model.

Based on our current outlook, we see promising trends in the demand for IT services. As
we continue to implement our global and vertical growth strategy, Ness is well
positioned to leverage these trends.

We would like to personally thank all Ness stockholders, customers and partners for
their continuous support. Our thanks also go out to each and every one of our more
than 5,000 employees for their extraordinary commitment and ongoing dedication which
helped to make 2004 a year of greatNEss.

Sincerely,
H-Y %
Aharon Fogel Raviv Zoller
Chairman of the Board President and Chief Executive Officer
We Are IT lNess Technologies, Inc.
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PART I
Disclosure S‘t‘at‘em‘ent

.This Annual Report on Form 10-K contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934 (the
“Exchange Act”) relating to our operations and our results of operations that are based on our current
expectations, estimates and projections. Words such as “expects,” “intends,” “plans,” “projects,”
believes,” “estimates” and similar expressions are used to identify these forward-looking statements.
These statements are not guarantees of future performance and involve risks, uncertainties and
assumptions that are difficult to predict. Forward-looking statements are based upon assumptions as to
future events that may not prove to be accurate. Actual outcomes and results may differ materially
from what is expressed or forecast in these forward-looking statements. The reasons for these
differences include changes in general economic and political conditions, including fluctuations in
exchange rates, ‘and the factors discussed below under the section entitled “Business—Risk Factors.”

Availablé Information

Our website address is www.ness.com. We make available free of charge on the Investor Relations
section of our website (investor.ness.com) our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and all amendments to those reports as soon as reasonably
practicable after such material is electronically filed or furnished with the Securities and Exchange
Commission (the “SEC”) pursuant to Section 13(a) or 15(d) of the Exchange Act. We also make
available through our website other reports filed with or furnished to the SEC under the Exchange Act,
including our proxy statements and reports filed by officers and directors under Section 16(a) of that
Act, as well as our Code of Business Conduct and Ethics. We do not intend for information contained
in our website to be part of this Annual Report on Form 10-K.

You also may read and copy any materials we file with the SEC at the SEC’s Public Reference
Room at 450 Fifth Street, NW, Washington, DC, 20549, You may obtain information on the operation
of the Pubhc Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet
site (www sec.gov) that contains reports, proxy and information statements, and other information
regardmg issuers that file electronically with the SEC.

In th1s Annual Report on Form 10-K, we use the terms “Ness,” “we,” “our” and “us” to refer to
Ness Technologles Inc. and its subsidiaries.

Itern 1. Business
General

‘We are a global provider of IT services and end-to-end business solutions designed to help clients
improve, their competitiveness and effectiveness. End-to-end business solutions encompass all stages of
a client’s business process and incorporate all technologies and IT services related to that process. Our
portfolio of solutions and services includes outsourcing, system integration and application
development, software and consulting, and quality assurance and training.

‘We provide services to a significant number of clients in the commercial, industrial and
government sectors. We have a highly skilled workforce of experienced IT employees and consulting
professionals across our key vertical markets. The primary industries, or verticals, we serve include
government and defense, financial services, life sciences and healthcare, telecommunications and
utilities, and independent software vendors, or ISVs. We combine our knowledge of these vertical
markets and our clients’ businesses with our technical expertise to deliver tailored solutions to our
clients, many of whom are subject to rigorous regulatory requirements.



We have operations in 14 countries across North America, Europe and Asia. We combine our
deep vertical expertise and strong technical capabilities to provide a complete range of high quality
services on a global scale. By integrating local and international personnel in focused business and
project teams, this global delivery model leverages our corporate knowledge and experience, intellectual
property and global infrastructure to develop innovative solutions for clients across the geographies and
verticals we serve. We complement our global delivery model with our offshore delivery capabilities to
achieve meaningful cost reductions or other benefits for our clients.

We provide services to over 500 clients located throughout the world, including a number of
Fortune 1000 and Global 2000 companies. We have achieved recurring revenues as a result of our
multi-year contracts and long-standing relationships with clients such as American Express, AT&T,
Business Objects, Czech Telecom, Israel Aircraft Industries, Israel Discount Bank, Orange and Pfizer,
which are among the largest clients in each of our verticals, based on revenues. In 2004, existing clients
from prior years generated more than 80% of our revenues, with no single client accounting for more
than 5% of our revenues,

Our services and solutions offerings are strengthened by our strategic alliances and close
relationships with leading global software and infrastructure vendors, which allow our clients to benefit
from a selection of technologies and innovation. We maintain the highest level of certification with
many of our key partners, which allows us to influence their development of new products and obtain
and offer our clients early access to new product offerings. These certifications are awarded by major
ISVs and service providers to those partners that demonstrate high levels of professional and technical
expertise. Some key alliances and partnerships that are applicable across multiple industry verticals and
geographies, and with whom we conduct business and maintain high levels of certification are BEA
Systems, Documentum, EMC, IBM, Mercury Interactive, Microsoft, SAP and Unisys.

Our revenues, including through acquisitions, have grown from $151.6 million in 2001 to
$304.5 million in 2004, representing a compounded annual growth rate of approximately 26%. During
that time, our results of operations have also improved from a net loss of $18.5 million for 2001, to net
income of $14.4 million for 2004.

For 2001, 2002, 2003 and 2004, the percentage of our revenues generated by public and private
sector clients in Israel was 93%, 80%, 68% and 57%, respectively. The percentage of our revenues
derived, in aggregate, from agencies of the government of Israel for the same time periods was 16%,
17%, 14% and 12%, respectively, while our revenues from these agencies increased steadily during the
same periods.

Ness Technologies, Inc. was incorporated in Delaware in March 1999 in connection with the
acquisition between 1997 and 1999 of six Israeli IT companies, which collectively average more than
20 years of IT experience. These companies and each company we subsequently acquired have been
successfully integrated into our corporate structure, and the acquired capabilities, know-how and staff
have been assigned to our various business groups.

Our principal executive office in the United States is located at 3 University Plaza, Suite 600,
Hackensack, New Jersey 07601. Our telephone number there is (201) 488-7222. Our principal executive
office in Israel is located at Ness Tower, Atidim High-Tech Industrial Park, Building 4, Tel Aviv 61580,
Israel. Our telephone number there is +972 (3) 766-6800.

Ness and V-Ness are our primary trademarks and trade names. All other trademarks, trade names
and service marks used in this report are the property of their respective owners.

Unless otherwise noted, (1) all references to “dollars” or “$” are to United States dollars and all
references to “NIS” are to New Israeli Shekels, (2) all of the information provided on a pro forma
basis assumes completion of our acquisition of Apar Holding Corp. on January 1, 2003 and (3) all




references to shares of our common stock and per share information have been adjusted to reflect the
0.7193 for one reverse stock split effected on September 20, 2004.

Service Offerings

We -offer a broad suite of services, including outsourcing, system integration and application
development, software and consulting, and quality assurance, or QA, and training.
. L ]

* Qutsourcing

We have several specific offerings in this category, each of which represents the outsourcing of a
core cllent IT function to us. We perform these services either locally (at the client’s facilities or our
facilities) or at our offshore facilities. We offer the: followmg outsourcing services:

Offshore Application Development and Maintenance. We believe our application development and
maintenance services are characterized by low cost, high quality and short time-to-market. We create,
implement and integrate software applications through a global infrastructure, and we believe we are
well positioned to support virtually any client anywhere in the world through our global delivery model.

Our offshore application development and maintenance services include a wide range of
technologies and platforms. We customize our services according to each client’s needs by employing
flexible service models drawn from our experience helping our clients outsource software services. Our
offshore center in India is ISO 9001 certified and accredited at CMM Level 5, and enables us to
provide low cost, high quality and 24-hour development cycle capability. ISO 9001 is an international
standard for quality management systems maintained by the International Organization of
Standard1zat10n The CMM, or Capability Maturity Model, is a widely accepted set of practices
developed by the Software Engineering Institute at Carnegie Mellon aimed at producing defect free
software by technical and management discipline, rather than by exhaustive testing. CMM Level 5
accreditation is reserved for organizations with the highest quality of disciplined and repeatable
software development practices.

To date, we have provided most of our offshore application development services to clients in the
financial services, retail and telecommunications verticals. Following development and implementation,
we provide services such as end-to-end application monitoring, scheduled downtime and maintenance,
ad-hoc maintenance activities, application upgrades and legacy application integration within and across
company firewalls.

+ IT Outsourcing. We offer customized IT outsourcing services, both onsite and off-site. Through
our end-to-end service solution, we take responsibility for all or a portion of client operations and
activities, including information security solutions, I'T management, application development and
maintenance, infrastructure implementation and management, network management, computer and
commumcatlons hardware, help desk support, and disaster recovery planning, storage and backup
solutions. We apply our proven methodologies, which cover every phase of a project’s lifecycle, with
strong project management, senior staff supervision and QA mechanisms to ensure reliable delivery.
We currently provide these services, including support on a 24-hour-a-day, seven-day-a-week basis, to
over 30 clients in diverse fields, representing over 100,000 end-users, for single-site and multi-site
enterprises and organizations.

' Managed Labs for Independent Software Vendors. ISVs are increasingly faced with challenges,
including pricing pressures, lower license sales, increased competition and reduced development
budgets. To address these challenges, we have developed a managed labs offering to provide ISVs with
outsourced software product research and development centers that supplement those of the client.
These offerings include product development and maintenance, testing, release automation services and
porting services. We have experience in successfully providing management consulting, process




transformation, technology solutions and offshore production services. Our strong infrastructure and
proven processes ensure that our solutions are developed and built offshore and deployed onsite in an
efficient and effective manner.

Our expertise lies in the design and development of new software products, re-development,
re-engineering, and maintenance of existing products, and global implementation and rollout support
for existing products. Our labs are specially designed to assist software product companies through all
phases of a product’s life cycle. We consider ourselves custodians of our clients’ intellectual property
and accordingly offer them our build-operate-transfer model. We function as a partner with our clients
to manage tactical needs at all phases of the development process. During the “build” phase, we
provide strategic consulting to address our clients’ business challenges and investment goals. During the
“operate” phase, we help our clients track progress according to their plans. We report and advise our
clients on the work in progress and refine the model in accordance with their business priorities. We
have successfully executed this model with over 15 companies worldwide. After 36 months of operation,
we offer our clients the option of purchasing back the offshore development center assets in their
entirety.

System Integration and Application Development

We offer a broad set of IT services to our clients in the area of system integration and application
development, including the following:

Enterprise Resource Planning and Customer Relationship Management Solutions. Enterprise
resource planning, or ERP, and customer relationship management, or CRM, are integrated application
software packages designed to support multiple business functions. For many organizations in the
vertical markets we serve, ERP and CRM systems are the backbone of business transactions and
communications. We offer a wide range of ERP and CRM solutions and services, including needs
analysis, product selection and differentiation analysis, solution design, installation and administration,
product adjustment and customization, data transfer from original information systems, integration with
other systems, including business partner systems, end-user and administrator training, manual
production and routine operational support, including upgrades and ongoing development. Our client
service teams provide support activities such as localization, basis team infrastructure, training and
delivery of complementary products. Our solutions and expertise include supply chain management,
supplier relationship management and life cycle management.

We provide these services from many of our delivery centers for clients around the world. In
Israel, we are the sole SAP product distributor, where we also implement SAP and operate the Israeli
SAP user group.

Enterprise Application Integration (EAI). We offer EAI solutions focused on building software
infrastructure platforms that simplify connectivity between diverse applications and dissimilar business
systems. We integrate and leverage our clients’ investments in current systems while improving business
efficiency and enabling the sharing of information across application boundaries.

Our integration personnel are proficient in primary integration tools and standards, including
webMethods, IBM’s MQ Series, Tibco, SeeBeyond, Microsoft BizTalk, XML, Vitria, FileNet, BEA
WebLogic Integrator, EDI and SAP NetWeaver.

Command and Control and Real-Time Systems. We deliver high-end technical solutions for
protecting the safety of national borders, improving data gathering mechanisms, and enhancing
communications channels for both military and civilian organizations. These services include:

* air defense command and control systems, including simulators, test beds, C4I systems, planning
systems and air traffic control systems;




* ground command and control systems, or GCCS, including strategic and tactical visualization
systems, digital GCCS systems, and tactical command and control systems;

* surveillance systems, including mission management systems and unmanned aerial vehicle
interpretation systems;

* intelligence systems, including IT solutions for organizations which collect, process and
disseminate large volumes of information, in a demanding environment;

* missile defense, including missile defense simulation and theater defense systems; and

* ¢lectronic warfare systems, including modern human machine interfaces, resource allocation,
parameter management, results acquisition and threats database management.

Geographic Information Systems (GIS). We have been active in the field of digital mapping since
1985, developing advanced GIS that quickly and accurately process and transform large volumes of
maps and photography into various digital and easily readable formats. For example, militaries are in
critical need of accurate maps, GIS data, and photographic intelligence for mission planning,
operational command and control, and three dimensional mission rehearsal and training. Similarly,
emergency response systems require accurate road maps, current location display, shortest route
determination and other GIS capabilities that we provide.

Some of Israel’s national (including military, civilian and commercial) geographic databases were
created using software we developed. These systems cover all aspects of cartographic and
photogrammetric data collection, manipulation, storage and retrieval.

Telecommunications Systems. We provide industrial, government and defense organizations with
turnkey solutions, including complete systems and specifically tailored projects designed to facilitate the
management of telecommunications systems and networks. We have developed a wide range of network
management products, including:

* contact centers and computer telephony integration systems;
* large scale integrated network management systems for switching, transmission and data;
* telephone directory assistance systems; and

* voice activated dialing—telecommunication speech recognition technologies.

Knowledge Management. We offer a range of services and products designed to help our clients
realize value from their corporate knowledge, including information storage, retrieval and sharing. Our
specific offerings include:

* enterprise portals—solutions integrating the necessary components for a knowledge centric
portal infrastructure; -

* enterprise content management—business processes for delivering well-integrated information to
key decision makers on a timely basis; and

* document management and workflow solutions for facilitating the storage and management of
electronic documents and images.

Business Intelligence (BI) and Data Warehousing. We enable organizations to develop what we
believe to be complete state-of-the-art information systems for turning data into business intelligence.
Our end-to-end BI and data warehousing solutions are designed to ensure accuracy, consistency and
timeliness of information storage and retrieval to meet our clients’ business requirements. Recent
examples within the life sciences and healthcare vertical include BI and data warehousing solutions in
the following areas:




* clinical trials management systems; and
* scientific data management systems utilized in the research and development area.
Other examples include:

» portfolio management systems, including balanced scorecard systems to measure business
performance using data from clinical trials, research and development, and sales and marketing;
and

* sales, marketing and financial solutions, which analyze market share/size, revenues and costs to
help increase profitability and produce other metrics relevant to business decisions.

Software and Consulting

We provide proprietary solutions that can be customized to our clients in certain verticals where
we have developed substantial intellectual property and experience, such as through our work on the
national border control system of Israel. In addition, we offer a comprehensive range of strategic
consulting services and are able to assess a client’s software needs and recommend and, in certain
cases, resell, commercially available software products and systems.

Proprietary and Turnkey Solutions. We have developed software to market as proprietary turnkey
solutions, which are customized applications designed and modified to meet client needs. We provide
end-to-end business solutions from design to maintenance and are able to provide specialization
according to the subtle differences within each specific industry. We retain certain intellectual property
and rights which allow us to continue to exploit opportunities to market these products. Our turnkey
solutions include:

* AwareNess—an emergency management system;

* medical records system, supplying a comprehensive view of medical data;

* clectronic toll collection system, including CRM billing and payment for toll road systems;

* border control system used for identifying, controlling and registering passages through borders;

* pension management system, enabling large organizations and pension funds to manage all
aspects of employee pensions;

* business rules technology software, permitting IT organizations to develop business solutions
with reduced coding;

* digital rights management software, enabling broadcasters, television and film producers, and
media companies and publishers to manage all their author rights, contracts, and royalties; and

* air traffic control systems, including various software solutions handling all aspects of the
complicated task of air traffic control.

Product Representation. We select what we believe to be the best products for our clients by
working closely with major international vendors who specialize in software product development,
integration, localization, marketing, service and maintenance. In this way, we are able to leverage the
products and methodologies supplied by our partners in order to provide our clients with
comprehensive value added solutions. Through our partner relationships, we resell products for over
30 companies, including SAP, Sybase, Information Builders, Genesys, Documentum, Merant, Sterling
Commerce, SyncSort and Avaya.

Strategic Consulting. We leverage our proven methodologies to help our clients analyze, plan and
achieve objectives at various stages of the business lifecycle. Our expertise, coupled with product and




technology alliances, provides organizations with a one-stop solution. To deepen our specialization and
understandmg of our clients’ business needs, we have established teams with core competence in
particular verticals: Our IT experience, combined with our technology independence, enables us to offer
a'range of IT solutions for combining business trends and company goals with IT implementation. We
believe 'that this blend of IT and business expertise is unique and enables us to unify IT and business
needs to enhance our clients’ competitive advantage and growth.

| Qddlity Assurance and Training

We offer a broad range of QA, testing, user interface engineering, training and user assimilation
services, all designed to produce high quality business solutions with broad and rapid user acceptance.

Quality Assurance, Testing and User Interface Engineering. As technology platforms have become
more complex at each of the application, operating system and hardware levels, there is a growing need
to test, analyze and certify that software and hardware function as designed. Because of this growing
complexity, together with reduced IT budgets, many companies outsource the testing and QA process
to third party vendors. We target this growing market with our independent V-Ness software testing
and QA service. In order to meet the needs of our client base, the V-Ness service provides a spectrum
of solu;ions including: time to market QA methodology; system integration performance and testing;
user interface engineering and user experience engineering; validation and full traceability capabilities
that allow us to verify that the end product meets the initial product specifications; enterprise QA
solutions, such as ERP, CRM and data warehousing; test automation; load testing; and quality
consulting. Our professionals have extensive experience in QA and testing using our documented and
proven: work methodologies.

Training and Assimilation. 'We offer clients comprehensive learning solutions by providing a wide
range of training services. Our staff provides training across a wide range of information, technology
and communication applications. We customize our training programs based on advanced proprietary
training methodologies and evaluation tools satisfying our clients’ needs in terms of content, target
audience, level of knowledge and training times. We complement traditional learning methods with
learning management systems, e-learning platforms, and computer and web based self study kits,
enabling end-users to learn at their own pace and level.

In addition to training, we offer assimilation services, designed to help organizations deploy new
solutions rapidly and effectively. We include these services as part of every project, and also offer them
separately to meet client needs.

Industry Overview

The IT services industry is highly fragmented and has evolved from simply supporting business

-functions to enabling their expansion and transformation. To succeed in this transformation, companies

must respond rapidly to market trends, create new business models and improve productivity. In this
dynamic, competitive environment, decisions with respect to technology have become increasingly
important. Also, due to the recent global economic downturn and lack of compelling IT initiatives, such
as YeaijOOO and Euro conversion, companies have substantially reduced their IT services spending,
reshlting in hardship for many IT service vendors. According to industry analysts, however, the IT
services market is now returning to a period of growth. Gartner Inc., an independent industry analyst,
forecasted in its Gartner Dataquest Market Databook of June 2004 that the global IT services market
will grow from $569 billion in 2003 to $762 billion in 2008, a compound annual growth rate of
approximately 6.0%.

Companies are increasingly seeking cost effective alternatives to acquire high quality IT services.
The use of offshore vendors is becoming increasingly common among larger corporations. Based on our
review of publicly available information, we believe IT services provided offshore totaled approximately



$12 billion in 2002, which represents less than 2% of the total IT services market, and India has
captured the bulk of this revenue, around $10 billion. Other offshore IT service countries are gaining
market share. Based on our review of publicly available information, we project an annual growth rate
for offshore IT services of 25% to 30%, making offshore IT services a particularly high growth market.
Offshore business processing outsourcing services are projected to grow even faster, with an estimated
annual growth rate as high as 60%.

These factors reflect a business opportunity for global IT services vendors with established vertical
practices, effective global delivery mechanisms and limited reliance on long-term staff relocation from
offshore locations to client locations in the United States and around the world.

Competitive Strengths

We believe our competitive strengths include:

Our vertical expertise.  Since our inception, we have achieved leading positions in a number of the
verticals in which we compete. We maintain a staff of highly skilled industry experts in each of these
verticals and use this expertise on our engagements to provide a range of end-to-end business solutions.

Qur global delivery model. 'We have operations in 14 countries in North America, Europe and
Asia. We provide services to our clients through a comprehensive global delivery model that integrates
both local and global resources in a cost-effective manner. Our fully operational offshore outsourcing
centers, including our CMM level 5 offshore facility in India, enable us to minimize the difficulties
other outsourcing vendors now face in using foreign employees in the United States on a temporary
basis due to the tightening of immigration policies.

Our proven track record. By consistently providing high quality services, we have achieved a track
record of project successes through the completion of numerous engagements around the world. Part of
our success is attributable to our focus on methodology and repeatable high quality practices, which are
ISO 9001 certified.

Our focus on quality. We believe strongly in quality throughout our organization. We maintain
independent quality assurance capabilities in geographies where we operate. These groups provide QA,
testing and audit services to our delivery organizations. We also provide these services to our clients on
QA engagements through our independent V-Ness subsidiary.

Qur focus on innovation. Qur employees possess a level of business and technical knowledge that
enables us to be innovative when on assignment. Utilizing both our practical understanding of our
clients’ needs and our technical expertise, we strive to provide innovative solutions to our clients’
problems. An example of such innovation is our proprietary clinical application integration solution, the
winner of Microsoft’s Best Enterprise Comprehensive Solution Award 2001, which enables on-line
unified access to medical data from decentralized information files for 3.7 million patients in and
between hospitals, HMO facilities, individual physician’s clinics, labs and suppliers. In addition, we were
among the first to offer a managed labs extended development center offering, which supplements and
extends the research and development facilities of ISVs for core product development and other
activities.

QOur breadth of service offerings. Our broad range of service offerings distinguishes us from many
of our competitors. We believe that with these offerings, we are a one-stop shop, providing robust and
comprehensive business solutions to meet the needs of our clients in the key verticals we cover.

Our long-term relationships with a diverse client base. We have long-term relationships with many
of our clients, who frequently retain us for additional projects after an initial successful engagement. In
2004, existing clients from prior years generated more than 80% of our revenues. Moreover, our client
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base is diverse and we are not dependent on any single client. In 2004, no client accounted for more
than 5% of our revenues and our largest twenty clients together accounted for approximately 37% of
our revenues. Agencies of the government of Israel, in aggregate, represented 12% of our revenues in
2004.

Our proven ability to scale. 'We have grown continuously and successfully since inception, and we
have demonstrated the ability to expand our teams and facilities to meet the needs of our clients. For
example, over the past five quarters we have expanded our Bangalore, India delivery facility from
approximately 500 to-over 1,000 employees in response to our clients’ rapidly growing offshore
development needs.

Our organizational and business flexibility. QOur flexible organizational structure, business culture
and technological abilities have allowed us to adapt to rapidly changing economic conditions, as well as
significant changes in our clients’ needs, enabling us to continue to grow and improve our performance
despite the economic downturn of recent years. During this time we have increased our revenues,
number of employees, geographic footprint and profitability. Additionally, our strong vertical alignment,
the industry and technical experience of our employees, our operational efficiency, our ability to secure
and retain key clients and the effective use of our global delivery model have helped insulate us from
many of the hardships experienced by our competitors.

Our ability to integrate acquired companies. We have grown primarily through acquisitions since
our inception. Due in part to our significant focus on the abilities of the senior management of
acquired firms, we have been able to retain the senior management of each of these companies. We
have successfully integrated each acquired company into our corporate structure and culture, working
together with existing management, employees and clients to facilitate an efficient and productive
transition.

- Qur ability to retain and educate employees. We have maintained a relatively low attrition rate
despite traditionally high turnover in the IT services industry. We believe that our ability to retain our
employees is due in part to our commitment to rewarding qualified employees and to our advanced
continuing education and training courses.

Our well-established internal infrastructure. We utilize an enterprise resource planning system and a
CRM system; embodying our best practices, corporate methodologies and financial controls.

Business Strategy

Our goal is to further solidify and enhance our position as a global IT services and solutions
provider on the basis of our quality, professionalism, vertical expertise, reliability and technical
innovation. We hold a leading market position in Israel based on revenues from IT services. We intend
to extend that geographic and vertical reach through the following strategic initiatives:

Further penetrate the North American market as well as emerging markets such as Fastern Europe and
Asia. 'We were formed in 1999 and quickly established a leading market position in the Israeli IT
services market. In the last three years we expanded outside Israel with acquisitions in North America,
Europe and Asia, and have achieved organic growth in each. We generated approximately 14% of our
revenues in North America in 2002, 21% in 2003 on a pro forma basis, and 25% in 2004. We intend to
focus considerably on expanding our revenues in North America, both organically and through
acquisitions. In 2003, the North American market alone represented approximately 45% of total
worldwide IT services spending, according to the Gartner Dataquest Market Databook of June 2004,
which concentration is expected to continue in the future. We intend to penetrate specific niches in that
market utilizing our vertical products and technical expertise. Our acquisition strategy will also target
emerging markets in which we believe growth and potential profitability are higher, such as Eastern
Europe and Asia. We may use a portion of the net proceeds we receive from our initial public offering
to fund some of those acquisitions, although we do not have any specific plans or commitments for any
material acquisitions or joint ventures at the present time.,
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Be a market leader in key verticals. In North America, we presently focus on several verticals: life
sciences, ISVs, defense, financial services and retail. In Europe, we are focused on the financial
services, media, retail, telecommunications and utilities verticals. In Israel, we have a strong focus on
several verticals, including government and defense. We intend to further solidify our position in each
of these verticals through internal growth based on complementary offshore offerings and key
partnerships, and external growth through acquisitions. Our goal is to establish ourselves in North
America as a leading provider in outsourcing and offshore services for life sciences, ISVs and defense.

Continue to grow long-term and recurring revenues through outsourcing and offshore services. We
intend to continue to expand the proportion of our revenues generated from long-term, recurring
contracts by focusing on long-term engagements, outsourcing, life-cycle services and other multi-year
services, including offshore services. Our goal is to further increase our recurring revenue, both in
North America and in Europe, where outsourcing and offshore services are gaining acceptance.

Enhance brand visibility. 'We intend to continue to develop our brand identity including through
the exposure provided by this offering. Our efforts will include media and industry analyst events,
sponsorship of and participation in targeted industry conferences, trade shows, recruiting efforts,
community outreach and investor relations.

Pursue strategic alliances. We intend to continue to develop alliances that complement our core
competencies. Our alliance strategy is targeted at leading business advisory companies and at leading
technology providers, which allows us to take advantage of emerging technologies in a mutually
beneficial and cost-competitive manner.

Continue to strengthen our leading position in the Israeli IT services market. We intend to retain and
enhance our leading market position in Israel with internal growth from outsourcing and a continued
focus on the defense, government, financial services and telecommunications verticals. We also intend
to leverage our ISV relationships to drive additional reselling and professional services revenues.

Vertical Focus

We operate in a significant number of commercial and industrial sectors and in many areas of
government operations. As a result of our deep understanding of the different markets and
environments in which our clients operate, and our ability to understand our clients’ needs and tailor
solutions to meet those needs, we have developed a strong reputation for delivering systems to
businesses that are subject to regulatory supervision, government control or other rigorous operational
requirements. We are active in all of the following sectors, each influenced by fluctuating market
conditions, as well as regulatory and oversight environments:

Government and Defense. Government agencies are increasingly required to modernize their
traditional operating processes and models in order to improve and accelerate delivery of services to
citizens. We have developed a track record in the public sector for helping government agencies deliver
IT services to the public more effectively and efficiently. In Israel, we are a leading provider of
solutions for security, integration, and design through consulting, implementation and support.

The defense industry faces a multitude of challenges, including protecting the safety of national
borders, improving command and control and intelligence gathering mechanisms, enhancing
communications channels throughout the military and performing scenario analysis. We possess
extensive experience in delivering high-end technical solutions to the defense industry to help surmount
these challenges.

Financial Services. Financial services organizations must strategically employ advanced technology
in order to maximize their operational excellence and provide the best possible services to their clients.
We combine advanced solutions, industry best practices, and the products and services of business
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partners to help our clients streamline their business processes and ensure long-term success in this
fast-paced environment. We provide services to a number of segments of this vertical including: retail,
private and investment banks; credit card companies; insurance and reinsurance companies; consumer
finance organizations; and pension funds. Services we provide include credit card processing systems,
options plan management systems, IT outsourcing, offshore services, turnkey solutions, custom
development, system integration and offshore services.

Telecommunications and Utilities. Competitive pressures are causing telecommunications
companies to find ways to reduce costs and make more informed decisions about their 1T investments,
We deliver reliable telecommunications systems and portals that help carriers reduce operating costs
and increase revenue, while helping telecommunications companies evaluate the impact of new
technologies and make informed planning decisions about their IT investments. We offer innovative
information system solutions for improving time-to-market and enhancing telecommunications service
delivery, addressing the specific needs of operators of all sizes from traditional wireline to wireless, and
internet service provider to broadband. Our services include ERP solutions, internet protocol
telephony, configuration management, contact centers, interactive voice response systems, management
of common channel signaling systems, service assurance, mediation devices and consulting services.

Globalization, escalating market competition and deregulation throughout the world are forcing
utility companies to modify their IT strategies and adopt advanced solutions. We provide high-end
e-business services in areas such as CRM, ERP, e-procurement, asset management and metering
solutions. o

Life Sciences and Healthcare. Effectively managing and improving the efficiency of a life sciences
business requires innovative cross functional information management solutions. Qur expertise lies in
improving time-to-market of new products through clinical trial optimization, safety and adverse event
tracking, knowledge management, Bl and data warehousing, strategic planning and budgeting. We have
been delivering business performance oriented data and document management solutions to large
pharmaceutical and biotechnology firms for approximately 20 years.

Increased government regulations and rising costs require healthcare organizations to address
complex patient information management needs and share information across various hospitals and
facilities more effectively. We help healthcare organizations remain competitive with services designed
to'simplify their administrative processes, reduce costs and improve the quality of care.

High-Tech and Independent Software Vendors. Software companies need to focus on their core
competencies of developing software and other technology products. By utilizing our offshore
capabilities, expertise and experience in developing complementary IT solutions, we enable our clients
to meet this need.

Manufacturing. We continually monitor emerging technologies to help clients evaluate the benefits
and costs of adopting these new technologies. Our services enable clients to improve supply chain
management, enhance their partner and client relations, enhance enterprise resource planning and
optimize product quality.

Retail.  As the retailing industry moves through a period of significant transformation, with major
chains expanding their presence throughout the world and exposing their brands to new markets,
retailers need to run their IT systems more cost effectively. Our services enable retailers to deliver
consistent customer service (through store sales, call centers and internet websites) and to develop and
extend thgir technology infrastructures.

Transportation. Ihtelligent transportation systems use a variety of technologies in order to
facilitate the movement of people and goods via highways and public transportation systems. We have
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developed a wide range of services specifically tailored for clients within the transportation industry,
including emergency management systems, electronic toll collection and traffic management solutions.

Media, Entertainment and Publishing. We have worked with a variety of media, entertainment and
publishing companies to develop systems for managing and protecting content and digital assets. We
possess the implementation expertise required to gather, analyze and distribute information for
delivering the technical proficiency needed to develop new market opportunities. Our software solution
for intellectual rights management has been chosen and implemented by some of the top market
participants from the entertainment, publishing and advertising industries.

Global Delivery Model

We have local and offshore delivery facilities in North America, Europe and Asia, with a range of
industry expertise, software language and product focuses, and also with varying costs. Each facility has
a high level of management skill, vertical expertise, IT services capabilities and quality at each location.

In each of the 14 countries in which we operate, we apply our expertise to serve both our local
clients and our clients throughout the world as part of our global delivery model. As expertise in
certain technologies, skills or verticals is needed, we routinely assemble teams spanning several of our
locations around the world. By doing this, we reduce or eliminate the need to carry potentially
non-billable staff at each location to handle unanticipated needs or surge capacity, which results in
lower costs on average.

For example, we recently completed a sophisticated web-based document management and
workflow solution for a large, international bio-pharmaceutical firm based in Switzerland. For this
project we used teams from Switzerland, the United States and Israel. Similarly, we are providing SAP
system integration and project services to a large, global law firm using resources from the United
Kingdom and India. In these and virtually all other projects staffed using our global delivery model, the
teams work in their home locations except for periodic travel to the client location for knowledge
transfer, client meetings and implementation work. This model also means that we are substantially less
affected by changing immigration regulations than other well-known offshore vendors. In our model,
the team that remains at the client site throughout the engagement comprises our local resources,
complementing our local presence with our strong vertical experience to the engagement from
inception through completion. Our global delivery model is optimized by a worldwide proprietary
knowledge management system that enables our employees to communicate and share knowledge. In
addition, we continually haost internal training courses.

Other benefits gained by clients from our global delivery model are 24-hour delivery and support
capabilities; built-in redundancy, both in terms of people and facilities; and the availability of a global
knowledge base of business and technical information that is populated, maintained and leveraged by
our employees around the globe.

As of December 31, 2004, we employed approximately 5,025 employees worldwide, including
approximately 2,615 in Israel, 1,315 in India, 360 in North America, 430 in Europe and 300 in the Asia
Pacific region.

Sales and Marketing

We market our services to large corporations in North America, Europe and Asia. We have a
leading market presence in Israel and a growing presence in North America and Europe. We sell and
market our services from sales offices located in 14 countries. We manage our business and results of
operations as part of a global sales and marketing strategy. As of December 31, 2004, we had
approximately 200 direct sales persons and approximately 80 account managers.




Our sales and marketing strategy focuses on increasing awareness of and gaining new business
from target clients and promoting client loyalty and repeat business among existing clients. We
constantly seek to expand the nature and scope of our engagements with existing clients by increasing
the volume of our business and extending the breadth of services offered. Members of our executive
management team are actively involved in business development and in managing key client
relationships through targeted interaction with our clients’ senior management.

. . For each prospective project, we assemble a team of our senior employees, drawn from various
disciplines within our company. The team members assume certain roles in a formalized process, using
their combined knowledge and experience to understand the client’s needs, design a solution, identify
key decision makers and maximize the strength of our bid. This approach allows for a smooth
transition to execution once the sale is completed. We typically bid against other IT services providers
il response to requests for proposals.

Our sales and marketing teams work with our technical team as the sales process moves closer to
the client’s selection of an IT service provider. The duration of the sales process varies depending on
the type of service, ranging from approximately two months to over one year. Throughout the process,
the account manager or sales executive works with the technical team to:

* define the scope, deliverables, assumptions and execution strategies for a proposed project;
* develop project estimates;

* prepare pricing and margin analysis; and

* finalize sales proposals.

Management reviews and approves proposals, which are then presented to the prospective clients.
Our sales and account management personnel remain actively involved in the project through the
execution phase. We focus our marketing efforts on businesses with extensive information processing
needs. We maintain what we believe to be a state-of-the-art prospect/client database that is
continuously updated and used throughout the sales cycle from prospect qualification to close. As a
result of this marketing system, we are able to pre-qualify sales opportunities and direct sales
representatives are able to minimize the time spent on prospect qualification. In addition, substantial
emphasis is placed on client retention and expansion of services provided to existing clients. In this
regard, our account managers play an important marketing role by leveraging their ongoing
relationships with each client to identify opportunities to expand and diversify the type of services
provided to that client.

Clients .

We presently serve over 500 clients in a wide range of industries. Our clients vary in size and
include ‘a number of Fortune 1000 and Global 2000 companies. For 2004, no client represented more
than 5% of our annual revenues, and our largest 20 clients together represented approximately 37% of
our revenues. Agencies of the government of Israel, in aggregate, represented 12% of our pro forma
revenue in 2004.
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The percentage of our revenues derived from Israeli clients has been steadily decreasing as we
have expanded our global presence. Our revenues for the periods presented, broken down by
geographic area, are as follows:

Year ended December 31,

Pro Forma

000 2002 2008 20080 2004
Istael . o oo e e 93% 80% 68% 60% 57%
United States . .. ... oot e 3 14 16 21 25
BEurope ... ... .. 4 7 13 14 13
Asiaand the Far East . . .. ... .. .. . . — — 3 5 5
Others ............................................ — _— _1 —_O _1—
Total ..o e 100% 100%*100%* 100%  100%*

*  Due to rounding, the aggregate percentage for this pericd does not appear to equal 100%.
(1) Pro forma assumes completion of our acquisition of Apar on January 1, 2003.

The percentage of our revenues derived from outsourcing (including offshore development) has
been steadily increasing. Based on estimates derived from internal management operating data, the
proportion of our revenues by type of service for the periods presented is:

Year ended December 31,

Pro Forma

2001 2002 2005 _2003(1) 2004
System Integration and Application Development . ... ......... 55% 46% 35% 31% 30%
Qutsourcing (including offshore development) ............... 17 16 31 39 47
Software and Consulting . .. ....... ... ... . ... ... 19 18 16 14 14
Quality Assurance and Training . . ... ........ ... .. ........ 5 16 11 10 5
Other. ... ... 4 4 7 6 _ 4
Total . ... 100% 100% 100% 100%  100%

(1) Pro forma assumes completion of our acquisition of Apar on January 1, 2003.

Our client base includes leading worldwide and regional entities. The clients listed alphabetically
below are among our largest clients, based on revenues, in each of our verticals:

Government and Defense Financial Services
* Czech Office for Surveying, Mapping and ¢ Achmea Zorg
Cadastre * American Express
* Insta * Bank Hapoalim
* Israel Aircraft Industries * Bank Leumi
* Israel Airport Authority * Capco
¢ Israel Court Authority * CIBC
* Israel Ministry of Defense * Citibank
* Israel Ministry of Finance * Credit Suisse First Boston
* Israel Ministry of Justice * Deutsche Bank
* Lockheed Martin * Generali Group
* Tadiran Systems * Industrial Development Bank of Israel Ltd.
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Israel Discount Bank Ltd. High-Tech and Independent Software Vendors

* Menzis . ,
« Softtek, S.A. de C.V. Business Objects
. ¢ Check Point
*. Swiss: Re :
* Waldviertler Sparkasse * Chordiant
‘ e P * Cobalt Group
Telecommunications and Utilities * Comverse
‘ * Documentum
* AT&T * Indus
¢ Cellcom * Interwise
* Czech Telecom » Portal Software
* Israel Electric Company
* Orange Retail, Media, Entertainment and Publishing
¢ Starhub

¢ Kurt Salmon Associates

* Stfedocéska Energetika (STE) « Pearson Publishing

Life Sciences and Healthcare * SuperSol
» Bristol Myers Squibb Manufacturing and Transportation
: g;lazlétr Health Services v * American Automobile Association (AAA)
» Schering Plough * Coca-Cola
e g « EL AL Airlines
e Serono ‘£
T * Philips
o * Raytheon
~* VITAS

Business Partners and Alliances

We have strategic alliances and partnerships with leading global software, infrastructure and
consulting vendors, thereby expanding the variety of technologies and capabilities we offer to our
clients. We continuously evaluate partnership opportunities and add new partners to ensure that we are
positioned to deliver what we believe to be the most effective and advanced solutions to our clients. We
also maintain the highest level of certification with many of our key partners in order to obtain early
access to new product offerings and to influence the development of new products and offerings. We
take great pride in being “technology independent” in that we approach each project we undertake
with no préconceived notions regarding the technology that will ultimately be deployed, and we
recommend what we believe to be the most effective technology for our clients’ needs.

We have over 100 alliances and partnerships around the world. Some alliances are specific to
certain verticals and others are specific to certain markets in which we operate. Some key alliances and
partnerships that are applicable across multiple industry verticals and across multiple geographies, and
with whom we conduct business, are described in the chart below.

Alliance Partner Alliance Description

Archstone Consulting .. ................... We partner with Archstone Consulting to provide
a range of business consulting and solutions
services to life sciences and healthcare clients in
the United States and Europe.

BEASystems . ... ..ot We work with BEA Systems around the world to
deliver powerful, scalable solutions built on BEA's
application server, portal and EAI platforms.
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Alliance Partner

Deloitte

Documentum

Interwise

Kurt Salmon Associates (KSA)

Mercury Interactive

Microsoft
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Alliance Description

We partner with Capco to provide a combination
of onsite and offshore services to Capco and its
clients in the financial services sector throughout
the world, including co-development of products,
systems integration services and application
managed services.

We partner with Deloitte as a Tier 1 provider of
IT services at locations across North America and
Asia, spanning a range of verticals and service
offerings.

We partner with Documentum worldwide to
deliver robust, validated and high performing
document and content management systems and
workflow solutions to our clients.

We are the main EMC business partner in Israel,
providing customized storage solutions to
enterprise clients.

We work with IBM around the world to offer a
broad array of scalable solutions built on IBM
software and hardware platforms. In addition, we
have supplier agreements with IBM in the United
States, Asia Pacific and Israel for services,
software and hardware.

We partner with Interwise to provide customized
enterprise communication services to our clients.
We also provide offshore extended development
services to Interwise.

We support the retail and consumer products
industries through a business alliance with KSA, a
leading management consulting firm. We work as
an integral component of KSA’s teams at several
North American and European consumer
products retailers and suppliers.

We partner with Mercury Interactive as their
certified partner for the implementation and
deployment of testing and QA enterprise projects
around the world.

We work with Microsoft around the world to offer
a broad array of scalable solutions built on
Microsoft’s. NET enterprise platform and other
Microsoft platforms. We are a global Microsoft
Gold Partner with certifications on many
platforms and products, and we have won
numerous Microsoft awards for our solutions.




Alliance Partner Alliance Description

SAP . . We partner with SAP in Israel as the sole product
and professional services arm of SAP in the
country. We also partner with SAP worldwide to
deliver innovative ERP solutions.

Unisys .. ... o We partner with Unisys as their sole distributor
for the Unisys ES7000 enterprise server platform
in Israel, providing solutions for server
consolidation, business intelligence and disaster
recovery planning projects.

While we are not substantially dependent on any one of these partnerships, we believe they
collectively represent a significant competitive advantage for us. Through these partnerships and
alliances, we:

e perform joint engagements;
* gain access to additional opportunities and engagements;

¢ influence the products and services of our partners, through participation in advisory and/or
steering committees;

* in several cases, enhance and extend the products of our partners;

* gain early access to new technologies and products, both for us and for our clients, as well as
enhanced support for their products and platforms; and

* further demonstrate our qualifications for leading technologies and key verticals.

In ‘addition to these benefits, the relationships enhance our ability to: deliver a broad range of IT
services outsourcing; provide us a channel to sell additional services to our clients, such as quality
assurance and training; and make us a more attractive employer, based on our employees’ use of these
advanced platforms and access to our partners.

Some of the certification levels our partners require are difficult to attain, requiring the
demonstration of significant technical expertise, high levels of training and certification, the influencing
of a certain amount of product sales for the partner, certain levels of investment in the products and
technologies of our partners, or other factors. Our relationships with these partners are long-term,
unlike typical vendor relationships.

We have written agreements with some, but not all, of our partners and alliances. The terms of the
agreements vary. In some cases our partners are restricted from using other companies to provide
similar services in certain markets. Some of our partners require that we achieve certain minimum sales
levels to maintain our partner status level. We have oral contracts and working arrangements with the
remainder of our partners and alliances. Although these oral contracts and other arrangements may be
terminated by either party at any time without penalty, they also afford greater flexibility to our
partners and alliances as well as to us.
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Competition

The IT services market has become increasingly competitive in recent years as a result of the
economic downturn and associated decline in IT service spending. While some vendors have not
survived, others have become more aggressive and some low-cost offshore vendors have entered new
markets traditionally dominated by large multinational consultancy firms. The IT services vendors with
whom we compete include:

* consulting firms, such as Accenture Ltd., BearingPoint, Inc. and Cap Gemini Ernst & Young;
* divisions of large multinational technology firms, such as Hewlett Packard Company and IBM;

* IT outsourcing firms, such as Computer Sciences Corporation, Electronic Data Systems
Corporation and Keane, Inc.;

» US-based offshore IT services firms, such as Cognizant Technology Solutions Corp., Covansys
Corp., Syntel Inc. and HCL Perot Systems;

* large Indian IT services firms, such as Infosys Technologies Limited, Satyam Computer Services
Limited, Tata Consultancy Services and Wipro Limited and smaller firms such as Patni and

Symphony;

+ regional IT services firms in certain geographic markets, such as Matrix, Malam and Teldor in
Israel, Logica and Sema in Europe, and First Consulting Group in the United States; and

* in some cases, internal IT departments of our clients.

Some of these competitors are more established, enjoy greater market recognition and have
significantly greater financial, technical and marketing resources than we do. Moreover, the IT services
industry is experiencing rapid changes, primarily consolidation, that are affecting the competitive
landscape. These changes may result in a greater number of competitors with significantly larger
resources than ours. In addition, some of our competitors have added cost competitive offshore
capabilities to their service offerings, which may adversely affect our ability to compete successfully
against these competitors, We expect competition to intensify in the future as current competitors
enhance their service offerings and new competitors penetrate the market due to low barriers to entry.
Existing or future competitors may develop or offer services and products that provide significant
performance, price or other advantages over those we offer.

Our future success will depend in part on our ability to develop and market new or enhanced
services that adequately address changes in technology, industry standards and client requirements and
gain commercial acceptance. Any delay or failure to develop new services or to adapt our services to
technological change and market requirements could have a material adverse effect on our competitive
position. We believe that the principal competitive factors in our business include the ability to:

* provide and leverage deep industry vertical expertise, and integrate this expertise with superior
system integration, software development, QA and support abilities to deliver tailored, high
quality business solutions that generate high returns on investments;

deliver solutions quickly and cost effectively, using an integrated global delivery model with
industry leading methodologies and practices and appropriate SEI certification levels;

* attract and retain experienced, high-quality IT professionals;

* work effectively with leading partners and alliances to offer superior solutions and drive
additional business;

* respond rapidly to meet the challenging demands of each engagement; and
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* grow and thrive in challenging economic times, so that client needs and expectations can be met
reliably and continuously.

We believe we compete favorably based on these factors, and we possess significant competitive
advantages. See “—Competitive Strengths.”

Intellectual Property

Our intellectual property rights are important to our business. We rely on a combination of
copyright, trademark and design laws, trade secrets, confidentiality procedures and contractual
provisions to protect our intellectual property. We currently have no issued patents. We require
employees, independent contractors and, whenever possible, vendors to enter into confidentiality
agreements upon the commencement of their relationships with us. These agreements generally provide
that any confidential or proprietary information developed by us or on our behalf be kept confidential.
These agreements also provide that any confidential or proprietary information disclosed to third
partie$ in the course of our business be kept confidential by such third parties. However, our clients
usually own the intellectual property in the software we develop for them.

We regard our trade name, trademarks, service marks and domain names as important to our
success. We rely on the law to protect our proprietary rights to them and we have taken steps to
enhance our rights by filing trademark applications where appropriate. We have registered our key
brand “Ness” as a trademark in both Israel and in the United States.

Third parties may assert infringement claims against us or claim that we have violated their
intellectual property rights. We are obligated under some client contracts to indemnify our clients if
claims are made against us alleging that we infringe on the proprietary rights of third parties. These
claims, regardless of merit or ultimate outcome, could result in significant legal and other costs, harm
to our reputation and a distraction to management. In particular, growth in the number of business
method and software patents issued to others may greatly limit the solutions we are able to offer our
clients.

Employees

As of December 31, 2004, we employed approximately 5,025 employees, including approximately
4,345 1T professionals. None of our employees is represented by a labor union and we have not
experienced any strikes or work stoppages. We believe our relations with our employees are good.

Our employees in Israel are subject to Israeli labor laws and regulations and other special practices
and employment customs. The laws and regulations principally concern matters such as paid annual
vacation, paid sick days, the length of the workday, payment for overtime and severance pay. Israeli law
generally requires severance pay equal to one month’s salary for each year of employment upon the
retirement or, death of an employee or termination of employment without a valid legal reason.
Furthermare, Israeli employees and employers are required to pay predetermined sums to the National
Insurance Institute, which is similar to the U.S. Social Security Administration. Since January 1, 1995,
these amounts also include payments for national health insurance. Our payments to the National
Insurance Institute. amount to approximately 15% of wages up to a specified amount, of which the
employee contributes two-thirds and the employer contributes one-third.

In addition, by order of the Israeli Ministry of Labor and Welfare, the provisions of a collective
bargaining agreement between the Histadrut (the General Federation of Labor in Israel) and the
Industrialists Association in Israel may be applicable to our employees in Israel. This collective
bargaining agreement principally concerns cost of living increases, vacation and holiday pay, length of
the workday, wage tariffs, termination and severance payments. We provide our employees with
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benefits and working conditions that are at least as favorable as the conditions specified in the
collective bargaining agreement.

Our employees are our most important asset. We believe that the quality and level of service that
our professionals deliver are among the highest in the global IT services industry. We believe we
provide a challenging, entrepreneurial and empowering work environment that demands dedication and
a strong work ethic.

Our training, continuing education and career development programs are primarily designed to
ensure our IT professionals enhance their skill-sets in alignment with their respective roles. We
continually provide our IT professionals with challenging assignments and exposure to new skills,
technologies and global opportunities. We have instituted an appraisal program that incorporates a
feedback system, recognizing high performers and providing constructive feedback and coaching to
under performers. Leadership development is also a key part of our training program,

We believe that our IT professionals receive competitive salaries and benefits and are eligible to
participate in our stock option plans. We have also adopted a performance linked compensation
program that links compensation to both the employee’s and our performance.

Corporate History

Ness Technologies Inc. was incorporated in Delaware in March 1999 in connection with the
acquisition of six Israeli IT companies and their consolidation into a single operating structure. Compro
Software Industries, a privately-held Israeli software consulting company founded in 1985, was acquired
by our founders in December 1997 and by us in April 1999. At the time of its acquisition, Compro had
a staff of approximately 170 people.

We subsequently acquired five Israeli IT services companies:

* Gilad Software and Systems Integration, a privately-held Israeli integration and networking
company founded in 1990 that we acquired in April 1999. At the time of its acquisition, it had
approximately 340 employees.

* Contahal, a publicly-traded Israeli IT services company (traded on the Tel Aviv Stock Exchange),
founded in 1970. We acquired Contahal in May 1999 and took it private in February 2000. At
the time of its acquisition, it had approximately 310 employees.

* Advanced Technology, or ATL, a publicly-traded Israeli IT services company (traded on the Tel
Aviv Stock Exchange), founded in 1969 and engaged in systems integration, application
development and consulting, with main lines of business of IS implementation, military and real
time systems. We acquired ATL in August 1999, and took it private in December 1999. At the
time of its acquisition, it had approximately 650 employees.

* IPEX, a privately-held Israeli systems integration company founded in 1992 that we acquired in
November 1999. At the time of its acquisition, it had approximately 350 employees.

+ [PEX ISI, a privately-held Israeli software development company founded in 1996 that we
acquired in November 1999. At the time of its acquisition, it had approximately 40 employees.

Following completion of these acquisitions, all the acquired companies (six Israeli companies in
total) were consolidated into a single operating structure. The consolidation, which commenced in the
second quarter of 2000 and was completed in the second quarter of 2001, involved a major
reorganization effort and associated investment, including:

¢ rationalization of facilities;

* creation of a new organizational structure;
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* development of a new brand and identity;

* creation and staffing of a new cross functional sales force;

* development and installation of a new ERP system (SAP comprehensive business solution);
o upgrade and consolidation of delivery methodologies and QA practices;

* organic growth through hiring;

. traiﬁing of our staff on new internal systems and methodologies;

* inception of a research and development function;

* creation of our corporate knowledge sharing infrastructure; and

» creation of a legal department.

JTowards the end of 2001, and after becoming a leading IT services company in Israel, we
embarked on our global expansion strategy. The following material acquisitions were made as part of
that strategy:

* Ness U.S.A. Inc., a subsidiary formed to acquire substantially all of the internet based computer
solutions assets and liabilities of Blueflame Inc., a company founded in 1985, out of Blueflame’s
Chapter 11 bankruptcy proceeding in November 2001. At the time of its acquisition, it had 120
employees and annual revenues of approximately $18 million.

 APP Group CEE B.V, a privately-held IT services firm in the Czech Republic and Slovakia
specializing in CRM, ERP, EAI, enterprise asset management and e-commerce solutions in the
utilities, telecommunication, finance, government and manufacturing sectors. APP was
established in 1990 and we acquired it in September 2002. At the time of its acquisition, it had
approximately 180 employees. The Warburg Pincus entities that collectively are principal
stockholders of ours were also principal stockholders of APP at the time of the acquisition.

* Apar Holding Corp., a privately-held U.S./Indian IT services company, founded in 1998 and
providing a wide range of advanced ERP, CRM and EAI software services to the financial
services, manufacturing, telecom, retail sales and logistics sectors, as well as sophisticated

" offshore software engineering development services for large software product companies. In
addition to Apar’s U.S. headquarters, Apar has operations in the United Kingdom, India and
. Singapore, and offices in Canada, Australia, Japan and Malaysia. At the time of its acquisition,
effective in June 2003, it had approximately 1,200 employees. The Warburg Pincus entities that
.collectively are principal stockholders of ours were also principal stockholders of Apar at the
time of the acquisition.

The acquired companies were integrated into our corporate structure, with capabilities and staff
assigned to the various divisions and business groups.

We are continuously seeking to acquire new companies and businesses in order to expand our
global presence and improve our position in our current sites of operation.

Risk Factors

Investing in our common stock involves risks. You should carefully consider the following risk factors
and other information in this report before purchasing our common stock. Any of the risks described below
could result in a material adverse effect on our business, results of operations and financial condition. The
trading price of our common stock may decline due to any of these risks, and you could lose all or part of
your investment.
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Risks Relating to Our Business

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

We have experienced rapid growth in recent periods through both acquisitions and organic growth.
The number of our employees increased from approximately 2,240 as of December 31, 2001 to
approximately 5,025 as of December 31, 2004. We expect our growth to continue to significantly strain
our management and other operational and financial resources. In particular, continued growth
increases the integration challenges involved in:

* recruiting, training and retaining skilled technical, marketing and management personnel;
* maintaining high quality standards;
* preserving our corporate culture, values and entrepreneurial environment;

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

* maintaining high levels of client satisfaction.

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

We may engage in acquisitions, strategic investments, partnerships, alliances or other ventures that
are not successful, or fail to integrate acquired businesses into our operations, which may adversely
affect our competitive position and growth prospects.

We have in the past engaged in acquisitions, strategic investments, partnerships and alliances. We
may acquire or make strategic investments in complementary businesses, technologies, services or
products, or enter into strategic partnerships or alliances with third parties in the future in order to
expand our business. We may be unable to identify suitable acquisition, strategic investment or strategic
partnership candidates, or if we do identify suitable candidates, we may not complete those transactions
on terms commercially favorable to us or at all, which may adversely affect our competitive position
and our growth prospects.

If we acquire another business, we may face difficulties, including:

* integrating that business’ personnel, products, technologies or services into our operations;

* retaining the key personnel of the acquired business;

* failing to adequately identify or assess liabilities of that business;

* failure of that business to fulfill its contractual obligations;

* failure of that business to achieve the forecasts we used to determine the purchase price; and
* diverting our management’s attention from normal daily operations of our business.

These difficulties could disrupt our ongoing business and increase our expenses. As of the date of
this report, we have no agreements to enter into any material acquisition, investment, partnership,
alliance or other joint venture transaction.
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Because we derive a significant portion of our revenues from the Israeli government, a reduction of
government spending in Israel on IT services would reduce, possibly materially, our revenues and
profitability.

We perform work for a wide range of Israeli governmental agencies, including defense, education,
justice and finance, which collectively represented approximately 12% of our revenues in 2004. In 2003,
Israeli government spending was reduced generally, including IT services, adversely affecting our
revenues. In 2004, Israeli government spending, including IT services, remained steady. Any further
reduction in Israeli government spending for political or economic reasons would reduce, possibly
materially, our revenues and profitability. The Israeli economy has experienced a recession over the last
three years. Although our revenues derived from agencies of the Israeli government grew each year
during that period, the size of the overall Israeli IT services market decreased, putting pressure on our
growth rates. As Israel re-enters a period of economic growth, we do not expect any additional
short-term decrease:

Quarterly fluctuations in our results of operations could cause our stock price to decline or fluctuate.

We have experienced, and expect to continue to experience, significant fluctuations in our quarterly
results of operations. During the past eight quarters, our net income ranged from approximately
$0.2 million to approximately $5.4 million. In future periods, our operating results could be below
public expectations, which would likely cause the market price of our common stock to decline.
Numerous factors, some of which are beyond our control, may affect our quarterly results of
operations, including:

* the size, timing and terms and conditions of significant projects;
* variations in the duration, size and scope of our projects;
* contract terminations or cancellation or deferral of projects;

* our ability to manage costs, including personnel and support services costs, and investments
required by us to maintain our existing operations and support future growth;

* currency exchange fluctuations;

* changes in pricing policies by us or our competitors;

* the introduction of new services by us or our competitors; and

* acquisition and integration costs related to possible acquisitions of other businesses.

During recent periods, our quarterly results have fluctuated as a result of the number of working
days in each period and the seasonality of client demand in the IT services industry. Typically our
fourth quarter is strongest, when client demand is greatest, and the second and third quarters are
weakest, when the number of working days in the quarter is lowest in Israel, currently our largest
émploy‘ee location. We expect these factors to continue to be significant in the future, although we
believe that the impact of the number of working days on our results of operations will decrease as our
international business continues to grow.

Our clients typically retain our services for set engagements pursuant to contracts that may be
terminated by them with little or no notice and without termination fees. The termination, cancellation
or deferral of one or more significant projects could materially and adversely affect our operating
results in any fiscal quarter. In addition, we base our current and future expense levels on our internal
operating plans and sales forecasts, and our near-term operating costs are, therefore, to a large extent,
fixed. As a result, we may not be able to sufficiently reduce our costs on a timely basis in any quarter
to compensate for an unexpected near-term shortfall in revenues.
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If we fail to attract and retain highly skilled IT professionals, we may not have the necessary resources
to properly staff projects.

Our success depends largely on the contributions of our employees and our ability to attract and
retain qualified personnel, including technology, consulting, engineering, marketing and management
professionals. Competition for qualified personnel in the IT services industry, in the markets in which
we operate, particularly in India and the United States, is intense and, accordingly, we may not be able
to retain or hire all of the personnel necessary to meet our ongoing and future business needs. If we
are unable to attract and retain the highly skilled IT professionals we need, we may have to forego
projects for lack of resources or be unable to staff projects optimally. In addition, the competition for
highly skilled employees may require us to increase salaries of highly skilled employees, and we may be
unable to pass on these increased costs to our clients, which would reduce our profitability.

If our clients terminate significant contracted projects or choose not to retain us for additional
projects, or if we are restricted from providing services to our clients’ competitors, our revenues and
profitability may be negatively affected.

Our clients typically retain us on a non-exclusive basis. Many of our client contracts, including
those that are on a fixed price, fixed timeframe basis, can be terminated by the client with or without
cause upon 90 days’ notice or less and generally without termination related penalties. Additionally, our
contracts with clients are typically limited to discrete projects without any commitment to a specific
volume of business or future work and may involve multiple stages. In addition, the increased breadth
of our service offerings may result in larger and more complex projects for our clients that require us
to devote resources to more thoroughly understanding their operations. Despite these efforts, our
clients may choose not to retain us for additional stages or may cancel or delay planned or existing
engagements due to any number of factors, including:

e financial difficulties of a 