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KEEPING PACE WITH CHANGE

CONSULTING + TECHNOLOGY - EDITORIAL - PRODUCTION



Our Company

Innodata Isogen helps many of the
world’s leading companies create and
manage information more effectively and
economically. Our customers rely on us to
help them keep pace in rapidly changing
global markets.

Helping Our Customers Keep Pace

Media, publishing and information services companies
are undergoing massive change as technology and
globalization combine to generate new opportunities,
increase competition, and reshape how work is done.
In response, they are building a new generation of
content-rich products and services, and re-conceiving
legacy offerings, to better position themselves for growth.

We work with market leaders in these industries to
develop and maintain products and services that
meet the emerging demand for comprehensiveness,
accessibility and mobility.

Essentially, we take over many of our customers’ core
editorial, production and technology functions, enabling
them to respond to market opportunities, reduce operat-
ing costs and focus on serving their end users across
content verticals including the sciences, technology and
engineering, business and finance, law, education,
consumer media and other areas. We bring a deep
understanding of our customers’ publishing and content
businesses, and a twenty-year track record of success in
helping them meet their goals.

We accomplish this through a global delivery platform that

combines the right people, in the right locations, with
industry-leading tools and workflows. Our customers
leverage our scale and expertise to do many of the things
they would otherwise do themselves... Better, faster and
more economically.

And, as we've grown with our customers, they have
entrusted an ever-increasing range of critical roles to us.
From our roots as a content conversion company, we've
staked out a position as a leader in the Knowledge
Process Outsourcing (KPO) market. We have hundreds
of subject matter experts, many with advanced degrees in
areas such as engineering, medicine and law, who deliver
high-end editorial and authoring capabilities that meet the
needs of demanding audiences. We have also become a
leader in eBook services, fulfilling the production needs of
leading publishers, retailers and device manufacturers.

Extending the Platform

Companies and organizations in a growing range of fields
also outsource their diverse content-related needs to
us. For example, several global technology companies
now depend on us to create accurate and usable techni-
cal communications and documentation. By working with
us, they can reduce costs and provide a higher level of
customer support and satisfaction. We’re authoring the
manuals, designing the help systems and creating the
elLearning materials that enable them to maximize
their end-users’ experience. We also help meet the
needs of law firms, healthcare institutions and other
knowledge-intensive organizations.
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Innodata Isogen at Work

One of our customers is a global eBook retailer that offers a catalog of over 2 million books,
readable on nearly any consumer device including dedicated readers, laptops, iPhones, and other
emerging smart devices. We help them by converting books into eBook-ready formats.

Another customer provides daily, industry-specific e-newsletters for trade groups and professional
organizations from twenty-five different business sectors. Our team performs the research, evalua-
tion, writing, and editing required to deliver these to nearly 3 million executives each morning.

We provide round-the-clock technical writing, editing and eLearning materials and “just in time” call
center documentation for one of the world’s leading global interactive entertainment software
companies using our team of experts in the US, the Philippines and India.

Our consultants are helping one of the world’s largest professional publishing companies transform
the operations of a major business unit by re-designing its content architecture, global sourcing
strategy, and technology implementation.

We are building one of the world’s most comprehensive databases of scientific journal citations for
a leading publisher, extracting information from nearly 18,000 journals. We enable information
discovery by enhancing the material with metadata and cross-linking it to diverse sources.

We were named to several “top ten” categories by the International Association of Outsourcing Professionals (IAOP). The Black

Book of Outsourcing again recognized us this year as a leading provider of outsourced knowledge services to the publishing industry.

In addition, we were once again named to EContent magazine’s “EContent 100” and ranked as one of the leading ITeS and BPO

companies by D&B India.
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Innodata Isogen, Inc.

Fellow Shareholders,

2009 was our third straight year of growth in revenue and
earnings, and we have entered 2010 with the conviction that
Innodata Isogen’s long-term market opportunity remains as
compelling as ever.

We achieved revenues of $79 million in 2009, compared
to $75 million in 2008. We added 37 new customers,
including publishers and leading enterprise and technology
companies.

Our pre-tax earnings grew to $8.3 million, an increase of
49% over $5.5 million in 2008, with improvements at both
the gross margin and operating margin levels. Our gross
margin for the year improved to 31% from 29%, and our
pre-tax earnings improved to 10% from 7%.

During 2009, we generated cash from operations of $12.1
million. Our balance sheet is now stronger than ever, with
cash and equivalents of $26 million and no debt.

In thinking about all this, I sometimes compare our business
to where we were a few years ago, say, for example, at the
end of 2006. The changes are considerable:

e By any metric, whether revenue, earnings, or customer
base, we operate at a fundamentally greater scale and
scope.

« We now possess the ability to deliver differentiated,
knowledge-intensive services, including high-level
product development and sophisticated editorial
functions.

e We’'ve established a commensurate track record of
execution in complex engagements and developed a
leveragable franchise for future growth.

o We are well-aligned with key market drivers such as
eBooks and, more broadly, the shift toward digital and

mobile consumption.

e Our sales reach and consistency is far greater than it was
three years ago.
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Taken as a whole, I believe that we have made good
choices and positioned the company well for the future.
When we look back on this period, I expect that we’ll
conclude that Innodata Isogen’s strategy was sound and
our execution was solid.

Our Opportunity

Along with many others, we fundamentally believe that
the world is now beginning a period of profound evolution
in terms of how people create, distribute, and consume a
wide variety of information. This simple observation
will drive our current business and also provide new
opportunities for expansion.

Untold time, energy and pixels have been expended
debating the implications of this reality for the media and
publishing companies that are our core customers. Some say
information “wants to be free.” Others declare that “content
is king,” or information “wants to be expensive.”

I think that each of these views captures a portion
of the truth. The reality is that in an age of global
hyper-competitiveness, constantly increasing bandwidth
and ubiquitous Internet search, content needs to continually
offer ever-greater value and be more accessible.

As our customers adjust to this environment, they continue
to adopt global sourcing and process re-engineering as key
strategies to lower costs and create information products
that will captivate their next generation of customers. Our
opportunity is to help them along this path.

Seizing the Opportunity
So, how are we capitalizing on this?

The answer is embodied in the investments we’ve made
over the past few years. In 2007 and 2008, we invested in
our high-end editorial Knowledge Process Outsourcing
(KPO) area. The result has been that we’ve driven tens of
millions of dollars in KPO revenue to date, and we’re
now able to address a wide spectrum of complex content
creation requirements.

We’ve also invested in e-book technologies and capabilities.
In a relatively short period of time, leaders such as Amazon
and Sony have created a compelling new value proposition
for consumers. Moreover, they seem to have finally put the
wheels in motion on the long-awaited transition to primarily
digital consumption. Their success has been our success, as
we have become a leader in the space.
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The next step is to transform eBooks into richer, more
interactive next-generation media formats for existing
platforms and new devices. The beginning of 2010 brought
a wave of new devices and service offerings into the space,
some of whom are now our customers.

But, for Innodata Isogen, it isn’t just about “eBooks” as
they’re currently understood by consumers. The playing
field is expanding to include a broader set of content
markets and types, and we’re seeing that a wider range of
our clients must make their portfolios accessible through
new devices. As I write this, Apple’s iPad is just hitting the
market, another example of the trend which, I think, can
drive further consumer adoption of the kinds of products
that we help create.

So, for example, our publisher and device manufacturer
clients are accelerating their efforts to bring magazines
and newspapers onto mobile devices. And ultimately, we
see that there will be implications for the professional
information markets that have historically been the bulk
of our business.

The most recent stage of our investment program,
dating to mid-2009, has been the build-out of our
content-related technology and consulting services areas.
I believe these practice areas will enable us to deepen
our customer relationships, translating into higher growth
for us.

2010 and Beyond

Against this background, in the first quarter of 2010 we
stubbed our toe — big time. A long-time client — who owed
us $1.2 million in receivables — ran into increasing financial
difficulties. Another client cancelled a $6 million project
which was well underway by Q4.

Combined, these events in the fourth quarter resulted
in a $1.2 million reserve and $2 million in lost revenue.
They will also impact our revenue for the first half
of 2010. But we’re putting these setbacks behind us,
responding with operational changes to help avoid
similar issues in the future, and focusing on the
considerable market opportunities that I think will enable
our growth.
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Even had we not incurred these problems, the business — as
currently configured — does not naturally produce a smooth
sequential top- and bottom-line graph. We hope to see this
change as we continue to make progress on client and
project diversification.

We have the opportunity, relationships and resources to
see that the next few years surpass the previous ones. The
world is changing around us, and Innodata Isogen has a
history of adapting and helping customers move with the
times. As with any service business, the main thing is an
understanding of the customers’ needs and a dedication to
executing on their behalf.

We possess this critical ingredient and will be working
hard in 2010 to make sure that it comes across every day. [
am optimistic that by the next time I write you an annual
letter, we will have gotten past the issues that are affecting
us here in early 2010 and re-established a solid growth
path for our investors.

Thanks very much,

Quy

Jack Abuhoff
Chairman & CEO
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Financial Overview

Year Ended Year Ended
$ in Thousands Except Per Share Data December 31, 2009 December 31, 2008
Revenue $79,329 $75,001
Operating Income 8,250 5,342
Operating Income % 10.40% 7.12%
Fully Dilluted EPS $0.28 $0.26

$ in Thousands

As of December 31, 2009

As of December 31, 2008

$80,000

$60,000

$40,000

$20,000

$0

$10,000

$5,000

$0

($5,000)

($10,000)

Cash & Cash Equivalents
Total Assets

Long Term Obligations
Stockholders’ Equity

Revenue’

2005 2006 2007 2008 2009

Operating Income’

2005 2006 2007 2008 2009

1. $ in thousands
2. Free cash flow is defined as Cash Flow from Operating Activities minus Capital Expenditures

$26,480 $13,875
53,565 44,459
1,199 1,671
40,985 29,262
$0.30
$0.15
$0.00 .
($0.15)
($0.30)
2005 2006 2007 2008 2009
1,2
Free Cash Flow
$10,000
$5,000
0 |— g m N
($5,000)
($10,000)
2005 2006 2007 2008 2009



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K
(Mark One)
ANNUAL REPORT UNDER SECTIONL.3 OR 15(d) OF THE SECURITIES EXCHANGE ACT 0£934
For the fiscal year ended December 31, 2009

0 TRANSITION REPORT UNDER SECTION.3 OR 15(d)OF THE SECURITIES EXCHANGE ACT 0£934
Commission file number 0-22196

INNODATA ISOGEN, INC.

(Exact name of registrant as specified in its @rart

Delaware 13-3475943

(State or other jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization)

Three University Plaza
Hackensack, New Jersey 07601

(Address of principal executive offices) (Zip Code)

(201) 371-8000

(Registrant's telephone number)

Securities registered undSection 12(b) of the Exchange #

Title of Each Clas Name of Each Exchangin Which Registere
Common Stock $.01 par va TheNasdar StockMarket, LLC
Securities registered under Section 12(g) of thehBrge Act: None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405%edb#turities Act.
YesO No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ortf8ecl5(d) of the Exchange
Act. YesOO NoM

Indicate by check mark whether the Registrant @9 filed all reports required to be filed by Sewtit3 or 15(d) of the
Securities Exchange Act of 1934 during the pastwsvenonths (or for such shorter period that thei&eant was required to
file such reports), and (2) has been subject tb filing requirements for the past 90 days. ¥s No O

Indicate by check mark whether the registrant lidssnitted electronically and posted on its corpokeb site, if any, every
Interactive Data File required to be submitted padted pursuant to Rule 405 of Regulation S-T (88 of this chapter)
during the preceding 12 months (or for such shopriod that the registrant was required to subsmil post such
files). Yesd No [

Indicate by check mark if disclosure of delinquélars in response to Item 405 of Regulation S-Ki@d contained herein,
and will not be contained, to the best of Regidtsaknowledge, in definitive proxy or informatiotatements incorporated
by reference in Part Ill of this Form 10-K or anpendment to this Form 10-K¢

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, ooa-accelerated filer. See
definition of “accelerated filer and large acceteddfiler” in Rule 12b-2 of the Exchange Act.
Large accelerated fildi Accelerated filed Non-accelerated fileEd Smaller reporting compariy

Indicate by check mark whether the registrantstell company (as defined in Rule 12b-2 of the Exge Act).
YesO NoM

The aggregate market value of the registrant’s comstock held by non-affiliates of the registramaged on the closing
price reported on the Nasdaq Stock Market on JOn@@09) was $95,149,175.

The number of outstanding shares of the regissammmon stock, $.01 par value, as of Februarg@80 was 25,379,246.



DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive proxy statmt for the 2010 Annual Meeting of Stockholdessiacorporated by
reference in Items 10,11,12,13 and 14 of Partflthis Form 10-K.




Item 1.
Item 1A.
Item 1B.
Item 2.
Iltem 3.
Item 4.

Item 5

Iltem 6.
Item 7.

Item 7A.
Item 8.
Item 9.

Item 9A.

Item 9B.

Item 10.
Item 11.
Item 12.
Item 13.
Item 14.
Item 15.

Signatures

INNODATA ISOGEN, INC
Form 10-K
For the Year Ended December 31, 2009

TABLE OF CONTENTS
Part |

Business

Risk Factors

Unresolved Staff Comments
Properties

Legal Proceedings
Reserved

Part Il
Market for Registrant’'s Common Equity, RethStockholder Matters and Issuer
Purchases of Equity Securities
Selected Financial Data
Management's Discussion and Analysis ofRaial Condition and Results of
Operations
Quantitative and Qualitative Disclosuresat Market Risks
Financial Statements and Supplementary Data
Changes in and Disagreements with Accotsitam Accounting and Financial
Disclosure
Controls and Procedures
Report of Management on Internal Control over Raial Reporting
Report of Independent Registered Public Accourfing
Other Information

Part 11l
Directors, Executive Officers and Corper@bvernance
Executive Compensation
Security Ownership of Certain Beneficialii@rs and Management and Related
Stockholder Matters
Certain Relationships and Related Tramwmastand Director Independence
Principal Accounting Fees and Services

Part IV
Exhibits, Financial Statement Schedules

Page

16
16
16
17

18

19
20

33
34
34

34
35

36

38

39
39
39

39
39

40



PART |

Disclosures in this Form 10-K contain certain fomddooking statements, including without limitatjon
statements concerning our operations, economicopadnce, and financial condition. These forward-
looking statements are made pursuant to the safbohagprovisions of the Private Securities Litigatio
Reform Act of 1995. The words “estimate,” “beligvéexpect,” and “anticipate” and other similar
expressions generally identify forward-looking staents, which speak only as of their dates.

These forward-looking statements are based largelgur current expectations, and are subject taimber
of risks and uncertainties, including without liatibn, the primarily at-will nature of the Compasy’
contracts with its customers; and the ability ofstmumers to reduce, delay or cancel projects, incgd
projects that the Company regards as recurring; toanng revenue concentration in a limited numbér o
clients; continuing reliance on project-based workability to replace projects that are completedncelled
or reduced; depressed market conditions; changesxtarnal market factors; the ability and willinggseof
our clients and prospective clients to execute mags plans which give rise to requirements fortdigi
content and professional services in knowledge gssing; difficulty in integrating and deriving syges
from acquisitions; potential undiscovered liab#$i of companies we acquire; changes in our busioess
growth strategy; the emergence of new or growingetitors; various other competitive and technatagi
factors; and other risks and uncertainties setifarhder “Risk Factors.”

Our actual results could differ materially from thesults referred to in the forward-looking statertse In
light of these risks and uncertainties, there cannlo assurance that the results referred to inftrevard-
looking statements contained in this release vatus.

We undertake no obligation to update or review guiglance or other forward-looking information, whet
as a result of new information, future developmentstherwise.

Item 1. Description of Business.
Business Overview

We provide knowledge process outsourcing (“KPO"vees, as well as publishing and related
information technology (“IT”) services, that helgading media, publishing and information services
companies create, manage and maintain their predii also provide our services to companies ieroth
information-intensive industries, such as informatitechnology, manufacturing, aerospace, defense,
government, law and intelligence.

We help our clients lower costs, realize produttigains and improve operations, enabling them to
compete more effectively in demanding global market

Our publishing services include digitization, corsien, composition, data modeling and XML
encoding. Our KPO services include research aatysis, authoring, copy-editing, abstracting, indgxand
other content creation activities. We often combinblishing services and KPO services within a Ising
client engagement, providing an end-to-end corgepply chain solution.

Our staff of IT systems professionals design, imm@et, integrate and deploy systems and
technologies used to improve the efficiency of atitig, managing and distributing content.

We use a distributed global resource model. Ouhames workforce (consisting of consultants,
information architects, solution architects, ané@gopam managers) works from our North American and
European offices, as well as from client sites. @istributed global workforce (consisting of encgje
graphic artists, project managers, programmers, aahitects performing publishing services, arnvhaded



degree holders such as physicians, attorneys, MBWsengineers who perform our KPO services) deliver
those services from our ten offshore facilitiegndia, the Philippines, Sri Lanka and Israel.

For fiscal 2009, our revenue was $79.3 million,respnting an increase of 6% over 2008, and our
income before income taxes was $8.3 million, ameiase of approximately 49% compared to income befor
income taxes in 2008 of $5.5 million. For fiscaD8)our revenue was $75.0 million, representinqharease
of 11% over 2007, and our income before incomesaxas $5.5 million, as compared to income before
income taxes in 2007 of $4.5 million, representingncrease of approximately 23%.

Services that are ongoing in nature generate wdeategard as recurring revenues. Services that
terminate upon completion of a defined task gerendtat we regard as project, or non-recurring, mege.
Approximately 65% of our revenues were recurringhim fiscal year ended December 31, 2009 as coahpare
68% in the fiscal year ended December 31, 200854h4a in the fiscal year ended December 31, 2007.

Our business is organized and managed around teaers: a vertical industry focus, a horizontal
service/process focus, and a focus on supportigeatpns.

Our vertically-aligned groups understand our ¢fiehusinesses and strategic initiatives and ales tab
help them meet their goals. With respect to mgalilishing and information services, for example, mave
continued to hire experts out of that sector tatgisth solutions and services tailored to companiésat sector.
They work with many of the world’s leading mediaibfishing and information services companies, dgali
with challenges involving new product creation, darct maintenance, digitization, content managenaent
content creation.

Our service/process-aligned groups are compritedgineering and delivery personnel responsibie fo
creating the most efficient and cost-effective eostworkflows. These workflows integrate proprietanyd
third-party technologies, while harnessing the benef a globally distributed workforce. They aesponsible
for executing our client engagements in accordamite our service-level agreements and ensuringitlie
satisfaction.

Our support groups are responsible for managimtiverse group of enabling functions, including
human resources and recruiting, global technolofygstructure and physical infrastructure and itées.

Our Opportunity

Media, publishing and information services companias well as companies in other content-
intensive sectors, are increasingly seeking waysdace content costs as well as to accelerateetigliimes
and improve quality. Increasingly, they view outsziing, along with technology and process re-enginge
as crucial strategies for accomplishing these tibes:

The trend toward outsourcing has accelerateddenteyears. Businesses are outsourcing their adtern
processes — often to offshore providers — to imprmroductivity and manage costs. By leveraginghoife
talent, companies are increasingly boosting theafits, productivity, quality levels, business valand
performance. As outsourcing to offshore providees become more accepted, a growing number of
organizations have become more confident in makltiiegdecision to outsource business operations @ As
and other high-value labor markets. Moreover, thigon of what can be outsourced and the benefisdan
be achieved via outsourcing continue to expanantiiemands are evolving toward higher value-adehed
more complex services, including research and aiglgditorial tasks and other knowledge-basedtioms
This trend is driven by competitive pressures a$ ageby advances in technology.

The KPO market is relatively young and is expettedontinue expanding. An increasing number of
companies are outsourcing high-end knowledge warkthey seek to gain cost-savings and operational
efficiencies and access the highly talented woddon the Philippines, India and other countrieliversities



in those countries are graduating thousands offigublawyers, doctors and scientists each yeatesknology
makes it possible to move vast amounts of datasadite globe at relatively low cost, it is now quiost
effective for companies to tap into this labor pool

With respect to information and content processkere is growing awareness that labor cost
reduction is only part of the solution. Advancedanhnologies for creating, managing, finding, sigaand
delivering content (including text analytics, semmariechnologies and search technologies) haveletab
what were previously manual tasks to become efthigror partially automated.

As a result, content-driven companies, like megligalishing and information services companies, are
increasingly relying on service providers, suchnm®data Isogen, to provide both outsourcing atated IT
services.

To meet this demand, we have assembled dedicadets tef scientists, doctors, lawyers and other
subject matter experts, armed with an in-depth rstaleding of complex technical material. For insieg@
numbers of clients, we are becoming an extendedopaheir work teams, helping them enhance andtere
content, write technical documentation and delresearch and analysis services utilizing globabuess as
well as advanced technologies.

Our Services

We believe that we have developed an effectiveofatore competencies that enable us to help
information-intensive companies reduce their ojagacosts, realize benefits of scale and flexibéestc
structures and achieve significant process imprevesn Our business model combines a global offsstafé
on-site staff and technologists who integrate ialy-developed and best-in-class third party pobslio
continually improve the efficiency of our processes

We provide a broad and expanding range of publistservices, knowledge process outsourcing
services and engineering and consulting services.

Publishing Services -©ur publishing services include activities suchdagitization, conversion,
composition, data modeling and XML encoding. Twgflic we bill clients for services based upon timitsu
of information we produce and deliver.

We are helping customers take advantage of thefasing eBook market by converting books into
eBook-ready formats. One of our customers, for gams a global eBook retailer that offers a cagabf
over two million books on nearly any consumer deviecluding dedicated readers, laptops, Blackbgrrie
iPhones and other emerging smart devices. We adsk with several of the leading device manufactuisr
the market.

We are also helping leading publishers of sciemtifchnical and medical journals aggregate content
copy-edit author submissions and compose journggé$for both online and print publication. For @ueh
publisher, seeking to build one of the world’s Esgdatabases of scientific journal citations afdrences,
we created records of nearly 15,000 journal tigesg back almost 13 years, encoded in a way thaats
integrated web searches and seamless linking.

Knowledge Processing Outsourcing (KPO) Servieg3ur KPO services specifically target processes
that demand advanced information analysis andpregtion, as well as judgment and decision-makiioy.
information and media companies, these servicekidaccontent creation and enhancement, analytics,
taxonomy and controlled vocabulary development,ehygking, indexing, abstracting, technical writiaand
editing, copy-editing and general editorial sergjdacluding the provision of synopses and anrmtati These
services cover a wide spectrum of disciplines,uidiciy medicine, law, engineering, management, fiean
science and the humanities. To provide these cgsvive have organized knowledge teams that caofsist



educated and highly trained people with expertisgelevant subjects. We typically price our knaige
services based on the quantity delivered or ressurtlized.

For example, we support several providers of nadiformatics products and clinical decision suppo
systems. Our physicians and health care profeasi@neate content for these systems by analyhiedatest
medical journal articles and conference proceedings

In many of our engagements, we perform end-tosemices that combine publishing and KPO
services, using advanced technologies, to provitie dutsourced content supply chain solutionsr é&@mple,
under a long-term engagement, we maintain a ledabigpgraphic citations database, managing, oralbeti
our client, a continuing production process in Whige first aggregate, digitize and convert datanfraultiple
sources and then have healthcare professionalsripednalyses of the data and create derivative fdata
inclusion in the client database. Our engineestadf continues to drive the automation of sevefalhese
underlying processes.

We are also using our KPO delivery capabilitiegt tive use to support information companies as a
springboard to enable us to enter new markets eovdde new services. For example, we are usindemgal
subject matter experts who deliver KPO serviceméalia, publishing and information services compmamie
also provide select KPO services - such as researdidocument review - to corporate law offices kv
firms.

In 2007, we launched a new KPO business area taidardechnical communications services to
clients. This unit started as a technical writimgvice and has expanded to include technical eglitn
learning, mobile and micro learning, translatiord amarketing communication services. The team has
expanded significantly since its inception to imtduproject managers, writers and editors who wooknf
multiple locations across China, the PhilippingsL8nka, India, Israel and the United States.

For example, we are providing technical writingvésgs to a leading global technology manufacturer.
By co-locating teams in China and India where ttlisnt manufactures equipment, and our production
centers in other Asian locales, we have helpeddngpany generate quality documentation — ensuhiagits
customers use its products effectively — while aésthucing our client’s overall costs.

We are also providing round-the-clock writing, edit e-learning and troubleshooting documentation
for one of the biggest video game companies inutbed using our resources in the US, Israel, Ppilips
and India.

Technology Services-- Both our publishing services and KPO services smpported by our
technology engineering teams, comprised of soludiwhitects, analysts, programmers and systengrattes.
A number of our engineering staff have played lestdp roles in the development of structured infation
standards such as Standard General Markup Lang8&J)dL), Extensible Markup Language (XML), as well
as XML-based standards such as Darwin Typing Inétion Architecture (DITA) and S1000D.

Our technologists build the workflow and toolstthe utilize internally for projects that we perfofor
clients on an outsourced basis. They also provadaces directly to clients.

Their role in outsourced projects is to improvécedfncy and quality. They continually design and
develop productivity tools to automate manual psses and improve the consistency and quality ofrauk
product. These tools include categorization engitieg utilize pattern recognition algorithms basen
comprehensive rule sets and related heuristica, eddtaction tools that automatically retrieve dietypes of
information from large data sources, and workfloygtems that enable various tasks and activitiebeto
performed across our multiple facilities.

When working directly for clients, our engineersypde IT services (which include systems integrati



custom application development, applications magmee, tool evaluation and training) which are ds(ty
provided on a project basis that does not genergteficant amounts of recurring revenue. Client® use
these services typically require publishing, perfance support or process automation systems tladileen
information to be created, managed and distributiéiding the most cost efficient and effectiveliaologies.

For example, we helped the world’s leading sofea@mpany create automated processes for reducing
the cost of creating online help information. Ongieeering staff created the systems that are mgede of the
world’s largest manufacturers of computers andpberials to create and publish multi-lingual prodsiugport
and technical information. It also collaboratedwmibckheed Martin to build a content managemeriesysand
digital asset management system for the F-35 Jiikte Fighter program. For a leading electronibligher of
financial data, it automated the process of extrgand normalizing detailed financial informatifsam public
company filings. Our staff defines client requients (often working on-site at clients during thiscess),
write specifications and design, develop, testiatetjrate technologies. Projects vary in size amdttn.

To better support an ongoing engagement with a Hillidn information services company, our
engineering staff developed a machine-aided indesolution that uses lemmatization (the process tha
determines the most crucial term in a sentenceeflect its meaning and context) and semanticallyedr
natural language analysis to deliver precisionraadll at 95% accuracy. Once the text is tokenareassigned
a value according to the words in a particular esece, a set of rules and linguistic filters arentlised to
identify candidate term phrases within the texte Bystem also extracts terms and ranks them baséaeo
decreasing likelihood of accuracy against a thesathat applies simple string matching. This aut@na
enables us to add millions of additional topicsh® publisher’s database, which may then be fuehbanced
by our editorial teams.

Consulting Services- In addition to our publishing, KPO and IT sees$, our consulting practice
works with clients at a strategic business andrteldgy level to address new challenges and optithize
business processes. The practice has primary serthat span content supply chain optimizatiorhrielogy
architecture and strategy, global sourcing, prodmnct market strategy and development, and the geglaot
of content technologies.

For example, we worked with a leading specialisaltheinformation publisher to optimize their
business process across technology, workflow, sayand organizational dimensions. Another custommee
of the world’s largest information media businessiegp in the implementation of a game-changingnelogy
replatforming, has a team of our consultants erdjagdelping them implement this program succebsfilt
one of the leading publishing houses, we helpatstoam production processes, reducing the costaryzt
fabrication by 40%.

Clients

Two clients generated approximately 44%, 47% &% 4f our total revenues in the fiscal years ended
December 31, 2009, 2008 and 2007, respectivelyemias from clients located in foreign countriemngipally
in Europe) accounted for 21%, 21% and 23% of diat tevenues for each of these respective fisaaisye

We have long-standing relationships with many off dients. We have been continually providing
services to our top two clients for over nine yedany of our clients are recurring clients, megriinat they
have continued to provide additional projects taftier their initial engagement. Our track recordielivering
high-quality services helps us to solidify clieeationships and gain increased business from xistirg
clients. As a result, our history of client retentienables us to derive a significant proportiomestnue from
repeat clients.

A substantial portion of the services we provideotir clients is subject solely to their requireteen
Our agreements with clients are in most casesnaté on 30 to 90 days' notice.



Competitive Strengths

Our vertical expertise. We are primarily focused on the media, publighand information services
vertical market. We maintain a staff of highly @ experts to provide a range of end-to-end bgsine
solutions. In addition, we utilize our underlyingrdain experts in law, medicine, finance and engingeo
provide additional value-added KPO services diyectithese sectors.

Our global delivery model. We have operations in seven countries in NortieAca, Europe and Asia.
We provide services to our clients through a coimpnsive global delivery model that integrates Hotal
and global resources to obtain the best economigdtse For example, we create high-end websiteecwnt
using teams from India, the Philippines and Isthat together constitute a global workflow. We asgmilar
approach in providing technical writing servicesatdarge telecommunications company, virtually ijogn
resources from the United States, the Philippimes$ @hina. Our offshore outsourcing centers are ISO
9001:2000 certified and our engineering and IT litgciin Noida, India meets ISO/IEC 27001:2005
specifications.

Our proven track record and reputationBy consistently providing high-quality servicesg have
achieved a track record of project successes.tfdtk record is embodied by our reputation as ddea the
KPO marketplace, especially within the media, mlbfig and information services sector. This repatadr
brand provides an assurance of expertise, quadégigion and risk mitigation.

Our focus on technology and engineeringRather than simply relying on labor cost arlgédo create
value for clients, our engineering team optimiz#giency by integrating proprietary and best-ia&$ third
party tools into our workflows. In addition, our ggneering team provides work directly to our clgnt
helping them achieve improved efficiencies withirit own operations.

Our long-term relationships with clientsWe have long-term relationships with many of olignts, who
frequently retain us for additional projects afeersuccessful initial engagement. We believe theee a
significant opportunities for additional growth titour existing clients, and we seek to expand these
relationships by increasing the depth and breafdtheoservices we provide. This strategy allowsougse our
in-depth client-specific knowledge to provide mdidly integrated KPO services and develop closer
relationships with those clients.

Our ability to scale. We have demonstrated the ability to expand eams and facilities to meet the
needs of our clients. By virtue of the significamtmbers of professional staff working on projeets, are
able to build teams for new engagements quickly. h&ee also demonstrated the ability to hire anth tra
people quickly.

Our internal infrastructure. We utilize established facilities, technology darrommunications
infrastructure to support our business model. W& @nd operate some of the most advanced content
production facilities in the world, which are lirkkdoy multi-redundant data connections. Our WideaAre
Network — along with our Local Area Networks, StggaArea Networks and data centers — is configuriéu w
full redundancy, often with more than one backugnsure 24x7 availability. Our infrastructure islbto
accommodate advanced tools, processes and techasotbgt support our content and technical experts.

Our focus on quality. We believe strongly in quality throughout ourganization. We maintain
independent quality assurance capabilities in abbggaphies where we operate. Our quality teams are
compliant and certified to the ISO 9000:2000 gyatitnagement system standards.

Sales and Marketing

We market and sell our services directly through mrofessional staff, senior management and direct
sales personnel operating out of our corporatedueaters in Hackensack, New Jersey, just outside Wark
City, our Dallas, Texas office and our Paris, Feaaffice. We have four executive-level businesssttgyment
and marketing professionals, and during 2009, wintaiaed approximately 11 full-time sales and mtnig



personnel. We also deploy solutions architectdhrieal support experts and consultants who supibert
development of new clients and new client engagésndinese resources work within teams (both permtane
and ad hoc) that provide support to clients.

Our sales professionals identify and qualify peasy, securing direct personal access to decision
makers at existing and prospective clients. Theyitigte interactions between client personnel andservice
teams to better define ways in which we can asdishts with their goals. For each prospective ntlie
engagement, we assemble a team of our senior eegdarawn from various disciplines within our Compa
The team members assume assigned roles in a fpeghgtirocess, using their combined knowledge and
experience to understand the client's goals arldlmmiate with the client on a solution.

Sales activities include the design and generadfopresentations and proposals, account and client
relationship management and the organization aiada@ctivities.

Personnel from our project analysis group andeogineering services group closely support ourctire
sales effort. These individuals assist the salefin understanding the technical needs of eiand providing
responses to these needs, including demonstrafmomtypes, pricing quotations and time estimates.
addition, account managers from our customer sgicup support our direct sales effort by progdingoing
project-level support to our clients.

Our marketing organization is responsible for digyieg and increasing the visibility and awarenafss
our brand and our service offerings, defining aachmunicating our value proposition, generating ifjadl
early-stage leads and furnishing effective salppai tools.

Primary marketing outreach activities include évemarketing (including exhibiting at trade shows,
conferences and seminars), direct and databaseetimgrkpublic and media relations (including spegki
engagements and active participation in industry technical standard bodies), and web marketinguging
integrated marketing campaigns, search engine atiion, search engine marketing and the maintenand
continued development of external websites).

Research and Development

We did not incur any research and developmensadostach of the three years ended December 31,
20009.

Competition

The market for publishing services and related K@ IT services is highly competitive, fragmented
and intense. Our major competitors include ApeX&uage, Aptara, Cenveo, Infosys, HCL Technologies,
MacMillan India, SPI Technologies and Thomson it

We compete successfully by offering high-qualigrvices and favorable pricing that leverages our
technical skills, IT infrastructure, process knadge, offshore model and economies of scale. Oupetitive
advantages are especially attractive to clientsifimlertakings that are technically sophisticatequire “high-
end” talent, are sizable in scope or scale, ardiraong, or that require a highly fail-safe envinant with
technology redundancy.

As a provider of these services, we also compdie nw-house personnel at existing or prospective
clients who may attempt to duplicate our serviogsduse.

Locations

We are headquartered in Hackensack, New Jersgtyojuside New York City. We have additional



offices in Dallas, Texas; Paris, France; and Bgjji€hina. We have ten production facilities in the
Philippines, India, Sri Lanka and Israel. We wereorporated in Delaware in 1988.

Employees

As of December 31, 2009, we employed approximd&e@lpersons in the United States and Europe and
over 7,000 persons in ten production facilitiegtie Philippines, India, Sri Lanka and Israel. Moftour
employees have graduated from at least a two-yabrge program. Many of our employees hold advanced
degrees in law, business, technology, medicinesanidl sciences. No employees are currently repted by a
labor union, and we believe that our relations with employees are satisfactory.

Corporate Information

Our principal executive offices are located ateEhtniversity Plaza, Hackensack, New Jersey 07601,
and our telephone number is (201) 371-8000. Oursiteehis www.innodata-isogen.com, and information
contained on our website is not included as aqfaibr incorporated by reference into, this AnnRalport on
Form 10-K. There we make available, free of chaaye annual report on Form 10-K, quarterly repaorts
Form 10-Q, current reports on Form 8-K, and anyraimeents to those reports as soon as reasonabticpbde
after we electronically file that material with, furnish it to, the Securities and Exchange Comimis6SEC).

Our SEC reports can be obtained through the Inv&stations section of our website or from the $iéies and
Exchange Commission at www.sec.gov.

Item 1A. Risk Factors.

We have historically relied on a very limited numbe of clients that have accounted for a significant
portion of our revenues, and our results of operatins could be adversely affected if were to lose ooe
more of these significant clients.

We have historically relied on a very limited nwenltof clients that have accounted for a significant
portion of our revenues. Two clients generated@pmately 44%, 47% and 49% of our revenues infideal
years ended December 31, 2009, 2008 and 2007 ctieghe We may lose any of these, or our otheramaj
clients, as a result of our failure to meet orsfatour clients’ requirements, the completion ami@ation of a
project or engagement, or the client’s selectioanafther service provider.

In addition, the volume of work performed for amajor clients may vary from year to year, and
services they require from us may change from y@aear. If the volume of work performed for ourjora
clients varies or if the services they require frosnchange, our revenues and results of operatauis be
adversely affected, and we may incur a loss froraratfpns. Our services are typically subject tentli
requirements, and in most cases are terminable 3@am 90 days’ notice.

A significant portion of our services is provided @ a non-recurring basis for specific projects, ancour
inability to replace large projects when they are empleted or otherwise terminated has adversely
affected, and could in the future adversely affecpur revenues and results of operations.

We provide a portion of our services for specfiiojects that generate revenues that terminate on
completion of a defined task, and we regard thegenues as non-recurring. Non-recurring reveneeseti
from these project-based arrangements accountegbproximately 35%, 32% and 39% of our total reesnn
the fiscal years ended December 31, 2009, 2002a0d, respectively. While we seek, wherever possiih
completion or termination of large projects, to mmubalance periodic declines in revenues with new
arrangements to provide services to the same @ieathers, our inability to obtain sufficient ngusojects to
counterbalance any decreases in such work mayssdyexffect our future revenues and results ofatjmrs.



A large portion of our accounts receivable is paydb by a limited number of clients; the inability ofany of
these clients to pay its accounts receivable wouddlversely affect our results of operations.

Several significant clients account for a largecpetage of our accounts receivable. If any ofd¢he
clients were unable, or refused, for any reasopayoour accounts receivable, our financial coadiind results
of operations would be adversely affected. As otddeber 31, 2009, 31% or $3.6 million, of our acd¢sun
receivable was due from two clients. In the fougtharter of 2009, we recorded a provision for diulibt
accounts of approximately $1.2 million on one of customer balances.

In addition, we evaluate the financial conditionoof clients and usually bill and collect on relaty
short cycles. We maintain specific allowances agaitoubtful receivables. Actual losses on cliedaihees
could differ from those that we currently anticgaind, as a result, we might need to adjust oawatces.
There is no guarantee that we will accurately assks creditworthiness of our clients. Macroecomomi
conditions, such as the continued credit crisis atated turmoil in the global financial systemultbalso
result in financial difficulties, including limitedccess to the credit markets, insolvency or bgotky for our
clients, and, as a result, could cause clientsetaydpayments to us, request modifications to thayment
arrangements that could increase our receivablesad® or default on their payment obligations $o ltiwe
are unable to collect timely from our customers, @aash flows could be adversely affected.

Quarterly fluctuations in our revenues and resultsof operations could make financial forecasting diftult
and could negatively affect our stock price.

We have experienced, and expect to continue terexe, significant fluctuations in our quarterly
revenues and results of operations. During thegdglst quarters, our income (loss) before incoaxes ranged
from a loss of approximately $(3.2) million in tfeurth quarter of 2009 to a profit of approximaté§y.1
million in the first quarter of 2009.

We experience fluctuations in our revenue andiegsras we replace and begin new projects, which
may have some normal start up delays, or we mayhble to replace a project entirely. These aneroth
factors may contribute to fluctuations in our résof operations from quarter to quarter.

A high percentage of our operating expenses,coiatly personnel and rent, are relatively fixed in
advance of any particular quarter. As a resultntici@ated variations in the number and timing of projects,
or in employee wage levels and utilization rateaymause us to significantly underutilize our piighn
capacity and employees, resulting in significamat®ns in our operating results in any particujaarter, and
have resulted in losses.

The economic environment and pricing pressures codiinegatively impact our revenues and operating
results.

Due to the intense competition involved in the outsing and information technology services, we
generally face pricing pressures from our clie@ar ability to maintain or increase pricing is resed as
clients generally expect to receive volume discaurgpecial pricing incentives as we do more bissirveith
them; moreover, our large customers may exercisspre for discounts outside of agreed terms.

In addition, a significant portion of our revenueas derived from customers located in the U.S. and
Europe. If the U.S. or European economy contineesveéaken or slow, pricing for our services may be
depressed, which may adversely impact our revemeprofitability.

If our clients are not satisfied with our servicesthey may terminate our contracts with them or our
services, which could have an adverse impact on obusiness.

Our business model depends in large part on olityatn attract additional work from our base of
existing clients. Our business model also depend®lationships our account teams develop withotiants



so that we can understand our clients’ needs alinedsolutions and services that are tailorechtwse needs.
If a client is not satisfied with the quality of vkoperformed by us, or with the type of servicesolutions

delivered, then we could incur additional costaddress the situation, the profitability of thatrilvenight be

impaired, and the client’s dissatisfaction with gervices could damage our ability to obtain addai work

from that client. In particular, clients that aret satisfied might seek to terminate existing cactss, which

would mean that we could incur costs for the sejgerformed with no associated revenue upon tetiam

of a contract. This could also direct future busimto our competitors. In addition, negative putylicelated

to our client services or relationships, regardtdsss accuracy, may further damage our busingsaffiecting

our ability to compete for new contracts with catrand prospective clients.

Our business will suffer if we fail to develop newservices and enhance our existing services in orday
keep pace with the rapidly evolving technologicalrerironment or provide new service offerings, which
may not succeed.

The outsourcing, information technology and comsglservices industries is characterized by rapid
technological change, evolving industry standaads®nging customer preferences and new product and
service introductions. Our future success will depen our ability to develop solutions that keepegaith
changes in the markets in which we provide servi¥és cannot assure you that we will be successful i
developing new services, addressing evolving telcgnes on a timely or cost-effective basis or,Hese
services are developed, that we will be succeésftiie marketplace. In addition, we cannot assore that
products, services or technologies developed bersthvill not render our services non-competitive or
obsolete. Our failure to address these developmamikl have a material adverse effect on our bgsine
results of operations and financial condition.

We depend on third-party technology in the provisia of our services.

We rely upon certain software that we license fitbimd parties, including software integrated with
our internally developed software used in the miovi of our services. These third-party softwacenises
may not continue to be available to us on commiyaieasonable or competitive terms, if at all. eTlbss of,
or inability to maintain or obtain any of thesetsaire licenses, could result in delays in the miovi of our
services until we develop, identify, license antkgnate equivalent software. Any delay in the psimri of
our services could damage our business and adyexffett our results of operations.

We compete in highly competitive markets that havéow barriers to entry.

The markets for our services are highly competiand fragmented. We compete successfully against
our competitors in the future, however some of campetitors have longer operating histories, Sicguittly
greater financial, human, technical and other nessuand greater name recognition than we doe liail to be
competitive with these companies in the future,may lose market share, which could adversely affect
revenues and results of operations.

There are relatively few barriers preventing conigs from competing with us. We do not own any
patented technology that would preclude or inhaliters from entering our market. As a result, neavket
entrants also pose a threat to our business. ¥decampete with in-house personnel at current ansppctive
clients, who may attempt to duplicate our servigsieg their own personnel. We cannot assure yduoiina
clients will outsource more of their needs to uthmfuture, or that they will not choose to previdternally the
services that they currently obtain from us. Ifave not able to compete effectively, our reveraumbresults of
operations could be adversely affected.

We may fail to attract and retain enough sufficienly trained employees to support our operations, as

competition for highly skilled personnel is signifcant. These factors could have a material adverse
effect on our business, results of operations, fimaial condition and cash flows.
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The outsourcing industry relies on large numberskilfed employees, and our success depends to a
significant extent on our ability to attract, hitegin and retain qualified employees. The outsogrindustry,
including our Company, experiences high employ&éiah. Increased competition for these profesalsnin
the outsourcing industry or otherwise, could haweadverse effect on us. A significant increasehia t
attrition rate among employees with specializedllsskcould decrease our operating efficiency and
productivity.

In addition, our ability to maintain and renew éxig engagements and obtain new businesses will
depend, in large part, on our ability to attracirt and retain personnel with skills that enaldeaikeep pace
with growing demands for outsourcing, evolving istty standards and changing client preferences. Our
failure to attract, train and retain personnel with qualifications necessary to fulfill the neefl®ur existing
and future clients or to assimilate new employeesassfully could have a material adverse effecoan
business, results of operations, financial conditiad cash flows.

Disruptions in telecommunications, system failuresgata corruption or virus attacks could harm our
ability to execute our global resource model, whicleould result in client dissatisfaction and a reduton
of our revenues.

We use a distributed global resource model. Ouhamesworkforce provide services from our North
American and European offices, as well as frormtlgites; and our offshore workforce provide segifrom
our ten overseas production facilities in the Bpiles, India, India, Sri Lanka and Israel. All aylobal
facilities are linked with a telecommunicationswertk that uses multiple service providers. We may re
able to maintain active voice and data communioatizetween our various facilities and our cliesitgs at
all times due to disruptions in these networkstesydailures, data corruption or virus attacks. Aignificant
failure in our ability to communicate could resuft a disruption in business, which could hinder our
performance or our ability to complete client potgeon time. This, in turn, could lead to cliergsditisfaction
and an adverse effect on our business, resultsayhtions and financial condition.

Our international operations subject us to risks imerent in doing business on an international levekny
of which could increase our costs and hinder our gmwth.

The major part of our operations is carried othi Philippines, India, Sri Lanka and Israel, wiule
headquarters are in the United States and outtlga primarily located in North America and EwopwWhile
we do not depend on revenues from sources interthe countries in which we operate, we are nbetass
subject to certain adverse economic factors rgatin overseas economies generally, including ioffat
external debt, a negative balance of trade andranggoyment. Other risks associated with our irdgonal
business activities include:

« difficulties in staffing international project:é@ managing international operations, includingroeming
logistical and communications challenges;

* local competition, particularly in the Philipgis, India and Sri Lanka;
* imposition of public sector controls;

 trade and tariff restrictions;

* price or exchange controls;

* currency control regulations;

« foreign tax consequences;

« labor disputes and related litigation and li&il
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* limitations on repatriation of earnings; and
« the burdens of complying with a wide varietyfafeign laws and regulations.
One or more of these factors could adversely affecbusiness and results of operations.

Our international operations subject us to currencyexchange fluctuations, which could adversely affec
our results of operations.

To date, most of our revenues have been denordiiratd.S. dollars, while a significant portion afro
expenses, primarily labor expenses in the Philggirindia, Sri Lanka and Israel, is incurred in kbeal
currencies of countries in which we operate. Farfcial reporting purposes, we translate all noitéd States
denominated transactions into dollars in accordavitteaccounting principles generally acceptechim t/nited
States. As a result, we are exposed to the rakflictuations in the value of these currencidatite to the
dollar could increase the dollar cost of our operatand therefore adversely affect our resultspefations.

The Philippines and India have at times experigigh rates of inflation as well as major fluctaas
in the exchange rate between the Philippine pedareU.S. dollar and the Indian rupee and the do8ar.
Continuing inflation without a corresponding dealans of the peso and rupee against the dollanymother
increase in the value of the peso or rupee reltditiee dollar, could adversely affect our resafteperations.

There is no guarantee that our financial resullsmat be adversely affected by currency excharage
fluctuations or that any efforts by us to engagiirign currency hedging activities will be effeet Finally, as
most of our expenses are incurred in currenciesr dtfan those in which we bill for the related gms, any
increase in the value of certain foreign currenagainst the U.S. dollar could increase our opegyatosts.

In the event that the government of India, the Phippines or the government of another country
changes its tax policies, rules and regulations, ptax expense may increase and affect our effectiax
rates.

We are subject to income taxes in both the U.S.ramderous foreign jurisdictions. We are subject to
the continual examination by tax authorities inigndnd the Company assesses the likelihood of méso
resulting from these examinations to determineattiequacy of its provision for income taxes. Althlowge
believe our tax estimates are reasonable, the fie@rmination of tax audits could be materiallffestient
than what is reflected in historical income taxyis@mns and accruals, and could result in a mdteffact on
the Company’s income tax provision, net income ashcflows in the period or period for which that
determination is made. If additional taxes are ss=# it could have an adverse impact on our finhnc
results.

In addition, unanticipated changes in the tax rati®s laws or the interpretation in tax laws in the
jurisdiction where we operate, could affect ouufatresults of operations.

Our operating results may be adversely affected bgur use of derivative financial instruments.

We have entered into a series of foreign curreewdrd contracts that are designated as cash flow
hedges. These contracts are intended to partitifgtahe impact of the movement of the exchangesran
future operating costs of our Asian subsidiaridse hedging strategies that we have implementeday m
implement to mitigate foreign currency exchange régks may not reduce or completely offset ourosxpe
to foreign exchange rate fluctuations and may expm& business to unexpected market, operatiorthl an
counterparty credit risks. Accordingly, we may indosses from our use of derivative financial instents
that could have a material adverse affect on osiniesgs, results of operations and financial coorliti
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Regulations of the Internal Revenue Service may ingse significant U.S. income taxes on our subsidiag
in the Philippines.

Our subsidiaries incorporated in the Philippinesravdomesticated in Delaware as limited liability
companies. In August 2004, the Internal Revenuri&epromulgated regulations, effective August2@04,
that treat certain companies incorporated in forgigisdictions and also domesticated as Delawianged
liability companies as U.S. corporations for U&ldral income tax purposes. We have affectedirdittags
with the Secretary of State of the State of Delawarensure that these subsidiaries are no loryeesticated
in Delaware. As a result, commencing January @52@hese subsidiaries are no longer treated as U.S
corporations for U.S. federal income tax purposekeuthe regulations, and furthermore, are notestitp U.S.
federal income taxes commencing as of such date.

In the preamble to such regulations, the IRS esga its view that dual registered companies de=xtri
in the preceding paragraph are also treated ascbrforations for U.S. federal income tax purpdeegeriods
prior to August 12, 2004. In 2006, the IRS issitsdfinal regulations, stating that neither the penmary
regulations nor these final regulations are retreac Further, additional guidance was releasedhieylRS
which clarified that the regulations upon which wed#ied were not binding on pre-existing entitiegiluday
2006. For periods prior to this date (i.e., piorAugust 12, 2004) these final regulations appglyd the
classification of dually chartered entities is goval by the pre-existing regulations. As suchbeteve that
our historic treatment of these subsidiaries ashawing been required to pay taxes in the UnitedeStfor the
period prior to August 12, 2004 is correct, and lvewe made no provision for U.S. taxes in our fifnc
statements for these entities for the periods poidrugust 12, 2004.

However, we cannot assure you that the InterngbRee Service will not assert other positions with
respect to the foregoing matters, including posgiwith respect to our treatment of the tax conseges of the
termination of the status of our Philippine suleigis as Delaware limited liability companies tlifeguccessful,
could increase materially our liability for U.Sdfral income taxes.

If certain tax authorities in North America and Europe challenge the manner in which we allocate our
profits, our net income could decrease.

Substantially all of the services provided by ésian subsidiaries are performed on behalf of tdien
based in North America and Europe. We believe pinafits from our Asian operations are not suffitign
connected to jurisdictions in North America or Eugdo give rise to income taxation in those judsdins. Tax
authorities in any of our jurisdictions could, haweg challenge the manner in which we allocate mofits
among our subsidiaries, and we may not prevaihis tiype of challenge. If such a challenge weresssful,
our worldwide effective tax rate could increaseyéy decreasing our net income.

An expiration or termination of our preferential ta x rate incentives could adversely affect our resut of
operations.

We currently benefit from the preferential taxeréticentives in the Philippines and Sri Lanka which
provide that we pay reduced income taxes in thagsdjctions for a fixed period of time that varigspending
on the jurisdiction. An expiration or terminatiohtbese incentives could substantially increasevautdwide
effective tax rate, thereby decreasing our netrircand adversely affecting our results of operation

Our earnings may be adversely affected if we changmur intent not to repatriate earnings in Asia or f
such earnings become subject to U.S. tax on a cuntebasis.

We had previously intended to remit $5.1 millionoefr foreign earnings to the U.S. These earnings
represent a portion of our foreign profits earnadrgo 2002. In 2009, we made a reassessmentroplans
to remit such foreign earnings and determinedttiege earnings will be indefinitely reinvested ur foreign
subsidiaries. Thus, we no longer accrue incremdut8l taxes on foreign earnings as these earnirgs a
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considered to be indefinitely reinvested outsid¢éhef United States. While we have no plans to degents
may occur in the future that could effectively fengs to change our current intent not to repatoateforeign
earnings. If we change our intent and repatriaté ®arnings, we will have to accrue the applicabi®unt of
taxes associated with such earnings and pay taaesubstantially higher rate than our effectiveoime tax
rate in 2009. These increased taxes could haveaerialaadverse effect on our business, resultpefations
and financial condition.

In early 2009, President Obama’s administrationoanoed a number of tax-related legislative
proposals that would, among other things, seekffextevely tax certain profits of U.S. companiesresd
abroad. Although the President did not include ssvaf these proposals in the budget he announcedry
2010, Congress could consider any of these meaatigs time. If enacted into law, and dependinghair
precise terms, these proposals could increaseruate and tax payments, and have a material seleéiect
on our business, results of operations and finanoiadition.

Anti-outsourcing legislation, if adopted, could adersely affect our business, financial condition and
results of operations and impair our ability to sewice our customers.

The issue of outsourcing of services abroad by tb8panies is a topic of political discussion ia th
United States. Measures aimed at limiting or retéiig outsourcing by U.S. companies are under dson
in Congress and in numerous state legislatureslewttu substantive anti-outsourcing legislation hasn
introduced to date, given the ongoing debate dusrissue, the introduction of such legislatiopassible. If
introduced, our business, financial condition aasgutts of operations could be adversely affectedi ur
ability to service our customers could be impaired.

Our growth could be hindered by visa restrictions.

Occasionally, we have employees from our othelifi@s visit or transfer to the United States toeme
our clients and work on projects at clients sifgsy visa restrictions or new legislation puttingestriction on
issuing visas could affect our business.

Immigration and visa laws and regulations in thetéth States and other countries are subject to
legislative and administrative changes as wellhasges in the application of standards. Immigradioa visa
laws and regulations can be significantly affedbgdpolitical forces and levels of economic activiur
international expansion strategy and our businessylts of operations and financial condition may b
materially adversely affected if legislative or adisirative changes to immigration or visa laws and
regulations impair our ability to staff projectstivbur professionals who are not citizens of thentxy where
the work is to be performed.

Political uncertainty, political unrest and terrori sm in the Philippines, India, Sri Lanka and Israelcould
adversely affect business conditions in those regis, which in turn could disrupt our business and
results of operations.

We conduct the majority of our operations in thelipbines, India, Sri Lanka and Israel. These
countries and regions remain vulnerable to disomgtifrom political uncertainty, political unrestdarerrorist
acts.

The Philippines continues to experience problemse@ated with an on-going communist insurgency
and an Islamic-separatist one. It also has the Sayyaf Group, an Islamic-separatist group engaged
bombings and kidnappings which is purported to &eehties to the Al Qaeda terrorist organizationhil&/
the locations affected by these groups are not owrafacilities and operations, the nature of bk does not
preclude incidents from occurring anywhere in thertry.

India has experienced terrorist attacks on its [abjmn centers. In addition to the toll causedHhmse

incidents, the allegations that these attacks @y@nized by Pakistan may result in the heightepirtgnsions
and the attendant risks of military confrontation.
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The conclusion of the civil war in Sri Lanka lastay is a welcome development. However, the
concern is that activities may shift towards asytnic@l warfare and terrorist attacks on populatenters.

Since September 2000, there has been a high |éwéblence between Israel and the Palestinians.
Hamas, an Islamist movement responsible for maagl, including missile strikes, against Israelisn the
majority of the seats in the Parliament of the Stalé&an Authority in January 2006 and took contblthe
entire Gaza Strip, by force, in June 2007. Hamas lhanched hundreds of missiles from the Gaza Strip
against Israeli population centers. This led toaamed conflict between Israel and the Hamas during
December 2008 and January 2009.

Any damage to our network and/or information systevould damage our ability to provide service,
in whole or in part, and/or otherwise damage owration and could have an adverse effect on osinbss,
financial condition or results of operations. Fertipolitical tensions brought about by any of thgsaups
and escalation of hostilities could adversely dffear operations based in these countries and ftrere
adversely affect our revenues and results of ojpersat

Terrorist attacks or a war could adversely affect ar results of operations.

Terrorist attacks, such as the attacks of Septetihe?001 in the United States and the attacks in
Mumbai, India in November 2008, and other actsiolewce or war, such as the conflict in Iraq, coaffict us
or our clients by disrupting normal business pcastifor extended periods of time and reducing legsin
confidence. In addition, these attacks may makeestrmore difficult and may effectively curtail oability to
serve our clients' needs, any of which could adeefect our results of operations.

We are the subject of continuing litigation, includng litigation by certain of our former employees.
We are subject to various legal proceedings arichslthat arise in the ordinary course of business.

In addition, the Supreme Court of the Republichaf Philippines has refused to review a decision of
the Court of Appeals in Manila against a Philipgirseibsidiary of the Company that is inactive ansl i@
material assets, and purportedly also against kaotbogen, Inc., that orders the reinstatemertedfin
former employees of the subsidiary to their forrmpesitions and also orders the payment of back wagds
benefits that aggregate approximately $7.5 milliBased on consultation with legal counsel, the Camgp
believes that recovery against the Company is tiesleiss unlikely.

While we currently believe that the ultimate outeownf these proceedings will not have a material
adverse effect on the Company’s financial positimnoverall trends in results of operations, litigatis
subject to inherent uncertainties. Substantial vego against the Company in the above referenced
Philippines actions could have a material adverspact on the Company, and unfavorable rulings or
recoveries in the other proceedings could havetarmabadverse impact on the operating resulthefteriod
in which the ruling or recovery occurs. In additiavur estimate of potential impact on the Company’s
financial position or overall results of operatidos the above legal proceedings could change enfukture.
See “Legal Proceedings”.

Failure to remediate the material weaknesses in oumternal control over financial reporting in
accordance with Section 404 of the Sarbanes-Oxleyctof 2002 could have a material adverse effect on
our business and stock price.

We identified a material weakness in our interraitml over financial reporting for the fiscal ysar
ended December 31, 2008 and 2009. We identifiedvileahad errors in the computation of deferred tax
assets and related income tax benefit. Accordingyamended our Form 10-K for 2008 and Form 104Q fo
September 30, 2009, to correct such errors. Althotlige errors were detected in December 2009, the
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mitigating controls were implemented after the efthe year and, therefore, we have determinedftintter
tests are required before we consider the mategakness remediated. As defined by the Public Cagnpa
Accounting Oversight Board Auditing Standard NoaSnaterial weakness is a deficiency or a comlmnati
of deficiencies over financial reporting such ttiare is a reasonable possibility that a materiaktatement
of the annual or the interim financial statemenils wot be prevented or detected. Our failure tocassfully
remediate the material weakness could cause wElttw fmeet our reporting obligations and produosety
and reliable financial information. Additionally & failure could cause investors to lose confidenceur
reported financial information, which could haveegative impact on our financial condition and ktprce.

It is unlikely that we will pay dividends.

We have not paid any cash dividends since ourptime and do not anticipate paying any cash
dividends in the foreseeable future. We exped¢tdbaearnings, if any, will be used to finance growth.

Item 1B. Unresolved Staff Comments.
None.
Iltem 2. Properties.

Our services are primarily performed from our Hawkack, New Jersey headquarters, our Dallas,
Texas office, and ten overseas production fadlitiethe Philippines, India, Sri Lanka and Isradilpf which
are leased. The square footage of all our leasgukbpies is approximately 450,000.

We currently lease property sufficient for our ipess operations, although we may need to lease
additional property in the future. We also beli¢vat we will be able to obtain suitable additiofailities on
commercially reasonable terms on an “as neededs.bas

Iltem 3. Legal Proceedings.

The Supreme Court of the Republic of the Philippihas refused to review a decision of the Court of
Appeals in Manila against a Philippines subsidiarthe Company that is inactive and has no matagakts,
and purportedly also against Innodata Isogen, that, orders the reinstatement of certain formepleyees
of the subsidiary to their former positions andoatsders the payment of back wages and benefits tha
aggregate approximately $7.5 million. Based on eltason with legal counsel, the Company belieJst t
recovery against the Company is nevertheless uylike

The Court of Appeals decision was rendered in (des. CA-G.R. SP No. 93295 Innodata
Employees Association (IDEA), Eleanor Tolentinogétvs. Innodata Philippines, Inc., et al., and-G/&R.
SP No. 90538 Innodata Philippines, Inc. vs. Honlerakcting Secretary Manuel G. Imson, et al. 28 June
2007). Matters relating to execution of this demisiare on file with the Department of Labor and
Employment National Labor Relations Commission, URdip of the Philippines (NLRC-NCR-Case No.07-
04713-2002, et al., Innodata Employees AssocigfibEA) and Eleanor A. Tolentino, et al. vs. Innoaat
Philippines, Inc., et al), and the Department abdraand Employment Office of the Secretary of Laaod
Employment, Republic of the Philippines (Case N&-A&J-0015-2001, In Re: Labor Dispute at Innodata
Philippines, Inc.)

The Company is also subject to various legal prdiogs and claims which arise in the ordinary
course of business.

While management currently believes that the ulinwutcome of these proceedings will not have a

material adverse effect on the Company’s finanisition or overall trends in results of operatiditigjation
is subject to inherent uncertainties. Substantovery against the Company in the above referenced
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Philippines actions could have a material adverspact on the Company, and unfavorable rulings or
recoveries in the other proceedings could havetamabadverse impact on the operating result$iefgeriod
in which the ruling or recovery occurs.

Item 4. Reserved.
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PART Il

Iltem 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities.

Innodata Isogen, Inc. (the “Company”) Common Stixkjuoted on the Nasdaq National Market
System under the symbol “INOD.” On February 191@0there were 91 stockholders of record of the
Company’s Common Stock based on information pravidy the Company's transfer agent. Virtually &ll o
the Company'’s publicly held shares are held iretttname” and the Company believes the actual nuaibe
beneficial holders of its Common Stock to be 4,819.

The following table sets forth the high and lowesgorices on a quarterly basis for the Company's
Common Stock, as reported on Nasdagq, for the twesyended December 31, 2009.

Common Stock

Sale Prices

2008 High Low
First Quarter $ 6.55 $ 4.19
Second Quarter 5.10 2.70
Third Quarter 3.30 2.30
Fourth Quarter 2.65 1.32

2009 High Low
First Quarter $ 3.78 $ 1.85
Second Quarter 5.47 3.15
Third Quarter 8.79 4.26
Fourth Quarter 8.49 4,97

Dividends

The Company has never paid cash dividends onoitsn@n Stock and does not anticipate that it will
do so in the foreseeable future. The future payrokdividends, if any, on the Common Stock is witthe
discretion of the Board of Directors and will degesn the Company's earnings, its capital requirésnand
financial condition and other relevant factors.
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Securities Authorized for Issuance Under Equity Corpensation Plans

The following table sets forth the aggregate imfation for the Company's equity compensation plans
in effect as of December 31, 2009:

Number of
Securities to be Issued Weighted-Average Numbef 8ecurities
Upon Exercise of Exercise Price of Remaining Ailable For
Outstanding Options, Outstanding Options, Futurelssuance Under
Plan Category Warrants and Rights Warrants and Righs Equity Compensation Plans

@) (b) (©)

Equity compensation plans
approved by security holdet3 1,847,000 $ 2.63 1,851,000

Equity compensation plans
not approved by security holders - - -

Total 1,847,000 $ 2.63 1,851,000

W 2009 Stock Option Plan, approved by the stockhs|deee Note 9 to Consolidated Financial Statements
contained elsewhere herein.

Purchase of Equity Securities

In May 2008, our Board of Directors authorized tepurchase of up to $2.0 million of our common
stock. There is no expiration date associated thighprogram. During the year ended December 319,200
did not repurchase any shares of our common sinating the year ended December 31, 2008, we repsech
606,000 shares of our common stock at a cost ofogppately $1.9 million. Approximately $0.1 million
remains available for repurchase under the progaof December 31, 2009. This authorization replacgrior
authorization made in August 2006.

ltem 6. Selected Financial Data.

The following table sets forth our selected cormikd historical financial data as of the datesfand
the periods indicated. Our selected consolidateanfiial data set forth below as of December 319 20
2008 and for each of the three years in the penatbd December 31, 2009 has been derived fromutlited
financial statements included elsewhere herein.gelacted consolidated financial data set fortiowels of
December 31, 2007, 2006 and 2005 and for the ysated December 31, 2006 and 2005 are derived from
the audited financial statements not included edtsze herein. Our selected consolidated financial
information for 2009, 2008 and 2007 should be ré@adconjunction with the Consolidated Financial
Statements and the Notes and “ltem 7. Managem@&mssussion and Analysis of Financial Condition and
Results of Operations” which are included elsewletbis Annual Report oRorm 10-K.
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Year Ended December 31,

2009 2008 2007 2006 2005
(In thousands, except per share data)
STATEMENT OF OPERATIONS DATA:
Revenues $79,329 $75,001 $67,731 $ 40,953 $42,052
Operating costs and expenses
Direct operating expenses 54,761 53,173 48,229 34,316 30,920
Selling and administrative expenses 16,318 16,486 15,633 14,713 13,684
71,079 69,659 63,862 49,029 44,604
Income (loss) from operations 8,250 5,342 3,86¢ (8,076) (2,552)
Other (income) expense
Interest expense 28 56 33 7 18
Interest income (58) (262) (678) (683) (457)
Income (loss) before provision for (benefit
from) income taxes 8,280 5,54¢ 4,514 (7,400) (2,113)
Provision for (benefit from) income taxes 967 (1,110 (52) (77) (462)
Net income (loss) $7313 $6,658 $ 4,56¢ $ (7,323) $ (1,651)
Income (loss) per share:
Basic $ .30 $ .27 $ .1¢ $ (.30 $ (07
Diluted $ .28 $ .26 $ .18 $ (.30 $ (.07)
Cash dividends per share $ - $ - $ - $ - $ -

December 31,

2009 2008 2007 2006 2005
(In thousands)
BALANCE SHEET DATA:
Working capital $ 32,589 $ 21,881 $ 16,329 $ 14,292 $ 21,432
Total assets $53,565  $44,459 $ 38,449 $30,329 $37,611
Long term obligations $ 1199 $ 1671 $ 2,128 $ 1564 $ 548
Stockholders’ equity $40,985  $29,262 $ 23,230 $ 19,009 $ 26,814

Item 7. Management's Discussion and Analysis of i@ncial Condition and Results of Operations.

The following discussion should be read in confiamcwith our consolidated financial statements and
the related notes included elsewhere in this repodddition to historical information, this dission includes
forward-looking information that involves risks amgsumptions which could cause actual results fter di

materially from management’'s expectations. See wkoi-Looking Statements” included elsewhere in this
report.
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Executive Overview

We provide a broad and expanding range of knowelepgigocess outsourcing services as well as
publishing and related information technology sesithat help companies create and manage informatre
effectively and economically. Our solutions enabfganizations to find new ways to transform inédfit
business processes, improve operations and redstse ¢

The following table sets forth, for the periodiitated, certain financial data expressed for kineet
years ended December 31, 2009:

(Dollars in millions)

Years Ended December 31,

2009 % of revenue 2008 % of revenue 2007 % of revenue
Revenues $ 79.3 100.0% $ 75.0 100.0% $ 67.7 100.0%
Direct operating costs 54.7 69.0% 53.2 70.9% 48.2 71.2%
Selling and administrative expenses 16.3 20.6% 16.5 22.0% 15.6 23.0%
Income from operations 8.3 10.4% 5.3 7.1% 3.9 5.8%
Other (income) expense - - 02 _ (06)
Income before provision for
(benefit from) income taxes 8.3 5.5 45
Provision for (benefit from) income taxes 1.0 (1.1 0.1)
Net income $ 7.3 $ 6.6 $ 4.6
Revenues

Our publishing services include digitization, cersion, composition, data modeling and XML
encoding, and KPO services include research anlgsisaauthoring, copy-editing, abstracting, inaexand
other content creation activities. Our IT systewfg@ssionals support the design, implementatioegmattion and
deployment of digital systems used to author, mamagl distribute content. Services that we anteipaclient
will require for an indefinite period generate wha regard as recurring revenues. Services thgtraxéded
for a specific project generate revenues that teataion completion of a defined task, and we retjaede
revenues as non-recurring. We price our publiskergices and KPO services based on the quantiyedsd
or resources utilized and we recognize revenubdrperiod in which the services are performed alideted.
A substantial majority of our IT professional sees is provided on a project basis that generatesacurring
revenues. We price our professional services ohaanly basis for actual time and expense incuroedn a
fixed-fee turn-key basis. Revenues for contraiiscbon a time-and-materials basis are recognazedervices
are performed. Revenues under fixed-fee contradtg;h are not significant to the overall revenuas
recognized on the percentage of completion metli@taunting, as services are performed or milest@re
achieved.

Recurring revenues comprised 65%, 68% and 61%talf tevenues for the years ended December 31,
2009, 2008 and 2007, respectively. We have hestltyi relied on a very limited number of clientsitlhave
accounted for a significant portion of our revenuaso clients generated approximately 44%, 47%48% of
our total revenues in the fiscal years ended Deeef@b, 2009, 2008 and 2007, respectively. We rosg any
of these, or our other major clients, as a redutiup failure to meet or satisfy our clients’ reguments, the
completion or termination of a project or engagetmenthe client’s selection of another servicevpter. We
may also experience significant volume fluctuation.

In addition, the revenues we generate from ouomajents may decline or grow at a slower rate in
future periods than in the past. If we lose anpuf significant clients, our revenues and resafltsperations
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could be adversely affected, and we may incur sftaen operations. Our services are typically scidjo client
requirements, and in most cases are terminable 3@am 90 days’ notice.

Refer to “Risk Factors.”
Direct Operating Costs

Direct operating costs consist of direct payraticupancy costs, depreciation and amortizatiomelkra
telecommunications, computer services and supms,other direct expenses that are incurred iniging
services to our clients.

Selling and Administrative Expenses

Selling and administrative expenses consist of agement and administrative salaries, sales and
marketing costs, new services research and redafeslare development, professional fees and cargutbsts
and other administrative overhead costs.

Results of Operations
Year Ended December 31, 2009 Compared to the YeanBed December 31, 2008
Revenues

Revenues were $79.3 million for the year endedebder 31, 2009 compared to $75.0 million for
the similar period in 2008, an increase of appratety 6%. The $4.3 million increase in revenues was
principally attributable to higher revenues fronreth clients, and was partially offset by a decrease
revenues from two clients. The change in revenfiects an increase of $7.9 million from non-recogri
project revenue and a decline of $3.6 million ioureing revenue.

Two clients generated approximately 44% and 47%uofrevenues in the fiscal years ended December
31, 2009 and 2008, respectively. Further, for thary ended December 31, 2009 and 2008, revenues fro
clients located in foreign countries (principaltyEurope) accounted for 21% of our total revenues.

For the year ended December 31, 2009, approximéty of our revenue was recurring and 35%
was non-recurring, compared with 68% and 32%, sy, for the year ended December 31, 2008.

Direct Operating Costs

Direct operating costs were $54.7 million and $58illion for the years ended December 31, 2009 and
2008, respectively, an increase of approximately Idtrect operating costs as a percentage of reemas
69% for the year ended December 31, 2009 and 71¥%dqear ended December 31, 2008.

The increase in direct operating costs was prafigipttributable to an increase in wage rates and

variable labor (management and production perspiosts, compensation cost of new hires in our utng

and technology group, benefit costs and other tipgraosts in support of increased revenue. Thease in
direct operating costs was partially offset by csestings from restructuring activity undertakerDiecember
2008 and a favorable impact from foreign exchamagesrof approximately $3.0 million in direct opergtcosts
resulting from a strengthening of the U.S. doligaiast the Philippine peso and Indian rupee. Intiaadd direct
operating costs in 2009 reflect $0.3 million inrgafrom the settlement of foreign currency forweodtracts,
compared with $1.1 million in losses from the satiént of these foreign currency forward contract2008.
Direct operating expenses as a percentage of regemas lower in 2009, compared to 2008, principdilg

to higher revenues and less than proportional asaein fixed costs and favorable foreign exchaatgss.
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Selling and Administrative Expenses

Selling and administrative expenses were $16.Bomiland $16.5 million for the years ended
December 31, 2009 and 2008, respectively, a deafid&o. Selling and administrative expenses ageeptage
of revenues was 21% and 22% for the years endednilem 31, 2009 and 2008, respectively. The lower
percentage reflects sustained cost levels on &higlienue base.

The decrease in selling and administrative expemseasipally reflects cost reductions resultingnfra
restructuring program undertaken in December 20®8,favorable impact of foreign exchange rates, @and
decrease in marketing costs and other administratgts. These benefits were partially offset binarease in
the provision for doubtful accounts, approximatgly2 million, for one of our customers and the cengation
costs of new sales executives.

If no effect were given to the $1.2 million prowsifor doubtful accounts, which was recorded fag on
of our customers, selling and administrative expensould have decreased by approximately 8% in 2809
compared to 2008 and, as a percentage of revemoek have been 19% in 2009, compared to 22% 18200

Restructuring Costs

As part of our overall cost reduction plan to regleperating costs, in December 2008, we announced
a restructuring plan that reduced our global wanicé by approximately 260 employees. The majorfty o
these employees was based in Asia and terminatBe:bgmber 31, 2008.

In connection with the restructuring, we recorite@008, a one-time charge of approximately $0.5
million ($0.3 million in direct operating costs ar®D.2 million in selling and administrative expesise
representing severance and other personnel-reéatpenses. We paid $265,000 of the total restrungjuri
charges by December 31, 2008 and paid the remaiailzgnce of $210,000 in 2009.

Income Taxes

For the year ended December 31, 2009, we recorgedvision for income taxes primarily for our
foreign subsidiaries, which was partially offset tiwe benefit recorded for the U.S. entity. Certfireign
subsidiaries enjoyed a tax holiday in 2009. Theome tax holiday for one of our Philippine subsigiar
expired in May 2009 and the income tax holidaydne of our Indian subsidiaries expired in March208s
of December 31, 2009, none of our foreign subsgigaenjoy tax holidays. In addition, certain of doreign
subsidiaries enjoy preferential tax rates. Certaiarseas income is not subject to tax in the Urless
repatriated.

We had previously recorded a deferred tax liabdityapproximately $5.1 million of foreign earnings,
which we intended to remit to the U.S. These egirepresent a portion of our foreign profits edrpgor
to 2002. In 2009, we made a reassessment of ons paremit such foreign earnings and determinedl th
these earnings would be indefinitely reinvesteaun foreign subsidiaries. As a result of the chaimgeur
intent, we reduced our deferred tax liabilitiesatet! to undistributed foreign earnings by approxahya$2.0
million. This reversal of deferred tax liabilitiessulted in a tax benefit, which completely offget provision
for income tax recorded for the U.S. entity. Begignin 2002, unremitted earnings of foreign sulasiéis
have been included in the consolidated financetiestents without giving effect to the United Staeeses
that may be payable on distribution to the Unitddt€s, because such earnings are not anticipatee to
remitted to the United States. If such earningsewerbe distributed, we may be subject to UniteateSt
income taxes that may not be fully offset by foreigx credits.

For the year ended December 31, 2008, the bemefit fncome taxes resulted primarily from the

reversal of a valuation allowance previously reedrdn the U.S. portion of deferred tax assets. &¢erded
no provision for U.S. income taxes, other thandieernative minimum tax, because we utilized negraping
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losses for which we had previously recorded a \tednaallowance against the corresponding deferaed t
asset. The income tax benefit was partially redumethe provision for foreign income taxes attréhle to
overseas subsidiaries.

In assessing the realization of deferred tax asaet consider whether it is more likely than rhatt tall
or some portion of the deferred tax assets will botrealizable. The ultimate realization of theedefd tax
assets is dependent upon the generation of futxable income during the periods in which temporary
differences are deductible and net operating lossegavailable. We consider many factors when sisgpthe
likelihood of future realization of the deferred @ssets, including our recent cumulative earnagerience by
taxing jurisdiction, expectation of future taxabteome, the carryforward periods available to us thx
reporting purposes, and other relevant factorse@apon management’s assessment and the availiddaee,
in 2008 we reversed the entire portion of the v#dnaallowance previously recorded on the U.S.iporbf
deferred tax assets, resulting in a non-cash tagfbeamounting to $2.4 million. The decline in th&luation
allowance in 2008 also resulted from the utilizatwf net operating losses. We utilized approxinyas.8
million and $3.8 million of net operating losses fioe years ended December 31, 2009 and 2008 ctashe
The remaining valuation allowance at December 31092and 2008 represents the allowance we have
established on deferred tax assets of our foreigsigiaries.

Pursuant to an income tax audit by the Indian Bualaxation, in March 2006, one of our Indian
subsidiaries received a tax assessment approxign®@r8 million, including interest through Decemli34r,
2009, for the fiscal tax year ended March 31, 200@. disagree with the basis of the tax assessmadt,
have filed an appeal against the assessment, wigckill contest vigorously. The Indian Bureau ofx@tion
has also completed an audit of our Indian subgidiancome tax return for the fiscal tax year ended
March 31, 2004. The ultimate outcome was favoradohe, there was no tax assessment imposed forsited fi
tax year ended March 31, 2004. In December 2008D@wember 2009, the Indian subsidiary receiveka ta
assessment from the India Bureau of Taxation fer fiscal years ended March 31, 2005 and 2006,
respectively, each approximating $0.3 million, udihg interest through December 31, 2009. We desagr
with the basis of the tax assessments, have filedigpeal against the assessments and will coritest i
vigorously. In 2009, the Indian Bureau of Taxatioammenced an audit of our subsidiary’s incomerégixrn
for the fiscal year ended 2008. The ultimate oute@annot be determined at this time. As we areiroaaty
subject to tax audit by the Indian bureau of Tamtive assessed the likelihood of an unfavoraldesssnent
for the fiscal year 2008 and recorded an additidalprovision amounting to $323,000, includingenaist
through December 31, 2009.

We had unrecognized tax benefits of $1.3 milliod 0.8 million at December 31, 2009 and 2008,
respectively. The portion of unrecognized tax bieneélating to interest and penalties was $0.4aniland $0.2
million at December 31, 2009 and 2008, respectivEhe unrecognized tax benefits as of Decembe@19
and 2008, respectively, if recognized, would havéngact on our effective tax rate.

We are subject to various tax audits and claimsclwiarise in the ordinary course of business.
Management currently believes that the ultimateamute of these audits and claims will not have aenwdt
adverse effect on our consolidated financial positr results of operations.

Net Income

We generated net income of $7.3 million in 2009 parad with net income of $6.7 million in 2008.
The positive change was principally attributabletiie increase in gross margins resulting from iasee
revenues, favorable foreign exchange rates, aawtrdble impact on the settlement of foreign cuoyen
forward contracts, lower selling and administrates@enses as a percentage of revenues, and ovesall
savings from restructuring activity undertaken irecBmber 2008. These were partially offset by
compensation costs related to the hiring of newssakecutives and an increase in the provisioddabtful
accounts, approximately $1.2 million, for one of sustomers. The positive change was also ataiidetto
the reversal of the deferred tax liabilifpased on the intent to reinvest $5.1 million ofefgn earnings
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indefinitely, offset by the reversal of a valuatialowance previously recorded on the U.S. portidn
deferred tax assets, amounting to $2.4 milliond@&and a decrease in interest income on avaitasle as a
result of the decline in interest rates.

Year Ended December 31, 2008 Compared to the YeanBed December 31, 2007
Revenues

Revenues were $75.0 million for the year endedeDder 31, 2008 compared to $67.7 million for
the similar period in 2007, an increase of appretety 11%. The $7.3 million increase in revenudects a
$9.7 million increase from recurring revenue andlexline of $2.4 million from non-recurring project
revenue.

Four clients generated approximately 57% and 61%uofevenues in the fiscal year ended December
31, 2008 and 2007, respectively. Further, for tearyended December 31, 2008 and 2007, revenues from
clients located in foreign countries (principalty Europe) accounted for 21% and 23% respectivélpuo
total revenues.

For the year ended December 31, 2008, approxim&&8ly of our revenue was recurring and the 32%
balance was non-recurring, compared with 61% &%, Jespectively, for the year ended December 31,
2007. The increase in the percentage of recurravgnues is due to ongoing growth in existing client
relationships.

Direct Operating Costs

Direct operating costs were $53.1 million and 248illion for the years ended December 31, 2008 and
2007, respectively, an increase of approximatefb.1Mirect operating costs as a percentage of tmgewas
70% for the year ended December 31, 2008 and 71#%dgear ended December 31, 2007.

The increase in direct operating costs refleaghdri compensation, benefit costs and other opgratin
costs in support of increased revenue, the impafiireign exchange rates of approximately $1.1iamillin
direct operating costs resulting from a weakenel dollar against the Philippine peso and Indigeeuas well
as approximately $1.1 million in losses from thiélement of forward contracts.

If no effect were given to the approximately$mnillion resulting from foreign exchange fluctuati
and $1.1 million of losses resulting from the ssttént of foreign currency forward contracts, digmérating
costs would have increased by approximately 6% 0682as compared to 2007 and, as a percentage of
revenues, would have been 68% in 2008, comparéd%oin 2007.

Selling and Administrative Expenses

Selling and administrative expenses were $16.komiland $15.6 million for the years ended
December 31, 2008 and 2007, respectively, an isered approximately 5%. Selling and administrative
expenses as a percentage of revenues was 22% #ndoP3ne years ended December 31, 2008 and 2007,
respectively. The lower percentage reflects susthtost levels on a higher revenue base.

The increase in selling and administrative expengeincipally reflects increased sales and
administrative payroll and payroll related costs.

Restructuring Costs
As part of our overall cost reduction plan to regleperating costs, in December 2008, we announced

a restructuring plan reducing our global work folbgeapproximately 260 employees. The majority @fstn
employees was based in Asia and terminated by Deee®1, 2008.
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In connection with the restructuring, we recordedne-time charge of approximately $0.5 million
($0.3 million in direct operating costs and $0.dlion in selling and administrative expenses) repreing
severance and other personnel-related expenses.

Income Taxes

For the year ended December 31, 2008, the bemefit fncome taxes resulted primarily from the
reversal of a valuation allowance previously reedrdn the U.S. portion of deferred tax assets. &derded
no provision for U.S. income taxes, other thandieernative minimum tax, because we utilized negfraping
losses for which we had previously recorded a \telnaallowance against the corresponding deferaed t
asset. The income tax benefit was partially redumethe provision for foreign income taxes attréhle to
overseas subsidiaries.

For the year ended December 31, 2007, the benefit fncome taxes represented a deferred tax
benefit arising due to the nature of timing diffeces in certain overseas entities. In additiortageioverseas
income was neither subject to foreign income tdexzmuse of tax holidays granted to us, nor subpetetx in
the U.S. unless repatriated. No provision for inedlaxes, other than alternative minimum tax, wasnaed
for our U.S. entity primarily due to utilization ofet operating losses for which a valuation alloveawas
previously recorded against the corresponding dedeax asset. In 2007, we recorded a benefibirefund
of taxes paid and interest from the IRS amountm@395,000 and $60,000, respectively, which was the
outcome of the final regulation from the IRS resgtin termination of the status of our Philippine
subsidiaries as Delaware limited liability compan{Refer to “Risk Factors”).

In assessing the realization of deferred tax asaet consider whether it is more likely than rhatt tall
or some portion of the deferred tax assets will botealizable. The ultimate realization of théeded tax
assets is dependent upon the generation of futxa&ble income during the periods in which temporary
differences are deductible and net operating lossegavailable. We consider many factors when sisgethe
likelihood of future realization of the deferred @ssets, including our recent cumulative earnegerience by
taxing jurisdiction, expectation of future taxabteome, the carryforward periods available to us thx
reporting purposes, and other relevant factorse@apon management’s assessment and the availidéaee,
in 2008 we reversed the entire portion of the w#naallowance previously recorded on the U.S.iporof
deferred tax assets resulting in a non-cash tagfibemounting to $2.4 million. The decline in thaluation
allowance in 2008 also resulted from the utilizatod net operating losses. In 2008, we utilized@$8illion of
net operating losses. The remaining valuation alme at December 31, 2008 represents the portidmawe
established on deferred tax assets of our foreigsigiaries.

We had previously intended to remit to the Unitadt&s approximately $5.1 million of foreign
earnings for which we recorded a deferred tax litgbiThese earnings represented a portion of owifin
profits earned prior to 2002. Beginning in 2002ramitted earnings of foreign subsidiaries wereuded in
the consolidated financial statements without gjveffect to the United States taxes that may haenb
payable on distribution to the United States, beeauch earnings were not anticipated to be rairtittehe
United States.

Pursuant to an income tax audit by the Indian Buadal axation, in March 2006, one of our Indian
subsidiaries received a tax assessment approxgn&434,000, including interest through December 31,
2008, for the fiscal tax year ended March 31, 200@. disagree with the basis of the tax assessmadt,
have filed an appeal against the assessment, wigchkill contest vigorously. The Indian Bureau ofx@ition
has also completed an audit of our Indian subsidiancome tax return for the fiscal tax year ended
March 31, 2004. The ultimate outcome was favoradie, there was no tax assessment imposed forsited fi
tax year ended March 31, 2004. In December 2008geeegived a final tax assessment from the Indiaa8ur
of Taxation for the fiscal year ended March 31, 2@6r which we have provided adequate tax provision
including interest through December 31, 2008. Waagliee with the basis of the tax assessment; we hav
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filed an appeal against the assessment and witksbit vigorously. In 2008, the Indian Bureau @fxation
commenced an audit of our subsidiary’s income ®&arn for the fiscal year ended 2006. The ultimate
outcome cannot be determined at this time.

We had unrecognized tax benefits of $840,000 artD$00 at December 31, 2008 and 2007,
respectively. The portion of unrecognized tax bigmeklating to interest and penalties was $253,800
$153,000 at December 31, 2008 and 2007, respsctidsl of December 31, 2008 and 2007 respectively,
$664,000 and $564,000 of our unrecognized tax bisnéfrecognized, would have an impact on oueetff/e
tax rate.

We are subject to various tax audits and claimschvlarise in the ordinary course of business.
Management currently believes that the ultimateaue of these audits and claims will not have senlt
adverse effect on our consolidated financial pasitr results of operations.

Net Income

We generated net income of $6.7 million in 2008 parad with net income of $4.6 million in 2007.
The change was principally attributable to the éase in gross margin resulting from increased @s&and
lower selling and administrative expenses as aepéage of revenues, a reversal of a valuation alhoe
previously recorded on the U.S. portion of the defé tax assets amounting to $2.4 million, offsgtab
decrease in interest income on available cashrasudt of decline in interest rates, and an inaéadoreign
effective tax rates resulting in increase in incdenes attributable to our overseas subsidiaries.
Liquidity and Capital Resources

Selected measures of liquidity and capital ressjrexpressed in thousands, are as follows:

December 31,

2009 2008 2007
Cash and cash equivalents $26,480 $13,875 $14,751
Working capital 32,589 21,881 16,329

At December 31, 2009 we had cash and cash eqguisadé $26.5 million. We have used, and plan to
use, such cash for (i) expansion of existing opmrsat (i) general corporate purposes, including kivay
capital; and (iii) possible business acquisitiohs.of December 31, 2009, we had no third party @elok had
working capital of approximately $32.6 million asnepared to working capital of approximately $21 iliom
at December 31, 2008. Accordingly, we do not godite any near-term liquidity issues. Cash balaae$eld
at leading commercial banks in bank deposits.

Our quarterly operating results are also subgecettain seasonal fluctuations. We generally éxpee
lower revenue in the first quarter as we replacgepts that were brought to an end in the fourtirigu and we
begin new projects, which may have some normat sgardelays during the first quarter. These anctroth
seasonal factors may contribute to fluctuationsuinresults of operations from quarter to quarter.

Net Cash Provided By Operating Activities
Cash provided by our operating activities in 20@% $12.1 million resulting from a net income of37
million, adjustments for non-cash items of $5.1lionl and $0.3 million used for working capital. Adfments

for non-cash items principally consisted of $3.7liori for depreciation and amortization, $1.4 noifii
provision for doubtful accounts, of which $1.2 moitl was recorded for one of our customers andehm®ining
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$0.2 million for other customers, $0.6 million foet change in deferred taxes and $0.2 million ésjon costs.
Working capital activities primarily consisted ofsaurce of cash of $0.9 million as a result of paytron
accounts receivable, a use of cash of $0.4 mifitoran increase in prepaid expenses and otherrtuassets,
representing various prepayments made and timinmaient and a use of cash amounting to $0.6 miitio
income and other taxes and payment of accruedesalarages and other benefits.

Cash provided by our operating activities in 20@& $4.5 million resulting from a net income of %6.
million, adjustments for non-cash items of $2.0lionl and $4.2 million used for working capital. Adfments
for non-cash items primarily consisted of $3.7 il for depreciation and amortization, $2.7 millifor
deferred taxes primarily resulting from a revexsfavaluation allowance for the U.S. entity amougtio $2.4
million and $0.4 million for pension costs. Workiogpital activities primarily consisted of a usecash of $3.7
million for an increase in accounts receivable grily related to an increase in revenue and usast of $0.6
million for decline in accounts payable and accreegenses representing the timing of expenditures a
payments.

Cash provided by our operating activities in 20@&& $6 million resulting from a net income of $4.6
million, adjustments for non-cash items of $3.9lioml and $2.5 million used for working capital. Adfments
for non-cash items primarily consisted of $3.2 il for depreciation and amortization and $0.7 iomillfor
pension costs. Working capital activities primadiynsisted of a use of cash of $4.2 million forirrease in
accounts receivable primarily related to an inaéasevenue, a source of cash of $1.0 millionrofrerease in
accounts payable due to timing of expenditure, @csoof cash of $1.7 million for an increase inraed
salaries and wages due to an increase in the nuphleenployees and higher labor rates in suppottigtier
revenue volume and a use of cash of $1.5 millioa upayment of minimum withholding taxes on thé ne
settlement of stock options exercised by our Chairand CEO.

At December 31, 2009, our days’ sales outstanderg approximately 60 days as compared to 62 days
as of December 31, 2008 and 52 days as of Dece3tb2007.

Net Cash Used in Investing Activities

During 2009, 2008 and 2007, cash used in our fimgeactivities was $2.2 million, $2.5 million and
$4.4 million, respectively, for capital expenditsireCapital expenditures in 2009 related principatlythe
purchasing of routine technology equipment andwsott. Capital spending in 2008 related principdiythe
purchasing of routine technology equipment andifacipgrades. Furthermore, in 2008 and 2007, vepliaed
certain computer and communications equipment appating $0.1 million and $0.8 million, respectiyel
through finance leases (non-cash). During the tveelve months, we anticipate that capital expemnesifor
ongoing technology, hardware, equipment and infragire upgrades will approximate $3.0 to $4.0iamill a
portion of which we may finance.

Net Cash Provided by (Used in) Financing Activities

Cash from financing activities was principally @i by employee stock option exercises. Cash
proceeds received from the exercise of stock optamnounted to approximately $3.5 million, $0.1 imilland
$0.5 million in 2009, 2008 and 2007, respectivdly.addition, total payment of long term obligations
approximated $0.8 million, $1.1 million and $0.8lion for 2009, 2008 and 2007, respectively.

In March 2008, we renewed a vendor agreement,hwhad expired in February 2008, to acquire
certain additional software licenses and to recsiwgport and subsequent software upgrades on #mese
other currently owned software licenses throughriraaty 2011, for a total cost of approximately $hiflion,
representing a non-cash investing and financingvigct In conjunction with this agreement, we paid
approximately $0.6 million, in each of 2009 and 00he agreement, which expired in February 20G& w
originally entered in February 2005 for a total tcokapproximately $1.6 million. In conjunction Withis
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agreement, we paid the balance of $0.6 milliond@72

In May 2008, we announced that our Board of Daecctuthorized the repurchase of up to $2 million
of our common stock. In 2008, we acquired approxitya606,000 shares of our common stock for
approximately $1.9 million at a volume weighted rage price of $3.08 per share. No shares were
repurchased in 2009.

As we operate in a number of countries aroundntidd, we face exposure to adverse movements in
foreign currency exchange rates. These exposurghaamge over time as business practices evolverayd
have a material adverse impact on our consolidatedcial results. Our primary exposure relatesadn-U.S.
based operating expenses in Philippines, Indialaradl. Our U.S. Corporate headquarters has hiattyri
funded expenditures for our foreign subsidiaries. &k exposed to foreign exchange risk and thereferuse
foreign currency forward contracts to mitigate exposure to fluctuating future cash flows arisirag changes
in foreign exchange rates. We may continue to einter these or other such instruments in the fyttoe
reduce foreign currency exposure to appreciatiahepreciation in the value of these foreign curesnc

Other than the aforementioned forward contraces,have not engaged in any hedging activities nor
have we entered into off-balance sheet transactemnangements or other relationships with uncadetald
entities or other persons that are likely to affepidity or the availability of our requirementsr capital
resources.

Future Liquidity and Capital Resource Requirements

We have a $7.0 million line of credit pursuantwbich we may borrow up to 80% of eligible
accounts receivable. Borrowings under the credlit bear interest at the bank’s alternate basephase0.5%
or LIBOR plus 3%. The line, which expires in Jur#l@, is collateralized by our accounts receivaidle.
have no outstanding obligations under this cread &s of December 31, 2009. We plan on renewiadirie
of credit in the second quarter of 2010.

We believe that our existing cash and cash emnig| funds generated from our operating activities
and funds available under our credit facility willovide sufficient sources of liquidity to satighur financial
needs for the next twelve months. However, if aitstances change, we may need to raise debt oioaddiit
equity capital in the future. We have historicdilynded our foreign expenditures from our U.S. Cosf®
headquarters on an as-needed basis.

Contractual Obligations

The table below summarizes our contractual oltigat(in thousands) at December 31, 2009, and the
effect that those obligations are expected to loaveur liquidity and cash flows in future periods.

Payments Due by Period

Contractual Obligations Total Lessthan 1-3 years 4-5 years After

1 year 5 years
Capital lease obligations $ 168 126 $ 35 $ - $ -
Non-cancelable operating leases 2,559 793 1,134 632 -
Long-term vendor obligations 550 550 - - -
Total contractual cash obligations $3,2791,469 $1,169 $ 632 $ -

Future expected obligations under our pensionfitgrians have not been included in the contractual
cash obligations table above.
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Inflation, Seasonality and Prevailing Economic Coniions

Our most significant costs are the salaries alatiie benefits of our employees in Asia. We aresggd
to higher inflation in wage rates in the countnes operate. We generally perform work for ourrdeunder
project-specific contracts, requirements-basedraot#t or long-term contracts. We must adequateigipate
wage increases, particularly on our fixed-pricet@mts. There can be assurance that we will betabiecover
cost increases through increases in the pricesvihaharge for our services to our customers.

Our quarterly operating results are subject téagerfluctuations. We experience fluctuations ur o
revenue and earnings as we replace and begin r@ects, which may have some normal start up delays,
we may be unable to replace a project entirelys&rand other factors may contribute to fluctuationsur
operating results from quarter to quarter. In adidjtas some of our Asian facilities are closedrduholidays in
the fourth quarter, we typically incur higher wage® to overtime that reduces our margins.

Critical Accounting Policies and Estimates
Basis of Presentation and Use of Estimates

Our discussion and analysis of our results of af@ns, liquidity and capital resources are based o
our consolidated financial statements which havenbgrepared in conformity with accounting princgple
generally accepted in the United States of Amefite. preparation of these consolidated financatkstents
requires us to make estimates and judgments tfedtahe reported amounts of assets, liabilitiesenues
and expenses, and disclosure of contingent assetdiabilities. On an ongoing basis, we evaluate ou
estimates and judgments, including those relateaduenue recognition, allowance for doubtful acdswand
billing adjustments, long-lived assets, goodwilljuation of deferred tax assets, value of secarirederlying
stock-based compensation, litigation accruals, ipanbenefits, valuation of derivative instrumentsda
estimated accruals for various tax exposures. Ve bar estimates on historical and anticipatediteeand
trends and on various other assumptions that wievieebre reasonable under the circumstances, ingud
assumptions as to future events. These estimates tfie basis for making judgments about the cagryin
values of assets and liabilities that are not tgagiparent from other sources. By their naturéedes are
subject to an inherent degree of uncertainty. Aatesults may differ from our estimates and coutdéha
significant adverse effect on our consolidated Itesof operations and financial position. We betiethe
following critical accounting policies affect ourame significant estimates and judgments in the gmagpn
of our consolidated financial statements.

Allowance for Doubtful Accounts

We establish credit terms for new clients baseshupanagement’s review of their credit information
and project terms, and perform ongoing credit em@ns of our clients, adjusting credit terms when
management believes appropriate, based upon payhigoty and an assessment of their current credit
worthiness. We record an allowance for doubtfdoaats for estimated losses resulting from theilibalof
our clients to make required payments. We detartis allowance by considering a number of fagtors
including the length of time trade accounts rede®vare past due, our previous loss history, otimate of the
client’s current ability to pay its obligation te,uand the condition of the general economy anéhtihestry as a
whole. While credit losses have generally beehiwiexpectations and the provisions establishedcammot
guarantee that credit loss rates in the futurebeiltonsistent with those experienced in the dasaddition, we
will have credit exposure if the financial conditiof one of our major clients were to deteriordiethe event
that the financial condition of our clients werediteriorate, resulting in an impairment of thdiility to make
payments, additional allowances may be necessary.
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Revenue Recognition

We recognize revenue in the period in which wdqoer services and deliver in accordance with Staff
Accounting Bulletin 104.

We recognize IT professional services revenues) fooistom applications and systems integration
development which require significant productionpdification or customization of software in a manne
similar to accounting for performance of constrttiype and certain production-type contradfe recognize
revenue for such services billed under fixed-fearagements, which are not significant to our oveealenues,
using the percentage-of-completion method undetr&acinaccounting as we perform services or reatpubu
milestones. We measure the percentage compldtest biy the percentage of labor hours incurredate ¢h
relation to estimated total labor hours or in cdesation of achievement of certain output milesspdepending
on the specific nature of each contract. For gearents in which percentage-of-completion accognsiused,
we record cash receipts from customers and bittleolats due from customers in excess of recogneshue
as billings in excess of revenues earned on cdatiacprogress (which is included in accounts nextse).
Revenues from fixed-fee projects accounted fortlems 10% of our total revenue for each of theglyears in
the period ended December 31, 2009. We recogeianue billed on a time-and-materials basis asesfernm
the services.

Long-lived Assets

We assess the recoverability of our long-livedetssswhich consist primarily of fixed assets and
intangible assets with finite useful lives, whemeewents or changes in circumstance indicate that t
carrying value may not be recoverable. The follgnMactors, if present, may trigger an impairmeavigw:

() significant underperformance relative topested historical or projected future operatimggults; (i)
significant negative industry or economic tren@® significant decline in our stock price faa sustained
period; and (iv) a change in our market cdipdsion relative to net book value. If the recoaaitity of
these assets is unlikely because of the existehoreoor more of the above-mentioned factors, wéopa
an impairment analysis using a projected discoucdsth flow method. We must make assumptions reggrdi
estimated future cash flows and other factors terdene the fair value of these respective asskethese
estimates or related assumptions change in theefutlve may be required to record an impairmentgehar
Impairment charges would be included in generaladrdinistrative expenses in our statements of
operations, and would result in reduced carryingams of the related assets on our balance sh&etslid
not recognize an impairment in any of our longdiassets during each of the three years in thedgerided
December 31, 2009.

Income Taxes

We determine our deferred taxes based on thealiife between the financial statement and tax basis
of assets and liabilities, using enacted tax ratesyell as any net operating loss or tax credityfmwards
expected to reduce taxes payable in future yéats.provide a valuation allowance when it is mokelii than
not that all or some portion of the deferred tasetswill not be realized. We provide a valuatidiowance for
net operating loss carryforwards which may notdmized and for deferred tax assets in foreigrsglictions
which may not be realized because of our currenhtdidays. While we consider future taxable incoime
assessing the need for the valuation allowanc#drevent we were to determine that we would be &bl
realize the deferred tax assets in the future aegxof its net recorded amount, an adjustmehetdeferred tax
assets would increase income in the period suehrdetation was made. Change in valuation allowdraa
period to period are included in our tax provisiothe period of change. We had previously recoalddferred
tax liability on approximately $5.1 million of fagn earnings, which represents a portion of forgigofits
earned prior to 2002. In 2009, we made a reassessomethe remittances of such foreign earnings and
determined that these earnings will be indefinitedinvested in our foreign subsidiaries. Beginnim@002,
unremitted earnings of foreign subsidiaries havenbacluded in the consolidated financial states&rithout
giving effect to the United States taxes that maypayable on distribution to the United States iseasuch

31



earnings are not anticipated to be remitted tdhieed States.

In addition we have provided for an accrual foregmial tax obligations resulting from income tax
audits and other potential tax obligations.

We adopted an accounting standard on income tagssding uncertain tax positions on January 1,
2007. The adoption did not have an effect on osulte of operations or financial position. We retiag
interest and penalties related to uncertain taitipos in income tax expense in our consolidatedeshent
of operations.

Goodwill and Other Intangible Assets

We test goodwill annually for impairment usingnabtstep fair value based test. The first stephef t
goodwill impairment test, used to identify potehfrapairment, compares the fair value of a repgrtimit
with its carrying amount, including goodwill. If éhcarrying amount of the reporting unit exceeddats
value, the second step of the goodwill impairmerst tmust be performed to measure the amount of the
impairment loss, if any. If impairment is determidneve will recognize additional charges to operatin
expenses in the period in which they are identjfigdich would result in a reduction of operatinguks and
a reduction in the amount of goodwill. Our mostergictest for impairment was conducted as of Sepemb
30, 2009, in which the estimated fair values of teporting unit exceeded its carrying amount, idirig
goodwill. As such, no impairment was identifiedrecorded.

Accounting for Stock-Based Compensation

We are authorized to grant stock options to officelirectors and employees of the Company under
various Stock Option Plans approved by stockholders

We measure and recognize stock-based compensatpense for all share-based payment awards
made to employees and directors based on estinfetedalue at the grant date and is recognized tver
requisite service period. Determining the fair eabf stock-based awards at the grant date requidgsnent,
including estimating the expected term of stocka® and the expected volatility of our stock. Taie value
is determined using the Black-Scholes option-pgaimodel. We recorded stock-based compensation s&pen
of approximately $204,000, $220,000 and $174,00@He years ended December 31, 2009, 2008 and 2007,
respectively.

Legal Proceedings

We are subject to various legal proceedings anichslavhich arise in the ordinary course of business.
Our legal reserves related to these proceedingslands are based on a determination of whetherobia
loss is probable. We review outstanding claims arateedings with external counsel to assess priitiyabi
and estimates of loss. The reserves are adjustezt@ssary. If circumstances change, we may béreedio
record adjustments that could be material to gponted financial condition and results of operagion

Pensions

Most of our non-U.S. subsidiaries provide for goweent mandated defined pension benefits
covering those employees who meet certain eligybilequirements. Pension assumptions are signtfican
inputs to actuarial models that measure pensioefliepbligations and related effects on operatiohso
critical assumptions — discount rate and rate ofeiase in compensation levels — are important elesref
plan expense and asset/liability measurements.elgritical assumptions are evaluated at least diynoma
plan and a country specific basis. Other assumptiovolving demographic factors such as retirenae,
mortality and turnover are evaluated periodicailg are updated to reflect actual experience andatapons
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for the future. Actual results in any given yearlvaften differ from actuarial assumptions becaude
economic and other factors, and in accordance getierally accepted accounting principles, the impéc
these differences are accumulated and amortizedfoivee periods.

Recent Accounting Pronouncements

In the third quarter of 2009, we adopted the Fir@né&ccounting Standards Board (“FASB”)
“Accounting Standards Codification(*ASC”). The ASC is the single official source of authoiitat
nongovernmental GAAP, other than guidance issueth&®ySEC. The adoption of the ASC did not have any
impact on our consolidated financial statementkiged herein.

In August 2009, the FASB issued Accounting Stanslaiddate No. 2009-05, an update to fair value
measurements and disclosures. This update proardesdments that reduce potential ambiguity in Gran
reporting when measuring the fair value of liakt Among other provisions, this update provides
clarification that in circumstances, in which a tgebprice in an active market for the identicabilidy is not
available, a reporting entity is required to meadair value using one or more of the valuatiorhtegues
described in the update. This update was effedbveour annual financial statements for the yezdeel
December 31, 2009. The adoption of this updatendid have any impact on our consolidated financial
statements.

In October 2009, FASB issued an amendment to tswading guidance on revenue arrangements
with multiple deliverables. This new accountingdarnce addresses the unit of accounting for arraegtm
involving multiple deliverables and how considesatishould be allocated to separate units of acoaynt
when applicable. This guidance will be effective fiscal years beginning on or after June 15, 2@E4#ly
adoption is permitted. We are currently evaluatimg impact of this guidance on our consolidatedrfaial
statements.

In January 2010, FASB issued an amendment regaiidipgoving disclosures about fair value
measurements. This new guidance requires some mslogires and clarifies some existing disclosure
requirements about fair value measurement. Thediselosures and clarifications of existing disclesuare
effective for interim and annual reporting periodsginning after December 15, 2009, except for the
disclosures about purchases, sales, issuancesetlaments in the roll forward of activity in Lev8l fair
value measurements. Those disclosures are effdotivisscal years beginning after December 15, 2840
for interim periods within those fiscal years. Tdwoption of this guidance is not expected to hawvargpact
on our consolidated financial statements.

ltem 7A. Quantitative and Qualitative DisclosuresAbout Market Risk.
Interest rate risk

We are exposed to interest rate change marketwiitk respect to our credit line with a financial
institution which is priced based on the bank'sralite base rate (3.25% at December 31, 20090366 or
LIBOR (0.25% at December 31, 2009) plus 2.5%. \&eot borrowed under this line in 2009. We man
renewing the line of credit in the second quarfe2Gi0. To the extent we utilize all or a portidntlus line of
credit, changes in the interest rate will have sitp@ or negative effect on our interest expense.

Foreign currency risk

We have operations in several international markeat are subject to foreign currency fluctuations
Although the majority of our contracts are denorteédain U.S. dollars, a substantial portion of thusts
incurred to render services under these contraciiscurred in the local currencies of several magpnal
markets where we carry on our operations. Our Bigmt operations are based in the Philippinesialhd
Israel where revenues are generated in U.S. do#acs the corresponding expenses are generated in
Philippine pesos, Indian rupees and Israeli shekels
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To mitigate the exposure of fluctuating future céistvs due to changes in foreign exchange rates, we
entered into foreign currency forward contractseSenforeign currency forward contracts were entered
with a maximum term of twelve months and have agregpte notional amount of approximately $36.3
million as of December 31, 2009. We may continueriter these or other such instruments in the dutioir
reduce foreign currency exposure to appreciatiaepreciation in the value of these foreign cunesc

The impact of foreign currency fluctuations willntmue to present economic challenges to us and
could negatively impact our overall results of @tems. A 1% appreciation in the U.S. dollar’s \eatelating
to the hedged currencies would decrease the fore@mttacts’ fair value by approximately $0.4 mitlias of
December 31, 2009. Similarly, a 1% depreciatiothin U.S. dollar’s value relative to the hedged enties
would increase the forward contracts’ fair valueapproximately $0.4 million. Any increase or desean the
fair value of our currency exchange rate sensfiwerard contracts, if utilized, would be substalhjiaffset
by a corresponding decrease or increase in thedhie of the hedged underlying cash flows.

Other than the aforementioned forward contractshaxge not engaged in any hedging activities nor
have we entered into off-balance sheet transactioasrangements.

As of December 31, 2009, our foreign locationsl fealsh totaling approximately $11.4 million.
Iltem 8. Financial Statements and Supplementary Dat
See Financial Statements and Financial Statemdaklcommencing on page F-1 herein.
Item 9. Changes in and Disagreements with Accoumés on Accounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures.
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures @ahatdesigned to provide reasonable assurance
that information required to be disclosed in oucliange Act reports is recorded, processed, sumeabaiad
reported within the time periods specified in tlee@ities and Exchange Commission's rules and foants
that such information is accumulated and commuedtéd our management, including our Chief Executive
Officer and Chief Financial Officer, as appropriateallow timely decisions regarding required thsare.

Under the supervision and with the pagtition of our management, including our Chief Extiveu
Officer and our Chief Financial Officer, we condedttan evaluation of the effectiveness of our dmale
controls and procedures, as defined under Exchang&ule 13a-15(e). Based on this evaluation, oueflC
Executive Officer and our Chief Financial Officesncluded that, as of December 31, 2009, our disodos
controls and procedures were not effective. The fizom had determined that it had errors in the caatioun
of deferred tax assets and related income tax beAetordingly, the Company amended its Form 1K
2008 and Form 10-Q for September 30, 2009, to cosech errors and included descriptions of thesrelt
weakness (as defined in Exchange Act Rules 133-a&¢f 15-d-15(f)) in internal control identified cathe
controls and procedures instituted and implemeated the tax process.

Changes in Internal Control over Financial Reportirng
There have been no changes in the Company’s intesn&ols over financial reporting (as such term

is defined in Rules 13a-15(f) or 15d-15(f) undex Bxchange Act) during the last fiscal quarter tocl this
report relates that have materially affected, @ arasonably likely to materially affect, the Comya
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internal control over financial reporting, otheraththose made to designed to remediate the material
weakness, as described below. We identified a mateleakness in our internal control over financial
reporting and have described the changes to oernit controls over financial reporting designed to
remediate this material weakness.

Report of Management on Internal Control over Finarcial Reporting

Our management is responsible for establishing maihtaining adequate internal control over
financial reporting for the Company. Internal cohtover financial reporting is a process to provide
reasonable assurance regarding the reliabilityuoffimancial reporting for external purposes in@dance
with accounting principles generally accepted m thnited States of America. Internal control ovaeafcial
reporting includes maintaining records that in osable detail accurately and fairly reflect ounsactions;
providing reasonable assurance that transactianseaorded as necessary for preparation of oundinh
statements; providing reasonable assurance thaiptecand expenditures of company assets are nmade i
accordance with management authorization; and g@imyi reasonable assurance that unauthorized
acquisition, use or disposition of company asdes ¢ould have a material effect on our financiatesnents
would be prevented or detected on a timely bastsaBse of its inherent limitations, internal cohtreer
financial reporting is not intended to provide dbs® assurance that a misstatement of our financial
statements would be prevented or detected.

Management conducted an evaluation of the effeotise of our internal control over financial
reporting based on the frameworklirternal Control — Integrated Framewoiksued by the Committee of
Sponsoring Organizations of the Treadway CommissiBased on this evaluation, our management
concluded that the Company’s internal control dirgaincial reporting was not effective as of DecemBe,
2009, due to existence of a material weaknessssitded below.

In the course of making our assessment of the tafeess of internal control over financial
reporting, we identified a material weakness in ioternal control over financial reporting. The jpaeation
and review process for the calculation of the taavizion was inadequate, which led to errors in the
computation of deferred tax assets and relatedmaectax benefit. Although the errors were detected i
December 2009, the mitigating controls were impletee after the end of the year and, therefore, awe h
determined that further tests are required of thiggating controls before we can consider the niakter
weakness remediated. Over the next year, we willicoe to focus on our internal controls over acting
for income taxes, and we have implemented procsdiesigned to detect or prevent this error fronunaeg
in the future. The Company implemented further eckanents to policies and procedures relating to tax
account reconciliations and analysis and a comgqliring an outside tax advisor and consultingnfio
review our quarterly as well as annual tax provistalculations. We have discussed these actioris auit
audit committee and believe that such enhancededwes will prospectively mitigate this material
weakness.

The effectiveness of the Company’s internal conteér financial reporting as of December 31,

2009, was audited by J.H. Cohn LLP, our independegistered public accounting firm, as stated igirth
report appearing below.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Stockholders of Innodsdgen, Inc.:

We have audited Innodata Isogen, Inc. and Sub&digfinnodata”) internal control over financiaporting

as of December 31, 2009, based on criteria est@olin Internal Control — Integrated Framework éssby

the Committee of Sponsoring Organizations of theadlwvay Commission (COSO). Innodata’s management
is responsible for maintaining effective internahtrol over financial reporting and for its assesstrof the
effectiveness of internal control over financighegiing included in the accompanying Report of Mgeraent

on Internal Control Over Financial Reporting. Oesponsibility is to express an opinion on the eifecess

of Innodata’s internal control over financial refpog based on our audit.

We conducted our audit in accordance with the statgdof the Public Company Accounting Oversightroa
(United States). Those standards require that we a@hd perform the audit to obtain reasonable assar
about whether effective internal control over fio@h reporting was maintained in all material retpeOur
audit included obtaining an understanding of irakrrcontrol over financial reporting, evaluating
management’s assessment, assessing the riskrfaesaal weakness exists, testing and evaluatieglésign

and operating effectiveness of internal controlebasn the assessed risk and performing such other
procedures as we consider necessary in the ciranged. We believe that our audit provides a redd®na
basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableanesu
regarding the reliability of financial reportingdithe preparation of financial statements for exdkepurposes

in accordance with accounting principles generatigepted in the United States of America. A comfgny
internal control over financial reporting includéisose policies and procedures that (1) pertainhi t
maintenance of records that, in reasonable detzlrately and fairly reflect the transactions dispositions

of the assets of the company; (2) provide reasenatdurance that transactions are recorded assagcés
permit preparation of financial statements in adaoce with accounting principles generally acceptettie
United States of America, and that receipts andeedjpures of the company are being made only in
accordance with authorizations of management arettdrs of the company; and (3) provide reasonable
assurance regarding prevention or timely deteatibmnauthorized acquisition, use, or dispositionthod
company’s assets that could have a material effetlhe financial statements.

Because of its inherent limitations, internal cohtover financial reporting may not prevent or déte
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjechéorisk that
controls may become inadequate because of chamgesditions, or that the degree of compliance with
policies or procedures may deteriorate.

A material weakness is a deficiency, or combinataindeficiencies, in internal control over finaricia
reporting, such that there is a reasonable poigitilat a material misstatement of the companysual or
interim financial statements will not be preventedletected on a timely basis. A material weakhassbeen
identified and included in management’s assessmadating to inadequate controls over the Company's
income tax provision preparation and review proc&€bss material weakness was considered in detémmin
the nature, timing and extent of audit tests agpineour audit of the 2009 consolidated financtataments,
and this report does not affect our report datedcka0, 2010, on those financial statements.

In our opinion, because of the effects of the mateveakness described above on the achievemethieof
objectives of the control criteria, the Company has maintained effective internal control overdficial
reporting as of December 31, 2009 based on the C@igdia.

We have also audited, in accordance with the stdsd# the Public Company Accounting Oversight Bloar

(United States), the consolidated balance sheetsf d3ecember 31, 2009 and 2008, and the related
consolidated statements of operations, stockhdl@epsity, and cash flows, for the years then endet]
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2009 and 2008 financial statement schedule, ofdatalsogen, Inc. and Subsidiaries’ and our regaied
March 10, 2010, expressed an unqualified opinienein.

/s/J.H. Cohn LLP

Roseland, New Jersey
March 10, 2010
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Item 9B. Other information.

None.
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PART llI
Item 10. Directors, Executive Officers and Corporge Governance.

The information called for by Item 10 is incorpa@tby reference from the Company’s definitive
proxy statement for the 2010 Annual Meeting of Btmdders to be filed pursuant to Regulation 14Aamd
the Exchange Act no later than 120 days after tigeof the Company’s 2009 fiscal year.

The Company has a code of ethics that applies lt@faits employees, officers, and directors,
including its principal executive officer, principnancial and accounting officer, and controlléFhe text
of the Company’s code of ethics is posted on ithsite at www.innodata-isogen.com. The Company ggen
to disclose future amendments to, or waivers froemain provisions of the code of ethics for exeeut
officers and directors in accordance with applied¥asdag and SEC requirements.

Iltem 11. Executive Compensation.

The information called for by Item 11 is incorpa@tby reference from the Company’s definitive
proxy statement for the 2010 Annual Meeting of 8tmdders to be filed pursuant to Regulation 14Aamd
the Exchange Act no later than 120 days after tigeod the Company’s 2009 fiscal year.

Iltem 12. Security Ownership of Certain BeneficialODwners and Management and Related Stockholder
Matters.

The information called for by Item 12 is incorpaatby reference from the Company’s definitive
proxy statement for the 2010 Annual Meeting of 8tadders to be filed pursuant to Regulation 14Aamd
the Exchange Act no later than 120 days after tigeod the Company’s 2009 fiscal year.

Item 13. Certain Relationships and Related Transdions, and Director Independence.

The information called for by Item 13 is incorp@@tby reference from the Company’s definitive
proxy statement for the 2010 Annual Meeting of 8tadders to be filed pursuant to Regulation 14Aamd
the Exchange Act no later than 120 days after tigeof the Company’s 2009 fiscal year.

Iltem 14. Principal Accounting Fees and Services.
The information called for by Item 14 is incorpa@tby reference from the Company’s definitive

proxy statement for the 2010 Annual Meeting of Btmdders to be filed pursuant to Regulation 14Aemd
the Exchange Act no later than 120 days after tideof the Company’s 2009 fiscal year.
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PART IV
Item 15. Exhibits, Financial Statement Schedules.
() 1. Financial Statements. See Item 8. Indéxiriancial Statements.

2. Financial Statement Schedules. Schedule Illgafian and Qualifying Accounts.
3. Exhibits — See Exhibit Index attached hereiw iacorporated by reference herein.
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Item 8. Financial Statements.

INNODATA ISOGEN, INC. AND SUBSIDIARIES
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

PAGE
Reports of Independent Registered Public Accouriings F-2, F-3
Consolidated Balance Sheets as of December 31,£G02008 F-4
Consolidated Statements of Operations for the theaes ended F-5
December 31, 2009
Consolidated Statements of Stockholders’ Equityttierthree years ended F-6
December 31, 2009
Consolidated Statements of Cash Flows for the teaes ended F-7
December 31, 2009
Notes to Consolidated Financial Statements F-8
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of Innadabgen, Inc.:

We have audited the accompanying consolidated balaheets of Innodata Isogen, Inc. and Subsidiages
of December 31, 2009 and 2008, and the relatedolidated statements of operations, stockholdersitgq
and cash flows for the years then ended. Our aafittse basic consolidated financial statementkided the
2009 and 2008 financial statement schedule listetie index appearing under Item 15. These coratelid
financial statements and financial statement sdbealte the responsibility of the Company’s managéme
Our responsibility is to express an opinion on ¢hesnsolidated financial statements and finan¢&Ement
schedule based on our audits. The consolidateddiabstatements and financial statement scheduléhé
year ended December 31, 2007, were audited by atiditors whose report dated March 11, 2008 expdess
an unqualified opinion on those statements andhéiiz statement schedule.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversight
Board (United States). Those standards require wigaplan and perform the audit to obtain reasonable
assurance about whether the financial statememtsfrae of material misstatement. An audit includes
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statesneit
audit also includes assessing the accounting piexiused and significant estimates made by maregem
as well as evaluating the overall financial statetmgresentation. We believe that our audits provade
reasonable basis for our opinion.

In our opinion, the 2009 and 2008 consolidatedrfima statements referred to above present fainhgll
material respects, the financial position of Inrtadsogen, Inc. and Subsidiaries as of Decembef@09
and 2008, and their results of operations and d¢ksis for the years then ended, in conformity with
accounting principles generally accepted in thetééhiStates of America. Also, in our opinion, th&ated
2009 and 2008 financial statement schedule, whesidered in relation to the basic consolidatedrianzl
statements taken as a whole, presents fairly] material respects, the information set forth direr

We also have audited, in accordance with the stdsda the Public Company Accounting Oversight Bloar
(United States), Innodata Isogen Inc. and Subsédiainternal control over financial reporting a$ o
December 31, 2009 based on criteria establishddtémnal Control — Integrated Framework issued gy t
Committee of Sponsoring Organization of the Tread@ammission (COSO) and our report dated March 10,
2010, expressed an adverse opinion thereon.

/s/ J.H. Cohn LLP

Roseland, New Jersey
March 10, 2010
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
Innodata Isogen, Inc.

We have audited the accompanying consolidatednsésies of operations, stockholders’ equity, and cash
flows of Innodata Isogen, Inc. and subsidiaries (fiompany”) for the year ended December 31, 200ur
audit of the basic financial statements includezlfthancial statement schedule listed in the inglepearing
under Item 15. These financial statements andhdiah statement schedule are the responsibilityhef
Company’s management. Our responsibility is to espran opinion on these financial statements and
financial statement schedule based on our audit.

We conducted our audit in accordance with the statsdof the Public Company Accounting Oversightri8oa
(United States). Those standards require that we a@hd perform the audit to obtain reasonable assar
about whether the financial statements are fremaitrial misstatement. An audit includes examinoiga
test basis, evidence supporting the amounts atbdiges in the financial statements. An audit aistudes
assessing the accounting principles used and &ignifestimates made by management, as well agativel
the overall financial statement presentation. Wiete that our audit provides a reasonable basioiw
opinion.

In our opinion, the financial statements referreclbove present fairly, in all material respedis, results of
operations and cash flows of Innodata Isogen,dnd. subsidiaries for the year ended December 37 RD
conformity with accounting principles generally apted in the United States of America. Also in our
opinion, the related financial statement scheduleen considered in relation to the basic finansiatements
taken as a whole, presents fairly, in all mategapects, the information set forth therein.

/sl GRANT THORNTON LLP

Edison, New Jersey
March 11, 2008
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INNODATA ISOGEN, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2009 AND 2008
(in thousands, except share data)

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable-net of allowance for doubdgittounts of $1,808 and $466
at December 31, 2009 and 2008, respectively
Prepaid expenses and other current assets
Deferred income taxes
Total current assets
Property and equipment, net
Other assets
Deferred income taxes
Goodwiill
Total assets
LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable

Accrued expenses

Accrued salaries, wages and related benefits
Income and other taxes

Current portion of long term obligations
Deferred income taxes

Total current liabilities

Deferred income taxes
Long term obligations

Commitments and contingencies

STOCKHOLDERS' EQUITY :

Serial preferred stock; 5,000,000 shares auttdyrizene outstanding

Common stock, $.01 par value; 75,000,000 shatbedzed; 26,167,000 shares issued
and 25,379,000 outstanding at December 31,;20@D24,907,000 shares issued and
24,119,000 outstanding at December 31, 2008

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

Less: treasury stock, 788,000 shares at cost
Total stockholders’ equity

Total liabilities and stockblders’ equity

See notes to consolidated financial statements.
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2009 2008
$26,480 $13,875
11,741 14,017
3899 2,246
1,763 _ 3,189
43,883 33,327
5559 6,726
2505 2,825
943 906
675 675

$ 53,565 $44,459
$1261 $1,053
2,293 2,540
5,022 5,289
1,339 1,649
892 915
487 -
11,294 11,446
87 _ 2,080

1,199 _1671
262 249
20,267 16,614
21,159 13,846
1,486 742
43,174 31,451
(2,189) (2.189)
40,985 29,262
$53,565 $44,459



INNODATA ISOGEN, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007

(In thousands, except per share amounts)

Revenues

Operating costs and expenses
Direct operating costs
Selling and administrative expenses

Income from operations

Other (income) expense
Interest expense
Interest income

Income before provision for (benefit from) income axes
Provision for (benefit from) income taxes
Net income
Income per share:
Basic:
Diluted:

Weighted average shares outstanding:

Basic:

Diluted:

2009 2008 2007
$79,329 $75001 $67,731
54,761 53,173 48,229
16,318 16,486 15,633
71,079 69,659 63,862
8,250 5342 3,869
28 56 33
(58) (262) (678)
8,280 5,548 4,514
967 (1,11Q (52)
$ 7313 $ 6658 $ 4,566
$ 30 $ 27 $ 19
$ 28 $ 26 $ .18
24,613 24,390 24,142
25,764 25,137 25,327

See notes to consolidated financial statements.
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INNODATA ISOGEN, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007

January 1, 2007

Net income

Issuance of common stock upon exercise of stoti&rap

Payment of minimum withholding taxes on net setéat
of stock options

Stock-based compensation

Pension liability adjustments, net of taxes

December 31, 2007

Net income

Issuance of common stock upon exercise of stoti&rap
Stock-based compensation

Pension liability adjustments, net of taxes
Purchase of treasury stock

December 31, 2008

Net income

Issuance of common stock upon exercise of stoti&rap
Stock-based compensation

Pension liability adjustments, net of taxes

Change in fair value of derivatives, net ofegsx

December 31, 2009

(In thousands)

Accumulated

Additional Other
Common Stock Paid-in Retained  Comprehensive Treasury
Shares Amount Capital Earnings Income (Loss) Stock Total

23,905 241 17,225 2,622 (760) (319) 19,009
- - - 4,566 - - 4,566

794 8 447 - - - 455

- - (1,523) - - - (1,523)

- - 174 - - - 174

- - - - 549 - 549
24,699 249 16,323 7,188 (211) (319) 23,230
- - - 6,658 - - 6,658

26 - 71 - - - 71

- - 220 - - - 220

- - - - 953 - 953
(606) - - - - (1,870) (1,870)
24,119 249 16,614 13,846 742 (2,189) 29,262
- - - 7,313 - - 7,313
1,260 13 3,449 - - - 3,462
- - 204 - - - 204

- - - - (75) - (75)

- - - - 819 - 819
25,379 $ 262 $ 20267 $ 21,159 $ 1486 $ (2,189) $ 40,985

See notes to consolidated financial statements.



INNODATA ISOGEN INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007

(In thousands)

Cash flow from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Provision for doubtful accounts
Stock-based compensation
Deferred income taxes
Pension cost
Loss on sale of equipment
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Refundable income taxes
Other assets
Accounts payable
Accrued expenses
Payment of minimum withholding taxes on net settat of stock options
Accrued salaries, wages and related benefits
Income and other taxes

Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures

Cash flows from financing activities:
Payment of long-term obligations
Proceeds from exercise of stock options
Purchase of treasury stock
Net cash provided by (used in) financing actigitie

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental disclosures of cash flow information:
Cash paid for income taxes
Cash paid for interest

Non-cash investing and financing activities:
Acquisition of equipment utilizing capital |less
Vendor financed software licenses acquired

2009 2008 2007
$7,313 $6,658  $4,566
3,713 3,702 3,156
1,364 339 57
204 220 174
(607)  (2,656) (87)
223 439 667
176 - :

912  (3,683)  (4,246)
(353) 204 (976)

. 453 609
(234) (206) (147)
208 (920) 986
(247) 313 258

i - (1,523)
(267) 45 1,745

(310) _(404) 758

12,095 4,504 5,997
(2,168) (2.452) _ (4,449)
(784)  (1,129) (849)
3,462 71 455

- (1870) -

2,678 _(2,928) _ (394)
12,605 (876) 1,154
13,875 14,751 13,597
$26,480 $13,875 $14,751

$ 2194 $1,099 $ 325

$ 28 $ 56 $ 33

$ - $ 81 $ 770

$ - $1650 $ -

See notes to consolidated financial statements
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INNODATA ISOGEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Description of Business and Summary of SignificarAccounting Policies

Description of Businesdnnodata Isogen, Inc. and subsidiaries (the “Coryipais a leading provider
of knowledge process outsourcing (KPO) servicesvels as publishing and related information techgglo
services that help organizations create, manage nandtain their products. Publishing services idelu
digitization, conversion, composition, data modgland XML encoding, and KPO services include resdear
and analysis, authoring, copy-editing, abstraciimigxing and other content creation activitiese TGompany’'s
staff of IT systems professionals design, implesieintegrates and deploys systems and technologess to
improve the efficiency of authoring, managing argdrdbuting content.

Principles of Consolidation and Basis of Presentain-The consolidated financial statements include
the accounts of Innodata Isogen, Inc. and its didv@s, all of which are wholly owned. All sigragéint
intercompany transactions and balances have beenated in consolidation.

The Company has evaluated subsequent events lhtloeglate and time the financial statements were
issued. No material subsequent events have occsirmeel December 31, 2009 that would require retognor
disclosure in these consolidated financial statésnen

Use of Estimatedn preparing financial statements in conformityhnaccounting principles generally
accepted in the United States of America, manageimeaquired to make estimates and assumptionstfeat
the reported amounts of assets and liabilities,thadlisclosure of contingent assets and lialslitiethe date of
the financial statements, and the reported amainmesvenues and expenses during the reportinggekictual
results could differ from those estimates. Sigalificestimates include those related to revenuegngoan,
allowance for doubtful accounts and billing adjustis, long-lived assets, goodwill, valuation ofatedd tax
assets, value of securities underlying stock-baseshpensation, litigation accruals, pension benefits
valuation of derivative instruments and estimatect@als for various tax exposures.

Revenue RecognitiorRevenue is recognized in the period in which ses/iare performed and
delivery has occurred and when all the criteri&tafff Accounting Bulletin 104 have been met.

The Company recognizes its IT professional sesviewenues from custom application and systems
integration development which requires significaraduction, modification or customization of softean a
manner similar to accounting for performance of starction type and certain production type consract
Revenue from such services billed under fixed-feangements, which are not significant to the dlera
revenue, is recognized using the percentage-of-tiop method under contract accounting as senaces
performed or output milestones are reached. Theeptage completed is measured either by the pageiof
labor hours incurred to date in relation to estedatotal labor hours or in consideration of achmesst of
certain output milestones, depending on the speadifiture of each contract. For arrangements in hwhic
percentage-of-completion accounting is used, thegamy records cash receipts from customers anedbill
amounts due from customers in excess of recogmeeenue as billings in excess of revenues earned on
contracts in progress (which is included in accouateivable). Revenues from fixed-fee projeateaisted for
less than 10% of our total revenue for each otlthee years in the period ended December 31, 2B@@enue
billed on a time and materials basis is recognaeservices are performed.

Foreign Currency Translation-The functional currency for the Company’s productioperations
located in the Philippines, India, Sri Lanka anchds$ is U.S. dollars. As such, transactions denated in
Philippine pesos, Indian and Sri Lankan rupeesisuagli shekels were translated to U.S. dollarsias which
approximate those in effect on transaction datesndthry assets and liabilities denominated in dorei
currencies at December 31, 2009 and 2008 wereldtadsat the exchange rate in effect as of thosesda
Nonmonetary assets, liabilities, and stockholdeuity are translated at the appropriate historress.
Included in direct operating costs are exchangeek$gains) resulting from such transactions ofaqimately
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INNODATA ISOGEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

$256,000, $(190,000) and $925,000 for the yearsdBecember 31, 2009, 2008 and 2007, respectively.

Derivative Instruments- In the first quarter of 2009, the Company adopgedecent accounting
standard on derivatives and hedging, which requérésanced qualitative disclosures about objectared
strategies for using derivatives, quantitative ldiseres about the fair value amounts of gains asdels on
derivative instruments, and disclosures about tresk-related contingent features in derivativeesgnents.

The Company has designated its derivative (foreigrency forward contracts) as a cash flow hedge.
Accordingly, the effective portion of the derivagis gain or loss is initially reported as a compuanef
accumulated other comprehensive income or losssasubsequently reclassified to earnings when dugé
exposure affects earnings. The Company formallyudwnts all relationships between hedging instrument
and hedged items, as well as its risk managemgettole and strategy for undertaking various hedgin
activities.

Cash EquivalentsFor financial statement purposes (including castvd), the Company considers all
highly liquid debt instruments purchased with aigioal maturity of three months or less to be caghivalents.

Property and Equipment-Property and equipment are stated at cost ancegredated on the straight-
line method over the estimated useful lives ofrtiated assets, which is generally two to five gedreasehold
improvements are amortized on a straight-line basss the shorter of their estimated useful livethe lives of
the leases. Certain assets under capital leaseanadized over the lives of the respective leasethe
estimated useful lives of the assets, whichevenaster.

Long-lived AssetsManagement assesses the recoverability of its-liead assets, which consist
primarily of fixed assets and intangible assetshwihite useful lives, whenever events or changes i
circumstance indicate that the carrying value matybe recoverable. The following factors, if prasenay
trigger an impairment review: (i) significant derperformance relative to expected historical posjected
future operating results; (i) significant negatindustry or economic trends; (iii) signifitatecline in the
Company’s stock price for a sustained period; anjda(change in the Company’s market capitalization
relative to net book value. If the recoverabiliytbese assets is unlikely because of the existehoae or
more of the above-mentioned factors, an impairmamalysis is performed initially using a projected
undiscounted cash flow method. Management museraakumptions regarding estimated future cash flows
and other factors to determine the fair value ddséh respective assets. If these estimates or delate
assumptions change in the future, the Company raagdpuired to record an impairment charge. Impaitme
charges, which would be based on discounted cas¥s flwould be included in general and administeativ
expenses in the Company'’s statements of operatmasywould result in reduced carrying amounts @& th
related assets on the Company’s balance sheetmypdirment charges were recorded in the three ywratsd
December 31, 2009.

Goodwill and Other Intangible AssetsGoodwill represents the excess purchase price gagd the
fair value of net assets acquired. The Company iéstgoodwill on an annual basis using a two-s&ep
value based test. The first step of the goodwilpaimment test, used to identify potential impairten
compares the fair value of a reporting unit, with ¢arrying amount, including goodwill. If the cgng
amount of the reporting unit exceeds its fair vallne second step of the goodwill impairment tessinibe
performed to measure the amount of the impairnesy, lif any. If impairment is determined, the Compa
will recognize additional charges to operating exgas in the period in which they are identified,ickih
would result in a reduction of operating resultd arreduction in the amount of goodwill.

In the annual impairment test conducted by the @om on September 30, 2009, 2008 and 2007 the

estimated fair values of the reporting unit exceeile carrying amount, including goodwill. As suato
impairment was identified or recorded.
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INNODATA ISOGEN, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Income TaxesDeferred taxes are determined based on the differbetween the financial statement
and tax basis of assets and liabilities, using tedatax rates, as well as any net operating lodsvocredit
carryforwards expected to reduce taxes payablaeturd years. A valuation allowance is provided mitds
more likely than not that all or some portion of ttheferred tax assets will not be realized. White €ompany
considers future taxable income in assessing the fug the valuation allowance, in the event that€ompany
would determine that it would be able to realize deferred tax assets in the future in excess oiet recorded
amount, an adjustment to the deferred tax assatflwacrease income in the period such determinatias
made. Change in valuation allowance from periogenod is included in the Company’s tax provisiarthe
period of change. The Company had previously rembaddeferred tax liability on approximately $5.iliom
of foreign earnings, which represents a portiofioogign profits earned prior to 2002. In 2009, @empany
made a reassessment on the remittances of sugéhnfaarnings and determined that these earnindsbwil
indefinitely reinvested in its foreign subsidiari@eginning in 2002, unremitted earnings of foresgibsidiaries
have been included in the consolidated financakstents without giving effect to the United Stase®s that
may be payable on distribution to the United Staexsause such earnings are not anticipated tonliéed to
the United States.

On January 1, 2007, the Company adopted an acogustandard on income taxes regarding
uncertain tax positions. The adoption did not haveffect on the results of operations or finangaaition of
the Company. The Company recognizes interest andltfes related to uncertain tax positions in inecdax
expense in the consolidated statement of operations

Accounting for Stock-Based Compensation +he Company measures and recognizes stock-based
compensation expense for all share-based paymeatdawmade to employees and directors based on
estimated fair value at the grant date. The stasdetl compensation expense is recognized over dhesite
service period. The fair value is determined usirggBlack-Scholes option-pricing model.

The stock-based compensation expense related t@€dhgpany’s various stock option plans was
allocated as follows (in thousands):

Years Ended December 3.

200¢ 200¢ 2007
Direct operating costs $ 13 $ 46 $ 74
Selling and adminstrative expenses 191 174 100
Total stock-based compensation $ 204 % 220 $ 174

Fair Value of Financial Instruments- The carrying amounts of financial instrumentgJuding cash
and cash equivalents, accounts receivable and atscpayable approximated their fair value as ofdbawer
31, 2009 and 2008, because of the relative shddrityaof these instruments.

Fair value measurements and disclosures definesdhie as the price that would be received for an
asset or paid to transfer a liability (an exit pjian the principal or most advantageous markettferasset or
liability in an orderly transaction between margatticipants on the measurement date.

The Company adopted an update made to fair valasumements and disclosures on January 1, 2009,
which delayed the effective date of the accounstandard for all non-financial assets and non-firan
liabilities, except for items that are recognized disclosed at fair value on a recurring basis Iéaist
annually). This update did not have any impacthen@ompany’s consolidated financial statements.

The accounting standard establishes a fair valeraiohy that prioritizes the inputs used to meafaire
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value into three levels. The three levels are éefias follows:

* Level T Unadjusted quoted price in active market for taeh assets and liabilities.

* Level 2:0bservable inputs other than those included ireL&v

* Level 3:Unobservable inputs reflecting management’s owsumaptions about the inputs used in
pricing the asset or liability.

Accounts ReceivabléelThe majority of the Company’s accounts receivedole due from secondary
publishers and information providers. The Compastablishes credit terms for new clients based upon
management’s review of their credit information gmdject terms, and performs ongoing credit evalnatof
its customers, adjusting credit terms when managebwdieves appropriate based upon payment histayan
assessment of their current credit worthiness. Cbempany records an allowance for doubtful accotorts
estimated losses resulting from the inability sfdlients to make required payments. The Compaterihines
its allowance by considering a number of factarsluding the length of time trade accounts recdé/abe past
due (accounts outstanding longer than the payreemstare considered past due), the Company’s pieloss
history, the client’s current ability to pay its ligition to the Company, and the condition of thenegal
economy and the industry as a whole. While criedises have generally been within expectationstiad
provisions established, the Company cannot guadhta credit loss rates in the future will be dstest with
those experienced in the past. In addition, thereredit exposure if the financial condition ofeonf the
Company’s major clients were to deteriorate. kb dlent that the financial condition of the Compsuaiients
were to deteriorate, resulting in an impairmenthefir ability to make payments, additional allowesienay be
necessary.

Concentration of Credit Risk-The Company maintains its cash with high qualityamcial
institutions, located primarily in the United State To the extent that such cash exceeds the maximu
insurance levels, the Company is uninsured. Thapgamy has not experienced any losses in such ascoun

Income per Share Basic income per share is computed using the hedgaverage number of
common shares outstanding during the year. Dilutedme per share is computed by considering theaatnp
of the potential issuance of common shares, usiagreasury stock method, on the weighted averagder
of shares outstanding.

PensionThe Company records annual pension costs basedlouations, which include various
actuarial assumptions including discount rates, pgeation increases and other assumptions involving
demographic factors. The Company reviews its a@uassumptions on an annual basis and makes
modifications to the assumptions based on curratésrand trends. The Company believes that the
assumptions used in recording its pension obligatiare reasonable based on its experience, market
conditions and inputs from its actuaries.

Deferred revenueDeferred revenue represents payments received éustomers in advance of
providing services and amounts deferred if cond#itor revenue recognition have not been met. tezu
in accrued expenses on the accompanying consalit/alance sheets as of December 31, 2009 and 2008 i
deferred revenue amounting to $0.9 million and $ilBon, respectively.

ReclassificationsCertain reclassifications have been made to the geaars’ consolidated financial
statements to conform to the current year's present

Recent Accounting Pronouncement$n the third quarter of 2009, the Company adoptese t
Financial Accounting Standards Board (“FASBActounting Standards Codificatiorf"ASC”). The ASC
is the single official source of authoritative, gorernmental generally accepted accounting priasipl
(“GAAP"), other than guidance issued by the SECe @doption of the ASC did not have any impact @n th
consolidated financial statements included herein.
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In August 2009, the FASB issued Accounting Stanslaiddate No. 2009-05, an update to fair value
measurements and disclosures. This update proaidesdments that reduce potential ambiguity in Gran
reporting when measuring the fair value of lialgt Among other provisions, this update provides
clarification that in circumstances, in which a tgebprice in an active market for the identicabilidy is not
available, a reporting entity is required to meadair value using one or more of the valuatiorhtegues
described in the update. This update became ivigefdr the Company’s annual financial statemenotstlie
year ending December 31, 2009. The adoption of upidate did not have any impact on the Company’s
consolidated financial statements.

In October 2009, the FASB issued an amendmens &citounting guidance on revenue arrangements
with multiple deliverables. This new accountingdance addresses the unit of accounting for arraegtm
involving multiple deliverables and how considesatishould be allocated to separate units of acoaynt
when applicable. This guidance will be effective fiscal years beginning on or after June 15, 2@E4ly
adoption is permitted. The Company is currentlyl@ating the impact of this guidance on its consatkd
financial statements.

In January 2010, the FASB issued an amendmentdiagammproving disclosures about fair value
measurements. This new guidance requires some mslogiires and clarifies some existing disclosure
requirements about fair value measurement. Thedigelosures and clarifications of existing disclesuare
effective for interim and annual reporting periodsginning after December 15, 2009, except for the
disclosures about purchases, sales, issuancesetlaments in the roll forward of activity in Lev8l fair
value measurements. Those disclosures are effdcativisscal years beginning after December 15, 2840
for interim periods within those fiscal years. Tdoption of this guidance is not expected to hawvargpact
on the Company’s consolidated financial statements.

2. Property and equipment

Property and equipment, which include amounts dmxbunder capital leases, are stated at cost less
accumulated depreciation and amortization (in thods), and consist of the following:

December 31,

2009 2008

Equipment $ 19,574 $ 18,831
Software 3,931 3,671
Furniture and office equipment 1,967 1,878
Leasehold improvements 4,181 4,149
Total 29,653 28,529
Less accumulated depreciation and amortization (24,094) (21,803)

$ 5559 $ 6,726

Depreciation and amortization expense of propamty equipment was approximately $3.1 million, $3.1
million and $2.6 million for each of the three ygar the period ended December 31, 2009.

At December 31, 2009 and 2008, equipment undetatdpases had a gross cost of approximately
$1.6 million. Accumulated depreciation of equipmanter capital leases was $1.3 million and $1.0ianil
for 2009 and 2008, respectively. Amortization ofets under capital leases is included under dejti@ci
and amortization expense.
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3. Income taxes

The significant components of the provision foer{efit from) income taxes for each of the three
years in the period ended December 31, 2009 daofl@ss (in thousands):

2009 2008 2007

Current income tax expense:

Foreign $1476% 1531 $ 441
Federal 55 72 (359)
State and local 27 20 (54)

1,558 1,623 28

Deferred income tax benefit:

Foreign - (342 (203)
Federal (496) (1,839 31
State and local (95) _(552) (8

(591) (2,733) (80)

Provision for (benefit from) income taxes $ 967 $(1,110) $ (52)

The reconciliation of the U.S. statutory rate vifie Company’s effective tax rate for each of tireeh
years ended December 31 is summarized as follows:

2009 2008 2007
Federal statutory rate 34.0 % 34.0 % 34.0 %
Effect of:
State income taxes (net of federal tax benefit) 35 6.3 (11.3)
Taxes on foreign income at rates that differ fldi8.
statutory rate (9.2) 6.9 (2.5)
Reversal of deferred tax liability relating torapatriated
foreign earnings (23.9) - -
Change in valuation allowance on deferred taxtasse 0.8 (68.2) (4.8)
Increase in unrecognized tax benefits 7.5 1.8 -
IRS refund for foreign subsidiaries - - (8.7)
Other (1.0) (0.8) (7.8)
Effective rate 11.7 % (20.0) % (1.1) %

No tax benefits related to stock option exercigere recorded for each of the three years in thiege
ended December 31, 2009 due to net operating émpg@wards.

Deferred tax assets and liabilities are class#i®durrent or non-current according to the clasgibn

of the related asset or liability. Significant quonents of the Company’s deferred tax assets ahilities as
of December 31, are as follows (in thousands):
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2009 2008
Deferred income tax assets:
Allowances not currently deductible $ 822 $ 267
Depreciation and amortization 401 297
Equity compensation not currently deductible 200 265
Net operating loss carryforwards 314 2,455
Expenses not deductible until paid 823 836
Tax credit carryforwards 236 26
Other 42 17
Total gross deferred income tax adsefisre valuation allowance 2,838 4,163
Valuation allowance (132) (68)
Net deferred income tax assets 2,706 4,095
Deferred income tax liabilities:
Foreign source income, not taxable until repttia - (1,981)
Derivatives (481) -
Other (93) (99)
Totals (574) (2,080)
Net deferred tax assets $ 2132 $ 2,015
Net deferred income tax asset-current $ 1,763 $ 3,189
Net deferred income tax asset-long term 943 906
Net deferred income tax liability-current (487) -
Net deferred income tax liability-non-current (87) (2,080)
Net deferred income tax assets $ 2132 $ 2,015

In assessing the realization of deferred tax ass®nagement considers whether it is more likedn t
not that all or some portion of the deferred tage&s will not be realizable. The ultimate real@atof the
deferred tax assets is dependent upon the gememdtifuture taxable income during the periods iniclvh
temporary differences are deductible and net operétsses are available. In 2008, the Companyidered
many factors when assessing the likelihood of &uttgalization of the deferred tax assets, includimg
Company’s cumulative earnings experience by tajyimigdiction, expectation of future taxable incontiee
carryforward periods available for tax reportinggmses, and other relevant factors. Based uporageament’s
assessment and the available evidence, in 200& dnepany reversed the entire portion of the valaatio
allowance previously recorded on the U.S. portibrdeferred tax assets resulting in a non-cash tmefit
amounting to $2.4 million. The decline in valuatiaifowance in 2008 also resulted from the utilzatof net
operating losses. The remaining valuation allowatdeecember 31, 2009 and 2008 represents th@padh
Company has established on deferred tax assessfoféign subsidiaries.

The Company had previously recorded a deferredliabiity on approximately $5.1 million of foreign
earnings, which it intended to remit to the U.Se3é earnings represent a portion of the Company&gh
profits earned prior to 2002. In 2009, the Comparade a reassessment on the remittances of sugbnfore
earnings and determined that these earnings wilhddefinitely reinvested in its foreign subsidiarieAs a
result of the change in assertion, the Companycextlits deferred tax liabilities related to undisited
foreign earnings by approximately $2.0 million. Bedng in 2002, unremitted earnings of foreign
subsidiaries have been included in the consolidateshcial statements without giving effect to tbaited
States taxes that may be payable on distributidhedJnited States because such earnings are ticipated
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to be remitted to the United States. Undistribigachings of foreign subsidiaries amount to $17 [fioniat
December 31, 2009. These earnings are considerduk tmdefinitely reinvested, and, accordingly, no
provision for U.S. Federal or state income taxesleen made.

The Company had established a valuation allowafagproximately $3.7 million at December 31,
2007. The net change in the total valuation allaweaior the years ended December 31, 2009, 2002@0id
was an increase (decline) of $0.1 million, $(3.7iom and $0.3 million, respectively. The Compaumylized
approximately $5.8 million, $3.8 million and $2.1llimn of net operating loss carryforwards for §ears ended
December 31, 2009, 2008 and 2007, respectively.

United States and foreign components of incomerbeihcome taxes for each of the three years
ended December 31, (in thousands) are as follows:

2009 2008 2007
United States $ 3919 $ 3455 $ 2,750
Foreign 4,361 2,093 1,764
Total $ 8280 $ 5548 $ 4,514

Certain of the Company’s foreign subsidiaries wangject to tax holidays in the past. The incone ta
holiday of one of the Philippine subsidiaries eggiin May 2009 and of one of the Indian subsidsaerpired
in March 2009. As of December 31, 2009, there weréreign subsidiaries, which are subject tortaldays.
Due to the tax holidays, the income tax rate fes¢éhsubsidiaries was substantially reduced, thieaiaafit from
which was approximately $153,000, $378,000 and0k®bfor each of the three years in the period ended
December 31, 2009, respectively. In addition, certd the Company’s foreign subsidiaries are subjec
preferential tax rates.

At December 31, 2009, the Company had U.S. Federdl New Jersey state net operating loss
carryforwards available of approximately $4.5 roifliand $6.5 million, respectively. These net ojiegabss
carryforwards expire at various times through 2038ck option exercises resulted in tax deductiorexcess
of previously recorded benefits based on the optalne at the time of grant (a “windfall”). Althobghese
benefits were reflected in the net operating lgsbesadditional tax benefit associated with thedfall is not
recognized until the deduction reduces taxes payakicordingly, since the tax benefit did not reslube
current taxes payable due to net operating losisese windfall tax benefits were not reflectedhia tleferred
tax assets for 2009 and 2008. Windfalls includedeinoperating losses but not reflected in defaardssets as
of December 31, 2009 were approximately $4.0 millio

On January 1, 2007, the Company adopted an adngustandard on income taxes regarding
uncertain tax positions. The adoption did not hawveffect on the results of operations or finangaition of
the Company.

The Company had unrecognized tax benefits of lll®n and $0.8 million at December 31, 2009 and
2008, respectively. The portion of unrecognizedlarefits relating to interest and penalties wad #lllion
and $0.2 million at December 31, 2009 and 200$eas/ely. The unrecognized tax benefits as of Dy
31, 2009 and 2008, respectively, if recognized,ld/bave an impact on the Company’s effective téa ra
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The following table represents a roll forward of Bompany’s unrecognized tax benefits (amounts in
thousands):

December 31,

2009 2008
Balance at beginning of year $ 840 $ 740
Increases for tax position in prior years 470
Decrease for tax position in prior years (176)
Interest accrual 169 100
Balance at end of year $ 1,303 % 840

The Company is subject to U.S. federal incomeatawell as income tax in various states and foreign
jurisdictions. In the third quarter of 2007, theSIRompleted the audit for the Company’s 2004 ar@®b 2@come
tax returns, which resulted in a decrease to thepgany’s net operating loss carryforward of appratity
$70,000. The Company is no longer subject to exatioim by federal and New Jersey taxing authorfbes
years prior to 2006. Various foreign subsidiariesently have open tax years ranging from 2004uitjina2008.

Pursuant to an income tax audit by the Indian Buwref Taxation in March 2006, one of the
Company’s Indian subsidiaries received a tax agsasisapproximating $339,000, including interesotigh
December 31, 2009, for the fiscal tax year endectcMal, 2003. Management disagrees with the béaseo
tax assessment, and has filed an appeal againasfiessment, which it will contest vigorously. Thdian
Bureau of Taxation has also completed an audib®@fGompany’s Indian subsidiary’s income tax retiom
the fiscal tax year ended March 31, 2004. The alt@noutcome was favorable, and there was no tax
assessment imposed for the fiscal tax year endediV&d., 2004. In December 2008 and December 319,200
the Indian subsidiary received a final tax assessfioe the fiscal year ended March 31, 2005 anddd&1,
2006 from the Indian Bureau of Taxation approximgt$340,000 and $294,000, respectively including
interest through December 31, 2009. Managemengiea with the basis of these tax assessmentd)aand
filed an appeal against the assessments, whichillitcentest vigorously. In 2009, the Indian Bureafi
Taxation commenced an audit of this subsidiaryine tax return for the fiscal year ended 2008. The
ultimate outcome cannot be determined at this tilksethe Company is continually subject to tax abgtithe
Indian bureau of Taxation, the Company assessetikil#dnood of an unfavorable assessment for teedli
year 2008 and recorded an additional tax provisaamounting to $323,000, including interest through
December 31, 2009.

4. Long term obligations

Total long-term obligations as of December 31,280d 2008 consist of the following:

2009 2008
Vendor obligations
Capital lease obligatioff $ 161 $ 453
Deferred lease payments 185 89
Microsoft licensé? 550 1,100
Pension obligations
Accrued pension liability 1,195 944
2,091 2,586
Less: Current portion of long-term obligations 892 _ 915
Totals $ 1199 $ 1671
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@ In 2008, the Company financed the acquisitionesfain computer and communication equipment. The
capital lease obligations bear interest at rategimg from 6% to 12% and are payable over two tedlyears.

@ In March 2008, the Company renewed a vendor awree where the original agreement had expired
in February 2008, to acquire certain additionaltveafe licenses and to receive support and subsequen
software upgrades on these and other currently dwoéware licenses through February 2011. Pursioant
this agreement, the Company is obligated to pay $0® on a quarterly basis over the term of theagent.

The total cost was allocated to the following assebunts in 2008 (in thousands):

Prepaid expenses and other current assets $ 496

Other assets 992

Property and equipment 162
$ 1,650

Amortization expense was approximately $0.6 milli$8.6 million and $0.5 million for each of the
three years in the period ended December 31, 2009.

The future minimum lease payments required underctipital leases aggregates $0.2 million as
December 31, 2009.

5. Commitments and contingencies

Line of Credit- The Company has a $7.0 million line of creditquant to which it may borrow up to
80% of eligible accounts receivable. Borrowingsemithe credit line bear interest at the bank’sradtee base
rate plus 0.5% or LIBOR plus 2.5%. The line, whexpires in June 2010, is collateralized by the Camyfs
accounts receivable. The Company has no outstamtiligations under this credit line as of DecemBgr
2009. The Company plans on renewing the line afitie the second quarter of 2010.

LeasesThe Company is obligated under various operatage agreements for office and production
space. Certain agreements contain escalation slamkrequirements that the Company pay taxes;amsel
and maintenance costs. Company leases that inekmidated lease payments are expensed on a shragght
basis over the non-cancelable base lease period.

Lease agreements for production space in mosseagrfacilities, which expire through 2030, contain
provisions pursuant to which the Company may catheeleases with a minimal notice period, generallgject
to forfeiture of security deposit. For each of theee years in the period ended December 31, 2@08,
expense, principally for office and production spaotaled approximately $3.0 million, $3.0 milliand $2.6
million, respectively.

In addition, the Company leases certain equipraeder short-term operating lease agreements. For
each of the three years in the period ended Deaedihe2009, rent expense for equipment totaled
approximately $59,000, $70,000 and $207,000, reispéc

Future minimum lease payments, by year and iratfggegate, under non-cancelable operating leases
with initial or remaining terms of one year or maeof December 31, 2009 (in thousands) are assil
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Years Ending December 31,

2010 $ 793
2011 682
2012 452
2013 313
2014 319

Total minimum lease payments $ 2,559

Litigation — The Supreme Court of the Republic of the Philippihas refused to review a decision of
the Court of Appeals in Manila against a Philipgirseibsidiary of the Company that is inactive ansl i@
material assets, and purportedly also against aotbogen, Inc., that orders the reinstatemerdedfin
former employees of the subsidiary to their forrpesitions and also orders the payment of back wagds
benefits that aggregate approximately $7.5 milliglatters relating to execution of this decision arefile
with the Department of Labor and Employment Natiobabor Relations Commission, Republic of the
Philippines, and the Department of Labor and Empient office of the Secretary of Labor and Employtnen
Republic of the Philippines. Based on consultatioth legal counsel, the Company believes that repov
against the Company is nevertheless unlikely.

The Company is also subject to various legal prdiogs and claims which arise in the ordinary
course of business.

While management currently believes that the ulin@tcome of these proceedings will not have a
material adverse effect on the Company’s finanisition or overall trends in results of operatiditigjation
is subject to inherent uncertainties. Substantmiovery against the Company in the above referenced
Philippines actions could have a material adverspact on the Company, and unfavorable rulings or
recoveries in the other proceedings could havetamahadverse impact on the operating resultdeferiod
in which the ruling or recovery occurs. In additidhe Company’s estimate of potential impact on the
Company'’s financial position or overall resultsopferations for the above legal proceedings couéthgé in
the future.

Foreign Currency-The Company’s production facilities are locatedhe Philippines, India, Sri Lanka
and Israel. To the extent that the currencies e$ahcountries fluctuate, the Company is subjecists of
changing costs of production after pricing is egthbd for certain customer projects.

Indemnifications-The Company is obligated under certain circum&sane indemnify directors, certain
officers and employees against costs and liatsilitieurred in actions or threatened actions broaghinst such
individuals because such individuals acted in tyacity of director and/or officer or fiduciary thie Company.

In addition, the Company has contracts with certients pursuant to whom the Company has agreed to
indemnify the client for certain specified and lkied claims. These indemnification obligations ocituthe
ordinary course of business and, in many casestiaciude a limit on potential maximum future pagmts. As

of December 31, 2009, the Company has not recaddbility for any obligations arising as a resoitthese
indemnifications.

Liens-In connection with the procurement of tax inceegivat one of the Company's foreign

subsidiaries, the foreign zoning authority was tgdra first lien on the subsidiary’s property agdipment. As
of December 31, 2009, the net book value of thpgntg and equipment was $0.7 million.
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6. Pension benefits

U.S. Defined Contribution Pension Plan -The Company has a defined contribution plan qealifi
under Section 401(K) of the Internal Revenue Cpdesuant to which substantially all of its U.S. éogpes are
eligible to participate after completing six monthfsservice. Participants may elect to contribufgogtion of
their compensation to the plan. Under the plan, @enpany has the discretion to match a portion of
participants’contributions. The Company intends to match appnakely $84,000 to the plan for the year
ended December 31, 2009. For the years ended Decedd, 2008 and 2007, the Company’s matching
contributions were approximately $119,000 and $1@3, respectively.

Non-U.S. Pension benefits The accounting standard for pensions requiresvgioyer to recognize
a net liability or asset and an offsetting adjusttite accumulated other comprehensive income tortepe
funded status of defined benefit pension and gibst-retirement benefit plans.

Most of the non-U.S. subsidiaries provide for gomeent mandated defined pension benefits. For
certain of these subsidiaries, vested eligible eyg#s are provided a lump sum payment upon retirorg
the Company at a defined age. The lump sum amsuatsed on the salary and tenure as of retiretant
Other non-U.S subsidiaries provide for a lump sumyngent to vested employees on retirement, death,
incapacitation or termination of employment, basedn the salary and tenure as of the date empldymen
ceases. The liability for such defined benefit gdifions is determined and provided on the basectfarial
valuations. As of December 31, 2009, these plaasuafunded. Pension expense for foreign subsidiarie
totaled approximately $223,000, $439,000 and $@&8V for each of the three years in the period ended
December 31, 2009.

The following table summarizes the amounts recmghiin accumulated other comprehensive
income, net of taxes (in thousands):

Years Ended December 3.

200¢ 200¢ 2001
Amortization of transition obligation $ 9 3 92 % 83
Actuarial gain (174) 861 466
Total $ (75) $ 95¢ § 54¢
Amounts in accumulated other comprehensive incomeat yet
reflected in net periodic pension cost, net of tage
Actuarial gain $ 1,153 % 1,327
Transition obligation (486) (585)
Total $ 667 $ 74z
Amounts in accumulated other comprehensive incomexpected tc
be amortized in 2010 net periodic pension co:
Actuarial gain $ 211
Transition obligation (94)
Total $ 117
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The following table sets out the status of the-bo& pension benefits and the amounts (in thougands
recognized in the Company’s consolidated finarstiaiements.

Benefit Obligations:

Change in the Benefit Obligation: _2009 2008 2007
Projected benefit obligation at beginning of tharye $ 1,072 $ 1,860 $ 1,580
Service cost 210 314 404
Interest cost 105 151 121
Actuarial loss (gain) 24 (1,022) (442)
Foreign currency exchange rate changes 23 (170) 59 2
Benefits paid (42) (61) (62)
Projected benefit obligation at end of year $ 1,392 $ 1,072 $ 1,860

Components of Net Periodic Pension Cost:

2009 2008 2007
Service cost $ 210 $ 314 $ 404
Interest cost 105 151 121
Actuarial (gain) loss recognized (92) (26) 142
Net periodic pension cost $ 223 $ 439 $ 667

The accumulated benefit obligation, which represéenefits earned to date, was approximately $0.6
million and $0.5 million at December 31, 2009 af0&, respectively.

Actuarial assumptions for all non-U.S. plans aesadibed below. The discount rates are used to
measure the year end benefit obligations and therggs effects for the subsequent year.

2009 2008 2007
Discount rate 7.2%-12% 7.6%-12% 8%-10%
Rate of increase in compensation levels 7%-10% 7%-10% 10%-13%

Estimated Future Benefit Payments:

The following benefit payments, which reflect eggel future service, as appropriate, are expeoted t
be paid (in thousands):

Years Ending December 31,

2010 $ 45
2011 58
2012 62
2013 73
2014 85
2015 to 2019 $ 1,101
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7. Restructuring Charges

As part of the overall cost reduction plan to @operating costs, in December 2008 the Company
announced a restructuring plan that reduced itbajlavork force by approximately 260 employees, the
majority of whom were based in Asia. Most employeese terminated by December 31, 2008.

In connection with the restructuring, the Compamgorded in 2008, a one-time charge of
approximately $475,000 in the consolidated statérmBaperations for severance and other persorateied
expenses. Of the total restructuring charges, $285was allocated to direct operating costs and $22
was allocated to selling and administrative expends of December 31, 2008, the Company paid $265,0
of the total restructuring charges and paid theaieimg balance of $210,000 in 2009.

8. Capital Stock

Common Stock -The Company is authorized to issue 75,000,000 shafreeommon stock. Each
share of common stock has one vote. Subject te@ates that may be applicable to any outstandiages
of preferred stock, the holders of common stockemtéled to receive ratably such dividends, if aay may
be declared by the Board of Directors. No commonlstlividends have been declared to date.

Preferred Stock —The Company is authorized to issue 5,000,000 sivdn@®ferred stock. The Board
of Directors is authorized to fix the terms, righigeferences and limitations of the preferredist to issue
the preferred stock in series which differ as &irthelative terms, rights, preferences and liriute.

Stockholder Rights Plan -On December 16, 2002, the Board of Directors adbjpteStockholder
Rights Plan (“Rights Plan”) in which one right (GRit") was declared as a dividend for each sharthef
Company’s common stock outstanding. The purposkeoplan is to deter a hostile takeover of the Camgp
Each Right entitles its holders to purchase, uméetain conditions, one one-thousandth of a sharewly
authorized Series C Participating Preferred StoBkeferred Stock”), with one one-thousandth of arshof
Preferred Stock intended to be the economic anidgratquivalent of one share of the Company’s common
stock. Rights will be exercisable only if a persmngroup acquires beneficial ownership of 15% (4&%he
case of specified executive officers of the Compamynore of the Company’s common stock or commemace
tender or exchange offer, upon the consummatiomhi¢h such person or group would beneficially ownts
percentage of the common stock. Upon such an etrenRights enable dilution of the acquiring persar
group’s interest by providing that other holderghe# Company’s common stock may purchase, at acisge
price of $4.00, the Company’s common stock havimgaaket value of $8.00 based on the then marke¢ i
the Company’s common stock, or at the discretioth@Board of Directors, Preferred Stock, havinglde the
value of such exercise price. The Company will iiiled to redeem the Rights at $.001 per Rightenrnertain
circumstances set forth in the Rights Plan. ThehRighemselves have no voting power and will expine
December 26, 2012, unless earlier exercised, rezttemexchanged.

Common Stock Reserved -As of December 31, 2009, the Company had resergeds$uance
approximately 3,698,000 shares of common stockuamtso the Company’s stock option plans.

Treasury Stock -In May 2008, the Company announced that the Bo#iirectors authorized the
repurchase of up to $2.0 million of its common ktothere is no expiration date associated withpttogram.
During the year ended December 31, 2009, the Coyngiannot repurchase any shares of its common stock
During the year ended December 31, 2008, the Coynegourchased 606,000 shares of its common stoak at
cost of approximately $1.9 million. Approximately).% million remains available for repurchase unither
program as of December 31, 2009. This authorizaptaced a prior authorization made in August 2006
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9. Stock Options

The Company adopted, with stockholder approval, ltim@data Isogen, Inc. 2009 Stock Plan (the
“2009 Plan”). The maximum number of shares of commstock that may be delivered under the 2009 Rlan i
(i) 1,000,000 shares of common stock, plus (ii),838, shares of common stock that were availahle fo
issuance under the Company’s 2001 and 2002 StotkrOplans (the “Prior Plans”) as of the effectdate
of the 2009 Plan, plus (iii) any shares subjedraaward or portion of any award under the Prian®lthat
were outstanding as of the effective date of th@92Blan that expire or terminate unexercised, becom
unexercisable or are forfeited or otherwise termeidasurrendered or canceled as to any sharesuvithe
delivery of shares of common stock or other consititen, subject to adjustment for certain specifieenges
to the Company's capital structure. No further tgramay be made under the Prior Plans.

All directors, officers and other employees, anteotpersons who provide services to the Company,
are eligible to participate in the 2009 Plan. TB82Plan provides for the grants of stock optionsi¢h may
be incentive stock options within the meaning @& thternal Revenue Code of 1986, as amended, er non
gualified stock options). The stock options grantealy have a maximum term of up to ten years. TH@9 20
Plan also provides for awards of stock appreciatimhts, restricted stock awards, stock units and
performance grants.

The Company’s Board of Directors may amend, akagpend, discontinue, or terminate the 2009
Plan or any portion thereof at any time; providd@ttno such amendment, alteration, suspension,
discontinuation or termination shall be made withstockholder approval, if such approval is necgsga
comply with any tax or regulatory requirement apgtile to the 2009 Plan; and provided further thgtsauch
amendment, alteration, suspension, discontinuamcéermination that would impair the rights of any
participant or any holder or beneficiary of any aivtheretofore granted shall not to that extenetiective
without the consent of the affected participantldeo or beneficiary Notwithstanding the foregoing, the
Board of Directors may unilaterally amend the 280&n and outstanding awards without participanseat)
as it deems necessary or appropriate, to ensurpliemte with applicable securities laws and praxisi of
the Internal Revenue Code of 1986.

The fair value of stock options is estimated andhate of grant using the Black-Scholes optioningic
model. The weighted average fair values of theooptigranted and weighted average assumptions are as
follows:

For the Years Ended December 3

2009 2008 2007
Weighted average fair value of options granted - $ 2.46 $ 2.99
Risk-free interest rate — 3.61% 4.61%
Expected life (years) — 8.00 8.00
Expected volatility factor — 97% 122%
Expected dividends — None None

@ There were no options granted in 2009.

The Company estimates the risk-free interest rateguthe U.S. Treasury yield curve for periods
equal to the expected term of the options in eff¢the time of grant. The expected term of optignasited is
based on a combination of vesting schedules, tétimecoptions and historical experience. Expectadtiity
is based on historical volatility of the Compang@mmon stock. The Company uses an expected dividend
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yield of zero since it has never declared or paidividends on its capital stock.

A summary of option activity under the Plans afDetember 31, 2009, and changes during the year
then ended is presented below:

Weighted-Average Weighted-Average Remaining Aggregate Intrinsic

Number of Share: Exercise Price Contractual Term (years) Value
Outstanding at January 1, 2009 3,173,111% 2.68
Granted — —
Exercised (1,259,747) 2.75
Forfeited/Expired (66,584) 2.63
Outstanding at December 31, 2009 1,846,780% 2.63 4.26 $ 5,839,000
Exercisable at December 31, 2009 1,824,280% 2.62 4.23 $ 5,790,800

The total compensation cost related to non-vestgmtk options not yet recognized as of
December 31, 2009 totaled approximately $55,000e Weighted-average period over which these cafits w
be recognized is twenty months.

Because of the Company’s net operating loss camgals, no tax benefits resulting from the
exercise of stock options have been recorded, tieie was no effect on cash flows from operating or
financing activities.

The total intrinsic value of options exercised fach of the three years in the period ended
December 31, 2009 was approximately $4.0 millién1$nillion and $4.3 million, respectively.

The stock options granted have a maximum ternpdbuen years and generally vest over a four year
period.

On September 12, 2007, the Company’s Chairman & @he “CEO”) exercised 1,139,160 stock
options at a total exercise price of $882,844. TieO paid the exercise price by surrendering to the
Company 229,310 of the shares of common stock hddatave otherwise received on the option exercise.
In addition, the CEO surrendered 395,695 shardhgaCompany in consideration of the payment by the
Company on his behalf of $1,523,426 of the Compamyinimum withholding tax requirement payable in
respect of the option exercise. Because the paymwaine attributable to the surrendered shares upon
settlement does not exceed the fair value of th®mpno compensation cost was recognized at the afa
settlement. In connection with this transactioe, @ompany issued a net total of 514,155 sharesrofron
stock to the CEO.

10. Comprehensive income

The components of comprehensive income are as®l{m thousands):

December 31
2009 2008 2007
Net income $ 7313 % 6,658 $ 4,566
Pension liability adjustment, net of taxes (75) 953 549
Unrealized gain from derivatives, net of taxes 819 — —
Comprehensive incorn $ 8,051 $ 7611 $ 5,11f
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Accumulated other comprehensive income as refldotékde consolidated balance sheets consists of
changes in pension liability adjustments, net ésaand changes in fair value of derivatives, hédxes.

11. Segment reporting and concentrations

In 2007, the Company commenced a reorganizatiats aianagement and operating structure. Prior to
2007, the Company'’s operations were classifiedtintooperating segments: (1) content-related BRDKEO
services and (2) IT professional services. In tb@gganization, management merged the conteriedeBPO
services and IT professional services segmentsi(@eso monitor its operations by these two segs)el¥ith
this reorganization, the Company consists of ongness unit that generates revenues and expenses. T
Company'’s chief operating decision maker reviewss filll operating results of the entire Companyhat t
consolidated level. Thus, the Company's currentratjpey segment structure reflects the way the chief
operating decision maker looks at the overall Camgpto evaluate performance and make executive
decisions (including the allocation of resourcd®)w the business. There is no end to end resplitysdy
management other than at the consolidated level, discrete financial information is available at th
consolidated level. Thus the Company has had oeetipg segment since 2007.

The Company’s services revenues are generatedpadigdrom its production facilities located ingh
Philippines, India, Sri Lanka and Israel. The Campdoes not depend on revenues from sources ahtern
the countries in which the Company operates; neekss, the Company is subject to certain adves®oenic
and political risks relating to overseas econoniiegeneral, such as inflation, currency fluctuagicemd
regulatory burdens.

Long-lived assets as of December 31, 2009 and 286Bectively by geographic region are comprised

of:
2009 2008
(in thousands)

United States $ 1,152 $ 1372

Foreign countries:
Philippines 2,927 3,379
India 1,284 1,675
Sri Lanka 592 654
Israel 279 321
Total foreign 5,082 6,029
$ 6,234 $ 7401

Two clients generated approximately 44%, 47% arid 49the Company'’s total revenues in the fiscal
year ended December 31, 2009, 2008 and 2007, teshecNo other client accounted for 10% or mofe o
revenues during these periods. Further, in thesysraded December 31, 2009, 2008 and 2007, revéiones
non-US clients accounted for 21%, 21% and 23%eaily, of the Company's revenues.

Revenues for each of the three years in the pegivded December 31, by geographic region
(determined based upon customer’s domicile), afellasvs:
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2009 2008 2007
(in thousands)

United States $ 62,932 $ 59,042 $ 52,017
The Netherlands 6,150 7,564 9,070
Other - principally Europe 10,247 8,395 6,644

$ 79,329 $ 75,001 $ 67,731

A significant amount of the Company's revenuesdanéved from clients in the publishing industry.
Accordingly, the Company's accounts receivable igdiganclude significant amounts due from sucteats.
In addition, as of December 31, 2009, approximaBiye of the Company's accounts receivable was from
foreign (principally European) clients and 31% eft@unts receivable was due from two clients. As of
December 31, 2008, approximately 22% of the Comipaamcounts receivable was from foreign (princypall
European) clients and 51% of accounts receivabtedua from two clients. No other clients accouatslf%
or more of the receivables as of December 31, 200%2008.

12. Income per Share

2009 2008 2007
(in thousands, exceptgbare amounts)

Net income $ 7,313 $ 6,658 $ 4,566
Weighted average common shares outstanding 24,613 24,390 24,142
Dilutive effect of outstanding options 1,151 747 1,185
Adjusted for dilutive computation 25,764 25,137 25,327

Basic income per share is computed using the wedghverage number of common shares
outstanding during the year. Diluted income persli&computed by considering the impact of thepil
issuance of common shares, using the treasury stetkod, on the weighted average number of shares
outstanding.

Options to purchase 1.1 million shares of commonksin 2008 were outstanding but not included
in the computation of diluted income per share bseathe options’ exercise price was greater than th
average market price of the common shares andftherghe effect would have been antidilutive. All
options outstanding were included in the computatib diluted net income per share in 2009 and 207
the exercise price was lower than the average mariee.

13. Quarterly Financial Data (Unaudited)
The quarterly results of operations are summaitiztolwv:

First Second Third Fourth
Quarter Quarter Quarter Quarter
(in thousands, except per share amounts)

2009
Revenues $21,815 $21,635 $19,107 $16,772
Net income (loss) $ 3581 $ 3204 $ 1,296 $ (768)
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Basic net income (loss) per share $ 1% 13 $ 05 $ (.03
Diluted net income (loss) per share $ 1% 13 $ 05 $ (03
2008

Revenues $18,400 $17,870 $18,333 $20,398
Net income $ 833 $ 36 $ 1,108 $ 4,681
Basic net income per share $ 0% - $ 05 $ .19
Diluted net income per share $ 03 - $ 05 $ .19

14. Derivatives

In the first quarter of 2009, the Company adoptegaent accounting standard on derivatives and
hedging, which requires enhanced qualitative di&akes about objectives and strategies for usingatases,
quantitative disclosures about the fair value an®wif gains and losses on derivative instrumems, a
disclosures about credit-risk-related contingeatuses in derivative agreements.

The Company has a large portion of its operatiansaternational markets that are subject to foreign
currency fluctuations. The most significant foreigmrency exposures occur when revenue and associat
accounts receivable are collected in one currendyexpenses incurred in order to generate thahueven
another currency. The Company’s primary exchantge eéaposure relates to payroll, other payroll castd
operating expenses in the Philippines, India arakls

To manage its exposure to fluctuations in foreigrrency exchange rates, the Company entered into
foreign currency forward contracts, authorized ur@empany policies, with counterparties that weghly
rated financial institutions. The Company utilizedn-deliverable forward contracts expiring withimetve
months to reduce its foreign currency risk.

The Company formally documents all relationshipsveen hedging instruments and hedged items, as
well as its risk management objective and strategyndertaking hedge transactions. The Companyg doé
hold or issue derivatives for trading purposes.d&tivatives are recognized at their fair value aladsified
based on the instrument’s maturity date. The twdéibnal amount for outstanding derivatives as e€&mber
31, 2009 was $36.3 million, which is comprised a$tt flow hedges denominated in U.S. dollars.

As of December 31, 2008, there were no outstanétingign currency forward contracts or other
derivative instruments.

The following table presents the fair value of dative instruments included within the consolidated
balance sheet as of December 31, 2009 (in thousands

Asset Derivative Liability Derivative
Balance Sheet Location Fair Value Balance Sheet Location Fair Value

Derivative designated as hedging
instruments:
Prepaid expenses and other
Foreign currency forward contracts current assets S 1,300 Accrued expenses S —

The effect of foreign currency forward traets designated as cash flow hedges on the ¢datsml
statements of operations for 2009 were as follomwthpusands):
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1,300

Net gain recognized in oy $
@ $ 275
$

Net gain reclassified from accumulated OCI intcoime
Net gain (loss) recognized in incoftie

W Net change in the fair value of the effective mortclassified in other comprehensive income ("QCI"

@ Effective portion classfied as direct operatingtsos
® There were no ineffective portions for the periodsented.

15. Financial Instruments

The following table sets forth the financial instrents as of December 31, 2009 that the Company
measured at fair value, on a recurring basis bgllewithin the fair value hierarchy (in thousandaps
required by the standard, assets measured atdfaie are classified in their entirety based onldlhest level

of input that is significant to their fair value asirement.

Level 1 Level 2 Level 3

Assets

Derivative: $ — $ 1,30( $ —

The Level 2 assets contain foreign currency forwamdtracts. Fair value is determined based on the
observable market transactions of spot and forwaats. The fair value of these contracts as of Dbee 31,
2009 is included in prepaid expenses and otherpurassets in the accompanying consolidated balance

sheets.
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Duplicate Mailings

When a stockholder owns shares in more than one account or when
several stockholders live at the same address, they may receive multiple
copies of the annual report or other mailings. For information on how to
eliminate multiple mailings, contact American Stock Transfer and Trust
Company at (718) 921-8124.

Annual Meeting of Stockholders

The Annual Meeting of Stockholders for Innodata Isogen, Inc. will be held
on June 9, 2010 at 11:00 a.m. at the Company’s corporate headquarters,
Three University Plaza, Hackensack, New Jersey 07601.

Stock Trading

Innodata Isogen, Inc.’s common stock trades on the NASDAQ Global
Market under the symbol INOD. As of February 19, 2010, there were 91
stockholders of record and approximately 4,820 beneficial stockholders.
The table below sets forth, for the periods indicated, the high and low
prices per share of Innodata Isogen, Inc. common stock for the last
two fiscal years.

Fiscal 2009 Fiscal 2008
High Low High Low
$3.78 $1.85 $6.55 $4.19
$5.47 $3.15 $5.10 $2.70
$8.79 $4.26 $3.30 $2.30
$8.49 $4.97 $2.65 $1.32

Comparative 5-Year Cumulative Total Return Among Innodata Isogen, Inc., NASDAQ Market Index and SIC Code Index
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