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CALCULATION OF REGISTRATION FEE

Securities to be Amount To Be Offer1ng Aggregate Registration
Price Fee

i . Per Offering
Registered Registered Share  Price [1]

Common Stock: 50,000,000 $0.04 $2,000,000$ 257.60
[1] Estimated solely for purposes of calculating the registration fee under Rule 457.

REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON DATES AS MAY BE
NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER
AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT SHALL
THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(a) OF THE SECURITIES ACT OF
1933, OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON DATES AS THE
COMMISSION, ACTING UNDER SAID SECTION 8(a), MAY DETERMINE.
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Prospectus

KALLO INC.

Shares of Common Stock
50,000,000 Shares of Common Stock

This prospectus relates to the resale of up to 50,000,000 shares of the common stock, par value $0.00001 per share, of
KALLO INC., a Nevada corporation (the "Common Stock"), by Kodiak Capital Group, LLC, a Delaware limited
liability company ("Kodiak") pursuant to which we have the right to "Put" to Kodiak (the "Put Right") up to $2
million in shares of our common stock (the "Investment Agreement" or "Equity Line of Credit").

We will not receive any proceeds from the sale of the Common Stock by Kodiak, however, we will receive proceeds
from the sale of securities pursuant to our exercise of the Put Right. We will bear all costs associated with this
registration.

Kodiak is an "underwriter" within the meaning of the Securities Act of 1933, as amended (the "Securities Act") in
connection with the resale of our common stock under the Equity Line of Credit. Kodiak will pay us 80% of the
lowest closing "best bid" price (the highest posted bid price) of the common stock during the five consecutive trading
days immediately following the date of our notice to Kodiak of our election to put shares pursuant to the Investment
Agreement.

Our common stock is quoted on the Over-the-Counter Bulletin Board ("OTCBB") under the symbol "KALO". The
last reported sale price of our common stock on the OTCBB on August 18, 2014 was approximately $0.04 per share.

It is not possible to determine the price to the public in any sale of the shares of Common Stock by Kodiak and
Kodiak reserves the right to accept or reject, in whole or in part, any proposed purchase of shares. Accordingly,
Kodiak will determine the public offering price, the amount of any applicable underwriting discounts and
commissions and the net proceeds at the time of any sale.

INVESTING IN OUR SECURITIES INVOLVES A HIGH DEGREE OF RISK. SEE RISK FACTORS IN THIS
PROSPECTUS BEGINNING ON PAGE 10 FOR A DISCUSSION OF INFORMATION THAT SHOULD BE
CONSIDERED IN CONNECTION WITH AN INVESTMENT IN OUR SECURITIES.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR PASSED UPON THE
ADEQUACY OR ACCURACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

You should rely only on the information contained in this prospectus. We have not authorized anyone to provide you
with different information from that contained in this prospectus. Kodiak are offering to sell and seeking offers to buy
shares of our common stock only in jurisdictions where offers and sales are permitted. The information contained in
this prospectus is accurate only as of the date of this prospectus, regardless of the time of delivery of this prospectus or
of any sale of our common stock. This prospectus does not constitute an offer to sell, or a solicitation of an offer to
buy the securities in any circumstances under which the offer or solicitation is unlawful. Neither the delivery of this
prospectus nor any distribution of securities in accordance with this prospectus shall, under any circumstances, imply
that there has been no change in our affairs since the date of this prospectus.

We will receive no proceeds from the sale of the shares of common stock sold by Kodiak. However, we will receive
proceeds from the sale of securities pursuant to our exercise of the Put Right.
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ABOUT THIS OFFERING
Kodiak Capital Group, LLC

This prospectus relates to the resale of up to 50,000,000 shares of common stock issuable to Kodiak Capital Group,
LLC in 2012 for investment banking services pursuant to an Investment Agreement with us dated July 15, 2014 (the
"Investment Agreement" or "Equity Line of Credit").

Pursuant to the Investment Agreement, we have the right to "put" to Kodiak (the "Put Right") up to $2 million in
shares of our common stock (i.e., we can compel Kodiak to purchase our common stock at a pre-determined formula).
Accordingly, this prospectus relates, in part, to the resale of up to 50,000,000 shares of our common stock by Kodiak.

For the purpose of determining the number of shares of common stock to be offered by this prospectus, we have
assumed that we will issue not more than 50,000,000 shares pursuant to the exercise of the Put Right, although the
number of shares that we will actually issue pursuant to the Put Right may be more or less than 50,000,000, depending
on the trading price of our common stock. We currently do not intend to exercise the put right in a manner which
would result in our issuance of more than 50,000,000 shares, but if we were to exercise the Put Right in that manner,
we would be required to file a subsequent registration statement with the Securities and Exchange Commission
("SEC") and that registration statement would have to be declared effective prior to the issuance of any additional
shares.

The Investment Agreement provides, in part, that following notice to Kodiak, we may "Put" to Kodiak up to
$2,000,000 in shares of our common stock for a purchase price equal to 80% of the Volume Weighted Average Price
which is defined as the lowest closing "best bid" price (the highest posted bid price) of the common stock during the
five consecutive trading days immediately following the date of our notice to Kodiak of our election to "Put" shares
pursuant to the Investment Agreement. Kodiak has indicated that it will resell those shares in the open market, resell
our shares to other investors through negotiated transactions, or hold our shares in its portfolio. This prospectus
covers, in part, the resale of our stock by Kodiak either in the open market or to other investors through negotiated
transactions. Kodiak's obligations under the Investment Agreement are not transferrable and this registration statement
does not cover sales of our common stock by transferees of Kodiak.

All equity offerings are dilutive except that in this case Kallo controls the dilution. Kodiak Capital cannot own more
than 4.9%, of the total outstanding shares. The increase in the number of shares for sale in connection with the equity
line of credit will likely decrease the prevailing market price per share and also result in a reduction in the ownership
percentage of our company for present shareholders. There are no limits on our ability to make draws under this
agreement, except for the limitation on Kodiak not owning more than 4.9% and that the line of credit expires on
December 31, 2015 or after $2,000,000 has been drawn.

Kodiak will only purchase shares when we meet the following conditions:

a registration statement has been declared effective and remains effective for the resale of the common stock subject
to the Equity Line of Credit;

our common stock has not been suspended from trading for a period of five consecutive trading days and we have not
been notified of any pending or threatened proceeding or other action to delist or suspend our common stock;

we have complied with our obligations under the Investment Agreement and the attendant Registration Rights
Agreement;
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no injunction has been issued and remains in force, and no action has been commenced by a governmental authority
which has not been stayed or abandoned, prohibiting the purchase or the issuance of our common stock; and we have
“not filed a petition in bankruptcy, either voluntarily or involuntarily, and there shall not have been commenced any
proceedings under any bankruptcy or insolvency laws.

The Investment Agreement will terminate when any of the following events occur:

-Kodiak has purchased an aggregate of $2,000,000 of our common stock or before December 31, 2015;

-we file or otherwise enter an order for relief in bankruptcy; or

-our common stock ceases to be registered under the Securities Exchange Act of 1934 (the "Exchange Act").

As we draw down on the Equity Line of Credit, shares of our common stock will be sold into the market by Kodiak.
The sale of these additional shares could cause our stock price to decline. In turn, if the stock price declines and we
issue more puts, more shares will come into the market, which could cause a further drop in the stock price. You
should be aware that there is an inverse relationship between the market price of our common stock and the number of
shares to be issued under the Equity Line of Credit. If our stock price declines, we will be required to issue a greater
number of shares under the Equity Line of Credit. We have no obligation to utilize the full amount available under the
Equity Line of Credit.

Fees Paid to Kodiak Capital, LLC

There are no fees payable to Kodiak Capital Group, LLC at this time. We previously issued 2,000,000 shares to
Kodiak in 2012.

The Offering

Shares of common stock offered by Up to 50,000,000 shares of common stock, which when issued, would represent
Kodiak: approximately 12.25% of our outstanding common stock.

Common stock to be outstanding
after the offering assuming all Up to 402,998,416 shares of common stock.
50,000,000 shares sold:

We will not receive any proceeds from the sale of the shares by Kodiak.
Use of proceeds: However, we will receive proceeds from the Equity Line of Credit. See "Use of
Proceeds".

You should carefully read and consider the information set forth under the
Risk factors: caption "Risk Factors" beginning on page10 and all other information set forth
in this prospectus before investing in our common stock.

OTC Bulletin Board Symbol: KALO

-6-
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Negative Impact and Limits on Equity Line of Credit

The resale of shares of Kodiak will have a dilutive effect upon existing shareholders and cause the control of the
Company to change as a result of the number of shares being issued. Further, by causing up to 50,000,000 shares of
common stock to be ingested into the current market, there could be increased difficulty in liquidating existing
ownership positions in our shares of common stock. If Kodiak does not purchase any shares "Put" to it, we will not
receive any funds from this offering. Kodiak Capital Group must purchase all of the shares of common stock we
"Put" to it, provided, Kodiak Capital Group does not own more that 4.9% of our total outstanding shares of common
stock. Further, we will not be entitled to deliver a "Put Notice" to Kodiak and Kodiak will not be obligated to
purchase any shares unless the following conditions are satisfied:

(D this registration statement shall have been declared effective and shall remain effective and available for the resale
of all the 50,000,000 shares of common stock at all times until the Closing with respect to a "Put" by us;

(IT) at all times during the period beginning on the related "Put Notice" date and ending on and including the related
closing date, the common stock shall be traded on the Over-the-Counter Bulletin Board and shall not have been
suspended from trading thereon for a period of two (2) consecutive trading days;

(IIT) Kodiak shall not have been notified of any pending or threatened proceeding or other action to suspend the
trading of the common stock;

(IV) We have complied with our obligations and is otherwise not in breach of or in default under the Investment
Agreement, the Registration Rights Agreement or any other agreement executed in connection herewith which has not
been cured prior to delivery of the first "Put Notice";

(V) no injunction shall have been issued and remain in force, or action commenced by a governmental authority which
has not been stayed or abandoned, prohibiting the purchase or the issuance of the common stock to Kodiak; and,

(VD) the issuance of the shares of common stock to Kodiak will not violate any shareholder approval requirements of
the Over-the-Counter Bulletin Board.

If any of the events described in clauses (I) through (VI) above occurs, then Kodiak will have no obligation to
purchase the number of shares "Put" to it.

Analysis of Number of Shares Issuable Under the Equity Line of Credit Agreement
Based on Stock Price Variance

52 week average price $0.52 (08-08-2013 to 08-07-2014)
Projection: Share price change v/s capital drawn from equity line of credit

Stock price drop Share Price E)I;(Cszllinz:lid Price Shares Required Scill)iltt;fﬂli(rllf“gfn cfrreocgi
-25% 0.0525 0.042 41,666,667 $1,750,000.00
-50% 0.035 0.028 62,500,000 $1,750,000.00
-75% 0.0175 0.014 125,000,000  $1,750,000.00

Currently, the market price for our shares of common stock is $0.04 per share. Based on that price, we could put all
50,000,000 shares of common stock to Kodiak Capital Group and we could receive $0.04 per share or a total of

11
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Transactions with Kodiak Capital Group

On September 26, 2012, we entered into an Investment Agreement with Kodiak Capital Group, LLC ("Kodiak")
whereby we could issue 50,000,000 shares in exchange for an option to sell up to $2,000,000 worth of our shares at a
price equal to eighty percent (80%) of the lowest daily preceding five days Volume Weighted Average Price at the
time of exercise and expires six months from inception. We recorded a stock subscription receivable (included in
equity) in the amount of $100,000 which was determined to be the fair value of the option on September 26, 2012. On
October 24, 2012, we filed an S-1 registration statement relating to the resale of up to 50,000,000 shares of common
stock issuable to Kodiak for investment banking services pursuant to an investment agreement dated September 26,
2012. Our registration statement was declared effective on October 9, 2013.

On or about February 25, 2014, we "Put" 3,472,223 shares, valued at $250,000 to Kodiak.

The Investment Agreement terminated on April 9, 2014. On July 15, 2014, we entered into the First Amendment to
the Investment Agreement with Kodiak wherein it was agreed that we could "Put" to Kodiak up to 50,000,000 shares
of our common stock provided that the investment amount, when taken together with all other "Put Notices," shall not
exceed $2,000,000. The termination date will be December 15, 2015.

Capital Requirements

Analysis of our business acquisition and operations cost indicate a reasonable requirement of $2,000,000 or less.
Based on market response to our products, services, and technologies, it is management's opinion that we will not
require additional funding. Management discussed and decided we would draw the $2,000,000 line of credit in
installments before December 31, 2015. This is based upon our belief and the representations made to us by Kodiak
that it would be continuously reselling our shares into the market, thereby consistently remaining below the 4.9%
ownership limitation. If Kodiak is unable to resell the shares it acquires from us into the market place, the belief that
we could draw the $2,000,000 in installments is flawed and accordingly we will be not able to draw upon the
$2,000,000.

Our business

We were incorporated in the State of Nevada, on December 12, 2006, to engage in the business of selling printing
equipment, media, display stands and consumables such as inks (dye, UV, solvent) ink cartridges. We subsequently
changed our name to Diamond Technologies Inc. and then to our current name of Kallo Inc.

Rophe Medical Technologies Inc.

On December 11, 2009, we entered into an agreement with Kallo Technologies Inc. (formerly known as Rophe
Medical Technologies Inc.), an Ontario corporation and its shareholders (collectively "Rophe") wherein we acquired
all of the issued and outstanding shares of common stock of Rophe in exchange for 3,000,000 restricted shares of our
common stock and $1,200,000. As a result of our acquisition of Rophe, we were no longer a "shell company" as that
term is defined in Rule 405 of the Securities Act of 1933, as amended.

Software development

On December 10, 2010, we entered into an agreement with Advanced Software Technologies, Inc., located in the
Grand Cayman Islands ("AST"). Under the Agreement, we were appointed sales agent for AST and will be paid fees

13



by AST for selling AST products.
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Sales commission agreement

On November 20, 2012, we signed a memorandum of understanding with the Ministry of Health of the Republic of
Ghana for the supply and implementation of a National Mobile Care program with Mobile Clinics and Clinical
Command Centers integrated with the existing healthcare system and improve the healthcare delivery services to the
rural and remote population of Ghana at large for a total project cost for National implementation and Maintenance
support for five years of $158,500,000 (the "Ghana Project").

In respect of the Ghana Project, we have agreed with two third parties to pay sales commissions.

On January 23, 2014, we announced the signing of a $200,000,925 Supply Contract with the Ministry of Health and
Public Hygiene of the Republic Of Guinea (the "Guinea Project").

Under the Supply Contract, we will implement customized healthcare delivery solutions for the Republic of Guinea.
The components of the solutions include, MobileCare, RuralCare, Hospital Information Systems, Telehealth Systems,

Pharmacy Information, disaster management, air and surface patient transportation systems and clinical training.

In respect of the Guinea Project, we have agreed with two third parties in Guinea to pay sales commissions for
facilitating and securing the Contract with the Ministry of Health of the Republic of Guinea.

On March 8, 2014, we have agreed with a third party to pay sales commissions for facilitating and securing the
Contract with the Government of the Republic of Sierra Leone.

Office Executive Offices

Our administrative office is located at 675 Cochrane Drive, Suite 630, Markham, Ontario, Canada L3R 0B8, our
telephone number is (416) 246-9997. Our registered agent for service of process is the Corporation Trust Company of
Nevada, located at 6100 Neil Road, Suite 500, Reno, Nevada 89511. Our fiscal year end is December 315t

Selected financial data

The following financial information summarizes the more complete historical financial information at the end of this
prospectus.

As of As of As of As of
June 30, December December December 31,
2014 31,2013 31,2012 2011

(Unaudited) (Audited)  (Audited) (Audited)
Balance Sheet
Total Assets $1,082,887 $978,093  $1,402,779 $ 1,163,270
Total Liabilities $1,076,912 $1,274,581 $1,478934 $ 2,056,815
Stockholders' Equity (Deficiency) $5,975 $(296,488) $(76,155) $ (893,545)

For the For the Year For the Year For the Year

Three
Months Ended Ended Ended

15



Statements of Operations
Revenue

Total Expenses

Net Loss
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Ended June December December December 31,
30,2013 31,2013 31,2012 2011
(Unaudited) (Audited)  (Audited) (Audited)

$-0- $-0- $-0- $ 0
$432,173 1,603,283 $7,003,791 $ 5,337,700
$(432,173) (1,603,283)$(7,003,791)$ (5,337,700)

16
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RISK FACTORS
Please consider the following risk factors before deciding to invest in our common stock.
Risks associated with Kallo Inc.:

1. Our auditors have included a going concern emphasis of matter paragraph, which indicates that the consolidated
financial statements were prepared under the assumption that the Company will continue as a going concern.

Our auditors have included a going concern emphasis of matter paragraph. This means that the amounts of assets and
liabilities in the consolidated financial statements do not purport to represent realizable or settlement values.

2. Because we have changed business, we lack an operating history and have losses which we expect to continue into
the future. There is no assurance our operations will result in profitable revenues. If we cannot generate sufficient
revenues to operate profitably, we may suspend or cease operations.

We were incorporated on December 12, 2006 and we have not generated revenues during the past three years. We
have no operating history upon which an evaluation of our future success or failure can be made. Our net loss since
inception is $20,046,213. Our ability to achieve and maintain profitability and positive cash flow is dependent upon

-our ability to manufacture our products
-our ability to attract customers who will buy products
-our ability to generate revenues

Based upon current plans, we expect to incur operating losses in future periods because we will be incurring expenses
and not generating revenues. We cannot guarantee that we will be successful in generating revenues in the future.
Failure to generate revenues will cause us to go out of business.

3. We have only one customer and we cannot guarantee we will ever have a solid customer base. Even if we obtain
clients or customers, there is no assurance that we will make a profit.

We have only one customer. While we have identified other customers, there is no assurance we will engage in
business with any of them. Even if we obtain additional orders for our products or clients there is no guarantee that
we will ever generate revenues or a profit if we are unable to attract additional customers and sell them our products,
we will have to suspend or cease operations.

4. We need additional capital in order to stay in business for one year. If we can't raise it, we could go out of
business.

We have exhausted our capital and need additional funds to continue our operations. If we can't raise it through this
offering, we may have to cease operations. Analysis of our business acquisition and operations cost indicate a
reasonable requirement of $500,000 or less. The equity line of credit for $2,000,000 would satisfy the need for capital
established by the business analysis in our management's opinion. We believe we could maintain our current
operations upon receipt of $500,000.

5. Because we are small and do not have much capital, we must limit marketing our services to potential customers
and suppliers. As a result, we may not be able to attract enough customers to operate profitably. If we do not make a

17
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Because we are small and do not have much capital, we must limit marketing our website to potential customers and
suppliers. Because we will be limiting our marketing activities, we may not be able to attract enough customers to
buy or suppliers to sell products to operate profitably. If we cannot operate profitably, we may have to suspend or
cease operations.

6. Because most of our assets and our officers and directors are located outside the United States of America, it may
be difficult for an investor to enforce within the United States any judgments obtained against us or any of our officers
and directors.

Our assets are located outside of the United States and most of our officers' and directors' assets are located outside the
United States. As a result, it may be difficult for you to effect service of process or enforce within the United States,
any judgments obtained against us or our officers or directors, including judgments predicated upon the civil liability
provisions of the securities laws of the United States or any state thereof. In addition, it is unlikely that the courts of
Canada and other jurisdictions would recognize or enforce judgments of United States courts obtained against us or
our officers and directors predicated upon the civil liability provisions of the securities laws of the United States or
any state thereof, or be competent to hear original actions brought in Canada or other jurisdictions against us or our
officers and directors predicated upon the securities laws of the United States or any state thereof.

7. We operate in a highly competitive industry and we cannot guarantee you that we will ever achieve any level of
success in competing for clients.

The computer industry is very competitive. We are at a competitive disadvantage in attracting clients due to our
relatively small size. Most of our competitors are larger and more diversified than we are and have greater financial
resources. We cannot predict the degree of success, if any, with which we will meet competition in the future.

Risks associated with this offering:

8. We are registering an aggregate of 50,000,000 shares of common stock, which are to be issued under the Equity
Line of Credit. The sale of such shares could depress the market price of our common stock.

We are registering an aggregate of 50,000,000 shares of common stock which will be issued pursuant to the Equity
Line of Credit. The sale of these shares into the public market could depress the market price of our common stock.
Currently, there are 352,998,416 shares of our common stock issued and outstanding.

9. Short selling could have a depressive effect on the market price of our stock.

Short selling is in effect a bet that the market price of the stock will drop. Short sellers sell the stock they don't own or
have borrowed from another party today, and buy the stock needed to fill that sell order or repay the loaned stock in
three or four days with the hope the price will drop. By selling the shares today at hypothetically a $1.00 and then
going to the market place in three days to buy those shares at $0.90, the short seller makes a profit of $0.10 per share.
The difference between the sales price and the purchase price. If a short seller sells a very large block of stock today,
the short seller can drive the market price of the stock down substantially and make a substantial profit. The
consequence of the short sale is that the market price drops substantially .

10. Existing stockholders could experience substantial dilution upon the issuance of common stock pursuant to the
Equity Line of Credit.
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This registration contemplates our issuance of up to 50,000,000 shares of our common stock to Kodiak, subject to
certain restrictions and obligations. If the terms and conditions of the Equity Line of Credit are satisfied, and we
choose to exercise our Put Rights to sell 50,000,000 shares of our common stock to Kodiak, our existing

-11-
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stockholders' ownership will be diluted by such sales. Consequently, the value of your investment may decrease. Our
Equity Line of Credit with Kodiak contemplates the potential future issuance and sale of up to $2,000,000 of our
common stock to Kodiak subject to certain restrictions and obligations.

11. Kodiak will pay less than the then-prevailing market price for our common stock.

The common stock to be issued to Kodiak pursuant to the Investment Agreement will be purchased at a twenty
percent (20%) discount to the lowest closing "best bid" price (the highest posted bid price) of the common stock
during the five consecutive trading days immediately following the date of our notice to Kodiak of our election to put
shares pursuant to the Investment Agreement. Kodiak has a financial incentive to sell our common stock immediately
upon receiving the shares to realize the profit equal to the difference between the discounted price and the market
price. If Kodiak sells the shares, the price of our common stock could decrease. If our stock price decreases, Kodiak
may have a further incentive to sell the shares of our common stock that it holds. These sales may have a further
impact on our stock price.

12. There may not be sufficient trading volume in our common stock to permit us to put shares to Kodiak.

In order to put the shares to Kodiak, there has to be sufficient trading volume to allow Kodiak to resell the shares
"Put" to it into the open market. Insufficient trading volume will prevent Kodiak from selling its shares into the
market and prevent us from putting more shares to Kodiak since it is a condition to our contract with Kodiak that
Kodiak can never own more than 4.99% of our total outstanding shares of common stock at any one time. If we
cannot "Put" shares to Kodiak, we cannot receive payment therefore.

&#1  the size and diversity of our member and paying subscriber bases;  the timing and market acceptance of
our products and services, including the developments and enhancements to those products and services relative to
those offered by our competitors;  customer service and support efforts;  selling and marketing efforts; and  our
brand strength in the marketplace relative to our competitors.

We compete with traditional personals services, as well as newspapers, magazines and other traditional media
companies that provide personals services. We compete with a number of large and small companies, including
Internet portals and specialty-focused media companies that provide online and offline products and services to the
markets we serve. Our principal online personals services competitors include Yahoo! Personals, Match.com, a
wholly-owned subsidiary of InterActiveCorp., and eHarmony, all of which operate primarily in North America. In
addition, we face competition from social networking Web sites such as MySpace and Friendster. Many of our current
and potential competitors have longer operating histories, significantly greater financial, technical, marketing and
other resources and larger customer bases than we do. These factors may allow our competitors to respond more
quickly than we can to new or emerging technologies and changes in customer requirements. These competitors may
engage in more extensive research and development efforts, undertake more far-reaching marketing campaigns and
adopt more aggressive pricing policies which may allow them to build larger member and paying subscriber bases
than we have. Our competitors may develop products or services that are equal or superior to our products and
services or that achieve greater market acceptance than our products and services. These activities could attract
members and paying subscribers away from our Web sites and reduce our market share.

In addition, current and potential competitors are making, and are expected to continue to make, strategic acquisitions
or establishing cooperative and, in some cases, exclusive relationships with significant companies or competitors to
expand their businesses or to offer more comprehensive products and services. To the extent these competitors or
potential competitors establish exclusive relationships with major portals, search engines and Internet service
providers, or ISPs, our ability to reach potential members through online advertising may be restricted. Any of these
competitors could
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cause us difficulty in attracting and retaining members and converting members into paying subscribers and could
jeopardize our existing affiliate program and relationships with portals, search engines, ISPs and other Web
properties.

Our efforts to capitalize upon opportunities to expand into new vertical affinity markets may fail and could
result in a loss of capital and other valuable resources.

One of our strategies is to expand into new vertical affinity markets to increase our revenue base. We view vertical
affinity markets as identifiable groups of people who share common interests and the desire to meet companions or
dates with similar interests, backgrounds or traits. Our planned expansion into such vertical affinity markets will
occupy our management s time and attention and will require us to invest significant capital resources. The results of
our expansion efforts into new vertical affinity markets are unpredictable, and there is no guarantee that our efforts
will have a positive effect on our revenue base. We face many risks associated with our planned expansion into new
vertical affinity markets, including but not limited to the following:

competition from pre-existing competitors with significantly stronger brand recognition in the markets
we enter;

our improper evaluations of the potential of such markets;

diversion of capital and other valuable resources away from our core business and other opportunities
that are potentially more profitable; and

weakening our current brands by over expansion into too many new markets.
If we fail to keep pace with rapid technological change, our competitive position will suffer.
We operate in a market characterized by rapidly changing technologies, evolving industry standards, frequent new
product and service announcements, enhancements and changing customer demands. Accordingly, our performance
will depend on our ability to adapt to rapidly changing technologies and industry standards, and our ability to
continually improve the speed, performance, features, ease of use and reliability of our services in response to both
evolving demands of the marketplace and competitive service and product offerings. There have been occasions when
we have not been as responsive as many of our competitors in adapting our services to changing industry standards
and the needs of our members and paying subscribers. Our industry has been subject to constant innovation and
competition. Historically, new features may be introduced by one competitor, and if they are perceived as attractive to
users, they are often copied later by others. Over the last few years, such new feature introductions in the industry
have included instant messaging, message boards, ecards, personality profiles, and mobile content delivery. We are
currently unable to deliver mobile features until completion of our new system architecture. Introducing new
technologies into our systems involves numerous technical challenges, substantial amounts of capital and personnel
resources and often takes many months to complete. We intend to continue to devote efforts and funds toward the
development of additional technologies and services. For example, in 2003 and 2004 we introduced a number of new
Web sites and features, and we anticipate the introduction of additional Web sites and features in 2005 and 2006. We
may not be able to effectively integrate new technologies into our Web sites on a timely basis or at all, which may
degrade the responsiveness and speed of our Web sites. Such technologies, even if integrated, may not function as
expected.
Our business depends on establishing and maintaining strong brands and if we are not able to maintain and
enhance our brands, we may be unable to expand or maintain our member and paying subscriber bases.
We believe that establishing and maintaining our brands is critical to our efforts to attract and expand our member and
paying subscriber bases. We believe that the importance of brand recognition will
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continue to increase, given the growing number of Internet sites and the low barriers to entry for companies offering
online personals services. For example, an article in the USA Today stated that there are signs of fierce competition
among online personals sites, and that an Internet tracking firm found that the number of online personals sites it
monitors had reached 836 in February 2005, up from 611 in January 2004. To attract and retain members and paying
subscribers, and to promote and maintain our brands in response to competitive pressures, we intend to substantially
increase our financial commitment to creating and maintaining distinct brand loyalty among these groups. If visitors,
members and paying subscribers to our Web sites and our affiliate and distribution associates do not perceive our
existing services to be of high quality, or if we introduce new services or enter into new business ventures that are not
favorably received by such parties, the value of our brands could be diluted, thereby decreasing the attractiveness of
our Web sites to such parties. In addition, we changed our corporate name in January 2005 from MatchNet plc to
Spark Networks plc, however, we did not change the names of our Web sites or brand names. Our adoption of a new
corporate name may prevent us from taking advantage of goodwill that potential and existing customers may have
associated with our old corporate name. As a result, our results of operations may be adversely affected by decreased
brand recognition.

We may have potential liability under California state and federal securities laws with respect to the grant of
share options to certain of our employees, directors and consultants and the exercise of these options.

Under our 2000 Executive Share Option Scheme ( 2000 Option Scheme ), we granted options to purchase ordinary
shares to certain of our employees, directors and consultants. California state securities laws generally require
qualification for the offer and sale of securities subject to California law. Under California law, the grant of an option
constitutes a sale of the underlying shares at the time of the option grant and not at the exercise of the option. Our
option grants were not qualified and may not have been exempt from qualification under California state securities
laws. As a result, we may have potential liability to those employees, directors and consultants to whom we granted
options under the 2000 Option Scheme. In order to address that issue, we may elect to make a rescission offer to the
holders of outstanding options under the 2000 Option Scheme to give them the opportunity to rescind the grant of
their options.

As of September 30, 2005, assuming every eligible optionee were to accept a rescission offer, we estimate the total
cost to us to complete the rescission would be approximately $4.0 million including statutory interest at 7% per
annum. These amounts reflect the costs of offering to rescind the issuance of the outstanding options by paying an
amount equal to 20% of the aggregate exercise price for the entire option.

In addition, issuances of securities upon exercise of options granted under our 2000 Option Scheme may not have
been exempt from registration and qualification under California state securities laws as a result of the option grants
themselves and also may not have been exempt from registration under federal securities laws. Federal securities laws
prohibit the offer or sale of securities unless the sales are registered or exempt from registration. The issuances of
ordinary shares upon the exercise of our options were not registered and may not have been exempt from registration
under California state and federal securities laws. As a result, we may have potential liability to those employees,
directors and consultants to whom we issued securities upon the exercise of these options. In order to address that
issue, we may elect to make a rescission offer to those persons who exercised all, or a portion, of those options and
continue to hold the shares issued upon exercise, to give them the opportunity to rescind the issuance of those shares
( Option Shares ).

As of September 30, 2005, assuming every eligible person that continues to hold the securities issued upon exercise of
options granted under the 2000 Option Scheme were to accept a rescission offer, we estimate the total cost to us to
complete the rescission would be approximately $3.8 million including
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statutory interest at 7% per annum, accrued since the date of exercise of the options. These amounts are calculated by
reference to the acquisition price of the Option Shares.

A holder could argue that this process does not represent an adequate remedy for issuance of an option and securities
issued upon exercise of an option in violation of California state or federal securities laws and, if a court were to
impose a greater remedy, our financial exposure could be greater. In addition, it is the Securities and Exchange
Commission s position that a rescission offer will not bar or extinguish any liability under the Securities Act of 1933
with respect to these options and shares, nor will a rescission offer extinguish a holder s right to rescind the issuance of
securities that were not registered or exempt from the registration requirements under the Securities Act of 1933. If
any or all of the holders reject or fail to respond to our rescission offer, the holders will keep their options and
securities and we may continue to be liable under federal and California state securities laws for up to an amount
equal to the value of the options and securities granted or issued plus any statutory interest we may be required to pay.
Further, claims or actions based on fraud may not be waived or barred pursuant to a rescission offer and there can be
no assurance that we will be able to enforce any waivers that we may receive in connection with the rescission offer in
order to bar such claims or other causes of action until the applicable statute of limitations has run. In addition, despite
a rescission offer, whether accepted or not, if it is determined that we offered securities without properly registering
them under federal or state law, or securing an exemption from registration, regulators could impose monetary fines or
other sanctions as provided under these laws.

For the purposes of English company law, a rescission offer in respect of our Option Shares would take the form of a
purchase by our company of the relevant Option Shares. The Companies Act 1985 ( Companies Act ) provides that we
may only purchase our own shares using our distributable profits (as defined by the Companies Act) or the proceeds
from the issuance of new shares for that purpose. In accordance with a procedure set out in the Companies Act
requiring the approval of shareholders and of the High Court of Justice in England and Wales (the Court ), we have
with effect from December 8, 2005 (the Effective Date ) reduced our share premium account by US$44,000,000 in
order to eliminate the deficit on our profit and loss account, which had arisen as a result of previous accumulated
losses and to enable profits arising after December 31, 2005 to give rise to distributable reserves. We have given an
undertaking to the Court for the protection of our creditors, which requires us to transfer to a non-distributable reserve
(the Special Reserve ) the amount (if any) by which the deficit on our profit and loss account at December 31, 2005
falls short of the amount of the reduction (being US$44,000,000), and any profits made by us or any of our
subsidiaries prior to December 31, 2005, until our non-consenting creditors at the Effective Date have been paid off.
The undertaking also prevents us from making any distribution to shareholders, or redeeming or purchasing our own
shares, until we have obtained approval at a shareholders general meeting of our audited UK GAAP balance sheet for
the period ended December 31, 2005. It is likely that our UK GAAP balance sheet for the period ended December 31,
2005 will be ready for approval by shareholders on or about May 31, 2006. Furthermore, we do not intend to make a
rescission offer until we have the distributable reserves required to make a rescission offer.

Any purchase of the Option Shares pursuant to a rescission offer would not only need to be made out of distributable
reserves, but would also require shareholder approval given in accordance with the requirements of the Companies
Act.

Such approval must be given by resolution passed with a majority of at least 75% of the votes cast on the resolution
(excluding votes carried by the Option Shares proposed to be purchased), having made a copy of the contract for the
purchase of the Option Shares available for inspection both at our registered office for at least 15 days prior to the date
of the meeting to approve the purchase and at the meeting itself. Once a purchase has been completed, we would be
subject to further disclosure obligations in relation to information about the purchase.
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We do not intend to seek shareholder approval for a purchase of Option Shares until we have made a rescission offer
which has been accepted by any one or more shareholders and it has become necessary to seek such approval.

We have terminated and no longer grant options under our 2000 Option Scheme, but options previously granted under
the 2000 Option Scheme remain in full force and effect. We filed a registration statement on Form S-8 covering the
issuance of future shares upon exercise of presently unexercised options under the 2000 Option Scheme. However,
none of the shares (including shares underlying unexercised options) registered on the Form S-8 will be eligible for
resale if they are tendered as part of the rescission offer.

If we are unable to attract, retain and motivate key personnel or hire qualified personnel, or such personnel do
not work well together, our growth prospects and profitability will be harmed.

Our performance is largely dependent on the talents and efforts of highly skilled individuals. We have recently
recruited many of our directors, executive officers and other key management talent, some of which have limited or no
experience in the online personals industry. For example, David E. Siminoff, our President and Chief Executive
Officer, joined us in August 2004 and each of our Chief Financial Officer, Chief Operating Officer and General
Counsel, and Chief Technology Officer joined us in October 2004. Because members of our executive management
have only worked together as a team for a limited time, there are inherent risks in the management of our company
with respect to decision-making, business direction, product development and strategic relationships. In the event that
the members of our executive management team are unable to work well together or agree on operating principles,
business direction or business transactions or are unable to provide cohesive leadership, our business could be harmed
and one or more of those individuals may discontinue their service to our company, and we would be forced to find a
suitable replacement. The loss of any of our management or key personnel could seriously harm our business.
Furthermore, we have recently experienced significant turnover on our board of directors. We currently have seven
members serving on our board of directors. Since October 2004, we have had two directors resign from our board of
directors and five directors join our board of directors. Alon Carmel, one of our company s co-founders and
co-chairmen, resigned from his position in February 2005 to pursue other entrepreneurial and philanthropic interests.
In August 2004, we initiated a cost reduction program and terminated the employment of 40 full-time and temporary
employees, and, as a result, our future recruiting efforts may become more difficult. We may also encounter
difficulties in recruiting personnel as we become a more mature company in a competitive industry. Competition in
our industry for personnel is intense, and we are aware that our competitors have directly targeted our employees. We
do not have non-competition agreements with most employees and, even in cases where we do, these agreements are
of limited enforceability in California. We also do not maintain any key-person life insurance policies on our
executives. The incentives to attract, retain and motivate employees provided by our option grants or by future
arrangements, such as cash bonuses, may not be as effective as they have been in the past. If we do not succeed in
attracting necessary personnel or retaining and motivating existing personnel, we may be unable to grow effectively.
Our inability to effectively manage our growth could have a materially adverse effect on our profitability.

We have experienced rapid growth since inception. The growth and expansion of our business and service offerings
places a continuous significant strain on our management, operational and financial resources. We are required to
manage multiple relations with various strategic associates, technology licensors, members, paying subscribers and
other third parties. In the event of further growth of our operations or in the number of our third-party relationships,
our computer systems or procedures may not be adequate to support our operations and our management may not be
able to manage such
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growth effectively. To effectively manage our growth, we must continue to implement and improve our operational,
financial and management information systems and to expand, train and manage our employee base. If we fail to do
s0, our management, operational and financial resources could be overstrained and adversely impacted.

We expect our growth rates to decline and our operating margins could deteriorate.

We believe our revenue growth rate will decline as our net revenues increase to higher levels and as the growth of the
online personals industry begins to slow. We have seen a decline in our growth rates during the latter stages of 2004
and first half of 2005. A February 2005 report by Jupiter Research forecasts the online personals industry will
experience single digit growth in 2005 as compared to 77% growth in 2003. It is possible that our operating margins
will deteriorate if revenue growth does not exceed planned increases in expenditures for all aspects of our business in
an increasingly competitive environment, including sales and marketing, general and administrative and technical
operations expenses.

Our business depends on our server and network hardware and software and our ability to obtain network
capacity; our current safeguard systems may be inadequate to prevent an interruption in the availability of our
services.

The performance of our server and networking hardware and software infrastructure is critical to our business and
reputation, to our ability to attract visitors and members to our Web sites, to convert them into paying subscribers and
to retain paying subscribers. An unexpected and/or substantial increase in the use of our Web sites could strain the
capacity of our systems, which could lead to a slower response time or system failures. Although we have not yet
experienced many significant delays, any future slowdowns or system failures could adversely affect the speed and
responsiveness of our Web sites and would diminish the experience for our visitors, members and paying subscribers.
We face risks related to our ability to scale up to our expected customer levels while maintaining superior
performance. If the usage of our Web sites substantially increases, we may need to purchase additional servers and
networking equipment and services to maintain adequate data transmission speeds, the availability of which may be
limited or the cost of which may be significant. Any system failure that causes an interruption in service or a decrease
in the responsiveness of our Web sites could reduce traffic on our Web sites and, if sustained or repeated, could impair
our reputation and the attractiveness of our brands as well as reduce revenue and negatively impact our operating
results.

Furthermore, we rely on many different hardware systems and software applications, some of which have been
developed internally. If these hardware systems or software applications fail, it would adversely affect our ability to
provide our services. If we are unable to protect our data from loss or electronic or magnetic corruption, or if we
receive a significant unexpected increase in usage and are not able to rapidly expand our transaction-processing
systems and network infrastructure without any systems interruptions, it could seriously harm our business and
reputation. We have experienced occasional systems interruptions in the past as a result of unexpected increases in
usage, and we cannot assure you that we will not incur similar or more serious interruptions in the future. From time
to time, our company and our Web sites have been subject to delays and interruptions due to software viruses, or
variants thereof, such as internet worms. To date, we have not experienced delays or systems interruptions that have
had a material impact on our business.

In addition, we do not currently have adequate disaster recovery systems in place, which means in the event of any
catastrophic failure involving our Web sites, we may be unable to serve our Web traffic for a significant period of
time. Our servers primarily operate from only a single site in Southern California and the absence of a backup site
could exacerbate this disruption. Any system failure, including network, software or hardware failure, that causes an
interruption in the delivery of our Web sites and services or a decrease in responsiveness of our services would result
in reduced visitor traffic, reduced revenue and would adversely affect our reputation and brands.
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The failure to establish and maintain affiliate agreements and relationships could limit the growth of our
business.

We have entered into, and expect to continue to enter into, arrangements with affiliates to increase our member and
paying subscribers bases, bring traffic to our Web sites and enhance our brands. Pursuant to our arrangements, an
affiliate generally advertises or promotes our Web site on its Web site, and earns a fee whenever visitors to its Web
site click though the advertisement to one of our Web sites and registers or subscribes on our Web site. Affiliate
arrangements constitute over half of our marketing program. These affiliate arrangements are easily cancelable, often
with one day notice. We do not typically have any exclusivity arrangements with our affiliates, and some of our
affiliates may also be affiliates for our competitors. None of these affiliates, individually, represents a material portion
of our revenue. If any of our current affiliate agreements is terminated, we may not be able to replace the terminated
agreement with an equally beneficial arrangement. We cannot assure you that we will be able to renew any of our
current agreements when they terminate or, if we are able to do so, that such renewals will be available on acceptable
terms. We also do not know whether we will be able to enter into additional agreements or that any relationships, if
entered into, will be on terms favorable to us.

We rely on a number of third-party providers and their failure or unwillingness to continue to perform could
harm us.

We rely on third parties to provide important services and technologies to us, including a third party that manages and
monitors our offsite data center located in Southern California, ISPs, search engine marketing providers and credit
card processors. In addition, we license technologies from third parties to facilitate our ability to provide our services.
Any failure on our part to comply with the terms of these licenses could result in the loss of our rights to continue
using the licensed technology, and we could experience difficulties obtaining licenses for alternative technologies.
Furthermore, any failure of these third parties to provide these and other services, or errors, failures, interruptions or
delays associated with licensed technologies, could significantly harm our business. Any financial or other difficulties
our providers face may have negative effects on our business, the nature and extent of which we cannot predict.
Except to the extent of the terms of our contracts with such third party providers, we exercise little or no control over
them, which increases our vulnerability to problems with the services and technologies they provide and license to us.
In addition, if any fees charged by third-party providers were to substantially increase, such as if ISPs began charging
us for email sent by our paying subscribers to other members or paying subscribers, we could incur significant
additional losses.

If we fail to develop or maintain an effective system of internal controls over financial reporting, we may not be
able to accurately report our financial results or prevent fraud. As a result, current and potential shareholders
could lose confidence in our financial reporting, which would harm the value of our shares.

Effective internal controls over financial reporting are necessary for us to provide reliable financial reports, effectively
prevent fraud and operate as a public company. If we cannot provide reliable financial reports or prevent fraud, our
reputation and operating results would be harmed. We have, in the past, discovered and may, in the future, discover
areas of our internal controls over financial reporting that need improvement. For example, during our audit of 2003
results, our external auditors brought to our attention a need to restate 2001 and 2002 results and also noted, in a letter
to management, certain conditions involving internal controls and operations, none of which were a material
weakness. Furthermore, in 1994, a civil action was filed in Israeli district court (the Action ) involving Videomatrix
Industries, LTD ( Videomatrix ), a company unrelated to Spark Networks except of which our former Co-chairman and
current Chairman were officers. In that Action, our former Co-chairman was a respondent, the Israeli equivalent of a
defendant, and our current Chairman was a formal respondent, but not a defendant. The Action was initiated by a
venture capital lender to, and investor in, Videomatrix. The Israeli court appointed an investigator to make factual
findings. The investigator noted that there were inaccurate records and/or entries in corporate books,
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incomplete disclosures and/or inaccurate representations in a prospectus, questionable documents, and undisclosed
related party transactions, involving Videomatrix. Thereafter, the court issued an order providing for a four month
moratorium on litigation to permit Videomatrix, its audit committee, and its auditors to conduct an examination and
form conclusions. Our Chairman and former Co-chairman purchased the entire ownership interest of the venture
capital lender in Videomatrix during the moratorium provided for in the court order and no further action was taken by
the venture capital lender in connection with this matter.

If we become a U.S. public company, we will be subject to the reporting requirements of the Sarbanes-Oxley Act of
2002. Beginning December 31, 2006, we will be required to annually assess and report on our internal controls over
financial reporting. If we are unable to adequately establish or improve our internal controls over financial reporting,
we may report that our internal controls are ineffective and our external auditors will not be able to issue an
unqualified opinion on the effectiveness of our internal controls. Ineffective internal controls over financial reporting
could also cause investors to lose confidence in our reported financial information, which would likely have a
negative effect on the trading price of our securities or could affect our ability to access the capital markets and which
could result in regulatory proceedings against us by, among others, the U.S. Securities Exchange Commission.

We face risks related to our recent accounting restatements, which could result in costly litigation or regulatory
proceedings against us.

Our ordinary shares in the form of GDSs trade on the Frankfurt Stock Exchange in Germany. Pursuant to the laws
governing this exchange, we publicly report our quarterly and annual operating results. On April 28, 2004, we
publicly announced that we had discovered accounting inaccuracies in previously reported financial statements. As a
result, following consultation with our new auditors, we restated our financial statements for the nine months ended
September 30, 2003 and for each of the years ended December 31, 2001 and 2002 to correct inappropriate accounting
entries.

The restatements primarily related to the timing of recognition of deferred revenue and the capitalization of bounty
costs, which are the amounts paid to online marketers to acquire members. The restatements are in accordance with
United States generally accepted accounting principles and pertain primarily to timing matters and had no impact on
cash flow from operations or our ongoing operations. The impact on net loss for 2001 and 2002 was an increase of
$1.5 million and $1.0 million, respectively.

The restatement of the financial statements may lead to litigation claims and/or regulatory proceedings against us. The
defense of any such claims or proceedings may cause the diversion of management s attention and resources, and we
may be required to pay damages if any such claims or proceedings are not resolved in our favor. Any litigation or
regulatory proceeding, even if resolved in our favor, could cause us to incur significant legal and other expenses.
Moreover, we may be the subject of negative publicity focusing on the financial statement inaccuracies and resulting
restatement. The occurrence of any of the foregoing could divert our resources, harm our reputation and cause the
price of our securities to decline.

Acquisitions could result in operating difficulties, dilution and other harmful consequences.

In May 2005, we acquired MingleMatch, Inc., and we plan, during the next few years, to further extend and develop
our presence, both within the United States and internationally, partially through acquisitions of entities offering
online personals services and related businesses. We have limited experience acquiring companies and the companies
we have acquired have been small. We have evaluated, and continue to evaluate, a wide array of potential strategic
transactions. From time to time, we may engage in discussions regarding potential acquisitions, some of which may
divert significant resources away from our daily operations. In addition, the process of integrating an acquired
company, business or technology is risky and may create unforeseen operating difficulties and expenditures. For
example, we have been engaged in significant litigation in the past, but which has
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since settled, with respect to our acquisition of SocialNet, Inc. in 2001. Some areas where we may face risks include:

the need to implement or remediate controls, procedures and policies of acquired companies that lacked
appropriate controls, procedures and policies prior to the acquisition;

diversion of management time and focus from operating our business to acquisition integration
challenges;

cultural challenges associated with integrating employees from an acquired company into our
organization;

retaining employees from the businesses we acquire; and

the need to integrate each company s accounting, management information, human resource and other

administrative systems to permit effective management.
The anticipated benefit of many of our acquisitions may not materialize. Future acquisitions could result in potentially
dilutive issuances of our equity securities, the incurrence of debt, contingent liabilities or amortization expenses, or
write-offs, any of which could harm our financial condition. Future acquisitions may require us to obtain additional
equity or debt financing, which may not be available on favorable terms or at all.
We may not be effective in protecting our Internet domain names or proprietary rights upon which our
business relies or in avoiding claims that we infringe upon the proprietary rights of others.
We regard substantial elements of our Web sites and the underlying technology as proprietary, and attempt to protect
them by relying on trademark, service mark, copyright, patent and trade secret laws, and restrictions on disclosure and
transferring title and other methods. We also generally enter into confidentiality agreements with our employees and
consultants, and generally seek to control access to and distribution of our technology, documentation and other
proprietary information. Despite these precautions, it may be possible for a third party to copy or otherwise obtain and
use our proprietary information without authorization or to develop similar or superior technology independently.
Effective trademark, service mark, copyright, patent and trade secret protection may not be available in every country
in which our services are distributed or made available through the Internet, and policing unauthorized use of our
proprietary information is difficult. Any such misappropriation or development of similar or superior technology by
third parties could adversely impact our profitability and our future financial results.
We believe that our Web sites, services, trademarks, patent and other proprietary technologies do not infringe upon
the rights of third parties. However, there can be no assurance that our business activities do not and will not infringe
upon the proprietary rights of others, or that other parties will not assert infringement claims against us. We are aware
that other parties utilize the Spark name, or other marks that incorporate it, and those parties may have rights to such
marks that are superior to ours. From time to time, we have been, and expect to continue to be, subject to claims in the
ordinary course of business including claims of alleged infringement of the trademarks, service marks and other
intellectual property rights of third parties by us. Although such claims have not resulted in any significant litigation
or had a material adverse effect on our business to date, any such claims and resultant litigation might subject us to
temporary injunctive restrictions on the use of our products, services or brand names and could result in significant
liability for damages for intellectual property infringement, require us to enter into royalty agreements, or restrict us
from using infringing software, services, trademarks, patents or technologies in the future. Even if not meritorious,
such litigation could be time-consuming and expensive and could result in the diversion of management s time and
attention away from our day-to-day business.
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We currently hold various Web domain names relating to our brands and in the future may acquire new Web domain
names. The regulation of domain names in the United States and in foreign countries is subject to change. Governing
bodies may establish additional top level domains, appoint additional domain name registrars or modify the
requirements for holding domain names. As a result, we may be unable to acquire or maintain relevant domain names
in all countries in which we conduct business. Furthermore, the relationship between regulations governing domain
names and laws protecting trademarks and similar proprietary rights is unclear. We may be unable to prevent third
parties from acquiring domain names that are similar to, infringe upon or otherwise decrease the value of our existing
trademarks and other proprietary rights or those we may seek to acquire. Any such inability to protect ourselves could
cause us to lose a significant portion of our members and paying subscribers to our competitors.

We may face potential liability, loss of users and damage to our reputation for violation of our privacy policy or
privacy laws and regulations.

Our privacy policy prohibits the sale or disclosure to any third party of any member s personal identifying information,
except to the extent expressly set forth in the policy. Growing public concern about privacy and the collection,
distribution and use of information about individuals may subject us to increased regulatory scrutiny and/or litigation.
In the past, the Federal Trade Commission has investigated companies that have used personally identifiable
information without permission or in violation of a stated privacy policy. If we are accused of violating the stated
terms of our privacy policy, we may be forced to expend significant amounts of financial and managerial resources to
defend against these accusations and we may face potential liability. Our membership database holds confidential
information concerning our members, and we could be sued if any of that information is misappropriated or if a court
determines that we have failed to protect that information.

In addition, our affiliates handle personally identifiable information pertaining to our members and paying
subscribers. Both we and our affiliates are subject to laws and regulations related to Internet communications
(including the CAN-SPAM Act of 2003), consumer protection, advertising, privacy, security, and data protection. If
we or our affiliates are found to be in violation of these laws and regulations, we may become subject to
administrative fines or litigation, which could materially increase our expenses and cause the value of our securities to
decline.

We may be liable as a result of information retrieved from or transmitted over the Internet.

We may be sued for defamation, civil rights infringement, negligence, copyright or trademark infringement, invasion
of privacy, personal injury, product liability or under other legal theories relating to information that is published or
made available on our Web sites and the other sites linked to it. These types of claims have been brought, sometimes
successfully, against online services in the past. We also offer email services, which may subject us to potential risks,
such as liabilities or claims resulting from unsolicited email or spamming, lost or misdirected messages, security
breaches, illegal or fraudulent use of email or personal information or interruptions or delays in email service. Our
insurance does not specifically provide for coverage of these types of claims and, therefore, may be inadequate to
protect us against them. In addition, we could incur significant costs in investigating and defending such claims, even
if we ultimately are not held liable. If any of these events occurs, our revenues could be materially adversely affected
or we could incur significant additional expense, and the market price of our securities may decline.

Our quarterly results may fluctuate because of many factors and, as a result, investors should not rely on
quarterly operating results as indicative of future results.

Fluctuations in operating results or the failure of operating results to meet the expectations of public market analysts
and investors may negatively impact the value of our ordinary shares and depositary shares. Quarterly operating
results may fluctuate in the future due to a variety of factors that could
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affect revenues or expenses in any particular quarter. Fluctuations in quarterly operating results could cause the value
of our securities to decline. Investors should not rely on quarter-to-quarter comparisons of results of operations as an
indication of future performance. Factors that may affect our quarterly results include:

the demand for, and acceptance of, our online personals services and enhancements to these services;
the timing and amount of our subscription revenues;

the introduction, development, timing, competitive pricing and market acceptance of our Web sites and
services and those of our competitors;

the magnitude and timing of marketing initiatives and capital expenditures relating to expansion of our
operations;

the cost and timing of online and offline advertising and other marketing efforts;

the maintenance and development of relationships with portals, search engines, ISPs and other Web
properties and other entities capable of attracting potential members and paying subscribers to our Web
sites;

technical difficulties, system failures, system security breaches, or downtime of the Internet, in general,
or of our products and services, in particular;

costs related to any acquisitions or dispositions of technologies or businesses; and

general economic conditions, as well as those specific to the Internet, online personals and related

industries.
As a result of the factors listed above and because the online personals business is still immature, making it difficult to
predict consumer demand, it is possible that in future periods results of operations may be below the expectations of
public market analysts and investors. This could cause the market price of our securities to decline.
We may need additional capital to finance our growth or to compete, which may cause dilution to existing
shareholders or limit our flexibility in conducting our business activities.
We currently anticipate that existing cash, cash equivalents and marketable securities and cash flow from operations
will be sufficient to meet our anticipated needs for working capital, operating expenses and capital expenditures for at
least the next 12 months. We may need to raise additional capital in the future to fund expansion, whether in new
vertical affinity or geographic markets, develop newer or enhanced services, respond to competitive pressures or
acquire complementary businesses, technologies or services. Such additional financing may not be available on terms
acceptable to us or at all. To the extent that we raise additional capital by issuing equity securities, our shareholders
may experience substantial dilution, and to the extent we engage in debt financing, if available, we may become
subject to restrictive covenants that could limit our flexibility in conducting future business activities. If additional
financing is not available or not available on acceptable terms, we may not be able to fund our expansion, promote our
brands, take advantage of acquisition opportunities, develop or enhance services or respond to competitive pressures.
Our limited experience outside the United States increases the risk that our international expansion efforts and
operations will not be effective.
One of our strategies is to expand our presence in international markets. Although we currently have offices in
Germany, Israel and the United Kingdom and Web sites that serve the Australian, Canadian, German, Israeli and
United Kingdom markets, we have only limited experience with operations outside the United States. Our primary
international operations are in Israel, which carries additional risk for

18

Table of Contents 32



Edgar Filing: Kallo Inc. - Form S-1/A

Table of Contents

33



Edgar Filing: Kallo Inc. - Form S-1/A

Table of Contents

our business as a result of continuing hostilities there. Expansion into international markets requires management time
and capital resources. In addition, we face the following additional risks associated with our expansion outside the
United States:

challenges caused by distance, language and cultural differences;

local competitors with substantially greater brand recognition, more users and more traffic than we
have;

our need to create and increase our brand recognition and improve our marketing efforts internationally
and build strong relationships with local affiliates;

longer payment cycles in some countries;

credit risk and higher levels of payment fraud in some countries;
different legal and regulatory restrictions among jurisdictions;
political, social and economic instability;

potentially adverse tax consequences; and

higher costs associated with doing business internationally.
Our international operations subject us to risks associated with currency fluctuations.
Our foreign operations may subject us to currency fluctuations and such fluctuations may adversely affect our
financial position and results. However, sales and expenses to date have occurred primarily in the United States. For
this reason, we have not engaged in foreign exchange hedging. In connection with our planned international
expansion, currency risk positions could change correspondingly and the use of foreign exchange hedging instruments
could become necessary. Effects of exchange rate fluctuations on our financial condition, operations, and profitability
may depend on our ability to manage our foreign currency risks. There can be no assurance that steps taken by
management to address foreign currency fluctuations will eliminate all adverse effects and, accordingly, we may
suffer losses due to adverse foreign currency fluctuation.
Our business could be significantly impacted by the occurrence of natural disasters and other catastrophic
events.
Our operations depend upon our ability to maintain and protect our network infrastructure, hardware systems and
software applications, which are housed primarily at a data center located in Southern California that is managed by a
third party. Our business is therefore susceptible to earthquakes, tsunamis and other catastrophic events, including acts
of terrorism. We currently lack adequate redundant network infrastructure, hardware and software systems supporting
our services at an alternate site. As a result, outages and downtime caused by natural disasters and other events out of
our control, which affect our systems or primary data center, could adversely affect our reputation, brands and
business.
We hold a fixed amount of insurance coverage, and if we were found liable for an uninsured claim, or claim in
excess of our insurance limits, we may be forced to expend a significant capital to resolve the uninsured claim.
We contract for a fixed amount of insurance to cover potential risks and liabilities, including, but not limited to,
property and casualty insurance, general liability insurance, and errors and omissions liability insurance. Although we
have not recently experienced any significantly increased premiums as a result of changing policies of our providers,
we have experienced increasing insurance premiums due to the increasing size of our business, and thus the increased
potential risk to underwriters for insuring our business. If we decide to obtain additional insurance coverage in the
future, it is possible that we
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may not be able to get enough insurance to meet our needs, we may have to pay very high prices for the coverage we
do get, or we may not be able to acquire any insurance for certain types of business risk or may have gaps in coverage
for certain risks. This could leave us exposed to potential uninsured claims for which we could have to expend
significant amounts of capital resources. Consequently, if we were found liable for a significant uninsured claim in the
future, we may be forced to expend a significant amount of our operating capital to resolve the uninsured claim.

Our services are not well-suited to many alternate Web access devices, and as a result the growth of our
business could be negatively affected.

The number of people who access the Internet through devices other than desktop and laptop computers, including
mobile telephones and other handheld computing devices, has increased dramatically in the past few years, and we
expect this growth to continue. The lower resolution, functionality and memory currently associated with such mobile
devices may make the use of our services through such mobile devices more difficult and generally impairs the
member experience relative to access via desktop and laptop computers. If we are unable to attract and retain a
substantial number of such mobile device users to our online personals services or if we are unable to develop services
that are more compatible with such mobile communications devices, our growth could be adversely affected.

Risks Related to Our Industry

The percentage of canceling paying subscribers in comparison to other subscription businesses requires that we
continuously seek new paying subscribers to maintain or increase our current level of revenue.

Internet users in general, and users of online personals services specifically, freely navigate and switch among a large
number of Web sites. Monthly subscriber churn represents the ratio expressed as a percentage of (a) the number of
paying subscriber cancellations during the period divided by the average number of paying subscribers during the
period and (b) the number of months in the period. The number of average paying subscribers is calculated as the sum
of the paying subscribers at the beginning and end of the month, divided by two. Average paying subscribers for
periods longer than one month are calculated as the sum of the average paying subscribers for each month, divided by
the number of months. For the quarters ended September 30, 2005 and 2004, the monthly subscriber churn for (1) the
JDate segment was 25.2% and 26.0%, respectively, (2) the AmericanSingles segment was 34.8% and 36.7%,
respectively, and (3) the Web sites in our Other Businesses segment was 31.2% and 28.6%, respectively. We cannot
assure you that our monthly average subscriber churn will remain at such levels, and it may increase in the future.
This makes it difficult for us to have a stable paying subscriber base and requires that we constantly attract new
paying subscribers at a faster rate than subscription terminations to maintain or increase our current level of revenue.
If we are unable to attract new paying subscribers on a cost-effective basis, our business will not grow and our
profitability will be adversely affected.

Our network is vulnerable to security breaches and inappropriate use by Internet users, which could disrupt or
deter future use of our services.

Concerns over the security of transactions conducted on the Internet and the privacy of users may inhibit the growth of
the Internet and other online services generally, and online commerce services, like ours, in particular. To date, we
have not experienced any material breach of our security systems; however, our failure to effectively prevent security
breaches could significantly harm our business, reputation and results of operations and could expose us to lawsuits by
state and federal consumer protection agencies, by governmental authorities in the jurisdictions in which we operate,
and by consumers. Anyone who is able to circumvent our security measures could misappropriate proprietary
information, including customer credit card and personal data, cause interruptions in our operations or damage our
brand and reputation. Such breach of our security measures could involve the disclosure
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of personally identifiable information and could expose us to a material risk of litigation, liability or governmental
enforcement proceeding. We cannot assure you that our financial systems and other technology resources are
completely secure from security breaches or sabotage, and we have occasionally experienced security breaches and
attempts at hacking. We may be required to incur significant additional costs to protect against security breaches or to
alleviate problems caused by such breaches. Any well-publicized compromise of our security or the security of any
other Internet provider could deter people from using our services or the Internet to conduct transactions that involve
transmitting confidential information or downloading sensitive materials, which could have a detrimental impact on
our potential customer base.

Computer viruses may cause delays or other service interruptions and could damage our reputation, affect our ability
to provide our services and adversely affect our revenues. The inadvertent transmission of computer viruses could also
expose us to a material risk of loss or litigation and possible liability. Moreover, if a computer virus affecting our
system were highly publicized, our reputation could be significantly damaged, resulting in the loss of current and
future members and paying subscribers.

We face certain risks related to the physical and emotional safety of our members and paying subscribers.

The nature of online personals services is such that we cannot control the actions of our members and paying
subscribers in their communication or physical actions. There is a possibility that one or more of our members or
paying subscribers could be physically or emotionally harmed following interaction with another of our members or
paying subscribers. We warn our members and paying subscribers that we do not and cannot screen other members
and paying subscribers and, given our lack of physical presence, we do not take any action to ensure personal safety
on a meeting between members or paying subscribers arranged following contact initiated via our Web sites. If an
unfortunate incident of this nature occurred in a meeting of two people following contact initiated on one of our Web
sites or a Web site of one of our competitors, any resulting negative publicity could materially and adversely affect us
or the online personals industry in general. Any such incident involving one of our Web sites could damage our
reputation and our brands. This, in turn, could adversely affect our revenues and could cause the value of our ordinary
shares and depositary shares to decline. In addition, the affected members or paying subscribers could initiate legal
action against us, which could cause us to incur significant expense, whether we were successful or not, and damage
our reputation.

We face risks of litigation and regulatory actions if we are deemed a dating service as opposed to an online
personals service.

We supply online personals services. In many jurisdictions, companies deemed dating service providers are subject to
additional regulation, while companies that provide personals services are not generally subject to similar regulation.
Because personals services and dating services can seem similar, we are exposed to potential litigation, including class
action lawsuits, associated with providing our personals services. In the past, a small percentage of our members have
alleged that we are a dating service provider, and, as a result, they claim that we are required to comply with
regulations that include, but are not limited to, providing language in our contracts that may allow members to

(1) rescind their contracts within a certain period of time, (2) demand reimbursement of a portion of the contract price
if the member dies during the term of the contract and/or (3) cancel their contracts in the event of disability or
relocation. If a court holds that we have provided and are providing dating services of the type the dating services
regulations are intended to regulate, we may be required to comply with regulations associated with the dating
services industry and be liable for any damages as a result our past and present non-compliance.

Three separate yet similar class action complaints have been filed against us. On June 21, 2002, Tatyana Fertelmeyster
filed an Illinois class action complaint against us in the Circuit Court of Cook
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County, Illinois, based on an alleged violation of the Illinois Dating Referral Services Act. On September 12, 2002,
Lili Grossman filed a New York class action complaint against us in the Supreme Court in the State of New York
based on alleged violations of the New York Dating Services Act and the Consumer Fraud Act. On November 14,
2003, Jason Adelman filed a nationwide class action complaint against us in the Los Angeles County Superior Court
based on an alleged violation of California Civil Code section 1694 et seq., which regulates businesses that provide
dating services. In each of these cases, the complaint included allegations that we are a dating service as defined by
the applicable statutes and, as an alleged dating service, we are required to provide language in our contracts that
allows (i) members to rescind their contracts within three days, (ii) reimbursement of a portion of the contract price if
the member dies during the term of the contract and/or (iii) members to cancel their contracts in the event of disability
or relocation. Causes of action include breach of applicable state and/or federal laws, fraudulent and deceptive
business practices, breach of contract and unjust enrichment. The plaintiffs are seeking remedies including declaratory
relief, restitution, actual damages although not quantified, treble damages and/or punitive damages, and attorney s fees
and costs.

Huebner v. InterActiveCorp., Superior Court of the State of California, County of Los Angeles, Case No. BC 305875
involves a similar action, involving the same plaintiff s counsel as Adelman, brought against InterActiveCorp s
Match.com that has been ruled related to Adelman, but the two cases have not been consolidated. We have not been
named a defendant in the Huebner case. Adelman and Huebner each seek to certify a nationwide class action based on
their complaints. Because the cases are class actions, they have been assigned to the Los Angeles Superior Court
Complex Litigation Program. The court has ordered a bifurcation of the liability issue. At an August 15, 2005 Status
Conference, the court set the bifurcated trial on the issue of liability for March 27, 2006.

On March 25, 2005, the court in Fertelmeyster entered its Memorandum Opinion and Order ( Memorandum Opinion )
granting summary judgment in our favor on the grounds that Fertelmeyster lacks standing to seek injunctive relief or
restitutionary relief under the Illinois Dating Services Act, Fertelmeyster did not suffer any actual damages, and we
were not unjustly enriched as a result of our contract with Fertelmeyster. The Memorandum Opinion disposes of all
matters in controversy in the litigation and also provides that we are subject to the Illinois Dating Services Act and, as
such, our subscription agreements violate the act and are void and unenforceable. This ruling may subject us to
potential liability for claims brought by the Illinois Attorney General or customers that have been injured by our
violation of the statute. Fertelmeyster filed a Motion for Reconsideration of the Memorandum Opinion and, on
August 26, 2005, the court issued its opinion denying Fertelmeyster s Motion for Reconsideration. In the opinion, the
court, among other things: (i) decertified the class, eliminating the last remnant of the litigation; (ii) rejected each of
the plaintiff s arguments based on the arguments and law that we provided in our opposition; (iii) stated that the court
would not judicially amend the Illinois statute to provide for restitution when the legislature selected damages as the
sole remedy; (iv) noted that the cases cited by plaintiff in connection with plaintiff s Motion for Reconsideration
actually support the court s prior order granting summary judgment in our favor; and (v) denied plaintiff s Motion for
Reconsideration in its entirety.

In December 2002, the Supreme Court of New York dismissed the case brought by Ms. Grossman. Although the
plaintiff appealed the decision, in October 2004, the New York Supreme Court, Appellate Division upheld the lower
court s dismissal. In addition, two Justices wrote concurring opinions stating their opinion that our services were not
covered under the New York Dating Services Act.

We intend to defend vigorously against each of the pending lawsuits, however, no assurance can be given that these
matters will be resolved in our favor and, depending on the outcome of these lawsuits, we may choose to alter our
business practices.
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We are exposed to risks associated with credit card fraud and credit payment, which, if not properly
addressed, could increase our operating expenses.

We depend on continuing availability of credit card usage to process subscriptions and this availability, in turn,
depends on acceptable levels of chargebacks and fraud performance. We have suffered losses and may continue to
suffer losses as a result of subscription orders placed with fraudulent credit card data, even though the associated
financial institution approved payment. Under current credit card practices, a merchant is liable for fraudulent credit
card transactions when, as is the case with the transactions we process, that merchant does not obtain a cardholder s
signature. Our failure to adequately control fraudulent credit card transactions would result in significantly higher
credit card-related costs and, therefore, increase our operating expenses and may preclude us from accepting credit
cards as a means of payment.

We face risks associated with our dependence on computer and telecommunications infrastructure.

Our services are dependent upon the use of the Internet and telephone and broadband communications to provide
high-capacity data transmission without system downtime. There have been instances where regional and national
telecommunications outages have caused us, and other Internet businesses, to experience systems interruptions. Any
additional interruptions, delays or capacity problems experienced with telephone or broadband connections could
adversely affect our ability to provide services to our customers. The temporary or permanent loss of all, or a portion,
of the telecommunications system could cause disruption to our business activities and result in a loss of revenue.
Additionally, the telecommunications industry is subject to regulatory control. Amendments to current regulations,
which could affect our telecommunications providers, could disrupt or adversely affect the profitability of our
business.

In addition, if any of our current agreements with telecommunications providers were terminated, we may not be able
to replace any terminated agreements with equally beneficial ones. There can be no assurance that we will be able to
renew any of our current agreements when they expire or, if we are able to do so, that such renewals will be available
on acceptable terms. We also do not know whether we will be able to enter into additional agreements or that any
relationships, if entered into, will be on terms favorable to us.

Our business depends, in part, on the growth and maintenance of the Internet, and our ability to provide
services to our members and paying subscribers may be limited by outages, interruptions and diminished
capacity in the Internet.

Our performance will depend, in part, on the continued growth and maintenance of the Internet. This includes
maintenance of a reliable network backbone with the necessary speed, data capacity and security for providing reliable
Internet services. Internet infrastructure may be unable to support the demands placed on it if the number of Internet
users continues to increase, or if existing or future Internet users access the Internet more often or increase their
bandwidth requirements. In addition, viruses, worms and similar programs may harm the performance of the Internet.
We have no control over the third-party telecommunications, cable or other providers of access services to the Internet
that our members and paying subscribers rely upon. There have been instances where regional and national
telecommunications outages have caused us to experience service interruptions during which our members and paying
subscribers could not access our services. Any additional interruptions, delays or capacity problems experienced with
any points of access between the Internet and our members could adversely affect our ability to provide services
reliably to our members and paying subscribers. The temporary or permanent loss of all, or a portion, of our services
on the Internet, the Internet infrastructure generally, or our members and paying subscribers ability to access the
Internet could disrupt our business activities, harm our business reputation, and result in a loss of revenue.
Additionally, the Internet, electronic communications and telecommunications industries are subject to federal, state
and foreign governmental regulation. New laws and regulations governing such matters
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could be enacted or amendments may be made to existing regulations at any time that could adversely impact our
services. Any such new laws, regulations or amendments to existing regulations could disrupt or adversely affect the
profitability of our business.

We are subject to burdensome government regulations and legal uncertainties affecting the Internet that could
adversely affect our business.

Legal uncertainties surrounding domestic and foreign government regulations could increase our costs of doing
business, require us to revise our services, prevent us from delivering our services over the Internet or slow the growth
of the Internet, any of which could increase our expenses, reduce our revenues or cause our revenues to grow at a
slower rate than expected and materially adversely affect our business, financial condition and results of operations.
Laws and regulations related to Internet communications, security, privacy, intellectual property rights, commerce,
taxation, entertainment, recruiting and advertising are becoming more prevalent, and new laws and regulations are
under consideration by the United States Congress, state legislatures and foreign governments. For example, during
2004 and 2005, legislation related to the use of background checks for users of online personals services was proposed
in Ohio, Texas, California, Michigan, Florida and Virginia. None of these states enacted these proposed laws,
however, state legislatures are still considering the implementation of such legislation. The enactment of any of these
proposed laws could require us to alter our service offerings and could negatively impact our performance by making
it more difficult and costly to obtain new subscribers and may also subject us to additional liability for failure to
properly screen our subscribers. Any legislation enacted or restrictions arising from current or future government
investigations or policy could dampen the growth in use of the Internet, generally, and decrease the acceptance of the
Internet as a communications, commercial, entertainment, recruiting and advertising medium. In addition to new laws
and regulations being adopted, existing laws that are not currently being applied to the Internet may subsequently be
applied to it and, in several jurisdictions, legislatures are considering laws and regulations that would apply to the
online personals industry in particular. Many areas of law affecting the Internet and online personals remain unsettled,
even in areas where there has been some legislative action. It may take years to determine whether and how existing
laws such as those governing consumer protection, intellectual property, libel and taxation apply to the Internet or to
our services.

In the normal course of our business, we handle personally identifiable information pertaining to our members and
paying subscribers residing in the United States and other countries. In recent years, many of these countries have
adopted privacy, security, and data protection laws and regulations intended to prevent improper uses and disclosures
of personally identifiable information. In addition, some jurisdictions impose database registration requirements for
which significant monetary and other penalties may be imposed for noncompliance. These laws may impose costly
administrative requirements, limit our handling of information, and subject us to increased government oversight and
financial liabilities. Privacy laws and regulations in the United States and foreign countries are subject to change and
may be inconsistent, and additional requirements may be imposed at any time. These laws and regulations, the costs of
complying with them, administrative fines for noncompliance and the possible need to adopt different compliance
measures in different jurisdictions could materially increase our expenses and cause the value of our securities to
decline.

Risks Related to Owning Our Securities

The price of our ADSs may be volatile, and if an active trading market for our ADSs does not develop, the price
of our ADSs may suffer and decline.

Prior to this offering, there has been no public market for our securities in the United States. Accordingly, we cannot
assure you that an active trading market will develop or be sustained or that the market price of our ADSs will not
decline. The price at which our ADSs will trade after this offering is likely to be highly volatile and may fluctuate
substantially due to many factors, some of which are outside of our control.
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In addition, the stock market has experienced significant price and volume fluctuations that have affected the market
price for the stock of many technology, communications and entertainment and media companies. Those market
fluctuations were sometimes unrelated or disproportionate to the operating performance of these companies. Any
significant stock market fluctuations in the future, whether due to our actual performance or prospects or not, could
result in a significant decline in the market price of our securities.

Our principal shareholders can exercise significant influence over us, and, as a result, may be able to delay,
deter or prevent a change of control or other business combination.

As of October 19, 2005, Joe Y. Shapira, Alon Carmel, and Tiger Technology Management, L.L..C. and their
respective affiliates beneficially owned approximately, in the aggregate, 50.9% of our outstanding share capital.

Mr. Shapira is a co-founder of our company and current Executive Chairman of our Board of Directors. Mr. Carmel is
a co-founder, former President and former Executive Co-Chairman of our Board of Directors. Tiger Technology
Management, L.L.C. is our largest shareholder, and one of our directors, Scott Shleifer, is a limited partner of Tiger
Global, L.P., an affiliate of Tiger Technology Management. Although we do not expect that these shareholders will
vote together as a group, these shareholders possess significant influence over our company. Such share ownership
and control may have the effect of delaying or preventing a change in control of our company, impeding a merger,
consolidation, takeover or other business combination involving our company or discourage a potential acquirer from
making a tender offer or otherwise attempting to obtain control of our company. Furthermore, such share ownership
may have the effect of control over substantially all matters requiring shareholder approval, including the election of
directors.

All of our ordinary shares and ordinary shares issuable upon the exercise of our warrants and options will be
eligible for sale after this offering, which would result in dilution and cause the price of our ADSs to decrease.
If our shareholders sell a substantial number of our shares, including those represented by ADSs and GDSs, in the
public market following this offering, the market price of our ADSs could fall. Our ordinary shares in the form of
GDSs trade on the Frankfurt Stock Exchange. We are registering under this registration statement for sale in the
United States all of our issued and outstanding ordinary shares, ordinary shares underlying all of our outstanding
warrants and ordinary shares underlying all of the options held by our officers, directors and shareholders who own
more than 10% of our issued and outstanding securities. As of October 19, 2005, we had outstanding 26,209,496
ordinary shares, 430,000 warrants and 6,595,000 options held by officers directors and 10% shareholders. In addition,
on November 18, 2005 we filed a registration statement under the Securities Act of 1933, as amended, on Form S-8,
which has become effective, covering 8,719,688 ordinary shares underlying outstanding options and 14,358,562
ordinary shares reserved for issuance upon the exercise of options available for grant under our share option schemes.
Immediately after this registration statement becomes effective, all of our ordinary shares will be available for sale in
the open market. Sales of ordinary shares by existing shareholders in the public market, or the availability of such
ordinary shares for sale, could materially and adversely affect the market price of our securities.

You may not be able to exercise your right to vote the ordinary shares underlying your ADSs.

Under the terms of the ADSs, you have a general right to direct the exercise of the votes on the ordinary shares
underlying ADSs that you hold, subject to limitations on voting ordinary shares contained in our Memorandum of
Association and Articles of Association, as amended. You may instruct the depositary bank, Bank of New York, to
vote the ordinary shares underlying our ADSs, but only if we request Bank of New York to ask for your instructions.
Otherwise, you will not be able to exercise your right to vote unless you withdraw the ordinary shares underlying the
ADSs. However, you may not receive voting materials in time to ensure that you are able to instruct Bank of New
York to vote your shares or receive sufficient notice of a shareholders meeting to permit you to withdraw your
ordinary shares to allow you to cast your vote with respect to any specific matter. In addition,
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Bank of New York and its agents may not be able to timely send out your voting instructions or carry out your voting
instructions in the manner you have instructed. As a result, you may not be able to exercise your right to vote and you
may lack recourse if your ordinary shares are not voted as you requested.

Your right or ability to transfer your ADSs may be limited in a number of circumstances.

Your ADSs are transferable on the books of the depositary. However, the depositary may close its transfer books at
any time or from time to time when it deems expedient in connection with the performance of its duties. In addition,
the depositary may refuse to deliver, transfer or register transfers of ADSs generally when our books or the books of
the depositary are closed, or at any time if we or the depositary deem it advisable to do so because of any requirement
of law or of any government or governmental body, or under any provision of the deposit agreement, or for any other
reason.

Our ordinary shares in the form of ADSs or GDSs will be traded on more than one market and this may result
in price variations.

Our ordinary shares are currently traded on the Frankfurt Stock Exchange in the form of GDSs and we expect our
ordinary shares will be traded on the American Stock Exchange in the form of ADSs upon completion of this offering.
Trading in our ordinary shares in the form of ADSs or GDSs on these markets will be made in different currencies
(dollars on the American Stock Exchange and euros on the Frankfurt Stock Exchange), and at different times
(resulting from different time zones, different trading days and different public holidays in the U.S. and Germany).
The trading prices of our ordinary shares in the form of ADSs or GDSs on these two markets may differ due to these
and other factors. Any decrease in the trading price of our ordinary shares in the form of ADSs or GDSs on one of
these markets could cause a decrease in the trading price of our ordinary shares in the form of ADSs or GDSs on the
other market. Any difference in prices of our ordinary shares in the form of ADSs or GDSs on these two markets
could create an arbitrage opportunity whereby an investor could take advantage of the price difference by trading
between the markets, thereby potentially increasing the volatility of trading prices of our ADSs and having an adverse
affect on the price of our ADSs.

If we offer any subscription rights to our shareholders, your right or ability to perform a sale, deposit,
cancellation or transfer of any ADSs issued after exercise of rights might be restricted.

If we offer holders of our ordinary shares any rights to subscribe for additional shares or any other rights, the
depositary may make these rights available to you after consultation with us. However, the depositary may allow
rights that are not distributed or sold to lapse. In that case, you will receive no value for them. In addition,

U.S. securities laws may restrict the sale, deposit, cancellation and transfer of the ADSs issued after exercise of rights.
However, we cannot make rights available to you in the United States unless we register the rights and the securities
to which the rights relate under the Securities Act or an exemption from the registration requirements is available. In
addition, under the deposit agreement, the depositary will not distribute rights to holders of ADSs unless the
distribution and sale of rights and the securities to which the rights relate are either exempt from registration under the
Securities Act with respect to all holders of ADSs, or are registered under the provisions of the Securities Act. We can
give no assurance that we can establish an exemption from registration under the Securities Act, and we are under no
obligation to file a registration statement with respect to these rights or underlying securities or to endeavor to have a
registration statement declared effective. Accordingly, you may be unable to participate in our rights offerings, if any,
and may experience dilution of your holdings as a result.

Investors may be subject to both United States and United Kingdom taxes.

Investors are strongly urged to consult with their tax advisors concerning the consequences of investing in our
company by purchasing ADSs. Our ADSs are being sold in the United States, but we are incorporated under the laws
of England and Wales. A U.S. holder of our ADSs will generally be
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treated as the beneficial owner of the underlying ordinary shares, as represented by ADSs, for purposes of U.S. and
U.K. tax laws. Therefore, U.S. federal, state and local tax laws and U.K. tax laws will generally apply to ownership
and transfer of our ADSs and the underlying ordinary shares. Tax laws of other jurisdictions may also apply.

If you hold shares in the form of ADSs, you may have less access to information about our company and less
opportunity to exercise your rights as a shareholder than if you held ordinary shares.

There are risks associated with holding our shares in the form of ADSs, since we are a public company incorporated
under the laws of England and Wales. We are subject to the Companies Act 1985, as amended, our Memorandum and
Articles of Association, and other aspects of English company law. The depositary, the Bank of New York and/or its
various nominees, will appear in our records as the holder of all our shares represented by the ADSs and your rights as
a holder of ADSs will be contained in the deposit agreement. Your rights as a holder of ADSs will differ in various
ways from a shareholder s rights, and you may be affected in other ways, including:

you may not be able to participate in rights offers or dividend alternatives if, in the discretion of the
depositary, after consultation with us, it is unlawful or not practicable to do so;

you may not receive certain copies of reports and information sent by us to the depositary and may have
to go to the office of the depositary to inspect any reports issued;

the deposit agreement may be amended by us and the depositary, or may be terminated by us or the
depositary, each with thirty (30) days notice to you and without your consent in a manner that could
prejudice your rights, and the deposit agreement limits our obligations and liabilities and those of the
depositary.
Your rights as a shareholder will be governed by English law and will differ from and may be inferior to the
rights of shareholders under U.S. law.
We are a public limited company incorporated under the laws of England and Wales. Our corporate affairs are
governed by our Memorandum and Articles of Association, by the Companies Act 1985, each as amended, and other
common and statutory laws in England and Wales. The rights of shareholders to take action against the directors and
actions by minority shareholders are to a large extent governed by the common law and statutory laws of England and
Wales. These rights differ from the typical rights of shareholders in U.S. corporations. Facts that, under U.S. law,
would entitle a shareholder in a U.S. corporation to claim damages may give rise to an alternative cause of action
under English law entitling a shareholder in an English company to claim damages in an English court. However, this
will not always be the case. For example, the rights of shareholders to bring proceedings against us or against our
directors or officers in relation to public statements are different under English law than the civil liability provisions of
the U.S. securities laws. In addition, shareholders of English companies may not have standing to initiate shareholder
derivative actions in various courts, including before the federal courts of the United States. As a result, our public
shareholders may face different considerations in protecting their interests in actions against our company,
management, directors or our controlling shareholders, than would shareholders of a corporation incorporated in a
jurisdiction in the United States, and our ability to protect our interests if we are harmed in a manner that would
otherwise enable us to sue in a United States federal court, may be limited.
You may have difficulties enforcing, in actions brought in courts in jurisdictions located outside the United States,
liabilities under the U.S. securities laws. In particular, if you sought to bring proceedings in England based on
U.S. securities laws, the English court might consider:
that it did not have jurisdiction; and/or

that it was not the appropriate forum for such proceedings; and/or
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that, applying English conflict of laws rules, U.S. law (including U.S. securities laws) did not apply to
the relationship between you and us or our directors and officers; and/or

that the U.S. securities laws were of a public or penal nature and should not be enforced by the English

court.
Alternatively, if you were to bring an action in a U.S. Court, and we were to bring a competing action in an English
Court, the English Court may grant an order seeking to prohibit you from pursuing the action before the U.S. court.
You should also be aware that English law does not allow for any form of legal proceedings directly equivalent to the
class action available in U.S. courts. In addition, awards of punitive damages (or their nearest English law equivalent),
are rare in English courts.
In addition, we are required by the Companies Act 1985 to prepare for each financial year audited accounts which
comply with the requirements of that Act. These UK audited accounts are distributed to holders of our ordinary shares
in advance of our annual shareholder meeting at which the UK audited accounts are voted on by our shareholders and
are then filed with the Registrar of Companies for England and Wales. The UK audited accounts will be audited by an
accounting firm eligible under UK statutory requirements, currently the UK firm Ernst & Young LLP. The UK
audited accounts are likely to be materially different to the US GAAP financial statements which will be prepared in a
form similar to those included within this prospectus and which will be filed with the US Securities and Exchange
Commission. Our shareholders will not have an opportunity to vote on our US GAAP financial statements. Our ability
to pay future dividends will be determined by reference to the distributable reserves shown by our UK audited
accounts and this may restrict our ability to pay such dividends.
You may have difficulty in effecting service of process or enforcing judgments obtained in the United States
against one of our directors named in this prospectus who is not a resident of the United States.
Currently, one of our directors, Martial Chaillet, named in this prospectus is a resident of a country other than the
United States. Furthermore, all or a substantial portion of his assets may be located outside the United States. As a
result, it may not be possible for you to:

effect service of process within the United States upon such director; or

enforce in U.S. courts judgments obtained against such director in the U.S. courts in any action,
including actions under the civil liability provisions of U.S. securities laws; or

enforce in U.S. courts judgments obtained against such director in courts of jurisdictions outside the

United States in any action, including actions under the civil liability provisions of U.S. securities laws.
You may also have difficulties enforcing in courts outside the United States judgments obtained in the U.S. courts
against any of our directors and some of the experts named in this prospectus or us (including actions under the civil
liability provisions of the U.S. securities laws). In particular, there is doubt as to the enforceability in England of
U.S. civil judgments predicated purely on U.S. securities laws. In any event, there is no system of reciprocal
enforcement in England and Wales of judgments obtained in the U.S. courts. Accordingly, a judgment against any of
those persons or us may only be enforced in England and Wales by the commencement of an action before the English
court, seeking the recognition of the judgment of the U.S. court at common law in England. Judgment against any of
those persons or us, as the case may be, may be granted by the English court without requiring the issues on the merits
in the U.S. litigation to be reopened on the basis that those matters have already been decided by the U.S. court. To
recognize a U.S. court Judgment, the English court must be satisfied that:

that the judgment is final and conclusive;

that the U.S. court had jurisdiction (as a matter of English law);
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that the U.S. judgment is not impeachable for fraud and is not contrary to English rules of natural
justice;

that the enforcement of the judgment will not be contrary to public policy or statute in England;
that the judgment is for a liquidated sum;
that the English proceedings were commenced within the relevant limitation period;

that the judgment is not directly or indirectly for the payment of taxes or other charges of a like nature
or a fine or penalty;

that the judgment remains valid and enforceable in the court in which it was obtained unless and until it
is stayed or set aside; and

that, before the date on which the U.S. court gave judgment, the issues in question had not been the

subject of a final judgment of an English court or of a court of another jurisdiction whose judgment is

enforceable in England.
We have never paid any dividend and we do not intend to pay dividends in the foreseeable future.
To date, we have not declared or paid any cash dividends on our ordinary shares and currently intend to retain any
future earnings for funding growth. We do not anticipate paying any dividends in the foreseeable future. Moreover,
companies incorporated under the laws of England and Wales cannot pay dividends unless they have distributable
profits as defined in the Companies Act 1985 as amended. As a result, you should not rely on an investment in our
shares if you require dividend income. Capital appreciation, if any, of our shares may be your sole source of gain for
the foreseeable future.
Currency fluctuations may adversely affect the price of the ADSs relative to the price of our GDSs.
The price of our GDSs is quoted in euros. Movements in the euro/ U.S. dollar exchange rate may adversely affect the
U.S. dollar price of our ADSs and the U.S. dollar equivalent of the price of our GDSs. For example, if the euro
weakens against the U.S. dollar, the U.S. dollar price of the ADSs could decline, even if the price of our GDSs in
euros increases or remains unchanged.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
This prospectus, including the sections entitled Prospectus Summary, Risk Factors, = Management s Discussion and
Analysis of Financial Condition and Results of Operations and Business, contains forward-looking statements that
involve substantial risks and uncertainties. All statements other than statements of historical facts contained in this
prospectus, including statements regarding our future financial position, business strategy and plans and objectives of
management for future operations, are forward-looking statements. In some cases, you can identify forward-looking
statements by terminology such as believes, expects, anticipates, intends, estimates, may, will, continue,
predict, potential or the negative of these terms or other similar expressions. We have based these forward-looking

statements on our current expectations and projections about future events and financial trends that we believe may
affect our financial condition, results of operations, business strategy and financial needs. Our actual results could
differ materially from those anticipated in these forward-looking statements, which are subject to a number of risks,
uncertainties and assumptions described in Risk Factors section and elsewhere in this prospectus, regarding, among
other things:

our significant operating losses and uncertainties relating to our ability to generate positive cash flow

and operating profits in the future;

difficulty in evaluating our future prospects based on our limited operating history and relatively new

business model;
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our ability to attract members, convert members into paying subscribers and retain our paying
subscribers, in addition to maintain paying subscribers;

the highly competitive nature of our business;

our ability to keep pace with rapid technological change;

the strength of our existing brands and our ability to maintain and enhance those brands;
our ability to effectively manage our growth;

our dependence upon the telecommunications infrastructure and our networking hardware and software
infrastructure;

risks related to our recent accounting restatements;

uncertainties relating to potential acquisitions of companies;

the volatility of the price of our ADSs after this offering;

the strain on our resources and management team of being a public company in the United States;
the ability of our principal shareholders to exercise significant influence over our company; and

other factors referenced in this prospectus and other reports.
You should not rely upon forward-looking statements as predictions of future events. We cannot assure you that the
events and circumstances reflected in the forward-looking statements will be achieved or occur. Although we believe
that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results,
levels of activity, performance or achievements. Moreover, neither we nor any other person assume responsibility for
the accuracy and completeness of the forward-looking statements. Except as required by law, we undertake no
obligation to update publicly any forward-looking statements for any reason after the date of this prospectus to
conform these statements to actual results or to changes in our expectations.
You should read this prospectus, and the documents that we reference in this prospectus and have filed as exhibits to
the related registration statement with the Securities and Exchange Commission, completely and with the
understanding that our actual future results, levels of activity, performance and achievements may materially differ
from what we expect. We qualify all of our forward-looking statements by these cautionary statements.
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USE OF PROCEEDS
We will not receive any proceeds from the sale of ordinary shares in the form of ADSs by the selling security holders
listed in this prospectus and any prospectus supplement, except for funds received from the exercise of warrants and
options held by selling security holders, if and when exercised. We plan to use the net proceeds received from the
exercise of any warrants and options for working capital and general corporate purposes. The actual allocation of
proceeds realized from the exercise of these securities will depend upon the amount and timing of such exercises, our
operating revenues and cash position at such time and our working capital requirements. There can be no assurances
that any of the outstanding warrants and options will be exercised. The total maximum proceeds possible from the
exercise of options and warrants at September 30, 2005 was approximately $34.9 million and $1.1 million,
respectively.

RESCISSION OFFER
Under our 2000 Option Scheme, we granted options to purchase ordinary shares to certain of our employees, directors
and consultants. California state securities laws generally require qualification for the offer and sale of securities
subject to California law. Under California law, the grant of an option constitutes a sale of the underlying shares at the
time of the option grant and not at the exercise of the option. Our option grants were not qualified and may not have
been exempt from qualification under California state securities laws. As a result, we may have potential liability to
those employees, directors and consultants to whom we granted options under the 2000 Option Scheme. In order to
address that issue, we may elect to make a rescission offer to the holders of outstanding options under the 2000 Option
Scheme to give them the opportunity to rescind the grant of their options.
As of September 30, 2005, assuming every eligible optionee were to accept a rescission offer, we estimate the total
cost to us to complete the rescission would be approximately $4.0 million including statutory interest at 7% per
annum. These amounts reflect the costs of offering to rescind the issuance of the outstanding options by paying an
amount equal to 20% of the aggregate exercise price for the entire option, which we believe would comply with
California state securities laws.
In addition, issuances of securities upon exercise of options granted under our 2000 Option Scheme may not have
been exempt from registration and qualification under California state securities laws as a result of the option grants
themselves, but also may not have been exempt from registration under federal securities laws. Federal securities laws
prohibit the offer or sale of securities unless the sales are registered or exempt from registration. The issuances of
ordinary shares upon the exercise of our options were not registered and may not have been exempt from registration
under California state and federal securities laws. As a result, we may have potential liability to those employees,
directors and consultants to whom we issued securities upon the exercise of these options. In order to address that
issue, we may elect to make a rescission offer to those persons who exercised all, or a portion, of those options and
continue to hold the shares issued upon exercise, to give them the opportunity to rescind the issuance of those shares
( Option Shares ).
As of September 30, 2005, assuming every eligible person that continues to hold the securities issued upon exercise of
options granted under the 2000 Option Scheme were to accept a rescission offer, we estimate the total cost to us to
complete the rescission would be approximately $3.8 million including statutory interest at 7% per annum, accrued
since the date of exercise of the options. These amounts are calculated by reference to the acquisition price of the
Option Shares.
For the purposes of English company law, a rescission offer in respect of our Option Shares would take the form of a
purchase by our company of the relevant Option Shares. The Companies Act 1985 ( Companies Act ) provides that we
may only purchase our own shares using our distributable profits or the proceeds from the issuance of new shares for
that purpose. In accordance with a procedure set out in the Companies Act requiring the approval of shareholders and
of the High Court of Justice in England and Wales (the Court ), we have with effect from December 8, 2005 (the
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Effective Date ) reduced our share premium account by US$44,000,000 in order to eliminate the deficit on our profit
and loss account, which had arisen as a result of previous accumulated losses and to enable profits arising after
December 31, 2005 to give rise to distributable reserves. We have given an undertaking to the Court for the protection
of our creditors, which requires us to transfer to a non-distributable reserve (the Special Reserve ) the amount (if any)
by which the deficit on our profit and loss account at December 31, 2005 falls short of the amount of the reduction
(being US$44,000,000), and any profits made by us or any of our subsidiaries prior to December 31, 2005, until our
non-consenting creditors at the Effective Date have been paid off. The undertaking also prevents us from making any
distribution to shareholders, or redeeming or purchasing our own shares, until we have obtained approval at a
shareholders general meeting of our audited UK GAAP balance sheet for the period ended December 31, 2005. It is
likely that our UK GA AP balance sheet for the period ended December 31, 2005 will be ready for approval by
shareholders on or about May 31, 2006. Furthermore, we do not intend to make a rescission offer until we have the
distributable reserves required to make a rescission offer.

Any purchase of the Option Shares pursuant to a rescission offer would not only need to be made out of distributable
reserves, but would also require shareholder approval given in accordance with the requirements of the Companies
Act.

Such approval must be given by resolution passed with a majority of at least 75% of the votes cast on the resolution
(excluding votes carried by the Option Shares proposed to be purchased), having made a copy of the contract for the
purchase of the Option Shares available for inspection both at our registered office for at least 15 days prior to the date
of the meeting to approve the purchase and at the meeting itself. Once a purchase has been completed, we would be
subject to further disclosure obligations in relation to information about the purchase.

We do not intend to seek shareholder approval for a purchase of Option Shares until we have made a rescission offer
which has been accepted by any one or more shareholders and it has become necessary to seek such approval.

We have terminated and no longer grant options under our 2000 Option Scheme, but options previously granted under
2000 Option Scheme remain in full force and effect. We filed a registration statement on Form S-8 to cover the
issuance of future shares upon exercise of presently unexercised options under the 2000 Option Scheme. However,
none of the shares (including shares underlying unexercised options) registered on the Form S-8 will be eligible for
resale if they are tendered as part of the rescission offer.
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PRICE RANGE OF GLOBAL DEPOSITARY SHARES
Our GDSs are currently traded on the Frankfurt Stock Exchange under the symbol MHIG .
The following table summarizes the high and low sales prices of our GDSs in euros as reported by the Frankfurt Stock
Exchange for the periods noted below, and as translated into U.S. dollars at the currency exchange rate in effect on the
date the price was reported on the Frankfurt Stock Exchange. The currency exchange rate is based on the average bid
and ask exchange price as reported by OANDA for such date.

High Low
Year ended December 31, 2003
First Quarter 1.73 $ 1.85 1.36 $ 1.45
Second Quarter 1.79 $ 210 1.55 $ 1.69
Third Quarter 4.05 $ 453 1.60 $ 1.85
Fourth Quarter 5.05 $ 631 2.85 $ 3.37
Year ended December 31, 2004
First Quarter 11.85 $ 14.68 4.20 $ 5.39
Second Quarter 9.85 $ 11.79 6.30 $ 7.63
Third Quarter 8.00 $ 9.62 2.85 $ 3.49
Fourth Quarter 7.33 $ 9.68 4.75 $ 6.06
Year ended December 31, 2005
First Quarter 8.25 $ 10.66 6.16 $ 8.02
Second Quarter 8.00 $ 10.37 5.26 $ 647
Third Quarter 7.50 $ 928 5.25 $ 6.85
Fourth Quarter (through December 12, 2005) 6.29 $ 7.50 4.45 $ 522

The last reported sales price of our GDSs on the Frankfurt Stock Exchange on December 12, 2005 was 5.60 per GDS,
or $6.62 per GDS.
As of October 19, 2005, there were approximately 119 holders of record of our shares, including each account held by
our depository and its record holder. These figures do not include beneficial owners who hold shares in nominee
name.

DIVIDEND POLICY
We have never declared or paid cash dividends on our ordinary shares. We do not anticipate paying any cash
dividends on our ordinary shares in the foreseeable future. We currently intend to retain all available funds and any
future earnings to fund the development and growth of our business.
Under English law, any payment of dividends would be subject to the Companies Act 1985, as amended, which
requires that all dividends be approved by our board of directors and, in some cases, our shareholders. Moreover,
under English law, we may pay dividends on our shares only out of profits available for distribution determined in
accordance with the Companies Act 1985, as amended, and accounting principles generally accepted in the United
Kingdom, which differ in some respects from U.S. GAAP. We also may incur indebtedness in the future that may
prohibit or effectively restrict the payment of dividends on our ordinary shares. Any future determination related to
our dividend policy will be made at the discretion of our Board of Directors. In the event that dividends are paid in the
future, holders of the ADSs will be entitled to receive payments in U.S. dollars in respect of dividends on the
underlying shares in accordance with the deposit agreement. See Description of Share Capital Description of
Ordinary Shares Dividends and Description of Share Capital Description of American Depositary Shares Dividends
and Distributions.
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CAPITALIZATION
The following table summarizes our cash, cash equivalents and marketable securities and capitalization as of
September 30, 2005.
You should read this table in conjunction with Selected Consolidated Financial Data, = Management s Discussion and
Analysis of Financial Condition and Results of Operations and our consolidated financial statements and related notes
included elsewhere in this prospectus.

September 30,
2005

(in thousands
except per share

data)
Notes payable, including current portion $ 11,417
Other liabilities 240
Shares subject to rescission 3,819
Shareholders equity:
Ordinary shares, £0.01 par value, 80,000,000 shares authorized;
26,209,496 shares issued and outstanding 432
Additional paid-in-capital 57,119
Deferred share-based compensation
Accumulated other comprehensive loss (299)
Notes receivable from employees (83)
Accumulated deficit (44,670)
Total shareholders equity 12,499
Total capitalization $ 39,473

The number of our ordinary shares shown above is based on 26,209,496 shares outstanding as of September 30, 2005.
This information excludes:

8,755,438 ordinary shares issuable upon the exercise of outstanding options as of September 30, 2005,
with exercise prices ranging from $0.88 to $9.51 per share and a weighted average exercise price of
$3.99 per share;

430,000 ordinary shares issuable upon the exercise of warrants outstanding as of September 30 2005,
with an exercise price of $2.51 per share; and

14,381,062 ordinary shares available for issuance under our share option schemes.
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Since this offering is being made solely by the selling shareholders and none of the proceeds will be paid to us, except

for funds received from the exercise of warrants and options held by selling shareholders, if and when exercised, our
net tangible book value per share will not be affected by this offering.
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SELECTED CONSOLIDATED FINANCIAL DATA

The following table sets forth our selected consolidated financial data. The data should be read in conjunction with

Management s Discussion and Analysis of Financial Condition and Results of Operations and the consolidated
financial statements, related notes, and other financial information included herein. The following selected
consolidated statement of operations data and balance sheet data for the nine months ended September 30, 2005 and
September 30, 2004 are derived from our unaudited consolidated financial statements presented elsewhere is this
registration statement. The following selected consolidated statement of operations data for each of the three years in
the period ended December 31, 2004, and the selected consolidated balance sheet data as of December 31, 2003 and
2004, are derived from the audited consolidated financial statements of our company included elsewhere in this
prospectus. The consolidated statement of operations data for the year ended December 31, 2001 and the selected
consolidated balance sheet data as of December 31, 2001 and 2002 are derived from the audited consolidated financial
statements of our company not included in this prospectus. The consolidated statement of operations data for the year
ended December 31, 2000 and the selected consolidated balance sheet data as of December 31, 2000 are derived from
unaudited consolidated financial statements not included in this prospectus. Our ordinary shares in the form of GDSs
currently trade on the Frankfurt Stock Exchange, in Germany. Pursuant to the laws governing this exchange, we
publicly reported our quarterly and annual operating results. On April 28, 2004, we publicly announced that we had
discovered accounting inaccuracies in previously reported financial statements. As a result, following consultation
with our new auditors, we restated our financial statements for the first three quarters of 2003 and for each of the years
ended December 31, 2002 and 2001 to correct inappropriate accounting entries. Based in part on the fact that our 2001
and 2002 annual and 2003 interim financial statements were restated, it is likely that our 2000 unaudited financial
statements would have been subject to adjustments, which could have been material, had they been subjected to an
audit and do not reflect accounting treatment or presentation consistent with audited financial statements for the years
ended and as of December 31, 2002, 2003 and 2004. You should therefore not rely on data derived from such
financial statements. The historical results are not necessarily indicative of results to be expected in any future period.

Nine months ended

Year ended December 31,(D September 30,(1)
2000 2001 2002 20037 2004 2004 20057
(unaudited) (unaudited)

(in thousands, except per share data and paying subscriber data)
Consolidated
Statements of
Operations Data:

Net revenues $ 6,670 $10434 $16352 $ 36941 $ 65052 $ 48,000 $ 48,925
Direct marketing
expenses 5,257 2,044 5,396 18,395 31,240 24,612 18,352
Contribution
margin 1,413 8,390 10,956 18,546 33,812 23,388 30,573
Operating expenses:(©)
Indirect marketing 953 540 403 986 2,607 2,060 758
Customer service 402 641 1,207 2,536 3,379 2,601 1,787
Technical operations 628 1,772 1,587 4,481 7,184 5,201 4,848
Product development 138 359 603 959 2,013 1,376 2,949
General and
administrative 6,215 5,496 7,996 18,537 29,253 21,559 20,013
1,871 1,704 1,162 (85)
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other than goodwill 1,127 2,137 524 555 860 670 848
Impairment of
long-lived assets 3,997 1,532 208
Total operating
expenses 9,463 14,942 12,320 29,586 45,504 33,467 31,203
Operating (loss) (8,050) (6,552) (1,364) (11,040) (11,692) (10,079) (630)
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Year ended December 31,V

2001 2002 20037

Nine months ended
September 30,1

2004 2004 2005

(unaudited)

(in thousands, except per share data and paying subscriber data)

Interest (income) and
other expenses, net 1,113
(Loss) before income
taxes
Provision for income
taxes

(9,163)

Net (loss) $ (9,163) $
Net (loss) per share

basic and diluted®

$ (0.69)

$
Weighted average
shares outstanding
basic and diluted®
Other Financial
Data:
Depreciation
Additional
Information:
Average paying
subscribers™®

13,213

160 $

2000

(unaudited)
Consolidated Balance
Sheet Data:
Cash, cash equivalents
and marketable
securities
Total assets
Deferred revenue
Capital lease
obligations and notes
payable
Total liabilities

$ 11,410

23,409
362

6,156
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1,627 (840) (188)
(8,179) (524) (10,852)
8,179) $ (524) $ (10,852)

0.47) $ (0.03) $ (0.57)
17,460 18,460 18,970

544 $ 874 $ 1,441
58,700 125,800
December 31,
2001 2002

$ 7,569 $ 7,755

16,352 17,461

993 1,535

3,238 3,998

$

(66) (14) 285
(11,626) (10,065) (915)
1 1 120
$ (11,627) $ (10,066) $ (1,035)
$ 0.51) $ (0.45) (0.04)
22,667 22,139 25,621
$ 3065 $ 2721 $§ 3,558
226,100 225,200 218,700
September 30,
2003 2004 2005
(unaudited)
5,815 $ 7423 $ 8,668
16,969 27,359 39,473
3,232 3,933 4,099
487 1,873 10,517
11,659 16,872 23,155
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Shares subject to

rescission ) 3,819 3,819
Accumulated deficit (12,453) (20,632) (21,156) (32,008) (43,635) (44,670)
Total shareholders

equity 17,253 13,114 13,463 5,310 6,668 12,499

(DRefer to Management s Discussion and Analysis of Financial Condition and Results of Operations for a discussion
of certain asset and business acquisitions.

(21n 2004, general and administrative expenses included an expense of approximately $2.4 million related to an
employee severance, $2.1 million related to the United States initial public offering of MatchNet, Inc. that was
planned for mid-2004, but which was withdrawn shortly after the related registration statement was filed in the third
quarter of 2004, as well as one legal settlement resulting in the recognition of $900,000 in expenses in the third
quarter and two legal settlements resulting in the recognition of $2.1 million in expenses in the fourth quarter of
2004. In 2003, general and administrative expenses included a charge of $1.7 million primarily related to a
settlement with Comdisco.

3)For information regarding the computation of per share amounts, refer to note 1 of our consolidated financial
statements.

) Average paying subscribers for each month are calculated as the sum of the paying subscribers at the beginning and
the end of the month, divided by two. Average paying subscribers for periods longer than one month are calculated
as the sum of the average paying subscribers for each month, divided by the number of months in such period.
Additionally, refer to Management s Discussion and Analysis of Financial Condition and Results of Operations for a
discussion of business metrics we use to evaluate our business. We did not track data for the years ended
December 31, 2000 and 2001 sufficient to accurately set forth the number of average paying subscribers for the
respective periods.

()Under our 2000 Executive Share Option Scheme ( 2000 Option Scheme ), we granted options to purchase ordinary
shares to certain of our employees, directors and consultants. The issuances of securities upon exercise of options
granted under our
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2000 Option Scheme may not have been exempt from registration and qualification under federal and California
state securities laws, and as a result, we may have potential liability to those employees, directors and consultants to
whom we issued securities upon the exercise of these options. In order to address that issue, we may elect to make a
rescission offer to those persons who exercised all, or a portion, of those options and continue to hold the shares
issued upon exercise, to give them the opportunity to rescind the issuance of those shares. However, it is the
Securities and Exchange Commission s position that a rescission offer will not bar or extinguish any liability under
the Securities Act of 1933 with respect to these options and shares, nor will a rescission offer extinguish a holder s
right to rescind the issuance of securities that were not registered or exempt from the registration requirements
under the Securities Act of 1933. As of September 30, 2005, assuming every eligible person that continues to hold
the securities issued upon exercise of options granted under the 2000 Option Scheme were to accept a rescission
offer, we estimate the total cost to us to complete the rescission would be approximately $3.8 million including
statutory interest at 7% per annum, accrued since the date of exercise of the options. The rescission acquisition price
is calculated as equal to the original exercise price paid by the optionee to our company upon exercise of their

option.

(6) Operating expenses include share-based compensation as follows:

Nine Months
Year Ended Ended
December 31, September 30,
2003 2004 2004 2005
(In thousands)
Indirect marketing $ 79 $ 156 $ 128 $ 10
Customer service 22
Technical operations 140 22 22 168
Product development 124
General and administrative 1,652 1,526 1,012 1,000
(DFor the purposes of this and all future filings, prior period classification of share-based compensation was
reclassified to conform to current period classification.
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PRO FORMA COMBINED FINANCIAL DATA
The following unaudited pro forma combined financial information gives effect to the acquisition on May 19, 2005,
by Spark Networks plc (formerly MatchNet plc) of MingleMatch, Inc., a corporation based in Provo, Utah. The
purchase price for the acquisition was $12 million in cash, which will be paid over 12 months (as discussed further in
note 9, notes payable), as well as 150,000 shares of the Company s ordinary shares which, on the date of the
acquisition, carried a value of approximately $1.2 million. For the fiscal year ended December 31, 2004, MingleMatch
reported net revenues of approximately $2.5 million and a loss of $443,000.
The unaudited pro forma combined financial information is for illustrative purposes only and reflects certain estimates
and assumptions. These unaudited pro forma combined financial statements should be read in conjunction with the
accompanying notes, our historical consolidated financial statements and MingleMatch s historical financial
statements, including the notes thereto, and Management s Discussion and Analysis of Financial Condition and Results
of Operations, all of which are included elsewhere in this prospectus.
The unaudited pro forma combined statements of operation for the year ended December 31, 2004 and the nine
months ended September 30, 2005 give effect to the acquisition of MingleMatch, Inc. as if it had been com
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