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Net Element, Inc.

(Exact name of registrant as specified in its charter)

Delaware 90-1025599
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

3363 NE 163rd Street, Suite 705
North Miami Beach, FL 33160

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (305) 507-8808

Securities registered under Section 12(b) of the Exchange Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $0.0001 per share NASDAQ Capital Market

Securities registered under Section 12(g) of the Exchange Act:

Warrants, each exercisable for one share of Common Stock
(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
¨ YES      x NO

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. ¨ YES     x NO

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company x

Emerging growth company ¨

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). ¨ YES      x
NO

The aggregate market value of the registrant’s common equity, other than shares held by persons who may be deemed
affiliates of the registrant, as of June 30, 2017 was approximately $8,996,491.

The registrant had 3,862,352 shares of common stock outstanding as of March 29, 2018.

DOCUMENTS INCORPORATED BY REFERENCE
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Forward-Looking Statements

This Annual Report on Form 10-K (this “Report”), including the section entitled “Management’s Discussion and Analysis
of Financial Conditions and Results of Operation” and “Risk Factors”, contains forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. You should not rely upon forward-looking statements as predictions of future events. The events
and circumstances reflected in the forward-looking statements may not be achieved or occur. All statements other than
statements of historical fact, including, statements regarding our future results of operations and financial position, our
business strategy and plans, our objectives for future operations, and any statements of a general economic or industry
specific nature, are forward-looking statements. You can identify forward-looking statements by the fact that they do
not relate strictly to historical or current facts. Forward-looking statements generally are identified by the words
“expects,” “anticipates,” “believes,” “intends,” “estimates,” “aims,” “plans,” “may,” “will,” “continue,” “seeks,” “should,” “believe,” “potential” or
the negative of such terms and similar expressions. We have based these forward-looking statements largely on our
current expectations and projections about future events and trends that we believe, based on information currently
available to our management, may affect our financial condition, results of operations, business strategy, short-term
and long-term business operations and objectives, and financial needs. These forward-looking statements are subject
to a number of risks, uncertainties and assumptions, including those described in the "Risk Factors" section in Part I,
Item 1A of this Report. Moreover, we operate in a very competitive and rapidly changing environment.

If these or other risks and uncertainties (including those described in Part I, Item 1A of this Report and the Company’s
subsequent filings with the U.S. Securities and Exchange Commission (the “SEC” or the “Commission”)) materialize, or if
the assumptions underlying any of these statements prove incorrect, the Company’s actual results may be materially
different from those expressed or implied by such statements. We undertake no obligation to publicly revise any
forward-looking statement to reflect circumstances or events after the date of this Report to reflect the occurrence of
unanticipated events. You should, however, review the factors and risks described in the reports we file from
time-to-time with the SEC after the date of this Report. These factors include, among other factors:

■the impact of any new or changes made to laws, regulations, card network rules or other industry standards affecting
our business;

■the impact of any significant chargeback liability and liability for merchant or customer fraud, which we may not be
able to accurately anticipate and/or collect;

■our ability to secure or successfully migrate merchant portfolios to new bank sponsors if current sponsorships are
terminated;
■our and our bank sponsors’ ability to adhere to the standards of Visa and MasterCard payment card brand;
■our reliance on third-party processors and service providers;

■our dependence on independent sales groups (“ISGs”) that do not serve us exclusively to introduce us to new merchant
accounts;
■our ability to pass along increases in interchange costs and other costs to our merchants;

■our ability to protect against unauthorized disclosure of merchant and cardholder data, whether through breach of our
computer systems or otherwise;
■
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the effect of the loss of key personnel on our relationships with ISGs, card brands, bank sponsors and our other
service providers;
■the effects of increased competition, which could adversely impact our financial performance;

■the impact of any increase in attrition due to an increase in closed merchant accounts and/or a decrease in merchant
charge volume that we cannot anticipate or offset with new accounts;
■the effect of adverse business conditions on our merchants;
■our ability to adopt technology to meet changing industry and customer needs or trends;

■the impact of any decline in the use of credit cards as a payment mechanism for consumers or adverse developments
with respect to the credit card industry in general;

■the impact of any adverse conditions in industries in which we obtain a substantial amount of our bankcard
processing volume;
■the impact of seasonality on our operating results;
■the impact of any failure in our systems due to factors beyond our control;
■the impact of any material breaches in the security of third-party processing systems we use;

■the impact of any new and potential governmental regulations designed to protect or limit access to consumer
information;
■the impact on our profitability if we are required to pay federal, state or local taxes on transaction processing;

■the impact on our growth and profitability if the markets for the services that we offer fail to expand or if such
markets contract;
■significant losses we have incurred and may continue to experience in the future;
■foreign laws and regulations, which are subject to change and uncertain interpretation;

■geopolitical instability and other conditions that may adversely affect trends in consumer, business and government
spending;

■the Company’s ability (or inability) to obtain additional financing in sufficient amounts or on acceptable terms when
needed;
■the impact on our operating results as a result of impairment of our goodwill and intangible assets;

■our material weaknesses in internal control over financial reporting and our ability to maintain effective controls over
financial reporting in the future; and
■the other factors identified in the section of this Report entitled “Risk Factors.”

World Wide Web addresses contained in this Report are for explanatory purposes only and they (and the content
contained therein) do not form a part of, and are not incorporated by reference into, this Report.
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PART I

Item 1. Business.

Net Element, Inc., (“Net Element”) a Delaware corporation, is a holding company that conducts its operations
through its subsidiaries. Net Element and its subsidiaries are referred to collectively as the “Company,” “Net
Element,” “we,” “us,” or “our,” unless the context requires otherwise.

Company Overview

Net Element is a global technology and value-added solutions group that supports electronic payments acceptance in a
multi-channel environment including point-of-sale (POS), ecommerce and mobile devices. The Company operates
two business segments as a provider of North American Transaction Solutions and International Transaction
Solutions. Additionally, we have corporate overhead broken out in our segment reporting.

We offer a broad range of payment acceptance and processing services that enable merchants of all sizes to accept and
process over 100 different payment options in more than 120 currencies, including credit, debit, prepaid and
alternative payments. We also provide merchants with value-added services and technologies including integrated
payment technologies, POS solutions, security solutions, fraud management, information solutions and analytical
tools.

We believe that our technology-centered value-added service offerings and the payments ecosystem differentiate us
from the competition. It enables us to efficiently provide a comprehensive suite of services to clients across the value
chain of commerce-enabling services and technologies as well as to innovate, develop and deploy new services, while
providing us with significant economies of scale. Our broad and varied distribution includes sales channels, such as
our direct and indirect sales forces, referral partners and value-added resellers, which provide us with a growing and
diverse client base of merchants. We believe this combination of attributes provides us with the competitive
advantages that generate strong growth by enabling us to efficiently manage, update and maintain our technology, to
utilize technology integration and value-added services to expand our new sales and distribution, and to realize
significant operating leverage. We create our value-added solutions from a suite of proprietary technology products,
software, cloud-based applications, processing services, security offerings, and customer support programs that we
configure to meet our clients’ individual needs.
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We provide additional services through our portfolio of brands including:

·Unified Payments – payment acceptance solutions, including POS solutions and value-added services throughout the
United States;

·

Unified m-POS – easy-to-use mobile application that provides the functionalities that small to medium sized
businesses (“SMB”) need to accept and manage transactions in a neat and easy to use interface, which is
EMV-compliant, accepts traditional and contactless transactions such as Apple Pay®. Unified m-POS application is
available for download in Apple’s App Store and Google Play;

·Aptito – proprietary cloud-based POS platform for the hospitality industry and SMB merchants;

·Restoactive – seamless visual POS integration that modernizes experience in the restaurant POS environment and
behind the scenes. Integration ready for over 500,000 restaurants in the United States;

·Zero Pay – zero-fee payment acceptance program for SMB merchants in the United States. Zero Pay program saves
merchants costs involved in accepting credit and debit cards using mobile POS by passing the cost to the consumer;

·PayOnline – proprietary integrated, global e-commerce and mobile payments processing platform and fraud
management system;

·
Pay-Travel – integrated payment processing solutions to the travel industry, which includes integrations with various
Global Distribution Systems (“GDS”) such as Amadeus®, Galileo®, Sabre®, additional geo filters and passenger
name record (PNR) through Pay-Travel service offered by PayOnline;

·
Sales Central – designed to enhance responsiveness of our indirect non-bank sales forces (“Sales Partners”) and
improve sales efficiency. The cloud-based solution provides to both Sales Partners and merchants an integrated
toolkit to more effectively manage a variety of sales, operations, reporting and accounting functions;

·

Netevia – future-ready multi-channel payments platform developed by in-house Net Element Software team
(software-as-a-service “SaaS” and White Label models) and available across all brands. Connecting and simplifying
payments across sales channels through a single integration point, Netevia delivers end-to-end payment processing
through easy-to-use APIs.; and

·Digital Provider – integrated direct-carrier, mobile operator solution for smaller content providers and merchants
throughout selected international markets.

We have operations and offices located within the United States (“U.S.”) (domestic) and outside of the U.S.
(international) where sales, customer service and/or administrative personnel are based. Through U.S. based
subsidiaries, we generate revenues from transactional services, valued-added payment services and technologies for
SMBs. Through wholly owned subsidiaries, we operate internationally with a focus on transactional services, mobile
payment transactions, online payment transactions, value-added payment services and technologies in selected
international markets.

Our business is characterized by transaction related fees, multi-year contracts, and a diverse client base, which allows
us to grow alongside our clients. Our multi-year contracts allow us to achieve a high level of recurring revenues with
the same clients. While the contracts typically do not specify fixed revenues to be realized thereunder, they do provide
a framework for revenues to be generated based on volume of services provided during such contracts’ term.
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Recent Developments

During 2017, we completed a number of transactions and other accomplishments in pursuit of our strategy of
enhancing financial results, creating a strong operational foundation and competitive advantage. We believe the
following transactions and actions have focused and strengthened our company and improved our capital structure and
cash flow.

4
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Our primary actions during 2017 were as follows:

·Received a $7.55 million institutional investment to support continued organic growth and blockchain focused
developments

· Ensured continued compliance with NASDAQ listing requirements

· Ranked as one of the fastest growing companies in North America on Deloitte's 2017 Technology Fast 500™

· Supported Florida SMB merchants affected by Hurricane Irma with free mobile point of sale credit card readers 

Recent Partnerships:

·

Joined the Enterprise Ethereum Alliance ("EEA"), the world's largest open-source blockchain initiative with over 250
member companies. Membership to the alliance is complementary to the Company's recently announced
decentralized blockchain technology solution, Netevia, that will enable a vast number of value-added services
("VAS") and support the adoption of Ethereum in the enterprise

·Partnered with Elo to provide a modern best-in-class point of sale solution. Combined Aptito POS software with Elo’s
all-in-one touchscreen device delivering stylish and reliable POS solution

·Partnered with Payvision in Europe, extended access to global currencies. Expanded payment acceptance to 120+
currencies globally

· Partnered with Planet Payment for multi-currency pricing solution in the United States. Introduced
multi-currency payment acceptance to online merchants in the United States

Recent Product Launches:

·

Launched multi-channel payments platform, Netevia, connecting and simplifying payments across sales channels
through a single integration point, Netevia delivers end-to-end payment processing through easy-to-use APIs. This
model complements Net Element's ability to perform in a multi-channel environment, including point-of-sale (POS),
e-commerce, mobile devices and will enable the company to perform in blockchain technology solutions when
fully-developed

· Launched web-based, integrated same-day ACH and eCheck payment processing solution in the United States

· Launched Zero-Fee processing program for SMB merchants in the United States
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· Launched loyalty program for international online merchants utilizing a PayOnline platform

· Launched PayOnline's support for electronic commerce in the United States

· Launched Apple Pay support in Russia

· Launched payment acceptance module for Telegram, Viber, Facebook and VK instant messenger apps

·Expanded payments module to include the Prominent InSales platform. InSales platform which provides access to
over 4,000 merchants

·Launched comprehensive point-of-sale program during Unified Payments' "2017 Launch Series" at Northeast
Acquirers Association event

·Launched ISO incubator to help certified resellers of Unified Payments grow their business, compete and achieve
success in today's evolving marketplace

· Launched fully-integrated payment acceptance for V-Tell, an international mobile network operator

· Launched fully-integrated payment acceptance for Azimuth Airlines

· Added support for iDEAL payment system, the most popular payment system in Netherlands

Outlook

Our strategy is to ensure that our business remains successful in a rapidly changing market, creating sustainable value
for all our stakeholders, including our clients, distribution partners and shareholders. We aim to achieve superior
results for our clients by having a deep understanding of their payment acceptance needs, extensive market reach,
strong product development and technology enablement.

Planned for 2018:

We will continue to focus on understanding our clients and addressing their payment acceptance needs in core market
segments.

●Continue growth in all key segments
●Drive client retention
●Expand our client base in selected markets
●Deliver value-added products to our clients to increase efficiencies and payment acceptance
●Launch new tools to reach our clients, such as digital channels, and deepening partner relations
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The global payments industry continued to deliver healthy growth during 2017, with underlying transaction volumes
demonstrating even greater strength. We believe that new and disruptive technologies will provide us the opportunity
to differentiate ourselves from our competition, continue developing and delivering innovative payment solutions in
2018 and beyond. 

●Continue to develop Netevia, our next-generation payments platform, enabling intelligent routing of payments for the
application development community
●Continue to scale and enhance new product launches that will add value to our clients
●Extend our capabilities in next-generation POS hardware and software, and deepening our partner proposition
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●Commence trials of advanced technologies around business intelligence and mobile based payments acceptance

●Target further developments in blockchain technologies, payments enablement for Internet of Things and biometrics
payment acceptance
●Continue investment in future emerging payment technologies

Realize the full potential of our business model.

●Deliver stronger organic growth
●Develop additional payment network relationships to integrate with our technologies
●Seek acquisition or investment opportunities to deepen our technological and distribution capabilities

We believe that blockchain technologies will play key roles in future commerce to facilitate transactions and serve as
a secure payment platform. We also believe that these technologies will encourage innovation through development of
value-added services and cater to both merchants and their customers.

We are developing a decentralized crypto-based ecosystem to act as a framework for a number of value-added
services that can connect merchants and consumers directly utilizing blockchain technology while increasing the
economic efficiency of all transactions being made within the ecosystem. Specifically, we launched a platform called
Netevia that delivers end-to-end payment processing through easy-to-use APIs and complements the Company’s
ability to perform in a multi-channel environment, including point-of-sale (POS), e-commerce and mobile devices and
will enable the Company to perform in decentralized blockchain technology solutions. We are working to implement
additional features on the platform, which will include default value-added modules, such as a payment platform
technology solution, peer-to-peer interface solution and blockchain rewards system solution. We expect that the users
of our blockchain based payments solution, when such solution is fully implemented, will be able to make payments
by using payment options of their preference: fiat money, mainstream and alternative cryptocurrencies. The main
function of the blockchain based payments solution is to provide the “one-click” payment technology solution with
minimum transaction costs and maximum comfort for the users. We expect that such function will be complementary
to our current platform which supports multiple payment methods internationally. We also expect that the peer-to-peer
module will allow participants to transact directly using blockchain technology and support conversion and transmittal
of multiple payment methods including traditional payment methods, mainstream and alternative cryptocurrencies,
and the rewards system that will reward users for active use of the ecosystem and contributions into its development.

In providing such blockchain technology solutions, we will not be holding any deposits, nor trade in, digital assets.
We are committed to comply with the government regulations applicable to our blockchain technology solutions.

Our Mission and Vision
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Our mission is to power global commerce and allow our clients to conduct business globally. We believe that by
understanding the consumer behavior and the needs of our merchants is the most effective and, ultimately, the most
profitable means to accomplish our mission and create long-term value for all stakeholders.

We drive client growth through our in-depth knowledge of global transactional services and related value-added
service offerings which separate us from the competition.

Our vision is to set the standard for multi-channel payments acceptance and value-added service offerings with focus
on creation of unified global transaction acceptance ecosystem. We believe in emerging technologies and as such we
are developing a decentralized blockchain ecosystem to support a vast number of value-added decentralized
applications (“dApps”), which will provide value to our clients.

In order to achieve this vision, we seek to further develop single on-boarding, global transaction acceptance
ecosystem. Manifesting this vision requires scaling our direct and indirect connectivity to multiple payment and
mobile networks internationally. By implementing this vision, we believe that we will be able to provide centralized,
global multi-channel transactional platform to our clients internationally.

Our Strategy

Our strategy is to power global commerce through a world-wide, multi-channel solutions offering. To continue to
grow our business, our strategy is to focus on providing merchants with the ability to process a variety of electronic
transactions across multiple channels. We seek to leverage the adoption of and transition to card, electronic and
digital-based payments by expanding our market share through our distribution channels and services innovations. We
also seek growth through strategic acquisitions to improve our offerings, scale and geography. We intend to continue
to invest in and leverage our technology infrastructure and our people to increase our penetration in existing markets.

Key elements of our business strategy include:

·Continued investment in our core technology and new technology offerings including blockchain;
·Allocation of resources and expertise to grow in commerce and payments segments;
·Grow and control distribution by adding new merchants and partners;
·Leverage technology and operational advantages throughout our global footprint;

6
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·Expansion of our cardholder and subscriber customer base;
·Continue to develop seamless multinational solutions for our clients;
·Increase monetization while creating value for our clients;
·Focus on continued improvement and operation excellence; and

·Pursue potential domestic and international acquisitions of, investments in, and alliances with companies that have
high growth potential, significant market presence or key technological capabilities.

With our existing infrastructure and supplier relationships, we believe that we can accommodate expected portfolio
growth. We believe that our available capacity and infrastructure will allow us to take advantage of operational
efficiencies as we grow our processing volume and expand to other geographical territories.

Market Overview

The financial technology and transaction processing industry is an integral part of today’s worldwide financial
structure. The industry is continually evolving, driven in large part by technological advances. The benefits of
card-based payments allow merchants to access a broader universe of consumers, enjoy faster settlement times and
reduce transaction errors. By using credit or debit cards, consumers are able to make purchases more conveniently,
whether in person, over the Internet, or by mail, fax or telephone, while gaining the benefit of loyalty programs, such
as frequent flyer miles or cash back, which are increasingly being offered by credit or debit card issuers.

In addition, consumers are also beginning to use card-based and other electronic payment methods for purchases at an
earlier age in life, and increasingly for small dollar amount purchases. Given these advantages of card-based payment
systems to merchants and consumers, favorable demographic trends, and the resulting proliferation of credit and debit
card usage, we believe businesses will increasingly seek to accept card-based payment systems in order to remain
competitive.

We believe that cash transactions are becoming progressively obsolete. The proliferation of bankcards has made the
acceptance of bankcard payments a virtual necessity for many businesses, regardless of size, in order to remain
competitive. In addition, the advent and growth of e-commerce and crypto-currencies have marked a significant new
trend in the way business is being conducted. E-commerce is dependent upon credit and debit cards, as well as other
cashless payment processing methods.

The payment processing industry continues to evolve rapidly, based on the application of new technology and
changing customer needs. We intend to continue to evolve with the market to provide the necessary technological
advances to meet the ever-changing needs of our market place. Traditional players in the industry must quickly adapt
to the changing environment or be left behind in the competitive landscape. 
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Business Segments

North American
Transaction Solutions

International
Transaction Solutions

Clients: Businesses of all types and sizes. Current
focus on SMB merchants

Online businesses, merchants requiring cross-border
payment acceptance, content providers and mobile
applications of all types and sizes

Goals:
To help business grow commerce at the
retail, online and m-POS. Enable
multi-channel commerce

To help businesses transact online with ease and
security and help digital merchants monetize their
content in a mobile environment

Key

Solutions:

·  Merchant Acquiring

·  Value-added services

·  Aptito POS technology

·  m-POS technology

·  Smart payment POS terminal

·  Business performance analytics

·  Marketing / loyalty

·  Integrated online and mobile billing solutions

·  Complete cross-border toolkit for online business

·  Integrated GDS transaction processing

·  Mobile content monetization and management

·  Security / risk management

·  Marketing / loyalty

2017 Segment
Revenue: $51M, up 21% from 2016 $9M, down 27% from 2016

We operate two reportable business operating segments: (i) North American Transaction Solutions and (ii)
International Transaction Solutions. Our segments are designed to establish lines of businesses that support our client
base and further globalize our solutions. Management determines the reportable segments based on the internal
reporting used by our Chief Operating Decision Maker to evaluate performance and to assess where to allocate
resources. The principal revenue stream for all segments came from service and transaction related fees during 2017.

Prior to May 20, 2015, we had a single reportable business segment: payment processing for electronic commerce. On
May 20, 2015, we obtained financial and operational control of PayOnline, a provider of online payment processing of
online transactions in emerging markets. Additionally, we rebranded our mobile payments business to Digital
Provider and began reporting gross revenues for mobile payments where we provide access to branded content. Given
the size of assets and revenues from PayOnline and Digital Provider, we began reporting segment information for
three operating segments during the third quarter of 2015. During the fourth quarter of 2017, we re-organized our
segment data along geographic lines with two operating segments; North American and International. We also
continue to break-out corporate overhead so that we can better see the stand-alone potential of each region.
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Comparative segment revenues and related financial information pertaining to our segments for the years ended
December 31, 2017 and 2016 are presented in the tables in Note 16, Segment Information, to our consolidated
financial statements (the “Consolidated Financial Statements”), which are included elsewhere in this Report.

·

North American Transaction Solutions – This segment provides technology and services that businesses require to
accept cashless transaction for retail card-present (or “swipe”), e-commerce or card-not-present mail order / telephone
order (“MOTO”) transactions (referred to as “Merchant Acquiring”) as well as next-generation offerings such as mobile
payment services, merchant performance analytical tools, merchant back office reporting, and our cloud-based
Aptito POS platform, which includes hospitality, mobile POS (“m-POS”) and SMB retail point-of-sale applications
(referred to as “Value-added Services”).

·

International Transaction Solutions – This segment provides online and mobile commerce solutions for merchants
including social networks, game developers, online magazines, mobile applications and digital media operators. We
provide mobile users with a simple, secure and fast way to pay for purchases via mobile device, interactive device or
web without a credit card or a bank account.  Our fully-integrated, processor agnostic electronic commerce platform
that simplifies complex enterprise online transaction processing challenges from payment acceptance and processing
through risk prevention and payment security via point-to-point encryption and tokenization solutions. Our
proprietary software-as-a-service (“SaaS”) suite of solutions for electronic and mobile commerce gateway and
payment processing platform is compliant at Level 1 of Payment Card Industry (“PCI”) Data Security Standards (“DSS”)
streamlines the order-to-cash process, improves electronic payment acceptance and reduces the scope of burden of
PCI DSS compliance.

North American Transaction Solutions Segment

The following table presents North American Transaction Solutions segment information as a percentage of total
revenue:

2017 2016
Segment revenue 85 % 78 %

North American Transaction Solutions Operations. Our largest segment, North American Transaction Solutions,
where through our subsidiary TOT Payments, LLC, doing business as Unified Payments, we provide businesses of all
sizes and types with a wide range of solutions at the point of sale, including Merchant Acquiring, e-commerce, mobile
commerce, POS and other business solutions. Our largest service in this segment is Merchant Acquiring, which
facilitates the acceptance of cashless transactions at the POS, whether a retail transaction at a physical business
location, a mobile commerce transaction through a mobile or tablet device, which includes m-POS acceptance,
Android Pay™, Apple Pay™ and Samsung Pay or an electronic commerce transaction over the web. Geographical
presence for this segment is North America.
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Our North American Transaction Solutions segment revenues are primarily derived from processing payment
acceptance transactions in a multi-channel environment for SMB merchants and includes fees for providing
processing, loyalty and software services, and sales and support of POS devices. Revenues are generated from a
variety of sources, including:

·Discount fees charged to a merchant for processing of a transaction. The discount fee is typically either a percentage
of the purchase amount or an interchange fee plus a fixed dollar amount or percentage;

·Processing fees charged to merchants for processing of a transaction;
·Processing fees charged to our Sales Partners who have outsourced their transaction processing to us;
·Sales and support of POS devices;
·Fees from providing reporting and other services;
·Software license fees for Aptito POS platform, which includes hospitality and SMB retail point-of-sale application;
·PCI compliance fees charged to a merchant for providing PCI compliance on annual basis; and
·Business software license fees for merchant analytics and back office reporting.

For example, in a transaction using a Visa or MasterCard card, the allocation of funds resulting from a $100
transaction follows. 

* Does not include agent commission payments.
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We typically provide our services as part of a broader payment acceptance solution to our business clients across
multiple channels, including:

·

Retail Merchants – physical businesses or storefront locations, such as retailers, supermarkets, restaurants, hotels and
other brink and mortar facilities, which we refer to as Retail. We supply our Retail merchants with POS terminals
from leading manufacturers, which are Europay®, MasterCard®, and Visa® (commonly referred to as “EMV” or
“Chip”) compliant and Near Field Communication (“NFC”) capable, accepting all card brands and products, as well as
alternative payment forms, such as Android Pay™, Apple Pay™ and Samsung Pay.

·
Mobile Merchants – physical businesses with remote or wireless storefront locations, such as small retail and service
providers that use mobile devices with POS capabilities to accept electronic payments, which we refer to as Mobile;
and

·
Online – online businesses or website locations, such as retailers, digital content providers, and mobile application
developers with Internet-based storefronts that can be accessed through a personal computer or a mobile device,
where we refer to as e-commerce.

North American Transaction Solutions Marketing. We employ a variety of go-to-market strategies in our North
American Transaction Solutions segment. We mostly partner with indirect non-bank Sales Partners, such as
independent sales agents, independent sales groups and referral partners that user our brand to market services (“ISG”),
independent sales groups that we sponsor to Card Brands as registered Independent Sales Organizations (“ISO”) – these
groups market services under their own brands, independent software vendors (“ISV”), value added resellers (“VAR”),
and payment services providers (“PSP”) to sell our payment solutions to SMB merchants. We believe that this sales
approach provides us with access to an experienced sales force to market our services with limited investment in sales
infrastructure and management time. We believe our focus on the unique needs of SMB allows us to develop
compelling offerings for our sales channels to bring to prospective merchants and provides us with a competitive
advantage in our target market.

Sales & Marketing Support – Among the services and capabilities we provide are rapid application response time,
merchant application acceptance by a proprietary and secure on-line sales portal, superior customer service, merchant
reporting and robust analytics. In addition, by controlling the underwriting process we believe we offer the ISGs more
rapid and consistent review of merchant applications than may be available from other service providers. Additionally,
in certain circumstances, we offer our sales organizations tailored compensation programs and unique technology
applications to assist them in the sales process. We keep an open dialogue with our Sales Partners to address their
concerns as quickly as possible and work with them in investigating chargebacks or potentially suspicious activity
with the aim of ensuring our merchants do not unduly suffer downtime or the unnecessary withholding of funds.

Sales & Marketing Compensation – As compensation for their referral of merchant accounts, we pay our Sales Partners
an agreed-upon recurring commission, or percentage of the income we derive from the transactions we process from
the merchants they refer to us. The amount of the recurring commissions we pay to our Sales Partners varies on a
case-by-case basis and depends on several factors, including but not limited to the number and type of merchants each
group refers to us. We provide additional incentives to our Sales Partners, including, from time to time, advances and
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merchant acquisition bonuses that are secured by income earned from the referred merchant and repayable from future
compensation that may be earned by the groups in respect to the merchants they have referred to us. For the year
ended December 31, 2017 and 2016, we had provided merchant acquisition incentives to Sales Partners in an
aggregate amount of $1.8 million and $1.3 million, respectively. Our organic growth plan calls for future incentives to
be funded to our Sales Partners for referred merchants.

North American Transaction Solutions. Our solutions are designed to help SMB merchants accept cashless payments
in an multi-channel payment environment, which spans across POS, e-commerce and mobile devices.

Mobile POS Platform – An integrated POS platform developed on Apple’s® iOS and Android® mobile operating
systems for the hospitality, retail, service and on the go industries. Our goal with Aptito is to create an easy to use POS
and business management solution, which incorporates everything a small business needs to help streamline every-day
management, operations and payment acceptance.

§

Aptito Hospitality POS – proprietary, fully integrated cloud-based POS and restaurant management system developed
on Apple’s® iOS mobile operating system is designed to be used as a stand-alone all digital POS or be extended to
include: m-POS, self-ordering kiosk, digital menus, pay at the table EMV and NFC ready card readers, cash
drawers, receipt and kitchen printers. The need for uptime in a hospitality environment is paramount and as such our
Aptito Hospitality POS local server allows our merchants to remain online, even if the Internet connection to the
cloud is lost. Our local server solution is automatically synchronized with the cloud, providing 99.99% uptime.

·

Aptito Retail POS – cloud-based POS solution is available on Apple® iOS and Android® mobile operating platforms
and allows retailers to focus on their business and improve the in-store experience. Retailers are able to customize
Aptito Retail POS based on their environment. Peripherals for Aptito Retail POS include a fully integrated cash
drawer, thermal receipt printer, barcode scanner, barcode printer and EMV-compliant point of sale acceptance
terminal. This allows retailers the ability to customize their POS solution based on their unique needs. The need for
uptime in a retail environment is paramount and as such our Aptito Retail POS local server allows our merchants to
remain online, even if the Internet connection to the cloud is lost. Our local server solution is automatically
synchronized with the cloud, providing 99.99% uptime.

·

Restoactive – utilizing Aptito POS Platform architecture, we have developed and launched Restoactive, which
seamlessly plugs into a current restaurant environment through integrations with some of the biggest POS and
restaurant management platforms such as: MICROS®, POSitouch®, Aloha® and Symphony®. By integrating into
the leading POS and restaurant management platforms, Restoactive is now accessible by over 500,000 restaurants in
the United States. We believe Restoactive to be the first of its kind integrated platform, which introduces all-in-one
digital menu, kiosk and m-POS application into an existing POS environment without the need to displace existing
restaurant management platforms.
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·

Unified m-POS – Unified m-POS solution is available on Apple® iOS and Android® mobile operating platforms and
makes it easier and safer to take business on the go. Whether at the local farmer’s market or at a customer’s site,
Unified m-POS accept payments with ease and security. Mobile application is EMV-compliant, accepts traditional
and contactless transactions such as Apple Pay®. Unified m-POS application is available for download in Apple’s
App Store and Google Play

In addition to enhancing our ability to drive core merchant acquiring sales, Mobile POS Platform allows us to earn
incremental revenue from business clients. Currently, revenue model is based on a SaaS fee, which we bill on a per
station basis and additional services fee, which we bill for additional applications we offer.

We also believe that our Mobile POS Platform can help enhance client retention because we believe it will become
core to our clients’ businesses and position us as a value-added partner. For example, business owners may use our
business management tools to manage their employees’ work schedules, payroll, patron reservations, operate customer
loyalty programs, manage inventory, and/or provide analytics on their business.

Other POS Platforms – We act as an authorized dealer for various POS manufacturers and POS software providers and
deploy these systems where our proprietary products are not the best fit. Systems we offer are fully integrated with our
payment acceptance capabilities.

Merchant Management Platform – We have developed Sales Central, a proprietary cloud-based merchant management
platform. Sales Central is designed to enhance responsiveness of our Sales Partners and improve sales efficiency. The
cloud-based solution provides to both Sales Partners and merchants an integrated toolkit to more effectively manage a
variety of sales, operations, reporting and accounting functions. The system is designed to improve conversion rates,
technology advisory functions and to reduce deployment time for merchants. It also allows troubleshooting of
merchant issues in real-time. Sales Central is currently one of the few cloud-based systems nationwide that allows
Sales Partners to onboard and monitor merchants on multiple processing platforms through a single interface.

·

Sales Central for Sales Partners – allows Sales Partners to onboard merchants on multiple processing platforms
available in the U.S. Its merchant underwriting and boarding process is seamless and paperless. Merchant Library
allows Sales Partners to safely store and retrieve any agreement, form or contract related to merchants. Sales
Partners that utilize the system are equipped with merchant pricing, residual calculations and risk management
modules, which allow easier management of most of their day-to-day operations. Sales Partners compensation and
merchant profitability can be managed using multi-level, single-click, drill-down navigation to pricing, detail,
summary and statement information.

·Sales Central On the Go – fully integrated, digital onboarding interface designed for Sales Partners and merchants,
streamlines and automates merchant account sign-up process, delivers real-time decisions and paperless boarding
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approval from online and mobile devices. Mobile boarding capability facilitates API-driven, instant boarding to
multiple payment processing platforms and provides new merchants with a modular approach for providing their
personal and business information. The platform manages underwriting, risk assessment, merchant ID assignments
and is compliant with banking standards such as Know Your Customer regulations.

·

Sales Central for Merchants – integrated reporting, accounting and analytics back office solution for SMB merchants.
A variety of reporting tools along with easy to understand charts enables merchants to analyze sales and improve
performance. The ticket system allows merchants direct communication with Company’s service and technical
support designed to improve the customer service experience.

·

Unified Insights – the integrated Unified Insights module is a business dashboard focused on “Big Data” that gives
merchants a 360-degree view of their business in a more usable formats. With Unified Insights, merchants can
compare current revenue, online reputation, and social media activity to their past performance and to similar
business in their area.

North American Transaction Solutions Competition. Many large and small companies compete with us in providing
payment processing services and related services to a wide range of merchants. Many of our current and prospective
competitors have substantially greater financial, technical and marketing resources, larger customer bases, longer
operating histories, more developed infrastructures, greater name recognition and/or more established relationships in
the industry than we have. Because of this our competitors may be able to adopt more aggressive pricing policies than
we can, develop and expand their service offerings more rapidly, adapt to new or emerging technologies and changes
in customer requirements more quickly, take advantage of acquisitions and other opportunities more readily, achieve
greater economies of scale, and devote greater resources to the marketing and sale of their services. There are also
many smaller transaction processors that provide various services to small and medium sized merchants.

We believe that our specific focus on smaller merchants, in addition to our understanding of the needs and risks
associated with providing payment processing services to small merchants and indirect non-bank sales forces, gives us
a competitive advantage over larger competitors, which have a broader market perspective and priorities. We also
believe that we have a competitive advantage over competitors of a similar or smaller size that may lack our extensive
experience, value-added product offering and resources.
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