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Part I. FINANCIAL INFORMATION
Item 1. Financial Statements

INNODATA INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In thousands, except share and per share amounts)

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $780 and $670, respectively
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Right-of-use-asset, net
Other assets
Deferred income taxes, net
Intangibles, net
Goodwill
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other
Accrued salaries, wages and related benefits
Income and other taxes
Long-term obligations - current portion
Operating lease liability - current portion
Total current liabilities

Deferred income taxes

Long-term obligations, net of current portion

Operating lease liability, net of current portion
Total liabilities

Commitments and contingencies
Non-controlling interests

STOCKHOLDERS’ EQUITY:

Serial preferred stock; 4,998,000 shares authorized, none outstanding

Common stock, $.01 par value; 75,000,000 shares authorized; 30,037,000 shares issued and 26,853,000
outstanding at June 30, 2021 and 28,984,000 shares issued and 25,800,000 outstanding at December 31,
2020;

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Less: treasury stock, 3,184,000 shares at cost

Total stockholders’ equity
Total liabilities and stockholders’ equity

See notes to Condensed Consolidated Financial Statements.

June 30, December 31,
2021 2020
$ 22,059 $ 17,573
9,686 10,048
3,971 4,240
35,716 31,861
7,892 7,227
6,146 6,610
2,391 2,563
2,358 2,187
4,247 4,656
2,179 2,150
$ 60,929 $ 57,254
$ 2,269 $ 1,435
7,273 3,490
5,719 5,719
3,678 5,000
1,245 1,712
1,048 990
21,232 18,346
129 44
5,773 6,282
5,796 6,332
32,930 31,004
(3,406) (3,390)
299 289
33,512 31,921
5,128 4,833
(1,069) (938)
37,870 36,105
(6,465) (6,465)
31,405 29,640
$ 60,929 $ 57,254




INNODATA INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND

COMPREHENSIVE LOSS
(Unaudited)
(In thousands, except per share amounts)

Revenues

Operating costs and expenses:
Direct operating costs
Selling and administrative expenses
Interest expense, net

Loss from operations
Gain from loan forgiveness
Income (loss) before provision for income taxes
Provision for income taxes
Consolidated net loss
Income (loss) attributable to non-controlling interests
Loss attributable to Innodata Inc. and Subsidiaries
Loss per share attributable to Innodata Inc. and Subsidiaries:
Basic and diluted
Weighted average shares outstanding:
Basic and diluted
Comprehensive loss:
Consolidated net loss
Pension liability adjustment, net of taxes
Foreign currency translation adjustment, net of taxes
Change in fair value of derivatives, net of taxes
Other comprehensive income (loss)
Total comprehensive loss
Less: Comprehensive income (loss) attributable to non-controlling interests
Comprehensive loss attributable to Innodata Inc. and Subsidiaries

See notes to Condensed Consolidated Financial Statements.

Three Months Ended
June 30,

2021 2020
17,049 $ 13,863
10,409 9,682

6,980 4,461
4 28
17,393 14,171
(344) (308)
580 -
236 (308)
366 169
(130) 77
(27) 7
(103) $ (484)
0.00 $ (0.02)
26,522 24,409
(130) $ 477)
11 11
135 221
(267) 87
(121) 319
(251) (158)
(27) 7
(224) $ (165)




INNODATA INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND
COMPREHENSIVE INCOME (LOSS)
(Unaudited)
(In thousands, except per share amounts)

Revenues

Operating costs and expenses:
Direct operating costs
Selling and administrative expenses
Interest expense, net

Loss from operations
Gain from loan forgiveness
Income (loss) before provision for income taxes

Provision for income taxes
Consolidated net income (loss)

Income (loss) attributable to non-controlling interests
Net income (loss) attributable to Innodata Inc. and Subsidiaries

Income (loss) per share attributable to Innodata Inc. and Subsidiaries:
Basic
Diluted

Weighted average shares outstanding:
Basic
Diluted

Comprehensive income (loss):
Consolidated net income (loss)

Pension liability adjustment, net of taxes

Foreign currency translation adjustment, net of taxes

Change in fair value of derivatives, net of taxes

Other comprehensive loss

Total comprehensive income (loss)

Less: Comprehensive income (loss) attributable to non-controlling interests
Comprehensive income (loss) attributable to Innodata Inc. and Subsidiaries

See notes to Condensed Consolidated Financial Statements.

Six Months Ended
June 30,

2021 2020
33,016 $ 28,393
20,505 19,425
12,505 9,081

14 70

33,024 28,576
(8) (183)

580 -
572 (183)

293 574
279 (757)

(16) 18
295 $ (775)
001 $ (0.03)
001 $ (0.03)

26,199 24,405

29,194 24,405
279 $ (757)

22 25
114 (497)
(267) (84)
(131) (556)
148 (1,313)

(16) 18
164 $  (1,331)




INNODATA INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

Cash flows from operating activities:
Consolidated net income (loss)
Adjustments to reconcile consolidated net income (loss) to net cash
provided by operating activities:
Depreciation and amortization
Gain on loan forgiveness
Stock-based compensation
Deferred income taxes
Pension cost
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Accounts payable and accrued expenses
Accrued salaries, wages and related benefits
Income and other taxes
Net cash provided by operating activities
Cash flows from investing activities:
Capital expenditures
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from stock option exercises
Withholding taxes on net settlement of stock-based compensation
Payment of long-term obligations
Proceeds from bank loan
Net cash provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental disclosures of cash flow information:

Shares withheld for withholding taxes on net settlement for stock-based compensation

Cash paid for income taxes
Cash paid for operating leases
Cash paid for interest

See notes to Condensed Consolidated Financial Statements.

Six Months Ended
June 30,
2021 2020
$ 279 $ (757)
1,370 1,241
(580) -
614 468
(61) (237)
322 396
(140) 1,003
239 (210)
168 (217)
4,658 373
- 630
(1,283) 588
5,586 3,278
(1,473) (970)
(1,473) (970)
1,750 -
(763) -
(574) (227)
- 580
413 353
(40) (50)
4,486 2,611
17,573 10,874
$ 22,059 $ 13,485
$ 763 $ -
$ 724 $ 94
$ 860 $ 1,254
$ 17  $ 15




INNODATA INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
THREE AND SIX MONTHS ENDED JUNE 30, 2021 AND 2020
(Unaudited)
(In thousands)

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

January 1, 2021 28,984 $ 289 $ 31,921 $ 4833 $ (938) 3,184 $ (6,465 $ 29,640
Net income attributable to Innodata Inc. and

subsidiaries - - - 398 - - - 398
Stock-based compensation - - 278 - - - - 278
Exercise of stock options 690 4 605 - - - - 609
Shares withheld for exercise settlement and taxes (193) 1 (764) - - - - (763)
Pension liability adjustments, net of taxes - - - - 11 - - 11
Foreign currency translation adjustment, net of taxes - - - - (21) - - (21)
March 31,2021 29,481 % 294 $ 32,040 $ 5231 $ (948) 3,184 $ (6,465 $ 30,152
Net loss attributable to Innodata Inc. and subsidiaries - - - (103) - - - (103)
Stock-based compensation - - 336 - - - - 336
Exercise of stock options 556 5 1,136 - - - - 1,141
Pension liability adjustments, net of taxes - - - - 11 - - 11
Foreign currency translation adjustment, net of taxes - - - - 135 - - 135
Change in fair value of derivatives, net of taxes - - - - (267) - - (267)
June 30, 2021 30,037 $ 299 $ 33512 $ 5128 § (1,069) 3,184 $ (6465 $ 31,405
January 1, 2020 27,643 $ 275 $ 28426 $ 4993 $ (920) 3,184 $ (6,465 $ 26,309
Net loss attributable to Innodata Inc. and subsidiaries - - - (291) - - - (291)
Stock-based compensation - - 170 - - - - 170
Pension liability adjustments, net of taxes - - - - 14 - - 14
Foreign currency translation adjustment,net of taxes - - - - (718) - - (718)
Change in fair value of derivatives, net of taxes - - - - (171) - - (171)
March 31,2020 27,643 $ 275 $ 28596 $ 4702 $ (1,795) 3,184 $ (6,465 $ 25313
Net loss attributable to Innodata Inc. and subsidiaries - - - (484) - - - (484)
Stock-based compensation - - 298 - - - - 298
Pension liability adjustments, net of taxes - - - - 11 - - 11
Foreign currency translation adjustment, net of taxes - - - - 221 - - 221
Change in fair value of derivatives, net of taxes - - - - 87 - - 87
June 30, 2020 27,643 $ 275 $ 28894 $§ 4218 § (1,476) 3,184 $ (6,465) $ 25,446

See notes to Condensed Consolidated Financial Statements.




INNODATA INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE AND SIX MONTHS ENDED JUNE 30, 2021 AND 2020
(Unaudited)

1. Summary of Significant Accounting Policies

Basis of Presentation - The condensed consolidated financial statements for the interim periods included herein are unaudited;
however, they contain all adjustments (consisting of only normal recurring adjustments) that, in the opinion of management, are
necessary to present fairly the consolidated financial position of Innodata Inc. (including its subsidiaries, the “Company”) as of June 30,
2021 and December 31, 2020, the results of its operations and comprehensive income (loss) for the three and six months ended June 30,
2021 and 2020, cash flows for the six months ended June 30, 2021 and 2020, and stockholders’ equity for the three and six months ended
June 30, 2021 and 2020. The results of operations for the interim periods are not necessarily indicative of results that may be expected
for any other interim period or for the full year.

Certain information and note disclosures normally included in or with financial statements prepared in accordance with
generally accepted accounting principles in the United States of America (“U.S. GAAP”) have been condensed or omitted from these
condensed consolidated financial statements pursuant to the rules and regulations of the Securities and Exchange Commission (the
“SEC”) and, accordingly, these condensed consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2020. Unless
otherwise noted, the accounting policies used in preparing these condensed consolidated financial statements are the same as those
described in the consolidated financial statements for the year ended December 31, 2020.

Principles of Consolidation - The condensed consolidated financial statements include the accounts of Innodata Inc. and its
wholly owned subsidiaries, and the Synodex and docGenix limited liability companies that are majority-owned by the Company. The
non-controlling interests in the Synodex and docGenix limited liability companies are accounted for in accordance with the Financial
Accounting Standards Board’s (the “FASB”) non-controlling interest guidance. All intercompany transactions and balances have been
eliminated in consolidation.

Use of Estimates - In preparing the condensed consolidated financial statements in conformity with U.S. GAAP, management is
required to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets
and liabilities as of the date of the condensed consolidated financial statements, and the reported amounts of revenues and expenses
during the reporting period. Management believes that the estimates and assumptions used in the preparation of the condensed
consolidated financial statements are reasonable, including assumptions about the possible effects of the novel coronavirus (“COVID-
19”) pandemic on critical and significant accounting estimates. Actual results could differ from those estimates and changes in those
estimates are recorded when known. Significant estimates include those related to the allowance for doubtful accounts and billing
adjustments, useful life of long-lived assets, useful life of intangible assets, impairment of goodwill, valuation of deferred tax assets,
valuation of stock-based compensation, litigation accruals and estimated accruals for various tax exposures.

Capitalized Software Development Costs - the Company incurs development costs related to software it develops for its
internal use. Qualifying costs incurred during the application development stage are capitalized. These costs primarily consist of internal
labor and are amortized using the straight-line method over the estimated useful life of the software, which ranges between three and ten
years. All other research and maintenance costs are expensed as incurred. Capitalized software development costs-in progress as of June
30, 2021 and December 31, 2020 were $0.5 million and $1.4 million, respectively. Completed capitalized software and development
costs as of June 30, 2021 and December 31, 2020 were $7.4 million and $5.5 million, respectively.

Deferred Revenue - Deferred revenue represents payments received from clients in advance of providing services and amounts
deferred if conditions for revenue recognition have not been met. Included in accrued expenses on the accompanying condensed
consolidated balance sheets is deferred revenue amounting to $4.7 million and $1.2 million as of June 30, 2021 and December 31, 2020,
respectively.




INNODATA INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE AND SIX MONTHS ENDED JUNE 30, 2021 AND 2020
(Unaudited)

Revenue Recognition — The Company’s revenue is recognized when services are rendered or goods are delivered to a
customer, in an amount that reflects the consideration that the Company expects to receive in exchange for those services or goods as per
the agreement with the customer. In cases where there are agreements with multiple performance obligations, the Company identifies
each performance obligation and evaluates whether the performance obligations are distinct within the context of the agreement at the
agreement’s inception. Performance obligations that are not distinct at agreement inception are combined. For agreements with distinct
performance obligations, the Company allocates the transaction price to each distinct performance obligation proportionately based on
the estimated standalone selling price for each performance obligation, if any, and then evaluates how the services are performed for the
customer to determine the timing of revenue recognition.

For the Digital Data Solutions (“DDS”) segment, revenue is recognized primarily based on the quantity delivered or resources
utilized in the period in which services are performed and performance conditions are satisfied as per the agreement. Revenues for
agreements billed on a time-and-materials basis are recognized as services are performed. Revenues under fixed-fee agreements, which
are not significant to overall revenues, are recognized based on the proportional performance method of accounting, as services are
performed, or milestones are achieved.

For the Synodex segment, revenue is recognized primarily based on the quantity delivered in the period in which services are
performed and performance conditions are satisfied as per the agreement. A portion of the Synodex segment revenue is derived from
licensing our functional software and providing access to the Company’s hosted software platform. Revenue from such services is
recognized monthly when all parties to the agreement have agreed to the agreement; each party’s rights are identifiable; the payment
terms are identifiable; the agreement has commercial substance; access to the service is provided to the end user; and collection is
probable.

The Agility segment derives its revenue primarily from subscription arrangements and provision of enriched media analysis
services. It also derives revenue as a reseller of corporate communication solutions. Revenue from subscriptions is recognized monthly
when access to the service is provided to the end user; all parties to the agreement have agreed to the agreement; each party’s rights are
identifiable; the payment terms are identifiable; the agreement has commercial substance; and collection is probable. Revenue from
enriched media analysis services is recognized when the services are performed, and performance conditions are satisfied. Revenues
from the reseller agreements are recognized at the gross amount received for the goods in accordance with our functioning as a principal
due to our meeting the following criteria: the Company acts as the primary obligor in the sales transaction; assumes the credit risk; sets
the price; can select suppliers; and is involved in the execution of the services, including after sales service.

Revenues include reimbursement of out-of-pocket expenses, with the corresponding out-of-pocket expenses included in direct
operating costs.

The Company considers U.S. GAAP criteria for determining whether to report gross revenue as a principal versus net revenue
as an agent. The Company evaluates whether it is in control of the services before the same are transferred to the customer to assess
whether it is principal or agent in the arrangement. Revenues are recognized on a gross basis if the Company is in the capacity of
principal and on a net basis if it falls in the capacity of an agent.

Contract acquisition costs, which are included in prepaid expenses and other current assets, are amortized over the term of a
subscription agreement or contract. The Company reviews these prepaid acquisition costs on a periodic basis to determine the need to
adjust the carrying values for early-terminated contracts.

Foreign Currency - The functional currency of our locations in the Philippines, India, Sri Lanka, Israel and Hong Kong is the
U.S. dollar. Transactions denominated in Philippine pesos, Indian and Sri Lankan rupees, Israeli shekels and Hong Kong dollars are
translated to U.S. dollars at rates which approximate those in effect on the transaction dates. Monetary assets and all liabilities
denominated in foreign currencies on June 30, 2021 and December 31, 2020 are translated at the exchange rate in effect as of those dates.
Nonmonetary assets and stockholders’ equity are translated at the appropriate historical rates. Included in direct operating costs were
foreign exchange (gains) losses resulting from such transactions of approximately ($16,000) and $157,000 for the three months ended
June 30, 2021 and 2020, respectively and ($155,000) and $234,000 for the six months ended June 30, 2021 and 2020, respectively.




INNODATA INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE AND SIX MONTHS ENDED JUNE 30, 2021 AND 2020
(Unaudited)

The functional currency for the Company’s subsidiaries in Germany, the United Kingdom and Canada are the Euro, the Pound
Sterling and the Canadian dollar, respectively. The financial statements of these subsidiaries are prepared in these respective currencies.
Financial information is translated from the applicable functional currency to the U.S. dollar (the reporting currency) for inclusion in the
Company’s condensed consolidated financial statements. Revenues, expenses and cash flows are translated at weighted average
exchange rates prevailing during the fiscal periods, and assets and liabilities are translated at fiscal period-end exchange rates. Resulting
translation adjustments are included as a component of accumulated other comprehensive loss in stockholders’ equity. Foreign exchange
transaction gains or losses are included in direct operating costs in the accompanying condensed consolidated statements of operations
and comprehensive loss.

Derivative Instruments - The Company accounts for derivative transactions in accordance with the FASB’s Accounting
Standards Codification (“ASC”) 825, “Financial Instruments”. For derivative instruments that are designated and qualify as cash
flow hedges, the entire change in fair value of the hedging instrument is recorded in Other comprehensive income (loss). When the
amounts recorded in Other comprehensive income (loss) are reclassified to earnings, they are included as part of Direct operating costs.
For derivative instruments that are not designated as hedges, any change in fair value is recorded directly in earnings as part of Direct
operating costs.

Income Taxes — Estimated deferred taxes are determined based on the difference between the financial statement and tax basis
of assets and liabilities, using enacted tax rates, as well as any net operating loss or tax credit carryforwards expected to reduce taxes
payable in future years. A valuation allowance is provided when it is more likely than not that all or some portion of the estimated
deferred tax assets will not be realized. While the Company considers future taxable income in assessing the need for the valuation
allowance, in the event that the Company anticipates that it will be able to realize the estimated deferred tax assets in the future in excess
of its net recorded amount, an adjustment to the provision for deferred tax assets would increase income in the period such determination
was made. Similarly, in the event that the Company anticipates that it will not be able to realize the estimated deferred tax assets in the
future considering future taxable income, an adjustment to the provision for deferred tax assets would decrease income in the period such
determination was made. Changes in the valuation allowance from period to period are included in the Company’s tax provision in the
period of change. The Company indefinitely reinvests the foreign earnings in its foreign subsidiaries. If such earnings are repatriated in
the future, or are no longer deemed to be indefinitely reinvested, the Company would have to accrue as a liability the applicable amount
of foreign jurisdiction withholding taxes associated with such remittances.

In assessing the realization of deferred tax assets, management considered whether it is more likely than not that all or some
portion of the U.S. and Canadian deferred tax assets will not be realizable. As the expectation of future taxable income resulting from the
U.S. and Canadian entities cannot be predicted with certainty, the Company maintains a valuation allowance against all the U.S. and
Canadian net deferred tax assets.

The Company accounts for income taxes regarding uncertain tax positions, and recognizes interest and penalties related to
uncertain tax positions in Income tax expense in the condensed consolidated statements of operations and comprehensive income (loss).




INNODATA INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE AND SIX MONTHS ENDED JUNE 30, 2021 AND 2020
(Unaudited)

Recent Accounting Pronouncements - In December 2019, the FASB issued Accounting Standards Update (“ASU”) No. 2019-
12, “Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes” as part of its initiative to reduce complexity in the
accounting standards. The standard eliminates certain exceptions related to the approach for intra-period tax allocation, the methodology
for calculating income taxes in an interim period and the recognition of deferred tax liabilities for outside basis differences. The standard
also clarifies and simplifies other aspects of the accounting for income taxes. The standard is effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2020.The Company adopted the standard on January 1, 2021 and it had
no material impact on the Company’s condensed consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments-Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Statements” (“ASU 2016-13”). ASU 2016-13 requires a financial asset (or a group of financial assets) measured at
amortized cost basis to be presented at the net amount expected to be collected. The allowance for credit losses is a valuation amount that
is deducted from the amortized cost basis of the financial asset(s) to present the net carrying value at the amount expected to be collected
on the financial asset. In November 2018, the FASB issued ASU No. 2018-19, “Codification Improvements to Topic 326, Financial
Instruments-Credit Losses,” which clarifies ASC 326, “Financial Instruments — Credit Losses” and corrects unintended application of the
guidance, and in November 2019, the FASB issued ASU No. 2019-11, “Codification Improvements to Topic 326, Financial Instruments-
Credit Losses,” which clarifies or addresses specific issues about certain aspects of ASU 2016-13. In March 2020, the FASB issued ASU
No. 2020-03, “Codification Improvements to Financial Instruments,” which modifies the measurement of expected credit losses of
certain financial instruments. ASU 2016-13 is effective for certain smaller reporting companies for financial statements issued for fiscal
years beginning after December 15, 2022 and interim periods within those fiscal years, which will be fiscal 2023 for the Company if it
continues to be classified as a smaller reporting company, with early adoption permitted. The Company does not expect that the adoption
of the new guidance will have a material impact on the Company’s condensed consolidated financial statements.

Correction of Immaterial Errors — During the preparation of the September 30, 2020 condensed consolidated financial
statements, certain historical errors were identified relating to the accounting for capital leases under ASC Topics 840 and 842, both
relating to lease accounting. The lease obligations under certain leases were not recorded at their present values at the inception of the
leases, resulting in an overstatement of expenses for the three and six months ended June 30, 2020.

The errors were not material, either quantitatively or qualitatively, in any of the reported periods. However, the corrections, if
recorded in the three month period ended September 30, 2020, would have been material to such period. Accordingly, the June 30, 2020
financial statements included in this Form 10-Q are being corrected by revising such financial statements, as follows:

A decrease in expenses of $74,000 and $147,000 for the three and six months ended June 30, 2020.
A decrease of $0.01 on the loss per share for the six months ended June 30, 2020.

A decrease in liabilities of $101,000 as of June 30, 2020.

An increase in total assets of $46,000 as of June 30, 2020.

The impact on cash flows for the six months ended June 30, 2020 was:

e Anincrease in cash flows provided by operating activities of $94,000.

e Anincrease in cash flows used in financing activities of $94,000.

The Company evaluated the errors under Staff Accounting Bulletins 99 and 108 and concluded that a restatement of the June
30, 2020 condensed consolidated financial statements is not required.

2. Goodwill and Intangible Assets

The change in the carrying amount of goodwill for the six months ended June 30, 2021 was as follows (in thousands):

Balance as of January 1, 2021 $ 2,150
Foreign currency translation adjustment 29
Balance as of June 30, 2021 $ 2,179

10




INNODATA INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE AND SIX MONTHS ENDED JUNE 30, 2021 AND 2020
(Unaudited)

The fair value measurement of goodwill was classified within Level 3 of the fair value hierarchy because the Company used the
income approach, which utilizes significant inputs that are unobservable in the market. The Company believes it made reasonable
estimates and assumptions to calculate the fair value of the reporting unit as of the impairment test measurement date.

Information regarding the Company’s acquisition-related intangible assets was as follows (in thousands):

Trademarks Media
Developed Customer and Contact
technology relationships  tradenames Patents Database Total
Gross carrying amounts:
Balance as of January 1, 2021 $ 3,175 $ 2,228 $ 882 % 45 $ 3,670 $ 10,000
Foreign currency translation 59 54 8 1 22 144
Balance as of June 30, 2021 $ 3234 $ 2282 % 890 $ 46 $ 3,692 $ 10,144
Trademarks Media
Developed Customer and Contact
technology relationships  trad Patents Database Total
Accumulated amortization:
Balance as of January 1, 2021 $ 1,844 $ 1,192 $ 629 $ 29 $ 1,650 $ 5,344
Amortization expense 159 93 28 2 183 465
Foreign currency translation 39 30 5 1 13 88
Balance as of June 30, 2021 $ 2042 $ 1,315 $ 662 $ 32 3 1,846 $ 5,897
Net carrying values - June 30, 2021 $ 1,192 $ 967 $ 228 § 14 $§ 1,846 $ 4,247

Amortization expense relating to acquisition-related intangible assets was $0.2 million for the three months ended June 30, 2021
and $0.5 million for the six months ended June 30, 2021.

As of June 30, 2021, estimated future amortization expense for intangible assets was as follows (in thousands):

Year Amortization

2021 $ 472
2022 945
2023 945
2024 840
2025 691
Thereafter 354

$ 4,247

3. Income Taxes

Taxes primarily consist of a provision for foreign taxes recorded by the Company’s foreign subsidiaries in accordance with local
tax regulations. Effective income tax rates are disproportionate due to the losses incurred by the Company’s U.S. and Canadian
subsidiaries and a valuation allowance recorded on deferred taxes of these entities and tax effects of foreign operations, including foreign
exchange gains and losses.
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The reconciliations of the U.S. statutory rate with the Company’s effective tax rate for the six-month periods ended June 30,
2021 and 2020 are summarized in the table below:

For the Three Months Ended June 30,

2021 2020

Federal income tax expense at statutory rate 21.0 % 21.0 %

Effect of:
Change in valuation allowance 101.1 (78.5)
Tax effects of foreign operations 35.4 242.7
Change in tax rates 20.6 -
Foreign operations permanent difference - foreign exchange gains and losses 9.1 144.3
Return to provision true up 3.2 (50.6)
State income tax net of federal benefit 1.5 16.2
Withholding tax - 9.3
Foreign rate differential (19.6) (34.7)
Effect of stock-based compensation (62.1) -
Increase (decrease) in unrecognized tax benefits (ASC 740) (64.4) 67.1
Other 5.4 (23.1)
Effective tax rate 51.2 % 313.7 %

The following table presents a roll-forward of the Company’s unrecognized tax benefits and associated interest for the six
months ended June 30, 2021 (in thousands):

Unrecognized

tax benefits

Balance - January 1, 2021 $ 3,231
Tax settlement matters — prior periods (1,476)
Change in tax position (174)
Interest accrual 57
Foreign currency remeasurement 27)
Balance - June 30, 2021 $ 1,611

The Company expects that unrecognized tax benefits as of June 30, 2021 if recognized, would have a material impact on the
Company’s effective tax rate.

Tax Assessments

In September 2015, the Company’s Indian subsidiary was subject to an inquiry by the Service Tax Department in India
regarding the classification of services provided by this subsidiary, asserting that the services provided by this subsidiary fall under the
category of online information and database access or retrieval services (OID Services), and not under the category of business support
services (BS Services) that are exempt from service tax as historically indicated in the subsidiary’s service tax filings. The Company
disagrees with the Service Tax Department’s position. In November 2019, the Commissioner of Central Tax, GST & Central Excise
issued an order confirming the Service Tax Department's position. The Company is contesting this order in an appeal to the Customs,
Excise and Service Tax Appellate Tribunal. In the event the Service Tax Department is ultimately successful in proving that the services
fall under the category of OID Services, the revenues earned by the Company’s Indian subsidiary for the period July 2012 through
November 2016 would be subject to a service tax of between 12.36% and 15%, and this subsidiary may also be liable for interest and
penalties. The revenue of the Company’s Indian subsidiary during this period was approximately $64.0 million. In accordance with new
rules promulgated by the Service Tax Department, as of December 1, 2016 service tax is no longer applicable to OID or BS Services.
Based on the assessment of the Company’s counsel, the Company has not recorded any tax liability for this case.
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In a separate action relating to service tax refunds, in October 2016, the Company’s Indian subsidiary received notices from the
Indian Service Tax Department in India seeking to reverse service tax refunds of approximately $160,000 previously granted to the
Company’s Indian subsidiary for three quarters in 2014, asserting that the services provided by this subsidiary fall under the category of
OID Services and not BS Services. The appeal was determined in favor of the Service Tax Department. The Company disagrees with the
basis of this decision and is contesting it. The Company expects delays in its Indian subsidiary receiving further service tax refunds until
this matter is adjudicated with finality, and currently has service tax credits of approximately $1.0 million recorded as a receivable. Based
on the assessment of the Company’s counsel, the Company has not recorded any tax liability or allowance for this case.

Substantial recovery against the Company in the above referenced 2015 Service Tax Department case could have a material
adverse impact on the Company, and unfavorable rulings or recoveries in other tax proceedings could have a material adverse impact on
the consolidated operating results of the period (and subsequent periods) in which the rulings or recovery occurs.

4. Commitments and Contingencies

Litigation — In 2008, a judgment was rendered in the Philippines against a Philippine subsidiary of the Company that is no
longer active and purportedly also against Innodata Inc., in favor of certain former employees of the Philippine subsidiary. The potential
payment amount aggregates to approximately $6.8 million, plus legal interest that accrued at 12% per annum from August 13, 2008 to
June 30, 2013, and thereafter accrued and continues to accrue at 6% per annum. The potential payment amount as expressed in U.S.
dollars varies with the Philippine peso to U.S. dollar exchange rate. In December 2017, a group of 97 of the former employees of the
Philippine subsidiary indicated that they proposed to record the judgment as to themselves in New Jersey. In January 2018, in response to
an action initiated by Innodata Inc., the United States District Court for the District of New Jersey (USDC) entered a preliminary
injunction that enjoins these former employees from pursuing or seeking recognition or enforcement of the judgment against
Innodata Inc. in the United States during the pendency of the action and until further order of the USDC. In June 2018, the USDC
entered a consent order administratively closing the action subject to return of the action to the active docket upon the written request of
Innodata Inc. or the former employees, with the USDC retaining jurisdiction over the matter and the preliminary injunction remaining in
full force and effect.

The Company is also subject to various other legal proceedings and claims that have arisen in the ordinary course of business.

While management currently believes that the ultimate outcome of these proceedings will not have a material adverse effect on
the Company’s consolidated financial position or overall trends in consolidated results of operations, litigation is subject to inherent
uncertainties. Substantial recovery against the Company in the above-referenced Philippine action could have a material adverse impact
on the Company, and unfavorable rulings or recoveries in the other proceedings could have a material adverse impact on the consolidated
operating results in the period in which the ruling or recovery occurs. In addition, the Company’s estimate of the potential impact on the
Company’s consolidated financial position or overall consolidated results of operations for the above referenced legal proceedings could
change in the future.

The Company’s legal accruals related to legal proceedings and claims are based on the Company’s determination of whether or
not a loss is probable. The Company reviews outstanding proceedings and claims with external counsel to assess probability and
estimates of loss. The accruals are adjusted if necessary. While the Company intends to defend these matters vigorously, adverse
outcomes that it estimates could reach approximately $350,000 in the aggregate beyond recorded amounts are reasonably possible. If
circumstances change, the Company may be required to record adjustments that could be material to its reported consolidated financial
condition and results of operations.
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5. Stock Options and Restricted Shares

A summary of stock option activity under the Innodata Inc. 2013 Stock Plan, as amended and restated effective June 7, 2016
(the Plan), as of June 30, 2021, and changes during the six months then ended, are presented below:

Weighted - Weighted-Average
Number of Average Exercise Remaining Contractual Aggregate

Options Price Term (years) Intrinsic Value
Outstanding at January 1, 2021 5,906,884 $ 1.61
Granted 360,000 6.40
Exercised (1,245,182) 2.12
Forfeited/Expired (20,000) 1.38

Outstanding at June 30, 2021 5,001,702 $ 1.83 7.60 $ 25,837,675

Exercisable at June 30, 2021 3,425,983 $ 1.62 7.12 $ 18,426,406

Vested and Expected to Vest at June 30, 2021 5,001,702 $ 1.83 7.60 $ 25,837,675

During the six months ended June 30, 2021, a total of 1,245,182 options were exercised at an average price of $2.12 for net
proceeds of $1.8 million.

The fair value of stock options is estimated on the date of grant using the Black-Scholes option pricing model. The weighted-
average fair value of the options granted, and weighted-average assumptions were as follows:

For the Six Months Ended June 30,

2021 2020
Weighted average fair value of options granted $ 333 § 0.61
Risk-free interest rate 0.22%-0.82 % 0.47% - 0.56 %
Expected term (years) 3-6 5-6
Expected volatility factor 59.62 % 46.75% - 50.01 %
Expected dividends None None

A summary of outstanding restricted shares issued under the Plan as of June 30, 2021 are presented below:

Weighted-Average Grant

Number of Shares Date Fair Value
Unvested at December 31, 2020 50,000 -
Granted - -
Vested (25,000) -
Forfeited/Expired - -
Unvested at June 30, 2021 25,000 $ 1.38

The compensation cost related to non-vested stock options and restricted stock awards not yet recognized as of June 30, 2021
totaled approximately $1.7 million. The weighted-average period over which these costs will be recognized is 24 months.
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The stock-based compensation expense related to the Company’s various stock awards was allocated as follows (in thousands):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2021 2020 2021 2020
Direct operating costs $ 37 $ 39 $ 75 $ 79
Selling and administrative expenses 299 259 539 389
Total stock-based compensation $ 336 $ 298 $ 614 $ 468

6. Operating Leases

The Company has various lease agreements for its offices and service delivery centers. The Company has determined that the
risks and benefits related to the leased properties are retained by the lessors. Accordingly, these are accounted for as operating leases.

These lease agreements are for terms ranging from two to eleven years and, in most cases, provide for rental escalations ranging
from 1.75% to 10%. Most of these agreements are renewable at the mutual consent of the parties to the contract.

The table below summarizes the amounts recognized in the condensed consolidated financial statements related to operating
leases for the periods presented (in thousands):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2021 2020 2021 2020
Rent expense for long-term operating leases $ 388 $ 421 $ 776 $ 865
Rent expense for short-term leases 34 218 84 389
Total rent expense $ 422 $ 639 $ 860 $ 1,254

The following table presents the maturity profile of the Company’s operating lease liabilities based on the contractual
undiscounted payments with a reconciliation of these amounts to the remaining net present value of the operating lease liability reported
in the condensed consolidated balance sheet as of June 30, 2021 (in thousands):

Year Amount
2021 $ 781
2022 1,523
2023 1,262
2024 1,033
2025 1,048
2026 and thereafter 3,495
Total lease payments 9,142
Less: Interest 2,298
Net present value of lease liabilities $ 6,844
Current portion $ 1,048
Long-term portion 5,796
Total $ 6,844

The weighted average remaining lease terms and discount rates for all of the Company’s operating leases as of June 30, 2021
were as follows:

Weighted-average lease term remaining 59 months
Weighted-average discount rate 8.68 %
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7. Long-term obligations

Total long-term obligations as of June 30, 2021 and December 31, 2020 consisted of the following (in thousands):

June 30, December 31,
2021 2020

Pension obligations - accrued pension liability $ 6,166 $ 5,940
Settlement agreement (1) 398 518
Capital lease obligations - 209
Microsoft licenses () 454 747
Bank loans payable (3) - 580
7,018 7,994

Less: Current portion of long-term obligations 1,245 1,712
Totals $ 5773 $ 6,282

(1) Represents payment to be made pursuant to a settlement agreement entered in December 2018 between a subsidiary of the Company
and 19 former employees of such subsidiary. The balance is payable in monthly installments through March 2023.

(@ In April 2020, the Company renewed a vendor agreement to acquire certain additional software licenses and to receive support and
subsequent software upgrades on these and other currently owned software licenses through February 2023. Pursuant to this
agreement, the Company is obligated to pay approximately $0.4 million annually over the term of the agreement.

(3 On May 4, 2020, the Company received loan proceeds of $579,700 under the Paycheck Protection Program (“PPP”) which was
established as part of the Coronavirus Aid, Relief and Economic Security Act of 2020, as amended. On May 21, 2021, the Small
Business Administration (SBA) approved the Company’s loan forgiveness application for 100% of the loan proceeds.
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8. Comprehensive loss

Accumulated other comprehensive loss, as reflected in the condensed consolidated balance sheets, consists of pension liability
adjustments, net of taxes, foreign currency translation adjustment, net of taxes and changes in fair value of derivatives, net of taxes. The
components of accumulated other comprehensive loss as of June 30, 2021 and 2020, and reclassifications out of accumulated other
comprehensive loss for the three and six months then ended, are presented below (in thousands):

Balance at April 1, 2021

Other comprehensive loss before reclassifications, net of
taxes

Total other comprehensive loss before reclassifications,
net of taxes

Net amount reclassified to earnings

Balance at June 30, 2021

Balance at January 1, 2021

Other comprehensive loss before reclassifications, net of
taxes

Total other comprehensive loss before reclassifications,
net of taxes

Net amount reclassified to earnings

Balance at June 30, 2021

Balance at April 1, 2020

Other comprehensive income before reclassifications,
net of taxes

Total other comprehensive loss before reclassifications,
net of taxes

Net amount reclassified to earnings

Balance at June 30, 2020

Balance at January 1, 2020

Other comprehensive loss before reclassifications, net of
taxes

Total other comprehensive loss before reclassifications,
net of taxes

Net amount reclassified to earnings

Balance at June 30, 2020

Foreign Currency

Pension Liability Fair Value of Translation Accumulated Other
Adjustment Derivatives Adjustment Comprehensive Loss
$ (433) - $ (515) $ (948)
- (301) 135 (166)
(433) (301) (380) (1,114)

11 34 - 45
$ (422) (267) $ (380) $ (1,069)

Foreign Currency

Pension Liability Fair Value of Translation Accumulated Other
Adjustment Derivatives Adjustment Comprehensive Loss
$ (444) - 8 (494) $ (938)
- (301) 114 (187)
(444) (301) (380) (1,125)

22 34 - 56
$ (422) (267) $ (380) $ (1,069)

Foreign Currency

Pension Liability Fair Value of Translation Accumulated Other
Adjustment Derivatives Adjustment Comprehensive Loss
$ (39) (138) $ (1,618) $ (1,795)
- - 221 221
(39) (138) (1,397) (1,574)
11 87 - 98
$ (28) (51 $ (1,397) $ (1,476)

Foreign Currency

Pension Liability Fair Value of Translation Accumulated Other
Adjustment Derivatives Adjustment Comprehensive Loss
$ (53) 33§ (900) $ (920)
- (166) (497) (663)
(53) (133) (1,397) (1,583)

25 82 - 107
$ (28) (51 $ (1,397) $ (1,476)
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All reclassifications out of accumulated other comprehensive loss had an impact on direct operating costs in the condensed
consolidated statements of operations and comprehensive income (loss).

9. Segment Reporting and Concentrations
The Company’s operations are classified in three reporting segments: Digital Data Solutions (“DDS”), Synodex and Agility.
The DDS segment provides a range of solutions and platforms for solving complex data challenges that companies face when
they seek to obtain the benefits of artificial intelligence (“AI”) systems and analytics platforms. These include data annotation, data
transformation, data curation and intelligent automation. The DDS segment also provides a variety of services for clients in the

information industry that relate to content operations and product development.

The Synodex segment provides an intelligent data platform that transforms medical records into useable digital data organized
in accordance with the Company’s proprietary data models or client data models.

The Agility segment provides an intelligent data platform that provides marketing communications and public relations
professionals with the ability to target and distribute content to journalists and social media influencers world-wide and to monitor and
analyze global news channels (print, web, radio and TV) and social media channels.

A significant portion of the Company’s revenues are generated from its facilities in the Philippines, India, Sri Lanka, Canada,
Germany, the United Kingdom and Israel.
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Revenues from external clients and segment operating profit (loss), and other reportable segment information for the periods

presented were as follows (in thousands):

Revenues:
DDS
Synodex
Agility
Total Consolidated

Income (loss) before provision for income taxes®):

DDS
Synodex
Agility
Total Consolidated

Income (loss) before provision for income taxes®):

DDS
Synodex
Agility
Total Consolidated

Total assets:
DDS
Synodex
Agility
Total Consolidated

Goodwill:
Agility
Total

(1) Before elimination of any inter-segment profits
() After elimination of any inter-segment profits

For the Three Months Ended June 30,

For the Six Months Ended June 30,

2021 2020 2021 2020
$ 12,997 $ 9,858 § 24,760 $ 20,267
886 1,201 1,905 2,483
3,166 2,804 6,351 5,643

$ 17,049 $ 13,863

$ 33,016 $ 28,393

$ 1,726 $ 17 $ 2,379 $ 220
(329) 81 (221) 277

(1,161) (406) (1,586) (680)

$ 236 $ (308) $ 572§ (183)
$ 1,646 $ (53) $ 2,230 $ 80
(278) 125 (126) 366

(1,132) (380) (1,532) (629)

$ 236 $ (308) $ 572§ (183)
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June 30, 2021

December 31, 2020

$ 32,039 $ 27,767
132 457

28,758 29,030

$ 60,929 $ 57,254

June 30, 2021

December 31, 2020

$ 2,179

$ 2,150

$ 2,179

$ 2,150
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The following table summarizes revenues by geographic region (determined and based upon customer’s domicile) (in
thousands):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2021 2020 2021 2020
United States $ 9074 $ 6258 $ 17,294 $ 12,948
United Kingdom 2,995 2,681 5,797 5,452
The Netherlands 1,608 1,659 3,262 3,299
Canada 1,492 1,325 3,087 2,870
Others - principally Europe 1,880 1,940 3,576 3,824
Totals $ 17,049 $ 13,863 $ 33,016 $ 28,393

Long-lived assets as of June 30, 2021 and December 31, 2020 by geographic region were comprised of (in thousands):

June 30, December 31,
2021 2020

United States $ 3935 $ 4,045
Foreign countries:

Canada 9,402 9,044

United Kingdom 1,675 1,759

Philippines 4,238 4,545

India 980 930

Sri Lanka 234 319

Israel - 1

Total foreign 16,529 16,598

Totals $ 20,464 $ 20,643

Long-lived assets include the unamortized balance of right-of-use assets amounting to $6.1 million and $6.6 million as of June
30, 2021 and December 31, 2020, respectively.

One client in the DDS segment generated approximately 11% and 16% of the Company’s total revenues for the three months
ended June 30, 2021 and 2020, respectively. Another client in the DDS segment accounted for 11% of the Company’s total revenues for
the three months ended June 30, 2021. No other client accounted for 10% or more of total revenues during these periods. Further,
revenues from non-U.S. clients accounted for 47% and 55% of the Company’s total revenues for the three months ended June 30, 2021
and 2020, respectively.

One client in the DDS segment generated approximately 12% and 15% of the Company’s total revenues for the six months
ended June 30, 2021 and 2020, respectively. Another client in the DDS segment accounted for 10% of the Company’s total revenues for
the six months ended June 30, 2021. No other client accounted for 10% or more of total revenues during these periods. Further, revenues
from non-U.S. clients accounted for 48% and 54% of the Company’s total revenues for the six months ended June 30, 2021 and 2020,
respectively.

Apriyas of June 30, 2021, approximately 46% of the Company’s accounts receivable was from foreign (principally European)
clients and 36% of the Company’s accounts receivable was due from three clients. As of December 31, 2020, approximately 55% of the
Company’s accounts receivable was from foreign (principally European) clients and 36% of the Company’s accounts receivable was due
from three clients.
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10. Income (Loss) Per Share
For the Three Months Ended For the Six Months Ended
June 30, June 30,
2021 2020 2021 2020
(in thousands) (in thousands)

Net loss attributable to Innodata Inc. and Subsidiaries $ (103) $ (484) $ 295 $ (775)
Weighted average common shares outstanding 26,522 24,409 26,199 24,405
Dilutive effect of outstanding options - - 2,995 -
Adjusted for dilutive computation 26,522 24,409 29,194 24,405

Basic income (loss) per share is computed using the weighted-average number of common shares outstanding during the year.
Diluted income per share is computed by considering the impact of the potential issuance of common shares, using the treasury stock
method, on the weighted average number of shares outstanding. For those securities that are not convertible into a class of common
stock, the two-class method of computing loss per share is used.

Options to purchase 5.0 million and 5.2 million shares of common stock for the three months ended June 30, 2021 and 2020,
respectively, were outstanding but not included in the computation of diluted loss per share because the effect would have been anti-
dilutive.

All options outstanding for the six months ended June 30, 2021 were included in the computation of diluted income per share.
Options to purchase 5.2 million shares of common stock for the six months ended June 30, 2020, were outstanding but not included in
the computation of diluted income per share because the effect would have been anti-dilutive.

11. Derivatives

The Company conducts a large portion of its operations in international markets, which subject it to foreign currency
fluctuations. The most significant foreign currency exposures occur when revenue and associated accounts receivable are collected in
one currency and expenses to generate that revenue are incurred in another currency. The Company is also subject to wage inflation and
other government mandated increases and operating expenses in Asian countries where the Company has the majority of its operations.
The Company’s primary inflation and exchange rate exposure relates to payroll, other payroll costs and operating expenses in the
Philippines, India, Sri Lanka and Israel.

In addition, although most of the Company’s revenue is denominated in U.S. dollars, a significant portion of total revenues is
denominated in Canadian dollars, Pound Sterling and Euros.

The Company's policy is to enter derivative instrument contracts with terms that coincide with the underlying exposure being
hedged for a period up to 12 months. As such, the Company's derivative instruments are expected to be highly effective. For derivative
instruments that are designated and qualify as cash flow hedges, the entire change in fair value of the hedging instrument is recorded to
Other comprehensive income (loss). Upon settlement of these contracts, the change in the fair value recorded in other comprehensive
income (loss) are reclassified to earnings and included as part of direct operating costs. For derivative instruments that are not designated
as hedges, any change in fair value is recorded directly in earnings as part of direct operating costs.

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk
management objective and strategy for undertaking hedge transactions. The Company does not hold or issue derivatives for trading
purposes. All derivatives are recognized at their fair value and classified based on the instrument’s maturity date. The total notional
amount for outstanding derivatives designated as hedges was $19.3 million as of June 30, 2021. The total notional amount for outstanding
derivatives not designated as hedges was $2.3 million as of June 30, 2021 and $7.0 million as of December 31, 2020.
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The following table presents the fair value of derivative instruments included within the condensed consolidated balance sheets
as of June 30, 2021 and December 31, 2020 (in thousands):

Balance Sheet Location Fair Value
2021 2020
Derivatives designated as hedging instruments:
Foreign currency forward contracts Accrued expenses $ 338 $ =
Derivatives not designated as hedging instruments:
Foreign currency forward contracts Accrued expenses $ 13 $ =
Prepaid expenses and other current assets ~ $ - % 48

The effect of foreign currency forward contracts designated as cash flow hedges on the condensed consolidated statements of
operations for the three and six months ended June 30, 2021 and 2020 were as follows (in thousands):

For the Three Months Ended For the Six Months Ended

June 30, June 30,
2021 2020 2021 2020
Net loss recognized in OCI() $ (301) $ - $ (301) $ (166)
Net loss reclassified from accumulated OCI into income(® $ 34 $ 87 $ 34 % 82
Net gain recognized in income(® $ - 3 - 5 - 5 -

(1) Net change in fair value of the effective portion classified into other comprehensive income ("OCI")
(2 Effective portion classified within direct operating costs
(3 There were no ineffective portions for the period presented.
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Item 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Cautionary Note Regarding Forward-Looking Statements

Disclosures in this Quarterly Report on Form 10-Q (this “Report”) contain certain forward-looking statements within the
meaning of Section 21E of the Securities Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as amended.
These forward-looking statements include, without limitation, statements concerning our operations, economic performance, and
financial condition. Words such as “project,” “believe,” “expect,” “can,” “continue,” “could,” “intend,” “may,” “should,” “will,”
“anticipate,” “indicate,” “predict,” “likely,” “estimate,” ” “potential,” or the negatives thereof, and other similar expressions
generally identify forward-looking statements.

»

plan,

These forward-looking statements are based on management’s current expectations, assumptions and estimates and are subject
to a number of risks and uncertainties, including, without limitation, the expected or potential effects of the novel coronavirus (“COVID-
19”) pandemic and the responses of governments, the general global population, our customers, and the Company thereto; that
contracts may be terminated by clients; projected or committed volumes of work may not materialize; continuing reliance on project-
based work in the Digital Data Solutions (“DDS”) segment and the primarily at-will nature of such contracts and the ability of these
clients to reduce, delay or cancel projects; the likelihood of continued development of the markets, particularly new and emerging
markets, that our services support; continuing DDS segment revenue concentration in a limited number of clients; potential inability to
replace projects that are completed, canceled or reduced; our dependency on content providers in our Agility segment; difficulty in
integrating and deriving synergies from acquisitions, joint venture and strategic investments; potential undiscovered liabilities of
companies and businesses that we may acquire; potential impairment of the carrying value of goodwill and other acquired intangible
assets of companies and businesses that we acquire; changes in our business or growth strategy, such as our re-design of our solutions
and product portfolio in 2019; a continued downturn in or depressed market conditions, whether as a result of the COVID-19 pandemic
or otherwise; changes in external market factors; the ability and willingness of our clients and prospective clients to execute business
plans that give rise to requirements for our services; changes in our business or growth strategy; the emergence of new, or growth in
existing competitors; various other competitive and technological factors; the Company’s use of and reliance on information technology
systems, including potential security breaches, cyber-attacks, privacy breaches or data breaches that result in the unauthorized
disclosure of consumer, client, employee or Company information, or service interruptions; and other risks and uncertainties indicated
from time to time in our filings with the Securities and Exchange Commission.

Our actual results could differ materially from the results referred to in forward-looking statements. Factors that could cause or
contribute to such differences include, but are not limited to, uncertainty around the COVID-19 pandemic and the effects of the global
response thereto and the risks discussed in Part I, Item 1A. “Risk Factors,” in “Part II, Item 7. “Management’s Discussion and Analysis
of Financial Condition and Results of Operations,” and other parts of our Annual Report on Form 10-K, filed with the Securities and
Exchange Commission on March 15, 2021, and in other filings that we may make with the Securities and Exchange Commission. In light
of these risks and uncertainties, there can be no assurance that the results referred to in the forward-looking statements will occur, and
you should not place undue reliance on these forward-looking statements. These forward-looking statements speak only as of the date
hereof.

We undertake no obligation to update or review any guidance or other forward-looking statements, whether as a result of new
information, future developments or otherwise, except as may be required by the federal securities laws.

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is intended
to help the reader understand the results of operations and financial condition of Innodata Inc. and its subsidiaries and should be read in
conjunction with our unaudited condensed consolidated financial statements and the accompanying notes to condensed consolidated
financial statements contained in Part I, Item 1 of this Report.

Correction of Immaterial Errors — During the preparation of the September 30, 2020 condensed consolidated financial
statements, certain historical errors were identified relating to the accounting for capital leases under ASC Topics 840 and 842, both
relating to lease accounting. The lease obligations under certain leases were not recorded at their present values at the inception of the
leases, resulting in an overstatement of expenses for the three and six months ended June 30, 2020.
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The errors were not material, either quantitatively or qualitatively, in any of the reported periods. However, the corrections, if
recorded in the three month period ended September 30, 2020, would have been material to such period. Accordingly, the June 30,2020
financial statements included in this Form 10-Q are being corrected by revising such financial statements, as follows:

A decrease in expenses of $74,000 and $147,000 for the three and six months ended June 30, 2020.
A decrease of $0.01 on the loss per share for the six months ended June 30, 2020.

A decrease in liabilities of $101,000 as of June 30, 2020.

An increase in total assets of $46,000 as of June 30, 2020.

The impact on cash flows for the six months ended June 30, 2020 was:

e An increase in cash flows provided by operating activities of $94,000.

e Anincrease in cash flows used in financing activities of $94,000.

The Company evaluated the errors under Staff Accounting Bulletins 99 and 108 and concluded that a restatement of the June
30, 2020 condensed consolidated financial statements is not required.

Business Overview

c. TSR]
]

Innodata Inc. (including its subsidiaries, the “Company”, “Innodata”, “we”, “us” or “our”) is a global data engineering
company. We solve complex data challenges using artificial intelligence (“AI”) and human expertise.

We provide large-scale data annotation services and platforms to companies who require high-quality data for training AT and
machine learning (“ML”) algorithms. We also provide AI/ML-based solutions to help companies apply AI/ML to real-world problems
relating to analyzing and deriving insights from documents. For industry-specific, document-intensive industry use cases, we provide Al-
augmented software-as-a-service (“SaaS”) platforms and discrete managed services.

Our platforms and services are powered by Goldengate, our proprietary AI/ML platform, as well as other technologies we have
developed. In addition, we bring to bear 4,000+ employees spanning nine countries with expertise in data pertaining to many
professional fields. Our hybrid approach of using AI/ML in conjunction with human experts enables us to deliver superior data quality
with even the most complex and sensitive data.

We developed our capabilities and honed our customer- and quality-centric culture progressively over the last 30 years creating
high-quality data for many of the world’s most demanding information companies. Approximately five years ago, we formed Innodata
Labs, a research and development center, to research, develop and apply machine learning and emerging Al to our large-scale, human-
intensive data operations. In 2019, we began packaging the capabilities that emerged from our R&D efforts in order to align with several
fast-growing new markets and help companies use AI/ML to drive performance benefits and business insights. We anticipate this
strategy will enable us to accelerate growth.

Data Annotation

We train Al algorithms for social media companies, robotics companies, financial services companies, and many others,
working with images, text, video and audio. Data sciences teams seek partners that can perform data preparation functions for them at
large-scale and at high quality, while using automated tools to minimize cost. Moreover, as Al projects become more specialized and
mission-critical, data preparation is becoming increasingly complex, requiring deep domain knowledge and an infrastructure in which
data security is assured.

We utilize a variety of leading third-party image and video annotation tools. For text, we use our proprietary text annotation
platform that incorporates Al to reduce cost while improving consistency and quality of output. Our proprietary text annotation platform
features auto-tagging capabilities that apply to both classical and generative AI tasks. It also encapsulates many of the innovations we
have conceived of in the course of our 30-year history of creating high-quality data.

AI/ML Solutions

We also provide AI/ML solutions to companies that intensively process textual data and seek to obtain the benefits of AI/ML
technologies without having to develop AI/ML engineering capabilities in-house. For such companies, we often integrate one or more of
our pre-trained text processing algorithms as a foundation for an overall solution. Our algorithms are accessible as microservices via
application programming interfaces (“APIs”), enabling easy integration.

In conjunction with AI/ML solutions, we often provide a range of data engineering support services, including data
transformation, data curation, data hygiene, data consolidation, data compliance, and master data management.

24




Our customers span a diverse range of industries and a wide range of AI use cases, benefiting from the short time-to-value and
high economic returns our AI/ML solutions provide.

AI/ML Industry Platforms

Our industry platforms address specific, niche market requirements that we believe we can fulfill in large part with our AI/ML
technologies. We deploy these industry platforms as SaaS and as managed services. To date, we have built an industry platform for
medical records data extraction and transformation (which we brand as “Synodex®”) and for marketing communications/public relations
news distribution and monitoring (which we brand as “Agility PR Solutions™).

Our Synodex industry platform transforms medical records into useable digital data organized in accordance with our
proprietary data models or client data models. At the end of 2020, we had 20 clients utilizing our Synodex platform, including John
Hancock Insurance, the insurance operating unit of John Hancock Financial (a division of Manulife) and one of the largest life insurers in
the United States.

Our Agility industry platform provides marketing communications and public relations professionals with the ability to target
and distribute content to journalists and social media influencers world-wide and to monitor and analyze global news (print, web, radio
and TV) and social media.

Our operations are presently classified and reported in three reporting segments: DDS, Synodex and Agility.
Prevailing Economic Conditions and Seasonality
Prevailing Economic Conditions

The novel coronavirus disease 2019, which the World Health Organization declared as a pandemic on March 11, 2020,
continues to spread throughout the world. COVID-19 has created significant global economic downturn, disrupted global trade and
supply chains, adversely impacted many industries, caused federal and regional governments to impose substantial restrictions on the
operations of non-essential businesses and contributed to significant declines and volatility in financial markets. The rapid developments
and fluidity of this situation precludes any prediction as to the ultimate impact of COVID-19 on our performance and financial results.

Prior to the pandemic being declared, we prepared a Business Continuity Plan (“BCP”) for our 12 global delivery centers and
offices. When COVID-19 was declared to be a pandemic, we triggered our BCP, enabling us to continue operations while safeguarding
the health and welfare of our employees.

While the pandemic presented, and may in the future present, new risks to our business and there have been logistical and other
challenges, there was no material adverse impact on our results of operations for the three or six months ended June 30, 2021.

The situation surrounding the COVID-19 crisis remains fluid and the extent and duration of its impact to the economy remains
unclear. For this reason, we cannot reasonably estimate with any degree of certainty the future impact that it may have on our results of
operations and financial condition. The potential for a material impact on our results of operations and financial position increases the
longer the virus affects the level of economic activity in the United States and globally.

With the current level of demand for our services, we believe we have existing cash and cash equivalents that provide sufficient
sources of liquidity to satisfy our financial needs for the next 12 months from the date of the filing of this Report (refer to Item 2.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and Capital Resources” for
additional information). In the event we experience a significant or prolonged reduction in revenues, the likelihood of which is uncertain,
we would seek to manage our liquidity by reducing capital expenditures, deferring investment activities, and reducing operating costs as
we would likely have no other sources of liquidity to support ongoing operations in a manner that is not significantly detrimental to the
business.
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Seasonality

Our quarterly operating results are subject to certain fluctuations. We experience fluctuations in our revenue and earnings as we
replace and begin new projects, which may have some normal start-up delays, or we may be unable to replace a project entirely. These
and other factors may contribute to fluctuations in our operating results from quarter to quarter. In addition, as some of our Asian
facilities are closed during holidays in the fourth quarter, we typically incur higher wages, due to overtime, that reduce our margins.

Our Synodex subsidiary experiences seasonal fluctuations in revenues. Typically, revenue is lowest in the third quarter of the
calendar year and highest in the fourth quarter of the calendar year. The seasonality is directly linked to the number of life insurance
applications received by the insurance companies.

For further information refer to the risk factor titled “Quarterly fluctuations in our revenues and results of operations could make
financial forecasting difficult and could negatively affect our stock price.” in Part I, Item 1A. “Risk Factors” of our Annual Report on
Form 10-K for the year ended December 31, 2020.

Results of Operations

Amounts in the MD&A below have been rounded. All percentages have been calculated using rounded amounts.
Three Months Ended June 30, 2021 and 2020
Revenues

Total revenues were $17.0 million for the three months ended June 30, 2021, compared to $13.9 million for the three months
ended June 30, 2020, an increase of approximately $3.1 million or 22%. The increase was primarily attributable to increased volumes in
the DDS and Agility segments, offset in part by a decrease in the Synodex segment.

Revenues from the DDS segment were $13.0 million for the three months ended June 30, 2021, compared to $9.9 million for
the three months ended June 30, 2020, an increase of approximately $3.1 million or 31%. The increase was primarily attributable to
higher volumes from two existing clients.

Revenues from the Synodex segment were $0.9 million for the three months ended June 30, 2021, compared to $1.2 million for
the three months ended June 30, 2020, a decrease of approximately $0.3 million or 25%. The decrease was primarily attributed to lower
volumes from three existing clients.

Revenues from the Agility segment were $3.1 million for the three months ended June 30, 2021, compared to $2.8 million for
the three months ended June 30, 2020, an increase of $0.3 million or approximately 11%. The increase was principally attributable to
higher volumes from subscriptions to our Agility Al-enabled industry platform and newswire product.

One client in the DDS segment generated approximately 11% and 16% of the Company’s total revenues for the three months
ended June 30, 2021 and 2020, respectively. Another client in the DDS segment accounted for 11% of the Company’s total revenues for
the three months ended June 30, 2021. No other client accounted for 10% or more of total revenues during these periods. Further,
revenues from non-U.S. clients accounted for 47% and 55% of the Company’s total revenues for the three months ended June 30, 2021
and 2020, respectively.

Direct Operating Costs

Direct operating costs consist of direct payroll, occupancy costs, data center hosting fees, content acquisition costs, depreciation
and amortization, travel, telecommunications, computer services and supplies, realized gain (loss) on forward contracts, foreign currency
revaluation gain (loss), and other direct expenses that are incurred in providing services to our clients.

Direct operating costs were $10.4 million and $9.7 million for the three months ended June 30, 2021 and 2020, respectively, an
increase of $0.7 million. The increase was primarily due to higher direct payroll and payroll related costs of $1.1 million for new hires,
and bonuses, offset in part by a $0.3 million foreign exchange gain and a $0.1 million decrease in other direct operating expenses. Direct
operating costs as a percentage of total revenues were 61% and 70% for the three months ended June 30, 2021 and 2020, respectively.
The decrease in direct operating costs as a percentage of total revenues was primarily attributable to increased revenues in the DDS and
Agility segments, offset in part by an increase in direct operating costs and decreased revenues in the Synodex segment.
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Direct operating costs for the DDS segment were approximately $7.8 million and $7.2 million for the three months ended
June 30, 2021 and 2020, respectively, an increase of $0.6 million. The increase was primarily due to higher direct payroll and payroll
related costs for new hires, salary increases and bonuses of $0.8 million, and higher recruitment fees of $0.3 million, offset in part by a
$0.3 million foreign exchange gain and $0.2 million lower occupancy and related costs. Direct operating costs as percentage of DDS
segment revenues were 60% and 73% for the three months ended June 30, 2021 and 2020, respectively. The decrease in direct operating
costs as a percentage of segment revenues was primarily attributable to increased revenues, offset in part by an increase in direct
operating costs.

Direct operating costs for the Synodex segment was $0.8 million for each of the three-month periods ended June 30, 2021 and
2020, respectively. Direct operating costs for the Synodex segment as a percentage of Synodex segment revenues were 89% and 67% for
the three months ended June 30, 2021 and 2020, respectively. The increase in direct operating costs as a percentage of segment revenues
was due to a decrease in revenues.

Direct operating costs for the Agility segment were $1.8 million and $1.7 million for the three months ended June 30, 2021 and
2020, respectively, an increase of $0.1 million. The increase of $0.1 million was primarily due to higher software amortization costs
during the quarter. Direct operating costs for the Agility segment as a percentage of Agility segment revenues were 58% and 61% for the
three months ended June 30, 2021 and 2020, respectively. The decrease in direct operating costs as a percentage of segment revenues was
primarily due to increased revenues from subscriptions to our Agility intelligent data platform and newswire products, offset in part by
an increase in direct operating costs.

Selling and Administrative Expenses

Selling and administrative expenses consist of management and administrative salaries, sales and marketing costs including
commissions, new services research and related software development, third-party software, advertising and trade conferences,
professional fees and consultant costs, and other administrative overhead costs.

Selling and administrative expenses were $7.0 million and $4.5 million for the three months ended June 30, 2021 and 2020,
respectively, an increase of $2.5 million. The increase was primarily due to payroll and payroll related costs for new hires, stock-based
compensation, commission, incentives, bonuses, and recruitment and professional fees of $2.0 million, and a $0.5 million increase in
marketing related activities and recruitment fees to support the revenue growth plan across all business segments. Selling and
administrative expenses as a percentage of total revenues were 41% and 32% for the three months ended June 30, 2021 and 2020,
respectively. The increase in selling and administrative expenses as a percentage of total revenues was primarily attributable to higher
expenditures in all segments, and decreased revenues in the Synodex segment, offset in part by increased revenues in the DDS and
Agility segments.

Selling and administrative expenses for the DDS segment were $4.2 million and $2.8 million for the three months ended June
30, 2021 and 2020, respectively, an increase of $1.4 million. This increase was primarily due to higher payroll and payroll-related costs
of $1.2 million for new hires, commission, and bonuses, and a $0.2 million increase in marketing related activities and recruitment fees.
Selling, and administrative expenses as a percentage of DDS revenues, were 32% and 28% for the three months ended June 30, 2021 and
2020, respectively. The increase in selling and administrative expenses as a percentage of total revenues was primarily attributable to
higher expenditures offset in part by increased revenues.

Selling and administrative expenses for the Synodex segment were $0.3 million and $0.2 million for the three months ended
June 30, 2021 and 2020, an increase of $0.1 million. Selling and administrative expenses for the Synodex segment as a percentage of
Synodex segment revenues were 33% and 17% for the three months ended June 30, 2021 and 2020, respectively. The increase in selling
and administrative expenses as a percentage of segment revenues was primarily attributable to higher expenditures and lower revenues.

Selling and administrative expenses for the Agility segment were $2.5 million and $1.5 million for the three months ended June
30, 2021 and 2020. This increase was primarily due to higher payroll and payroll related costs of $1.0 million for new hires, stock-based
compensation, commissions, incentives, recruitment fees and marketing related costs. Selling and administrative expenses for the Agility
segment as a percentage of Agility segment revenues were 81% and 54% for the three months ended June 30, 2021 and 2020,
respectively. The increase in selling and administrative expenses as a percentage of segment revenues was primarily due to higher
expenditures, offset in part by an increase in revenues.
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Gain on PPP Loan forgiveness

On May 4, 2020, the Company received loan proceeds of $579,700 under the Paycheck Protection Program (“PPP”) which was
established as part of the Coronavirus Aid, Relief and Economic Security Act of 2020, as amended. On May 21, 2021, the Company’s
loan forgiveness application was approved for 100% of the amount loaned to the Company by the Small Business Administration
(‘KSBA)!)-

Income Taxes

We recorded a provision for income taxes of $0.4 million for the three months ended June 30, 2021 and $0.2 million for the
three months ended June 30, 2020.

Taxes primarily consist of a provision for foreign taxes recorded in accordance with the local tax regulations by our foreign
subsidiaries. Effective income tax rates are disproportionate due to the losses incurred by our U.S. entity and our Canadian subsidiaries,
and a valuation allowance recorded on deferred taxes on these entities and tax effects of foreign operations, including foreign exchange
gains and losses.

Net Loss

We incurred a net loss of $0.1 million during the three months ended June 30, 2021, compared to a net loss of $0.5 million
during the three months ended June 30, 2020. The lower net loss was a result of higher revenues in DDS and Agility segments in the
current quarter, offset by higher operating costs in all segments.

Net income for the DDS segment was $1.3 million for the three months ended June 30, 2021, compared to a net loss $0.3
million for the three months ended June 30, 2020. The improvement of $1.0 million was primarily attributable to the gain from the PPP
loan forgiveness of $0.6 million and higher revenues, partially offset by an increase in operating costs in the current quarter.

Net loss for the Synodex segment was $0.2 million for the three months ended June 30, 2021, compared to a net income of $0.2
million for the three months ended June 30, 2020, a decrease of $0.4 million. The decrease was primarily attributable to the lower
revenues in the current quarter.

Net loss for the Agility segment was $1.2 million for the three months ended June 30, 2021, compared to net loss of $0.4
million for the three months ended June 30, 2020. The increase in net loss was due to higher operating costs, offset in part by higher
revenues in the current quarter.

Six Months Ended June 30, 2021 and 2020
Revenues

Total revenues were $33.0 million for the six months ended June 30, 2021, compared to $28.4 million for the six months ended
June 30, 2020, an increase of $4.6 million or 16%. The increase was attributable to increased revenues in the DDS and Agility segments,
offset in part by a decrease in the Synodex segment.

Revenues from the DDS segment were $24.8 million and $20.3 million for the six months ended June 30, 2021 and 2020,
respectively, an increase of approximately $4.5 million or 22%. The increase in revenues was primarily attributable to higher volume
from two existing clients.

Revenues from the Synodex segment were $1.9 million and $2.5 million for the six months ended June 30, 2021 and 2020,
respectively, a decrease of $0.6 million or 24%. The decrease was primarily attributable to lower volumes from three existing clients.

Revenues from the Agility segment were $6.3 million and $5.6 million for the six months ended June 30, 2021 and 2020,
respectively, an increase of $0.7 million or 13%. The increase was attributable to higher volumes from subscriptions to our Agility Al-
enabled industry platform and newswire product.

One client in the DDS segment generated approximately 12% and 15% of the Company’s total revenues for the six months
ended June 30, 2021 and 2020, respectively. Another client in the DDS segment accounted for 10% of the Company’s total revenues for
the six months ended June 30, 2021. No other client accounted for 10% or more of total revenues during these periods. Further, revenues
from non-U.S. clients accounted for 48% and 54% of the Company’s total revenues for the six months ended June 30, 2021 and 2020,
respectively.
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Direct Operating Costs

Direct operating costs consist of direct payroll, occupancy costs, data center hosting fees, content acquisition costs, depreciation
and amortization, travel, telecommunications, computer services and supplies, realized gain (loss) on forward contracts, foreign currency
revaluation gain (loss), and other direct expenses that are incurred in providing services to our clients.

Direct operating costs were $20.5 million and $19.4 million for the six months ended June 30, 2021 and 2020, respectively, an
increase of $1.1 million. This increase was primarily due to an increase in direct payroll and payroll related costs of $1.8 million for new
hires, stock-based compensation, and bonuses, and a $0.3 million increase in recruitment and professional fees, offset in part by a $0.5
million foreign exchange gain and a $0.5 million decrease in other direct operating expenditures. Direct operating costs as a percentage
of total revenues were 62% and 68% for the six months ended June 30, 2021 and 2020, respectively. The decrease in direct operating
costs as a percentage of total revenues was primarily attributable to increased revenues in the DDS and Agility segments, offset in part by
an increase in direct operating costs.

Direct operating costs for the DDS segment were approximately $15.4 million and $14.4 million for the six months ended June
30, 2021 and 2020, respectively, an increase of $1.0 million. This increase was primarily due to an increase in direct payroll and payroll
related costs of $1.7 million for new hires, stock-based compensation, and bonuses, and a $0.3 million increase in recruitment and
professional fees, offset by a $0.5 million foreign exchange gain and a $0.5 million reduction in other direct operating expenditures.
Direct operating costs for the DDS segment as a percentage of DDS segment revenues were 62% and 71% for the six months ended June
30, 2021 and 2020, respectively. The decrease in direct operating costs as a percentage of segment revenues was primarily attributable to
higher revenues, offset in part by an increase in direct operating costs.

Direct operating costs for the Synodex segment were $1.5 million and $1.7 million for the six months ended June 30, 2021 and
2020, respectively, a decrease of $0.2 million. The decrease was principally due to lower software, hardware, and maintenance costs.
Direct operating costs for the Synodex segment as a percentage of Synodex segment revenues were 79% and 68% for the six months
ended June 30, 2021 and 2020, respectively. The increase in direct operating costs as a percentage of segment revenues during the quarter
was primarily due to lower revenues, offset in part by a decrease in direct operating costs.

Direct operating costs for the Agility segment were $3.6 million and $3.3 million for each of the six months ended June 30,
2021 and 2020, an increase of $0.3 million. The increase was due to higher software amortization costs and new hires during the current
period. Direct operating costs for the Agility segment as a percentage of Agility segment revenues were 57% and 59% for the six months
ended June 30, 2021 and 2020, respectively. The decrease in direct operating costs as a percentage of segment revenues during the
quarter was primarily due to higher revenue from subscriptions to our Agility Al-enabled platform and newswire products, offset in part
by an increase in direct operating costs.

Selling and Administrative Expenses

Selling and administrative expenses consist of management and administrative salaries, sales and marketing costs including
commissions, new services research and related software development, third-party software, advertising and trade conferences,
professional fees and consultant costs, and other administrative overhead costs.

Selling and administrative expenses were $12.5 million and $9.1 million for the six months ended June 30, 2021 and 2020,
respectively, an increase of $3.4 million. This increase was primarily due to higher payroll and payroll related costs of $2.8 million for
new hires, commissions, stock-based compensation, incentives, and bonuses, and increases in marketing related costs and recruitment
fees of $0.6 million. Selling and administrative expenses as a percentage of total revenues were 38% and 32% for the six months ended
June 30, 2021 and 2020, respectively. The increase in selling and administrative expenses as a percentage of total revenues was primarily
attributable to higher expenditures in the DDS and Agility segments, and decreased revenues in the Synodex segment, offset in part by
increased revenues in the DDS and Agility segments.

Selling and administrative expenses for the DDS segment were $7.7 million and $5.8 million for the six months ended June 30,
2021 and 2020 respectively, an increase of $1.9 million. This increase was primarily due to higher payroll and payroll related costs of
$1.7 million for new hires, commissions, stock-based compensation, and incentives, and increases in marketing related costs of $0.2
million. DDS revenues, DDS selling, and administrative expenses as percentage of DDS revenues were 31% and 29% for the six months
ended June 30, 2021 and 2020, respectively. The increase in selling and administrative expenses as a percentage of DDS revenues was
primarily attributable to higher expenditures, offset in part by increased in revenues.
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Selling and administrative expenses for the Synodex segment were $0.5 million and $0.4 million for the six months ended June
30, 2021 and 2020, respectively, an increase of $0.1 million. The increase was primarily due to new hires. Selling and administrative
expenses for the Synodex segment as a percentage of Synodex segment revenues were 26% and 16% for the six months ended June 30,
2021 and 2020, respectively. The increase in selling and administrative expenses as a percentage of total revenues was attributable to
higher expenditures and lower revenues.

Selling and administrative expenses for the Agility segment were $4.3 million and $2.9 million for the six months ended June
30, 2021 and 2020, respectively, an increase of $1.4 million. This increase was primarily due to higher payroll and payroll-related costs
of $1.1 million for new hires, commissions, stock-based compensation, and incentives, an increase in professional and recruitment fees
of $0.2 million and an increase in marketing related costs for $0.1 million. Selling and administrative expenses for the Agility segment as
a percentage of Agility segment revenues were 68% and 52% for the six months ended June 30, 2021 and 2020, respectively. The
increase in selling and administrative expenses as a percentage of total revenues was primarily attributable to higher expenditures, offset
in part by higher revenues.

Gain on PPP Loan forgiveness

On May 4, 2020, the Company received loan proceeds of $579,700 under the PPP which was established as part of the
Coronavirus Aid, Relief and Economic Security Act of 2020, as amended. On May 21, 2021, the SBA approved the Company’s loan
forgiveness application for 100% of the loan proceeds.

Income Taxes

We recorded a provision for income taxes of $0.3 million and $0.6 million for the six months ended June 30, 2021 and 2020,
respectively. The $0.3 million decrease is primarily due to a lower tax provision for our foreign subsidiaries in the six months ended June
30, 2021.

Taxes primarily consist of a provision for foreign taxes recorded in accordance with the local tax regulations by our foreign
subsidiaries. Effective income tax rates are disproportionate due to the losses incurred by our U.S. entity and our US and Canadian
subsidiaries, and a valuation allowance recorded on deferred taxes on these entities and tax effects of foreign operations, including
foreign exchange gains and losses.

Net Income

Net income was $0.3 million for the six month period ended June 30, 2021 compared to a net loss of $0.8 million for the six
month period ended June 30, 2020.

Net income for the DDS segment was $2.0 million for the six months ended June 30, 2021, compared to a net loss of $0.6
million for the six months ended June 30, 2020. The improvement of $1.4 million was primarily attributable to the gain from the PPP
loan forgiveness of $0.6 million, higher operating income of $0.5 million a lower tax provision of $0.3 million and in the current six
month period.

Net loss for the Synodex segment was $0.1 million for the six months ended June 30, 2021, compared to a net income of $0.4
million for the six months ended June 30, 2020, a decrease of $0.5 million. The change was due to lower revenues in the current six
month period.

Net loss for the Agility segment was $1.6 million for the six months ended June 30, 2021, compared to $0.6 million for the six
months ended June 30, 2020. The increase in net loss was due to higher operating costs partially offset by higher revenues in the current
six month period.

Liquidity and Capital Resources

Selected measures of liquidity and capital resources, expressed in thousands, were as follows:

June 30, December 31,

2021 2020
Cash and cash equivalents $ 22,059 $ 17,573
Working capital 14,484 13,515
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At June 30, 2021, we had cash and cash equivalents of $22.0 million, of which $11.2 million was held by our foreign
subsidiaries, and $10.8 million was held in the United States. Despite our ability under existing tax law to repatriate funds from overseas
after paying the toll charge, it is our intent as of June 30, 2021, to permanently reinvest the overseas funds in our foreign subsidiaries on
account of the withholding tax that we would have to incur on the actual remittances.

We have used, and plan to use, our cash and cash equivalents for (i) hiring of sales personnel; (ii) the expansion of our other
operations; (iii) technology innovation; (iv) product management and strategic marketing; (v) general corporate purposes, including
working capital; and (vi) possible business acquisitions. We had working capital of approximately $14.5 million as of June 30, 2021 and
$13.5 million as of December 31, 2020.

On May 21, 2021, the SBA approved our loan forgiveness application for 100% of our loan under the PPP.

We believe that our existing cash and cash equivalents and internally generated funds will provide sufficient sources of liquidity
to satisfy our financial needs for the next 12 months from the date of issuance of these financial statements. However, we have no bank
facilities or lines of credit. Reductions in our cash and cash equivalents from operating losses, capital expenditures, adverse legal
decisions, acquisitions or otherwise could materially and adversely affect the Company.

Cash Flows
Net Cash Provided by Operating Activities

Cash provided by our operating activities for the six months ended June 30, 2021 was $5.6 million primarily on account of the
following factors: our net income for the period of $0.3 million; a source of $1.7 million from non-cash expenses consisting of
depreciation and amortization of $1.4 million, stock-based compensation of $0.6 million, pension cost of $0.3 million, offset in part by a
gain on loan forgiveness of $0.6 million. Net changes from working capital accounts further contributed an additional source of $3.6
million. Refer to the condensed consolidated statements of cash flows for further details.

Cash provided by our operating activities for the six months ended June 30, 2020 was $3.3 million primarily on account of the
following factors: our net loss for the period of $0.8 million; a source of $1.9 million from non-cash expenses consisting of depreciation
and amortization of $1.2 million, stock-based compensation of $0.5 million and pension cost of $0.4 million, offset in part by an increase
in deferred tax provisions of $0.2 million; net changes from working capital accounts that contributed an additional source of $2.2
million brought about by a $1.0 million decrease in accounts receivable, an increase in accounts payable and accrued expenses of $0.4
million, and a net increase in other working capital. Refer to the condensed consolidated statements of cash flows for further details.

Net Cash Used in Investing Activities
For the six months ended June 30, 2021 and 2020, cash used in our investing activities was $1.5 million and $1.0 million,
respectively. These expenditures principally consisted of purchases of technology equipment including servers, network infrastructure

and workstations.

During the next 12 months, we anticipate that capital expenditures for ongoing technology, equipment and infrastructure
upgrades will approximate $3.0 million to $3.5 million.

The source of funds for the anticipated capital expenditures is expected to be cash generated from our operations.
Net Cash Provided by Financing Activities
Cash provided by financing activities for the six months ended June 30, 2021 was from proceeds from stock option exercises of

$1.8 million. Cash paid for withholding taxes on net settlement exercises for the six months ended June 30, 2021 was $0.8 million.
Payments of long-term obligations were $0.6 million and $0.2 million for the six months ended June 30, 2021 and 2020, respectively.
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Critical Accounting Policies and Estimates

Our discussion and analysis of our results of operations, liquidity and capital resources is based on our condensed consolidated
financial statements, which have been prepared in conformity with U.S. GAAP. The preparation of the condensed consolidated financial
statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and
disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates and judgments, including those related to
revenue recognition, allowance for doubtful accounts and billing adjustments, long-lived assets, intangible assets, goodwill, valuation of
deferred tax assets, value of securities underlying stock-based compensation, litigation accruals, pension benefits, purchase price
allocation of Agility, valuation of derivative instruments and estimated accruals for various tax exposures. We base our estimates on
historical and anticipated results and trends and on various other assumptions that we believe are reasonable under the circumstances,
including assumptions as to future events. These estimates form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. By their nature, estimates are subject to an inherent degree of uncertainty.
Actual results may differ from our estimates and could have a significant adverse effect on our condensed consolidated results of
operations and financial position. We believe the following critical accounting policies affect our more significant estimates and
judgments in the preparation of our condensed consolidated financial statements.

The significant accounting policies used in preparing these condensed consolidated financial statements are the same as those
described in the Company’s Annual Report on Form 10-K, unless otherwise noted.

Recent Accounting Pronouncements — In December 2019, the FASB issued Accounting Standards Update (“ASU”) No. 2019-
12, “Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes” as part of its initiative to reduce complexity in the
accounting standards. The standard eliminates certain exceptions related to the approach for intra-period tax allocation, the methodology
for calculating income taxes in an interim period and the recognition of deferred tax liabilities for outside basis differences. The standard
also clarifies and simplifies other aspects of the accounting for income taxes. The standard is effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2020. We adopted the standard on January 1, 2021 and it had no material
impact on our condensed consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, “Financial Instruments-Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Statements” (“ASU 2016-13"). ASU 2016-13 requires a financial asset (or a group of financial assets) measured at
amortized cost basis to be presented at the net amount expected to be collected. The allowance for credit losses is a valuation amount that
is deducted from the amortized cost basis of the financial asset(s) to present the net carrying value at the amount expected to be collected
on the financial asset. In November 2018, the FASB issued ASU No. 2018-19, “Codification Improvements to Topic 326, Financial
Instruments-Credit Losses,” which clarifies ASC 326, “Financial Instruments — Credit Losses” and corrects unintended application of the
guidance, and in November 2019, the FASB issued ASU No. 2019-11, “Codification Improvements to Topic 326, Financial Instruments-
Credit Losses,” which clarifies or addresses specific issues about certain aspects of ASU 2016-13. In March 2020, the FASB
issued ASU No. 2020-03, “Codification Improvements to Financial Instruments,” which modifies the measurement of expected credit
losses of certain financial instruments. ASU 2016-13 is effective for certain smaller reporting companies for financial statements issued
for fiscal years beginning after December 15, 2022 and interim periods within those fiscal years, which will be fiscal 2023 for us if we
continue to be classified as a smaller reporting company, with early adoption permitted. We do not expect that the adoption of the new
guidance will have a material impact on our condensed consolidated financial statements.

Off-Balance Sheet Arrangements
None.
Item 3. Quantitative and Qualitative Disclosures About Market Risk

Not applicable for smaller reporting companies.
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Item 4. Controls and Procedures

We maintain disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (Exchange Act), that are designed to ensure that information required to be disclosed in the reports
we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission’s rules and forms, and that such information is accumulated and communicated to our
management, including our principal executive officer and principal financial officer, as appropriate, to allow timely decisions regarding
required disclosure.

Under the supervision, and with the participation of our management, including our principal executive officer and our principal
financial officer, we conducted an evaluation of the effectiveness of our disclosure controls and procedures, as defined under Exchange
Act Rule 13a-15(e), as of June 30, 2021. Based on this evaluation, our principal executive officer and our principal financial officer
concluded that, as of June 30, 2021, our disclosure controls and procedures were effective.

There have been no changes in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) or 15d-

15(f) under the Exchange Act) during the six months ended June 30, 2021 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

See Note 4, Commitments and Contingencies of the Notes to the Condensed Consolidated Financial Statements included in this
Quarterly Report on Form 10-Q, which is incorporated by reference herein.

Item 1A. Risk Factors

There were no material changes from the risk factors previously disclosed in Part I, Item 1A. “Risk Factors” in our Annual
Report on Form 10-K for the year ended December 31, 2020.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

There were no sales of unregistered equity securities or repurchases of equity securities during the six months ended June 30,
2021.

Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures

None.

Item 5. Other Information

None.
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Item 6. Exhibits

Exhibit No. Description

10.1 Innodata Inc. 2021 Equity Compensation Plan (incorporated herein by reference to Appendix A to the Company’s
Definitive Proxy Statement, filed with the Securities and Exchange Commission on April 22, 2021.)

10.2 Form of Innodata Inc. 2021 Equity Compensation Plan Nonqualified Stock Option Award Agreement for Employees
(incorporated herein by reference to Exhibit 10.1 to the Company’s S-8 Registration Statement, filed with the
Securities and Exchange Commission on June 16, 2021).

10.3 Form of Innodata Inc. 2021 Equity Compensation Plan Nonqualified Stock Option Award Agreement for Directors
(incorporated herein by reference to Exhibit 10.2 to the Company’s S-8 Registration Statement,_filed with the
Securities and Exchange Commission on June 16, 2021).

31.1%* Certificate of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2% Certificate of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1%* Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

32.2%* Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

101 The following materials from Innodata Inc.’s Quarterly Report on Form 10-Q for the three months ended June 30,

2021, formatted in Extensible Business Reporting Language (XBRL): (i) Condensed Consolidated Balance Sheets as
of June 30, 2021(unaudited) and December 31, 2020; (ii) Condensed Consolidated Statements of Operations and
Comprehensive Income (Loss) for the three and six months ended June 30, 2021 and 2020 (unaudited); (iii)
Condensed Consolidated Statements of Cash Flows for the six months ended June 30, 2021 and 2020 (unaudited); (iv)
Condensed Consolidated Statements of Stockholders’ Equity for the three and six months ended June 30, 2021 and
2020 and (v) Notes to Condensed Consolidated Financial Statements (unaudited).

*  Filed herewith.

** Tn accordance with SEC Release 33-8238, Exhibits 32.1 and 32.2 are being furnished and not filed.
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https://www.sec.gov/Archives/edgar/data/903651/000110465921053670/tm2113214d1_def14a.htm
https://www.sec.gov/Archives/edgar/data/903651/000110465921081849/tm2119719d1_ex10-1.htm
https://www.sec.gov/Archives/edgar/data/903651/000110465921081849/tm2119719d1_ex10-2.htm

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

INNODATA INC.
Date: August 5, 2021 /s/ Jack S. Abuhoff
Jack S. Abuhoff
Chief Executive Officer and President
Date:  August 5, 2021 /s/ Mark A. Spelker

Mark A. Spelker
Chief Financial Officer and Principal Accounting Officer
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Exhibit 31.1

CERTIFICATION OF THE PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Jack S. Abuhoff, certify that:

1.

2.

I have reviewed this quarterly report on Form 10-Q of Innodata Inc.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and




b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Dated: August 5, 2021
/s/ Jack S. Abuhoff
Jack S. Abuhoff
Chief Executive Officer and President




Exhibit 31.2

CERTIFICATION OF THE PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Mark A. Spelker, certify that:

1.

2.

I have reviewed this quarterly report on Form 10-Q of Innodata Inc.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures b presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.




Dated: August 5, 2021
/s/ Mark A. Spelker
Mark A. Spelker
Chief Financial Officer and Principal Accounting Officer




Exhibit 32.1

CERTIFICATION OF THE PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Innodata Inc. (the “Company”) on Form 10-Q for the quarter ended
June 30, 2021, as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I, Jack S. Abuhoff,
Chief Executive Officer and President of the Company, hereby certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to
8906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

/s/ Jack S. Abuhoff
Jack S. Abuhoff
Chief Executive Officer and President
August 5, 2021




Exhibit 32.2

CERTIFICATION OF THE PRINCIPAL FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Innodata Inc. (the “Company”) on Form 10-Q for the quarter ended
June 30, 2021, as filed with the Securities and Exchange Commission on the date hereof (the “Report), I, Mark A. Spelker,
Chief Financial Officer and Principal Accounting Officer of the Company, hereby certify, pursuant to 18 U.S.C. §1350, as
adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:

1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

/s/ Mark A. Spelker
Mark A. Spelker
Chief Financial Officer and Principal Accounting Officer
August 5, 2021




