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fellow shareholders:

Despite  the economic
uncertainty, which marked
the end of 2000 and the
beginning of 2001, we
believe  Smith  Micro
completed the year stronger

and more prepared for the

future than at any time in
our history. Perhaps two words best describe our
company as we move forward — “diversified” and

“synergistic”.

Because of several strategic decisions taken over the
past two years, we are today far more diversified than
we were when Smith Micro concentrated almost entirely
on modem-related products. And, just as a sound
investment portfolio benefits from diversification, in
2000 we established two distinct operating business
segments — software products and Internet solutions —
that provides us with a diversity of expanding
opportunities, growing revenue streams and some
protection in weathering the unsettled economic
environment. To round out the financial picture, full-
year revenues rose 28 percent, gross margin dollars
increased 23 percent and the net loss was cut virtually

in half from 1999.

The software products operating segment develops and
markets our software products, except for eCommerce
software. Within software products we concentrate on
wireless and broadband products, Macintosh products
and the related retail products for each of these
concentrations. The Internet solutions segment provides

eCommerce software solutions, eBusiness strategy and

integration of new infrastructure solutions, and customer

Web site hosting.

The synergy we began to develop during the year was
not limited to the individual contributions of each
business segment.  Product development, cross-

marketing and cross-selling have resulted in a new

energy level at Smith Micro.

Software Products

We believe our Wireless & Broadband Products focus
has opened up a very strong, yet still-unfolding market
for Smith Micro that speaks to the way people want to
live and work. Our state-of-the-art wireless telephony,
video and audio internet communications, and core fax
and data telephony solutions enable people to leave
their desks behind, replaced by digital wireless phones
and laptops that can be used anywhere in the world. We
signed contracts with or shipped products to some of
the broadband industry’s leading names including
Audiovox Communications Corp., LG Electronics,
Kyocera Wireless Corporation, and in the first quarter of

2001, Verizon Wireless.

Our emphasis on Macintosh Products reflect more than
13 years of Smith Micro’s expertise in defining,
developing and delivering highly innovative and
successful communications technologies for the Mac
market. We believe that our relationship with Apple
continues to be strong. We also announced the release
of VideoLink® Pro, which we believe is the only H.323
industry compatible video conferencing product for the

Mac OS available today.



On the Retail product front, Smith Micro continues to
provide solutions for both PC and Mac platforms with
HotFax® MessageCenter 4.0 and QuickLink® Mobile
2000 leading the way. In July 2000, we acquired the
TouchStone Checkit® product line. We market these

products under the Smith Micro CheckIt® brand.

The Internet Solutions Division (ISD), has introduced
important new products and through the completion of
the professional services consulting practice acquisition at
the end of the third quarter, we enhanced our professional
services consulting practice. ISD’s new WebCatalog 4.0,
now supporting the Windows, Mac and Unix operating
environments, enables both new and experienced
businesses to design, implement and manage scaleable

and fully functional e-Commerce storefronts.

Also during the year, ISD introduced Wireless WebDNA,
a new technology enabling eCommerce sites to be
accessed via wireless Internet-enabled phones,
including wireless Palm™ PDAs and compatible devices

with limited recoding.

Outlook

If the themes of 2000 centered on “diversity” and
“synergy,” the focus for the year ahead is “execution”
and the goal of that execution is to return to profitability.
Our greatest challenge in achieving that objective has
come in the form of revenue growth. We believe our
Wireless and Broadband focus has the greatest potential
for revenue growth. We already have a number of very
important and visible contracts, and we expect others

are on the verge of becoming reality.

We currently are targeting increases in revenues,
coupled with reduced losses. If our markets continue
to materialize as expected, our results from operations
should turn profitable sometime during the second
half of the year. As you can see, we have changed the
presentation of materials that we have included with
our Proxy Statement from previous years. This is a
step towards reducing our expenditures and watching

our costs.

Finally, on behalf of our board of directors and all
shareholders, T want to recognize the efforts and
dedication of our employees and our partners.
Together we have made great progress and we believe
we are now on the brink of achieving new successes

in the year ahead.

Please check out our Web site at www.smithmicro.com
and the special product offering to our shareholders at

www.smithmicro.com/investors.

William W. Smith, Jr.
Chairman, President and CEO
April 27, 2001
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THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 139PROVIDES A "SAFE HARBOR" FOR FORWARD-LOOKING
STATEMENTS. THE STATEMENTS CONTAINED IN THIS ANNUAIREPORT ON FORM 10-K THAT ARE NOT STATEMENTS OF
HISTORICAL FACT MAY BE FORWARD LOOKING STATEMENTSWORDS SUCH AS "ANTICIPATES," "BELIEVES,"
"EXPECTS," "INTENDS," "PLANS" OR SIMILAR EXPRESSIOBIARE INTENDED TO IDENTIFY SUCH FORWARD-LOOKING
STATEMENTS. SUCH STATEMENTS ARE NOT GUARANTEES ORJFURE PERFORMANCE AND ARE SUBJECT TO A NUMBE
OF RISKS AND UNCERTAINTIES THAT COULD CAUSE THE AQJAL RESULTS OF THE COMPANY TO MATERIALLY DIFFER
FROM THOSE ANTICIPATED. READERS ARE CAUTIONED NOTAO PLACE UNDUE RELIANCE ON THESE FORWARD-
LOOKING STATEMENTS THAT SPEAK ONLY AS THE DATE HERGF. THE COMPANY DISCLAIMS ANY OBLIGATION TO
PUBLICLY RELEASE THE RESULTS OF ANY REVISIONS TO THSE FORWARD LOOKING STATEMENTS THAT MAY BE
MADE TO REFLECT EVENTS OR CIRCUMSTANCES OCCURRIN®BSEQUENT TO THE FILING OF THIS FORM 10-K WITH
THE SECURITIES AND EXCHANGE COMMISSION OR OTHERWISED REVISE OR UPDATE ANY ORAL OR WRITTEN
FORWARD LOOKING STATEMENT THAT MAY BE MADE FROM TIME TO TIME BY OR ON BEHALF OF THE COMPANY.
READERS ARE ALSO URGED TO CAREFULLY REVIEW AND CONBER THE VARIOUS DISCLOSURES MADE BY THE
COMPANY THAT DESCRIBE CERTAIN FACTORS WHICH AFFECTHE COMPANY'S BUSINESS, INCLUDING THE "RISK
FACTORS" COMMENCING ON PAGE 22 OF THIS ANNUAL REPARIN "MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS" ANCBIMILAR DISCUSSIONS IN OUR OTHER SECURITIES AND
EXCHANGE COMMISSION FILINGS. YOU SHOULD CAREFULLY ONSIDER THOSE FACTORS, IN ADDITION TO THE OTHER
INFORMATION IN THIS ANNUAL REPORT, BEFORE DECIDING@O INVEST IN OUR COMPANY OR TO MAINTAIN OR
INCREASE YOUR INVESTMENT.



PART |
ITEM 1. BUSINESS
GENERAL

We develop and sell diagnostic utilities, commutitaegs and eCommerce software for personal and bssinse. We also offer and
professional services consulting which include radthogies to help clients focus, define and pripgitnternet investments; develop
eCommerce sites and custom eBusiness applicatiopkement tools to increase revenue per onlinesaetion and transactions per customer;
warehouse, mine and integrate data for enhancegsibdity and effective decision support; and silee right technology infrastructure to
support eBusiness. Our objective is to enhance humaraction by giving users the ability to comriuate through multimedia technologies
over analog and digital platforms. Our productshdm@aersonal communication through telephony, flaxltimedia email, data, paging,
wireless communications, desktop and Internettietlj video security and video conferencing. Ouora@erce, eBusiness and network fas
software and professional services enable smatljuneand large businesses to create and launcheoimternet storefronts and enhance t
corporate infrastructure which we believe allowssth businesses to operate with greater efficiency.

We were first incorporated in California in 1983ddater reincorporated in Delaware in 1995. In 1988 shipped our first data
communication software product. At that time, waem@ted revenues primarily form the market acceygta our OEM fax and data
communication software products. We began provigidgo communication products in 1996 to both OEM eetail customers. In January
1998, we purchased certain fax software assetsitekNbystems, Inc. to provide LAN, Internet ancehmiet fax transmission solutions
designed for the corporate market. In Septembe8, 198 shipped our first Internet communicationgwsafe product. This multi-purpose
product provides for integrated telephony, multilegtmail, video surety, fax, video conferencing &xt based chat functionality over the
Internet and other IP protocol services such as $ AhNd WANSs. Designed to take advantage of highWwattld technology, this product
functions over a variety of IP connectivity harde@mcluding xDSL modems, cable modems, networkfate devices and analog modems.

In April 1999, we expanded our Macintosh divisioithithe acquisition of STF Technologies, Inc. Taggjuisition enhanced our ability to
develop and sell communications (primarily fax)teafre to the Macintosh market. Our Macintosh davisis currently working to provide
Internet telephony products for this market. Int8epber 1999, we acquired Pacific Coast Softwarhabowe could offer eCommerce
business solutions. In July 2000, we acquired thechStone Checklt product line (See Note 9 to tmsaclidated financial statements). We
market these products under the Smith Micro Chéeklbvrand including: Checklt(R) NetOptimizer, Ch&@R) Utilities; Checklt(R)
FastMove(R); and Checklt(R) Suite. Checklt(R) Ndifjzer analyzes and optimizes wireless, broadlzattidialup Internet connections for
maximum performance. Checklt(R) Utilities enableeng to uncover potential problems, check PC pmdoce and assess system reliability.
Checklt(R) FastMove is a file synchronization arahsfer program for users who work on multiple R@4 also includes file management
utilities. In addition, these products will be inded as components in the Checklt(R) Suite prodinse products will also be available in
special versions for OEM customers along with ChiéRlk Factory Edition, targeted at PC manufactuferdactory testing and burn-in.
Finally, in September 2000 we acquired the consgiitiractice unit of QuickStart Technologies, Iacprovider of integrated Internet business
services to middle market companies (See Notet®etconsolidated financial statements).

Our products for the consumer and business maaketavailable through Internet sales, retail staligect sales, e-tailers and value-added
resellers (VARS). Retail outlets that sell our pro include CompUSA, J&R Computer World, Officeddg Micro Center, Staples, Circuit
City, PC Connections, Multiplezones, Amazon, angsHElectronics. Our products can be purchasedaatronline locations, including
Buy.com, Beyond.com, Egghead.com. In the origigaligment manufacturers (or OEM) market we are lgepof communication and
diagnostic utility software, having shipped overmillion copies of products. Our OEM customers irtd manufacturers of wireless devices
and services, personal computers, digital cameidso capture cards, cable modems and data mod&msurrently maintain OEM
relationships with several companies including ¥eni



Apple, Hewlett Packard, Gateway, Brother InternadipPhilips Consumer Electronics, Viking Compomsedioom, DLink, Audiovox, LGIC,
Kyrocea, USR and 3Com.

We have recently broadened our consulting capasiltith the acquisition of the professional seggibusiness from QuickStart
Technologies, Inc. at the end of the third quaste2000. The majority of our solutions are Interreaited, focusing on eCommerce and
eBusiness, with consulting services that range sapporting our WebCatalog product to complete vtelkesign and installation and
infrastructure consulting services. We also offebgite hosting and co-location services as wedipgdication service provider services for
WebCatalog. Our eCommerce customers include Fahie@stment Resources, Boomtown Casino, Biomatregdycrest,
Greenmarketplace.com among others. Our infrastreictustomers include Trust Company of the WestkB@n-Coulter among others.

INDUSTRY BACKGROUNDS

Internet Industry - Businesses and consumers ang thee Internet to communicate, transact busiresse information, and access vast
information resources. The increasing demand farihet access is driving the adoption of new teldgythat enhances the Internet
experience. These advances are found in multinptisonal computers and Internet access devicesasugeireless devices, analog modems,
cable modems, xXDSL modems, network interface candssoftware solutions.

Manufacturers of connectivity devices such as analodems, cable modems, xDSL modems, wireless eewiad network interface cards
enable personal computer communication using da@ehections, or connections over the Internetaiméts, Local Area Networks and Wide
Area Networks. By adopting new technology, thesaurfecturers have been able to deliver products igher transmission speeds and
increased functionality. The rapid pace of thesngles, the need to support a variety of operatistgms, including Windows 95, Windows
98, Windows NT, Windows 2000, Windows ME, Windowg,@Jnix, Linux and Macintosh, and the desire tdedéntiate products, present a
significant communication software challenge. Mantiirers generally focus on hardware and do ndtifinost effective to internally
develop software to meet the evolving needs of camoation software for multiple platforms. Inste#ttgse manufacturers typically bundle
software from outside providers with their hardware

As technology develops and communication hardwawgcd manufacturers expand the functionality of samication devices,
communication software must be continually upgraaied improved in order for such devices to contirwueffer integrated, easy-to-use
solutions to enable this functionality to the esému Emerging telephony applications can providlediuplex speakerphones, complex
voicemail functions, wireless Internet access andréhanced level of information management capissilio the home and to offices of any
size. In addition, video conferencing, which traaitlly has been available only to high-end corfmbmardrooms at a cost of thousands of
dollars, has become increasingly affordable evérotone and small business users. Most recently, agrimation hardware device
manufacturers have introduced devices such as aadl@DSL modems that enable high speed Intermeisac These devices improve the
functionality and efficiency of voice, fax, datadavideo transmissions over the Internet or intren€he functionality of communication
software must continue to evolve to keep pace wgtisumer expectations, future hardware functionstla@ rapidly changing competitive
environment.

Diagnostic Software Industry - Diagnostic softwpreducts assist home or corporate users as wtdkhsical services departments of the
hardware manufacturers and hardware service comgatentify and repair computer system relatedre@ad other problems. As the
hardware manufacturers adopt new technology, thgndistic tools must be continuously improved ireottd solve new problems. The
challenge is to provide tools that support bothrtbeice and technically savvy technical supporspenel.

Computer Consulting IndustryGorporations continue to upgrade their internaiiess operations that are dependent upon comgygiEms
such as database management, accounting systemsten relations management, sales managemenglbasmother infrastructure
requirements. A corporation's information techngldgpartment generally will evaluate whether tagiesbuild or support these systems
internally or to contract some or all of this wadkspecialists with technical expertise. Many cogtions choose to use outside
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consulting contractors for this work in order tetis their resources on their core competenciesaoid the time and expense required to
train their own employees.

SMITH MICRO STRATEGY AND PRODUCTS

In the past, we operated as one business segmidat development and sales of software product2000, we restructured our internal
operations and management into two business segnsarfitware products and Internet solutions. TH#vswme products operating segment
develops and markets our software products, eXoepCommerce software. Within software productsfuvther concentrate on wireless and
broadband products, Macintosh products and théecklatail products for each of these concentratidhe Internet solutions segment
provides eCommerce software solutions, eBusineategly and integration of new infrastructure solusi into existing systems. The Internet
solutions segment also provides customer hostieg.Nbte 6 of Notes to Consolidated Financial Statemfor financial information related
to our operating segments.

In addition to our internal restructuring in 200 added key technologies by acquiring TouchStafwa@re Checklt software products and
QuickStart's consulting business. These acquisitimve enabled us to broaden our market opporaras well as our retail product offerir
and develop a consulting service organization withir company.

SOFTWARE PRODUCTS
The following is a list of the software products oféer, as well as a brief description of theimmipal features and functions:
WIRELESS & BROADBAND OEM SOFTWARE PRODUCTS

WIRELESS FAX /DATA PRODUCTS

QuickLink(R) Mobile 2000 Turns data capable wirel ess phones into wireless

modems

QuickLink(R) Mobile Enables users to be able
Phonebook phonebooks on a PC compu
databases to the phone

to easily edit wireless
ter and copy email or PIM

QuickLink(R) Fax 2000  Turns data capable wirel
modems

ess phones into wireless fax

DESKTOP FAX/D ATA VOICE PRODUCTS

QuickLink(R) Enables users to exchang e faxes and data files with
remote modems, fax/modem s and fax machines quickly
and easily

QuickLink(R) MessageCenter An integra ted voice, fax and data

communication software p
receive voice mail and e
with remote modems, fax/
quickly and easily

rogram that lets users
xchange faxes and data files
modems, and fax machines

UTILI

Checklt(R) FE (Factory A diagnostic utility th
Edition) demanding needs of PC ma
OEM's

TY PRODUCTS

at is designed to meet the
nufacturers and hardware



WIRELESS & BROADBAND OEM SOFTWARE PRODUCTS (CONTINU ED)

VIDEO AND

VideoLink(R) Enables video and audio
Internet, intranet or or
a standard analog modem

VideoLink(R) Mail Allows users to attach a
emails as self-extractin
recipients without speci

AudioLink(R) (conexs)  Enables users to make au

world with the convenien
Internet

MACINTOSH OEM SOFTWARE PRODUCTS

FAXstf(TM) Enables users to exchang
remote modems, fax/modem
and easily

VideoLink(R) Pro Enables users to convers

standard telephone line,
(WANS) and Local Area Ne

RETAIL SOFTWARE PRODUCTS

WIRELESS

QuickLink(R) Mobile 2000 Turns data capable wirel
modems

UTILIT

Checklt(R) Utilities Provides end-users the h
need to evaluate, fine-t

Checklt(R)

NetOptimizer(TM) An Internet performance
actually speeds up Inter
adjusting computer modem
to accept data faster fr

Checklt(R) FastMove(TM) A program that lets user
folders or directories w
of a button

Checklt(R) Pro A full-featured diagnost
to meet the demanding ne
and Support Personnel

AUDIO PRODUCTS

communications over the
dinary telephone lines using
connection

udio/video messages to
g files that can be opened by
al software

dio calls anywhere in the
ce and cost-efficiency of the

e faxes and data files with
s, and fax machines quickly

e with video and voice over a
Internet Wide Area Networks
tworks (LANS)

DATA PRODUCTS

ess phones into wireless

Y PRODUCTS

ardware information they
une and manage their systems

utility that

net usage by actually

, port and software settings
om the Internet

s copy files,
ith the single simple click

ic tool that is designed
eds of today's PC Technicians



RETAIL SOFTWARE PRODUCTS (CONTINUED)

DESKTOP & NETWORK FA

HotFax(R) MessageCenter An integrated voice, fax
communication software p
receive voice mail and e
with remote modems, fax/
quickly and easily

HotFax(R) MessageCenter An integrated voice, fax
Pro -- for the Mac software program that le
and exchange faxes and d
fax/modems, and fax mach

HotFax(R) Enables users to exchang
remote modems, fax/modem
and easily

HotFax(R) Share A client/server net faxi

eliminates the need for
which reduces cost and n

X/IDATA VOICE PRODUCTS

and data

rogram that lets users
xchange faxes and data files
modems, and fax machines

and data communication

ts users receive voice mail
ata files with remote modems,
ines quickly and easily

e faxes and data files with
s, and fax machines quickly

ng solution that
phone lines at every desktop,
etwork management

VIDEO AND AUDIO PRODUCTS
VideoLink(R) Mail Allows users to attach a udio/video messages to
emails as self-extractin g files that can be opened by
recipients without speci al software

Internet CommSuite(TM)  An all-in-one Internet c
enabling users to add vo
on-line chat

ommunications product
ice and video to e-mail and

Wireless and Broadband Products. We manufacturkanand sell valuadded wireless telephony, video and audio Intezoetmunications
diagnostic utilities, and core fax and data teleghsoftware products. We offer software produatdfindows 98, Windows 95, Windows
NT, Windows 2000, Windows ME, Unix and Linux opéngtsystems. With our strong engineering focus @ndrelationships with wireles
device, cable modem, xDSL modem, camera, persamapater, chip manufacturers and analog modem metuiéas, we strive to develop
communication and diagnostic utility software irieipation of changes in product design and toauste our OEM software to meet
specific customer requirements. To address the ktity of personal computer communication and dasdic utilities, we have consistently
developed products that we believe are intuitive @asy-to-use. Our strategy is to build upon thsy-¢a-use reputation of our OEM software
products to encourage new users to migrate toegail products, as they require higher levels otfionality.

Our products are targeted to both original equipmamufacturers and retail customers. Our OEM cnsts include cell phone
manufacturers, digital video camera manufacturessgnal computer manufacturers, wireless servioeigers, analog, cable and DSL
modem manufacturers. In addition, our custom ergging services bring more than 20 years of hardwacksoftware experience to OEMs
seeking to better market their products by addajteonal product features, removing unwanted festicustomizing existing features and
translating an application into additional language

Macintosh Products. With the acquisition of STFAremogies in 1999, we became a major provider afroanications software fax products
for home and business users of Apple's MacintasB0DO, we added the only industry standard videderencing technology.

Retail Products. Part of our focus within our saftesproducts segment is selling our products, diolyour Macintosh and wireless and
broadband products, to the retail market. We seliretail products to the larger North Americartrdisitors and retailers, as well as the
regional and smaller national distributors, catalagd



Internet resellers. We also sell our products imgonally with customers ranging from distributoralue-added resellers and large resellers.
We also sell our retail products to valagded resellers through our VAR Plus program. TA&\Plus program includes appropriate disco
on our retail products, preferential technical sappand marketing support.

INTERNET SOLUTIONS

The acquisition of Pacific Coast Software in 19%&ked our entry into the professional services glimg) eCommerce market. The third
quarter 2000 acquisition of the professional s@wvicusiness from QuickStart Technologies, Inc. eded the consulting business that the
division can offer to a complete end-to-end corpmafrastructure consulting service. In addititre division develops and sells retall
products and technologies for the Internet commspeee.

The professional services are broken out into ellewiing areas:
Business Intelligence helps clients to warehousteaet, and integrate data for enhanced accesgihitid effective decision support

eBusiness Strategy--provides complete strategyutiimg, as well as research and development forpaonies in all stages of eBusiness
evolution from initial strategy and planning, thgbudesign and development, to final hosting anchteaance

eCommerce Solutions utilizes the latest tools actriologies to develop eBusiness sites
Infrastructure provides plan, design, integratiod anplementation of new enterprise packages intacbient's existing infrastructure.

Customer Relationship Management implements inmgatays to increase revenue per transaction amgactions per customer by
reducing sales cycles and selling costs, shortgmiolglem resolution, lowering service and supposts, increasing customer satisfaction,
increasing campaign effectiveness, accurate fotiagaand selling in context staffing.

The following is a list of the products we offeraar Internet Solutions segment:

WIRELE

Wireless WebDNA(TM) An additional function t
site built using WebCata

capability.
WEB SITE
WebCatalog(TM) Provides the tools neces
an eCommerce Web store s
and Linux.
WebDNA(TM) Enables web sites to be
text files.

WebCatalog(TM) Builder - Provides an easy-to-use
for Windows a Web store on the Mac o

WebCatalog(TM) Builder - Provides an easy-to-use
for the Mac a Web store on the Mac o

SS PRODUCTS

hat can be added to a Web
log that enables WAP

BUILDING TOOLS

sary to develop a Web site or
upporting Windows, Mac, Unix
created with standard HTML
process to design and Launch
perating system.

process to design and Launch
perating system.



ACQUISITIONS

In September 2000, the Company acquired the eBssitansulting practice of QuickStart Technologiies, As a result of this acquisition,
we now have a comprehensive suite of servicessistaniddle market clients in planning, implemegtand supporting eBusiness initiatives.
These services include methodologies to help difodus, define and prioritize Internet investmedéeyelop eCommerce sites and custom
eBusiness applications; implement tools to increagenue per online transaction and transactionsystomer; warehouse, mine and
integrate data for enhanced accessibility and gfiedecision support; and select the right tecbgglinfrastructure to support eBusiness.

In July 2000, we acquired the Checklt(R) line dtware products from Touchstone Software Corporatiod eSupport.Com, Inc., a wholly
owned subsidiary of TouchStone Software Corporatida market these products under the Smith Micredkh brand including: Checklt(F
NetOptimizer(TM), Checklt(R) Utilities; Checklt(FHastMove(TM); and Checklt(R) Suite. Checklt(R) Nptithizer(TM) analyzes an
optimizes wireless, broadband and dialup Internanections for maximum performance. Checklt(R)iti##$ enables users to uncover
potential problems, check PC performance and asystsm reliability. ChecklIt(R) FastMove(TM) isikefsynchronization and transfer
program for users who work on multiple PC's and aisludes file management utilities. These prosluat! also be included as components
in the Checklt(R) Suite product. These products aldo be available in special versions for OEMteoeers along with Checklt(R) Factory
Edition, targeted at PC manufacturers for factestihg and burn-in.

In September 1999, Smith Micro acquired all of thistanding capital stock of Pacific Coast Softwateadquartered in San Diego,
California, PCS is now a wholly owned subsidiangafith Micro. PCS is a developer and publisher@rmmerce software products and
provides development and web hosting servicestoustomers.

In April 1999, Smith Micro acquired all of the otdrding capital stock of STF Technologies, Inc. $& developer and publisher of fax and
communications software products for the Apple Maash computer. Headquartered in Concordia, Miss8UiF is now a wholly owned
subsidiary of Smith Micro.

SALES AND MARKETING

Our products are available worldwide to customlersugh channels that include distributors, retadjl order, corporate resellers, Internet-
based resellers or "e-tailers," value added raseleiginal equipment manufacturers and educatiosttutions. We also sell some of our
products and product upgrades over the Internetitir our own webstore.

We maintain distribution relationships with majodependent distributors. These distributors stagkpooducts for redistribution to
independent dealers, consultants and other reséil also maintain relationships with major retai] while marketing to these retailers
through independent distributors. Our sales foroekasclosely with our major distributor and reseiecounts to manage the flow of orders,
inventory levels and sell-through to customers.alée work closely with them to manage promotiond atier selling activities.

Our agreements with distributors are generally nolusive and may be terminated by either party suithcause. These distributors are not
within our control and are not obligated to purehpsoducts from us. These distributors also reptesther vendors' product lines. For
information with respect to distributors that regget more than 10% of our revenues, see Note ®tefsNo Consolidated Financial
Statements of this Form 10-K.

Our marketing activities include advertising indeatechnical and business publications, on-lineegising, public relations, cooperative
marketing with distributors, resellers and dealdigct mailings to existing and prospective endrsigind participation in trade and computer
shows.



We are exposed to the risk of product returns aatkdown allowances with respect to our distributond retailers. We are generally not
contractually obligated to accept returns, exceptiefective and damaged products. However, wepaayit customers to return or excha
product and may provide price protection on prosluetsold by a customer. In addition, we may prowdekdown allowances, which consist
of credits given to customers to induce them toelothe retail sales price of certain products irefiiort to increase sales to consumers and to
help manage our customers' inventory levels irdtbgibution channel. Although we maintain a reseior returns and markdown allowanc
and we manage our returns and markdown allowaheesgh our authorization procedure, we could chaosecept substantial product
returns and provide markdown allowances to mairgamrelationships with retailers and our accesdigtsibution channels. We consider
return requests on a case-by-case basis, takingantsideration factors such as the products imdlthe customer's historical sales volume
and the customer's credit status. As a percentager met revenues, retail sales represented 2519%r revenues in 2000, 31.9% of our
revenues in 1999 and 24.8% of 1998 revenues Ftrefiudiscussion, see Summary of Significant AccimgnPolicies and Notes to
Consolidated Financial Statements in this Form 10-K

Our OEM market continues to evolve as we continueffer new communications products and OEMs adept technologies and software
bundling techniques. Our OEM customers include metine manufacturers, personal computer and camemafacturers. These
manufacturers bundle or pre-load our software prtiwith their own hardware products. We have teded our products into as many as 18
languages to allow our OEM customers the flexipitif offering multi-language products that meet tleeds of their worldwide markets.

The cycle from the placement of an OEM order t@ginig is very short. OEM customers generally opeteitder a just-itime system and w
generally ship our products as we receive ordedglittonally, an increasing percentage of our OENMeraie is derived from royalties accrued
by customers that are authorized to replicate ofiware products on a CD or to preload our software personal computer. As a result of
these factors, we have relatively little backlogdar wireless and broadband products at any dgimes and we do not consider backlog to be
a significant indicator of future performance. Mover, we generally do not produce software in adgaf anticipated orders and therefore
have insignificant amounts of inventory. As a resftithe foregoing, our revenues in any quartersatestantially dependent on orders booked
in that quarter.

The three largest OEM customers, and their respeaffiliates, in each year, have accounted fo8%0of our net revenues in 2000, 26.8% of
our net revenues in 1999 and 33.0% in 1998. Ouontajstomers could reduce their orders of our petedim favor of a competitor's product
or for any other reason. The loss of any of ouram@EM customers, decisions by a significant OEMtomer to substantially decrease
purchases or our inability to collect receivablesif these customers could have an adverse effemtiobusiness. We allow our OEM
customers to return unused software. To date, herysuch returns have been insignificant.

Our consulting service assists customers in deppgind using computer operating systems, applitsitiand communications products. This
group works out of our Internet solutions group aetps create enterprise-wide computing solutionsarge corporate accounts. We work
with Microsoft Consulting Services as a Certifienl@ions Provider. Through this relationship we abée to provide to our customers a wide
range of Microsoft product-related services antinetogy solutions implemented with our consultahigh levels of technical skill and
knowledge.

CUSTOMER SERVICE AND TECHNICAL SUPPORT

We provide technical support and customer serviceugh our web site, email, telephone and fax. Qftistomers generally provide their
own primary customer support functions and relyusrior back-up support for their own technical suppersonnel. We provide technical
support to end users of OEM customers throughetienical support section of our web site.

PRODUCT DEVELOPMENT

The software industry, particularly the Internetlavireless/broadband markets, are characterizedfigl and frequent changes in technology
and user needs. We work closely with industry gsoaipd customers, both current and
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potential, to help us anticipate changes in teamobnd determine future customer needs. Softwaretibnality depends upon the
capabilities of the hardware. Accordingly, we maintengineering relationships with various hardwaard silicon chip manufacturers and we
develop our software in tandem with their developm®ur engineering relationships with manufactsyras well as with our major
customers, are central to our product developmigmit® In addition, we participate in software guxt developer programs sponsored by
industry companies such as Microsoft, Intel andl&pp

MANUFACTURING

Our software is sold in three forms. Our softwareadld in a package that includes diskettes or &RCIM, a manual and certain other
documentation or marketing material. We also peoitain of our OEM customers to duplicate theinadiskettes or CIROMs and pay us
royalty based on usage. This method of sale doeseqgaire us to provide a disk or manual. Finallg, grant licenses to certain OEM
customers that enable those customers to pre-leagyaof our software onto a personal computer'd Heve. With the corporate sales
program, we offer site licenses under which a c@eouser is allowed to distribute copies of thitwsare to users within the corporate sites.

Our product development groups produce a mastaf €D-ROMs or diskettes and documentation for gacluct that is then duplicated
and packaged into products by the manufacturingraegtion. Purchasing of all raw materials is dope&Smith Micro Software personnel in
our Aliso Viejo, California facility. The manufaaiag steps that are subcontracted to outside ozg#ans include the replication of CD-
ROMs, printing of documentation materials and adsgmof the final packages. We perform diskette éigtlon and assembly of the final
package in our Aliso Viejo, California manufactuifacility.

COMPETITION

The markets in which we operate are highly comipetéind subject to rapid changes in technology. Sttetegic directions of major personal
computer hardware manufacturers and operatingraydéelopers are also subject to change. We comptttether software vendors for
access to distribution channels, retail shelf spackthe attention of customers. We also compéteatiher software companies in our efforts
to acquire software technology developed by thadips and in attracting qualified personnel.

We believe that the principal competitive factdifeeting the communication and diagnostic utilipftsvare market include product features
and ease of use, willingness of the vendor to coigthe product to fit customer-specific needsedpct reputation, product quality, product
performance, price, customer service and suppdrttaneffectiveness of sales and marketing efféithough we believe that our products
currently compete favorably with respect to thesgdrs, there can be no assurance that we canaimaintr competitive position against
current and potential competitors, especially thegk significantly greater financial, marketingrsice, support, technical and other
resources.

Because there are relatively low barriers to emtthe communication and diagnostic utility softeamarket and because rapidly changing
technology is constantly creating new opportunitiethis market, we expect new competitors to etitermarket. We also believe that
competition from established and emerging softvearapanies will continue to intensify as fax andadapplications merge with video and
audio applications and the emerging cellular, wessland Internet telephony markets develop. Th&etsain which we compete have been
characterized by the consolidation of establiste@drounication software suppliers and we believe thiattrend may continue, which may
lead to the creation of additional large and bdtteanced competitors. Increased competition coeddilt in price reductions, reduced gross
margins and loss of market share, any of whichdchave a material adverse effect on our business.

We face competition from Microsoft, which dominathe personal computer software industry. Duestoniarket dominance and the fact that
it is the publisher of the most prevalent persamomhputer operating systems, Windows, Microsoft@epnts a significant competitive threg
all personal computer software vendors, includiagWe also compete with Symantec, McAfee, CUseeie’d/T, among others, for
communication software products.
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Some of our competitors have a retail emphasiso#fied OEM products with a reduced set of featufidee opportunity for retail upgrade sa
may induce these and other competitors to make @Eiducts available at their own cost or even asa.lSuch a pricing strategy could have
an adverse effect on our business.

Many of our other current and prospective competitmve significantly greater financial, marketisgrvice, support, technical and other
resources than Smith Micro. Moreover, these congsamiay introduce additional products that are caiiyEewith ours, and our products
may not compete effectively with such products. hgbeve that our ability to compete depends on el@mboth within and outside of our
control, including the success and timing of neadpict development and introduction, product pertomoe, price, distribution and customer
support. We may not be able to compete successfithyrespect to these and other factors. We belibat the market for our software
products has been and will continue to be charaetdby significant price competition. A materiatiuction in the price of our products ca
negatively affect our profitability.

Many of our existing and potential OEM customergehgubstantial technological capabilities. Thesstamers may currently be developing,
or may in the future develop, products that compétectly with our products. In such event, thegstomers may discontinue purchases of
our products. Our future performance is substdpttldpendent upon the extent to which existing O&tidtomers elect to purchase
communication software from us rather then desighdevelop their own software. In light of the fttat our customers are not contractually
obligated to purchase any of our products, they ogmge to rely, or fail to expand their reliangepe as an external source for
communication software in the future.

PROPRIETARY RIGHTS AND LICENSES

Our success and ability to compete is dependent aposoftware code base, our programming methgiedaand other intellectual
properties. To protect our proprietary technologg,rely on a combination of trade secret, nond&ale and patent, copyright and trademark
law that may afford only limited protection. We &pfor various patents and trademarks to proteetliectual property. We seek to avoid
disclosure of our intellectual property by requiriemployees and consultants with access to ourriptapy information to execute
confidentiality agreements with us and by restmigtaccess to our source code. Prior to becomingkcty held entity, we did not require our
employees to execute confidentiality agreements ust The steps that we have taken to protectmorigtary technology may not be
adequate to deter misappropriation of our propnyetgformation or prevent the successful assentiban adverse claim to software utilized
us. In addition, we may not be able to detect umariged use of our intellectual property rightdake effective steps to enforce those rights.

In selling our products, we primarily rely on "stkiwrap" licenses that are not signed by licenseels therefore, may be unenforceable under
the laws of certain jurisdictions. In addition, tlagvs of some foreign countries do not protectpaprietary rights to as great an extent as do
the laws of the United States. Accordingly, the ngeae use currently to protect our proprietary tSghay not be adequate. Moreover, our
competitors may independently develop similar tebbgy to ours. We also license technology on a exclusive basis from several
companies for inclusion in our products and andétgthat we will continue to do so in the futufewé are unable to continue to license these
technologies or to license other necessary techgieddor inclusion in our products, or if we ex@ece substantial increases in royalty
payments under these third party licenses, ounksasicould be materially and adversely affected.

Although we believe that our products do not irgeron the intellectual property rights of othergitsa claim may be asserted against us in
the future. From time to time, we have received imay receive in the future communications fromdhgarties asserting that trademarks t
by us or features or content of certain of our patsl infringe upon intellectual property rightsdhély such third parties. As the number of
trademarks, patents, copyrights and other intelldgiroperty rights in our industry increases, asdhe coverage of these patents and rights
and the functionality of products in the marketfier overlap, we believe that our products, witkirtiexisting technology, may increasingly
become the subject of infringement claims. Morepaay of these proceedings could also result in
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an adverse decision as to the priority of our itieers. Such results would materially and adversdfgct us, and may also require us to ob
one or more licenses from third parties. We mayheoable to obtain any such required licenses upasonable terms, if at all, and the fail
by us to obtain such licenses could prohibit usifeelling some of our products or require us to ifiyabme of our existing products.

EMPLOYEES

As of December 31, 2000, Smith Micro had a total bf employees, of which 51 were engaged in engimge38 were in sales and
marketing, ten were in customer support, 12 wefnamce and administration and six were in manufiag. We utilize temporary labor to
assist during periods of increased manufacturingnae. We believe that our future success will depi@riarge part upon our continuing
ability to attract and retain highly skilled man&gk sales, marketing, customer support, reseanchdevelopment personnel and consulting
staff. Like other software companies, we face iséecompetition for such personnel, and we havienastexperienced and continue to
experience difficulty in recruiting qualified perseel. There can be no assurance that we will beesséul in attracting, assimilating and
retaining other qualified personnel in the futiée are not subject to any collective bargainingeagrent and we believe that our
relationships with our employees are good.

ITEM 2. PROPERTIES

Our principal administrative, sales and marketmgstomer support and research and developmentyasilocated in approximately 28,500
square feet of space in Aliso Viejo, California. Wave leased this facility through March 31, 200 also lease a facility of approximately
7,000 square feet in San Diego, California purstaatlease that expires July 31, 2005. We opexaténternet solutions segment out of our
San Diego facility and a portion of our Aliso Vidacility, with the remaining facilities serving osoftware products segment. Our other
locations include a facility of approximately 3,18§uare feet in Beaverton, Oregon pursuant toselediich extends through February 28,
2005, a facility of approximately 1,900 square feeBoulder, Colorado pursuant to a lease whiclerds through August 31, 2002, a facility
of approximately 3,000 square feet in Lee's Sumissouri pursuant to a lease that expires AuglisB04, and a facility of approximately
2,000 square feet in Plano, Texas, pursuant taseleshich extends through August 31, 2003. We \xelieat suitable additional or alternat
space will be available in the future on commelgiedasonable terms as needed.

ITEM 3. LEGAL PROCEEDINGS

There were no pending legal issues at this time.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of stolddns during the quarter ended December 31, 2000.
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PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER
MATTERS
MARKET INFORMATION

Our common stock is traded on the Nasdaqg Natioraak®t under the symbol "SMSI." The high and lowsiig sale prices for our common
stock as reported by Nasdaq are set forth belowhfperiods indicated.

High Low
YEAR ENDED DECEMBER 31, 2000:
First Quarter $32 2 3/4
Second Quarter 177/ 16 4 3/8
Third Quarter 71/ 2 3
Fourth Quarter 31/ 4 3/4
YEAR ENDED DECEMBER 31, 1999:
First Quarter 37/ 8 17/8
Second Quarter 37/ 8 113/16
Third Quarter 3 11/2
Fourth Quarter 113/ 4 5/8
YEAR ENDED DECEMBER 31, 1998:
First Quarter 59/ 16 19/16
Second Quarter 47! 16 21/4
Third Quarter 23/ 4 11/4
Fourth Quarter 43/ 8 17/16

On March 19, 2001, the closing sale price for @mmmon stock as reported by Nasdag was $2.0625.
HOLDERS

As of March 19, 2001, there were 116 holders obré@of our common stock.

DIVIDENDS

We have never paid any cash dividends on our constomk and we have no current plans to do so.
RECENT SALES OF UNREGISTERED SECURITIES

None.
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USE OF PROCEEDS FROM INITIAL PUBLIC OFFERING

The effective date of our first registration stagerfiled on Form S-1 (Registration No. 33-950968)er the Securities Act of 1933, as
amended, was September 18, 1995. The class ofitsexoegistered was common stock. The offering m@mced on September 19, 1995 and
all securities were sold in the offering. The mangainderwriters for the offering were HambrechQ&ist LLC and Oppenheimer & Co., li

Pursuant to the registration statement, we sold010D0 shares of common stock for an aggregatemgferice of $20,400,000, and certair
our stockholders sold 2,210,000 shares of our camstack for an aggregate offering price of $26,6Q0,

We incurred expenses of $2,262,000, of which $1@®Brepresented underwriting discounts and conmomissand $834,000 represented
other expenses. All such expenses were directdineict payments to others. The net offering prosdedis after total expenses were
$18,138,000.

As of December 31, 2000, we had used the net pdsdeem the offering as follows: $4,188,000 to iepanounts due under a promissory
note issued by us to certain of our stockholdeis part of a distribution of retained earningsanmection with our prior S corporation status,
$3,011,000 for our acquisition of Performance Cotimgulincorporated, which was consummated in Mar@®61 $1,091,000 for our
acquisition of STF which was consummated in Ap8i92, $458,000 for our acquisition of technologyegs$rom Mitek Systems, Inc., which
was consummated in January 1998, $73,000 for qyuisition of the Checklt(R) products from TouchStdoftware Corporation in July
2000, $94,000 for the consulting division of Quitk$ Technologies in September 2000, $190,000&arattyuisition of other technologies ¢
$6,900,000 has been used for working capital requénts. We have invested the remainder of therneepds from the offering in U.S.
Government obligations and corporate bonds. Theofigee proceeds from the offering does not repreaanaterial change in the use of the
proceeds described in the prospectus that is p#ieagegistration statement.
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ITEM 6. SELECTED FINANCIAL DATA

YEAR ENDED DECEMBER 31,

2000 1999 1998 1997 1996

(in thousands, except per share data)
STATEMENT OF OPERATIONS DATA:
Net Revenues:

Software $11,143 $10,700 $10,151 $12,229 $22,483
Consulting 2,595
Total Net Revenues 13,738 10,700 10,151 12,229 22,483
Cost of Revenues:
Software 2,499 2,476 2,911 3,868 6,808
Consulting 1,150
Total Cost of Revenues 3,649 2,476 2911 3,868 6,808
Gross profit 10,089 8,224 7,240 8,361 15,675
Operating expenses:
Selling and marketing 5,578 6,135 3,984 3,725 3,275
Research and development 4,041 3,826 3,416 3,420 3,491
General and administrative 3,985 3,923 3,556 4,227 3,879
Acquired in-process research
and development 5,169
Total operating expenses 13,604 13,884 10,956 11,372 15,814
Operating loss (3,515) (5,660) (3,716) (3,011) (139)
Interest income, net 414 447 708 711 837
Income (loss) before income taxes (3,101) (5,213) (3,008) (2,300) 698
Income tax expense (benefit) 54 888 (1,112) (839) 2,435
Net loss $(3,155) $(6,101) $(1,896) $(1,461) $(1,737)
Net loss per share, basic and diluted  $ (0.20) $(0.40) $(0.13) $(0.10) $(0.12)

Weighted average shares, basic
and diluted 15,984 15,292 15,075 15,075 14,992

AS OF DECEMBER 31,

2000 1999 1998 1997 1996
Balance Sheet Data:
Total assets $ 15,314 $ 15,929 $20,947 $21,853 $ 24,158
Total liabilities 2,887 2,097 2,655 1,664 2,501
Retained earnings (accumulated deficit) (12,378) (9,223) (3,122) (1,226) 235
Total stockholders' equity 12,427 13,832 18,292 20,188 21,649

The table set forth above sets forth our seleatedalidated financial data. We prepared this infttion using the consolidated financial
statements of Smith Micro for the five years enBedember 31, 2000 which have been restated todache operations of Pacific Coast
Software on a pooling-of-interests basis as if thag combined with Smith Micro prior to the begimgiof the periods from 1996 to 1999.

You should read this selected consolidated findmigita along with the consolidated financial stagate and related Notes contained in this
Report and in our subsequent reports filed withSBE€, as well as the section of this Report andther reports titled "Managements
Discussion and Analysis of Financial Condition &ebults of Operations".
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

CERTAIN STATEMENTS IN THIS REPORT, INCLUDING STATEENTS REGARDING THE COMPANY'S STRATEGY, FINANCIA
PERFORMANCE AND REVENUE SOURCES, ARE FORWARD-LOOKENSTATEMENTS WITH THE MEANING OF THE
PRIVATES SECURITIES LITIGATION REFORM ACT OF 1995ECTION 21E OF THE SECURITIES EXCHANGE ACT OF 1924
AMENDED, AND SECTION 27A OF THE SECURITIES ACT OPR33, AS AMENDED, AND ARE SUBJECT TO THE SAFE
HARBORS CREATED BY THOSE SECTIONS. THESE FORWARD-QO®ING STATEMENTS ARE BASED ON CURRENT
EXPECTATIONS AND ENTAIL VARIOUS RISKS AND UNCERTAINIES THAT COULD CAUSE ACTUAL RESULTS TO DIFFER
MATERIALLY FROM THOSE EXPRESSED IN SUCH FORWARD-LGONG STATEMENTS. THE COMPANY'S ACTUAL RESULTS
COULD DIFFER MATERIALLY FROM THE RESULTS ANTICIPATD IN THESE FORWARD-LOOKING STATEMENTS AS A
RESULT OF CERTAIN FACTORS SET FORTH UNDER "RISK FAORS" AND ELSEWHERE IN THIS REPORT. READERS ARE
URGED TO CAREFULLY REVIEW AND CONSIDER THE VARIOU®ISCLOSURES MADE BY THE COMPANY IN THIS REPORT
AND IN THE COMPANY'S OTHER REPORTS FILED WITH THEEES, INCLUDING THE COMPANY'S ANNUAL REPORT ON
FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2000 ANDUR SUBSEQUENT REPORTS ON FORMS 10-Q [ANIX8-THAT
ATTEMPT TO ADVISE INTERESTED PARTIES OF CERTAIN RKS AND FACTORS THAT MAY AFFECT THE COMPANY'S
BUSINESS. READERS ARE CAUTIONED NOT TO PLACE UNDWRELIANCE ON THESE FORWARD-LOOKING STATEMENTS
TO REFLECT EVENTS OR CIRCUMSTANCES OCCURRING AFTHRIE DATE HEREOF. YOU SHOULD READ THE FOLLOWIN:!
DISCUSSION AND ANALYSIS IN CONJUNCTION WITH THE COMANY'S CONSOLIDATED FINANCIAL STATEMENTS AND
NOTES THERETO CONTAINED ELSEWHERE IN THIS REPOF

OVERVIEW

We are a developer and marketer of wireless, conoations, diagnostic utility and eCommerce softwareducts and a provider of
professional consulting services. We design integrecross platform, easy-to-use software for peascomputing and business solutions and
provide consulting services consisting of integildteernet business services to middle market caepaOur software includes products
developed for the Internet and broad-band techmedogroducts that enable eCommerce, Internet corimations (voice-over-1P), video
conferencing, wireless communications, generaksyaitility products and network fax along with titewhal computer telephony.

We continue to develop new products that leverdfyeur core technologies to address the consumeéof the Internet and corporate
intranets. We intend to leverage our experiencepasition with original equipment manufacturersneoonly known as OEMSs, to deploy
these new product releases. Additionally, we apaer#ling our customer base to include manufacttinetproduce devices that take
advantage of the high bandwidth Internet connegtstich as cable and xXDSL modems. Our corporatdugts are designed to provide cost
effective and efficient methods of communicatingtttake advantage of corporate local and wide meéaorks, including the Internet or
intranets. Through our consulting services, weraifeomprehensive suite of services to assist middirket clients in planning,
implementing and supporting eCommerce, eBusinegsrdirastructure initiatives.

In April 1999, we expanded our Macintosh divisioithithe STF acquisition. Goodwill recorded in thogaisition of STF was $2,271,000 and
is amortized over seven years. In September 1989arged with PCS to provide eCommerce businesicas. In July 2000, we acquired
the TouchStone Checkit product line (See Notetbéaconsolidated financial statements). Acquiretinelogy recorded in the acquisition of
the TouchStone Checklt asset was $721,000 andastized over three years through charges agairsstafaevenues. Also, in September
2000, we acquired the consulting practice unit ofoRStart Technologies, Inc., a provider of intégdalnternet business services to middle
market companies. (See Note 9 to the consolidateddial statements). Goodwill recorded in the &sitian of the QuickStart unit was
$602,000 and is amortized over three years.
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We recognize revenues from sales of our softwamapleted products are shipped and title pasgas, foyalties generated as authorized
customers duplicate our software, and collectiateismed probable. Revenues for consulting seraieesecognized as such services are
performed. (See Note 1 of the notes to our conat@itifinancial statements.) We continue to intreduew products and our future success
will depend in part on the continued introductidmew and enhanced OEM, retail and corporate prtsdhat achieve market acceptance.
Revenues are net of estimated returns and othestatgnts at the time the products are shipped.

The OEM product ordering cycle beginning from plaeat of an order to shipment is very short. OEMam&rs generally operate under a
just-in-time system and order software to be deliveredeeded by their manufacturing operations. Wergdiy ship our products as we
receive orders and, accordingly, we have histdyicgderated with little backlog. We do not consitlecklog to be a significant indication of
future performance. As a result, our sales in argrigr are dependent on orders booked and shipghdtiquarter and are not predictable
with any degree of certainty. Moreover, we gengrddl not produce software in advance of orders Hatefore, have not maintained a
material amount of software inventory.

Beginning in the third quarter of 1998, we renewead commitment of resources and efforts towardsetal channel. Our effort coincided
with the launch of our first retail Internet telepty product, Internet CommSuite. Our strongestilirptaduct continues to be HotFax
MessageCenter, which provides fax, answering machiml data communication functionality via the PQr acquisition of the TouchStone
product line in September 2000 has significantréased our retail product offering. We are inaagiretail outlets, particularly office sup
chains such as Staples, Office Depot and Office Btaknumerous Internet retail stores. As a redtiis expansion, sales to Ingram Micrc
retail distributor, were 20.4% of our net revenure2000, 23.4% of our net revenues in 1999 and%&0our net revenues in 1998. Invent

in the retail channel exposes us to product retMfesconsider this exposure when we establish alhmes for product returns. While returns
have historically been estimatable, substantiailrnst of products from the retail channel could harnedverse effect on our business, results
of operations and financial condition.
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RESULTS OF OPERATIONS

The following table sets forth certain consolidastatement of operating data as a percentageadfréatenues for the periods indicated:

YEARS ENDED D ECEMBER 31,
2000 199 9 1998

Net Revenues:

Software 81.1% 100. 0% 100.0%

Consulting services 18.9%
Total net revenues 100.0% 100. 0% 100.0%
Cost of revenues:

Software 18.2% 23. 1% 28.7%

Consulting services 8.4%
Total cost of revenues 26.6% 23. 1% 28.7%
Gross profit 73.4% 76. 9% 71.3%
Operating expenses:

Selling and marketing 40.6% 57. 3% 39.3%

Research and development 29.4% 35. 8% 33.7%

General and administrative 29.0% 36. 7% 35.0%
Total operating expenses 99.0%  129. 8%  108.0%
Operating loss -25.6%  -52. 9%  -36.7%
Interest income, net 3.0% 4, 2% 7.0%
Loss before income taxes -22.6% -48. 7% -29.7%
Income tax expense (benefit) 0.4% 8. 3% -11.0%
Net loss -23.0%  -57. 0% -18.7%

YEARS ENDED DECEMBER 31, 2000, 1999, AND 1998
REVENUES

Total net revenues were $13.7 million, $10.7 millaind $10.2 million for 2000, 1999 and 1998, repely, representing increases of $3
million, or 28.4%, from 1999 to 2000, and $500,0005.4%, from 1998 to 1999. Ingram Micro, a distition customer, accounted for 20.¢
23.4% and 18.0% of total revenues for 2000, 199P1898 respectively.

Software. Net software revenues were $11.1 millgi).7 million and $10.2 million in 2000, 1999 at®@PB8, respectively, representing
increases of $400,000, or 4.1%, from 1999 to 20@D%500,000, or 5.4%, from 1998 to 1999. The inseen net software revenue from 1999
to 2000 was due, in part, from additional retaiésgrovided by the TouchStone acquisition whiaktplace in July 2000 and from sales of
our new Quick Link Mobile software to cellular premanufacturers. Software revenues accounted f&@8af total revenues in 2000 and
were not separately classified in the previousyeaing reported. Our efforts to diversify our neskgenerated the growth in our net
software revenues with contributions to this ineezaoming from our retail product sales, additiczzdés of Apple Macintosh products as a
result of the acquisition of STF in April 1999 ae@ommerce products resulting from the acquisitibR®S in September 1999.

Consulting Services. Consulting services revenuse \$2.6 million in 2000 and were not significantlib98 or 1999. Consulting services
revenues were generated by the acquisition of RG®ptember 1999, which we expanded upon in 20@Dthe QuickStart acquisition whi
took place in September 2000. Consulting servieesnue accounted for 18.9% of total revenues i©200
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COST OF REVENUES

Cost of Software revenues. Cost of software revemss $2.5 million, $2.5 million and $2.9 milliom 2000, 1999 and 1998, respectively,
representing no change from 1999 to 2000 and adserof $400,000, or 14.9%, from 1998 to 1999. Gobsbftware revenue as a percentage
of software revenues was 22.4%, 23.1% and 28.79000, 1999 and 1998, respectively. The decreasesinof software revenue as a
percentage of software revenues from 1999 to 20)due primarily to the continuation of increasdeMDbusiness being derived from
royalties as opposed to kitted product. The deer@asost of software revenue as a percentagefiae revenue from 1998 to 1999 was
attributable primarily to an increased amount of\DRUSiness being derived from royalties and aneiase in the amount of retail sales in our
overall sales mix.

Cost of Consulting Service revenues. Cost of caimsuservice revenues was $1.2 million in 2000c8iwe did not begin consulting services
until September 1999, cost of consulting servisenees was not significant in 1999 and non-existett®98. Cost of consulting services
revenues includes the cost of our consulting persioend the cost of hiring outside contractorsuggp®rt our staff of consultants. Cost of
consulting services revenues as a percentage efiltimy services revenues in 2000 was 44.3%.

OPERATING EXPENSES

Selling and Marketing. Selling and marketing exgasnsere $5.6 million, $6.1 million and $4.0 million2000, 1999 and 1998, respectively,
representing a decrease of $500,000, or 9.1%, 1288 to 2000 and an increase of $2.1 million, 00%} from 1998 to 1999. Our selling ¢
marketing expenses consist primarily of personosts; advertising costs, sales commissions and glaow expenses. These expenses vary
significantly from quarter to quarter based ontilreng of trade shows and product introductionse Tecrease in our selling and marketing
expenses in 2000 over 1999 was primarily the regdh approximate $1.0 million reduction in spemnpfor costs related to advertising and
trade shows. These savings were partially offseéhbreases in hiring-related spending increasesiireCommerce business, including
salaries and related personnel expenses andic#ikpenses which totaled approximately $600,0086.increase in our selling and
marketing expenses in 1999 over 1998 was primdrily to increased expenditures for our major retatiucts, and our expansion efforts in
the eCommerce and Macintosh markets.

Research and Development. Research and developx@enses were $4.0 million, $3.8 million and $3idlion in 2000, 1999 and 1998,
respectively, representing an increase of $200,008,6%, from 1999 to 2000, and an increase oO®MD, or 12.0%, from 1998 to 1999.
Our research and development expenses consistrpyimpersonnel and equipment costs requiredotadeict our software development
efforts. We remain focused on the development apdrsion of our technology, particularly our Intefrtechnology. Our development effc
include work on our eCommerce products, Interrlepteony and videoconferencing products, includingcMtosh versions, wireless produ
and new digital cameras as they are developedirithease in our research and development expem@890 over 1999 was primarily due
increases in salaries and related expenses ofappaiely $287,000 which was offset by reductionpimchased technologies of
approximately $92,000. The increase in our reseanchdevelopment expenses in 1999 over 1998 waaply due to the additional
engineering resources acquired in the expansionioMacintosh Division through the acquisition dfFSTechnologies.

General and Administrative. General and adminiseaxpenses were $4.0 million, $3.9 million andé®3illion in 2000, 1999 and 1998,
respectively, representing an increase of $100,000,6%, from 1999 to 2000, and an increase oOFRM, or 10.3%, from 1998 to 1999.
The increase in our general and administrative ms@ein 2000 over 1999 resulted when reductionalaries and related expenses of
approximately $757,000 were offset by increasemimsulting fees for investor relations of approxeia$108,000, bad debt expense of
approximately $545,000 primarily related to our e@eerce business and increased amortization expéggroximately $188,000 related
to the acquisition of QuickStart in September 2000.

Interest Income. Interest income was $414,000, $007and $708,000 million in 2000, 1999 and 1988pectively, representing a decrease
of $33,000, or 7.4%, from 1999 to 2000, and a desgef $261,000, or 36.9%, from 1998 to 1999. Deeea our interest income, in each of
years being reported, are directly rels
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to the reductions in our cash balance. We havemeniged our investment strategy during the peiedisg reported on, with our excess cash
consistently being invested in short term marketaelcurities. (See "Liquidity and Capital Resouréesfurther discussion elsewhere in this
annual report.)

Provision for Income Taxes. Provision for incomesswas $54,000, $888,000 and a benefit of $1.lomih 2000, 1999 and 1998,
respectively. The provision for income taxes in @@)primarily due to taxes on increased foreigroe. We increased the provision for
income taxes in 1999 over 1998 because we incraage¢hluation allowance to offset all deferred &ssets. This increase was taken
because, we believed at that time, our resultpefaiions provided insufficient evidence that teéded tax assets will be realized. We may
reduce our valuation allowance in the future ahdime when there is sufficient evidence that tefedred tax assets will be realized.

LIQUIDITY AND CAPITAL RESOURCES

Since inception, we have financed our operatiomagnily through cash generated from operationsfeswd proceeds generated by our initial
public offering in 1995. Net cash used in operaiams $2.5 million in 2000 compared to $3.2 milliorl999 and $869,000 in 1998. The
primary use of cash in each year was the Compasy'®ss.

We used $750,000 in 2000, $1.4 million in 1999, $841,000 in 1998 for investing activities. Oumpairy use of cash for investing activities
in all years related to our acquisitions, includewg acquisition of STF Technologies in 1999 forl$hillion in cash and 409,164 shares of
our Common Stock. We also invested in propertyesudpment, including computers and production emeipt, during each of 2000, 1999
and 1998.

In 2000, $732,000 was generated from financing/diets, primarily from the exercise of stock optshis compared to $641,000 in 1999,
which was offset by the repayment of a loan assuméuke acquisition of STF.

At December 31, 2000, we had $6.2 million in casth @ash equivalents, $8.7 million of working capéad $4.8 million in accounts
receivable, net of allowance for doubtful accowand other adjustments. We believe that our existaglh, cash equivalents and investment
balances and cash flow from operations will beisigffit to finance our working capital and capitabenditure requirements through at least
the next 12 months. We may require additional fuldsupport our working capital requirements ordtirer purposes and may seek to raise
additional funds through public or private equitydebt financing or from other sources. If additibfinancing is needed, we cannot assure
you that such financing will be available to ugatmercially reasonable terms or at

RECENT ACCOUNTING PRONOUNCEMENTS

In March 2000, the Financial Accounting Standardaf8 (FASB) issued Interpretation No. 44 of AccangpPrinciples Board Opinion No.
25, Accounting for Certain Transactions Involving& Compensation, which, among other things, asta@ accounting consequences of a
modification that reduces the exercise price oked stock option award (otherwise known as repgkiIf the exercise price of a fixed stock
option award is reduced, the award must be accddoteas variable price stock plan from the datéhefmodification to the date the award is
exercised, is forfeited, or expires unexercisedt: &kercise price of an option award has been reldéitiee fair value of the consideration
required to be paid by the grantee upon exercisssthan or potentially less than the fair valfithe consideration that was required to be
paid pursuant to the award's original terms. Tlggirements about modifications to fixed stock optawvards that directly or indirectly redu
the exercise price of an award apply to modificgagimade after December 15, 1998, and was appliefidady 1, 2000. The adoption of this
interpretation did not have an impact on the Comfsaronsolidated financial statements.

In December 1999, the SEC issued Staff AccountinijeBn (SAB) 101, Revenue Recognition in FinanSéitements. SAB 101 summarizes
the staff's views in applying generally acceptetbaating principles to selected revenue recognigsaes in financial statements. SAB 101
was adopted by the Company in the fourth quart@060 and did not have a significant impact onGbenpany's consolidated financial
statements.
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SFAS No. 133, Accounting for Derivative Instrumeatsl Hedging Activities, is effective for all fidogears beginning after June 15, 2000.
SFAS No. 133, as amended, establishes accountthgegorting standards for derivative instrumemtsiuding certain derivative instruments
embedded in other contracts and for hedging aetsvitynder SFAS No. 133, certain contracts thatwet formerly considered derivatives
may now meet the definition of a derivative. Thex@@any will adopt SFAS No. 133 effective Januar2dQ1. Management does not expect
the adoption of SFAS No. 133 to have a signifigaract on the financial position, results of opienrad, or cash flows of the Company.

RISK FACTORS

BEFORE DECIDING TO INVEST IN OUR COMPANY OR TO MAINAIN OR INCREASE YOUR INVESTMENT, YOU SHOULD
CAREFULLY CONSIDER THE RISKS DESCRIBED BELOW, IN ADITION TO THE OTHER INFORMATION CONTAINED IN THIS
REPORT AND IN OUR OTHER FILINGS WITH THE SEC, INCLRING OUR SUBSEQUENT REPORTS ON FORMS 10-Q AND 8-K.
THE RISKS AND UNCERTAINTIES DESCRIBED BELOW ARE NOTHE ONLY ONES FACING OUR COMPANY. ADDITIONAL
RISKS AND UNCERTAINTIES NOT PRESENTLY KNOWN TO USROTHAT WE CURRENTLY DEEM IMMATERIAL MAY ALSO
AFFECT OUR BUSINESS OPERATIONS. IF ANY OF THESE RISACTUALLY OCCUR, THAT COULD SERIOUSLY HARM OUR
BUSINESS, FINANCIAL CONDITION OR RESULTS OF OPERADNS. IN THAT EVENT, THE MARKET PRICE FOR OUR
COMMON STOCK COULD DECLINE AND YOU MAY LOSE ALL ORPART OF YOUR INVESTMENT.

Our quarterly operating results may fluctuate azwase the price of our common stock to fall.

Our quarterly revenues and operating results haetutited significantly in the past and may corgiba vary from quarter to quarter due to a
number of factors, many of which are not within oantrol. If our operating results do not meetéRpectations of securities analysts or
investors, our stock price may decline. Fluctuaionour operating results may be due to a numbfarctors, including the following:

- the volume of our product sales and pricing cesimms on volume sales;
- the size and timing of orders from and shipmémisur major customers;
- our ability to maintain or increase gross margins

- general economic and market conditions;

- variations in the our sales channels or the rhisup product sales;

- the gain or loss of a key customer;

- our ability to specify, develop, complete, intung, market and transition to volume production peaducts and technologies in a timely
manner;

- the availability and pricing of competing prodsieind technologies and the resulting effect orssahe pricing of our products;
- the timing of new product announcements and éhictions by us, our competitors or our customers;

- the effect of new and emerging technologies; and

- deferrals of orders by our customers in antiégpadf new products, applications, product enharer@sor operating systems.
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A large portion of our operating expenses, inclgdient, salaries and capital lease expenditurdixeid and difficult to reduce or change.
Accordingly, if our total revenue does not meet expectations, we probably would not be able tastdjur expenses quickly enough to
compensate for the shortfall in revenue. In thanéyvour business, financial condition and resaflisperations would be materially and
adversely affected.

Due to all of the foregoing factors, and the ottigts discussed in this report, you should not cglyguarter-to-quarter comparisons of our
operating results as an indication of future peri@nce.

We recently began offering new services and pradwith which have limited prior experience.

We increased our eBusiness consulting servicespte®ber 2000 with the acquisition of the eBusimessulting practice of QuickStart
Technologies, Inc. In addition, we launched a nesdpct line with the acquisition of the Checklt(iRe of software products from
Touchstone Software Corporation and its affiliateguly 2000. The consulting segment of our busirsesounted for approximately 19% of
our revenue in 2000. We expect sales from our dngwpractice and the Checklt(R) product line tmstitute an increasing portion of our
future revenue growth. However, we have limite@pexperience and expertise providing consultingises and in building, managing and
marketing a consulting practice. Similarly, althbuge have established distribution channels andketiag plans for selling retail products,
the Checklt(R) products are new to us and eachpreduct line presents its own unique issues antlectyes. We are devoting significant
resources to promoting awareness of our consuténgices and our consulting-related products, dsase¢he new Checklt(R) line of
products. However, we cannot provide any assurtvateghe consulting portion of our business or@hecklt(R) products will become or
remain profitable. If we are unable to build marketareness of the need for these products andcesnaur business, operating results and
financial condition will suffer.

Technology and customer needs change rapidly imauket which could render our products obsolete.

Our future success will depend on our ability tt@pate and adapt to changes in technology angsing standards. We will also need to
continue to develop and introduce new and enhapigatlicts to meet our customers' changing demaseeg, kp with evolving industry
standards, including changes in the Microsoft djrggasystems with which our products are desigedoketcompatible, and to promote those
products successfully. The communications andigslisoftware markets in which we operate are dtarized by rapid technological chan
changing customer needs, frequent new productdattions, evolving industry standards and shordpeblife cycles. Any of these factors
could render our existing products obsolete andarkatable. In addition, new products and produbbBenements can require long
development and testing periods as a result ofdin@plexities inherent in today's computing enviremts and the performance demanded by
customers. If the communications software marketaat develop as we anticipate or our productsataain widespread acceptance in tr
markets, or if we are unable to develop new vessafrour software products that can operate orrdutperating systems, our business,
financial condition and results of operations cdmwdmaterially and adversely affected.

Competition within our product markets is intensé ancludes numerous established competitors.

We operate in markets that are extremely competdivd subject to rapid changes in technology. MiftacCorporation poses a significant
competitive threat to us because the latest Midtaguerating systems, Windows 2000, Windows 98, dgims 95 and Windows NT, include
capabilities now provided by certain of our OEM aathil software products. If users are satisfidgling on the communications capabilities
of Windows 2000, Windows 98, Windows 95, Windows bfTother operating systems, sales of our prodaretsikely to decline. In addition,
our principal fax related retail products, HotFaxddageCenter and HotFax, currently compete dir@gtly Symantec's WinFax Pro. Our new
Internet communications software products, Inte@@minmSuite and VideoLink pro, presently competédngitoduct offerings by Microsoft,
Intel, White Pine and VocalTech, among others. @aw CheckIt(R) products, Checklit(R) NetOptimizeheCklt(R) Utilities, Checklt(R)
FastMove(R), and Checklt(R) Suite, compete curyamith McAfee's Office Pro 2000, Symantec's Systeonk® 2000 and Ontrack's
SystemSuite 2000, among others. In addition, becthese are low barriers to entry into the softwasgket, we expect significant
competition from other established and emergingssoke companies in the future. Furthermore, manyuofexisting and potential OEM
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customers may acquire or develop products that etergtirectly with our products.

Microsoft Corporation and many of our other current prospective competitors have significanthyatgefinancial, marketing, service,
support, technical and other resources than wésla. result, they may be able to adapt more quitklyew or emerging technologies and
changes in customer requirements or to devotearesgources to the promotion and sale of theidywts. There is also a substantial risk that
announcements of competing products by large catopesuch as Microsoft and Symantec could resutlhé cancellation of orders by
retailers, distributors or other customers in apétion of the introduction of such new productsatdition, some of our competitors, such as
Symantec, currently make complementary productsatteasold separately. Such competitors could @etcicenhance their competitive
position by bundling their products to attract cusérs seeking integrated, cost-effective softwamieations. Some competitors have a retail
emphasis and offer OEM products with a reducedfkitatures. The opportunity for retail upgradeesahay induce these and other
competitors to make OEM products available at tbein cost or even at a loss. We also expect cotigetd increase as a result of software
industry consolidations, which may lead to the tiogaof additional large and well-financed compatt Increased competition is likely to
result in price reductions, fewer customer ordexdyuced margins and loss of market share.

We rely on one distributor for a significant portiof our total revenues.

Sales to Ingram Micro, a retail distributor, regneted 20.4% of our net revenues for the year ebdmeémber 31, 2000, 23.4% of our net
revenues for the year ended December 31, 1999&608&6lof our net revenues for the year ended DeceB81hel 998. We may not be able to
control the factors influencing whether and in whaantity Ingram purchases products from us. The td, or a significant curtailment of,
purchases by Ingram Micro could have a materiatesbseffect on our business.

We may not be able to develop and maintain relaliges with distributors and retailers to sell cetail software products.

We depend on distributors, retailers (such as 8salompUSA, Office Depot, and OfficeMax), Interdittributors and value added resell
commonly known as VARSs, to market and distribute retail software products. Our relationships vatir distributors and retailers depend
upon a number of factors, including our abilityneet certain minimum sales volume requirementadufition, with little or no advanced
notice to us our retailers and VARs may purchasefgroducts from us in any given quarter for reasdoeyond our control and in many
cases unrelated to end user demand, such as @&ddoishange their inventory strategies. Our ages@s with retailers and VARs are not
exclusive and in many cases may be terminatedtbgrgparty without cause. If this happens or ifave unable to develop and maintain
relationships with distributors and retailers tt sar retail software products, our retail salef e adversely affected.

We may have excessive, unanticipated product return

We are exposed to the risk of product returns aarkdown allowances with respect to our distributord retailers. We are generally not
contractually obligated to accept returns, exceptiefective and damaged products. However, wepeayit customers to return or excha
product and may provide price protection on prosluetsold by a customer. We consider return requestscase-by-case basis, taking into
consideration factors such as the products involtrexlcustomer's historical sales volume and tlséoouer's credit status. In addition, we
provide markdown allowances, which consist of dsediven to customers to induce them to lower #tailrsales price of certain products in
an effort to increase sales to consumers and rhahage our customers' inventory levels in theibigion channel. Although we maintair
reserve for returns and markdown allowances, ahdwadgh we manage our returns and markdown allovgaticeugh our authorization
procedure, we could choose to accept substantdupt returns and provide markdown allowances tmta@ our relationships with retailers
and our access to distribution channels. Prodtietire and markdown allowances that exceed ourves@ould have a material adverse e
on our business, operating results and financiadlition.
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Acquisitions of companies or technologies may tesullisruptions to our business and diversion ahagement attention.

We have in the past made and we expect to continoeake acquisitions of complementary companiesjyoets or technologies. If we make
any additional acquisitions, we will be requirecassimilate the operations, products and persasfribe acquired businesses and train, retain
and motivate key personnel from the acquired bssie® We may be unable to maintain uniform staisgaahtrols, procedures and policies
if we fail in these efforts. Similarly, acquisitismay cause disruptions in our operations and dimanagement's attention from day-to-day
operation, which could impair our relationshipshwitur current employees, customers and strategingya. Acquisitions may also subject us
to liabilities and risks that are not known or itigable at the time of the acquisition. We mayaalgve to incur debt or issue equity securities
in order to finance future acquisitions. The issigaaf equity securities for any acquisition coudddnbstantially dilutive to our stockholders.
In addition, our profitability will be affected bauase of acquisition-related costs or amortizatiogomdwill and other purchased intangible
assets. In consummating acquisitions, we are als@at to risks of entering geographic and busimeaskets in which we have not or limited
prior experience. If we are unable to fully intdgracquired businesses, products or technologisout existing operations, we may not
receive the intended benefits of acquisitions.

Our stock price is highly volatile. Accordingly, yanay not be able to resell your shares of comnmeksat or above the price you paid for
them.

The market price of our common stock has fluctuatdastantially in the past and is likely to conérta be highly volatile and subject to wide
fluctuations. These fluctuations have occurredrmagl continue to occur in response to various fagtorany of which we cannot control,
including:

- quarter-to-quarter variations in our operatingutes;

- announcements of technological innovations or peyducts by our competitors, customers or us;

- general economic conditions and conditions withimn communications software markets;

- changes in earnings estimates or investment ne@ordations by analysts;

- changes in investor perceptions; or

- changes in expectations relating to our prodymtts)s and strategic position or those of our cditgre or customers.

In addition, the market prices of securities okmetrelated and other high technology companies haga bspecially volatile. This volatili
has significantly affected the market prices ofusities of many technology companies. Accordingiyl may not be able to resell your shs
of common stock at or above the price you paidhénpast, companies that have experienced vojatilithe market price of their securities
have been the subject of securities class actigation. If we were the object of a securitiessslaction litigation, it could result in substar
losses and divert management's attention and m=®nom other matters.

Our products may contain undetected software errors

Our software products are complex and may contadtetected errors. In the past, we have discoveriare errors in certain of our
products and have experienced delayed or lost umgeduring the period it took to correct thesersrralthough we and our OEM customers
test our products, it is possible that errors maydund in our new or existing products after weeheommenced commercial shipment of
those products. These undetected errors could iesadiverse publicity, loss of revenues, delagnarket acceptance of our products or clé
against us by customers.
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We may need to raise additional capital in theriithrough the issuance of additional equity onveostible debt securities or by borrowing
money, and additional funds may not be availabléeoms acceptable to us.

We believe that the cash, cash equivalents angiments on hand and the cash we expect to gerimrat@perations will be sufficient to
meet our capital needs for at least the next twedgaths. However, it is possible that we may neeiise additional money to fund our
activities beyond the next year. We could raisséhfends by selling more stock to the public osdtected investors, or by borrowing money.
In addition, even though we may not need additifunadls, we may still elect to sell additional eggecurities or obtain credit facilities for
other reasons. We may not be able to obtain additimnds on favorable terms, or at all. If adegufands are not available, we may be
required to curtail our operations significantlytorobtain funds through arrangements with stratpgitners or others that may require us to
relinquish right to certain technologies or potahtharkets. If we raise additional funds by issuadiglitional equity or convertible debt
securities, the ownership percentages of existimgkbholders would be reduced. In addition, the g debt securities that we issue may
have rights, preferences or privileges senior éséhof the holders of our common stock.

It is possible that our future capital requirementsy vary materially from those now planned. Theant of capital that we will need in the
future will depend on many factors, including:

- the market acceptance of our products;

- the levels of promotion and advertising that Wil required to launch our products and achievengaidtain a competitive position in the
marketplace;

- our business, product, capital expenditure asdarch and development plans and product and tiegynmadmaps;
- the levels of inventory and accounts receivahdd tve maintain;

- capital improvements to new and existing fa@fti

- technological advances;

- our competitors' response to our products; and

- our relationships with suppliers and customers.

In addition, we may require additional capital tc@mmodate planned growth, hiring, infrastructurd facility needs or to consummate
acquisitions of other businesses, products or tolgres.

Our efforts to develop a market for our retail s@fte products require substantial investmentsritaat adversely affect our operating marg

In order to strengthen recognition of and buildritisition channels for our retail software produateluding our new Checklt(R) line of
products, we have had to make significant investmenmarketing and sales related to these prodiétsexpect to have to continue to incur
these costs and perhaps even to increase them fatthre. Accordingly, our retail sales may notyide us with the same contribution margin
to operating income that we have historically aghteon our OEM sales.

Inability or delays in deliveries from our compohsnppliers could damage our reputation and coaltse our net revenues to decline and
harm our results of operations.

We rely on third party suppliers to provide us witle components for our product kits. These comptniaclude CDs and printed manuals.
We also rely on third parties for CD-ROM replicati?Ve do not have long-term supply arrangements arity vendor to obtain these
necessary components for our products. If we aablerto purchase components from these suppliefshe CD-ROM replication facilities
that we use do not deliver our requirements ondudiee we may not be able to deliver products irDaROM format to our customers on a
timely basis or enter into new orders becausesbicatage in components. Any delays that we expegié@ndelivering our
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products to customers could impair our customettieiships and adversely impact our reputationamdusiness. In addition, if our third
party suppliers raise their prices for componentSD-ROM replication services, our gross marginsildde reduced.

Because we currently operate with little backlagy, @venues in each quarter are substantially algeron orders booked and shipped in that
quarter.

We currently have backlog orders only in our Inégr8olutions division for our consulting relatedesaand we only began building this
backlog during the year ended December 31, 2008ulmther divisions, we operate with little bagkloecause we generally ship our
software products as we receive orders and becaugseyalty revenue is based upon our custometnsabasage in a given period.
Accordingly, we recognize revenue shortly afterepsdare received or royalty reports are generétec result, our sales in any quarter are
dependent on orders that we book and ship in thetter. This makes it difficult for us to predichat our revenues and operating results will
be in any quarter. If orders in the first monthwo of a quarter fall short of expectations, itikely that we will not meet our revenue targets
for that quarter. If this happens, our quarterlgmgping results would be adversely affected.

We may be unable to adequately protect our inteld@roperty and other proprietary rights.

Our success is dependent upon our software code dasprogramming methodologies and other intelE@roperties and proprietary rigt
In order to protect our proprietary technology,nely on a combination of trade secret, nondisclesurd copyright and trademark law.
However, these measures afford us only limitedgmtian. We currently own United States trademaghsteations for certain of our
trademarks, but we have not yet obtained registratfor all of our trademarks in the United Statesther countries. In addition, prior to
becoming a publicly held entity, we did not requiteg employees to sign proprietary information anekntions agreements stipulating to our
software ownership rights. We only recently stattezlpatent application process for a number dfrtelogies relating to our existing
products and products under development. Furthermee rely primarily on "shrink wrap" licenses tlaa¢ not signed by the end user and,
therefore, may be unenforceable under the laweméin jurisdictions. Accordingly, despite the @atons we have taken to protect our
intellectual property and proprietary rights, ip@ssible that third parties may copy or othenwistin our rights without our authorization. It
is also possible that third parties may indepergetgvelop technologies similar to ours. It maydifficult for us to detect unauthorized use
of our intellectual property and proprietary rights

We may be subject to claims of intellectual propérfringement as the number of trademarks, pateoigyrights and other intellectual
property rights asserted by companies in our inglggbws and the coverage of these patents and ogfits and the functionality of software
products increasingly overlap. From time to time, lmave received communications from third parteseging that our trade name or
features, content, or trademarks of certain ofpzaducts infringe upon intellectual property rightdd by such third parties. We have also
received correspondence from third parties sedsrasserting that our fax products may infringecentain patents held by each of the par
Although we are not aware that any of our prodirdtinge on the proprietary rights of others, thiarties may claim infringement by us with
respect to our current or future products. Infringat claims, whether with or without merit, couddult in time-consuming and costly
litigation, divert the attention of our managemeat,ise product shipment delays or require us t&r émb royalty or licensing agreements
with third parties. If we are required to entenimbyalty or licensing agreements, they may nadiéerms that are acceptable to us.
Unfavorable royalty or licensing agreements coeldasisly impair our ability to market our products.

We must continue to hire and retain key persormehiintensely competitive labor market.

Our future performance depends in significant ppdn the continued service of our senior managearahbther key technical and
consulting personnel. We do not have employmergeagents with our key employees that govern thetteofgtheir service. The loss of the
services of our key employees would likely matéyiahd adversely affect our business, financialditoon and results of operations. Our
future success also depends on our ability to oogtto attract, retain and motivate qualified pensd, particularly highly skilled engineers
involved in the ongoing research and developmenired to develop and enhance our communicatiamvao products as well those in our
highly specialized consulting business. Competifmrthese employees is intense and employee reteista

27



common problem in our industry. Our inability taratt and retain the highly trained technical persd that are essential to our product
development, consulting services, marketing, sergitd support teams may limit the rate at whiclcaregenerate revenue, develop new
products or product enhancements and generally dmeglverse effect on our business, financial ¢mmdand results of operations.

If Internet usage fails to grow or declines, ocaimmerce conducted over the Internet is not acddpteeonsumers and businesses, our future
sales and future profits will decline.

If eCommerce does not continue to grow or growsenstwwly than expected, demand for our productssandces will be reduced. Our
products enhance companies' abilities to transaihbss and conduct Web-based operations. As i, rsufuture sales and any future
profits are substantially dependent upon the witkzgpacceptance and use of the Internet as anieffecedium of commerce by consumers
and businesses. To be successful we must relyrmsuoters and businesses who have not historicadly te Internet to transact business
exchange information.

Consumers and businesses may reject the Interetiable commercial medium for a number of reasimtduding potentially inadequate
network infrastructure, slow development of enapliechnologies, insufficient commercial supporpavacy concerns. The Internet's
infrastructure may not be able to support the deleghaced on it by increased usage. In additiolayden the development or adoption of
new standards and protocols required to handleased levels of Internet activity, or increasedegoment regulation, could cause the
Internet to lose its viability as a commercial medi Even if the required infrastructure, standaptstocols and complementary products,
services or facilities are developed, we may irsubstantial expenses adapting our solutions togthgror emerging technologies.

As our international business expands, our busjfiessicial condition and operating results coutddulversely affected as a result of legal,
business and economic risks specific to internatioperations.

Approximately 18.9%, 17.8%, and 21.5% of our revefar the years ended December 31, 2000, 1999 @@®i\las derived from sales to
customers outside the United States. We also fretyughip products to our domestic customers' magonal manufacturing divisions and
subcontractors. In the future, we intend to corgituexpand these international business activitiesrnational operations are subject to
many inherent risks, including:

- political, social and economic instability;

- trade restrictions;

- the imposition of governmental controls;

- exposure to different legal standards, parti¢ylaith respect to intellectual property;
- burdens of complying with a variety of foreigmis

- import and export license requirements and i&giris of the United States and each other countwhich we operate;
- unexpected changes in regulatory requirements;

- foreign technical standards;

- changes in tariffs;

- difficulties in staffing and managing internatamperations;

- difficulties in collecting receivables from fogs entities; and

- potentially adverse tax consequences.
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Our officers and directors could control mattersmiited to our stockholders.

As of March 19, 2001, William W. Smith Jr., the §ident, Chief Executive Officer and Chairman of Bward of our company, and Rhonda
L. Smith, the Secretary, Treasurer and Vice-Chairafahe Board of our company, beneficially ownggrmximately 60.2% of our
outstanding shares of common stock. William W. &ndit and Rhonda L. Smith are married to one anathe, acting together, will have the
ability to elect our directors and determine th&come of any corporate action requiring stockholgsroval, including a merger or business
combination, irrespective of how you may vote. T¢tosicentration of ownership may discourage a piatestquirer from making an offer to
buy our company, which, in turn, could adversefgetfthe market price of our common stock.

Future sales of our common stock could cause fice pf our shares to decline.

As of March 19, 2001, we had 16,232,416 sharesoofitfon Stock outstanding. Of this amount, the 9§78 shares held by William W.
Smith, Jr. and Rhonda L. Smith became availabledte in the public market (subject to the volume ather applicable restrictions of Rule
144) in September 1997, following the expiratioradfvo year lockip agreement with certain representatives of tlidewwriters of our initia
public offering, which consummated in Septembersl®ales of a substantial number of shares of @mnon stock by William W. Smith,

Jr, Rhonda L. Smith or any other person, eitheividdally or when aggregated with sales by othespes, could adversely affect the market
price of our common stock.

Provisions of our charter and bylaws and Delawanedould make a takeover of our company difficult.

Our certificate of incorporation and bylaws contaiovisions that may discourage or prevent a thady from acquiring us, even if doing so
would be beneficial to our stockholders. For instgrour certificate of incorporation authorizes Iloard of directors to fix the rights and
preferences of shares of any series of prefermak stvithout action by our stockholders. As a reghe board can authorize and issue shares
of preferred stock, which could delay or prevenhange of control because the rights given to theéens of such preferred stock may
prohibit a merger, reorganization, sale or othéramxdinary corporate transaction. In addition,axe organized under the laws of the State of
Delaware and certain provisions of Delaware law imaye the effect of delaying or preventing a changmur control.

ITEM 7A. QUALITATIVE AND QUANTITATIVE DISCLOSURES A BOUT MARKET RISK

Our financial instruments include cash and caslivatents. At December 31, 2000, the carrying vahfesur financial instruments
approximated fair values based on current markeéprand rates. Because of their short duraticem@és in market interest rates would not
have a material effect on fair value.

It is our policy not to enter into derivative finzal instruments. We do not currently have any ificemt foreign currency exposure as we do
not transact business in foreign currencies. Al,swe do not have significant currency exposuf@extember 31, 2000.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Company's consolidated financial statementssahddule appear in a separate section of this @lriReport on Form 10-K beginning on
page F-1 and S-1, respectively.

SUPPLEMENTARY FINANCIAL DATA

SELECTED QUARTERLY FINANCIAL DATA
(UNAUDITED)

FOR THE THREE MONTHS ENDED:

2000 MARCH 31 ,  JUNE 30, SEPTEMBER 30, DECEMBER 31,
( N THOUSANDS, EXCEPT EARNINGS PER SHARE)

Net Revenues $ 3,074 $ 3,222 $ 3,374 $ 4,068

Gross Margin 2,461 2,665 2,389 2,574

Operating Loss (732 ) (741) (960) (1,082)

Net Loss $ (659 ) $ (632) $ (873) $ (991)

Net Loss Per Share, Basic and Diluted  $ (0.04 ) $ (004 $ (0.05) $ (0.07)

Weighted Average Shares
Outstanding 15,759 15,895 16,030 16,232

FOR THE THREE MONTHS ENDED:

1999 MARCH 31 , JUNE 30, SEPTEMBER 30, DECEMBER 31,
(IN THOUSANDS, EXCEPT EARNINGS PER SHARE)

Net Revenues $ 3,036 $ 3,362 $ 1,845 $ 2,457

Gross Margin 2,307 2,779 1,193 1,945

Operating Loss (1,165 ) (848) (2,627) (1,020)

Net Loss $ (675 ) $ (743) $(3,703) $ (980)

Net Loss Per Share, Basic and Diluted  $ (0.04 ) $ (0.05) $ (0.24) $ (0.07)

Weighted Average Shares
Outstanding 15,075 15,462 15,504 15,558
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS

The sections titled "Executive Officers of the Canp," "Directors and Nominees" and "Compliance v@#ttion 16(a) of the Exchange Act
appearing in our Proxy Statement for the 2001 AhMeseting of Stockholders is incorporated hereinrdfgrence.

ITEM 11. EXECUTIVE COMPENSATION

The section titled "Executive Compensation and Rdlénformation" appearing in our Proxy Statementtfie 2001 Annual Meeting of
Stockholders is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The section titled "Principal Stockholders" appegrin our Proxy Statement for the 2001 Annual Megtf Stockholders is incorporated
herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
Not applicable
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PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(a)(1) FINANCIAL STATEMENTS

Smith Micro's financial statements appear in a sEpasection of this Annual Report on Form 10-Kibeopg on the pages referenced below:

PAGE

Independent AUdItOrs' REPOM.......uvvvveeveeees e F-1
Consolidated Balance Sheets as of December 31, 2000 and 1999........cccvciieeine F-2
Consolidated Statements of Operations for each of t he three years in

the period ended December 31, 2000............... e F-3
Consolidated Statements of Stockholders' Equity for each of the three

years in the period ended December 31, 2000..... e F-4
Consolidated Statements of Cash Flows for each of t he three years in the

period ended December 31, 2000......ccccccceceee e F-5
Notes to Consolidated Financial Statements for each of the three years

in the period ended December 31, 2000............ e F-7

(2) FINANCIAL STATEMENT SCHEDULE

Smith Micro's financial statement schedule app&assseparate section of this Annual Report on FbdAK on the pages referenced below.
All other schedules have been omitted as they atrapplicable, not required or the informationrislided in the consolidated financial
statements or the notes thereto.

PAGE
Independent Auditors' Report on Schedule.......... . S-1
Schedule Il - Valuation and Qualifying Accounts for each of the three years in
the period ended December 31, 2000............... . e S-2
(3) EXHIBITS
Exhibit
No. Title Method of Filing

3.1 Amended and Restated Certificate of Incorporated by reference to Exhibit 3.1

Incorporation of the Company. to the Registrant's Registration Statement
No. 33-95096.

311 Amendment to the Amended and Incorporated by reference to Exhibit 3.1.1
Restated Certificate of to the Registrant's Quarterly Report on
Incorporation of the Company. Form 10-Q for the period ended June 30,

2000.

3.2 Amended and Restated Bylaws of the Incorporated by reference to Exhibit 3.2

Company. to the Registrant's Registration Statement
No. 33-95096.

4.1 Specimen certificate representing Incorporated by reference to Exhibit 4.1
shares of Common Stock of the to the Registrant's Registration Statement
Company. No. 33-95096.

10.1 Form of Indemnification Agreement. Incorporated by reference to Exhibit 10.1

to the Registrant's Registration Statement
No. 33-95096.

10.2 1995 Stock Option/Stock Issuance Incorporated by reference to Exhibit 10.2

Plan. to the Registrant's Registration Statement
No. 33-95096.
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Exhibit

No.

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Title

Form of Notice of Grant of Stock
Option under 1995 Stock Option/Stock
Issuance Plan.

Form of 1995 Stock Option Agreement
under 1995 Stock Option /Stock
Issuance Plan.

Form of 1995 Stock Purchase
Agreement under 1995 Stock
Option/Stock Issuance Plan.

Distribution License Agreement dated
September 30, 1991, by and between
the Company and Crandell Development
Corporation.

Application Program Interface Retail
License Agreement July 28, 1992 by
and between the Company and Rockwell
International Corporation.

Application Program Interface
License Agreement July 28, 1992 by
and between the Company and Rockwell
International Corporation.

Rockwell High Speed Interface
License Agreement dated June 2,
1994, by and between the Company and
Rockwell International Corporation.

Letter Agreement dated February 22,
1994, by and between the Company and
Rockwell International Corporation.

Letter Agreement dated April 22,
1993, by and between the Company and
Rockwell International Corporation.

Software Distribution Agreement
dated May 8, 1995, by and between
the Company and International
Business Machines Corporation.

Office Building Lease, dated June
10, 1992, by and between the Company
and Developers Venture Capital
Corporation.

Amendment No. 1 To Office Building
Lease, dated July 9, 1993, by and
between the Company and Pioneer Bank.

Amendment No. 2 To Office Building
Lease, dated August 15, 1994, by and

Method of Filing

Incorporated by reference to Exhibit 10.3
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.4
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.5
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.6
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.7
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.8
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.9
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.10
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.11
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.12
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.13
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.14
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.15
to the Registrant's Registration Statement
No. 33-95096.



Exhibit
No. Title
between the Company and T&C
Development.

10.16 Fourth Addendum to Office Building
Lease, dated April 21, 1995, by and
between the Company and T&C
Development.

10.17 Form of Promissory Note related to S
Corporation Distribution.

10.18 Smith Micro Software, Inc. Amended
and Restated Software Licensing and
Distribution Agreement, dated April
18, 1996, by and between the Company
and U.S. Robotics Access Corp.

10.19 Office Building Lease, dated March
1, 1994, by and between Performance
Computing Incorporated and Petula
Associates, Ltd./KC Woodside.

10.20 Agreement and Plan of Merger by and
between Smith Micro Software, Inc.,
Performance Computing Incorporated
and PCI Video Products, Inc. dated
as of March 14, 1996.

10.21 Amendment No. 1, dated as of March
10, 1997, to Agreement and Plan of
Merger by and between Smith Micro
Software, Inc., Performance
Computing Incorporated and PCI Video
Products, Inc. dated as of March 14,
1996.

10.22 Amendment No. 6 to Office Building
Lease, dated February 19, 1998, by
and between the Company and World
Outreach Center.

10.23 Software Licensing and Distribution
Agreement dated December 1, 1998, by
and between the Company and 3Com
Corporation

10.24 Stock Purchase Agreement dated as of
April 9, 1999 by and among Smith
Micro Software, Inc., STF
Technologies, Inc. and the
Shareholders of STF Technologies,
Inc.

10.25 Amendment No. 7 to Office Building
Lease, dated November 5, 1999, by
and between the Company and World
Outreach Center.

211 Subsidiaries

23.1 Independent Auditors' Consent.

35

Method of Filing

Incorporated by reference to Exhibit 10.16
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.17
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.21
to the Registrant's Quarterly Report on

Form 10-Q for the quarter ended September

30, 1996.

Incorporated by reference to Exhibit 10.19
to the Registrant's Annual Report on Form
10-K for the fiscal year ended December
3l, 1995.

Incorporated by reference to Exhibit 2 to
the Registrant's Current Report on Form
8-K filed with the Commission on March 28,
1996.

Incorporated by reference to Exhibit 10.21
to the Registrant's Annual Report on Form
10-K for the fiscal year ended December
31, 1996.

Incorporated by reference to Exhibit 10.22
to the Registrant's Annual Report on Form
10-K for the fiscal year ended December
31, 1997.

Incorporated by reference to Exhibit 10.23
to the Registrant's Annual Report on Form
10-K for the fiscal year ended December
31, 1998.

Incorporated by reference to Exhibit 2 to
the Registrant's Current Report on Form
8-K filed with the Commission on April 23,
1999.

Incorporated by reference to Exhibit 10.25
to the Registrant's Annual Report on Form
10-K for the fiscal year ended December
31, 1999.

Filed herewith

Filed herewith



(b) EXHIBITS ON FORM 8-K
No such reports were filed during the year endecerder 31, 200(
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned thereualp authorized.

SMITH MICRO SOFTWARE, INC.

Date: March 29, 2001 By:/s/ William W. Smith, Jr.
William W. Smith, Jr.
Chairma n of the Board,
Preside nt and Chief Executive

Officer

Date: March 29, 2001 By /s/ Richard C. Bjorkman
Richard C. Bjorkman
Chief F inancial Officer
(Princi pal Financial Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated.

SIGNATURE TITLE DATE

s/ William W. Smith, Jr. Chairman of the B oard, March 29, 2001
------------------------- President and Chi ef Executive Officer

William W. Smith, Jr. (principal execut ive officer)

/s/ Rhonda L. Smith Vice-Chairman of the Board, March 29, 2001
------------------------- Secretary, Treasu rer and Director

Rhonda L. Smith

/sl Robert W. Scheussler Senior Vice Presi dent, Chief March 29, 2001
------------------------ Operating Officer and Director
Robert W. Scheussler

/sl Richard C. Bjorkman Vice President of Finance and Chief March 29, 2001
------------------------ Financial Officer (principal

Richard C. Bjorkman financial and acc ounting officer)

/s/ David Sperling Vice President, C hief Technical March 29, 2001
----------------------- Officer

David Sperling

/sl Thomas G. Campbell Director March 29, 2001

Thomas G. Campbell

/sl David M. Stastny Director March 29, 2001

David M. Stastny
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES
INDEPENDENT AUDITORS' REPORT
To the Board of Directors and Stockholders of Srivithro Software, Inc.:

We have audited the accompanying consolidated balsimeets of Smith Micro Software, Inc. and subsiels (the Company) as of December
31, 2000 and 1999, and the related consolidatéeinseants of operations, stockholders' equity antl @ias/s for each of the three years in the
period ended December 31, 2000. These financimtnts are the responsibility of the Company'sagament. Our responsibility is to
express an opinion on these financial statemerstschan our audits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgd the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of Smith Micro Software,
Inc. and subsidiaries as of December 31, 2000 888,1and the results of their operations and tesh flows for each of the three years in
the period ended December 31, 2000, in conformitly &ccounting principles generally accepted inltinéted States of America.

DELOITTE & TOUCHE, LLP
Costa Mesa, California
February 7, 2001
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2000 AND 1999

(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

2000 1999
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 6,178 $ 8,704
Accounts receivable, net of allowances for doubtful accounts
and other adjustments of $1,896 (2000) and $1,944 (1999) 4,750 3,487

Inventories 338 502
Prepaid expenses and other current assets 294 253

Total current assets 11,560 12,946
EQUIPMENT AND IMPROVEMENTS, net 737 456
OTHER ASSETS 89 215
INTANGIBLE ASSETS, net 2,928 2,312

$ 15,314 $ 15,929

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:

Accounts payable $ 1,590 $ 747
Accrued liabilities 1,297 1,350
Total current liabilities 2,887 2,097

COMMITMENTS AND CONTINGENCIES (Note 5)

STOCKHOLDERS' EQUITY:

Preferred stock, par value $0.001 per share; 5,000, 000 shares
authorized; none issued and outstanding
Common stock, par value $0.001 per share; 30,000,00 0 shares
authorized; 16,232,000 and 15,724,000 shares issu ed and outstanding 16 16
Additional paid-in capital 24,789 23,039
Accumulated deficit (12,378) (9,223)
Total stockholders' equity 12,427 13,832

$ 15,314 $ 15,929

See notes to consolidated financial statements
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000

(IN THOUSANDS, EXCEPT PER SHARE DATA)

Y
2000

NET REVENUES

Software $11,143

Consulting 2,595

Total Net Revenues 13,738

COST OF REVENUES

Software 2,499

Consulting 1,150

Total Cost of Revenues 3,649

GROSS PROFIT 10,089
OPERATING EXPENSES:
Selling and marketing 5,578
Research and development 4,041
General and administrative 3,985

Total operating expenses 13,604
OPERATING LOSS (3,515
INTEREST INCOME 414
LOSS BEFORE INCOME TAXES (3,101
INCOME TAX EXPENSE (BENEFIT) 54
NET LOSS $ (3,155

NET LOSS PER SHARE, basic and diluted  $ (0.20

WEIGHTED AVERAGE NUMBER OF
SHARES OUTSTANDING 15,984

See notes to consolidated financial statements

EARS ENDED DECEMBER 31,

1999 1998

$ 10,700 $10,151

2,476 2,911
0 0
2,476 2,911
8,224 7,240
6,135 3,984
3,826 3,416
3,923 3,556

)  $(6,101) $(1,896)

)  $(0.40) $ (0.13)

15,292 15,075




SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000

(IN THOUSANDS)

RETAINED
COMMON S TOCK ADDITIONAL  EARNINGS
-------------------- PAID-IN  (ACCUMULATED
SHARES AMOUNT  CAPITAL DEFICIT) TOTAL
BALANCE, January 1, 1998 15,075 $ 15 $21,399 $(1,226) $20,188
Net loss (1,896) (1,896)
BALANCE, December 31, 1998 15,075 15 21,399 (3,122) 18,292
Issuance of common stock
in acquisitions 409 1 999 1,000
Exercise of common stock options 240 641 641
Net loss (6,101) (6,101)
BALANCE, December 31, 1999 15,724 16 23,039 (9,223) 13,832
Issuance of common stock
in acquisitions 208 1,018 1,018
Exercise of common stock options 300 732 732
Net loss (3,155) (3,155)
BALANCE, December 31, 2000 16,232 $ 16 $24,789 $(12,378)  $12,427

See notes to consolidated financial statements
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000

(IN THOUSANDS)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:
Depreciation and amortization
Net change in allowance for doubtful accounts and
other adjustments to accounts receivable
Deferred income taxes
Loss on disposal of equipment and improvements
Change in operating accounts, net of amounts acqu
Accounts receivable
Income taxes receivable
Inventories
Prepaid expenses and other assets
Accounts payable and accrued liabilities

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures

Cash paid for acquisition of business, net of cash
Cash paid for acquisition of technologies, net of

Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock

Repayment of notes payable

Net cash provided by financing activities

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

See notes to consolidated financial statements

YEARS ENDED DECEMBER 31,

2000 1999 1
$(3,155) $(6,101) $(
1,112 916
48 (689)
805
23
ired:
(1,311) 1,563
956
164 199
(41) 192
652 (2,015)
(2,508) (3,174)
(583) (265)
received (94) (1,091)
cash received (73)
(750) (1,356)
732 641
(139)
732 502
(2,526) (4,028) (
8,704 12,732 1
$6,178 $ 8,704 $1
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

(IN THOUSANDS)

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION -
Cash paid (received) during the year for income t

axes

DECEMBER 31,

2000 1999 1998

$54 $(996)  $(1,198)

DISCLOSURE OF NON-CASH FINANCING AND INVESTING ACTI VITIES:

During 2000, the Company acquired a product line (C
and a business (QuickStart Technologies - Consult
in transactions summarized as follows:

Checklt Software:

Fair value of purchased technology

Common stock issued in acquisition

Cash paid for acquisition

Liabilities assumed or created

QuickStart Technologies - Consulting:

Fair value of goodwill

Common stock issued in acquisition

Cash paid for acquisition

Liabilities assumed or created

During 1999, the Company acquired a business (STF T
in a transaction summarized as follows:

Fair value of assets acquired, including goodwill o
Common stock issued in acquisition

Cash paid for acquisition

Liabilities assumed or created

See notes to consolidated financial statements
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business - Smith Micro Software,.land subsidiaries (the Company) develops and s€lténmerce, diagnostic utilities and
communications software for personal and businessand provides professional services consulting. Gompany's software includes
products developed for the Internet and broadbacihiblogies, products that enable eCommerce, ktteommunications (voice-over-IP -
VolIP), video conferencing, wireless communicatigeneral system utility products and network faonglwith traditional computer
telephony. A substantial portion of the Compangles are made direct to hardware connectivity @eaitd personal computer manufacturers
under Original Equipment Manufacturer (OEM) agrerteeThe Company sells its communication and distioatility products through
independent distributors and retail channels. Assalt of the merger with Pacific Coast Softwane, (PCS) (Note 9), the Company entered
into the eCommerce market. The Company's eComnpeockicts enable websites to be created with stdrid&ML text and provides fully
automated payment processing and order accounting.

Basis of Presentation - The accompanying conselitifihancial statements reflect the operating tesand financial position of Smith Micro
Software, Inc. and its wholly owned subsidiariea@eordance with accounting principles generaltepted in the United States of America.
All intercompany amounts have been eliminated imsctidation.

Cash and Cash Equivalents - Cash and cash equivglenerally consist of cash, government secuidnesmoney market funds. All have
original maturity dates of three months or less.

Accounts Receivable - The Company sells its pradueiridwide. The Company performs ongoing cred#leations of its customers and
generally does not require collateral. The Compaaintains reserves for potential credit losses,thode losses have been within
management's expectations. Allowances for prodatatms and price protection are included in otldgustments to accounts receivable or
accompanying consolidated balance sheets.

Inventories - Inventories consist principally of mials and diskettes and are stated at the lowavstf(determined by the first-in, first-out
method) or market.

Equipment and Improvements - Equipment and impraremare stated at cost. Depreciation is compgin) the straightine method base
on the estimated useful lives of the assets, gineamging from three to seven years. Leaseholgrowements are amortized using the
straight-line method over the shorter of the estirdaiseful life of the asset or the lease term.

Long Lived Assets - The Company accounts for thgaiinment and disposition of long-lived assets iooadance with Statement of Financial
Accounting Standards (SFAS) No. 121, Accountingtiier Impairment of Long-Lived Assets and for Langed Assets to Be Disposed Of.
accordance with SFAS No. 121, long-lived assetsetbeld are reviewed for events or changes in mistances which
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

indicate that their carrying value may not be rexable. The Company periodically reviews the cagwalue of long-lived assets to
determine whether or not an impairment to suchevlas occurred and has determined that there wiaspairment at December 31, 2000.

Goodwill and Other Intangibles - Goodwill represetite excess purchase cost over the net asseisegicgud is amortized over seven years
using the straight-line method. Other intangiblgets include acquired workforce value, acquiretirietogy and product translation costs
which are being amortized using the straight-lirethnd over three years. Accumulated amortizatiogamdwill and other intangible assets
amounted to $2.1 million and $1.4 million as of Beber 31, 2000 and 1999, respectively. The Comparigdically evaluates the
recoverability of goodwill based on an undiscountpdrating profitability analysis and evaluatesrbeoverability of other intangible assets
based on the requirements of SFAS No. 121. The @aynpas determined that there was no impairmebeaémber 31, 2000.

Revenue Recognition - Software revenue is recodriizaccordance with the Statement of Position (S&F2, Software Revenue
Recognition, as amended. SOP 97-2 provides guidameehen revenue should be recognized for licenseallng, leasing or otherwise
marketing computer software. The Company recogmeesnues from sales of its software as completedytts are shipped and title passes
and from royalties generated as authorized custonhgrlicate the Company's software, assuming didléty is reasonably assured. The
Company is generally not contractually obligatedd¢oept returns, except for defective and damagedlipts. However, the Company may
permit customers to return or exchange productnaay provide price protection on products unsolalmystomer. In accordance with SFAS
No. 48, Revenue Recognition when Right of Returist&xrevenue is recorded net of an allowance domated returns, exchang
markdowns, price concessions, and warranty coath &serves are based upon management's evalabtimtorical experience, current
industry trends and estimated costs. While retantsother concessions have historically been witlamagement estimates, the amount of
estimated reserves could change as new informb&oames available. The Company also provides teghsuipport to its customers. Such
costs have historically been insignificant.

Consulting services revenue is recognized as sndwe provided or as milestones are deliverechaoepted by customers.

In December 1999, the SEC issued Staff AccountinijeBn (SAB) 101, Revenue Recognition in FinanSétements. SAB 101 summarizes
the staff's views in applying generally acceptecbaating principles to selected revenue recognisnes in financial statements. SAB 101
was adopted by the Company in the fourth quart@060D and did not have a significant impact onGoenpany's consolidated financial
statements.

Software Development Costs - Development costgiiadun the research and development of new soétwesducts and enhancements to
existing software products are expensed as incumét
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

technological feasibility has been established. Thepany considers technological feasibility teelstablished when all planning, designing,
coding and testing has been completed accordidggmn specifications. After technological feasipiis established, any additional costs are
capitalized. Through December 31, 2000, softwaseheen substantially completed concurrently withektablishment of technological
feasibility; and, accordingly, no costs have beapitalized to date.

Advertising Expense - Advertising costs are expédraeincurred. Advertising expenses were $1.9ani/l$2.4 million and $926,000 for the
years ended December 31, 2000, 1999 and 1998 ctasghe.

Income Taxes - The Company accounts for incomestareer SFAS No. 109, Accounting for Income TafXdss statement requires the
recognition of deferred tax assets and liabilif@sthe future consequences of events that have te®gnized in the Company's financial
statements or tax returns. The measurement ofafezrdd items is based on enacted tax laws. Ie\kat the future consequences of
differences between financial reporting bases hadax bases of the Company's assets and liabitggult in a deferred tax asset, SFAS No.
109 requires an evaluation of the probability ahlgeable to realize the future benefits indicatgdsbch asset. A valuation allowance related
to a deferred tax asset is recorded when it is rilkogly than not that some portion or all of thdeteed tax asset will not be realized.

Fair Value of Financial Instruments - PursuantEAS No. 107, Disclosures about Fair Value of Finanostruments, the Company is
required to disclose the fair value of all finahéestruments included on its consolidated balastueets. The Company considers the carrying
value of such amounts in the financial statememtgpproximate their fair value due to (1) the ety short period of time between
origination of the instruments and their expectlization, (2) interest rates which approximateent market rates, or (3) the overall
immateriality of the amounts.

Stock-Based Compensation - The Company accounstdok-based awards to employees using the intrnirdue method in accordance with
Accounting Principles Board (APB) Opinion No. 25edunting for Stock Issued to Employees.

Net Loss per Shar- Pursuant to SFAS No. 128, Earnings per ShareCtmpany is required to provide dual presentatiotbasic" and
"diluted" earnings (loss) per share (EPS). Basi BRounts are based upon the weighted average nefimt@mmon shares outstanding.
Diluted EPS amounts are based upon the weightedge@umber of common and common equivalent startssanding. Common
equivalent shares include stock options usingrimstiry stock method. Common equivalent sharesxataded from the calculation of
diluted EPS in loss years, as the impact is antigié. Therefore, there was no difference betwessidiand diluted EPS for each period
presented.

Use of EstimatesThe preparation of financial statements in conftywith generally accepted accounting principleguires management
make estimates and assumptions that affect thetegpo
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

amounts of assets and liabilities and disclosumafingent assets and liabilities at the datdeffinancial statements and the reported
amounts of revenues and expenses during the neggetiars. Actual results could differ from thostneates.

Comprehensive Income - The Company has adopted SfA3$30, Reporting Comprehensive Income. Thiestant establishes standards
for the reporting of comprehensive income andatsponents. Comprehensive income, as defined, iaslad changes in equity (net assets)
during a period from non-owner sources. For each@fears ended December 31, 2000, 1999 and 898, was no difference between net
loss and comprehensive loss.

New Accounting Pronouncemer- SFAS No. 133, Accounting for Derivative Instruneand Hedging Activities, is effective for all &l
years beginning after June 15, 2000. SFAS No. 483mended, establishes accounting and reporéindatds for derivative instrumen
including certain derivative instruments embeddedther contracts and for hedging activities. UrBIEAS No. 133, certain contracts that
were not formerly considered derivatives may noventiee definition of a derivative. The Company waidlopt SFAS No. 133 effective
January 1, 2001. Management does not expect thgiadmf SFAS No. 133 to have a significant impactthe financial position, results of
operations, or cash flows of the Company becaws€tmpany does not have derivative instrumentslard not engage in hedging
activities.

Reclassifications and Restatements - Certain rsifizetions have been made to the prior yearshfiia@ statements to conform to the current
year presentation. In addition, all 1999 and 1998uants have been restated for the merger with RG&ptember 1999, which was accou
for as a pooling of interests (Note 9).
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

2. EQUIPMENT AND IMPROVEMENTS
Equipment and improvements consist of the follow{imghousands):

DECEMBER 31,

2000 1999
Machinery and equipment $2,442 $ 2,030
Leasehold improvements 273 170
Office furniture and fixtures 287 246

3,002 2,446

Less accumulated depreciation and amortization (2,265) (1,990)

$ 737 $ 456

3. ACCRUED LIABILITIES

Accrued liabilities consist of the following (indbsands):

D ECEMBER 31,

200 0 1999
Salaries and benefits $5 81 $ 466
Cooperative advertising and rebates 3 13 410
Royalties 2 82 191
Manufacturers' representative commissions 21 32
Other 1 00 251

$1,2 97  $1,350
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR EACH OF THE THREE YEARS

IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

4. INCOME TAXES

A summary of the income tax expense (benefit) fobaws (in thousands):

YEAR END
2000
Current:
Federal $
State 4
Foreign 50
54
Deferred:
Federal (1,508)
State (328)
Change in valuation allowance 1,836
$ 54

ED DECEMBER 31,

1999 1998
$ 19 $(1,071)
7 74
57 85
83 (912)
(2,433) 26
(297) (226)
3,535
805 (200)
$ 888  $(1,112)

A reconciliation of the provision (benefit) for iome taxes to the amount of income tax expensembald result from applying the federal
statutory rate (35%) to income before provisiontéotes is as follows:

DECEMBER 31,

Federal statutory rate
State tax, net of federal benefit
Nondeductible expense related to acquired intangibl

Other
Change in valuation allowance

es
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

The major components of the Company's deferredsagts and liabilities are as follows (in thousgnds

DECEMBER 31,

2000 1999
Various reserves $ 908 $ 785
Nondeductible accruals 74 74
State taxes 1 1
Prepaid expenses (362) (52)
Credit carryforwards 681 481
Net operating loss carryforwards 4,222 2,172
Fixed Assets (153) 74
Subtotal $5,371 $ 3,535
Valuation Allowance (5,371) (3,535)

$ 0 $ 0

The Company has federal and state net operatisgchrsyforwards of approximately $10,390,000 an®%7,000, respectively, at December
31, 2000. These federal and state net operatisgcknsyforwards will begin to expire in 2020 and20respectively. In addition, the
Company has federal and state tax credit carryfitsvaf approximately $464,000 and $217,000, resgeyt at December 31, 2000.

As of December 31, 2000, a valuation allowanceppfraximately $5,371,000 has been provided based timpCompany's assessment that it
is more likely than not that sufficient taxableanee will not be generated to realize the tax bénefithese temporary differences.

Additionally, as of December 31, 2000, approximat&912,000 of the valuation allowance was attriblgdo the potential tax benefit of stc
option transactions that will be credited dire¢tyadditional paid in capital, if realized.
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

5. COMMITMENTS AND CONTINGENCIES

Leases - The Company has non-cancelable operatisgd for its building facilities which expire aarious dates through July 31, 2005.
Future minimum rental commitments under leases teitms of one year or more consist of the follow{imgthousands):

Year ending December 31:

2001 $ 802
2002 805
2003 412
2004 278
2005 122
$2,419

Total rent expense was $802,000, $707,000 and $6B86or the years ended December 31, 2000, 1999 888l respectively.

Litigation - The Company is subject to litigatianthe normal course of business, none of which gemant believes will have a material
adverse effect on the Company's financial conditioresults of operations.

6. SEGMENT INFORMATION

In the past, the Company operated as one busiagssest in the development and sales of softwardygts. In 2000, the Company
restructured its internal operations and managememtwo business segments: software productdraedhet solutions.

The software products operating segment developsramkets the Company's software products, exce@@ommerce software. Within
software products the Company further concentratewireless and broadband products, Macintosh mtscand the related retail products
each of these concentrations.

The Internet solutions segment provides eCommaeriteare solutions, eBusiness strategy and integmaif new infrastructure solutions into
existing systems. The Internet solutions segmesat ialcludes hosting revenue.

The Company does not separately allocate operakpgnses to these segments, nor does it allocatdis@ssets to these segments.
Therefore, segment information reported includdg mevenues,
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

cost of sales and gross profit, as this informaéind the geographic information described belowtta@grimary information provided to the
chief executive officer.

Comparisons to 1999 and 1998 have not been madlee &isternet solutions segment was insignificart999 and 1998. The following table
shows the net revenues, cost of revenues and grofiis(in thousands) generated by each segment.

December 31 , 2000
Software Pr oducts
Wireless Total Software Internet  Tot al
& Broadband Macintosh Retail Products Solutions  Comp any
Net Revenue $4,996 $1,634 $3,553 $10,183 $3,555  $13, 738
Cost of Revenue 2,329 1,320 3, 649
Gross Profit $ 7,854 $2,235  $10, 089

OEM product sales were 43.2%, 58.0% and 67.2% tofavenues in 2000, 1999, and 1998, respectivelesSof retail products were 25.9%,
31.9%, and 24.8% of net revenues in 2000, 19991808, respectively. Consulting revenues represettetbo of the new revenues in 2000.
Sales of other products accounted for approximdt@® of net revenues in each of the three yeaogeri

Sales to individual customers and their affiliatdgch amounted to more than 10% of the Company'sevenues in the year indicated were
as follows:

DECEMBER 31,

2000 1999 1998

Customer:
1-- (OEM) 6.5% 152% 23.3%
2 -- (Retail) 20.4 23.4 18.0

26.9% 38.6% 41.3%

Accounts receivable from these two customers wgs® 00 and $1,978,000 at December 31, 2000 anzl @G and $1,862,000 at
December 31, 1999, respectively.

The Company has historically derived a signifigamition of its revenues from a relatively small ragnof customers. A decision by a
significant customer to substantially decreaseated
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

purchases from the Company or the Company's imahilicollect receivables from these customersdbalve a material adverse effect on
Company's financial condition and results of operet.

The Company also has export sales representing68.8.8%, and 21.5% of its net revenues for thesyeaded December 31, 2000, 1999
and 1998, respectively. Sales to customers in #ia Racific region were 5.5%, 11.7%, and 15.1%edfravenues for the years ended
December 31, 2000, 1999 and 1998, respectivelyexybrt sales have been denominated in U.S. dollars

7. PROFIT SHARING

The Company offers its employees a 401(k) plamhith the Company matches the employee contribw@ianrate of 20%, subject to a
vesting schedule. Total employer contributions anted to $68,000, $71,000 and $42,000 for the yeaded December 31, 2000, 1999 and
1998, respectively.

8. STOCK-BASED COMPENSATION

In 1995, the Company adopted the 1995 Stock O@itock Issuance Plan (the Plan). The Plan, as ardepdavides for issuance of, or
options to be granted for the purchase of, an agdeeof 2,750,000 shares of common stock. Undetetines of the Plan, incentive and
nonqualified options may be granted at an exeqige not less than 100% and 85%, respectivelthefair market value on the grant date,
with terms of up to 10 years, and with vesting éodetermined by the Board of Directors.

Stock option activity under the Plan is as follows:
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WEIGHTED
AVERAGE
NUMBER  EXERCISE
OF SHARES  PRICE

OUTSTANDING, January 1, 1998 (164,000 shares,

exercisable at weighted average exercise pri ce of $6.01) 808,000 $3.72
Granted (weighted average fair value of $1.34) 507,000 1.61
Canceled (152,000) 3.38
OUTSTANDING, December 31, 1998 (382,000 shares,
exercisable at weighted average exercise pri ce of $4.23) 1,163,000 2.85
Granted (weighted average fair value of $1.12) 373,000 1.72
Exercised (240,000) 2.67
Canceled (225,000) 2.88
OUTSTANDING, December 31, 1999 (488,000 shares,
exercisable at weighted average exercise pri ce of $3.67) 1,071,000 2.85
Granted (weighted average fair value of $1.90) 928,000 2.44
Exercised (300,000) 2.42
Canceled (157,000) 4.68
OUTSTANDING, December 31, 2000 1,542,000 $255

Additional information regarding options outstarglas of December 31, 2000 is as follows:

OPTIONS OU TSTANDING OPTIONS EXERCISABLE
WEIGHTED AVERAG E WEIGHTED WEIGHTED
RANGE OF REMAINING AVERAGE AVERAGE
EXERCISE NUMBER CONTRACTUAL EXERCISE NUMBER  EXERCISE
PRICES OUTSTANDING LIFE (YEARS) PRICE  EXERCISABLE PRICE
$0.91-%$2.25 848,000 9.2 $1.24 152,000 $1.65
$2.88-$3.81 583,000 8.4 $3.50 184,000 $3.05
$5.16 - $7.10 51,000 7.0 $6.03 30,000 $6.52
$7.25 - $14.00 60,000 4.9 $8.78 60,000 $8.78
1,542,000 8.6 $2.54 426,000  $3.60
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FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

At December 31, 2000, 643,000 shares were avaifablature grants under the Stock Option Plan.

Additional Stock Plan Information - As discussed\iote 1, the Company continues to account fortdsksbased awards using the intrinsic
value method in accordance with APB Opinion NoaR8 its related interpretations. No compensatigrerge has been recognized in the
consolidated financial statements for employeeksémrangements as all grants have been made witlergise price equal to the fair market
value of the underlying shares at the date of grant

In March 2000, the Financial Accounting Standardaf8 (FASB) issued Interpretation No. 44 of AccangtPrinciples Board Opinion No.
25, Accounting for Certain Transactions Involving& Compensation, which, among other things, ats@ accounting consequences of a
modification that reduces the exercise price oked stock option award (otherwise known as repgkiIf the exercise price of a fixed stock
option award is reduced, the award must be accddoteas variable price stock plan from the datéhefmodification to the date the award is
exercised, is forfeited, or expires unexercised &kercise price of an option award has been red@itiee fair value of the consideration
required to be paid by the grantee upon exercisssthan or potentially less than the fair valfithe consideration that was required to be
paid pursuant to the award's original terms. Tlggirements about modifications to fixed stock optavards that directly or indirectly redu
the exercise price of an award apply to modifigatimade after December 15, 1998, and was applieflJagy 1, 2000. The adoption of this
interpretation did not have an impact on the Comfsaronsolidated financial statements.

SFAS No. 123, Accounting for Stock-Based Compensatiequires the disclosure of pro forma net lgsklass per share had the Company
adopted the fair value method as of the beginnfriggcal 1995. Under SFAS No. 123, the fair valdistock-based awards to employees is
calculated through the use of option pricing moded®n though such models were developed to efithatfair value of freely tradable, fu
transferable options without vesting restrictionhjch significantly differ from the Company's stoogtion awards. These models also require
subjective assumptions, including future stockepriolatility and expected time to exercise, whichagly affect the calculated values.

The Company's calculations were made using thekBbatioles option pricing model with the followingighted average assumptions:
expected life, 48 months following vesting (rangfrgm four to eight years); stock volatility, 120%)5% and 89% for grants issued in 2000,
1999 and 1998, respectively; risk-free interesgatanging from 5.17% to 6.69%, 5.5% and 5.2%0021999 and 1998, respectively; and
no dividends during the expected term. The Compargltulations are based on a single-option vaonapproach, and forfeitures or
cancellations are recognized as they occur. IEtmputed fair values of the 2000, 1999 and 1998 d@svaad been amortized to expense over
the vesting period of the awards, pro forma net lesuld have been $(3,489,000), or $(.22) dilutedghare in 2000, $(6,420,000), or $(.42)
diluted per share, in 1999 and $(2,267,000), dr5j(diluted per share, in 1998.

F-18



SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES
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FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

9. ACQUISITIONS

On September 2, 2000, the Company acquired theie@ssconsulting practice of QuickStart Technolsgiec., (the "QuickStart
Acquisition") a provider of integrated Internet mess services to middle market companies for TDghares of Smith Micro Common
Stock valued at $458,000 plus $94,000 in cash &3DH0 in accrued expenses, including acquisitamisc The acquisition was treated under
the purchase method of accounting and the excasssbbver fair value of net assets acquired oRFBID was allocated to goodwill, which is
amortized using the straight-line method over Iyea

On July 31, 2000 the Company acquired the Checkli(e of software products from Touchstone Sofev@orporation and eSupport.Com,
Inc., a wholly owned subsidiary of TouchStone SaftvCorporation, (the "TouchStone Acquisition”) 183,000 shares of Smith Micro
Common Stock valued at $560,000 plus $73,000 ih easl $88,000 in accrued expenses, including atignisosts. Touchstone is the
developer of the ChecklIt(R) line of software whadnsist of general system utility products. Theussition was considered a purchase of
technology, which is being amortized using theightaline method over 3 years.

On September 3, 1999, Smith Micro acquired alhefdutstanding capital stock of Pacific Coast SafeyInc. (the "PCS Merger") in
exchange for one million shares of Smith Micro coomnstock. PCS is a developer and publisher of eCemmersoftware products and
provides development and web hosting servicestoustomers. PCS is headquartered in San Diegido@&a and as a result of the PCS
Merger, PCS became a wholly owned subsidiary offsMicro. The merger was treated as a pooling wfrasts for accounting purposes and
the Company's historical financial statements adnfotes have been restated to reflect the comlaimedints for all periods reported. Direct
expenses of the transaction amounted to $187,08@rm@nincluded in general and administrative expefar the year ended December 31,
1999.

The following table shows the separate historiealilts of the Company and PCS for the six montdsé&dune 30, 1999 and the year ended
December 31, 1998. Amounts are shown in thousands.
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Six Months Year
Ended Ended
June 30, 1999 December 3
(unaudited)
Revenues:
Smith Micro $ 6,067 $9,54
PCS 331 60
Total $6,398 $10,15

Net income (loss):

Smith Micro $(1,376) $(1,99
PCS (42) 10
Total $(1,418) $(1,89

On April 9, 1999, Smith Micro acquired all of thatstanding capital stock of STF Technologies, (tle "STF Acquisition") in exchange for
$1.1 million in cash, including acquisition cosasd 409,164 shares of Smith Micro Common Stockedkt $1,000,000. STF is a developer
and publisher of fax and communications softwarelpcts for the Apple Macintosh computer. STF wasdieartered in Concordia, Missa
and, as a result of the STF Acquisition, STF becam#olly owned subsidiary of Smith Micro. The aisifion was treated as a purchase and
the excess of cost over fair value of net assefsised of $2,271,000 was allocated to goodwill, ebhis amortized using the straight-line

method over seven years.

Unaudited pro forma consolidated results of opersatifor the years ended December 31, 1999 and\W6aR have been as follows had the
STF Acquisition occurred as of January 1 of eadr Y@ thousands, except per share data):

Pro forma net revenues
Pro forma net loss
Pro forma net loss per share, basic and diluted

Pro forma weighted average number of shares outstan
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1999 1998

$11,077 $12,615

$(6,360) $(2,235)

$(0.42) $(0.14)
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000 (CONTINUED)

Pro forma adjustments have been applied to rettecaddition of amortization related to the intdohgiassets acquired and reduction in
interest income as if the acquisition had occumedanuary 1, 1998. The pro forma adjustment fayrtimation related to intangible assets
acquired was $81,000 for the period ended DeceBihet999 and $324,000 for the period ended DeceBihel998.

In January 1998, the Company acquired certaindehrtology assets from Mitek Systems, Inc. for $a88,n cash which was allocated to
purchased technologies. The fax software acquiredqtes fax functionality over Local Area Networltise Internet and intranets.
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES
INDEPENDENT AUDITORS' REPORT ON SCHEDULE

To the Stockholders of
Smith Micro Software, Inc.:

We have audited the consolidated financial statésnainSmith Micro Software, Inc. and subsidiarisdDecember 31, 2000 and 1999 and
for each of the three years in the period endece®Dder 31, 2000, and have issued our report thetated February 7, 2001, which is
included elsewhere in this Annual Report on ForrK1@ur audits also included the financial statehsmmedule listed in Item 14a(2). This
financial statement schedule is the responsililitthe Company's management. Our responsibility express an opinion based on our
audits. In our opinion, such financial statemetiestile, when considered in relation to the basisaclidated financial statements taken as a
whole presents fairly, in all material respects, ithiformation set forth therein.

DELOITTE & TOUCHE, LLP

Costa Mesa, California
February 7, 2001
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2000

(IN THOUSANDS)

ADDITIONS
BAL ANCE AT CHARGED TO BALANCE
BEGI NNING OF COSTS AND END OF
P ERIOD EXPENSES DEDUCTIONS PERIOD
Allowance for doubtful accounts and

other adjustments (1):
2000 $ 1,944 $1,067 $ (1,115) $1,89
1999 1,255 1,723 (1,034) 1,94
1998 1,413 2,227 (2,385) 1,25

(1) Other adjustments relate principally to saktsms.

S-2

abo



Exhibit
No. Title

3.1 Amended and Restated Certificate of
Incorporation of the Company.

3.1.1 Amendment to the Amended and
Restated Certificate of
Incorporation of the Company.

3.2 Amended and Restated Bylaws of the

Company.

4.1 Specimen certificate representing
shares of Common Stock of the
Company.

10.1 Form of Indemnification Agreement.

10.2 1995 Stock Option/Stock Issuance
Plan.

EXHIBIT INDEX

Method of Filing

Incorporated by reference to Exhibit 3.1
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 3.1.1
to the Registrant's Quarterly Report on
Form 10-Q for the period ended June 30,
2000.

Incorporated by reference to Exhibit 3.2
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 4.1
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.1
to the Registrant's Registration Statement
No. 33-95096.

Incorporated by reference to Exhibit 10.2
to the Registrant's Registration Statement
No. 33-95096.



Exhibit

No.

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Title

Form of Notice of Grant of Stock
Option under 1995 Stock Option/Stock
Issuance Plan.

Form of 1995 Stock Option Agreement
under 1995 Stock Option /Stock
Issuance Plan.
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Distribution License Agreement dated
September 30, 1991, by and between
the Company and Crandell Development
Corporation.

Application Program Interface Retail
License Agreement July 28, 1992 by
and between the Company and Rockwell
International Corporation.

Application Program Interface
License Agreement July 28, 1992 by
and between the Company and Rockwell
International Corporation.

Rockwell High Speed Interface
License Agreement dated June 2,
1994, by and between the Company and
Rockwell International Corporation.

Letter Agreement dated February 22,
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Rockwell International Corporation.

Letter Agreement dated April 22,
1993, by and between the Company and
Rockwell International Corporation.

Software Distribution Agreement
dated May 8, 1995, by and between
the Company and International
Business Machines Corporation.

Office Building Lease, dated June
10, 1992, by and between the Company
and Developers Venture Capital
Corporation.

Amendment No. 1 To Office Building
Lease, dated July 9, 1993, by and
between the Company and Pioneer Bank.

Amendment No. 2 To Office Building
Lease, dated August 15, 1994, by and
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10.16 Fourth Addendum to Office Building
Lease, dated April 21, 1995, by and
between the Company and T&C
Development.

10.17 Form of Promissory Note related to S
Corporation Distribution.

10.18 Smith Micro Software, Inc. Amended
and Restated Software Licensing and
Distribution Agreement, dated April
18, 1996, by and between the Company
and U.S. Robotics Access Corp.

10.19 Office Building Lease, dated March
1, 1994, by and between Performance
Computing Incorporated and Petula
Associates, Ltd./KC Woodside.

10.20 Agreement and Plan of Merger by and
between Smith Micro Software, Inc.,
Performance Computing Incorporated
and PCI Video Products, Inc. dated
as of March 14, 1996.

10.21 Amendment No. 1, dated as of March
10, 1997, to Agreement and Plan of
Merger by and between Smith Micro
Software, Inc., Performance
Computing Incorporated and PCI Video
Products, Inc. dated as of March 14,
1996.

10.22 Amendment No. 6 to Office Building
Lease, dated February 19, 1998, by
and between the Company and World
Outreach Center.

10.23 Software Licensing and Distribution
Agreement dated December 1, 1998, by
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Corporation

10.24 Stock Purchase Agreement dated as of
April 9, 1999 by and among Smith
Micro Software, Inc., STF
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Inc.
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and between the Company and World
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

Exhibit 21.1 Subsidiaries

Subsidiary State of Incorporation

Performance Computing Incorporated and PCI Oregon
Video Products, Inc.

STF Technologies, Inc. Missouri

Dolphin Safe Software, Inc. California
dba Pacific Coast Software, Inc.



SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES
Exhibit 23.1 Independent Auditors' Consent
INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference iniRegjion Statements No. 333-02418 and 38306 of Smith Micro Software, Inc. on Fo
S-8 of our reports dated February 7, 2001, appgamithis Annual Report on Form 10-K of Smith Mic®oftware, Inc. for the fiscal year
ended December 31, 2000.

DELOITTE & TOUCHE LLP

Costa Mesa, California
March 29, 2001
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Brobeck, Phleger and Harrison LLP

William W.-Smith, Jr. oAl

Chairman of the Board

President and CEO AUDITORS

Deloitte & Touche, LLP
Rhonda L. Smith

Costa Mesa, California
Vice Chairman, Secretary and Treasurer

SEC FORM 10-K
Robert W. Scheussler

A copy of the company’s Annual Report to the SEC on Form 10-K
Senior Vice President and COO

is-available without charge by contacting the company at:

Richard C. Bjorkman
51 Columbia
Vice President and-CFO
Aliso-Viejo, CA— 92656

David P-Sperling (949) 362-5800

Vice President and CTO

TRADEMARKS
Thomas G. Campbell The following Smith-Micro-Software, Inc.-trademarks-or registered
e trademarks may appear-in this Shareholder Letter: conexs.com,
Checklt, Checklt Factory Edition, Checklt FastMove, Checkit
David M. Stastny NetOptimizer, ChecklIt Portable Edition,  Checklt Professional
Director Edition, ~ChecklIt Suite, ChecklIt Utilities, HotFax, —HotFax

MessageCenter, HotFax Share, HotPage, Internet CommSuite,

SHAREHOLDER INFORMATION MacComCenter, MacComCenter with voice, MacComCenter Plus,

QuickLink; QuickLink MessageCenter, QuickLink Mobile, QuickLink
CORPORATE HEADQUARTERS

Phonebook, VideoLink, ~VideoLink Mail, VideoLink Pro, FAXstf,
51-Columbia

FAXstf Pro, FAXstf Network, WebCatalog, WebCatalog Builder.
Aliso-Viejo, CA 92656

(949) 362-5800 Apple, Mac and Macintosh are registered trademarks of Apph]

www.smithmicro.com Computer, Inc. Microsoft and Windows are registered trademarks

of Microsoft Corp. All other trademarks and product names are
STOCK EXCHANGE LISTING

the property of their respective companies. All rights reserved.
Smith Micro’s common stock trades on The Nasdaq Stock Market®

under the symbol SMSL ADDITIONAL INFORMATION

Smith Micro maintains an active investor relations program. If you
TRANSFER AGENT AND REGISTRAR

have —any questions, —or would like —additional —information
Mellon Investor Services LLC

concerning the operations or financial statements, please contact:
Overpeck Centre

85 Challenger Road
Ridgefield Park, NJ 07660
(800) 522-6645

Investor Relations

Smith Micro Software, Inc.
51 Columbia
www.mellon-investor.com Aliso Viejo, CA 92656
949-362-5800
investors@smithmicro.com

www.smithmicro.com/investors





