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Dear Shareholder:

Attached you will find the year 2002 annual report for Smith Micro
Software, Inc. (Nasdaq: SMSI). The economy continued to struggle
throughout 2002 and it was a challenge for us as well, but we set a goal for
2002 to solidify the corporate infrastructure, continue to solidify our
existing wireless customer base, add new wireless customers, upgrade our
existing product line and make available new products that can assist in a
return to profitability.

Through our efforts in 2002, we were able to grow our cash reserves and reduce our liabilities. As a
result, I believe we put ourselves in a good position to achieve our goals going into 2003, which we
believe will be productive for our shareholders. As can be seen in the first quarter, we think we have
positioned ourselves appropriately in the market and will be able to effectively address the market as the
as it improves. [ am optimistic about 2003 for Smith Micro and here are my reasons why.

Some of the most promising developments continue to occur in our Wireless & Broadband Division, as
reflected in a leadership position of providing our QuickLink® Mobile to the number one and number
two wireless carriers in North America, Verizon Wireless and Cingular Wireless respectively. Also, we
recently announced the new QuickLink® Mobile Wi-Fi at the CTIA Show in New Orleans this past
March. QuickLink® Mobile Wi-Fi allows the consumer to freely migrate from a wireless data
connection to a Wi-Fi hotspot without needing to logoff the data connection and having to login to the
Wi-Fi hotspot. QuickLink Mobile Wi-Fi is the type of innovative technology that will return Smith
Micro to a position of prominence in the technology world.

We will continue to develop new technologies to support the growing and rapidly changing wireless
market. Through our solid relationships, we are able to work with our wireless customers in an effort to
keep ahead of market trends and build better technology and applications.

Over the course of 2002, we added more business with Cingular Wireless, started shipping QuickLink®
Mobile to GTRAN Wireless, and added support within QuickLink Mobile for Verizon’s 1XRTT high-
speed network. We announced in the first quarter of 2003, that we have entered into an agreement with
QHP Systems, Inc. to represent us in China, where the use of mobile and wireless technology is
expected to show significant growth.. Although I cannot specify other customers that we plan to add in
2003 at this time, you should expect to hear about many other major players in the wireless arena
teaming with us to provide QuickLink® Mobile and QuickLink® Mobile Wi-Fi to their customers.

If we are successful at closing these deals, we expect our wireless customers to generate significant
revenues in 2003 with a positive effect on our bottom line. Our current relationship with Verizon and
Cingular and others such as Audiovox, Hughes Satellite Systems, Kyocera Wireless, Panasonic,
Samsung, Telus Mobility and Thuraya give us a solid basis to identify and add new domestic and
international customers.

While the Wireless and Broadband group was working on building its market, our other divisions
continue to demonstrate strong presence because of their ability to meet user needs with best-of-breed



products and services. Specifically:

In our Macintosh Division, the rollout of products for the Mac OS X, especially the release of
FAXstf® X Pro, VideoLink® for Mac and QuickLink® Mobile for Mac, which includes
Bluetooth capability, are providing new revenue opportunities as we meet market demand for
utilities that are compatible with the Macintosh operating system. FAXstf X, a complete fax
solution built exclusively for OS X and bundled on all Macs, was the first in a series of OS X
products from which we expect strong sales.

At the start of 2002, we reorganized and renamed the Internet Solutions Division to the Internet
and Software Solutions group. Late in 2001, we reorganized and renamed the WebCatalog™
and WebMechant™ products into the WebDNA ™ family of editions. WebDNA ™ Commerce
Edition, which combined WebCatalog™ and WebMerchant™ , was the first to become
available. Throughout 2002, we started making available other editions starting with the
Developer Edition, then the Partner Edition, and then the Intranet Edition. At the beginning of
this year, we announced the availability of the Enterprise Edition, which also coincided with the
availability of the new version 5.0 of all editions. The ISS group also aggressively started to
market its hosting and value-added professional services capabilities. The new group also took
over responsibility for the retail channel and the related products. This included the HotFax®
and ChecklIt® Product lines which we historically shipped into the traditional retail channel.
Our focus in 2002 was to transition our primary focus to online sales and supplementary
distribution and this proved to be successful in 2002. We believe that the reorganization of the
WebDNA ™ product line better meets the needs of our developer and customer base and as a
result, will prove to be productive for shareholders.

I invite you to examine the attached Annual Report (Form 10-K) for a detailed analysis of our
performance in 2002, and I have confidence in our ability to deliver shareholder value in 2003. I also
invite you to examine our products on our Web site at www.smithmicro.com/products. Thank you for
your continued support.

Sincerely,

William W. Smith, Jr.
Chairman of the Board,
President and Chief Executive Officer
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The Private Securities Litigation Reform Act Of 4%ovides A “Safe Harbor” For Forward-Looking Stahents. The Statements
Contained In This Annual Report On Form 10-K Thiat Not Statements Of Historical Fact May Be Forwhobking Statements. Words
Such As “Anticipates,” “Believes,” “Expects,” “Intads,” “Plans” Or Similar Expressions Are Intendea Tdentify Such Forward-Looking
Statements. Such Statements Are Not Guaranteest@ERPerformance And Are Subject To A Number 6€RAnd Uncertainties That
Could Cause The Actual Results Of The Company TerMHBy Differ From Those Anticipated. Readers &autioned Not To Place Undue
Reliance On These Forwe-Looking Statements That Speak Only As The Datedflerhe Company Disclaims Any Obligation To Piyplic
Release The Results Of Any Revisions To These FEbhwaking Statements That May Be Made To Refleents Or Circumstance
Occurring Subsequent To The Filing Of This FormKL@ith The Securities And Exchange Commission @eiise To Revise Or Update
Any Oral Or Written Forward Looking Statement Th&y Be Made From Time To Time By Or On Behalf @&f Tbmpany. Readers A
Also Urged To Carefully Review And Consider Theidter Disclosures Made By The Company That Des@#¢ain Factors Which Affes
The Company’s Business, Including The “Risk Fa¢t@msmmencing On Page 21 Of This Annual Report, NMahagement's Discussion And
Analysis Of Financial Condition And Results Of Ggiiem<” And Similar Discussions In Our Other SecuritiesddExchange Commission
Filings. You Should Carefully Consider Those Fagtdn Addition To The Other Information In This AahReport, Before Deciding 1
Invest In Our Company Or To Maintain Or Increaseaiiylmvestment

In This Document, The Terms “Smith Micro,” “CompahyWe,” “Us,” And “Our” Refer To Smith Micro Softvare, Inc. And Its
Subsidiaries.

PART |
Item 1. BUSINESS
General

Smith Micro Software, Inc., a Delaware corpiona, (the “Company”)s a developer and marketer of wireless, commuioicgat diagnostic
utility and eBusiness software products as wed psovider of Internet consulting, hosting andifinfent services. We design integrated,
cross platform, easy-to-use software for persooaiputing and business solutions. Our software adeduproducts developed for the wireless
and Internet technologies, products that enablel@ss communications, eBusiness, Internet commtimnsa video conferencing, general
system utility and diagnostic products and netwiaskalong with traditional computer telephony. Wantinue to develop new products that
leverage off our core technologies. We also leveag experience and position with original equiptmaanufacturers, commonly known as
OEM'’s, to deploy these new product releases.

We manufacture, market and sell value-addeel@ss telephony products primarily targeted atQB#v market, particularly mobile phone
manufacturers and wireless service providers. Vi gbftware products for Windows XP, Windows 2000ndows NT, Windows 98,
Windows 95, Windows ME, Windows CE, Pocket PC, Raltacintosh, Unix and Linux operating systems. Tihderlying design concept is
the long-standing Smith Micro concept of “enhanding out-of-box experience” for the ultimate consunthereby keeping the consumer
satisfaction high and the OEM device sold. In @ddjtour custom engineering services bring mora @years of hardware and software
experience to OEM’s seeking to better market theducts by adding additional product featurestaragzing existing features and
translating an application into additional languag#&’e currently maintain OEM relationships with mavireless service providers and
manufacturers that produce wireless handsetsakatadvantage of the high bandwidth Internet caimrigcincluding: Audiovox, Cingular
Wireless, Hughes Network Systems, Kyocera, LGIGn&ag and Verizon Wireless.

The Company'’s diagnostic & utility productglide well-known brands such as HotFax, HotFax lgs€enter, FAXstf, FAXstfPro and
Checklt. These products are sold in both the OEMratail channels. In
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the OEM market, we are a supplier of communicagind diagnostic utility software, having shipped 4@ million copies of products. We
currently maintain OEM relationships with many canjes including Apple Computer and Philips ConsuBRiectronics. Additionally, these
products are available through our web store, Irstaies, direct sales, online locations, and valdded resellers (VAR’s) for the consumer
and business markets.

The Internet marketplace is the focus of thenPany’s WebDNA™ eBusiness software product, tadjet a broad spectrum of Internet
users including developers, entrepreneurs, smalhbases and large corporations. WebDNA™ providesdols necessary to develop a Web
site or an eBusiness site supporting Windows, Naix and Linux. Wireless WebDNAT an additional function that can be added to b
site built using WebDNA™ that enables WAP (Wirelégplication Protocol) capability. WebDNA™ is avalile directly from the Company
in five editions to cover a broad range of usemguilting services offered include: website desigd installation, website hosting,
fulfillment services for customer web stores ando@EA™ consulting. ISS customers include: CB RichBlis, Diedrich’s Coffee, Kyocera
Wireless, Harmon Multimedia, Rubio’s Restaurantd ®erizon Wireless, among others.

Industry Backgrounds

Wireless Industry —Fhe evolving types of wireless infrastructures gemplemented, such as 1XRTT, GPRS and ultimatElyd3fer
wider bandwidth data services. Wireless platfomtduide the basic cellular phone, personal computagces (PC’s) and personal
communications devices including PDA’s and handkelthe adoption of these new mobile and wirelesarmunications services provides
opportunities for new communications software paisu

Diagnostic/Utility Software Industr Diagnostic and utility software products assistie or corporate users, and hardware
manufacturers or service companies to identify r@peir computer system related errors and problems.

Internet Industry— Businesses and consumers are using the Intereenimunicate, transact business, share informadimh access vast
information resources. This is driving the adoptidmew technology, products and services that ecd¢he Internet experience. Our cross-
platform (Windows, Unix, Linux and Macintosh) WebBN product is targeted at this market.

Computer Consulting Industr- A corporation’s information technology departmgenerally evaluates whether to design, build or
support computer applications internally or to caat some or all of this work to outside specialigith technical expertise. Many
corporations choose to use outside consulting aotdrs for this work in order to focus their reszms on their core competencies and avoid
the time and expense required to train their owpleyees. Our efforts are focused on these outsdigerrices.

Smith Micro Strategy and Products

The Company operates in two business segm®@atisvare Products and Services. Within the sofwmoducts segment, the Company
concentrates on wireless products, Macintosh ptsdeBusiness products for the OEM and retail ntarkéhe Services segment provides
eBusiness consulting services, web site hostingoaaher fulfillment services. The Company does mussately allocate operating expenses to
these segments, nor does it allocate specificatsgese segments. See Note 7 of Notes to Cdasedi Financial Statements for financial
information related to our operating segments.
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Products and Services

The following is a list of the software prodsiand services we offer, as well as a brief dpgon of their principal features and functions:

Software Products

QuickLink® Mobile

QuickLink® Mobile
Phonebook

QuickLink® Fax

FAXstf™ X &
FAXstf™ X Pro

HotFax®
MessageCenter

HotFax®

HotFax® Share

WebDNA™

ChecklIt® Utilities

ChecklIt®
NetOptimize™

Checkit®
FastMove™

VideoLink® &
VideoLink® Pro

VideoLink® Mail

Turns data capable wireless phones into wirelestems.

Enables users to be able to easily edit wirelessgooks on a PC computer and copy, email or Plislbdaes t
the phone.

Turns data capable wireless phones into wirelesefadems.

Enables users to exchange faxes and data fileg@ntbte modems, fax/modems, and fax machines quécid
easily on the Mac OS X operating environment.

An integrated voice, fax and data communicatiotvgafe program that lets users receive voice mallexthang
faxes and data files with remote modems, fax/modamd fax machines quickly and easily.

Enables users to exchange faxes and data fileg@nitbte modems, fax/modems, and fax machines quécid
easily.

A client/server network faxing solution that elirates the need for phone lines at every desktop.

Provides the tools necessary to develop a Welnsae eBusiness site supporting Windows, Mac, mict
Linux. Wireless WebDNA™ is an additional functidrat can be added to a Web site built using WebDNA&!
enables WAP capability. WebDNA™ is available inefigditions to cover a broad range of users inctudin
developers, entrepreneurs, small businesses ayeldarporations.

Provides end-users the hardware information they ne evaluate, fine-tune and manage their systems.

An Internet performance utility that actually speegh Internet usage by adjusting computer moden goal
software settings to accept data faster from thertet.

A program that lets users copy files, folders oectiories with the single simple click of a button.
Enables video and audio communications over theriiet, intranet or ordinary telephone lines usistpadard
analog modem connection.

Allows users to attach audio/video messages tolemsiself-extracting files that can be openedeojpients
without special software.
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Services

Consulting Consulting services range from supporting our WeBDNproduct to complete website design and insialtat
consulting services.

Hosting We maintain a network operations facility that ismitored 24 hours a day and 7 days a week to emsaxéenum
uptime. We offer a broad spectrum of bandwidth serice options to customers. We host customeomnerof
our servers or house their server at our location.

Fulfillment An extension of the Compa’'s eBusiness activity includes order fulfilment\dees for customer web store

Acquisitions

In September 2000, we acquired the eBusin@ssudting practice of QuickStart Technologies, lAas.a result of this acquisition, we now
have a comprehensive suite of services to assiktlenmarket clients in planning, implementing angporting eBusiness initiatives. These
services include methodologies to help clients $ociefine and prioritize Internet investments; depeBusiness sites and custom eBusiness
applications; implement tools to increase reverereopline transaction and transactions per custowsehouse, mine and integrate data for
enhanced accessibility and effective decision sttppad select the right technology infrastructioresupport eBusiness.

In July 2000, we acquired the Checklt® linesoftware products from Touchstone Software Cotpmraand eSupport.Com, Inc., a wholly
owned subsidiary of TouchStone Software Corporatéa market these products under the Smith MicredRi® brand including: Checlt
NetOptimize™, Checklt® Utilities; Checklt® FastMove™; and Ché® Suite. CheckIt® NetOptimizer™ analyzes andimizes wireless,
broadband and dialup Internet connections for marinperformance. Checklt® Utilities enables usensrtoover potential problems, check
PC performance and assess system reliability. Gt@é&lastMove™ is a file synchronization and tramgfeogram for users who work on
multiple PC’s and also includes file managemetities. These products are also included as comuene the CheckIt® Suite product as
well as available in special versions for OEM custos along with CheckIt® Factory Edition, targesé¢dPC manufacturers for factory testing
and burn-in.

Sales and Marketing

Our products are available worldwide to custmrthrough channels that include distributorsikatail order, corporate resellers, Internet
based online resellers, value added resellerspdgithal equipment manufacturers. We also sell pobsland product upgrades over the
Internet through our own web store at www.smithmicom.

We maintain distribution relationships withjorandependent distributors. These distributoegktour products for redistribution to
independent dealers, retailers, consultants aret o#isellers. Our sales force works closely withragjor distributor and reseller accounts to
manage the flow of orders and inventory levels.

Our agreements with distributors are generadiyexclusive and may be terminated by either paittyout cause. These distributors are not
within our control; are not obligated to purchaseducts from us; and they also represent otherarshg@roduct lines. As a percentage of our
net revenues, retail sales represented 9.5% akeenues in 2002, 13.8% of our revenues in 20012d4mPb of our revenues in 2000. For
further discussion, see Summary of Significant Acging Policies and Notes to Consolidated Finarstatements in this Form 10-K.
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Our OEM market continues to evolve as we car®ito offer new communications products and OEMgpt new technologies and
software bundling techniques. Our OEM customerkide wireless phone manufacturers; wireless semproviders; camera manufacturers;
and other PC related equipment manufacturers. Tiaseifacturers bundle our software products wigirtbwn products. We have transla
selected products into as many as eighteen languagdlow our OEM customers the flexibility of effng multi-language products that meet
the needs of their worldwide markets.

The cycle from the placement of an OEM ordestipping is very short. OEM customers genergligrate under a just-in-time system and
we generally ship our products as we receive ordetditionally, an increasing percentage of our OEEMenue is derived from royalties
accrued by customers that are authorized to replmato preload our software products.

The three largest OEM customers, and thepaetsve affiliates, in each year, have accounte®@®4% of our net revenues in 2002, 23,
of our net revenues in 2001, and 21.0% of our eatmues in 2000. Our major customers could rechaie arders of our products in favor of
a competitor’s product or for any other reason. [biss of any of our major OEM customers, decisioyna significant OEM customer to
substantially decrease purchases or our inabdityotlect receivables from these customers cowe laa adverse effect on our business.

We have relatively little backlog for our OFModucts at any given time and we do not consideklog to be a significant indicator of
future performance. Moreover, we generally do motlpce software in advance of anticipated ordedstaerefore have insignificant amounts
of inventory. As a result of the foregoing, our@aues in any quarter are substantially dependeatdsrs booked in that quarter.

Our consulting service group assists customnedsploying and using computer operating systepplications, and communications
products. This group works out of our Internet @afte & Solutions unit and helps create enterprigievwomputing solutions for large
corporate accounts.

Customer Service and Technical Support

We provide technical support and customerisehrough our web site, email, telephone and @M customers generally provide their
own primary customer support functions and relysror back-up support for their own technical sappersonnel. We provide technical
support to end users of OEM customers throughetienical support section of our web site.

Product Development

The software industry, particularly the Intetrand wireless markets, is characterized by rapéifrequent changes in technology and user
needs. We work closely with industry groups andamers, both current and potential, to help uscgrate changes in technology and
determine future customer needs. Software fundityrdepends upon the capabilities of the hardwAreordingly, we maintain engineering
relationships with various hardware and silicorpamianufacturers and we develop our software inganaith their development. Our
engineering relationships with manufacturers, aéagewith our major customers, are central topaduct development efforts. In addition,
we participate in software product developer progaponsored by key industry companies such asobbifirand Apple. We remain focused
on the development and expansion of our technolpasticularly our wireless, diagnostic, utility ahternet software technologies. Research
and development expenditures amounted to $2.2omji$3.0 million and $4.0 million for the years edddecember 2002, 2001 and 2000,
respectively.

Manufacturing

Our software is sold in several forms. We offgoackage that includes: a CD-ROM; a manual;canthin other documentation or
marketing material. We also permit selected OEMamers to duplicate their own CD-ROM’s
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and pay a royalty based on usage. This method®ftis&s not require us to provide a CD or manuahllfy, we grant licenses to certain
OEM customers that enable those customers to ptela@py of our software onto a personal computeats drive. With the corporate sales
program, we offer site licenses under which a c@teouser is allowed to distribute copies of thitwsare to users within the corporate sites.

Our product development groups produce a mtoghaster for each product that is then duplicatedi packaged into products by the
manufacturing organization. All product componearts purchased by our personnel in our Aliso Vi€jalifornia facility. The manufacturing
steps that are subcontracted to outside venddigdieithe replication of CD-ROM'’s and the printingdmcumentation materials. Assembly of
the final package is completed in our Aliso Viggglifornia manufacturing facility.

Competition

The markets in which we operate are highly petitive and subject to rapid changes in technaldgne strategic directions of major
personal computer and wireless communication harelweanufacturers and operating system developeralso subject to change. We
compete with other software vendors for accessstoildution channels, retail shelf space and tiengibn of customers. We also compete
with other software companies in our efforts toudrg software technology developed by third parsied in attracting qualified personnel.

We believe that the principal competitive tastaffecting the communication and diagnostigtytdoftware market include product
features and ease of use, willingness of the vetedoustomize the product to fit customer-specifieds, product reputation, product quality,
product performance, price, customer service apgat and the effectiveness of sales and markefiimgts. Although we believe that our
products currently compete favorably with respedhese factors, there can be no assurance thednmvmaintain our competitive position
against current and potential competitors, espgdiabse with significantly greater financial, matig, service, support, technical and other
resources.

Because there are relatively low barriersiioyein the communication and diagnostic utilitffta@re market and because rapidly changing
technology is constantly creating new opportuniiiethis market, we expect new competitors to etitermarket. We also believe that
competition from established and emerging softvearapanies will continue to intensify as the emeggimobile, wireless and Internet
markets evolve. The markets in which we compete leeen characterized by the consolidation of @stedd communication software
suppliers and we believe that this trend may cometinvhich may lead to the creation of additioneddéaand better-financed competitors.
Increased competition could result in price redudi reduced gross margins and loss of market séiayeof which could have a material
adverse effect on our business.

We face competition from Microsoft, which darates the personal computer software industry.tbits market dominance and the fact
that it is the publisher of the most prevalent pees computer operating systems, Windows, Microsgtesents a significant competitive
threat to all personal computer software vendoiduding us. We also compete with Symantec and bidtwssociates, among others, for
communication, diagnostic and utility software prots. Some of our competitors have a retail emptaasi offer OEM products with a
reduced set of features. The opportunity for retagrade sales may induce these and other comgdtitsnake OEM products available at
their own cost or even at a loss. Such a priciregesgy could have an adverse effect on our business

Many of our current and prospective compeditwaive significantly greater financial, marketisgrvice, support, technical and other
resources than we do. Moreover, these companiesntraguce additional products that are competitivga ours, and our products may not
compete effectively with such products. We belithag our ability to compete depends on elements Within and outside of our control,
including the success and timing of new producetlgyment and introduction, product performanceerdistribution and customer support.
We may not be able to compete successfully withaetsto these and other factors. We believe theabtarket for our software products has
been and will continue to be characterized by ficamit price competition. A material reduction retprice of our products could negatively
affect our profitability.
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Many of our existing and potential OEM custosnieave substantial technological capabilities.seheustomers may currently be
developing, or may in the future develop, prodticéd compete directly with our products. In suckrgythese customers may discontinue
purchases of our products. Our future performasaibstantially dependent upon the extent to waigsting OEM customers elect to
purchase communication software from us rather tiemign and develop their own software. In lightref fact that our customers are not
contractually obligated to purchase any of our potsg, they may cease to rely, or fail to expand tieéiance, on us as an external source for
communication software in the future.

Proprietary Rights and Licenses

Our success and ability to compete is depeangmm our software code base, our programming odetiogies and other intellectual
properties. To protect our proprietary technologg,rely on a combination of trade secrets, nondssale 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 requiremployees and consultants with access to ouriptapy information to execute
confidentiality agreements with us and by restigtaccess to our source code. The steps that veethlaen to protect our proprietary
technology may not be adequate to deter misapyatigmiof our proprietary information or prevent gwecessful assertion of an adverse
claim to software utilized by us. In addition, waymot be able to detect unauthorized use of daliéetual property rights or take effective
steps to enforce those rights.

In selling our products, we primarily rely tshrink wrap” licenses that are not signed by Igesgs and, therefore, may be unenforceable
under the laws of certain jurisdictions. In additithe laws of some foreign countries do not priodec proprietary rights to as great an extent
as do the laws of the United States. Accordindilg,means we use currently to protect our propsietghts may not be adequate. Moreover,
our competitors may independently develop technoBigilar to ours. We also license technology ama-exclusive basis from several
companies for inclusion in our products and anétgghat we will continue to do so in the futufexé are unable to continue to license these
technologies or to license other necessary teclgieddor inclusion in our products, or if we exgege substantial increases in royalty
payments under these third party licenses, ounksasicould be materially and adversely affected.

Although we believe that our products do métinge on the intellectual property rights of athesuch a claim may be asserted against
the future. From time to time, we have received may receive in the future, communications fronndhuarties asserting that trademarks
used by us or features or content of certain ofppaducts infringe upon intellectual property righteld by such third parties. As the number
of trademarks, patents, copyrights and other extalial property rights in our industry increasesl as the coverage of these patents and
and the functionality of products in the marketfier overlap, we believe that our products, witirtlexisting technology, may increasingly
become the subject of infringement claims. Morepaay of these proceedings could also result iaduerse decision as to the priority of our
inventions. Such results would materially and agelraffect us, and may also require us to obtagar more licenses from third parties.
may not be able to obtain any such required licenpen reasonable terms, if at all, and the faityres to obtain such licenses could prohibit
us from selling some of our products or requirécusodify some of our existing products.

Employees

As of December 31, 2002, we had a total o§ix employees: twenty-five engaged in enginggrien in sales and marketing; nine in
management and administration; seven in custonpgrost) and five in manufacturing. We utilize temagrlabor to assist during peak
periods of manufacturing volume. We believe thatfature success will depend in large part uponamntinuing ability to attract and retain
highly skilled managerial, sales, marketing, cusgtosupport, research and development personnaelarsiilting staff. Like other software
companies, we face intense competition for suchqrerel, and we have at times experienced and centinexperience difficulty in
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recruiting qualified personnel. There can be naias®e that we will be successful in attractingjragating and retaining other qualified
personnel in the future. We are not subject toailective bargaining agreement and we believedhbatelationships with our employees are
good.

Item 2. PROPERTIES

Our corporate headquarters, including ourgipal administrative, sales and marketing, custosogport and research and development
facility is located in approximately 28,500 squéget of space in Aliso Viejo, California. We hawased this facility through March 31, 2003.
The company is currently evaluating alternativessohs for the Aliso Viejo facility and will enténto a month-to-month arrangement for the
current facility if required. We operate both oungucts and services reporting segments withinféuity.

Our other locations include a facility of appimately 7,000 square feet in San Diego, Califapursuant to a lease that expires July 31,
2005. This space is currently sublet to a thirdyptirough December 31, 2003. Additionally, we happroximately 3,100 square feet in
Beaverton, Oregon pursuant to a lease that exténoisgh February 28, 2005. As part of the restmieguplan implemented in 2001, this
facility has been vacated and we are in the proogsscuring a sub-tenant or negotiating a settfemith the leaseholder. We also have a
facility of approximately 3,000 square feet in LeS€ummit, Missouri pursuant to a lease that exgiegust 31, 2004. We believe that
suitable additional or alternative space will baitable in the future on commercially reasonabtenteas needed.

Item 3. LEGAL PROCEEDINGS

There are no pending material legal issuésiatime although we may become subject to variegal proceedings and claims that aris
the ordinary course of business.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a voteawkéiolders during the quarter ended December @12.2
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PART II
Item 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER MATTERS
Market Information

Our common stock is traded on the Nasdaqg $aplMarket under the symbol “SMSI.” The high ang kale prices for our common
stock as reported by Nasdaq are set forth belowhfperiods indicated.

High Low
YEAR ENDED DECEMBER 31, 200:
First Quarte! $1.6t 0.9C
Second Quarte 1.1¢ 0.6(
Third Quartel 0.71 0.3C
Fourth Quarte 0.9C 0.17
YEAR ENDED DECEMBER 31, 200!
First Quarte! 3.7z 0.97
Second Quarte 1.97 1.12
Third Quartel 1.5C 0.5t
Fourth Quarte 1.2t 0.6(

On March 5, 2003, the closing sale price far@dmmon stock as reported by Nasdaqg was $0.54.
Holders

As of March 5, 2003, there were 148 holderseobrd of our common stock.
Dividends

We have never paid any cash dividends on anmaon stock and we have no current plans to do so.
Recent Sales of Unregistered Securities

None.
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Item 6. SELECTED FINANCIAL DATA

Year Ended December 31,

2002 2001 2000 1999 1998

(in thousands, except per share data)
Statement of Operations Data
Net Revenues

Products $ 6,02¢ $ 6,94¢ $10,88¢ $ 8,841 $ 9,78¢
Services 1,102 2,54¢ 2,59¢
Total Net Revenue 7,131 9,48¢ 13,47¢ 8,841 9,78¢
Cost of Revenue:!
Products 1,42( 1,88( 2,49¢ 2,47¢ 2,911
Services 782 2,04¢ 1,15(
Total Cost of Revenue 2,20z 3,92¢ 3,64¢ 2,47¢ 2,911
Gross profit 4,92¢ 5,561 9,83( 6,36¢ 6,87t
Operating expense
Selling and marketin 2,17¢ 4,571 5,31¢ 4,27¢ 3,61¢
Research and developm: 2,162 2,991 4,041 3,82¢ 3,41¢
General and administrati 2,31¢ 3,73¢ 3,98¢ 3,92 3,55¢
Restructuring Cost 38C
Total operating expens 6,65 11,68: 13,34¢ 12,02¢ 10,59:
Operating los: (1,724 (6,12)) (3,515 (5,660) (3,71¢)
Interest Incomt 45 19¢ 482 50z 761
Interest and Other Expen (72) (113 (68) (55) (53
Loss before income tax (1,750 (6,035 (3,109 (5,219 (3,00¢)
Income tax (benefit) expen (1,062) 90 54 88¢ (1,112)
Net loss $ (68¢) $(6,125) $(3,15%) $(6,10)) $(1,89¢)
| | I | |
Net loss per share, basic and dilu $ (0.09) $ (0.3¢) $ (0.20 $ (0.40) $ (0.19)
| | | | |
Weighted average shares, basic and dil 16,23t 16,23: 15,98¢ 15,29: 15,07t
| | I | |

As of December 31,

2002 2001 2000 1999 1998
Balance Sheet Dat
Total asset $ 6,76¢ $ 9,257 $ 15,31« $15,92¢ $20,94°
Total liabilities 1,15¢ 2,95¢ 2,88 2,097 2,65k
Accumulated defici (19,19 (18,509 (12,379 (9,229 (3,127
Total stockholdel' equity 5,612 6,30z 12,427 13,83: 18,29:

The table above sets forth our selected catated financial data. We derived this informatfosm the consolidated financial statements
of Smith Micro for each of the five years ended &maber 31, 2002.

You should read this selected consolidateaiinal data along with the consolidated finandiatesnents and related Notes contained ir
Report and in our other reports filed with the SBEwell as the section of this Report and ourratiygorts titled “Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations.”
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ltem 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain Statements In This Report, Including StateimRegarding The Company’s Strategy, FinancigldPmance And Revenue
Sources, Are Forward-Looking Statements WithinNMkaning Of The Private Securities Litigation Refokat Of 1995, Section 21e Of The
Securities Exchange Act Of 1934, As Amended, Acttb8&7a Of The Securities Act Of 1933, As Amenéled Are Subject To The Safe
Harbors Created By That Act And Those Sectionssd RerwarcLooking Statements Are Based On Current Expectaifnd Entail
Numerous Risks And Uncertainties That Could CalseCompar’s Actual Results To Differ Materially From ThosgpEessed In Such
Forward-Looking Statements. The Company’s Actual ResoligsdDiffer Materially From The Results AnticipatedThese Forward-
Looking Statements As A Result Of Those FactorBd#t Under‘Risk Factors” And Elsewhere In This Report. RealAre Urged To
Carefully Review And Consider The Various Disclesuvlade By The Company In This Report And In Tmep@ay’'s Other Reports Filed
With The SEC That Attempt To Advise Interesteddza@f Certain Risks Factors That May Affect ThenBany’s Business. Readers Are
Cautioned Not To Place Undue Reliance On Any Fodwaroking Statements Contained In This Report. ftoauld Read The Following
Discussion And Analysis In Conjunction With The @anys Consolidated Financial Statements And Notes tioeContained Elsewhere In
This Report.

Critical Accounting Policies

The Company’s discussion and analysis ofi¢siits of operations, financial condition and ldjtyi are based upon the Company’s
consolidated financial statements, which have Ipeepared in accordance with accounting principkasegally accepted in the United States
of America. The preparation of these financialestagnts requires the Company to make estimatesudgchents that affect the reported
amounts of assets and liabilities and disclosureootingent assets and liabilities at the datdeffinancial statements and the reported
amounts of revenues and expenses during the neggrtiriod. The Company bases its estimates ornrisizst@xperience and on various other
assumptions that are believed to be reasonable timeleircumstances. Actual results may materidiffier from these estimates under
different assumptions or conditions. On an on-gdiagis, the Company reviews its estimates to erthatdhe estimates appropriately reflect
changes in its business or as new information besamailable.

Management believes the following critical @aeting policies affect its more significant esttesmand assumptions used in the prepari
of its consolidated financial statements:

Revenue Recognitier- Software revenue is recognized in accordance thélStatement of Position (SOP) 97spftware Revenue
Recognitionas amendedSOP 97-2 provides guidance on when revenue sheutddognized for licensing, selling, leasing oreottise
marketing computer software. We generally recogreéxenues from sales of our software as completedugts are shipped and title passes
and from royalties generated as authorized custonhgslicate our software, assuming collectibilgyéasonably assured. Returns from OEM
customers are generally limited to defective gamdgoods shipped in error. We may permit retait@ongrs to return or exchange product
may provide price protection on products unsoldlmustomer. In accordance with Statement of Fimdracounting Standards
(SFAS) No. 48Revenue Recognition when Right of Return Exigtéenue is recorded net of an allowance for egéohreturns and other
concessions to the extent that such returns areadsle and certain other conditions are met. Sesbmves are based upon management’s
evaluation of historical experience, current indpstends and estimated costs. While returns aheratoncessions have historically been
within management’s estimates, the amount of esticheeserves could change as new information besawalable. In July of 2002, we
signed a new distribution agreement with our prirdistributor. As a result of the negotiation ofesareturn and collection terms in a new
distribution agreement, revenue from distributeredw recognized upon sell-through to the end costorather than upon shipment to the
distributor. The related impact during the thircager of 2002 was to defer recognition of salegistributors and increase reserves for
inventory
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currently in the channel, totaling approximated@D00. We also provide technical support to ostamers. Such costs have historically
been insignificant.

We recognize consulting services and hostwgmues as services are provided or as milestoaekebvered and accepted by our
customers.

Sales Incentives- In 2001 the Emerging Issues Task Force issue BIFO9,Accounting for Consideration Given by a Vendor to a
Customer (Including a Reseller of the Vendor’s Riaiyl Effective January 1, 2002, we adopted EITF 01-@@s®ant to EITF 01-09, the cost
of sales incentives we offer without charge to ocosrs that can be used in, or that are exerciggbdecustomer as a result of, a single
exchange transaction, is required to be accountedsfa reduction of revenue. Our consolidatechfiie statements for prior periods have
been reclassified to comply with the revised incataement display requirements for comparativegses. The result of this adoption w:
reduction in revenue with a corresponding redudiiogelling and marketing expense of $223,000, #iilBon and $259,000 in the three
years ended December 31, 2002, 2001 and 2000 ctasghe.

Accounts Receivable- We sell our products worldwide. We perform ongpanedit evaluations of our customers and genedalyot
require collateral. We maintain reserves for esiaredit losses, and those losses have histigrioe¢n within our expectations. We cannot,
however, guarantee that we will continue to expexgéethe same credit loss rates that we have ipake If not, this could have an adverse
effect on our consolidated financial statementtownces for product returns are included in otitfustments to accounts receivable on the
accompanying consolidated balance sheet.

Long Lived Assets- We account for the impairment and dispositiotoof)-lived assets in accordance with Statemeniradreial
Accounting Standards (SFAS) No. 1#&counting for Impairment or Disposal of Long-Livasisets This statement addresses financial
accounting and reporting for the impairment of ldivgd assets and for the disposal of long-liveseés SFAS No. 144 superseded SFAS
No. 121,Accounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to Be Disposed &1d is effective for fiscal years
beginning after December 15, 2001. We adopted SR&SL44 on January 1, 2002. In accordance with SNASL44, long-lived assets to be
held are reviewed for events or changes in circantgts, which indicate that their carrying value maybe recoverable. We periodically
review the carrying value of long-lived assets étetimine whether or not an impairment to such vahgeoccurred. We have determined that
there was no impairment at December 31, 2002.

Goodwill— SFAS No. 142, which was adopted on January 1, 2@@@ijres that goodwill and other intangible asaétis indefinite useft
lives no longer be amortized, but instead be tefstetnpairment at least annually and written domimen impaired. SFAS No. 142 also
requires purchased intangible assets other thatgvgthéo be amortized over their useful lives urddélese lives are determined to be
indefinite. In accordance with this Standard, wdarmmger amortize goodwill and indefinite life in@gible assets but evaluates their carrying
value at least on an annual basis or when evemiisoamstances indicate that their carrying valwgyiine impaired. We ceased amortizing
goodwill as of the beginning of fiscal 2002. In amtance with SFAS No. 142, we were required togrerfa two-step transitional impairment
review. The first step of this review was compleltigdJune 30, 2002 with the determination of thealue of our reporting units in order to
identify whether the fair value of each reportingtus less than its carrying amount. In the eubat the fair value of the reporting unit is less
than the carrying amount, the second step of gtesmeuld be required to determine if the carryiadue of goodwill exceeds the implied
value. We determined that we did not have any impamt of goodwill at transition on January 1, 2@@2t December 31, 2002. We had no
indefinite life intangibles as of January 1, 2002stimates change, a materially different impaninconclusion could result. In accordance
with this pronouncement, effective January 1, 2@@2no longer amortize goodwill. For comparisomdwill amortization expense was
$522,000 and $431,000 in the years ended Decemb@081 and 2000, respectively. At December 312208 amount of goodwill
allocated to the products reporting segment is8kL®0. The amount of goodwill allocated to thevees reporting segment is $335,000.
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Results of Operations

The following table sets forth certain condated statement of operating data as a percentdgebrevenues for the periods indicated:

Years Ended December 31,

2002 2001 2000

Net Revenues

Products 84.€% 73.2% 80.£%

Services 15.%% 26.8% 19.2%
Total net revenue 100.% 100.(% 100.(%
Cost of revenues

Products 19.% 19.8% 18.5%

Services 11.(% 21.€% 8.5%
Total cost of revenue 30.€% 41.2% 27.(%
Gross profit 69.1% 58.€% 73.(%
Operating expense

Selling and marketin 30.5% 48.2% 39.5%

Research and developm 30.2% 31.6% 30.(%

General and administratiy 32.5% 39.2% 29.€%

Restructuring 4.C%
Total operating expens 93.2% 123.1% 99.1%
Operating los! (24.2% (64.5% (26.)%
Interest incom 0.6% 2.1% 3.6%
Interest and other expen (1.0% (1.2% (0.5%
Loss before income tax (24.6% (63.60% (23.0%
Income tax expens (15.0% 1.C% 0.4%
Net loss (9.6)% (64.6)% (23.9)%

| | |

Year Ended December 31, 2002 compared to year endBécember 31, 2001
Revenues

Total net revenues were $7.1 million and $8ifion for 2002 and 2001, respectively, represegia decrease of $2.4 million, or 24.9%,
from 2001 to 2002.

Products.Net revenues from sales of products were $6.0anikind $6.9 million for 2002 and 2001, respectivaedpresenting a decrease
of $916,000 or 13.2% from 2001 to 2002. Produceneres accounted for 84.6% of total revenues in 200273.2% of total revenues in
2001.

The decrease in net product revenues from &D@002 was primarily the result of the reductidrsales through the retail distribution
channel. As a result of this continued erosioretdit distribution economics, during 2002 we hagmigicantly reduced distribution channel
inventory through a combination of sell-through dmdering of restocking levels. Additionally, wedan recording retail revenue only upon
distribution channel sell-through, rather than upbipment pursuant to the negotiation of a newitistor agreement, which resulted in a
decrease in revenue of approximately $200,000 coeda 2001.

We operate with little backlog because we gahyeship our software products as we receive rd@d because our royalty revenue is
based upon our customeesitual usage in a given period. As a result, olessa any quarter are dependent on orders th&ioek and ship il
that quarter. This makes it difficult for us to giet future revenues and trends.

15




Table of Contents

ServicesConsulting services revenues were $1.1 milliondA@2and $2.5 million in 2001, respectively, represey a decrease of
$1.4 million or 56.7% from 2001 to 2002. The deseem service revenue is due to the cessatiorgoffgiant “Microsoft productstonsulting
announced in the first quarter of 2002, due todkberease in demand for such services. Serviceauewaccounted for 15.4% of total reven
in 2002 and 26.8% of total revenues in 2001.

Cost of Revenues

Cost of Product Revenue€ost of product revenues was $1.4 million an® $illion in 2002 and 2001, respectively, represena
decrease of $460,000 or 24.5% from 2001 to 2008.ddtrease in the cost of software revenue isttlinedated to the decrease in software
revenue during the period. The cost of softwaremnee as a percentage of software revenue was 28.8002 and 27.1 % in 2001.

Cost of Service Revenu@ost of service revenues was $782,000 and $2.®mith 2002 and 2001, respectively, representidg@aease
of $1.3 million, or 61.8% from 2001 to 2002. Coftervice revenues includes the cost of our coimgufiersonnel and the cost of any outside
consultants contracted to support our staff. Theradese in the cost of service revenues was dueatdount reductions related to the cess
of significant “Microsoft products” consulting anmaced in the first quarter of 2002. Cost of servimeenues as a percentage of service
revenues was 71.0% in 2002 and 80.5% in 2001.

Operating Expenses

Selling and MarketingSelling and marketing expenses were $2.2 millicsh$4.6 million 2002 and 2001, respectively, repntisg a
decrease of $2.4 million or 52.4%, from 2001 to200ur selling and marketing expenses consist pifynaf personnel costs, advertising
costs, sales commissions and trade show expensese Expenses vary significantly from quarter trgu based on the timing of trade
shows and product introductions. The decreaseeiseticosts is attributable to cost reduction measuorall the above expense areas as
implemented by management and a reduced emphasitadinchannel marketing activities. As a percgataf net revenues, selling and
marketing expenses have decreased to 30.5% inf2@®248.2% in 2001.

Research and DevelopmeResearch and development expenses were $2.2 nahidi$3.0 million in 2002 and 2001, respectively,
representing a decrease of $835,000, or 27.9%, 2@0i to 2002. Our research and development expeasesist primarily of personnel and
equipment costs required to conduct our softwaveldpment efforts. We remain focused on the devabkagt and expansion of our
technology, particularly our wireless, diagnostitlity and Internet software technologies. Therdase in our research and development
expenses is primarily due to the cost reductioareffimplemented by management, primarily headcoelated, and realigns our research and
development cost base consistent with current tgx&ns a percentage of net revenues, researotiexetbpment expenses have decreased
to 30.3% in 2002 from 31.6% in 2001.

General and Administrativé&seneral and administrative expenses were $2.3omidnd $3.7 million in 2002 and 2001, respectively,
representing a decrease of $1.4 million, or 380&tn 2001 to 2002. The decrease in our generabdnunistrative expenses is due primarily
to decreased bad debt expense of approximately, @80@nd the cessation of goodwill amortizatio$%22,000. The decrease was also due
to cost reduction efforts implemented by managerttattconsisted of reductions in compensation antepsional services. This reduction
further aligns our general and administrative t@ste consistent with current revenues. As a peagerdf net revenues, general and
administrative expenses have decreased to 32.290ia from 39.4% in 2001.

Restructuring Costdn the second quarter of 2001 we began implementirestructuring plan to consolidate facilities aeduce
personnel costs. The plan was fully implemente®bgember 31, 2001. Total expense related to thruotsring amounted to $380,000,
consisting of facility closure costs of $230,00@ amployee severance costs of $150,000. Thesetimasigvere made to correlate with
revised revenue forecasts. As of December 31, 28®%1,000 had been paid and $139,000 was includaddrued liabilities. This amount
will be paid over the remaining term of the leasdgess a sublessor is found or a settlement i©eshwith the landlord.
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Interest Incomelnterest income was $45,000 and $199,000 in 2002801, respectively, representing a decrease®f,800 or 77.4%,
from 2001 to 2002. Decreases in our interest ingameach of years being reported, are directlstesl to the reductions in our cash balance
and declining interest rates. We have not changeéhwestment strategy during the periods beingnteg on, with our excess cash
consistently being invested in short term marketaelcurities. (See “Liquidity and Capital Resoutdesfurther discussion elsewhere in this
annual report.)

Interest and Other Expensénterest and other expenses were $71,000 andIA8 2002 and 2001, respectively, representing a
decrease of $42,000, or 37.2%, from 2001 to 20@2rést and other expense primarily consist of faak and credit card processing charges
and may vary considerably from year to year.

Provision for Income TaxeB the year ended December 31, 2002, we reportégcame tax benefit in the amount of $1.1 millidihis
benefit is the result of a net operating loss dack, which pursuant to a change in the federalaaxallowed the Company to file for a
refund of income taxes paid in 1996. Prior to tizelaw change such amount was included in the petading loss carryforward, which had
carried a full valuation allowance. Provision focome taxes was $90,000 in 2001. The provisiomfmme taxes in 2001 is primarily due to
taxes on foreign income, which may vary signifitaftom year to year. We completed a tax audit mgithe first quarter of 2001, which
resulted in a payment of $127,000. The paymentoffast by foreign tax credits in the amount of $E8).

Year Ended December 31, 2001 compared to year endBeécember 31, 2000
Revenues
Total net revenues were $9.5 million and $18ilion for 2001 and 2000, respectively, repregenta decrease of $4.0 million or 29.6%.

Products.Net revenues from sales of products were $6.9anilland $10.9 million for 2001 and 2000, respetfivepresenting decrease
of $3.9 million, or 36.2%, from 2000 to 2001. Protitevenues accounted for 73.2% of total revenu@901 and 80.8% of total revenues in
2000.

The decrease in net product revenues from 89001 was primarily the result of declining leg@EM fax product revenues and a
substantial and unexpected change in order takidgseocking policies by our largest distributotlie second quarter of 2001. During that
quarter, the distributor announced that its futaxentories would run at approximately 20% of poer levels. As a result of this policy shift,
new purchases from the distributor were unusually dluring the second quarter of 2001. AdditionallyJune 2001, we agreed to accept a
significantly higher level of product returns thae had anticipated, totaling approximately $1.1lionl in an effort to work with the
distributor to reduce their inventory. This otir@e return resulted in a corresponding decreasetail software sales during the second qu
of 2001.

ServicesConsulting services revenues were $2.5 milliond@2and $2.6 million in 2000. Services revenue antex for 26.8% of total
revenues in 2001 and 19.2% of total revenues i®200

Cost of Revenues

Cost of Product Revenue€ost of product revenues was $1.9 million ané $Zillion in 2001 and 2000, respectively, represena
decrease of $619,000 or 24.8% from 2000 to 200&.ddcrease in the cost of software revenue isttlinedated to the decrease in product
revenue during the period. The cost of productmaeeas a percentage of product revenue was 27rid%30% for 2001 and 2000,
respectively.

Cost of Service Revenu@ost of service revenues was $2.0 million and $iilon in 2001 and 2000, respectively, represemtn
increase of $898,000, or 78.1% from 2000 to 20@ikt ©f service revenues includes
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the cost of our consulting personnel and the cbahy outside consultants contracted to supporstaff. The increase in the cost of
consulting service revenues was due to the imdafull year of QuickStart operations in 2001. €okconsulting services revenues as a
percentage of consulting services revenues wa®8h 2001 and 44.3% in 2000. The increase in cbsbsulting service revenues as a
percentage of revenues was due to higher persoost and lower utilization of such personnel dulwer than expected revenues.

Operating Expenses

Selling and MarketingSelling and marketing expenses were $4.6 milliosh$5.3 million in 2001 and 2000, respectively, eamting a
decrease of $748,000, or 14.1% from 2000 to 20@t .s8lling and marketing expenses consist primafilyersonnel costs, advertising costs,
sales commissions and trade show expenses. Thesases vary significantly from quarter to quart@sdd on the timing of trade shows and
product introductions. The decrease in these ¢@stiributable to cost reduction measures impléatehy management and a decreased
emphasis on retail channel marketing activitiesaAgrcentage of net revenues, selling and matketipenses have increased to 48.2% in
2002 from 39.5% in 2001, primarily as a resulthaf teduction in revenues.

Research and DevelopmeResearch and development expenses were $3.0 natidi$4.0 million in 2001 and 2000, respectively,
representing a decrease of $1.0 million or 25.8%fR2000 to 2001. Our research and development eggasonsist primarily of personnel
and equipment costs required to conduct our softwarelopment efforts. We remain focused on theldement and expansion of our
technology, particularly our wireless, diagnosititility and Internet software technologies. Therdase in our research and development
expenses is primarily due to the cost reductioareffimplemented by management. This reductiorigesilour research and development
base consistent with current revenues. As a pexgertf net revenues, research and development &gbave increased to 31.6% in 2002
from 30.0% in 2001, primarily as a result of themase in revenues.

General and Administrativ&seneral and administrative expenses were $3.7omifind $4.0 million in 2001 and 2000, respectively,
representing a decrease of $251,000, or 6.3% fi@®0 B 2001. The decrease in our general and asir@tive expenses is due primarily to
cost reduction efforts implemented by managemeattdbnsisted of reductions in headcount, compesrsatid professional services. This
reduction further aligns our general and adminiisteacost base consistent with current revenuess@lilecrease were partially offset by
higher bad debt expense in 2001. As a percentagetaévenues, general and administrative expdraesincreased to 39.4% in 2002 from
29.6% in 2001, primarily as a result of the decedasevenues.

Restructuring Costdn the second quarter of 2001 we began implemertirestructuring plan to consolidate facilities aeduce
personnel costs. The plan was fully implemente®bgember 31, 2001. Total expense related to thriotsring amounted to $380,000
consisting of facility closure costs of $230,00@ amployee severance costs of $150,000. Thesetieasigvere made to correlate with
revised revenue forecasts.

Interest Incomelnterest income was $199,000 and $482,000 in 26612800, respectively, representing a decreas2&8,900, or 58.7¢
from 2000 to 2001. Decreases in our interest incarealirectly related to the reductions in our daaslance and declining interest rates. We
have not changed our investment strategy duringéhi®ds being reported on, with our excess caskistently being invested in short term
marketable securities. (See “Liquidity and CapRrakources” for further discussion elsewhere indhisual report.)

Interest and Other Expendaterest and other expenses were $113,000 and@B8)2001 and 2000, respectively, representing an
increase of $45,000, or 66.2%, from 2000 to 200terkest and other expense primarily consist of faak and credit card processing charges
and may vary considerably from year to year.

Provision for Income TaxeBrovision for income taxes was $90,000 and $54i0@D01 and 2000, respectively. The provision faoime
taxes is primarily due to taxes on foreign incombich may vary significantly from year to year. \Wempleted a tax audit during the first
quarter of 2001, which resulted in a payment of32Q0. The payment was offset by foreign tax csedithe amount of $69,000.
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Liquidity and Capital Resources

Since inception, we have financed our openatigrimarily through cash generated from operatarsfrom net proceeds of $18.1 million
generated by our initial public offering in 1995uiprincipal source of liquidity as of December 2002 consisted of cash and cash
equivalents of $3.6 million.

Net cash provided by operations was $426,0@DD2 compared with net cash used in operatio® & million in 2001. The significant
improvement in operating cash flows is primarilyedo the reduction in the net loss. Additionallycaunts receivable decreased dramatically
in 2002 as a result of improved collections an@eréase in shipments to retail distributors. Thas wartially offset by a decrease in accounts
payable and accrued liabilities as a result of caiing measures implemented by management.

Cash flows used in investing activities we?8$00 in 2002 and $101,000 in 2001, related tesiments in property and equipment,
including computers and production equipment.

Cash flows from financing activities were gnsificant in 2002 and 2001.

At December 31, 2002, we had $3.6 millionastt and cash equivalents and $3.4 million of waykiapital. We have no significant cap
commitments, and currently anticipate that cagitgdenditures will not vary significantly from redqreriods. We believe that our existing
cash, cash equivalent investment balances andfloasfrom operations will be sufficient to financeir working capital and capital
expenditure requirements through at least the mesltve months. We may require additional fundsupmort our working capital
requirements or for other purposes and may seekige additional funds through public or privateiiggor debt financing or from other
sources. If additional financing is needed, we camssure you that such financing will be availdbles at commercially reasonable terms or
at all.

We are currently in the process of renegatipti long-term facility lease to replace the lems@ur corporate headquarters, which expires
at the end of March, 2003. We have non-cancelgideating leases for our building facilities thapeg on various dates through July 31,
2005 and no debt. Future minimum rental commitméortthese leases consist of the following (in themds):

Year ending December 31:

2003 $437
2004 30¢
2005 13€
$87€

|

Recent Accounting Pronouncements

In June 2001, the FASB issued two new pronemants: SFAS No. 14Business Combinationsand SFAS No. 14Zo0o0dwill and Other
Intangible Asset. SFAS No. 141 prohibits the use of the poolingrdérest method for business combinations initiatfer June 30, 2001
and also applies to all business combinations attedufor by the purchase method that are compktfted June 30, 2001. The adoption of
SFAS No. 141 did not have a material impact oncaunsolidated financial statements. SFAS No. 144¢ckvivas adopted on January 1, 2002,
requires that goodwill and other intangible assgatis indefinite useful lives no longer be amortizédt instead be tested for impairment at
least annually and written down when impaired. SRS 142 also requires purchased intangible asgleés than goodwill to be amortized
over their useful lives unless these lives arerddteed to be indefinite. In accordance with thiartard, we no longer amortize goodwill and
indefinite life intangible assets but evaluatesrtbarrying value at least on an annual basis agrwévents or circumstances indicate that their
carrying value may be impaired. We ceased amogigoodwill as of the beginning of fiscal 2002. ktardance with SFAS No. 142, we
were required to
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perform a two-step transitional impairment revidue first step of this review was completed by J8®e2002 with the determination of the
fair value of our reporting units in order to idéntvhether the fair value of each reporting usitéss than its carrying amount. In the event
that the fair value of the reporting unit is lelsart the carrying amount, the second step of thevimsld be required to determine if the
carrying value of goodwill exceeds the implied \alWe determined that we did not have any impaitroegoodwill at transition on
January 1, 2002 or at December 31, 2002. We haddadinite life intangibles as of January 1, 2002stimates change, a materially diffel
impairment conclusion could result. In accordandé this pronouncement, effective January 1, 2082no longer amortize goodwill. For
comparison, goodwill amortization expense was $8X2and $431,000 in the years ended December 81, &td December 31, 2000,
respectively.

In July 2002, the FASB issued SFAS No. JA&;ounting for Costs Associated with Exit or Disggdadsctivities, which addresses financial
accounting and reporting for costs associated axthor disposal activities and supersedes Emengisiges Task Force (EITF) Issue 94-3,
Liability Recognition for Certain Employee Termiioat Benefits and Other Costs to Exit an Activitcliding Certain Costs Incurred in
Restructuring) SFAS No. 146 requires that a liability for a coss@ciated with an exit or disposal activity be ggiped when the liability is
incurred. Under Issue 94-3, a liability for an eodtst as defined in EITF 94-3 was recognized atittte of an entity’s commitment to an exit
plan. SFAS No. 146 also establishes that the ifgtshould initially be measured and recorded atvalue. We will adopt the provisions of
SFAS No. 146 for exit or disposal activities thet mitiated after December 31, 2002.

In January 2003, the FASB issued InterpretatieiN) No. 46,Consolidation of Variable Interest Entitiesn general, a variable interest
entity is a corporation, partnership, trust, or attyer legal structure used for business purpdesetther (a) does not have equity investors
with voting rights or (b) has equity investors tdatnot provide sufficient financial resourcesttoe entity to support its activities. FIN No. 46
requires certain variable interest entities to dwesolidated by the primary beneficiary of the gnifithe investors in the entity do not have the
characteristics of a controlling financial interesdo not have sufficient equity at risk for theigy to finance its activities without additional
subordinated financial support from other partigge consolidation requirements of FIN No. 46 appiynediately to variable interest entities
created after January 31, 2003. The consolidagqairements apply to older entities in the firstél year or interim period beginning after
June 15, 2003. Certain of the disclosure requirésnapply in all financial statements issued aftaruary 31, 2003, regardless of when the
variable interest entity was established. We belignat the adoption of FIN No. 46 will not have aterial impact on our financial position or
results of operations because we have no variat#ecist entities.

In December 2002, the FASB issued SFAS No, AdBounting for Stock-Based Compensation — Tramséial Disclosure — an
amendment of FASB Statement No. BFAS No. 148 amends SFAS No. 128counting for Stock-Based Compensatitmprovide
alternative methods of transition for a voluntamarge to the fair value based method of accoumbingtock-based employee compensation.
In addition, SFAS No. 148 amends the disclosurairements of SFAS No. 123 to require prominentldsares in both annual and interim
financial statements about the method of accouritingtock-based employee compensation and thetefféhe method used on reported
results. We are required to follow the prescribedldsure format and have provided the additiomsdldsures required by SFAS No. 148 for
the year ended December 31, 2002 (see Notes 1)amdi9Inust also provide the disclosures in ourtgugrreports containing condensed
financial statements for interim periods beginnivith the quarterly period ending March 31, 2003.

In November 2002, the FASB issued FIN No.@&arantor’'s Accounting and Disclosure RequiremdotsGuarantees, Including Indirect
Guarantees of Indebtedness of Otheaa interpretation of FASB Statements No. 5, 5F Hdi7, and rescission of FASB Interpretation Nq. 34
Disclosure of Indirect Guarantees of Indebtedndg3thers. FIN No. 45 elaborates on the disclosures to beenty the guarantor in its
interim and annual financial statements abouthigyations under certain guarantees that it hageslt also requires that a guarantor
recognize, at the inception of a guarantee, aliipbor the fair value of the obligation undertakin issuing the guarantee. The initial
recognition and measurement provisions of thigpriation are applicable on a prospective basjgitrantees issued or modified after
December 31, 2002; while, the provisions of theldsure requirements are effective for financiatesnents of interim or annual periods
ending after December 15, 2002. The adoption of RtN45 is not expected to have a material impaaiur results of operations or financial
position.
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RISK FACTORS

Before Deciding To Invest In Our Company Or To MaiimOr Increase Your Investment, You Should C#ye@ionsider The Risks
Described Below, In Addition To The Other InforroatContained In This Report And In Our Other Fikng/ith The SEC, Including O
Subsequent Reports On Forms 10-Q And 8-K. The Ristk&Jncertainties Described Below Are Not The Gies Facing Our Company.
Additional Risks And Uncertainties Not Presenthoin To Us Or That We Currently Deem Immaterial Mégo Affect Our Busine:
Operations. If Any Of These Risks Actually OccthgtTould Seriously Harm Our Business, Financiah@ition Or Results Of Operations.
In That Event, The Market Price For Our Common ktGould Decline And You May Lose All Or Part Of i¥mvestment

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

Our quarterly revenues and operating resalt® liluctuated significantly in the past and magtoaie to vary from quarter to quarter du
a number of factors, many of which are not withim control. If our operating results do not meet éxpectations 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 corioesson volume sale

* the size and timing of orders from and shipmentsutomajor customers, including our largest distiti;
« the size and timing of any return product requéstsur products

« our ability to maintain or increase gross marg

 general economic and market conditic

« variations in our sales channels or the mix ofpmaduct sales

« the gain or loss of a key custom

« our ability to specify, develop, complete, introdumarket and transition to volume production neadpcts and technologies in a
timely manner

« the availability and pricing of competing produatsd technologies and the resulting effect on saiespricing of our product
« the effect of new and emerging technolog
« deferrals of orders by our customers in anticigatibnew products, applications, product enhancésn@noperating systems; a

« the continued success of our -cutting measure:

A large portion of our operating expensesluding rent, depreciation, amortization, and cdpéiase expenditures, is fixed and difficult to
reduce or change. Accordingly, if our total revedoes not meet our expectations, we probably woatde able to adjust our expenses
quickly enough to compensate for the shortfallemenue. In that event, our business, financial itmmdand results of operations would be
materially and adversely affected.

Due to all of the foregoing factors, and tlieeo risks discussed in this report, you shouldralyton quarter-to-quarter comparisons of our
operating results as an indication of future perfance.

If we are unable to comply with NASD’s continued listing requirements, our common stomkld be delisted from the NASDAQ.

In June 2002, our common stock failed to nieetminimum bid price of $1.00 per share for 30smutive days, which caused our stock
price to fail to meet one of the minimum standaetpuired by Nasdaq for continued listing as a Ngddational Market security. On July 25,
2002, we announced that we had voluntarily subohiie application to Nasdagq to transfer from theddgd\ational Market to the Nasdaq
SmallCap Market. Our application has been apprevebwe became a SmallCap Market company effectigust 5, 2002. This change
increased the grace
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period available for SmallCap companies that comytia the core initial listing standards of the Si@ap Market — that is, either net
income of $750,000, stockholders’ equity of $5 imillor market capitalization of $50 million. If ostock cannot maintain trading at prices
over $1.00 or we cannot meet any subsequent gegedrequirements, we may become subject to thstidg process.

There can be no assurance that we will sagibfyiequirements for continued listing of our coomstock on the Nasdag SmallCap Market.
If we are unable to meet the continued listing nements in the future, our common stock will bejsat to delisting, which may have a
material adverse effect on the price of our comstook and the levels of liquidity currently availalo our stockholders.

In order to meet NASD#'s continued minimum $1.00 trading price requiretn@nd remain listed, we may have to request shadeho
approval to execute a reverse split for our comrsimck.

The effect of a reverse split upon the mapkite of our common stock cannot be predicted aith certainty and it is possible that the per
share price of our common stock after the revepieweill not rise in proportion to the reduction the number of shares of our common stock
outstanding resulting from the reverse stock spliere can be no assurance that the market priqegogéreverse split share will either exce
or remain in excess of the $1.00 minimum bid pfareany sustained period of time. The market pateur common stock may be based :
on other factors that may be unrelated to the nurbghares outstanding, including our future perfance. In addition, there can be no
assurance that we will not be delisted due tolarfato meet other continued listing requiremenesneif the market price per postverse spl
share of our common stock remains in excess 00$1.0

Technology and customer needs change rapidly immarket, which could render our products obsoletd aegatively affect our revenues

Our future success will depend on our abtlitanticipate and adapt to changes in technologyiradustry standards. We will also need to
continue to develop and introduce new and enhapigatlicts to meet our customers’ changing demaredsy 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 shortipetlife 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 ofdingplexities inherent in today’s computing envir@nts and the performance demanded by
customers. If our software markets do not devetowa anticipate or our products do not gain wideagracceptance in these markets, or if
we are unable to develop new versions of our seéiypeoducts that can operate on future operatistegys, our business, financial condition
and results of operations could be materially ahteesely affected.

Competition within our product markets is intensel ancludes numerous established competitors, wtoehd negatively affect our revenues.

We operate in markets that are extremely cdithpeand subject to rapid changes in technolddigrosoft Corporation poses a significant
competitive threat to us because Microsoft opegatiystems, Windows XP, Windows ME, Windows 2000ndéws 98, Windows 95 and
Windows NT, may include some capabilities now pded by certain of our OEM and retail software picidulf users are satisfied relying
the capabilities of Windows XP, Windows ME, Windo2@00, Windows 98, Windows 95, Windows NT or otbperating systems, sales of
our products are likely to decline. In additionr puincipal fax related retail products, HotFax MageCenter and HotFax, currently compete
directly with Symantec’s WinFax Pro. In additiomdause there are low barriers to entry into theveoé market, we expect significant
competition from other established and emergingssoke companies in the future. Furthermore, manyuofexisting and potential OEM
customers may acquire or develop products that etergtirectly with our products.

Microsoft and many of our other current andgpective competitors have significantly greatearicial,
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marketing, service, support, technical and othsoueces than we do. As a result, they may be aldéapt more quickly to new or emerging
technologies and changes in customer requiremendsdevote greater resources to the promotionsatelof their products. There is also a
substantial risk that announcements of competindyprts by large competitors such as Microsoft ayrdéhtec could result in the
cancellation of orders by retailers, distributor®ther customers in anticipation of the introdostof such new products. In addition, some of
our competitors, such as Symantec, currently makgptementary products that are sold separatelyh Sompetitors could decide to enha
their competitive position by bundling their prodisito attract customers seeking integrated, cdsttdfe software applications. Some
competitors have a retail emphasis and offer OEddipects with a reduced set of features. The oppitytéor retail upgrade sales may induce
these and other competitors to make OEM produc#adle at their own cost or even at a loss. We algpect competition to increase as a
result of software industry consolidations, whichynead to the creation of additional large and+fweiinced competitors. Increased
competition is likely to result in price reductigriswer customer orders, reduced margins and losguket share.

We maintain relationships with multiple distribuscaind retailers to sell our retail software prodsict.oss of a distributor, retailer or
unanticipated retail product returns could haveegative impact on our revenues.

In addition to our direct sales efforts indhglour web store, we depend on distributors atalless to sell our retail software products.
relationships with these distributors and retaitl¥pend upon a number of factors, including sabdsmve. Our agreements with distributors
and retailers are not exclusive and may be termihly either party without cause. Distributorsetailers may purchase fewer products from
us or return product to us in any given quartehwittle or no advanced notice to us for reasonghbd our control such as a change in their
inventory strategies. Although we do not recogmeeenue until our product is sold through the cleynihany of these events were to occur,
our future retail sales would be adversely affected

Acquisitions of companies or technologies may gisour business and divert management attentioncamide our current operations
suffer.

We have in the past made and we expect tontento consider acquisitions of complementary canigs, products or technologies. If we
make any additional acquisitions, we will be reqdito assimilate the operations, products and pes@f the acquired businesses and train,
retain and motivate key personnel from the acquineginesses. We may be unable to maintain uniféandards, controls, procedures and
policies if we fail in these efforts. Similarly, @aisitions may cause disruptions in our operatams divert management’s attention from our
company’s day-to-day operations, which could impair relationships with our current employees, @urs and strategic partners.
Acquisitions may also subject us to liabilities aigks that are not known or identifiable at thradiof the acquisition.

We may also have to incur debt or issue eqdturities in order to finance future acquisitiofise issuance of equity securities for any
acquisition could be substantially dilutive to @xisting stockholders. In addition, we expect awfipability could be adversely affected
because of acquisition-related accounting costsaaitd offs. In consummating acquisitions, we ds®aubject to risks of entering
geographic and business markets in which we hagidiméed or no prior experience. If we are unatoléully integrate acquired businesses,
products or technologies within existing operatjome may not receive the intended benefits of aitjons.

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

The market price of our common stock has @lattd substantially in the past and is likely tatooue to be highly volatile and subject to
wide fluctuations. These fluctuations have occuaed may continue to occur in response to variaa®fs, many of which we cannot
control, including:

 quarte-to-quarter variations in our operating resu
« announcements of technological innovations or nesdycts by our competitors, customers or

+ market conditions within our retail and OEM softeanarkets
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« general global economic and political instabil
» changes in earnings estimates or investment recoiatiens by analyst
» changes in investor perceptions;

« changes in expectations relating to our produdésispand strategic position or those of our conquetior customer:

In addition, the market prices of securitiéfigh technology companies have been especialptile This volatility has significantly
affected the market prices of securities of mashtelogy companies. Accordingly, you may not beedblresell your shares of common
stock at or above the price you paid. In the pashpanies that have experienced volatility in tteelkat price of their securities have been the
subjects of securities class action litigationwé were the object of a securities class actiggaliton, it could result in substantial losses and
divert management’s attention and resources frdraranatters.

Our products may contain undetected software ernatsich could negatively affect our revenues

Our software products are complex and mayatonindetected errors. In the past, we have disedv&oftware errors in certain of our
products and have experienced delayed or lost tegeduring 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.

We may need to raise additional capital in the fatihrough the issuance of additional equity orwenible debt securities or by borrowing
money, in order to meet our capital needs. Additidands may not be available on terms acceptablestto allow us to meet our capital
needs.

We believe that the cash, cash equivalentsraredtments on hand and the cash we expect taaerfeom operations will be sufficient to
meet our capital needs for at least the next twedwaths. However, it is possible that we may neethoose to obtain additional financing to
fund our activities. We could raise these fundséling more stock to the public or to selectedesters, or by borrowing money. We may
be able to obtain additional funds on favorablenteror at all. If adequate funds are not availalvkemay be required to curtail our operations
or other business activities significantly or tdaib funds through arrangements with strategicngastor others that may require us to
relinquish right to certain technologies or potahtharkets. If we raise additional funds by issuéwiglitional 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 ¢s¢hof the holders of our common stock. We curydrdlve no established line of credit or
other business borrowing facility in place.

It is possible that our future capital reqments may vary materially from those now planndte amount of capital that we will need in
the future will depend on many factors, including:

the market acceptance of our produ

« the levels of promotion and advertising that wél tequired to launch our products and achieve aaidtain a competitive position in
the marketplace

« our business, product, capital expenditure andarebeand development plans and product and techypotmdmaps
« the levels of inventory and accounts receivabléwsamaintain

« capital improvements to new and existing facilit

« technological advance

e our competitor response to our products; a

« our relationships with suppliers and custom

In addition, we may require additional capftahccommodate planned growth, hiring, infrastiteetand facility needs or to consummate
acquisitions of other businesses, products or tolgres.
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Marketing efforts for our retail software productsjuire substantial investments that may adveraffct our operating margir.

Maintaining product distribution channels éarr retail software products requires significarvastments in marketing and sales related to
these products. We expect to continue to mininfiesé costs in the future. Accordingly, our retales may not provide us with the revenue
levels that we have historically achieved.

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

We rely on third party suppliers to providewith the components for our product kits. Thesmponents include CDs and printed
manuals. We also rely on third parties for CD-RGilication. We do not have long-term supply arramgets with any vendor to obtain
these necessary components for our products. #re/einable to purchase components from these suppii if the CD-ROM replication
facilities that we use do not deliver our requir@tseon schedule, we may not be able to deliverymrtsdn a CD-ROM format to our
customers on a timely basis or enter into new artlecause of a shortage in components. Any ddiaysve experience in delivering our
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 or no Hagkour ability to predict our revenues and opéngtresults is extremely limite

We operate with little backlog because we gaheship our software products as we receive rded because our royalty revenue is
based upon our customers’ actual usage in a giggad Accordingly, we recognize revenue shorttgiabrders are received or royalty
reports are generated. As a result, our salesyimaarter are dependent on orders that we boolshipdn that quarter. This makes it difficult
for us to predict what our revenues and operagsglts will be in any quarter.

We may be unable to adequately protect our intelEqroperty and other proprietary rights, whicbudd negatively impact our revenues.

Our success is dependent upon our software lsase, our programming methodologies and otheliéntual properties and proprietary
rights. In order to protect our proprietary tectogyl, we rely on a combination of trade secret, mmidsure and copyright and trademark law.
However, these measures afford us only limitedgmtidin. We currently own United States trademagisteations 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 requirg employees to sign proprietary information anakntions 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. Furtherymee rely primarily on “shrink wrap” licenses tlaae 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, ipisssible that third parties may copy or othervaistin our rights without our authorization. It
is also possible that third parties may indeperigetgvelop technologies similar to ours. It maydiféicult for us to detect unauthorized use
of our intellectual property and proprietary rights

We may be subject to claims of intellectuagarty infringement as the number of trademarkgenia, copyrights 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, lvave received communications from third partsseging 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 sedgrasserting that our fax products may infringecerntain patents held by each of the par
Although we are not aware that any of our prodirdtinge on the proprietary rights of others, thirarties may claim
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infringement by us with respect to our currentudufe products. Infringement claims, whether wittwithout merit, could result in time-
consuming and costly litigation, divert the attentdbf our management, cause product shipment detagsjuire us to enter into royalty or
licensing agreements with third parties. If we i@@guired to enter into royalty or licensing agreatagthey may not be on terms that are
acceptable to us. Unfavorable royalty or licensiggeements could seriously impair our ability take&our products.

If we are unable to retain key personnel, the lwfstheir services could materially and adverselfgetf our business, financial condition a
results of operations.

Our future performance depends in signifigzart upon the continued service of our senior memamt and other 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 matdyriahd adversely affect our business, financialdithon and results of operations. Our
future success also depends on our ability to paatto attract, retain and motivate qualified pen&d, particularly highly skilled engineers
involved in the ongoing research and developmentired to develop and enhance our communicatiomvaoé products as well those in our
highly specialized consulting business. Competifarthese employees remains high and employeatieteis a common problem in our
industry. Our inability to attract and retain thighly trained technical personnel that are essktatiaur product development, consulting
services, marketing, service and support teamslimitythe rate at which we can generate revenueelde new products or product
enhancements and generally have an adverse effeetrdusiness, financial condition and resultspsrations. Additionally, retaining key
employees during restructuring efforts is crititatompany success.

If commerce conducted over the Internet grows rstmely than in the past, our future sales and fatprofits may decline

If eBusiness does not continue to grow or gravore slowly than in the past, demand for ceéiour products and services will be
reduced. Certain of our products, including WebDNAEMhance companies’ abilities to transact busiardsconduct Web-based operations.
As a result, future sales and any future profitsrfithose products are substantially dependent tiowidespread acceptance and use of the
Internet as an effective medium of commerce by goress and businesses.

Our business, financial condition and operatingules could be adversely affected as a result ddlldgusiness and economic risks specific to
international operations

Approximately 15.1%, 10.1% and 19.3% of oweraues in the years ended December 31, 2002, ,&8D2000, respectively, were
derived from sales to customers outside the UrStates. We also frequently ship products to ourektim customers’ international
manufacturing divisions and subcontractors. Infthere, we may expand these international busiaetsities. International operations are
subject to many inherent risks, including:

* general political, social and economic conditioagsing instability

* trade restrictions

« the imposition of governmental contra

» exposure to different legal standards, particulasith respect to intellectual propert
 burdens of complying with a variety of foreign la\

« import and export license requirements and resiristof the United States and each other countwhich we operate
« unexpected changes in regulatory requirem

« foreign technical standarc

« changes in tariffs

« difficulties in staffing and managing internatiorgderations

« difficulties in collecting receivables from foreigmtities; anc

 potentially adverse tax consequent
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Our officers and directors could control matterdsiitted to our stockholders and affect the outcofrany vote.

As of March 5, 2003, William W. Smith Jr., tReesident, Chief Executive Officer and ChairmaithefBoard of our company, and Rhol
L. Smith, the Secretary, Treasurer and Vice-Chairofahe Board of our company, beneficially ownggmximately 60.2% of our
outstanding shares of common stock. William W. &rdit and Rhonda L. Smith are married to one anathé, acting together, will have the
ability to elect our directors and determine thécome of any corporate action requiring stockhobtfgsroval, including a sale of the
company, irrespective of how other stockholders r@tg. This concentration of ownership may discgara potential acquirer from making
an offer to buy our company, which, in turn, coatiiersely affect the market price of our commoglsto

Future sales of our common stock could cause ttoe of our shares to declir.

As of March 5, 2003, we had 16,227,319 shafe®@mmon stock outstanding. Of this amount, tl&0,670 shares held by William W.
Smith, Jr. and Rhonda L. Smith are available fte sathe public market (subject to the volume atfter applicable restrictions of Rule 144).
Overall, our trading volume fluctuates widely andimes is relatively limited. Sales of a substaliumber of shares of our common stocl
William W. Smith, Jr., Rhonda L. Smith or any otlparson, including through any directed sellinghpkeither individually or when
aggregated with sales by other persons, could adleaffect the market price of our common stock.

Provisions of our charter and bylaws and Delawae Ilcould make a takeover of our Company diffi.

Our certificate of incorporation and bylawsitain provisions that may discourage or prevehira fparty from acquiring us, even if doing
so would be beneficial to our stockholders. Fotanse, our certificate of incorporation authorites board 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 tiédns 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 changsur control.

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

Our financial instruments include cash ancheauivalents. At December 31, 2002, the carryimges of our financial instruments
approximated fair values based on current marke¢prand rates. Because of their short duraticemgbs in market interest rates would not
have a material effect on fair value.

It is our policy not to enter into derivatifieancial instruments. We do not currently have aigyificant foreign currency exposure as we
do not transact business in foreign currenciessut$, we do not have significant currency expoatui@ecember 31, 2002.
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ltem 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our consolidated financial statements anddaleeappear in a separate section of this AnnupbR®n Form 10-K beginning on page F-1
and S-1, respectively.

SUPPLEMENTARY FINANCIAL DATA

SELECTED QUARTERLY FINANCIAL DATA
STATEMENT OF OPERATIONS DATA
(UNAUDITED)

Three Months Ended:

2002 March 31, June 30 September 3( December 31

(in thousands, except per share amounts)

Net Revenue $ 1,89: $ 1,617 $ 1,84¢ $ 1,77¢

Gross Profit 1,12¢ 1,232 1,22¢ 1,344

Operating Los: (570 477 (392) (28%)

Net (Loss) Incom: $ (582 $ (495 $ 67F $ (28€)

Net (Loss) Income Per Share, Bz $ (0.09) $ (0.09) $ 0.0 $ (0.0])
and Diluted

Weighted Average Shares Outstanding, Basic andei 16,23: 16,23¢ 16,23¢ 16,23¢

Three Months Endec

2001 March 31, June 30, September 30, December 31,

(in thousands, except per share amounts)

Net Revenue $ 3,04¢ $ 96E $ 2,30¢ $ 3,167
Gross Profit 2,011 24 1,497 2,02¢
Operating (Loss) Incom (1,577%) (3,84¢) (802) 104
Net (Loss) Incom $(1,619 $(3,837) $ (799 $ 11€
Net (Loss) Income Per Share, Bz $ (0.10 $ (0.29 $ (0.0%) $ 0.01
Weighted Average Shares Outstanding, B 16,23: 16,23: 16,23: 16,23:
Net (Loss) Income Per Share, Dilut $ (0.10 $ (0.29 $ (0.0%) $ 0.01
Weighted Average Shares Outstanding, Dilt 16,23: 16,23: 16,23: 16,26¢
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ltem 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable.

PART I

Item 10. DIRECTORS AND EXECUTIVE OFFICERS

The sections titled “Executive Officers of tiempany,” “Directors and Nominees” and “Compliangth Section 16(a) of the Exchange
Act” appearing in our Proxy Statement for the 2808 ual Meeting of Stockholders is incorporated rels reference.

Item 11. EXECUTIVE COMPENSATION

The section titled “Executive Compensation Ratated Information” appearing in our Proxy Stagetfor the 2003 Annual Meeting of
Stockholders is incorporated herein by reference.

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

The section titled “Ownership of Securitiegfpearing in our Proxy Statement for the 2003 AhMegeting of Stockholders is incorporat
herein by reference.

Securities Authorized for Issuance Under Equity Corpensation Plan

The following table provides information asdécember 31, 2002 with respect to the sharesrafraan stock that may be issued under
existing equity compensation plan.

Weighted
Number of Shares to Average Exercise Number of Share
be Issued Upon Price of Remaining
Exercise of Outstanding Available for
(In thousands, except per share amounts) Outstanding Options Options Future Issuance
Equity Compensation Plan Approved by Shareholdg 2,76¢ $2.1¢ 62€
Equity Compensation Plan Not Approved by Sharehel 0 0 0
Total 2,76t $2.1¢ 62¢
— — —

(1) Consists of the 1995 Stock Option/Stock Issuanaa
Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
Not applicable.
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ltem 14. CONTROLS AND PROCEDURES

The principal executive officer and princifialancial officer of the Company have evaluatedéffectiveness of the Company’s disclosure
controls and procedures pursuant to Rule 13a-14nthe Securities Exchange Act of 1934 as of awi#ten 90 days prior to the filing date
of this report. Based on that evaluation, suctcefi have concluded that the Company’s disclosomrals and procedures are effective to
ensure that material information relating to therPany and its subsidiaries is made known to sufibeo$ in a timely manner for inclusion
the Company’s periodic filings with the SEC.

There were no significant changes in the Camijsanternal controls or in other factors that kebsignificantly affect these controls
subsequent to the date of their most recent evatuby the Company’s principal executive officedarincipal financial officer.
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PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
() (1) Financial Statements

Smith Micro’s financial statements appear Beparate section of this Annual Report on FornK li&ginning on the pages referenced
below:

Page
Independent Audito’ Report F-1
Consolidated Balance Sheets as of December 31,&002001 F-2
Consolidated Statements of Operations for eacheoftiree years in the period ended December 32, F-3
Consolidated Statements of Stockhol’ Equity for each of the three years in the periodeghDecember 31, 20( F-4
Consolidated Statements of Cash Flows for eacheoftiree years in the period ended December 32, F-5
Notes to Consolidated Financial Statements for eathe three years in the period ended Decemhe2(B12 F-7

(2) Financial Statement Schedule

Smith Micro’s financial statement scheduleeqos in a separate section of this Annual RepoRaym 10-K on the pages referenced
below. All other schedules have been omitted ag dine not applicable, not required or the inforimatis included in the consolidated
financial statements or the notes thereto.

Page
Independent Audito’ Report on Schedu S-1
Schedule I— Valuation and Qualifying Accounts for each of theee years in the period ended December 31, S-2
(3) Exhibits
Exhibit
No. Title Method of Filing
3.1 Amended and Restated Certificate of Incorporated by reference to Exhibit 3.1 to the
Incorporation of the Company. Registrant’s Registration Statement No. 33-95096.
3.1.1 Amendment to the Amended and Restated Incorporated by reference to Exhibit 3.1.1 to the
Certificate of Incorporation of the Company. Registrant’s Quarterly Report on Form 10-Q for the
period ended June 30, 2000.
3.2 Amended and Restated Bylaws of the Company.  Incorporated by reference to Exhibit 3.2 to the
Registrant’s Registration Statement No. 33-95096.
4.1 Specimen certificate representing shares of Incorporated by reference to Exhibit 4.1 to the
Common Stock of the Company. Registrant’s Registration Statement 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 Plan. Incorporated by reference to Exhibit 10.2 to the

Registrant’s Registration Statement No. 33-95096.
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Exhibit
No.

10.3

10.4

10.5

10.13

10.14

10.15

10.16

10.19

10.22

10.25

21.1

23.1

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.

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 between the
Company and T&C Development.

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

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

Amendment No. 6 to Office Building Lease,
dated February 19, 1998, by and between the
Company and World Outreach Center.
Amendment No. 7 to Office Building Lease,
dated November 5, 1999, by and between the
Company and World Outreach Center.

Subsidiaries.

Independent Audito’ Consent

(b) Exhibits on Form 8-K

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 10.13 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.

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

Incorporated by reference to Exhibit 10.19 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 3, 19!

Incorporated by reference to Exhibit 10.22 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 31, 19

Incorporated by reference to Exhibit 10.25 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 31, 19

Incorporated by reference to Exhibit 21.1 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 31, 20

Filed herewitr

A Current Report on Form 8-K was filed witletBecurities and Exchange Commission on Octobe2@D®, to report the adoption of a

stock repurchase program. The Board of Directop@ped the repurchase of up to 1,000,000 sharearafommon stock in the open market

at prevailing market prices.
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SIGNATURES

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

SMITH MICRO SOFTWARE, INC.

Date: March 26, 200 By: /s/ William W. Smith, Jr

William W. Smith, Jr.

Chairman of the Board,

President and Chief Executive Officer
(Principal Executive Officer)

Date: March 26, 200 By: /s/ Robert W. Scheussl

Robert W. Scheussler,
Chief Operating Officer and
Chief Financial Officer
(Principal 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 Board, President and Chief Exeeufifficer March 26, 2003
(Principal Executive Officer)

William W. Smith, Jr.

/s Rhonda L. Smith Vice-Chairman of the Board, Secretary, Treasurdr@inector March 26, 2003

Rhonda L. Smith

/sl Robert W. Scheussler Senior Vice President, Chief Operating Officer, &Htinancial March 26, 2003
Officer and Director (Principal Financial Officer)

Robert W. Scheussler

/sl Thomas G. Campbell Director March 26, 2003

Thomas G. Campbell

/sl Gregory J. Szabo Director March 26, 2003

Gregory J. Szabo

/s/William C. Keiper Director March 26, 2003

William C. Keiper
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CERTIFICATIONS
[, William W. Smith, Jr., certify that:

1. | have reviewed this annual report on Forn-K of Smith Micro Software, Inc

2. Based on my knowledge, this annual report doesamiain any untrue statement of a material factnoit to state a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the
period covered by this annual repc

3. Based on my knowledge, the financial statement$ atimer financial information included in this amhwveport, fairly present in all matetr
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this annual
report;

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and proceduresstare that material information relating to tegistrant, including its consolidat
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this annual report is being
prepared

b) evaluated the effectiveness of the registrant’slaésire controls and procedures as of a date wathidays prior to the filing date of
this annual report (th* Evaluation Dat”); and

¢) presented in this annual report our conclusionsiatie effectiveness of the disclosure controls @odedures based on our evalue
as of the Evaluation Dat

5. The registrant’s other certifying officers and vkalisclosed, based on our most recent evaludtidhg registrant’s auditors and the audit
committee of registra’s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design or ogina of internal controls which could adverselyeaff the registrant’s ability to record,
process, summarize and report financial data ane foentified for the registrant’s auditors any eral weaknesses in internal
controls; anc

b) any fraud, whether or not material, that involvesnagement or other employees who have a significdamin the registrant’s internal
controls; anc

6. The registrans other certifying officers and | have indicatedhis annual report whether there were significdranges in internal contr
or in other factors that could significantly afféaeternal controls subsequent to the date of oustmexent evaluation, including any
corrective actions with regard to significant deficcies and material weakness

Date: March 26, 2003

By: /s/ William W. Smith, Jr

William W. Smith, Jr.

Chairman of the Board, President and
Chief Executive Officer

(Principal Executive Officer
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I, Robert W. Scheussler, certify that:

1. | have reviewed this annual report on Forn-K of Smith Micro Software, Inc

2. Based on my knowledge, this annual report doesmiain any untrue statement of a material factnoit to state a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisletading with respect to the
period covered by this annual repc

3. Based on my knowledge, the financial statements$ atimer financial information included in this amhuveport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this annual
report;

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and proceduresstare that material information relating to tegistrant, including its consolidat
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this annual report is being
prepared

b) evaluated the effectiveness of the registrant’slaésire controls and procedures as of a date wathidays prior to the filing date of
this annual report (th* Evaluation Dat”); and

¢) presented in this annual report our conclusionsiatie effectiveness of the disclosure controls @odedures based on our evalue
as of the Evaluation Dat

5. The registrant’s other certifying officers and Wealisclosed, based on our most recent evaludtidhge registrant’s auditors and the audit
committee of registra’s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design or ogina of internal controls which could adverselyeaff the registrant’s ability to record,
process, summarize and report financial data ane foentified for the registrant’s auditors any eral weaknesses in internal
controls; anc

b) any fraud, whether or not material, that involvesnagement or other employees who have a significdamin the registrant’s internal
controls; anc

6. The registrans other certifying officers and | have indicatedhis annual report whether there were significdranges in internal contr
or in other factors that could significantly afféeternal controls subsequent to the date of oustmexent evaluation, including any
corrective actions with regard to significant defitcies and material weakness

Date: March 26, 2003

By: /s/ Robert W. Scheussl

Robert W. Scheussler
Chief Operating Officer and
Chief Financial Officer
(Principal Financial Officer
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Each of the undersigned hereby certifies, in acoed with 18 U.S.C. Section 1350, as adopted pat$asection 906 of the Sarbar@sley
Act of 2002, in his capacity as an officer of Sniiicro Software, Inc., that, to his knowledge, thenual Report of Smith Micro Software,
Inc. on Form 10-K for the period ended December2802, fully complies with the requirements of $mttl3(a) of the Securities Exchange
Act of 1934 and that the information containedustsreport fairly presents, in all material respettie financial condition and results of
operation of the company.

March 26, 200: By: /s/ William W. Smith, Jr

William W. Smith, Jr.

Chairman of the Board, President and
Chief Executive Officer

(Principal Executive Officer)

March 26, 200: By: /s/ Robert W. Scheussl

Robert W. Scheussler
Chief Operating Officer and
Chief Financial Officer
(Principal Financial Officer
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES
INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of Sriibro Software, Inc.:

We have audited the accompanying consolidated balsineets of Smith Micro Software, Inc. and subsiel (the Company) as of
December 31, 2002 and 2001, and the related cdasedl statements of operations, stockholders’ yauid cash flows for each of the three
years in the period ended December 31, 2002. Tiremecial statements are the responsibility of @rmmpan’s management. Our
responsibility is to express an opinion on thesgesotidated financial statements based on our audits

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAsnerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6ig statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, such consolidated financial stateteg@resent fairly, in all material respects, timaricial position of Smith Micro Software,
Inc. and subsidiaries as of December 31, 2002 aAd,2and the results of their operations and ttesh flows for each of the three years in
the period ended December 31, 2002 in conformiti wtcounting principles generally accepted inlhéed States of America.

As discussed in Note 1 to the consolidated findrst&ements, the Company changed its method ofuating for goodwill and other
intangible assets as a result of adopting Statenfdfinancial Accounting Standards No. 1&yodwill and Other Intangible Asseteffective
January 1, 2002.

DELOITTE & TOUCHE LLP
Costa Mesa, California
February 13, 2003
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2002 AND 2001

(In thousands, except share and per share data)

ASSETS
CURRENT ASSETS
Cash and cash equivale!

Accounts receivable, net of allowances for doutdftdounts and other adjustments of $565 (2002}588¢

(2001)
Inventories, ne
Prepaid expenses and other current a:

Total current asse
EQUIPMENT AND IMPROVEMENTS, ne
INTANGIBLE ASSETS, ne
GOODWILL
OTHER ASSETS, ne

LIABILITIES AND STOCKHOLDERS ' EQUITY
CURRENT LIABILITIES:

Accounts payabl

Accrued liabilities

Total current liabilities
COMMITMENTS AND CONTINGENCIES (Note €
STOCKHOLDERY¢ EQUITY:

Preferred stock, par value $0.001 per share; 9)000shares authorized; none issued and outsta
Common stock, par value $0.001 per share; 30,00G;68res authorized; 16,227,000 and 16,232,00@3

issued and outstandit
Additional paic-in capital
Accumulated defici

Net stockholder equity

See notes to consolidated financial statements

F-2

2002

2001

$ 3,62%

632
45
268

4,56¢
22C
224
1,71t
39

$ 6,76¢

$ 44t

70¢

1,15¢

16
24,78
(19,199

5,612

$ 6,76¢

$ 3,22¢

2,72¢

26%

$ 1,16(

1,79¢

2,95¢

16
24,78¢
(18,509

6,30z

$ 9,25i
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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, 2002

(In thousands, except per share data)

NET REVENUES:
Products
Services

Total Net Revenue
COST OF REVENUES
Products
Services

Total Cost of Revenue
GROSS PROFI
OPERATING EXPENSES
Selling and marketin
Research and developm
General and administrati\
Restructuring
Total operating expens
OPERATING LOSS
INTEREST INCOME
INTEREST AND OTHER EXPENSI

LOSS BEFORE INCOME TAXE!
INCOME TAX (BENEFIT) EXPENSE

NET LOSS

NET LOSS PER SHARE, basic & dilutt

WEIGHTED AVG SHARES OUTSTANDING, basic & dilute

See notes to consolidated financial statements

Years ended December 31,

2002

2001

2000

$ 6,02¢
1,10z

7,131

1,42(
782

2,20z

4,92¢

2,17¢
2,162
2,31¢

6,65:
(1,729
45
(72)
(1,750
(1,062)

$ (689

$ (0.04)

16,23¢

$ 6,94f
2,54¢

9,48¢

1,88(
2,04¢

3,92¢

5,561

4,571
2,99
3,73¢

38C

11,68:
(6,121)
19¢
(119
(6,035)
90
$(6,125)
|
$ (0.39
16,23:

$10,88¢
2,59¢

13,47¢

2,49¢
1,15(

3,64¢

9,83(

5,31¢
4,041
3,98¢

13,34¢
(3,515)
482
(68)
(3,10)
54
$(3,155
|
$ (0.20)
15,98«
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SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2002

(In thousands)

BALANCE, January 1, 200

Issuance of common stock in acquisitit
Exercise of common stock optio

Net loss

BALANCE, December 31, 200
Net loss

BALANCE, December 31, 200
Exercise of common stock optio

Repurchase and retirement of common s
Net loss

BALANCE, December 31, 200

See notes to consolidated financial statements

Common stock Additional
paid-in Accumulated

Shares Amount capital deficit Total
15,72: $16 $23,03¢ $ (9,229 $13,83:
20¢ 1,01¢ 1,01¢
30C 732 732
(3,155 (3,155
16,23: 16 24,78¢ (22,379 12,42
(6,125 (6,125
16,23: 16 24,78¢ (18,509 6,302
3 3 3
®) ®) ©)
(68¢) (68¢)
16,22: $16 $24,78: $(19,19)) $ 5,612
— - — — —
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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, 2002

(In thousands)

Years ended December 31,

2002 2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (68¢) $(6,12%) $(3,15¢)
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 60% 1,25¢ 1,112
Provision for doubtful accounts and other adjustisiém accounts receivak 48€ 1,41 1,067
Deferred income taxe
Loss on disposal of equipment and improvem 23
Change in operating accounts, net of amounts aax
Accounts receivabl 1,60t 614 (2,330
Inventories 25( 43 164
Prepaid expenses and other as (32) (11¢) (42)
Accounts payable and accrued liabilit (1,807 68 652
Net cash provided by (used in) operating activi 42€ (2,85)) (2,50¢)
CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditure (23 (201) (583)
Cash paid for acquisition of business, net of caskivec (94)
Cash paid for acquisition of technologies, netastcreceivel (73)
Net cash used in investing activit| (23) (101) (750)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of common sl 3 732
Cash used in repurchase of common s 5)
Net cash (used in) provided by financing activi 2 732
NET CHANGE IN CASH & CASH EQUIVALENTS 401 (2,957 (2,52¢6)
CASH AND CASH EQUIVALENTS, beginning of yei 3,22¢ 6,17¢ 8,70¢
CASH AND CASH EQUIVALENTS, end of yee $ 3,627 $ 3,22¢ $6,17¢
| ] |

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, 2002 (Continued)

(In thousands)

December 31,

2002 2001 2000

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATIC-
Cash paid (received) during the year for incomes $(1,062) $15¢ $54
] | |

DISCLOSURE OF NON-CASH FINANCING AND INVESTING ACMITIES:

During 2000, the Company acquired a product linee@&It Software) and a business (QuickStart Teadgies —
Consulting) in transactions summarized as follc
Checklt Software

Fair value of purchased technolc $ 721
Common stock issued in acquisiti (560
Cash paid for acquisitic (73)
Liabilities assume: $ 88
|

QuickStart Technologie— Consulting:
Fair value of goodwil $ 602
Common stock issued in acquisiti (45¢)
Cash paid for acquisitic (94)
Liabilities assume: $ 50
|

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, 2002

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Busines- Smith Micro Software, Inc. and subsidiaries (@@mpany) develops and markets wireless communicatial
utility software products. The Company designsgrdéed, cross platform, easy-to-use software fosqreal computing and business
solutions around the world. With a focus on theingt, wireless, and broadband technologies, tiep@ay’s products and services enz
eBusiness, Internet communications (voice-overitlleo conferencing, wireless communications, agtvark fax, along with traditional
computer telephony. Smith Micro’s complete lingpodducts is available through direct sales, rataites, value-added resellers (VAR'’S)
and original equipment manufacturers (OEM’s). TlenPany also offers professional services consuitihigh include methodologies to
help clients focus, define and prioritize Interimetestments; develop eBusiness sites and custorsiregas applications; implement tools
increase revenue per online transaction and tréosa@er customer; warehouse, mine and integitefdr enhanced accessibility and
effective decision support; and select the rigbht®logy infrastructure to support eBusiness. Alersion of the Company’s eBusiness
activity includes the offering of fulfillment seés for customer web stores. A portion of the Camgizasales are made direct to hardware
device and personal computer manufacturers undét @fteements. The Company sells communication ayghdstic utility products
through independent distributors and retail chasmnghe Companyg eBusiness products enable websites to be credttedtandard HTMI
text and provide fully automated payment procesaimgjorder accountin

Basis of Presentatio- The accompanying consolidated financial statemesftect the operating results and financial paisiof Smith
Micro Software, Inc. and its wholly owned subsidkarin accordance with accounting principles gdheazcepted in the United States of
America. All intercompany amounts have been elitgidan consolidatior

Cash and Cash Equivalert€ash and cash equivalents generally consistsif,government securities and money market funidssd
securities are all held in one financial institatid\ll have original maturity dates of three montindess.

Accounts Receivab- The Company sells its products worldwide. The @any performs ongoing credit evaluations of itsaoers and
generally does not require collateral. The Compaaintains reserves for estimated credit lossesttaygk losses have been within
management’s expectations. Allowances for prodetetrns are included in other adjustments to accowteivable on the accompanying
consolidated balance shee

Inventories- Inventories consist principally of manuals andsCind are stated at the lower of cost (determigatidfirst-in, first-out

method) or market. The Company regularly reviewdnventory quantities on hand and records a pi@vi®r excess and obsolete
inventory based primarily on managen’s estimated forecast of product demand and pramuctiquirements
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Equipment and Improvemer- Equipment and improvements are stated at cogtrd@@tion is computed using the straight-line rodth
based on the estimated useful lives of the asgetgrally ranging from three to seven years. Laealddmprovements are amortized using
the straigh-line method over the shorter of the estimated udiéfof the asset or the lease tel

Long Lived Asset—The Company accounts for the impairment and digiposof long-lived assets in accordance with Staenof
Financial Accounting Standards (SFAS) No. 14dcounting for Impairment or Disposal of Long-Liv&sisets This statement addresses
financial accounting and reporting for the impainnef long-lived assets and for the disposal ofjiined assets. SFAS No. 144
superseded SFAS No. 124ccounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to Be Disposedadd is
effective for fiscal years beginning after Decembgy2001. The Company adopted SFAS No. 144 onadgriy 2002. In accordance with
SFAS No. 144, long-lived assets to be held areeresd for events or changes in circumstances, whiibate that their carrying value
may not be recoverable. The Company periodicalliexes the carrying value of long-lived assets ttedaine whether or not an
impairment to such value has occurred. The Compasydetermined that there was no impairment atideee 31, 2002

Revenue Recogniti— Software revenue is recognized in accordance WwilStatement of Position (SOP) 97s#ftware Revenue
Recognitionas amendedSOP 97-2 provides guidance on when revenue shaeutddognized for licensing, selling, leasing oreottise
marketing computer software. The Company generatipgnizes revenues from sales of its software@apbeted products are shipped
title passes and from royalties generated as da#tbcustomers duplicate the Company'’s softwagjrasg collectibility is reasonably
assured. Returns from OEM customers are genenaliiet to defective goods or goods shipped in effbe Company may permit retail
customers to return or exchange product and mayigerice protection on products unsold by a austo In accordance with SFAS

No. 48,Revenue Recognition when Right of Return Exigtgenue is recorded net of an allowance for egéohreturns and other
concessions. Such reserves are based upon mandtgeevaluation of historical experience, currerdustry trends and estimated costs.
While returns and other concessions have histdyibalen within management’s estimates, the amoluestimated reserves could change
as new information becomes available. In July df2@he Company signed a new distribution agreemvéhtits primary distributor. As a
result of the negotiation of sales return and ctilbes terms in a new distribution agreement, rereeinom distributors is now recognized
upon sell-through to the end customer, rather thggon shipment to the distributor. The related implcing the third quarter of 2002 was
to defer recognition of sales to distributors amcréase reserves for inventory currently in thenaleg totaling approximately $200,000.
The Company also provides technical support toutgomers. Such costs have historically been irfgignt.

Consulting services and hosting revenues are réagjas services are provided or as milestonedangered and accepted by custom
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Software Development CostBevelopment costs incurred in the research amdldgment of new | and enhancements to existintyvsoé
products are expensed as incurred until technabépasibility has been established. The Compamgiders technological feasibility to
established when all planning, designing, coding) tasting has been completed according to desigtifsgations. After technological
feasibility is established, any additional costs eaipitalized. Through December 31, 2002, softwas=been substantially completed
concurrently with the establishment of technolobfeasibility; and, accordingly, no costs have beapitalized to date

Sales Incentivesin 2001 the Emerging Issues Task Force issueé BIFO9,Accounting for Consideration Given by a Vendor to a
Customer (Including a Reseller of the Vendor’s Riciyl Effective January 1, 2002, the Company adopted BIT489. Pursuant to the
consensus of Issue 01-09, the cost of sales imemntthie Company offers without charge to custortieriscan be used in, or that are
exercisable by a customer as a result of, a segihange transaction is required to be accounteatsfa reduction of revenue. Such
amounts had been previously classified as sellmyraarketing expense by the Company. The Compawyisolidated financial
statements for prior periods presented have baedassified to comply with the revised income stagatdisplay requirements for
comparative purposes. The result of this adoptiaa avdecrease in revenue with a correspondingatexie selling and marketing expe
of $223,000, $1.3 million and $259,000 in the thyears ended December 31, 2002, 2001 and 200@&atasgy.

Advertising Expens- Advertising costs are expensed as incurred. Athieg expenses were $276,000, $1.4 million an@ &iillion for
the years ended December 31, 2002, 2001 and 2&8§)jiectively

Income Taxe- The Company accounts for income taxes under SFASL09,Accounting for Income Taxed his 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 ofdfegrdd 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 liabili¢gisult in a deferred tax asset, SFAS
No. 109 requires an evaluation of the probabilitp@ng able to realize the future benefits indédaby such asset. A valuation allowal
related to a deferred tax asset is recorded whsmribre likely than not that some portion or ditree deferred tax asset will not be reali:
During the year ended December 31, 2002, the Coynganognized a tax benefit of $1,070,000 relatea tarryback of losses previously
included in fully reserved net operating loss cimmyards, as a result of a tax law change (Notd B related refund was received in
September 200:

Stock-Based Compensatiofthe Company accounts for stock-based awards pdogees using the intrinsic value method in accocda
with Accounting Principles Board (APB) Opinion N2b, Accounting for Stock Issued to Employand related interpretatior
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SFAS No. 123 Accounting for Stock-Based Compensatiequires the disclosure of pro forma net loss asd per share had the
Company adopted the fair value method as of thenheg of fiscal 1995. Under SFAS No. 123, the faitue of stock-based awards to
employees is calculated through the use of optiaring models, even though such models were deeelop estimate the fair value of
freely tradable, fully transferable options withagisting restrictions, which significantly differoin the Company’s stock option awards.
These models also require subjective assumptinalsiding future stock price volatility and expectade to exercise, which greatly affect
the calculated value

The Company’s calculations were made using thelB&aholes option pricing model with the followingeighted average assumptions:
expected life, 48 months following vesting (rangfngm four to eight years); stock volatility, 133%6§7% and 120% for grants issued in
2002, 2001 and 2000, respectively; risk-free irgerates, ranging from 2.65% to 4.47%, 3.91% t@% &nd 5.17% to 6.69% for 2002,
2001 and 2000, respectively; and no dividends duttie expected term. The Company’s calculationdased on a singleption valuatior
approach, and forfeitures or cancellations aregeized as they occur. If the computed fair valuethe 2002, 2001 and 2000 awards had
been amortized to expense over the vesting pefittkawards, pro forma net loss would have bedbnlkmsvs:

Year Ended December 31,

2002 2001 2000
(in thousands, except per share d
Net Loss:
Net loss, as reporte $ (68¢) $(6,125) $(3,155)
Deduct: Total stock-based employee compensatioaresgpdetermined
under fair value based method for all awards, hetlated tax effect (240 (339 (339
Pro forma net los $(92¢) $(6,464) $(3,489)
| L] |
Loss per Common Sha
Basic and diluted, as report $(0.09 $ (0.3¢) $ (0.20)
Basic and diluted, pro forrr $(0.0€) $ (0.40) $ (0.22)

Net Loss per Shar- Pursuant to SFAS No. 12Barnings per Sharghe Company is required to provide dual presemaifd'basic” and
“diluted” earnings (loss) per share (EPS). Basi§ERounts are based upon the weighted average nofid@mmmon shares outstanding.
Diluted EPS
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amounts are based upon the weighted average nuhbemmon and common equivalent shares outstan@iogumon equivalent shares
include stock options using the treasury stock mt€ommon equivalent shares are excluded frorealwilation of diluted EPS in loss
years, as the impact is antidilutive. Thereforerg¢hwas no difference between basic and dilutedfBP&ch period presente

Fulfillment Service:- The Company currently holds approximately $500,00consigned inventory from a customer, whichsed to

fulfill orders. As the Company does not hold ttitethe inventory, it is not recorded in the accomyiag consolidated balance sheet. In
addition, the Company receives cash for fulfillmerders, which is paid out to the fulfillment custer on a monthly basis. Such cash and
the related payable are recorded on a net basitodbe right of offset

Use of EstimatesThe preparation of financial statements in conftymiith generally accepted accounting principleguiees manageme

to make estimates and assumptions that affecefh@ted amounts of assets and liabilities andaksce of contingent assets and liabilities
at the date of the financial statements and therteg amounts of revenues and expenses duringplogting years. Actual results could
differ from those estimate

Comprehensive IncomeComprehensive income, as defined, includes alhgbs in equity (net assets) during a period fromaowner
sources. For each of the years ended Decembef32, 2001 and 2000, there was no difference betwetloss and comprehensive Ic

Fair Value of Financial Instrumen—The Company'’s financial instruments consist of ¢caslsh equivalents and trade receivables and
payables. The carrying amounts of these instrunapysoximate fair value because of their s-term maturities

New Accounting Pronounceme- In June 2001, the FASB issued two new pronouncésn&FAS No. 141Business Combinationsand
SFAS No. 142Goodwill and Other Intangible AssetSFAS No. 141 prohibits the use of the poolingrmérest method for business
combinations initiated after June 30, 2001 and ajgulies to all business combinations accountetifdhe purchase method that are
completed after June 30, 2001. The adoption of SNAS141, did not have a material impact on thesotidated financial statements.
SFAS No. 142, which was adopted on January 1, 2@@Rijres that goodwill and other intangible asgetls indefinite useful lives no
longer be amortized, but instead be tested for impEnt at least annually and written down when imggh SFAS No. 142 also requires
purchased intangible assets other than goodwliletamortized over their useful lives unless thas lare determined to be indefinite. In
accordance with this Standard, the Company no loaig@rtizes goodwill and indefinite life intangikdssets but evaluates their carrying
value at least on an annual basis or when evemisoamstances indicate that their carrying valwgy/iine impaired. The Company ceased
amortizing goodwill as of the beginning of fisc&l(2. In accordance with SFAS No. 142, the Compaay rgquired to perform a two-step
transitional impairment review. The first step listreview was completed by June 30, 2002 withdétermination of the fair value of the
Compan’s reporting units it
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order to identify whether the fair value of eachasing unit is less than its carrying amount.Ha event that the fair value of the reporting
unit is less than the carrying amount, the secteyd af the test would be required to determingef ¢arrying value of goodwill exceeds
implied value. The Company determined that it ditl ilve any impairment of goodwill at transitiondamuary 1, 2002 or at December
2002. The Company had no indefinite life intangstdes of January 1, 2002. If estimates change, erially different impairment
conclusion could resul

In July 2002, the FASB issued SFAS No. 1A6¢ounting for Costs Associated with Exit or Disgddsctivities, which addresses financial
accounting and reporting for costs associated axthor disposal activities and supersedes EITB 94ability Recognition for Certain
Employee Termination Benefits and Other Costs tbdexActivity (including Certain Costs Incurred éRestructuring)SFAS No. 146
requires that a liability for a cost associatechveih exit or disposal activity be recognized whenliability is incurred. Under EITF 94-3, a
liability for an exit cost as defined in EITF 94a@s recognized at the date of an entity’s commitrteean exit plan. SFAS No. 146 also
establishes that the liability should initially beeasured and recorded at fair value. We will attogpiprovisions of SFAS No. 146 for exit
disposal activities that are initiated after Decemgil, 2002

In November 2002, the FASB issued FIN No. @barantor’s Accounting and Disclosure RequireméatsGuarantees, Including Indirect
Guarantees of Indebtedness of Otheaa interpretation of FASB Statements No. 5, 5F HdZ, and rescission of FASB Interpretation

No. 34,Disclosure of Indirect Guarantees of Indebtedndgstbers. FIN No. 45 elaborates on the disclosures to beéenfiy the guarantor

in its interim and annual financial statements aliisiobligations under certain guarantees thiaad issued. It also requires that a guarantor
recognize, at the inception of a guarantee, aliiplbor the fair value of the obligation undertakin issuing the guarantee. The initial
recognition and measurement provisions of thispriation are applicable on a prospective basjgitrantees issued or modified after
December 31, 2002; while, the provisions of theldsure requirements are effective for financiatesnents of interim or annual periods
ending after December 15, 2002. The adoption of RtN45 has not had a material impact on the Cogipaasults of operations or
financial position

In December 2002, the FASB issued SFAS No. 28punting for Stock-Based Compensation — Trams#tial Disclosure — an
amendment of FASB Statement No. 12BAS No. 148 amends SFAS No. 128counting for Stock-Based Compensatitmprovide
alternative methods of transition for a voluntamarge to the fair value based method of accoufbingtock-based employee
compensation. In addition, SFAS No. 148 amendslib&osure requirements of SFAS No. 123 to requiiceninent disclosures in both
annual and interim financial statements about ththod of accounting for stock-based employee cosgiem and the effect of the
method used on reported results. The Company igregtjto follow the prescribed disclosure formatl éas provided the additional
disclosures required by SFAS No. 148 for the yealed December 31, 2002 (see Note 9) and must eds@dp the disclosures in its
quarterly reports containing condensed financitieshents for interim periods beginning with thertgrdy period ending March 31, 20C
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In January 2003, the FASB issued FIN No.@6nsolidation of Variable Interest Entitiesn general, a variable interest entity is a
corporation, partnership, trust, or any other legalcture used for business purposes that eithetoes not have equity investors with
voting rights or (b) has equity investors that @b provide sufficient financial resources for thity to support its activities. FIN No. 46
requires certain variable interest entities to desolidated by the primary beneficiary of the gnifithe investors in the entity do not have
the characteristics of a controlling financial iret&t or do not have sufficient equity at risk foe entity to finance its activities without
additional subordinated financial support from otparties. The consolidation requirements of FIN A& apply immediately to variable
interest entities created after January 31, 2088.cbnsolidation requirements apply to older estitn the first fiscal year or interim per
beginning after June 15, 2003. Certain of the dmale requirements apply in all financial staternésgued after January 31, 2003,
regardless of when the variable interest entity esiablished. The Company believes that the adopfi&IN No. 46 will not have a
material impact on its financial position or reswf operations because the Company has no vaiigblest entities

Reclassification- Certain reclassifications have been made to tloe pears’ consolidated financial statements tofoom to the current
year presentatior

2. EQUIPMENT AND IMPROVEMENTS
Equipment and improvements consist of the followfimghousands)

December 31,

2002 2001
Machinery and equipme $ 91: $ 2,39¢
Leasehold improvemen 304 292
Office furniture and fixture 111 28t
1,32¢ 2,97t

Less accumulated depreciation and amortize (1,109 (2,499
$ 22C $ 482

] |
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3. GOODWILL AND OTHER INTANGIBLE ASSETS

Effective January 1, 2002, the Company adopted SHASL42,Goodwill and Other Intangible Assetés a result of adopting SFAS
No. 142, the Compar's goodwill is no longer amortized, but is subjezan annual impairment test. In addition, goodwfl$1,715,000

was reclassified from intangible assets, net apdrs¢ely reported in the accompanying balance steeet December 31, 2002 and 2001.
The following table sets forth the intangible asdst major asset clas

December 31, 2002 December 31, 2001
Useful
Life Accumulated Net Book Accumulated Net Book
(Years Gross Amortization Value Gross Amortiaa Value
(in thousands)
Non Amortizing:
Goodwill $1,71¢ $1,71¢ $2,87: $(1,158 $1,71¢
| | | | |
Amortizing:
Purchased and Licensed
Technology 3 $2,26( $(2,036 $ 224  $2,26( $(1,752  $ 50¢
| | | | | |

Aggregate amortization expense on intangible assztsapproximately $284,000 and $71,000 for thesyeaded December 31, 2002 and
2001, respectively. Amortization expense in 2008xigected to be $224,000 at which time all amargjzntangible assets which exist at
December 31, 2002, will be fully amortize

The Company’s reporting units are equivalent t@fisrating segments. At December 31, 2002 the ahwdwoodwill allocated to the
products segment is $1,380,000. The amount of giflcalecated to the services segment is $335,

Summarized below are the effects on net loss medata, if the Company had followed the amoiitpgprovisions of SFAS No. 142 for
all periods presented (in thousands, except peestraounts)
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Year Ended December 31,

2002 2001 2000
Net loss:

As reportec $ (68¢€) $(6,125) $(3,15¢)
Add: goodwill amortizatior 0 522 431
Adjusted net los $ (68¢€) $(5,607) $(2,729)
| | ]

Basic and diluted net loss per sh
As reportec $(0.04) $ (0.3¢) $ (0.20)
Add: goodwill amortizatior 0 0.0z 0.0z
Adjusted basic and diluted net loss per sl $(0.09) $ (0.3%) $ (0.19)
| | ]

4. ACCRUED LIABILITIES

Accrued liabilities consist of the following (indhisands)

December 31,

2002 2001
Salaries and benefi $41¢€ $ 437
Accrued lease payments (restructuring cc 13¢ 202
Marketing and rebate 43 553
Royalties 43 44¢
Manufacturer’ representative commissio 2 72
Other 66 83

$70¢ $1,79¢

In the second quarter of 2001, the Company begatementing a restructuring plan to consolidatelitaes and reduce personnel costs.
Total expense related to the restructuring amouta&380,000 consisting of facility closure cost$230,000 and employee severance
costs of $150,000. As of December 31, 2002, $242tz@ been paid and $139,000 was included in addrmatglities. All related employe

terminations
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were completed in 2001. The accrued liability Wil paid over the remaining lease term for theifgaihless a subtenant is located or a
settlement is reached with the landic

5. INCOME TAXES
A summary of the income tax expense (benefit) fbgws (in thousands'

Year ended December 31,

2002 2001 2000
Current:
Federa $(1,07)) $ 57 $
State 3 3 4
Foreign 6 30 50
(1,062) 90 54
Deferred:
Federa 507 (2,295 (2,50¢)
State (93 (290 (32¢)
Change in valuation allowan (419 2,58¢ 1,83¢
$(1,067) $ 90 $ 54
| | ]

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 the loss before incomesaseas follows
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December 31,

2002 2001 2000
Federal statutory ra: (35)% (39% (35%
State tax, net of federal bene 1 1
Nondeductible expense related to acquired intaag 1 2 6
Other 1 2 1
Federal benefit for NOL carryback law char (62)
Change in valuation allowan: 33 32 29
| ] |
(61)% 2% 2%
| | |

The major components of the Comp’s deferred tax assets and liabilities are as fdl@iwthousands

December 31,

2002 2001

Various reserve $ 29¢ $ 25C
Nondeductible accrua 20z 19C
State taxe 1 1
Prepaid expenst (575) (545)
Credit carryforward: 1,27¢ 961
Net operating loss carryforwar 6,00 7,17¢
Amortization 273 162
Fixed asset 64 (239
Subtotal 7,54z 7,95¢€
Valuation allowanct (7,542) (7,956
$ 0 $ 0

| |

The Company has federal and state net operatisg-lsyforwards of approximately $14,419,000 ang,$94,000, respectively, at
December 31, 2002. These federal and state neatopefoss carryforwards will begin to expire in2Z20and 2004, respectively. During the
year ended December 31, 2002, the Company caraieklits December 31, 2001 federal net operating ¢6$4,181,027 to the year enc
December 31, 1996 resulting in a refund of $1,00Q,0he carryback became allowable under the pongsof theJob Creation and
Workers Assistance Act of 200&hich extended the carryback period to five yearddx years ending in 2001 and 2002. Net operating
losses, for federal purposes, were allowed to béecbback for two years prior to this enactmen
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addition, the Company has federal and state taditacarryforwards of approximately $1,071,000 a283%000, respectively, at
December 31, 200:

As of December 31, 2002, a valuation allowanceppiraximately $7,542,000 has been provided based timpCompany’s assessment
that it is more likely than not that sufficient &dte income will not be generated to realize tlebenefits of these temporary differenc

Additionally, as of December 31, 2002, approximat912,000 of the valuation allowance was attriblgdo the potential tax benefit of
stock option transactions that will be crediteckdily to additional paid in capital, if realize

6. COMMITMENTS AND CONTINGENCIES

Leases- The Company has non-cancelable operating leasés tbuilding facilities which expire on variodates through July 31, 2005.
The lease on the corporate headquarters in AlisgpyCalifornia expires March 31, 2003. The compisngurrently evaluating alternative
solutions for this facility and will enter into aamth-to-month arrangement for the current facifityequired. Future minimum rental
commitments under leases with terms of one yearare consist of the following (in thousand

Year ending December 3

2003 $437
2004 302
2005 13¢€
$87¢€

|

As part of the restructuring plan discussed in Njtthe Company has vacated its office in Beave@egon. As of December 31, 2002,
the Company has not been able to negotiate arsettlewith the landlord or to locate a sub-tenahe Temaining payments due under the
lease of $139,000 are included in Accrued Lialeiit

Total rent expense was $593,000, $792,000 and #802or the years ended December 31, 2002, 2002@0@, respectively

Litigation - From time to time the Company is subject to &itign in the normal course of business, none otlwhianagement believes
will have a material adverse effect on the Com|'s consolidated financial condition or results oéigiions.
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Other Contingent Contractual Obligations Bdring its normal course of business, the Compasyrhade certain indemnities,
commitments and guarantees under which it may dpginedd to make payments in relation to certainda@tions. These include:
intellectual property indemnities to the Compamgtstomers and licensees in connection with theszde,and/or license of Company
products; indemnities to various lessors in corinaawith facility leases for certain claims arisif\gm such facility or lease; indemnities
to vendors and service providers pertaining tawsabased on the negligence or willful miscondudhefCompany; indemnities involving
the accuracy of representations and warrantiesriaio contacts; and indemnities to directors dfidess of the Company to the maximt
extent permitted under the laws of the State of@ale. In addition, the Company has made contrbeturamitments an employees
providing for severance payments upon the occuereficertain prescribed events. The Company mayisésie a guarantee in the form of
a standby letter of credit as security for contimtdebilities under certain customer contractse uration of these indemnities,
commitments and guarantees varies, and in cersai@sc may be indefinite. The majority of these imaiies, commitments and guarant
may not provide for any limitation of the maximurtential for future payments the Company could biggated to make. The Company
has not recorded any liability for these indemsit@ommitments and guarantees in the accompangimgptidated balance shee

7. SEGMENT INFORMATION
The Company currently operates in two business eatgnproducts and services. In addition, reveaunedroken down into three mark
Wireless and Broadband products, Macintosh prodamdsinternet and Software Solutions. Our InteBadutions market includes Internet

based software products as well as consulting|lfnéint and hosting revenu

The Company does not separately allocate operakpgnses to these segments, nor does it allocatdis@ssets to these segments.
Therefore, segment information reported includdg evenues and cost of revenu

The following table shows the net revenues and @stvenues generated by each segn

F-19




Table of Contents
SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED DECEMBER 31, 2002 (Continued)

Year Ended December 31,

2002 2001 2000
Products Services Products Services Products Services
Wireless & Broadban $3,76¢ $ — $3,96¢ $ — $ 4,99¢ $ —
Maclntosh 1,50¢ 1,36¢ 1,63¢
Internet & Software Solutior 75% 1,10z 1,617 2,54¢ 4,25¢ 2,59¢
Total Revenue 6,02¢ 1,102 6,94¢ 2,544 10,88« 2,59t
Cost of revenue 1,42( 782 1,88( 2,04¢ 2,49¢ 1,15(C
Gross Profit $4,60¢ $ 32C $5,06¢ $ 49¢ $ 8,38t $1,44¢
[ | [ | [ | [ | [ | [ |

OEM product sales were 60.6%, 47.8%, and 44.0%bfavenues in 2002, 2001 and 2000, respectivalgs®f retail products were
9.5%, 13.8% and 24.4% of net revenues in 2002, 2012000, respectively. Service revenues repreddri.4%, 26.8% and 19.2% of
total revenues in 2002, 2001 and 2000, respectiBaies of other products accounted for approxilpdu of net revenues in each of
three year period:

Sales to individual customers and their affiliatghjch amounted to more than 10% of the Compangtgevenues included two OEM
customers at 19.0% and 10.7% of revenues in 2002 aatail customer at 18.9% of revenues in 20@chstomers exceeded 10% in
2001.

Accounts receivable from these customers were $806and $0 at December 31, 2002 for the OEM custsu
A decision by a significant customer to substalytidécrease or delay purchases from the CompattyedCompany'’s inability to collect
receivables from these customers could have a ialbteiverse effect on the Company’s consolidatedrftial condition and results of

operations

The Company also has export sales representing6l3.0.1% and 19.3% of its net revenues for thesyeaded December 31, 2002, 2001
and 2000, respectively. All export sales have limrominated in U.S. dollar

8. PROFIT SHARING

The Company offers its employees a 401(k) plamhich the Company matches the employee contribi@ianrate of 20%, subject to a
vesting schedule. Total employer contributions amed to $45,000, $78,000, and $68,000 for the yeaded December 31, 2002, 2001
and 2000, respectivel
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9. STOCK-BASED COMPENSATION

In 1995, the Company adopted the 1995 Stock O&iork Issuance Plan (the Plan). The Plan, as ardepdevides for issuance of, or
options to be granted for the purchase of, an agdeeof 3,962,000 shares of common stock. Undetetines of the Plan, incentive and
nonqualified options may be granted at an exemmige not less than 100% and 85%, respectivelthefair market value on the grant
date, with terms of up to 10 years, and with vgstonbe determined by the Board of Direct:

Stock option activity under the Plan is as follo

Weighted
average
Number exercise
of shares price
OUTSTANDING, January 1, 2000 (488,000 shares, ésainte at weighted average exercis
price of $3.67 1,071,000 $2.8t
Granted (weighted average fair value of $1 928,00( 2.44
Exercisec (300,000 2.47
Cancelec (157,000 4.6¢
OUTSTANDING, December 31, 2000 (426,000 shares;ais@ble at weighted average
exercise price of $3.6( 1,542,00! 2.5t
Granted (weighted average fair value of $0 476,00( 1.1C
Cancelec (281,000 2.34
OUTSTANDING, December 31, 2001 (777,000 sharesioisable at weighted average
exercise price of $3.0: 1,737,001 2.5¢
Granted (weighted average fair value of $0 1,176,00! 0.3¢
Exercisec (3,000 1.01
Cancelec (145,000 1.3t
OUTSTANDING, December 31, 20( 2,765,001
|
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Additional information regarding options outstarglis of December 31, 2002 is as follo

Options outstanding

Options exercisable

Weighted averag: Weighted Weighted

Range of remaining average average

exercise Number contractual exercise Number exercise
prices outstanding life (years) price exercisable price
$0.24- $0.75 955,00( 9.8 $0.2¢ 0 —
$0.76- $1.50 1,017,001 8.2 $1.0z 852,00( $1.04
$1.51- $3.00 407,00( 5.8 $2.22 373,00( $2.27
$3.01- $14.00 386,00( 6.2 $4.82 310,00( $5.0¢
2,765,00! 8.1 $1.4¢ 1,535,00! $2.1¢

| |

At December 31, 2002, 628,000 shares were avaifablature grants under the Stock Option P
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INDEPENDENT AUDITORS’ REPORT ON SCHEDULE

To the Stockholders of Smith Micro Software, Ir

We have audited the consolidated financial statesn&nSmith Micro Software, Inc. and subsidiaritse(Company) as of December 31,
2002 and 2001 and for each of the three yearseip#hiod ended December 31, 2002, and have issuadmort thereon dated February
2003, which report expresses an unqualified opiaioth includes an explanatory paragraph referrirgdbange in method of accounting
for goodwill and other intangible assets in 2002ctsconsolidated financial statements are inclueselwhere in this Annual Report on
Form 10K. Our audits also included the consolidated finalnstatement schedule listed in Item 15a(2). Tiniancial statement schedule
the responsibility of the Company’s management. @sponsibility is to express an opinion based unaaidits. In our opinion, such
consolidated financial statement schedule, whesidened in relation to the basic consolidated fai@rstatements taken as a whole
presents fairly, in all material respects, the infation set forth thereir

DELOITTE & TOUCHE LLP

Costa Mesa, California
February 13, 200

S-1




Table of Contents
SMITH MICRO SOFTWARE, INC. AND SUBSIDIARIES
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IN THE PERIOD ENDED DECEMBER 31, 2002 (Continued)

(In thousands)

Additions

Balance at charged to Balance at

beginning of costs and end of
period expenses Deductions period

Allowance for doubtful accounts and other

adjustments (1,

2002 $ 532 $ 48€ $ (454 $ 56E
2001 1,89¢ 1,412 (2,775 532
2000 1,944 1,067 (1,115 1,89¢

(1) Other adjustments relate principally to sales ret1
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No.
3.1

3.1.1

3.2

4.1

10.1

10.2

EXHIBIT INDEX

Title

Amended and Restated Certificate of
Incorporation of the Company.

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

Amended and Restated Bylaws of the Company.

Specimen certificate representing shares of
Common Stock of the Company.

Form of Indemnification Agreement.

1995 Stock Option/Stock Issuance Plan.

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.
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Exhibit
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10.3

10.4

10.5

10.13

10.14

10.15

10.16

10.19

10.22

10.25

21.1

23.1

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.

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 between the
Company and T&C Development.

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

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

Amendment No. 6 to Office Building Lease,
dated February 19, 1998, by and between the
Company and World Outreach Center.
Amendment No. 7 to Office Building Lease,
dated November 5, 1999, by and between the
Company and World Outreach Center.

Subsidiaries.

Independent Audito’ Consent

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 10.13 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.

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

Incorporated by reference to Exhibit 10.19 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 3, 19!

Incorporated by reference to Exhibit 10.22 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 31, 19

Incorporated by reference to Exhibit 10.25 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 31, 19

Incorporated by reference to Exhibit 21.1 to the
Registrant’s Annual Report on Form 10-K for thedik
year ended December 31, 20

Filed herewitr



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

We consent to the incorporation by reference ini®Region Statement Nos. 333-02418, 333-40106 &3d62134 of Smith Micro Software,
Inc. on Form S-8 of our reports dated February2083, (which reports express an unqualified opirind include or refer to an explanatory
paragraph referring to a change in method of adoogifior goodwill and other intangible assets i©2)) appearing in this Annual Report on
Form 10-K of Smith Micro Software, Inc. for theda year ended December 31, 2002.

DELOITTE & TOUCHE LLP

Costa Mesa, California
March 26, 2003

End of Filing
]{.TI.I:ITIFH
© 2005 | EDGAR Online, Inc.



OFFICERS & DIRECTORS

William W. Smith, Jr.
Chairman of the Board
President and CEO
Director

Rhonda Smith

Vice Chairman
Secretary and Treasurer
Director

Robert Scheussler
COO and CFO
Director

David P. Sperling
Vice President and CTO

Thomas G. Campbell
Director

William C. Keiper
Director

Greg Szabo
Director

CORPORATE HEADQUARTERS
51 Columbia
Aliso Viejo, CA 92656
(949) 362-5800

STOCK EXCHANGE LISTING
Smith Micro’s common stock trades on The
Nasdaq Stock Market© under the symbol
SMSI

TRANSFER AGENT AND REGISTRAR

Mellon Investment Service LLC
85 Challenger Road

Overpeck Centre

Ridgefield Park, NJ 07660
(800) 522-6645
www.chasemellon.com

LEGAL COUNSEL
Dorsey & Whitney LLP
Irvine, California

AUDITORS
Deloitte & Touche, LLP
Costa Mesa, California

ANNUAL REPORT

Additional copies of this Annual Report are available
without charge by contacting the company at:

51 Columbia
Aliso Viejo, CA 92656
(949) 362-5800

TRADEMARKS

The following Smith Micro Software, Inc.
trademarks or registered trademarks appear in this
annual report: Checklt, ChecklIt Fastmove, Checklt
Netoptimizer, Checklt Firewall, ChecklIt Speed &
Security, Checklt Utilities, FAXstf, FAXstf PRO,
FAXstf X, HotFax, HotFax MessageCenter, HotFax
MessageCenter Pro, HotFax Share, QuickLink,
QuickLink Mobile, QuickLink Phonebook,
QuickLink Mobile Wi-Fi, VideoLink, VideoLink
Mail, VideoLink Pro, and WebDNA.

Apple, Mac and Macintosh are registered trademarks
of Apple Computer, Inc. Microsoft and Windows are
registered trademarks of Microsoft Corp. All other
trademarks and product names are the property of
their respective companies. All rights reserved.

ADDITONAL INFORMATION

Smith Micro maintains an active investor relations
program. If you have any questions, or would like
additional information concerning the operations or
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