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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2014

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission File Number 01-35525

SMITH MICRO SOFTWARE, INC.

(Exact name of registrant as specified in its charter)
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Delaware 33-0029027
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

51 Columbia, Aliso Viejo, CA 92656
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (949) 362-5800

Common Stock, $.001 par value

The NASDAQ Stock Market LLC

(NASDAQ Global Market)
(Title of each class) (Name of each exchange on which registered)

Securities registered pursuant to Section 12(b) of the Act: Common Stock, $.001 par value

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
    YES  ¨    NO   x
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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934     YES  ¨     NO   x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    YES  x    
NO  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    YES  x    NO  ¨

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

Indicate by check mark if whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act).    YES  ¨    NO  x

As of June 30, 2014, the last business day of the registrant�s most recently completed second quarter, the aggregate
market value of the common stock of the registrant held by non-affiliates was $34,209,212 based upon the closing sale
price of such stock as reported on the Nasdaq Global Market on that date. For purposes of such calculation, only
executive officers, board members, and beneficial owners of more than 10% of the registrant�s outstanding common
stock are deemed to be affiliates.

As of February 20, 2015, there were 45,004,146 shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s Proxy Statement for the 2015 Annual Meeting of Stockholders to be filed under the
Securities Exchange Act of 1934 are incorporated by reference in Part III of this report.
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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

In this document, the terms �Smith Micro,� �Company,� �we,� �us,� and �our� refer to Smith Micro Software, Inc.
and, where appropriate, its subsidiaries.

This report contains forward-looking statements regarding Smith Micro which include, but are not limited to,
statements concerning projected revenues, expenses, gross profit and income, the competitive factors affecting our
business, market acceptance of products, customer concentration, the success and timing of new product introductions
and the protection of our intellectual property. These forward-looking statements are based on our current
expectations, estimates and projections about our industry, management�s beliefs, and certain assumptions made by
us. Words such as �anticipates,� �expects,� �intends,� �plans,� �predicts,� �potential,� �believes,� �seeks,�
�estimates,� �should,� �may,� �will� and variations of these words or similar expressions are intended to identify
forward-looking statements. Forward-looking statements also include the assumptions underlying or relating to any
of the foregoing statements. These statements are not guarantees of future performance and are subject to risks,
uncertainties and assumptions that are difficult to predict. Therefore, our actual results could differ materially and
adversely from those expressed or implied in any forward-looking statements as a result of various factors. Such
factors include, but are not limited to, the following:

� our customer concentration given that the majority of our sales depend on a few large client relationships,
including Sprint;

� the risk of being delisted from the NASDAQ Global Select Market if we fail to meet any of the listing
requirements;

� changes in demand for our products from our key customers and their end-users;

� the intensity of the competition and our ability to successfully compete;

� the pace at which the market for new products develop;

� our ability to hire and retain key personnel;

� the availability of third party intellectual property and licenses which may not be on commercially reasonable
terms, or not at all;

� our ability to establish and maintain strategic relationships with our customers;

�
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our quarterly revenues and operating results are difficult to predict and could fall below analyst or investor
expectations, which could cause the price of our common stock to fall;

� our ability to protect our intellectual property and our ability to not infringe on the rights of others;

� our ability to raise additional capital to fund our operations and such capital may not be available to us at
commercially reasonable terms or at all;

� security and privacy breaches in our systems may damage client relations and inhibit our ability to grow;

� interruptions or delays in the services we provide from our data center hosting facilities could harm our
business; and

� those additional factors which are listed under the section �1A. Risk Factors� beginning on page 10 of this
report.

The forward-looking statements contained in this report are made on the basis of the views and assumptions of
management regarding future events and business performance as of the date this report is filed with the Securities
and Exchange Commission (the �SEC�). We do not undertake any obligation to update these statements to reflect
events or circumstances occurring after the date this report is filed.

3
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PART I

Item 1. BUSINESS
General

Smith Micro provides software solutions to simplify and enhance the mobile experience. As a leader in wireless
connectivity, our applications ensure the best Quality of Experience for mobile users while optimizing networks for
wireless service providers and enterprises. Using our intelligent policy-on-device platform, along with premium voice,
video and content monetization services, we create new opportunities to engage consumers and capitalize on the
growth of connected devices. In addition to wireless and mobility software, Smith Micro develops and distributes
personal, professional and educational productivity and graphics products and tools for consumers, artists, animators
and designers worldwide.

Over the past three decades, the Company has developed deep expertise in embedded software for networked devices,
policy-based management platforms, and highly-scalable mobile applications and hosted services. For organizations
struggling to reduce costs and complexity in the fragmented, rapidly evolving mobile market, Smith Micro offers
proven solutions that increase reliability and efficiency while accelerating delivery and value of mobile services to
consumers.

The proliferation of mobile broadband technology continues to provide new opportunities for Smith Micro on a global
scale. Smith Micro�s mission is to help our customers thrive in a connected world with software solutions that:

1. Simplify wireless connectivity to reduce costs and deliver �best-connected� experiences;

2. Optimize network and device resources for maximum performance, efficiency and flexibility;

3. Provide greater insight and control over the quality of service (�QoS�) delivered to users; and

4. Engage and grow high-value relationships with end customers using mobile devices.
The Company was incorporated in California in November 1983, and reincorporated in Delaware in June 1995. Our
principal executive offices are located at 51 Columbia, Aliso Viejo, California 92656. Our telephone number is
(949) 362-5800. Our website address is www.smithmicro.com. Our NASDAQ symbol is SMSI, and we make our
SEC filings available on the Investor Relations page of our website. Information contained on our website is not part
of this Annual Report on Form 10-K.

Business Segments

Our operations are organized into two business segments: Wireless and Productivity & Graphics. We do not
separately allocate operating expenses, nor do we allocate specific assets to these groups. Therefore, segment
information reported includes only revenues and cost of revenues. See Note 6 of Notes to Consolidated Financial
Statements for financial information related to our business segments and geographical information.
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Wireless

The wireless industry continues to undergo rapid change on all fronts, from the growing expanse of heterogeneous
networks, to the vast array of connected devices, to the endless barrage of mobile applications and digital content �
especially video � consumed by users who want information and entertainment anytime, anywhere. While most of us
think about being �connected� in terms of computers, tablets and smartphones, the emerging Internet of Things (�IoT�)
market is creating a world where almost anything can be connected to the wireless internet.

Although the opportunities associated with pervasive connectivity are plenty, so are the challenges:

� Complexity, congestion and spectrum scarcity plague wireless networks, making mobile data access
inconsistent, unreliable and expensive for consumers and businesses.

� Mobile Network Operators are being marginalized by over-the-top applications, social networks and
Wi-Fi providers as they struggle to differentiate while facing tremendous price pressure.

� Enterprises face increasing pressure to mobilize workforces, operations and customer engagement, but
lack the expertise and technologies needed to leverage mobile securely and cost-effectively.

� Consumers - frustrated by complicated, slow and restrictive access to wireless data services � seek
simpler, more personalized mobile experiences.

To address these challenges, Smith Micro offers three product families that help our customers connect, control and
capitalize on the mobile internet:

QuickLink® � applications for connecting consumer and machine-to-machine (�M2M�) devices to 3G, 4G and Wi-Fi
networks, easily and reliably, while managing their data usage.

NetWise® � policy-on-device platform for controlling device behavior, optimizing data traffic, engaging mobile users,
and improving quality of experience over wireless networks.

CommSuite® � premium voice, messaging and video services that allow operators and enterprises to flexibly deliver
and monetize apps and content.

Our QuickLink connectivity solutions have been shipped on more than 100 million devices worldwide. Many of the
world�s largest mobile network operators, including AT&T, Bell Canada, Orange, Sprint, T-Mobile, Verizon Wireless,
and Vodafone, have offered QuickLink as a white-label connection management application to their subscribers.
QuickLink components are embedded by leading chipset manufacturers and module makers to ensure that
connectivity is consistent across device types. QuickLink is also used by enterprises and public sector organizations
with mobile workforces to provide enhanced security and configurability over public and private wireless networks.

NetWise provides visibility and control over 3G, 4G and Wi-Fi network connections to ensure the best possible
quality of experience for end users. NetWise helps operators reduce congested cellular networks with efficient Wi-Fi
offload, while also facilitating Wi-Fi on-load for broadband providers who are extending services outside of the home.
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Used by several Tier 1 operators and broadband providers in the U.S., Latin America and Asia, NetWise provides the
device intelligence and a management platform to maximize service uptake and performance. For retailers and other
consumer service providers, NetWise offers a new way to engage consumers with more personalized, context-based
mobile promotions.

The CommSuite premium services platform gives operators new ways to drive revenues and better compete with
over-the-top (�OTT�) applications. It offers innovative features, such as Voice-to-Text transcription, Avatar messaging,
and Videomail, while supporting flexible business models, including �freemium� try-and-buy offers, monthly
subscriptions, content purchases, and ad-sponsored user engagement. CommSuite also enables efficient,
high-performance streaming of mobile video content for entertainment, hospitality, large venues, and other industries.

5
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Over the past three decades, Smith Micro has developed unmatched expertise in mobile device software, integration to
operator services, and wireless industry standards. Our ability to customize solutions that meet stringent reliability and
security requirements for Tier 1 operators makes us the preferred choice for any company that wants more out of
mobile.

Productivity & Graphics

The Productivity & Graphics group develops a variety of software, including graphic design and animation,
compression and PC/Mac utilities, for consumers, professional artists, and educators. This group also republishes and
markets third-party software that complements the Company�s existing line of products. These products are available
through direct sales on Smith Micro websites (smithmicro.com, mysmithmicro.com and contentparadise.com), as well
as through affiliate websites, resellers and retail outlets.

The group�s primary focus is its line of graphic titles, in particular Poser®, Anime Studio®, Manga Studio® and
MotionArtist�. These products are aimed at digital artists and designers of all skill levels, helping them to produce
professional quality animations, comics, and other 2D and 3D art. Poser is the industry leading tool for 3D human
figure design and animation. Anime Studio is used by both hobbyists and professional artists working for high-end
animation studios in the motion picture industry, and Manga Studio is at the top of the market for comic illustration
software, used by famous graphic novelists such as Dave Gibbons, the author of the Watchmen. The group is
enhancing and mobilizing these solutions to extend to new markets including gaming, industrial design, digital
content, and more.

Products and Services

Our primary products consist of the following:

Product Groups Products Description

Wireless QuickLink® Mobile Connection management application to control, customize
and automate wireless connections from PCs and Macs to
WWAN and WLAN/Wi-Fi networks

QuickLink® Mobility Mobile VPN and connection manager targeted to enterprises
with mobile workforces and the public sector

QuickLink® Zero Streamlined connectivity for mobile hotspot features on
smartphones and mobile broadband devices, with billing
integration, automated diagnostics, usage metering and data
management

QuickLink® MiTile Connection manager for Microsoft Windows 8 devices

QuickLink® MBIM Middleware Customizable drivers that support the Mobile Broadband
Interface Model (�MBIM�) standard for connecting USB
devices to a variety of operating systems

NetWise® Director Intelligent traffic management for data offload and seamless,
secure access to 3G/4G/Wi-Fi networks
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NetWise® I/O A toolkit for testing client/server interoperability using the
ANDSF networking standard

NetWise® SmartSpot Wi-Fi discoverability, promotion and automated
authentication

NetWise® Captivate Mobile marketing platform that uses real-time conditions,
events, location and analytics to better engage customers

NetWise® FOTA Lightweight device agent and deployment server for updating
Firmware Over The Air (�FOTA�)

6
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CommSuite® PTT A push-to-talk (�PTT�) data service that uses a mobile
Internet connection to send and receive �walkie-talkie�
style calls

CommSuite® VVM Visual Voicemail (�VVM�) delivered directly to a mobile
phone app and managed like email

CommSuite® VTT Voice-to-Text (�VTT�) transcription of voicemail and
voice SMS messages

CommSuite® Avatars Talking Avatars that let users lip-synch a message with
voice effects, backgrounds, stickers and photos to
personalize mobile communications

CommSuite® VIDIO Adaptive streaming of live or pre-recorded video content
to support mobile viewing across laptops, tablets,
phones, TVs, and more

CommSuite® Videomail Creation of video messages that can be delivered to any
user via phone, SMS, email or web link, with no client
software required

AniMates® Mobile messaging app for iOS and Android smartphones
that lets users send personalized Avatar messages with
fun voice effects and backgrounds

Productivity & Graphics Poser® 3D animation software for character art, animation and
digital design

Poser Pro Game Dev 3D character creator and animation tools, plus real-time
ready character content to game and interactive content
developers to reduce game development time and
improve the overall game experience

Anime Studio® 2D animation software for digital artists

Manga Studio® Graphics software for creating manga and comic art

MotionArtist � A fast, easy solution for creating interactive
presentations

ScatterShow� Creates slide shows from photo albums on mobile
devices

StuffIt Deluxe® A patented, lossless compression solution for documents
and media

Sock Puppets� iOS app to create lip-synched cartoons and share them
on Facebook and YouTube

Marketing and Sales Strategy

Because of our broad product portfolio, deep integration experience, and flexible business models, we can quickly
bring to market innovative solutions that support our customers� needs to create new revenue opportunities and
differentiate their products and services among their competitors.
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Our sales strategy is as follows:

Leverage Operator and OEM Relationships. We continue to capitalize on our strong relationships with the world�s
leading mobile network operators (�MNOs�), multiple service operators (�MSOs�), and device manufacturers. These
customers serve as our primary distribution channel, providing access to hundreds of millions of end-users around the
world.

Focus on High-Growth Markets. We continue to focus on wireless connectivity solutions and premium mobile
services, taking advantage of expanding 4G and Wi-Fi networks, as well as the explosive growth of smartphones,
tablets, M2M and other mobile devices.

Expand our Customer Base. In addition to growing business with current customers, we are adding new customers
through reseller partners and increased penetration of the enterprise market, with particular focus on public safety,
retail, and vertical markets utilizing M2M technologies.

7
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Selectively Pursue Partners with Complementary Products and Services. We continue to pursue partnerships to help
us enter new markets and extend our geographic reach. We will engage technology providers and systems integrators
to deliver more comprehensive solutions to our customers.

Revenues to Sprint and their respective affiliates in the Wireless business segment accounted for 68.0% of the
Company�s total revenues for the fiscal year 2014. Revenues to FastSpring in the Productivity & Graphics business
segment accounted for 11.2% of the Company�s total revenues for the fiscal year 2014. Revenues to two customers
(Sprint and Verizon Wireless) and their respective affiliates in the Wireless business segment accounted for 53.1%
and 13.0%, respectively, of the Company�s total revenues for the fiscal year 2013. Revenues to FastSpring in the
Productivity & Graphics business segment accounted for 11.4% of the Company�s total revenues for the fiscal year
2013. In 2012, our two largest customers (Sprint and Verizon Wireless) accounted for 40.7% and 20.5%, respectively,
of our total revenues. Our major customers could reduce their orders of our products in favor of a competitor�s product
or for any other reason. The loss of any of our major customers or decisions by a significant customer to substantially
reduce purchases could have a material adverse effect on our business.

Customer Service and Technical Support

We provide technical support and customer service through our online knowledge base, via email and live chat. OEM
customers generally provide their own primary customer support functions and rely on us for support to their own
technical support personnel.

Product Development

The software industry, particularly the wireless market, is characterized by rapid and frequent changes in technology
and user needs. We work closely with industry groups and customers, both current and potential, to help us anticipate
changes in technology and determine future customer needs. Software functionality depends upon the capabilities of
the hardware. Accordingly, we maintain engineering relationships with various hardware manufacturers and we
develop our software in tandem with their product development. Our engineering relationships with manufacturers, as
well as with our major customers, are central to our product development efforts. We remain focused on the
development and expansion of our technology, particularly in the wireless space. Research and development
expenditures amounted to $14.2 million, $21.3 million, and $24.8 million for the years ended December 31, 2014,
2013 and 2012, respectively.

Manufacturing

Although we primarily deliver our software via electronic downloads, we do deliver our software in several other
forms. We offer a package or kit that may include CD-ROMs and certain other documentation or marketing material.
We also permit selected OEM customers to duplicate our products on their own CD-ROMs, USB devices, or
embedded devices, and pay a royalty based on usage. Some OEM business requires that we provide a CD, which
includes a soft copy of a user guide. Finally, we grant licenses to certain OEM customers that enable those customers
to preload a copy of our software onto a personal computer. With the enterprise sales program, we offer site licenses
under which a corporate user is allowed to distribute copies of the software to users within their corporate sites.

Our product development group produces a product master for each product that is then duplicated and packaged into
products by the manufacturing organization. All product components are purchased by our personnel in our Aliso
Viejo, California facility. Our manufacturing is subcontracted to outside vendors and includes the replication of
CD-ROMs and the printing of documentation materials. Assembly of the final package is completed by our Aliso
Viejo, California facility.
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Competition

The markets in which we operate are highly competitive and subject to rapid changes in technology. These conditions
create new opportunities for Smith Micro, as well as for our competitors, and we expect new competitors to enter the
market. We will not only compete with other software vendors for new customer contracts, we will also compete to
acquire technology and qualified personnel.

We believe that the principal competitive factors affecting the mobile software market include domain expertise,
product features, usability, quality, price, customer service and effective sales and marketing efforts. Although we
believe that our products currently compete favorably with respect to these factors, there can be no assurance that we
can maintain our competitive position against current and potential competitors. We also believe that the market for
our software products has been and will continue to be characterized by significant price competition. A material
reduction in the price of our products could negatively affect our profitability.

Many existing and potential customers have the resources to develop products that compete directly with our products.
These customers may discontinue the purchase of our products. Our future performance is substantially dependent
upon the extent to which existing customers elect to purchase software from us rather than design and develop their
own software.

Proprietary Rights and Licenses

Our success and ability to compete is dependent upon our software code base, our programming methodologies and
other intellectual properties. To protect our proprietary technology and intellectual property, we rely on a combination
of trade secrets, nondisclosure agreements, patents, copyright and trademark law that may afford only limited
protection. As of December 31, 2014, we owned 85 issued U.S. patents and have 20 U.S. patent applications that are
currently pending. These patents are intended to provide generalized protection of our intellectual property technology
base and we will continue to apply for various patents and trademarks in the future as we deem necessary to protect
our intellectual property technology base.

We seek to avoid unauthorized use and disclosure of our proprietary intellectual property by requiring employees and
consultants with access to our proprietary information to execute confidentiality agreements with us and by restricting
access to our source code. The deterrent steps that we have taken to protect our proprietary technology may not be
adequate to deter misappropriation of our proprietary information or prevent the successful assertion of any adverse
claim against us relating to software or intellectual property utilized by us. In addition, we may not be able to detect
unauthorized use of our intellectual property rights or take effective steps to enforce those rights.

In selling our products, we primarily rely on �shrink wrap� licenses that are not signed by licensees and may be
unenforceable under the laws of certain jurisdictions. In addition, the laws of some foreign countries do not protect
our proprietary rights to as great an extent as do the laws of the United States. Accordingly, the means we currently
use to protect and enforce all of our proprietary rights and intellectual property rights may not be adequate. Moreover,
our competitors may independently develop competitive technology similar to ours. We also license technology on a
non-exclusive basis from several companies for inclusion in our products and anticipate that we will continue to do so
in the future. If we are unable to continue to license these technologies or to license other necessary technologies for
inclusion in our products, or such third party technologies become subject to claims directed to or against the third
party technologies used by us, or if we experience substantial increases in royalty payments under these third party
licenses, our business could be materially and adversely affected.
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Employees

As of December 31, 2014, we had a total of 183 employees within the following departments: 110 in engineering, 37
in sales and marketing, 16 in operations and customer support and 20 in management and administration. We are not
subject to any collective bargaining agreement and we believe that our relationships with our employees are good.

Item 1A. RISK FACTORS
Our future operating results are highly uncertain. Before deciding to invest in our common stock or to maintain or
increase your investment, you should carefully consider the risks described below, in addition to the other information
contained in this report and in our other filings with the SEC, including our reports on Forms 10-K, 10-Q and 8-K.
The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties not
presently known to us or that we currently deem immaterial may also affect our business operations. If any of these
risks actually occur, that could seriously harm our business, financial condition or results of operations. In that event,
the market price for our common stock could decline and you may lose all or part of your investment.

We derive a significant portion of our revenues from sales of a small number of products to Sprint, so our revenues
and operating results are highly vulnerable to shifts in demand and may decline.

In our Wireless business segment, we sell primarily to large carriers, cable operators, and original equipment
manufacturers (�OEMs�), so there are a limited number of actual and potential customers for our products, resulting in
customer concentration for sales of our products and services. For the year ended December 31, 2014, sales to Sprint
and their affiliates comprised 68.0% of our total revenues. Because of our customer concentration, this carrier and
other large customers may have significant pricing power over us, and any material decrease in sales to any of them
would materially affect our revenues and profitability. Additionally, carriers, cable operators, and OEMs are not the
end-users of our products. If any of their efforts to market products and services incorporating our software are
unsuccessful in the marketplace, our revenues and profitability could be adversely affected.

On July 10, 2013, Softbank and Sprint Nextel completed a merger which could further intensify the competitive
pressures that we face. Furthermore, the uncertainties created by this merger could cause it to delay or cancel planned
purchases of our products and services, particularly if there are proposed changes or uncertainties in the future
management, product offerings and technical specifications of Sprint and its product portfolio.

We also derive a significant portion of our revenues from a few vertical markets, such as wireless carriers, cable
operators, and handset manufacturers. In order to sustain and grow our business, we must continue to sell our software
products into these vertical markets. Shifts in the dynamics of these vertical markets, such as new product
introductions by our competitors, could materially harm our results of operations, financial condition and prospects.
To increase our sales outside our core vertical markets, for example to large enterprises, requires us to devote time and
resources to hire and train sales employees familiar with those industries. Even if we are successful in hiring and
training sales teams, customers in other vertical markets may not need or sufficiently value our current products or
new product introductions.

In 2014, we announced a restructuring plan and we may take additional restructuring actions in the future that
would result in additional charges, which would have a negative impact on our results of operations in the period
the action is taken.
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On May 6, 2014, the Board of Directors approved a plan of restructuring intended to streamline and flatten the
Company�s organization, reduce overall headcount by approximately 20% and reduce its overall cost
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structure by approximately $2.0 million per quarter. This resulted in a special one-time restructuring charge of $1.8
million that was recorded in the fiscal quarter ended June 30, 2014. At the same time, we increased our 2013
restructuring reserve by $0.6 million to update and adjust our lease termination cost assumptions. If the demand for
our legacy and new products does not increase, we may need to take additional restructuring actions in future quarters,
although we currently do not have any intention to do so. If future restructuring actions are taken, this could have a
material adverse effect on our financial condition and results of operations in the period that the action is taken.

If we fail to meet the requirements for continued listing on the NASDAQ Global Select Market, our common stock
would likely be delisted from trading on the NASDAQ Global Select Market, which could adversely affect the
liquidity of our common stock and cause our trading price to decline.

Our common stock is currently listed for quotation on the NASDAQ Global Select Market. We are required to meet
specified financial requirements in order to maintain our listing on the NASDAQ Global Select Market. If we fail to
satisfy the NASDAQ Global Select Market�s continued listing requirements, our common stock would likely be
delisted from the NASDAQ Global Select Market, in which case our common stock may trade on the OTC Bulletin
Board. Any potential delisting of our common stock from the NASDAQ Global Select Market would likely result in
decreased liquidity and increased volatility of our common stock, and would likely cause our trading price to decline.

During 2014, the Company no longer met the requirement of NASDAQ Rule 5450(b)(1)(A), which requires
companies listed on the NASDAQ Global Select Market to maintain a minimum of $10,000,000 in stockholders�
equity for continued listing (the �Minimum Stockholders� Equity Rule�). As a result of the proceeds from the Company�s
private placement stock offering, the Company regained compliance with the Minimum Stockholders� Equity Rule.
Also in 2014, the Company failed to comply with Nasdaq�s Marketplace Rule 5450(a)(1) because the bid price for the
Company�s common stock over a 30 consecutive business day period had closed below the minimum $1.00 per share
requirement for continued listing. The Company regained compliance in January 2015 after the stock price closed
above $1.00 per share for 10 consecutive business days.

There can be no assurance that the Company will in the future maintain compliance with the Minimum Stockholders�
Equity Rule, the minimum $1.00 per share rule, or other requirements for continued listing on NASDAQ.

Our quarterly revenues and operating results are difficult to predict and could fall below analyst or investor
expectations, which could cause the price of our common stock to fall.

Our quarterly revenues and operating results have fluctuated significantly in the past and may continue to vary from
quarter to quarter due to a number of factors, many of which are not within our control. If our operating results do not
meet the expectations of securities analysts or investors, our stock price may decline. Fluctuations in our operating
results may be due to a number of factors, including the following:

� the gain or loss of a key customer;

� the size and timing of orders from and shipments to our major customers;

� the size and timing of any product return requests;
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� our ability to maintain or increase gross margins;

� variations in our sales channels or the mix of our product sales;

� our ability to anticipate market needs and to identify, develop, complete, introduce, market and
produce new products and technologies in a timely manner to address those needs;

� the availability and pricing of competing products and technologies and the resulting effect on sales
and pricing of our products;

� acquisitions;
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� the effect of new and emerging technologies;

� the timing of acceptance of new mobile services by users of our customers� services;

� deferrals of orders by our customers in anticipation of new products, applications, product
enhancements or operating systems; and

� general economic and market conditions.
We have difficulty predicting the volume and timing of orders. In any given quarter, our sales have involved, and we
expect will continue to involve, large financial commitments from a relatively small number of customers. As a result,
the cancellation or deferral of even a small number of orders would reduce our revenues, which would adversely
affect our quarterly financial performance. Also, we have often recorded a large amount of our sales in the last month
of the quarter and often in the last week of that month. Accordingly, delays in the closing of sales near the end of a
quarter could cause quarterly revenues to fall substantially short of anticipated levels. Significant sales may also occur
earlier than expected, which could cause operating results for later quarters to compare unfavorably with operating
results from earlier quarters.

Future orders may come from new customers, or from existing customers for new products. The sales cycles may be
greater than what we have experienced in the past, increasing the difficulty to predict quarterly revenues.

Because we sell primarily to large carriers and OEM customers, we have no direct relationship with most end-users of
our products. This indirect relationship delays feedback and blurs signals of change in the quick-to-evolve wireless
ecosystem, and is one of the reasons we have difficulty predicting demand.

A large portion of our operating expenses, including rent, depreciation and amortization, is fixed and difficult to
reduce or change. Accordingly, if our total revenue does not meet our expectations, we may not be able to adjust our
expenses quickly enough to compensate for the shortfall in revenue. In that event, our business, financial condition
and results of operations would be materially and adversely affected.

Due to all of the foregoing factors, and the other risks discussed in this report, you should not rely on
quarter-to-quarter comparisons of our operating results as an indication of future performance.

Technology and customer needs change rapidly in our market, which could render our products obsolete and
negatively affect our business, financial condition and results of operations.

Our success depends on our ability to anticipate and adapt to changes in technology and industry standards. We will
also need to continue to develop and introduce new and enhanced products to meet our target markets� changing
demands, keep up with evolving industry standards, including changes in the Microsoft, Google and Apple operating
systems with which our products are designed to be compatible, and to promote those products successfully. The
communications and utilities software markets in which we operate are characterized by rapid technological change,
changing customer needs, frequent new product introductions, evolving industry standards and short product life
cycles. In addition, the technology we market, which has been sold as software in the past, can be integrated at the
chipset level by the leading mobile chipset manufacturers. Any of these factors could render our existing products
obsolete and unmarketable. In addition, new products and product enhancements can require long development and
testing periods as a result of the complexities inherent in today�s computing environments and the performance
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demanded by customers and called for by evolving wireless networking technologies. If our target markets do not
develop as we anticipate, our products do not gain widespread acceptance in these markets, or we are unable to
develop new versions of our software products that can operate on future wireless networks and PC and mobile device
operating systems and interoperate with other popular applications, our business, financial condition and results of
operations could be materially and adversely affected.
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Competition within our target markets is intense and includes numerous established competitors and new entrants,
which could negatively affect our revenues and results of operations.

We operate in markets that are extremely competitive and subject to rapid changes in technology. Because there are
low barriers to entry into the software markets in which we participate and may participate in the future, we expect
significant competition to continue from both established and emerging software companies in the future, both
domestic and international. In fact, our growth opportunities in new product markets could be limited to the extent
established and emerging software companies enter or have entered those markets. Furthermore, our existing and
potential OEM customers may acquire or develop products that compete directly with our products.

Many of our other current and prospective competitors have significantly greater financial, marketing, service,
support, technical and other resources than we do. As a result, they may be able to adapt more quickly than we can to
new or emerging technologies and changes in customer requirements or to devote greater resources to the promotion
and sale of their products. Announcements of competing products by competitors could result in the cancellation of
orders by customers in anticipation of the introduction of such new products. In addition, some of our competitors are
currently making complementary products that are sold separately. Such competitors could decide to enhance their
competitive position by bundling their products to attract customers seeking integrated, cost-effective software
applications. Some competitors have a retail emphasis and offer OEM products with a reduced set of features. The
opportunity for retail upgrade sales may induce these and other competitors to make OEM products available at their
own cost or even at a loss. We also expect competition to increase as a result of software industry consolidations,
which may lead to the creation of additional large and well-financed competitors. Increased competition is likely to
result in price reductions, fewer customer orders, reduced margins and loss of market share.

We are entering new, emerging markets in which we have limited experience; if these markets do not develop or we
are unable to otherwise succeed in them, our revenues will suffer and the price of our common stock will likely
decline.

Our recent and planned product introductions to support new higher speed networking and 4G technologies have
allowed us to enter new markets. A viable market for these products may not develop or be sustainable, and we may
face intense competition in these markets. In addition, our success in these markets depends on our carrier and MSO
customers� ability to successfully introduce new mobile services enabled by our products and our ability to broaden our
carrier customer base, which we believe will be difficult and time-consuming. If the expected benefits from entering
new markets do not materialize, our revenues will suffer and the price of our common stock would likely decline. In
addition, to the extent we enter new markets through acquisitions of companies or technologies, our financial
condition could be harmed or our stockholders could suffer dilution without a corresponding benefit to our company if
we do not realize expected benefits of entering such new markets.

If the adoption of and investments in new technologies and services grows more slowly than anticipated in our
product planning and development, our operating results, financial condition and prospects may be negatively
affected.

If the adoption of and investments in new networking and 4G technologies and services does not grow or grows more
slowly than anticipated, we will not obtain the anticipated returns from our planning and development investments.
We have introduced new high-speed networking and 4G products, but the pace of the market introduction of such
technologies is uncertain. Future sales and any future profits from these and related products are substantially
dependent upon the acceptance and use of these new technologies, and on the continued adoption and use of mobile
data services by end-users.
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investments in next generation networks that are intended to support more complex applications. If communications
service providers delay their deployment of networks or fail to deploy such networks
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successfully, demand for our products could decline, which would adversely affect our revenues. Also, to the extent
we devote substantial resources and incur significant expenses to enable our products to be interoperable with new
networks that have failed or have been delayed or not deployed, our operating results, financial condition and
prospects may be negatively affected.

If we are unable to retain key personnel, the loss of their services could materially and adversely affect our
business, financial condition and results of operations.

Our future performance depends in significant part upon the continued service of our senior management and other
key technical and consulting personnel. We do not have employment agreements with our key employees that govern
the length of their service. The loss of the services of our key employees would materially and adversely affect our
business, financial condition and results of operations. Our future success also depends on our ability to continue to
attract, retain and motivate qualified personnel, particularly highly skilled engineers involved in the ongoing research
and development required to develop and enhance our products. Competition for these employees remains high and
employee retention is a common problem in our industry. Our inability to attract and retain the highly trained
technical personnel that are essential to our product development, marketing, service and support teams may limit the
rate at which we can generate revenue, develop new products or product enhancements and generally would have an
adverse effect on our business, financial condition and results of operations.

We rely directly and indirectly on third-party intellectual property and licenses, which may not be available on
commercially reasonable terms or at all.

Many of the Company�s products and services include third-party intellectual property, which requires licenses from
those third parties directly to us or to unrelated companies which provide us with sublicenses and/or execution of
services for the operation of our business. These products and services include our wireless suite of products as well
as our productivity and graphics products. The Company has historically been able to obtain such licenses on
reasonable terms. There is however no assurance that in the future the necessary licenses could be obtained on
acceptable terms or at all. If the Company or our third party service providers are unable to obtain or renew critical
licenses on reasonable terms, we may be forced to terminate or curtail our products and services which rely on such
intellectual property and our financial condition and operating results may be materially adversely affected.

If we fail to continue to establish and maintain strategic relationships with mobile device manufacturers, wireless
carriers and network infrastructure manufacturers, market acceptance of our products and our profitability may
suffer.

Most of our strategic relationships with mobile device manufacturers are not subject to written contract, but rather are
in the form of informal working relationships. We believe these relationships are valuable to our success. In particular,
these relationships provide us with insights into product development and emerging technologies, which allows us to
keep abreast of, or anticipate, market trends and helps us serve our current and prospective customers. Because these
relationships are not typically governed by written agreements, there is no obligation for many of our partners to
continue working with us. If we are unable to maintain our existing strategic relationships with mobile device
manufacturers or if we fail to enter into additional strategic relationships or the parties with whom we have strategic
relationships favor one of our competitors, our ability to provide products that meet our current and prospective
customers� needs could be compromised and our reputation and future revenue prospects could suffer. For example, if
our software does not function well with a popular mobile device because we have not maintained a relationship with
its manufacturer, carriers seeking to provide that device to their respective customers could choose a competitor�s
software over ours or develop their own. Even if we succeed in establishing these relationships, they may not result in
additional customers or revenues.
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Our growth depends in part on our customers� ability and willingness to promote services and attract and retain
new customers or achieve other goals outside of our control.

We sell our products for use on handheld devices primarily through our carrier customers. Losing the support of these
customers may limit our ability to compete in existing and potential markets and could negatively affect our revenues.
In addition, the success of these customers and their ability and willingness to market services supported by our
products is critical to our future success. Our ability to generate revenues from sales of our software is also
constrained by our carrier customers� ability to attract and retain customers. We have no input into or influence upon
their marketing efforts and sales and customer retention activities. If our large carrier customers fail to maintain or
grow demand for their services, revenues or revenue growth from our products designed for use on mobile devices
will decline and our results of operations will suffer.

Acquisitions of companies or technologies may disrupt our business and divert management attention and cause
our current operations to suffer.

We have historically made targeted acquisitions of smaller companies with important technology and expect to
continue to do so in the future. As part of any acquisition, we will be required to assimilate the operations, products
and personnel of the acquired businesses and train, retain and motivate key personnel from the acquired businesses.
We may not be able to maintain uniform standards, controls, procedures and policies if we fail in these efforts.
Similarly, acquisitions may cause disruptions in our operations and divert management�s attention from our company�s
day-to-day operations, which could impair our relationships with our current employees, customers and strategic
partners. Acquisitions may also subject us to liabilities and risks that are not known or identifiable at the time of the
acquisition.

We may also have to incur debt or issue equity securities in order to finance future acquisitions. Our financial
condition could be harmed to the extent we incur substantial debt or use significant amounts of our cash resources in
acquisitions. The issuance of equity securities for any acquisition could be substantially dilutive to our existing
stockholders. In addition, we expect our profitability could be adversely affected because of acquisition-related
accounting costs, write offs, amortization expenses, and charges related to acquired intangible assets. In
consummating acquisitions, we are also subject to risks of entering geographic and business markets in which we have
had limited or no prior experience. If we are unable to fully integrate acquired businesses, products or technologies
within existing operations, we may not receive the intended benefits of acquisitions.

Our operating income or loss may continue to change due to shifts in our sales mix and increased spending on our
research and development.

Our operating income or loss can change quarter to quarter and year to year due to a change in our sales mix and the
timing of our continued investments in research and development and infrastructure. We continue to invest in research
and development which is the lifeline of our technology portfolio. The timing of these additional expenses can vary
significantly quarter to quarter and even from year to year.

Our products may contain undetected software defects, which could negatively affect our revenues.

Our software products are complex and may contain undetected defects. In the past, we have discovered software
defects in certain of our products and have experienced delayed or lost revenues during the period it took to correct
these problems. Although we and our OEM customers test our products, it is possible that errors may be found or
occur in our new or existing products after we have commenced commercial shipment of those products. Defects,
whether actual or perceived, could result in adverse publicity, loss of revenues, product returns, a delay in market
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acceptance of our products, loss of competitive position or claims against us by customers. Any such problems could
be costly to remedy and could cause interruptions, delays, or cessation of our product sales, which could cause us to
lose existing or prospective customers and could negatively affect our results of operations. In addition, some of our
software contains open source components that are licensed under the GNU General Public License and similar open
source
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licenses. These components may contain undetected defects or incompatibilities, may cause us to lose control over the
development of portions of our software code, and may expose us to claims of infringement if these components are,
or incorporate, infringing materials, the licenses are not enforceable or are modified to become incompatible with
other open source licenses, or exposure to misappropriation claims if these components include unauthorized materials
from a third party.

Regulations affecting our customers and us and future regulations, to which they or we may become subject to,
may harm our business.

Certain of our customers in the communications industry are subject to regulation by the Federal Communications
Commission, which could have an indirect effect on our business. In addition, the United States telecommunications
industry has been subject to continuing deregulation since 1984. We cannot predict when, or upon what terms and
conditions, further regulation or deregulation might occur or the effect regulation or deregulation may have on
demand for our products from customers in the communications industry. Demand for our products may be indirectly
affected by regulations imposed upon potential users of those products, which may increase our costs and expenses.

We may be unable to adequately protect our intellectual property and other proprietary rights, which could
negatively impact our revenues.

Our success is dependent upon our software code base, our programming methodologies and other intellectual
properties and proprietary rights. In order to protect our proprietary technology, we rely on a combination of trade
secrets, nondisclosure agreements, patents, and copyright and trademark law. We currently own U.S. trademark
registrations for certain of our trademarks and U.S. patents for certain of our technologies. However, these measures
afford us only limited protection. Furthermore, we rely primarily on �shrink wrap� licenses that are not signed by the
end user and, therefore, may be unenforceable under the laws of certain jurisdictions. Accordingly, it is possible that
third parties may copy or otherwise obtain our rights without our authorization. It is also possible that third parties
may independently develop technologies similar to ours. It may be difficult for us to detect unauthorized use of our
intellectual property and proprietary rights.

We may be subject to claims of intellectual property infringement as the number of trademarks, patents, copyrights
and other intellectual property rights asserted by companies in our industry grows and the coverage of these patents
and other rights and the functionality of software products increasingly overlap. From time to time, we have received
communications from third parties asserting that our trade name or features, content, or trademarks of certain of our
products infringe upon intellectual property rights held by such third parties. We have also received correspondence
from third parties separately asserting that our products may infringe on certain patents held by each of the parties.
Although we are not aware that any of our products infringe on the proprietary rights of others, third parties may claim
infringement by us with respect to our current or future products. Additionally, our customer agreements require that
we indemnify our customers for infringement claims made by third parties involving our intellectual property
embedded in their products. Infringement claims, whether with or without merit, could result in time-consuming and
costly litigation, divert the attention of our management, cause product shipment delays or require us to enter into
royalty or licensing agreements with third parties. If we are required to enter into royalty or licensing agreements, they
may not be on terms that are acceptable to us. Unfavorable royalty or licensing agreements could seriously impair our
ability to market our products.

We may raise additional capital through the issuance of additional equity or convertible debt securities or by
borrowing money, in order to meet our capital needs. Additional funds may not be available on terms acceptable to
us to allow us to meet our capital needs.
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We believe that the cash and cash equivalents and short-term investments on hand and the cash we expect to generate
from operations will be sufficient to meet our capital needs for at least the next twelve months. However, it is possible
that we may need or choose to obtain additional financing to fund our activities in the future. We could raise these
funds by selling more stock to the public or to selected investors, or by borrowing money. We may not be able to
obtain additional funds on favorable terms, or at all. If adequate
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funds are not available, we may be required to curtail our operations or other business activities significantly or to
obtain funds through arrangements with strategic partners or others that may require us to relinquish rights to certain
technologies or potential markets.

In addition, we may file with the SEC a shelf registration statement to sell from time to time additional shares of our
common stock in one or more offerings in amounts, at prices and on the terms that we will determine at the time of
offering. If we raise additional funds by issuing additional equity or convertible debt securities (whether in a public
offering or private placement), the ownership percentages of existing stockholders would be reduced. In addition, the
equity or debt securities that we issue may have rights, preferences or privileges senior to those of the holders of our
common stock. We currently have no established line of credit or other business borrowing facility in place.

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

� the market acceptance of our products;

� the levels of promotion and advertising that will be required to launch our products and achieve and
maintain a competitive position in the marketplace;

� our business, product, capital expenditure and research and development plans and product and
technology roadmaps;

� the levels of working capital that we maintain;

� capital improvements to new and existing facilities;

� our ability to meet our headcount hiring commitment to the state of Pennsylvania;

� technological advances;

� our competitors� response to our products; and

� our relationships with suppliers and customers.
In addition, we may raise additional capital to accommodate planned growth, hiring and infrastructure needs or to
consummate acquisitions of other businesses, products or technologies.

Our business, financial condition and operating results could be adversely affected as a result of legal, business
and economic risks specific to international operations.
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In recent years, our revenues derived from sales to customers outside the U.S. have not been material. Our revenues
derived from such sales can vary from quarter to quarter and from year to year. We also frequently ship products to
our domestic customers� international manufacturing divisions and subcontractors. In the future, we may expand these
international business activities. International operations are subject to many inherent risks, including:

� general political, social and economic instability;

� trade restrictions;
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