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ASSETS

Current assets:
Cash and cash equivalents. ... ..ttt ittt ittt eeeeeeeeeanns
Short-term investments. .. ...ttt ittt e et ettt et aeeeaeennn
Accounts receivable, net of allowance for doubtful accounts

of $1,344 at January 31, 2001 and $1,210 at July 31, 2000......

IS 0070 ol wi it == R o Y
Other CcUrrent asSSel S . i ittt ittt ittt ittt it ettt e eeaaeens

Total cuUrrent asSSet S . ..t ittt ittt ittt ettt ettt e eaeeeeennn

Property and equipment, Net ... ...ttt ittt tteeeeeeeeeenneeens
Intangible asset s, Nel ...ttt ittt ettt ettt eaeeeeeeeanns
(O oL = = = = i

ToLal ASSEE S ettt ittt ittt et e e e e ettt ettt e

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
AccoUnt s pPavable . @ittt e e e e e e e e e e e e et e
Accrued liabilities . .ttt ittt e et e et et e e e e
Current portion of long-term notes payable..........c.coiiiieeeenn.
Deferred FeVeNUE . ¢ v i ittt ittt ettt ettt ae e eeaeeeeeeeenneeens

Total current liabilities....... ...,
Long-term notes payvable. . ...ttt ittt ettt e e

Total liabilities. .. ...t ittt ii i
Commitments and contingencies

Stockholders' equity:
Preferred stock, $0.001 par value; 2,000 shares authorized
and no shares issued and outstanding at January 31, 2001
and JUuly 31, 2000 . ...ttt ittt ittt et e ettt e
Common stock, $0.001 par value; 80,000 shares authorized and
44,225 shares issued and outstanding at January 31, 2001;
60,000 shares authorized, 42,307 shares issued and
outstanding at July 31, 2000. ... ittt ittt eeeeeenneneenns
Additional paid—in capital. .. ..ttt ittt et e
Receivable from stockholders. ...... ..ttt eennenns
Deferred stock compensation...... ..ot iiiiiie i tneeeeeeeennenns
Accumulated deficit ...ttt it ettt et e e e e e
Other comprehensive Income. .. ... ...ttt eeeeeeeeeennenns

Total stockholders' equUity.....ui ittt eeeeeeeenneneenns

Total liabilities and stockholders' equity................

JANUARY 31,
2001

JU

s 2,277

44
147,925

(330)

(1,732)

(49,143)
114

See accompanying notes to condensed consolidated financial statements.
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PUMATECH, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
THREE MONTHS ENDED
JANUARY 31,
2001 2000
Revenue
I =0 0 == T S 9,254 S 6,55
LTS U o PR 2,057 80
TOtaAl TOVENUE &ttt ittt ittt e et ae st ettt eeeeeeeeeeeeeeeeeneeeeeenens 11,311 7,36
Cost and operating expenses:
(O @< o B S = v 5 o 5 Y 2,900 1,03
Research and development (includes non-cash stock
compensation of $(15), $117, $73 and $204) .. i i ittt ittt eteeennnnanns 6,497 3,87
Sales and marketing (includes non-cash stock compensation of
$53, $181, S$148 and S$365) ittt ittt et ettt e e 5,177 3,47
General and administrative (includes non-cash stock
compensation of $182, $186, $220 and $306) .+t i iittittn it teeenannaan 1,676 1,23
In-process research and development ... ..ttt ittt ettt eenneeeeeeeannns -
Amortization of intangibles ... ...ttt e e e e e e e 2,314 83
Total cost and OpPerating EXPENSES v v ittt eeeeeeenneeeeeeeenneeeens 18,564 10,45
(@] TSt w15 's U B I = = (7,253) (3,009
Other 1NCOmME, NEEL L it it ittt ittt it ettt e et ettt ettt eeeeeeeeeeeneeeaeenes 763 97
LOSS before I1nCome LaXeS vttt ittt ittt et ettt ettt ettt ettt ettt et (6,490) (2,11
Provision for 1nCOmME LaAXES v i ittt ittt ittt ettt ettt ettt ettt ettt (82) (16
J S S I = T (6,572) (2,28
Accretion of mandatorily redeemable convertible preferred stock
o redemption Value ...ttt ittt ettt e ettt et e - (1,76
Net loss attributable to common stockholders ........iiiiiiiieeeeeennnnenns S (6,572) S (4,05
Basic and diluted net 10SS Per Share ... ..ttt ittt tneneeeeeeeeennnnans S (0.15) S (0.1
Shares used in computing basic and diluted net loss per share ............. 43,658 36,11

See accompanying notes to condensed consolidated financial statements.

PUMATECH, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
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(Unaudited)

SIX MONTHS
JANUARY
2001
CASH FLOWS FROM OPERATING ACTIVITIES:
B = X0 = S (11,554)
Adjustments to reconcile net loss to net cash used in operating
activities:
Purchased in-process research and development...............o... -
Allowance for doubtful accounts and sales returns............... 461
Depreciation and amortization..........i it iieeeeeeeennnn 4,832
Non-cash stock compensation. ........iiiiiiiiteneeeeeeennnenns 441
Realized gain on sale of investments...........iiiiiiiiinnenennnn (16)
Changes in operating assets and liabilities:
ACCOUNL S TreCeIvVaAl e . i i it ittt e e e e e e e e e e et et et ettt e (2,178)
B0 V2 =0 ol Bt I = (47)
Other CUrrent ASSel S . i v it ittt ittt e ettt e e et et et ettt teeeeaenn (9406)
AcCcCOoUNt S Payvable . ittt it e e e e e e e e e e e e e et e (324)
Accrued 1iabilities . vttt e e e e e e e e e e e e e e e e (581)
Deferred FeVENUE S . i i it i it ittt et ettt et ettt ettt ettt eeteneeeaeas (628)
Other assets and liabilities. .. .u .ttt ittt ettt teteeenenn (686)
Net cash used in operating activities......... i nennnn. (11,226)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment ... ... ..ottt ieeeneeeennnneenns (3,443)
Maturities/sales short-term investments, Net..........c.eeeeeenenennn. 3,400
Purchase of InvVeSTmMeNE S . i v it it ittt e et ettt et e et ettt et eeeeaeas (1,000)
2o 1 B =l 3 = O (12,570)
Net cash provided by (used in) investing activities................... (13,613)
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on notes payvable....... ..ttt (116)
Proceeds from line of credit, net...... ..ttt tennnnnnn -
Proceeds from exercise of warrants. ... ..ttt t ittt tennenennns 2
Proceeds upon exercise of stock options, net........... ... ... 847
Proceeds from newly issued common stock, net.............cc..oo.... 396
Payments to settle acquired liabilities........cuuiiiiiiiiinnnenn.. -
Net cash provided by financing activities.........o it nnnn. 1,129
Net decrease in cash and cash equivalents.........ii ittt nennnn (23,710)
Cash and cash equivalents at beginning of period...................... 54,492
Cash and cash equivalents at end of period.......c.uiiiiiiiiennneen.. $ 30,782
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Interest Pald. . v i ittt it ittt ettt ettt e e e $ 32
Income taxesS Palid. vttt ittt ettt teeeeeeeaeeeeeeeeeennneees $ 269
Common stock issued in connection with business acquisition........ $ 1,572
Non-cash stock compensation, Net....... ittt ineeeteeneeeeenennns S (941)
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Accretion of redeemable convertible preferred stock................ $ -

See accompanying notes to condensed consolidated financial statements.

PUMATECH, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1 BASIS OF PRESENTATION

The accompanying condensed consolidated financial statements of Pumatech, Inc.
(Pumatech or the Company) for the three and six months ended January 31, 2001
and 2000 are unaudited and reflect all normal recurring adjustments which are,
in the opinion of management, necessary for their fair presentation. These
condensed consolidated financial statements should be read in conjunction with
the Company's consolidated financial statements and notes thereto included in
the Company's Annual Report on Form 10-K for the fiscal year ended July 31,
2000. The condensed consolidated balance sheet as of July 31, 2000 has been
derived from the audited financial statements at that date but does not include
all of the information and footnotes required by generally accepted accounting
principles for complete financial statements. Certain prior period amounts have
been reclassified to conform to the current period's presentation. The results
of operations for the interim period ended January 31, 2001 are not necessarily
indicative of results to be expected for the full year.

The accompanying condensed consolidated financial statements include the
accounts of the Company and its wholly-owned subsidiaries, including the company
formerly known as NetMind Technologies, Inc. (NetMind) that merged with and into
a wholly-owned subsidiary of Pumatech on February 24, 2000 in a pooling of
interests transaction. All periods presented have been restated in order to
include the financial results of NetMind since inception. All significant
inter-company accounts and transactions have been eliminated.

Prior to the acquisition, NetMind's fiscal year ended on December 31. The
condensed consolidated financial statements for the three and six months ended
January 31, 2001 and 2000 reflect the results of operations of Pumatech combined
with the results of operations of NetMind for the corresponding periods.

NOTE 2 RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS
DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

In June 1998, the Financial Accounting Standards Board (FASB) issued Statement
of Financial Accounting Standards (SFAS) No. 133, "Accounting for Derivative
Instruments and Hedging Activities," which establishes accounting and reporting
standards for derivative instruments and hedging activities. SFAS 133 was
amended by SFAS 138 in June 2000. SFAS 133 and 138 require that an entity
recognize all derivatives as either assets or liabilities on the balance sheet
and measure those instruments at fair value. The Company adopted these
statements on August 1, 2000. Since the Company does not engage in hedging
activities and does not buy or sell derivative instruments, the adoption of SFAS
133 and 138 had no impact on the consolidated financial statements.
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REVENUE RECOGNITION AND FINANCIAL STATEMENTS

In December 1999, the Securities and Exchange Commission (SEC) issued SEC Staff
Accounting Bulletin (SAB) No. 101, "Revenue Recognition in Financial
Statements." SAB 101 summarized certain of the SEC's views in applying generally
accepted accounting principles to revenue recognition in financial statements.
SAB 101 must be implemented by the Company no later than its fourth quarter of

5

fiscal 2001. The Company is reviewing the requirements of SAB 101 and currently
believes that its revenue recognition policy is consistent with the guidance of
SAB 101.

ACCOUNTING FOR CERTAIN SALES INCENTIVES

In May 2000, the Emerging Issues Task Force Issue (EITF) released issue No.
00-14 "Accounting for Certain Sales Incentives," which provides guidance on the
accounting for certain sales incentives offered by companies to their customers
such as discounts, coupons and rebates on products or services. EITF 00-14
became effective for all fiscal quarters beginning after May 18, 2000 and
addresses the recognition, measurement and income statement classification for
sales incentives offered voluntarily by a vendor without charge to customers
that can be used in, or that are exercisable by a customer as a result of a
single exchange transaction. The provisions of EITF 00-14 require the Company to
classify free product and service incentives delivered to customers at the time
of sale as cost of sales in its consolidated statement of operations. The
application of EITF 00-14 did not have a material impact on the Company's
financial position or results of operations.

ACCOUNTING FOR SHIPPING AND HANDLING FEES AND COSTS

In August 2000, the EITF released issue No. 00-10, "Accounting for Shipping and
Handling Fees and Costs." EITF 00-10 addresses the income statement
classification of amounts billed to a customer for shipping and handling costs
as well as the classification of amounts incurred for shipping and handling
costs. The EITF concluded that amounts billed to customers in sales transactions
related to shipping and handling should be classified as revenue, and any costs
incurred should be classified as cost of goods sold or, in general, as operating
expense. If shipping and handling costs incurred are not included in cost of
goods sold, the amount of such costs and the line item on the statement of
operations which includes those costs should be disclosed. The Company has
adopted EITF 00-10. The application of EITF 00-10 did not have a material impact
on the Company's financial position or results of operations.

NOTE 3 BALANCE SHEET COMPONENTS

Inventories, net, consist of the following:

JANUARY 31, JULy 31,
2001 2000

(IN THOUSANDS)

RAW MALET 1AL S e ittt ittt ettt et e e e e eeeeeeeeeeeeeennaeeeens $ 187 $ 173
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Finished goods and work—-in-process.........eieeeeeennn. 185 149
372 322
LessS: INVeNntOrY FeSEr Ve S . v it ittt e et e eenneeeeeeennnens (90) (87)
INVENLOFIES, NEL .t ittt ittt ettt ettt ettt eeeee e S 282 $ 235
6
Property and equipment, net, consist of the following:
JANUARY 31,
2001
(IN THOUSAN
Computer equipment and SOLLWATE . .. v ittt ittt ittt teeeeeeenneeeeseeeeennnans S 9,733 3
Furniture and office equipment . .... ...ttt ittt ittt ettt 2,373
Leasehold ImprovVemMEN T S . @ v vt ittt ittt ittt et e e ettt e eae et eneeaeeeeeaaean 1,059
13,165
Less: Accumulated depreciation and amortization............ciiiiieeennnn. (5,603)
Property and equipment, Nel . ... ...ttt et e e eeeneeeeeeeeeeennaeeeeeeens S 7,562 3
Intangible assets, net, consist of the following:
JANUARY 31,
2001
(IN THOUSAN
Intangible assets:
(€Yo T e $ 24,623 $
Developed teChnology . v ittt ittt ittt e et e e ettt taeeee et eeeeeeeeneanns 7,230
Acqguired WOrKforCe—dn—Place . @i ittt ittt ittt ettt et et 2,231
ExXIsting CONtract s . vttt it et e et e e e e e ettt aeeee et e eeeeeeeeneanns 200
34,284
Less: Accumulated amortization. ... w i ittt ittt e et et et ettt e ee e (7,329)
Intangible asset s, NeT ...ttt ittt ettt ettt eeeenaeeeeeeeeeennns $ 26,955 S

Additions to intangible assets arose from the asset acquisitions of The Windward

Group and SwiftTouch Corporation.

See Note 8 for more information on the
acquisitions. Additions to goodwill also include adjustment of $46,000 to

goodwill relating to acquisition of Dry Creek Software in fiscal 2000.



Edgar Filing: PUMATECH INC - Form 10-Q

NOTE 4 LONG-TERM INVESTMENTS

The Company 1is a limited partner in a venture capital fund and also invests
directly for business and strategic purposes in equity instruments of
privately-held companies, which include a number of its strategic partners
who are both customers and vendors. These investments are included in other
long-term assets and are accounted for under the cost method as none of the
investments represents over 5% ownership in the respective companies, and the
Company does not have the ability to exercise significant influence over
operations. These investments consist of the following (in thousands) :

January 31, July 31,

2001 2000

Azure Venture Partners, L.L.P ... .. uuuiee et eeeeeeeeeennnnnn $2,250 $1,250
YadaYada, Inc. (fka Free Communications, INnC.) .........o... 750 750
T & Then, INC . i it ittt ittt et ettt eeetaeeeeeeneeaeeeneean 330 330
PulseMD Corporation (fka 7th Street, Inc.)........ccceeio... 100 100
Lol o L 2 2
Long-term investmentsS. ...ttt ittt eeeeeneeeeeenennns $3,432 $2,432

The Company regularly reviews the assumptions underlying the operating
performance and cash flow forecasts of its investees in assessing the
carrying values of the investments. The Company identifies

and records impairment losses when events and circumstances indicate that
such assets might be impaired. To date, no such impairment has been recorded.

NOTE 5 NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is computed by dividing net income (loss)
available to common stockholders by the weighted average number of common shares
outstanding for the period. Diluted net income (loss) per share is computed by
dividing net income (loss) by the weighted average number of dilutive potential
common shares that were outstanding during the period. Diluted weighted average
shares reflect the dilutive effect, if any, of common stock options based on the
treasury stock method.

Basic and diluted net loss per share were calculated as follows during the three
and six months ended January 31, 2001 and 2000, respectively:

THREE MONTHS ENDED
JANUARY 31,

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) 2001 2000
NUMERATOR:
Net loss attributable to common stockholders ..........iiiuiinnneenn. S (6,572) S (4,050)
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DENOMINATOR:
Weighted average shares outstanding used to compute basic
and diluted net loss per common share .........oiiiiiieennnnnennnn 43,658 36,114
Basic and diluted net 10SS PEr Share .. ...ttt teeeennnneeeenns S (0.15) S (0.11 S
All common shares that were held in escrow, totaling approximately 140,000 as of
January 31, 2001, were excluded from basic and diluted net loss per share
calculations. See Note 8 for more information on common shares held in escrow.
Potential common shares attributable to mandatorily redeemable preferred stock,
stock options, and warrants of 5,163,066 and 10,253,794 were outstanding at
January 31, 2001 and 2000, respectively. However, as a result of a net loss
incurred by the Company in the three and six months ended January 31, 2001 and
2000, the corresponding weighted average outstanding shares (using the treasury
stock method) were antidilutive and were excluded from net loss per share
calculations.
8
NOTE 6 COMPREHENSIVE INCOME / (LOSS)
Accumulated other comprehensive income (loss) on the condensed consolidated
balance sheets consists of unrealized gains (losses) on available for sale
investments and foreign currency translation adjustments. Total comprehensive
loss for the three and six months ended January 31, 2001 and 2000, respectively,
is presented in the following table:
THREE MONTHS ENDED S
(IN THOUSANDS) JANUARY 31,
2001 2000
1 L= S I¥ o 7= S (6,572) S (2,285) S(11
Other comprehensive income/ (loss) :
Change in unrealized gain/ (loss) on investments .............. 119 (6106)
Change in currency translation adjustments ................... (32) (31)
Total other comprehensive income/ (1OSS) vt eneennnenn. 87 (647)
Total COMPreheNnSIivVe LOSS v it ittt teeeeeeeneeeeeeeeeeeenneeenneens S (6,485) S (2,932) S(11

The balance of unrealized gain/loss on investments at January 31, 2001 consisted
of unrealized gain/loss for our holdings of Amazon.com common stock and
government bonds. The balance of unrealized gain/loss on investments at January
31, 2000 consisted entirely of unrealized gain/loss for our holdings of
Amazon.com common stock.

10
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NOTE 7 PURCHASED IN-PROCESS RESEARCH AND DEVELOPMENT

The Company expensed purchased in-process research and development costs of
$4,218,000 as a result of the ProxiNet, Inc. (ProxiNet) acquisition in the first
quarter of fiscal 2000.

The ProxiNet acquisition has been accounted for as a purchase. The total
purchase price of approximately $17,384,000 was assigned, based on an
independent appraisal, to the fair value of the assets acquired, including the
following (in thousands):

Tangible assets, net, acquired................ S 676
In-process research and development........... 4,218
Core teChnNOlogy . v v it ittt ittt et et e et e eaeeenn 3,092
Acquired workforce—-in-place........oiiii.. 286
(€Y e 9,112

$17,384

As of the acquisition date, technological feasibility of the in-process
technology had not been established and the technology had no alternative future
use. Therefore, the Company expensed the in-process research and development in
the first quarter of fiscal year 2000. The remaining intangible assets are being
amortized using the straight-line method over the estimated useful life of the
assets ranging from 18 months to 5 years.

The value assigned to this acquired in-process research and development was
determined by identifying research projects in areas for which technological
feasibility had not been established as of the acquisition date. These include
projects for ProxiWare (TM) and ProxiWeb (TM) technology. The value was

determined by estimating the revenue contribution and the percentage of
completion of each of these projects. The projects were deemed to be 55%
complete on the date of acquisition. The net cash flows were then discounted
utilizing a weighted average cost of capital of 27.5%, which, among other
related assumptions, we believe to be fairly accurate. This discount rate
takes into consideration the inherent uncertainties surrounding the
successful development of the in-process research and development, the
expected profitability levels of such technology, and the uncertainty of
technological advances that could potentially impact the estimates described
above. Revenues were projected to be generated in fiscal 2000 for the
products in development at the acquisition date.

To date, actual results have been consistent, in all material respects, with our
assumptions at the time of the acquisition. The assumptions primarily consist of
an expected completion date for the in-process projects, estimated costs to
complete the projects, and revenue and expense projections once the products
have entered the market. The projects for ProxiWare and ProxiWeb technology that
is currently branded as the Browse-it (TM) product were completed, as expected,
in the fourth quarter of fiscal 2000 and are now generating revenue. Failure to
achieve the expected levels of revenue and net income from this product during
its entire life cycle will negatively impact the return on investment expected

11
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at the time that the acquisition was completed and potentially result in
impairment of any other assets related to the development activities.

NOTE 8 ACQUISITIONS
THE WINDWARD GROUP

In October 2000, the Company signed and closed an asset purchase agreement with
Vanteon Corporation (Vanteon), of Rochester, New York to acquire certain assets
and assume certain liabilities of The Windward Group (Windward), a wholly owned
subsidiary of Vanteon headquartered in Los Gatos, California. Windward is a
professional services company specializing in creating consumer and enterprise
solutions that combine mobile, wireless, desktop, Internet and database
technology. The condensed consolidated financial statements include the results
of operations of Windward since the date of acquisition. Under the terms of the
agreement, we paid $12,250,000 in cash and placed 171,026 shares of Pumatech
common stock in escrow. These shares will be valued upon issuance from escrow
based on the fair value of the common stock on that date and as a result, the
amount of goodwill arising from the transaction will increase. The shares will
be released in equal installments to Vanteon based on the achievement of
quarterly performance milestones through the first quarter of fiscal 2002. The
performance milestones set for the second quarter of fiscal year 2001 were met
and therefore 42,757 shares, valued at approximately $204,000, were released for
the quarter ending January 31, 2001. The agreement also provided for a rent
reimbursement from Vanteon for the Los Gatos facility over the remaining term of
the related lease which has been assumed by the Company. $611,000, representing
the present value of the rent reimbursement, was treated as a reduction of the
purchase price.

The Windward acquisition has been accounted for as a purchase. The total
purchase price of approximately $12,234,000 (including liabilities of $191,000,
acquisition costs of $200,000, and newly released shares from escrow of
$204,000) was assigned to the fair value of net assets acquired, including the
following (in thousands):

Tangible assets, net, acquired............. S 406
Existing contracts........iiiiiiiiiee.. 200
Acquired workforce-in-place.........c..oo... 1,281
GoOdWill. oottt e e e e 10,347
$ 12,234

10

The intangible assets acquired are being amortized using the straight-line
method over the estimated useful life of the assets. The estimated useful life
of the existing contracts is the remaining term of the respective contracts
ranging from one to four months. The useful life of the acquired
workforce-in-place and goodwill is estimated to be 18 months and 5 years,
respectively.

The following unaudited pro-forma consolidated financial information reflects
the results of operations for the three and six months ended January 31, 2001
and 2000, as if the acquisition of Windward had occurred on August 1, 1999 and
after giving effect to purchase accounting adjustments. These pro- forma results
have been prepared for comparative purposes only and do not purport to be

12
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indicative of what operating results would have been had the acquisition
actually taken place on August 1, 1999. In addition, these results are not
intended to be a projection of future results and do not reflect any synergies
that might be achieved from the combined operations.

THREE MONTHS ENDED

JANUARY 31,

2001
Pro—fOrma TeVENUE. ¢ v vttt ittt e e et e eeeeeeeeeeeennnnnees $ 11,311 S
Pro—forma Net 10SS .. vt iie ettt ettt e et eeeeeeeeennnnn $ (6,582) S
Pro-forma basic and diluted net loss per share........ S (0.15) S

SWIFTTOUCH CORPORATION

In November 2000, the Company signed and closed a definitive agreement to
acquire certain assets of SwiftTouch Corporation (SwiftTouch) of Bedford,
Massachusetts, a provider of Web-based Universal Access Solutions. The
condensed consolidated financial statements include the results of operations
of SwiftTouch since the date of acquisition. Under the terms of the
agreement, the Company paid $320,000 in cash and issued 100,000 shares of the
Company's common stock, 12,000 of which were held in escrow to be released in
fiscal 2002. The shares were valued at approximately $1,368,000, using the
average price of the Company's common stock, net of a 2.5% discount, for the
period ending around the date of acquisition.

The SwiftTouch acquisition has been accounted for as a purchase. The total
purchase price of approximately $1,688,000 was assigned to the fair value of the
assets acquired, including the following (in thousands) :

Tangible assets acquired...........ccoooo... $ 20
Developed technology.......ouiiiiiineeen.. 1,518
Acquired workforce-in-place................ 50
Goodwill .ottt e e e 100

$ 1,688

The intangible assets acquired are being amortized using the straight-line
method over the estimated useful life of the assets ranging from 18 months to 5
years.

Pro forma results of operations have not been presented because the effect of
the acquisition was not material to the Company's financial position or results

of operations.

11

NOTE 9 BUSINESS SEGMENTS

Operating segments are identified as components of an enterprise about which
separate discrete financial information is available that is evaluated by the

(IN THOUSANDS,
9,476

(5,149)
(0.14)

13



Edgar Filing: PUMATECH INC - Form 10-Q

chief operating decision maker or decision-making group to make decisions about
how to allocate resources and assess performance. The Company's chief operating
decision maker is the chief executive officer. To date the Company has reviewed
its operations principally in a single segment. The chief operating decision

maker assesses performance based on the gross profit generated by this segment.

The Company operates in a single industry segment encompassing the development,
marketing and support of mobile data exchange software. The Company markets its
products to customers primarily in North America, Asia and Europe. The Company's
customer base consists primarily of corporate organizations, business
development organizations, industry associations, resellers, international
system integrators, large OEMs in the PC market and selected distributors in
North America, Africa, Asia, Australia, Europe, New Zealand and South America
which primarily market to the retail channel.

Revenue information by geographic region is as follows:

THREE MONTHS ENDED
JANUARY 31,

2001 2000

(IN THOUSAN

1 3 ol o N AN = e I = S 9,336 S 5,477 S
0= o= o 1,461 1,517
Other International.........iiiiiiiiittteeeeeeeeeennenns 514 367

N olt= T oo 2 Y o $ 11,311 S 7,361 S

Substantially all of the Company's long-lived assets are in the United States.

Revenue information by product family is as follows:

THREE MONTHS ENDED
JANUARY 31,

2001 2000
(IN THOUSAN
Notebook royvalty FeVEeNUES. ...ttt eeeeenneeeeeeseenennnns $ 603 S 1,153 $
30 0 N oy ol = 5,511 3,352
2 3,140 2,053
FS TS U o 2,057 803
TOLAL FOVENU . & it e ettt ettt ettt et ettt eeneeeeeeeas $ 11,311 S 7,361 S

NOTE 10 STOCK OPTION CANCELLATION/REGRANT
In January 2001, the Company's compensation committee approved a proposal to

offer its employees, officers and directors the opportunity to cancel stock
options granted to them between December 1999 and October 2000 for an equal
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number of new options to be granted in the future, on a date at least six months
after the date of cancellation of the original options. The company's
compensation committee determined that existing options eligible under the terms
of the proposal no longer have sufficient value to motivate and retain employees
in a tight labor market.
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The exercise price of the new options will be 85% of the market price on July
30, 2001, the date of the new grant. The new grants will have the same terms,
vesting start date and vesting schedule as those cancelled. In order to receive
the new options, the employees must remain employed by the Company until the new
grant date.

Holders of options exercisable for approximately 3,358,000 shares with exercise
prices of $15 or greater were given the opportunity to cancel their options and
holders of options exercisable for approximately 2,846,000 million shares
elected to cancel their options. The cancelled options had exercise prices
ranging from $18.31 to $83.50, with a weighted average exercise price of $31.93.
The cancelled options had been granted under the Puma Technology, Inc. Amended
and Restated 1993 Plan, NetMind Technologies, Inc. 1997 Stock Plan and the Puma
Technology, Inc. 2000 Supplemental Stock Option Plan.

In connection with the regrant, the Company expects to incur a stock
compensation charge upon the reissuance of the options in the amount equal
to the 15% subsidy or the difference between the exercise price of the new
options and the market value of the underlying shares at July 30, 2001. The
portion of the charge relating to options that are deemed vested as of July
31, 2001 will be expensed in the fourth quarter of fiscal 2001. The rest of
the charge will be amortized over the remaining vesting period. In addition,
stock compensation charges for 4,000 of the new options are expected to be
subjected to variable plan accounting until their expiration or exercise.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

THE FOLLOWING INFORMATION SHOULD BE READ IN CONJUNCTION WITH THE CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS AND THE NOTES THERETO CONTAINED ELSEWHERE IN
THIS FORM 10-Q AND IN CONJUNCTION WITH THE CONSOLIDATED FINANCIAL STATEMENTS AND
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS IN OUR FORM 10-K. THIS QUARTERLY REPORT ON FORM 10-Q, AND IN
PARTICULAR MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS, CONTAINS FORWARD-LOOKING STATEMENTS REGARDING FUTURE
EVENTS OR OUR FUTURE PERFORMANCE THAT INVOLVE CERTAIN RISKS AND UNCERTAINTIES
INCLUDING THOSE DISCUSSED IN "FACTORS THAT MAY AFFECT FUTURE OPERATING RESULTS"
BELOW. IN THIS FORM 10-Q, THE WORDS "ANTICIPATES", "BELIEVES", "EXPECTS",
"INTENDS", "FUTURE" AND SIMILAR EXPRESSIONS IDENTIFY FORWARD-LOOKING STATEMENTS.
ALL STATEMENTS THAT ADDRESS OPERATING PERFORMANCE, EVENTS OR DEVELOPMENTS THAT
WE EXPECT OR ANTICIPATE WILL OCCUR IN THE FUTURE, INCLUDING STATEMENTS RELATING
TO PLANNED PRODUCT RELEASES AND COMPOSITION OF REVENUE, BOTH IN TERMS OF SEGMENT
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AND GEOGRAPHICAL SOURCE, ARE FORWARD-LOOKING STATEMENTS. SUCH FORWARD-LOOKING
STATEMENTS ARE BASED ON MANAGEMENT'S CURRENT VIEWS AND ASSUMPTIONS REGARDING
FUTURE EVENTS AND OPERATING PERFORMANCE, AND SPEAK ONLY AS OF THE DATE HEREOF.
WE UNDERTAKE NO OBLIGATION TO PUBLICLY UPDATE OR REVISE ANY FORWARD-LOOKING
STATEMENTS WHETHER AS A RESULT OF NEW INFORMATION, FUTURE EVENTS OR OTHERWISE.
ACTUAL EVENTS OR OUR ACTUAL FUTURE RESULTS MAY DIFFER MATERIALLY FROM ANY
FORWARD LOOKING STATEMENTS DUE TO THE RISKS AND UNCERTAINTIES OUTLINED BELOW.

Management's discussion and analysis includes:
- Business overview.

- A comparison of our results of operations in the three and six
months ended January 31, 2001 with the results in the corresponding
period in fiscal 2000.

- A discussion of our operating liquidity and capital resources.

- A discussion of factors that may affect our future operating
results.

BUSINESS OVERVIEW

Pumatech, Inc. (Pumatech or the Company) was incorporated in California in
August 1993 and reincorporated in Delaware in November 1996 under the name Puma
Technology, Inc. The Company changed its corporate name to Pumatech, Inc. in
December 2000. We develop, market and support synchronization, change
detection/notification, and Web rendering/browsing software that enables
consumers, mobile professionals and information technology officers to harness
the full capabilities of handheld organizers/computers, Web-enabled-cellular
phones, pagers and other wireless/wireline personal communications platforms. We
provide a mobile solution that addresses several scenarios for synchronization,
complete customization of device-based applications, centralized backup,
security, information flow control, notification, e-commerce and browsing of
intranet and Internet-based information. Our software is designed to improve the
productivity of business professionals and corporations who are increasingly
relying on mobile computing devices to address their growing needs for
accessible, up-to-date information, whether in or out of the office. Our product
families, which include Intellisync(R), Intellisync Anywhere(R), Satellite

Forms (R), Browse-it (TM), Mind-it (TM) and Sync-it (TM) software, are designed to
connect mobile devices to essential information anytime, anywhere. The
Intellisync platform lets users synchronize the critical connection between both
wired and wireless handheld devices and the vast stores of information found in
corporate databases, the Internet and
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individuals' PC applications. Intellisync Anywhere keeps users current with
remote and LAN-based data synchronization between groupware servers and handheld
devices. Satellite Forms provides the tools needed to create custom applications
for Palm OS(R) handheld devices and the ability to integrate those applications
with desktop or network databases. Browse-it enables users to view Web pages
online or offline on their Palm OS handhelds in a secure, conventional and quick
manner. Mind-it technology provides user-driven personalization, enabling users
to track specific Web information and be notified when that information changes.
Based on our Intellisync synchronization software, our recently announced
Sync—-it solution allows users to perform true, multi-point, Web-based
synchronization of calendar, e-mail, contacts, and tasks between their Palm OS
handheld and their home PC, work PC, and Internet PIM (Personal Information
Management), using a network, dial-up, or wireless connection to the Internet.
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Browse—-it, Mind-it and Sync-it form the essential components of our Mobile
Application Platform (MAP) offering. MAP is the common server platform on which
we are building our new mobile and wireless solutions. Designed for maximum
scalability and performance, MAP empowers both Internet access and wireless
access to mobile devices. This differs markedly from the PC-centric connectivity
solutions that enable Internet access only while tethered to a PC. MAP will
provide ubiquitous access to mobile devices over both wired and wireless media,
and will not require the PC to act as a gateway to the network. MAP is deployed
inside the firewalls of major corporations. In addition, MAP is hosted in the
public Internet space through our Intellisync.com(SM) Web service.

We license our software products to several original equipment manufacturers
(OEMs) and business development organizations worldwide. In addition, we sell
our retail products through several distribution channels both domestically and
internationally, including major distributors, resellers, computer dealers,
retailers and mail-order companies. Internationally, we are represented by over
20 distributors and resellers in Africa, Asia, Australia, Canada, Europe, New
Zealand, and South America.

We believe that successful implementation of our technology by our customers and
future growth in our product sales depend on our ability to provide our
customers with adequate support, training and consulting. We, therefore, remain
committed to continuously improving the various services we offer to our
customers, which include providing contract support services upon the purchase
or use of our products and performing non-recurring engineering service projects
for software development. To implement this commitment, we have developed an
in-house professional services organization. Our professional services
organization, created in July 2000 with the acquisition of Dry Creek Software
(Dry Creek), provides business application experience, technical expertise and
product knowledge to complement our MAP infrastructure and to provide solutions
to customers' business requirements. The major types of services provided
include software consulting, integration and hosting services which allow more
rapid and customer-unique end-to-end deployments. Our recent acquisition of
certain assets and liabilities of The Windward Group (Windward), as described
below, including our hiring of approximately 40 employees from Windward,
represents a threefold expansion of our professional services organization,
which now focuses on delivering customized solutions based on our MAP
infrastructure for target customers such as wireless carriers, ISPs, Web portals
and corporate enterprises.

In October 2000, we signed and closed an asset purchase agreement with Vanteon
Corporation (Vanteon), of Rochester, New York to acquire selective assets and
assume certain liabilities of The Windward Group (Windward), a wholly owned
subsidiary of Vanteon headquartered in Los Gatos, California. Windward is a
professional services company specializing in creating consumer and enterprise
solutions that combine mobile, wireless, desktop, Internet and database
technology. The condensed consolidated financial statements presented in this
Form 10-Q include the results of operations of Windward since the date of
acquisition. The transaction was accounted for as a purchase. Under the terms of
the agreement, we paid $12,250,000 in cash and placed 171,026 shares of Pumatech
common stock in escrow. These shares will be valued upon issuance from escrow
based on the fair value
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of the common stock on that date of acquisition and as a result, the amount
of goodwill arising from the transaction will increase. The shares will be
released in equal installments to Vanteon based on the achievement of
quarterly performance milestones through the first quarter of fiscal 2002.
The performance milestones set for the second quarter of fiscal year 2001
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were met and therefore 42,757 shares, valued at approximately $204,000, were
released for the quarter ending January 31, 2001. The agreement also provided
for a rent reimbursement from Vanteon for the Los Gatos facility over the
remaining term of the related lease which has been assumed by Pumatech.
$611,000, representing the present value of the rent reimbursement, was
treated as a reduction of the purchase price. In connection with this
acquisition, we hired from Windward approximately 40 additional employees for
our professional services organization.

On November 7, 2000, we signed and closed a definitive agreement to acquire
certain assets of SwiftTouch Corporation (SwiftTouch) of Bedford, Massachusetts,
a provider of Web-based Universal Access Solutions. The condensed consolidated
financial statements presented in this Form 10-Q include the results of
operations of SwiftTouch since the date of acquisition. The transaction was
accounted for as a purchase. Under the terms of the agreement, we paid $320,000
in cash and issued 100,000 shares of Pumatech common stock, 12,000 of which were
held in escrow to be released in fiscal 2002. The shares were valued at
approximately $1,368,000, using the average price of the Company's common stock,
net of a 2.5% discount, for the period ending around the date of acquisition.

RESULTS OF OPERATIONS

All historical financial information and analysis have been restated to reflect
the acquisition of NetMind Technologies, Inc. (NetMind) on February 24, 2000,
which was accounted for as a pooling-of-interests.

The following table sets forth certain consolidated statement of operations data
as a percentage of revenue for the periods indicated:

THREE MONTHS ENDED
JANUARY 31,

2001 2000
Revenue
I X o = O 81.8% 89.1%
LT v = 18.2 10.9
TOLAl FOVENUE &t ittt ettt ettt e ettt e eeeeee e eaeeeeeeeeeannens 100.0 100.0
Cost and operating expenses:
COSt Of FEVENUE . ittt ittt ettt et ettt taeeeeeeeeeaeeeeeneens 25.6 14.1
Research and development ... ..ttt ittt eeeeeeeenneeeeeeeeannens 57.4 52.7
Sales and MarkKeting ..o ittt ittt ittt ettt ettt ee et 45.8 47.1
General and administrative ... ...ttt e e e e e 14.8 16.8
In-process research and development .........o.iiiiieeeeeeennnns - -
Amortization of intangibles ..... ...ttt e e 20.5 11.3
Total cost and operating EXPEeNSES . i vttt neneeeeennnennns 164.1 142.0
(@) 1St o I8 o U I = = (64.1) (42.0)
Other 1nComEe, NEL ittt ittt ittt ettt ettt ettt ettt eeeeaeeeneean 6.7 13.2
LoSs before 1nCome LaXeS ittt ittt ittt et ettt et ettt ettt (57.4) (28.8)
Provision for 1ncCome taXes ...ttt iiin ettt eneeeeeneenneeeens (0.7) (2.2)
S S I = T (58.1) (31.0)

Accretion of mandatorily redeemable convertible
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preferred stock to redemption value .........ciiiiiiiiiiiiiinnn. - (24.0)

Net loss attributable to common stockholders ...........iiiieeneen.. (58.1)% (55.0)%
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REVENUE. We derive revenue from two primary sources: software licenses and
fees for service. Revenue in the three and six months ended January 31, 2001
was $11,311,000 and $21,234,000, respectively, compared to $7,361,000 and
$13,773,000, respectively, for the corresponding periods in fiscal 2000. The
54% revenue growth in the three and six months ended January 31, 2001
resulted from higher revenues from our Enterprise products, MAP licensing,
and services. This increase in revenue more than offset the decline in our
legacy notebook business—--Intellisync for Notebook and TranXit (R) product
royalty revenue. Revenue in the three and six months ended January 31, 2001
from our core business, excluding all revenue from our legacy notebook
business, increased 73% to $10,708,000 and 80% to $19,874,000, respectively,
compared to $6,208,000 and $11,040,000, respectively, for the corresponding
periods in fiscal 2000.

OEM revenue continues to represent a significant portion of our revenue. OEM
revenue in the three and six months ended January 31, 2001, was $2,802,000, or
25% of revenue, and $5,597,000, or 26% of revenue, respectively, compared to
$3,220,000, or 44% of revenue, and $6,482,000, or 47% of revenue, respectively,
in the corresponding periods in fiscal 2000. The decrease in OEM revenue was
primarily due to the decline in Intellisync for Notebook and TranXit product
royalty revenue, and in server revenue, partially offset by an increase in
platform licensing of Software Development Kits (SDK). No customer accounted for
more than 10% of total revenue in the three and six months ended January 31,
2001 and 2000. Although several OEMs agreements contain contractual minimum
purchase obligations, there can be no assurance that any particular OEM will
satisfy such obligation. In addition, we believe that the percentage of revenue
derived from OEMs may fluctuate in future periods since the revenue associated
with the distribution channels we use both domestically and internationally for
our existing and future products are subject to change. Further, we expect the
notebook and PC OEM portion of this revenue to continue to decrease as a
percentage of our overall revenue throughout fiscal 2001.

International revenue continues to represent a significant portion of our
revenue. International revenue in the three and six months ended January 31,
2001, was $2,287,000, or 20% of revenue, and $4,632,000, or 22% of revenue,
respectively, compared to $1,935,000, or 26% of revenue, and $4,455,000, or 32%
of revenue, respectively, in the corresponding periods in fiscal 2000. The
increase in our international revenue in absolute terms is consistent with our
continued efforts to expand our international presence and sales efforts. This
increase was partially offset by lower international notebook and PC OEM
royalties. International revenue decreased as a percentage of total revenue due
to the substantial increase in our U.S. revenue. We expect, however, our
international revenue to continue to increase in absolute dollars in future
periods as we continue to expand our operations worldwide, particularly in
Europe. We believe that continued growth would require further expansion in
international markets. We have utilized and will continue to utilize substantial
resources to expand existing and establish additional international operations.
International revenue may be subject to certain risks not normally encountered
in domestic operations, including exposure to tariffs, various trade regulations
and fluctuations in currency exchange rates. See "Factors That May Affect Future
Operating Results."
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- LICENSE REVENUE. License revenue is earned from the sale and use of
software products and royalty agreements with OEMs. License revenue
in the three and six months ended January 31, 2001 increased 41% to
$9,254,000 and 44% to $18,044,000, respectively, compared to
$6,558,000 and $12,547,000, respectively, for the corresponding
periods in fiscal 2000. The increase in license revenues reflected
an increase in revenues of MAP products and Enterprise products,
primarily Intellisync, Satellite Forms and Intellisync Anywhere.
This increase was offset by declining revenue received for our
legacy notebook business—-the Intellisync for Notebook and TranXit
products. Revenue from our Enterprise products increased due to the
market's continued widespread adoption of our Enterprise product
offerings. MAP revenue increased due to an increase in the number
of licensing arrangements entered into by the Company during the
first half of fiscal 2001. Notebook revenue decreased as its
revenue stream has matured and as we continue to deemphasize the
resources and effort associated with this revenue segment.
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Accordingly, we expect that our legacy notebook business revenue in
subsequent quarters would be flat or moderately lower. Deferred
revenue was $5,744,000 and $4,666,000 at January 31, 2001 and 2000,
respectively. The 23% increase in deferred revenue was primarily
attributable to revenues related to licensing of our MAP
components, Intellisync Gold and Intellisync Anywhere products and
platform licensing of SDK.

- SERVICE REVENUE. Service revenue is derived from fees for services,
including time and materials for professional services,
non-recurring engineering service projects for software
development, amortization of maintenance contract programs, and
advertising fees. Service revenue in the three and six months ended
January 31, 2001 increased 156% to $2,057,000 and 160% to
$3,190,000, respectively, compared to $803,000 and $1,226,000,
respectively, for the corresponding periods in fiscal 2000. The
increase in service revenue was brought about primarily by
increased personnel in our professional services organization
primarily as a result of our acquisitions of Dry Creek and the
Windward Group. The increase was also due to an increase in
maintenance contract programs and in advertising fees. This
increase was partially offset by a decrease in revenue resulting
from fewer non-recurring engineering service projects. We expect
service revenue to continue to increase as we are able to increase
our client base and overall utilization rate of our professional
services team.

COST OF REVENUE. Cost of revenue consists of license costs and service costs.
License costs include packaged product costs including product media and
duplication, manuals, packing supplies, shipping expenses and in certain
instances, royalties paid to third-party vendors. Service costs include
personnel related costs associated with work performed under professional
services contracts and non-recurring engineering agreements. Service costs
also include hosting costs for online services associated with the hosting of
MAP to both partners and end users via Intellisync.com. These hosting costs
include expenses related to bandwidth for hosting, tape backup, security and
storage, third-party fees and internal personnel costs associated with
logistical support of the hosting services and depreciation of computer
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equipment associated with the hosting service.

In general, license costs are a far lower percentage of license revenue than
service costs, which have a much higher cost structure as a percentage of
service revenue. Additionally, license costs tend to be variable based on
license revenue volumes where service costs tend to be fixed within certain
service revenue volume ranges. We would expect, therefore, that an increase in
service revenue as a percentage of our total revenue, would generate lower
overall gross margins as a percentage of total revenue. Also, given the high
amount of fixed costs associated with the professional services and online
services, inability to generate revenue sufficient to absorb these fixed

costs could lead to negative service margins.

Cost of revenue in the three and six months ended January 31, 2001, was
$2,900,000, or 26% of revenue, and $4,459,000, or 21% of revenue,
respectively, compared to $1,037,000, or 14% of license revenue, and
$1,642,000, or 12% of revenue, respectively, in the corresponding periods in
fiscal 2000. The increase in cost of revenue in absolute dollars and as a
percentage of revenue was due to an increase in service costs including an
increase in hosting costs associated with increased revenues from our MAP
components and increased headcount in our professional services organization.
Additionally, the increase in cost of revenue was due, to a lesser extent, to
an increase in license costs, primarily packaged product costs associated
with increased revenues from our Enterprise products.

RESEARCH AND DEVELOPMENT. Research and development expenses consist primarily of
salaries and other related expenses, including non-cash stock compensation, for
research and development personnel, quality assurance personnel, product
localization, fees to outside contractors and the cost of facilities and
depreciation of capital equipment. We invest in research and development both
for new products and to provide continuing enhancements to existing products.
Research and development expenses in the three and six months ended January 31,
2001, were $6,497,000, or 57% of revenue, and $12,584,000, or 59% of revenue,
respectively, compared to $3,874,000, or 53% of revenue, and $6,797,000, or 49%
of revenue, respectively, in the corresponding periods in fiscal 2000. The
increase in research and
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development expenses was primarily due to increased personnel that we
acquired in connection with our recent acquisitions, increased planned
spending for the integration of various MAP technologies on a common, modular
platform, and increased costs associated with the production launch of
Intellisync.com. We believe that a significant level of investment in MAP,
Intellisync.com and other research and development initiatives is required to
integrate our technologies and service our customer needs.

All of our research and development costs have been expensed as incurred.
Statement of Financial Accounting Standards (SFAS) No. 86 requires
capitalization of certain software development costs once technological
feasibility is established. We define establishment of technological feasibility
at the point that product reaches beta. Software development costs incurred
subsequent to the establishment of technological feasibility through the period
of general market availability of the product are capitalized, if material. To
date, all of these software development costs have been insignificant and
expensed as incurred.

In March 2000, the Emerging Issues Task Force (EITF) reached a consensus on
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Issue 00-2, "Accounting for the Costs of Developing a Web Site." In general,
EITF 00-2 states that the costs of developing a Web site should be accounted for
under the provisions of Statement of Position (SOP) 98-1, "Accounting for the
Costs of Computer Software Developed or Obtained for Internal Use." It requires
that costs incurred during the Web application and infrastructure and graphics
development stages of development should be capitalized. We adopted EITF 00-2.
The application of EITF 00-2 did not have a material impact on our financial
position or results of operations.

SALES AND MARKETING. Sales and marketing expenses consist primarily of salaries,
commissions, promotional expenses and other related expenses, including non-cash
stock compensation, of sales, marketing and technical support personnel. Sales
and marketing expenses in the three and six months ended January 31, 2001, were
$5,177,000, or 46% of revenue, and $10,645,000, or 50% of revenue, respectively,
compared to $3,470,000, or 47% of revenue, and $6,825,000, or 50% of revenue,
respectively, in the corresponding periods in fiscal 2000. Sales and marketing
expenses increased primarily due to an increase in sales personnel to expand our
sales and business development organizations, and an increase in corporate
marketing resources, corporate branding and marketing headcount for our online
services group. We expect that sales and marketing expenses will continue to
increase in absolute dollars throughout the remainder of fiscal 2001 as we
continue to expand our direct sales force, particularly in Europe, as we plan to
invest more resources in marketing Intellisync.com services, and as the related
personnel and marketing support costs also increase.

GENERAL AND ADMINISTRATIVE. General and administrative expenses consist
primarily of salaries and other related expenses, including non-cash stock
compensation, of administrative, executive and financial personnel and other
outside professional fees. General and administrative expenses in the three
and six months ended January 31, 2001, were $1,676,000, or 15% of revenue,
and $3,037,000, or 14% of revenue, respectively, compared to $1,238,000, or
17% of revenue, and $2,304,000, or 17% of revenue, respectively, in the
corresponding periods in fiscal 2000. The increase in absolute general and
administrative spending was primarily due to an increased provision for bad
debts allowance. Additionally, to a much lesser extent, the addition of
personnel and increased fees for professional services, such as legal,
accounting, and other consulting services, to support the expansion of our
infrastructure, and the consolidation and assimilation of the ProxiNet,
NetMind, Dry Creek, Windward and SwiftTouch businesses also contributed to
the increase.

NON-CASH STOCK COMPENSATION. Non-cash stock compensation, included in each
appropriate operating expense category, relates to stock options that were
deemed to have been granted at a price below market value. These charges are
amortized on a straight-line basis over the vesting period of the options. The
aggregate non-cash stock compensation charge, net of the effect of terminations,
in the three and six months ended January 31, 2001 was $220,000 and $441,000,
respectively, compared to $484,000 and $875,000, respectively, in the
corresponding periods in fiscal 2000. The non-cash compensation expense
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in the three and six months ended January 31, 2001 and 2000 relates to
options that were granted by NetMind prior to our acquisition of NetMind. The
aggregate amortization expense is expected to be approximately $1,400,000,
$500,000 and $400,000 in fiscal 2001, 2002 and 2003, respectively. Future
amortization expense would be reduced if any employee terminates employment
prior to the expiration of the option vesting period.
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PURCHASED IN-PROCESS RESEARCH AND DEVELOPMENT. We expensed purchased in-process
research and development costs of $4,218,000 as a result of the ProxiNet
acquisition in the first quarter of fiscal 2000.

The ProxiNet acquisition has been accounted for as a purchase. The total
purchase price of approximately $17,384,000 (including liabilities of
$2,070,000), was assigned to the fair value of the assets acquired, including
$676,000 to tangible assets acquired, $3,378,000 to identified intangible
assets, $4,218,000 to in-process research and development, and $9,112,000 to
goodwill. The in-process research and development was expensed at the
acquisition date. The value assigned to this acquired in-process research and
development was determined by identifying research projects in areas for which
technological feasibility had not been established as of the acquisition date.
These include projects for ProxiWare (TM) and ProxiWeb (TM) technology. The value
was determined by estimating the revenue contribution and the percentage of
completion of each of these projects. The projects were deemed to be 55%
complete on the date of acquisition. The net cash flows were then discounted
utilizing a weighted average cost of capital of 27.5%, which, among other
related assumptions, we believe to be fairly accurate. This discount rate takes
into consideration the inherent uncertainties surrounding the successful
development of the in-process research and development, the expected
profitability levels of such technology, and the uncertainty of technological
advances that could potentially impact the estimates described above. Revenues
were projected to be generated in fiscal 2000 for the products in development at
the acquisition date.

To date, actual results have been consistent, in all material respects, with our
assumptions at the time of the acquisition. The assumptions primarily consist of
an expected completion date for the in-process projects, estimated costs to
complete the projects, and revenue and expense projections once the products
have entered the market. The projects for ProxiWare and ProxiWeb technology that
is currently branded as the Browse-it product was completed, as expected, in the
fourth quarter of fiscal 2000 and are now generating revenue. Failure to achieve
the expected levels of revenue and net income from this product during its
entire life cycle will negatively impact the return on investment expected at
the time that the acquisition was completed and potentially result in impairment
of any other assets related to the development activities.

AMORTIZATION OF INTANGIBLES. Amortization of acquired intangibles in the three
and six months ended January 31, 2001, was $2,314,000, or 20% of revenue, and
$3,696,000, or 17% of revenue, respectively, compared to $835,000, or 11% of
revenue, and $909,000, or 7% of revenue, respectively, in the corresponding
periods in fiscal 2000. The increase in amortization of intangibles resulted
from our acquisitions of SwiftTouch and Windward in fiscal 2001 and Dry Creek
and ProxiNet in fiscal 2000.

INTEREST AND OTHER INCOME, NET. Interest and other income, net, represents
interest earned on cash and short-term investments and realized gain on
miscellaneous investments, offset by interest expense on long-term debt and
capitalized leases and miscellaneous bank fees and charges. Net interest and
other income in the three and six months ended January 31, 2001 was $763,000 and
$1,851,000, respectively, compared to $974,000 and $2,240,000, respectively, in
the corresponding periods in fiscal 2000. Net interest and other income during
the three and six months ended January 31, 2001 include increased yields on
investments and interest earned on a higher average cash balance resulting
primarily from the private placement completed in March 2000. This increase in
yields and interest was offset by an adjustment of $197,000 for the impairment
of PG&E commercial paper. Net interest and other income
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during the three and six months ended January 31, 2000, however includes a
higher gain realized from the sales of Amazon.com securities.

PROVISION FOR INCOME TAXES. The provision for income taxes primarily represents
foreign withholding taxes on royalties earned from certain foreign customers.
Provision for income taxes in the three and six months ended January 31, 2001
was $82,000 and $218,000, respectively, compared to $166,000 and $358,000,
respectively, in the corresponding periods of fiscal 2000.

ACCRETION OF MANDATORILY REDEEMABLE CONVERTIBLE PREFERRED STOCK TO REDEMPTION
VALUE. During fiscal 1999, NetMind issued approximately 4 million shares of
Series B Preferred Stock which converted into approximately 3.4 million
shares of Pumatech common stock upon completion of the NetMind merger in
February 2000. Under the terms of the original issuance, the Series B shares
were redeemable in September 2003 and 2004, at the higher of their original
issue price or the fair value of the stock at the dates of redemption. The
difference between the issuance price and the fair value of the Series B
stock was accreted by NetMind. Such accretion aggregated to $1,765,000 and
$3,300,000 in the three and six months ended January 31, 2000.

LIQUIDITY AND CAPITAL RESOURCES

We ended the second quarter of fiscal 2001 with $58,291,000 in cash, cash
equivalents and short-term investments. Cash and cash equivalents decreased by
$23.7 million during the first half of fiscal 2001 to $30.8 million at January
31, 2001. Short-term investments decreased by $3.3 million to $27.5 million
during the same period.

Net cash used in operations of $11.2 million during the six months ended January
31, 2001, was comprised of the net loss adjusted for non-cash items of $5.8
million and net change in operating assets and liabilities of $5.4 million. Net
cash used in operations of $4.8 million during the six months ended January 31,
2000, was comprised of the net loss adjusted for non-cash items of $1.4 million
and net change in operating assets and liabilities of $3.4 million.

Net cash used in investing activities of $13.6 million during the six months
ended January 31, 2001, resulted from $12.6 million of cash paid for the asset
purchase of Windward and SwiftTouch, $3.4 million for capital expenditures and
$1.0 million for an other long-term investments, partially offset by net sales
of short term investments of $3.4 million. Net cash provided by investing
activities of $2.5 million during the six months ended January 31, 2000 was
primarily for net sales of short-term investments of $3.7 million, partially
offset by capital expenditures of $1.2 million.

Net cash provided by financing activities of $1.1 million during the six months
ended January 31, 2001 resulted primarily from $1.2 million of proceeds from
issuance of common stock, partially offset by $0.1 million of principal
repayments on notes payable. Net cash provided by financing activities of $0.2
million during the six months ended January 31, 2000, resulted from $0.6 million
of proceeds from issuance of common stock and $0.4 million of proceeds from line
of credit, partially offset by $0.8 million of payments made to settle acquired
liabilities.

We maintain a loan and security agreement that provides a $1,000,000 revolving
credit line and a $750,000 equipment line. Borrowings under the revolving credit
line bear interest at a per annum rate equal to the prime rate plus one half of
one percent. Borrowings under the equipment line bear interest at a per annum
rate equal to the prime rate plus one percent. Equipment acquired is pledged as
collateral. The loan and security agreement contains covenants requiring that we
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maintain a minimum level of equity and meet certain quick and liquidity ratios.
The agreement also contains certain restrictive covenants including but not
limited to limitations on indebtedness, limitations on dividends
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and other restricted payments (including repurchases of our common stock),
limitations on transactions with affiliates, limitations on liens and
limitations on disposition of proceeds of asset sales, among others. We are
currently in compliance with all of the aforementioned covenant obligations.
At January 31, 2001, $453,000 was outstanding on the equipment line and we
had no outstanding balance drawn on the revolving credit line.

In October 2000, in connection with our acquisition of Windward, we used
$12,250,000 of cash and issued 171,026 shares of Pumatech common stock to
Vanteon. For additional information regarding the acquisition, refer to Note 7
of the Notes to Condensed Consolidated Financial Statements.

In November 2000, in connection with our acquisition of certain assets of
SwiftTouch, we used $320,000 of cash and issued 100,000 shares of Pumatech
common stock. For additional information regarding the acquisition, refer to
Note 7 of the Notes to Condensed Consolidated Financial Statements.

We believe that our current cash, cash equivalents and short-term investment
balances, including the credit lines and cash generated from operations, if any,
will be sufficient to meet our working capital and other cash requirements for
at least the next 12 months.

In the future, we may seek to raise cash through the issuance of debt or equity
securities. There can be no assurance that such financing would be available to
us at all or on terms favorable to us.

FACTORS THAT MAY AFFECT FUTURE OPERATING RESULTS

There are many factors that affect our business and the results of our
operations, some of which are beyond our control. The following is a description
of some of the important factors that may cause the actual results of our
operations in future periods to differ materially from those currently expected
or desired.

BECAUSE WE HAVE HAD LIMITED INTERNET OPERATING HISTORY, IT IS DIFFICULT TO
EVALUATE OUR BUSINESS AND WE MAY FACE VARIOUS RISKS, EXPENSES AND DIFFICULTIES
ASSOCIATED WITH EARLY STAGE COMPANIES.

Historically, we have licensed our products and technology primarily to PC OEMs,
corporations and to end users through our channels of distribution. In the
second quarter of fiscal 2000, we announced our Internet initiative. This
initiative has required us to add additional resources and to develop and market
our Intellisync.com service destination site and the products and technologies
we obtained in the ProxiNet and NetMind acquisitions. We plan to market and
license our new Web-based products and solutions to wireless carriers, Web
portals and individual consumers. We also plan to offer these new products and
solutions to corporations. We expect to incur significant costs in implementing
our Internet initiative.

Our overall operating results have changed significantly as a result of

developing and bringing to market our new Internet products. It is important to
understand that our historical financial statements include operating results of
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our recently launched Internet initiative only to the extent that NetMind's
historical operating results have been reflected under pooling-of-interests
accounting. As a result of our Internet initiative, we expect our combined
results to reflect an operating loss for at least the next several fiscal
quarters. There can be no assurance that we will be able to achieve or sustain
profitability.

Since we just launched our Internet initiative, there is little information on
which to evaluate our business and prospects as an Internet company. An investor
in our common stock should consider the risks, expenses and difficulties that
young companies frequently encounter in the new and rapidly evolving markets for
Internet products and services. These risks to us include:
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- our evolving new business model;
- our need and ability to manage growth; and
- rapid evolution of technology.
To address these risks and uncertainties, we must take several steps, including:
- creating and maintaining strategic relationships;
- expanding sales and marketing activities;
- integrating existing and acquired technologies;
- expanding our customer base and retaining key clients;

- introducing and expanding new services, including our professional
services organization;

- managing rapidly growing operations, including new facilities and
information technology infrastructure;

- competing in a highly competitive market; and
- attracting, retaining and motivating key employees.

We may not be successful in implementing any of our strategies or in addressing
these risks and uncertainties. We expect that our operating expenses will
continue to increase, primarily as a result of our investment in our new
Internet product initiative. Moreover, even if we accomplish our objectives, we
still may not achieve sustainable profitability in the future.

We have invested substantial amounts in technology and infrastructure
development and development of our professional services organization. We expect
to continue to invest substantial financial and other resources to develop and
introduce new Internet and wireless products and services, and to expand our
sales and marketing organizations, our professional services organization,
strategic relationships and operating infrastructure. We expect that our cost of
revenue, sales and marketing expenses, operations and customer support expenses,
and depreciation and amortization expenses may continue to increase in absolute
dollars and may increase as a percent of revenue. If revenue does not
correspondingly increase, our operating results and financial condition could be
negatively affected.

OUR BUSINESS AND PROSPECTS DEPEND ON DEMAND FOR AND MARKET ACCEPTANCE OF THE
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INTERNET, WIRELESS DEVICES AND MOBILE COMPUTING DEVICES.

The increased use of the Internet, wireless devices and mobile computing devices
for retrieving, sharing and transferring information among businesses,
consumers, suppliers and partners, and for Internet personalization services has
only begun to develop in recent years. Our success will depend in large part on
continued growth in the use of the Internet, wireless devices and mobile
computing devices. Critical issues concerning the commercial use of the
Internet, wireless devices and mobile computing devices, including security,
reliability, cost, ease of access and use, quality of service, regulatory
initiatives and necessary increases in bandwidth availability, remain unresolved
and are likely to affect the development of the market for our services. The
adoption of the Internet, wireless devices and mobile computing devices for
information retrieval and exchange, commerce and communications generally will
require
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the acceptance of a new medium of conducting business and exchanging
information. Demand for and market acceptance of the Internet, wireless devices
and mobile computing devices are subject to a high level of uncertainty and are
dependent on a number of factors, including:

- the growth in access to and market acceptance of new interactive
technologies;

- emergence of a viable and sustainable market for Internet
personalization services;

- the development of technologies that facilitate interactive
communication between organizations; and

- increases in bandwidth for data transmission.

If the market for Internet personalization services or the Internet, wireless
devices and mobile computing devices as a commercial or business medium does not
develop, or develops more slowly than expected, our business, results of
operations and financial condition will be seriously harmed.

Specifically, even if an Internet personalization services market does develop,
services that we currently offer or may offer in the future may not achieve
widespread market acceptance. Failure of our current and planned services to
operate as expected could delay or prevent their adoption. If our target
customers do not adopt, purchase and successfully deploy our current and planned
services, our revenue will not grow significantly and our business, results of
operations and financial condition will be seriously harmed. We have not taken
any steps to mitigate the risks associated with reduced demand for our existing
Internet personalization services.

WE DERIVE A PORTION OF OUR REVENUE FROM A NUMBER OF THINLY CAPITALIZED CUSTOMERS
SUCH AS DOT-COM COMPANIES.

We have derived, and believe that we will continue to derive, a portion of our
revenues from small companies including dot-coms. Recently, many of these
dot-com and other small companies have been closing down their operations. As a
result of such failures, many similarly situated customers and potential
customers may be experiencing difficulty in their funding activities and may be
thinly capitalized. The composition of our customer base exposes us to
additional risks, including longer payment cycles and collection problems. We
have implemented policies and procedures to identify and mitigate our exposure
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to such risks.

Failure of these thinly capitalized companies to be successful in their
operations could have a material adverse effect on our business, results of
operations and financial condition.

THE RECENT ECONOMIC DOWNTURN MAY SEVERELY AFFECT A NUMBER OF OUR THINLY
CAPITALIZED CUSTOMERS, AS WELL AS VENDORS, WHICH MAY SUBSEQUENTLY HARM OUR
BUSINESS AND RESULTS OF OPERATIONS.

Economic downturns could cause our thinly capitalized customers to reduce or
cease their investment in products, services and technologies such as those we
provide. Any decrease in the demand for our products and services could
adversely affect our operating results and financial condition. Our operating
results and financial condition may also be adversely affected by difficulties
we may encounter in collecting our accounts receivable and maintaining our
profit margins during an economic downturn.

Economic downturns may also affect our various vendors on which we rely for
certain integral services used to support our operations. Our operating results
and financial condition may be adversely affected in the event that a vendor
were to experience financial or operational difficulties that resulted in a
reduction or interruption in services it provides us.
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THERE ARE RISKS ASSOCIATED WITH OUR LONG-TERM INVESTMENTS THAT MAY ADVERSELY
AFFECT OUR RESULTS OF OPERATIONS.

Historically, we have made direct or indirect investments in privately held
companies. Additionally, we entered into a commitment with a venture capital
firm and invested in some of our strategic partners, both customers and
vendors, that we believe have the potential to grow, and we may continue to
make strategic investments in the future. See Note 4 of the notes to the
condensed consolidated financial statements for more details. There can be
no assurance that these investments will bring us a return on investment. In
addition, because the strategic investments tend to be in small, start-up
technology companies, which are at a risk of financial failure especially
during an economic downturn, there is a greater risk that the investments
might be impaired. Any impairments could have a material adverse effect on
our results of operations and financial condition.

HOSTING OUR MOBILE APPLICATION PLATFORM ON INTELLISYNC.COM MAY NOT BE
SUCCESSFUL; AND, IF SUCCESSFUL, MAY DIVERT OUR ATTENTION FROM OUR EXISTING
PRODUCT LICENSE BUSINESS, WHICH COULD RESULT IN LOWER REVENUE FROM SUCH
BUSINESS.

In January 2001, Intellisync.com became available as a public web site. By the
end of the first half of calendar year 2001, we intend to announce the fee
structure for the premium services that we plan to offer on Intellisync.com
service. An unsuccessful launch of Intellisync.com for the public may have a
negative effect on our revenue and results of operations. Our customers may not
choose to use MAP through Intellisync.com for their applications for a variety
of reasons, including: the actual or perceived reduction in security protections
of mobile solutions hosted on the Internet; the possible reluctance to be
dependent on a third party to host important information and infrastructure and
to perform basic support and other functions; and the possible inability of MAP
to be able to support many users in an enterprise-wide environment. Although we
expect to derive a significant portion of our future revenue from our
Intellisync.com subscription offering, we Jjust recently have commercially
introduced it and, therefore, do not have a proven expense and revenue model for
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it. Intellisync.com may not be commercially viable if our expense and revenue
model is not acceptable to our customers. This would seriously harm our
business, particularly if the failure of Intellisync.com and MAP to achieve
market acceptance negatively affects sales of our other products and services.
In addition, if our customers adopt the MAP offering through Intellisync.com, we
may experience a decline in the growth of our existing product license business.

THE EMERGENCE OF A DOMINANT PLATFORM FOR MOBILE DEVICES COULD REDUCE OUR
CUSTOMER BASE AND REVENUES.

The marketplace for mobile devices is currently characterized by a number of
competing Internet systems and standards for mobile computing devices.
Currently, our customers and potential customers often use a variety of mobile
devices with multiple connectivity options. One of the primary benefits of our
products is their ability to operate across a wide variety of platforms. If a
dominant platform for mobile devices emerges, the demand for our platform and
products may diminish.

THE SIZE OF THE MOBILE COMPUTING MARKET CANNOT BE ACCURATELY PREDICTED, AND IF
OUR MARKET DOES NOT GROW AS WE EXPECT, OUR REVENUE WILL BE BELOW OUR
EXPECTATIONS AND OUR BUSINESS AND FINANCIAL RESULTS WILL SUFFER.

We are focusing on expanding into the mobile computing market, an unproven
market. Accordingly, the size of this market cannot be accurately estimated and
therefore we are unable to accurately determine the potential demand for our
products and services. If our customer base does not expand or if there is not
widespread acceptance of our products and services, our business and prospects
will be harmed. We
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believe that our potential to grow and increase the market acceptance of our
products depends principally on the following factors, some of which are
beyond our control:

- the effectiveness of our marketing strategy and efforts;

- our product and service differentiation and quality;

- our ability to provide timely, effective customer support;

- our distribution and pricing strategies as compared to our
competitors;

- growth in the sales of handheld devices supported by our software
and growth in wireless network capabilities to match end user
demand and requirements;

- our industry reputation; and

- general economic conditions such as downturns in the computer or
software markets.

OUR MARKET CHANGES RAPIDLY DUE TO CHANGING TECHNOLOGY AND EVOLVING INDUSTRY
STANDARDS. IF WE DO NOT ADAPT TO MEET THE SOPHISTICATED NEEDS OF OUR CUSTOMERS,
OUR BUSINESS AND PROSPECTS WILL SUFFER.

The market for our services is characterized by rapidly changing technology,

evolving industry standards and frequent new service introductions. Our future
success will depend to a substantial degree on our ability to offer services
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that incorporate leading technology, address the increasingly sophisticated and
varied needs of our current and prospective customers and respond to
technological advances and emerging industry standards and practices on a timely
and cost-effective basis. You should be aware that:

- our technology or systems may become obsolete upon the introduction
of alternative technologies;

- we may not have sufficient resources to develop or acquire new
technologies or to introduce new services capable of competing with
future technologies or service offerings; and

- the price of the services we provide is expected to decline as
rapidly as the cost of any competitive alternatives.

We may not be able to effectively respond to the technological requirements of
the changing market. To the extent we determine that new technologies and
equipment are required to remain competitive, the development, acquisition and
implementation of such technologies and equipment are likely to continue to
require significant capital investment by us. Sufficient capital may not be
available for this purpose in the future, and even if it is available,
investments in new technologies may not result in commercially viable
technological processes and there may not be commercial applications for such
technologies. If we do not develop and introduce new products and services and
achieve market acceptance in a timely manner, our business and prospects may
suffer.

OPERATING RESULTS MAY FLUCTUATE SIGNIFICANTLY AND MAY BE DIFFICULT TO PREDICT.
Our operating results have fluctuated in the past, and with our Internet product
initiative, the ProxiNet, NetMind and Dry Creek acquisitions and the Windward
and SwiftTouch asset purchases, our operating results are likely to continue to
fluctuate significantly. A number of factors, many of which are outside of our
control, are likely to cause fluctuations in operating results, including, but
not limited to:
26

- the demand for our products and services;

- our success in developing new products and integrating acquired
technologies;

- the timing of new product introductions by us and our competitors;
- market acceptance of our new and enhanced products and services;

- market acceptance of handheld devices generally, and those
supported by our products and services;

- the emergence of new industry standards;
- the timing of customer orders;

- the mix of products and services sold;

- product life cycles;

- competition;

- the mix of distribution channels employed;
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- seasonal trends;

- the timing and magnitude of our capital expenditures, including
costs relating to the expansion of operations;

- the evolving and unpredictable nature of the markets for our
products and mobile computing devices generally;

- the rate of growth of the Internet and the personal computer market
in general; and

- general economic conditions.

In addition, we typically operate with a relatively small order backlog. As a
result, quarterly sales and operating results depend in part on the volume and
timing of orders received and fulfilled within the quarter, which are difficult
to forecast. A significant portion of our expense levels are fixed in advance,
based in large part on our resource requirements to meet planned product and
customer requirements. If revenue is below expectations in any given quarter,
the adverse impact of the shortfall on operating results may be magnified by our
inability to adjust spending to compensate for the shortfall. Therefore, a
shortfall in actual revenue as compared to estimated revenue would have an
immediate adverse effect on our business, operating results and financial
condition that could be material.

Due to our ongoing efforts to expand into retail and reseller channels, we are
focusing our efforts on licensing our server and personal applications to
corporations and licensing our Software Development Kits (SDKs) to software
developers and mobile computing device manufacturers. SDKs provide the complete
solution for adding intelligent synchronization to enterprise applications,
mobile devices and Web-based services. With intelligent synchronization, users
can keep their critical information up-to-date and in sync across multiple
applications and mobile devices. As a result, we expect that our notebook and PC
OEM revenue will decrease as a percentage of our overall revenue. This new sales
strategy has the following risks:
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- sales into these channels are harder to predict and may have lower
margins than sales in other channels;

- we have a very limited history in penetration and support for these
channels;

- the average transaction size and sales cycle vary significantly,
making forecasting difficult;

- smaller transactions may have relatively higher administrative
costs;

- any significant deferral of purchases of our products by customers
could jeopardize our operating results in any particular quarter;

- to the extent that significant sales occur earlier than expected,
operating results for subsequent quarters may be adversely

affected;

- products that are accepted in the OEM market may not be readily
accepted by corporations;

- we may incur increased costs related to new infrastructure
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requirements; and

- planned marketing strategy may require significant expenditures but
may not have immediate or future beneficial effect on sales.

Our gross margin on service revenue, particularly non-recurring engineering
service and professional service revenue, is substantially lower than gross
margin on license revenue. We have recently acquired Dry Creek and, in
connection with the acquisition of assets from Windward, we hired a number of
employees of Windward, which forms the basis of our professional service group,
and, consequently, professional service revenue increased this quarter and we
expect that it will continue to increase in future quarters. Until we are able
to fully utilize all employees in the professional service group, our gross
margin will continue to be low. Any increase in non-recurring engineering
service and professional service revenue would have a corresponding increase in
cost of revenue and would have an adverse effect on our gross margins as a
percent of total revenue. We may also change prices or increase spending in
response to competition or to pursue new market opportunities.

The operating results of many software companies reflect seasonal fluctuation.
For example, sales in Europe and certain other countries typically are adversely
affected in the summer months when business activity is reduced. Our revenue and
operating results may be adversely affected by diminished demand for products on
a seasonal basis.

Period-to-period comparisons of operating results are not a good indication of
future performance. It is likely that operating results in some quarters will be
below market expectations. In this event, the price of our common stock is
likely to decline.

IF WE FAIL TO MAINTAIN OUR EXISTING RELATIONSHIPS OR ENTER INTO NEW KEY
RELATIONSHIPS WITH ORIGINAL EQUIPMENT MANUFACTURERS AND BUSINESS DEVELOPMENT
ORGANIZATIONS, OUR BRAND AWARENESS AND THE USE OF OUR PRODUCTS AND SERVICES
WOULD SUFFER.

The success of our product and service offerings depends, in large part, on our
ability to develop and maintain relationships with original equipment
manufacturers and business development organizations that help distribute our
products and promote our services. We depend on these relationships to:

- distribute our products to purchasers of mobile devices;
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- increase usage of our MAP components;
- build brand awareness through product marketing; and
- cooperatively market our products and services.

Also, because we depend on equipment manufacturers and business development
organizations to help distribute our products and promote our services, the
growth of our operations is dependent in part upon their success. If the
products that these companies sell, or the operating systems upon which these
products are based, were to lose popularity, or if any of these equipment
manufacturers or business development organizations cease to utilize our product
and service offerings in significant volumes, our business would suffer.

RAPID GROWTH IN OUR BUSINESS COULD STRAIN OUR RESOURCES AND HARM OUR BUSINESS
AND FINANCIAL RESULTS.
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The planned expansion of our Internet initiative as well as growth in our
existing enterprise business will place a significant strain on our
management, financial controls, operations systems, personnel and other
resources. If we are successful in implementing our marketing strategy, we
also expect the demands on our technical support resources to grow rapidly,
and we may experience difficulties responding to customer demand for our
services and providing technical support in accordance with our customers'
expectations. We expect that these demands will require not only the addition
of new management personnel, but also the development of additional expertise
by existing management personnel and the establishment of long-term
relationships with third-party service vendors. Additionally, we have
recently opened an additional office in the United Kingdom and intend to open
new offices elsewhere in Europe and other international locations. We may
encounter difficulties in integrating information and communications systems
in multiple locations. We may not be able to keep pace with growth,
successfully implement and maintain our operational and financial systems or
successfully obtain, integrate and utilize the employees, facilities,
third-party vendors and equipment, or management, operational and financial
resources necessary to manage a developing and expanding business in our
evolving and increasingly competitive industry. If we are unable to manage
growth effectively, we may lose customers or fail to attract new customers
and our business and financial results will suffer.

BECAUSE TRACKING INTERNET-BASED INFORMATION ACROSS THE ENTIRE WORLDWIDE WEB IS A
HIGHLY COMPLEX PROCESS, OUR PRODUCTS AND SERVICES MAY HAVE ERRORS OR DEFECTS
THAT COULD SERIOUSLY HARM OUR BUSINESS.

The tracking of Internet-based information across the entire worldwide Web is a
highly complex process. We and our customers have, from time to time, discovered
errors and defects in our software. In the future, there may be additional
errors and defects in our software that may adversely affect our products and
services. If we are unable to efficiently fix errors or other problems that may
be identified, we could experience:

- loss of or delay in revenue and loss of market share;

- loss of customers;

- failure to attract new customers or achieve market acceptance;
- diversion of development resources;
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- loss of reputation and credibility;
- increased service costs; and
- legal actions by our customers.

IF WE ARE UNABLE TO SUCCESSFULLY EXPAND OUR PROFESSIONAL SERVICES ORGANIZATION,
CUSTOMER SATISFACTION AND DEMAND FOR OUR PRODUCTS WILL SUFFER.

We believe that successful implementation of our technology by our customers
and future growth in our product sales depend on our ability to provide our
customers with professional services, including customer support, training,
consulting and initial implementation and deployment of our products. We have
developed an in-house professional services organization with employees who
can perform these tasks and who also educate third-party systems integrators
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in the use of our products so that they can provide these services to our
customers. Competition for qualified professional services personnel is
intense due to the limited number of people who have the requisite knowledge
and skills. As a result, we may not be able to attract or retain a sufficient
number of qualified professional services personnel. If we are unable to
develop sufficient relationships with third-party systems integrators and our
professional services organization is under-staffed, we could be unable to
complete implementations in a timely manner, which would cause delays in
revenue recognition. In addition, if we do not provide adequate customer
support, consulting and training for our customers, we could face customer
dissatisfaction, damage to our reputation and decreased overall demand for
our products.

ACQUISITIONS WE HAVE MADE AND MAY MAKE IN THE FUTURE COULD DISRUPT OUR BUSINESS
OR NOT BE SUCCESSEFUL AND HARM OUR FINANCIAL CONDITION.

We have in the past acquired or made investments in, and intend in the future to
acquire or make investments in other complementary companies, products and
technologies. We have acquired certain assets of Windward and SwiftTouch and
acquired Dry Creek, NetMind, ProxiNet, SoftMagic Corporation, RealWorld
Solutions, Inc. and Intellilink Corporation. In the event of any future

acquisitions or investments, we could:

- issue stock that would dilute the ownership of our then existing
stockholders;

- incur debt;

- assume liabilities;

- face the Securities and Exchange Commission (SEC) challenges to the
accounting treatment of these acquisitions which may result in
changes to our financial statements and cause us to incur charges

to earnings over time that we did not expect;

- incur amortization expenses related to goodwill and other
intangible assets; or

- incur large and immediate write-offs.
These acquisitions and investments also involve numerous risks, including:

- problems integrating the operations, technologies or products
purchased with those we already have;

- unanticipated costs and liabilities;
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- diversion of management's attention from our core business;

- adverse effects on existing business relationships with suppliers
and customers;

- risks associated with entering markets in which we have no or
limited prior experience; and

- potential loss of key employees, particularly those of the acquired
organizations.
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WE HAVE ANTI-TAKEOVER DEFENSES THAT COULD DELAY OR PREVENT A TAKEOVER THAT
STOCKHOLDERS MAY CONSIDER FAVORABLE.

Certain provisions of our certificate of incorporation and bylaws and provisions
of Delaware law could have the effect of delaying, deferring or preventing an
acquisition of us. These provisions include a classified board of directors and
limitations on actions by our stockholders by written consent. In addition, our
board of directors has the right to issue up to 2,000,000 shares of "blank
check" preferred stock without stockholder approval, which could be used to
dilute the stock ownership of a potential hostile acquirer. The preferred stock
we issue could have mandatory redemption features, liquidation preference and
other rights that are senior to the rights of common stockholders. Delaware law
also imposes some restrictions on mergers and other business combinations
between us and any holder of 15% or more of our outstanding common stock.
Although we believe these provisions provide for an opportunity to receive a
higher bid by requiring potential acquirers to negotiate with our board of
directors, these provisions apply even if the offer may be considered beneficial
by some stockholders.

In addition, our stockholders may not take actions by written consent and our
stockholders are limited in their ability to make proposals at stockholder
meetings.

Our common stock will likely be subject to substantial price and volume
fluctuations due to a number of factors, some of which are beyond our control.

The trading price of our common stock has been and is likely to continue to be
highly volatile. Our stock price is subject to wide fluctuations in response to
a variety of factors including:

- quarterly variations in operating results;

- announcements of technological innovations;

- announcements of new software or services by us or our competitors;

- changes in financial estimates by securities analysts; or

- other events beyond our control.
In addition, the stock market has experienced significant price and volume
fluctuations that have particularly affected the trading prices of equity
securities of many high technology companies. These fluctuations have often been
unrelated or disproportionate to the operating performance of these companies.
Any negative change in the public's perception of Internet or Internet software
companies or companies in the wireless communications market could depress our
stock price regardless of our operating results.
Recently, when the market price of a stock has been volatile, holders of that
stock have often instituted securities class action litigation against the
company that issued the stock when such stock declines. If
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any of our stockholders brought such a lawsuit against us, we could incur
substantial costs defending the lawsuit. The lawsuit could also divert the

time and attention of our management.

We expect that our future operating results could fluctuate significantly as
a result of numerous factors including, but not limited to, the demand for
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our products, our success in developing new products, the timing of new
product introductions by us and our competitors, the timing of releases of
new handheld devices by our customers, market acceptance of our new and
enhanced products, the emergence of new industry standards, the timing of
customer orders, the mix of products sold, competition, the mix of
distribution channels employed, the evolving and unpredictable nature of the
markets for our products and mobile computing devices generally, the rate of
growth of the personal computer market in general and general economic
conditions.

WE MAY REQUIRE ADDITIONAL CAPITAL, WHICH WE MAY NOT BE ABLE TO OBTAIN.

The expansion and development of our business may require additional capital in
the future to fund our operating losses, working capital needs and capital
expenditures. Historically we have relied on the capital markets, including a
private placement in March 2000 to raise money for our working capital and
capital expenditure needs. The capital markets are very volatile and we may not
be able to obtain future equity or debt financing in the future on satisfactory
terms or at all. Our failure to generate sufficient cash flows from sales of
products and services or to raise sufficient funds may require us to delay or
abandon some or all of our development and expansion plans or otherwise forego
market opportunities. Our inability to obtain additional capital on satisfactory
terms may delay or prevent the expansion of our business, which could cause our
business, operating results and financial condition to suffer.

Our working capital is primarily comprised of cash, short-term investments,
accounts receivable, inventory, other current assets, accounts payable, accrued
expenses, deferred revenue and current portion of notes payable. The timing and
amount of our future capital requirements may vary significantly depending on
numerous factors, including our financial performance, technological,
competitive and other developments in our industry. These factors may cause our
actual revenue and costs to vary from expected amounts, possibly to a material
degree, and such variations are likely to affect our future capital
requirements.

WE ARE DEPENDENT ON OUR INTERNATIONAL OPERATIONS FOR A SIGNIFICANT PORTION OF
OUR REVENUES.

Our international activities expose us to additional risks. International
revenue, primarily from customers based in Japan, accounted for 22% of our
revenue in the six months ended January 31, 2001, 27% of revenue in fiscal 2000,
and 40% of revenue in fiscal 1999. A key component of our strategy is to further
expand our international activities. As we continue to expand internationally,
we are increasingly subject to risks of doing business internationally,
including:

- unexpected changes in regulatory requirements and tariffs;

- export controls relating to encryption technology and other export
restrictions;

- political and economic instability;
- difficulties in staffing and managing foreign operations;

- reduced protection for intellectual property rights in some
countries;

- longer payment cycles;
32
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- problems in collecting accounts receivable;
- potentially adverse tax consequences;

- seasonal reductions in business activity during the summer months
in Europe and certain other parts of the world;

- fluctuations in currency exchange rates that may make our products
more expensive to international customers;

- gains and losses on the conversion to U.S. dollars of accounts
receivable and accounts payable arising from international
operations due to foreign currency denominated sales;

- nonrefundable withholding taxes on royalty income from customers in
certain countries, such as Japan and Taiwan; and

- an adverse effect on our provision for income taxes based on the
amount and mix of income from foreign customers; and

- exposure to risk of non-payment by customers in foreign countries
with highly inflationary economies.

Any of these risks could harm our international operations. For example, some
European countries already have laws and regulations related to content
distributed on the Internet and technologies used on the Internet that are more
strict than those currently in force in the United States. The European
Parliament has recently adopted a directive relating to the reform of copyright
in the European Community that will, if made into law, restrict caching and
mirroring. Any or all of these factors could cause our business and prospects to
suffer.

Our international sales growth will be limited if we are unable to establish
additional foreign operations, expand international sales channel management and
support, hire additional personnel, customize products for local markets and
develop relationships with international service providers, distributors and
device manufacturers. Even if we are able to successfully expand international
operations, we cannot be certain that we will succeed in maintaining or
expanding international market demand for our products.

FOREIGN EXCHANGE FLUCTUATIONS COULD DECREASE OUR REVENUES OR CAUSE US TO LOSE
MONEY, ESPECIALLY SINCE WE DO NOT HEDGE AGAINST CURRENCY FLUCTUATIONS.

To date, the majority of our customers have paid for our services in U.S.
dollars. Through the first half of fiscal 2001 and for the fiscal years 2000 and
1999, costs denominated in foreign currencies were nominal and we had minimal
foreign currency losses during those periods. However, we believe that in the
future an increasing portion of our costs will be denominated in foreign
currencies as we begin opening offices in Europe and other countries.
Fluctuations in the value of the Yen, Euro or other foreign currencies may cause
our business and prospects to suffer. We will also be exposed to increased risk
of non-payment by our customers in foreign countries, especially those with
highly inflationary economies. We currently do not engage in foreign exchange
hedging activities and, although we have not yet experienced any material losses
due to foreign currency fluctuation, our international revenues are currently
subject to the risks of foreign currency fluctuations and such risks will
increase as our international revenues increase.
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REGULATIONS OR CONSUMER CONCERNS REGARDING PRIVACY ON THE INTERNET COULD LIMIT
MARKET ACCEPTANCE OF OUR PRODUCTS AND SERVICES.

Our products and services will allow our customers to develop and maintain
Web user profiles to tailor content to specific users. Profile development
involves both data supplied by the user and data derived from the user's Web
site behavior. Privacy concerns may cause users to resist providing personal
data or to avoid Web sites that track user behavior. In addition, legislative
or regulatory requirements may heighten consumer concerns if businesses must
notify Web site users that user profile data may be used to direct product
promotion and advertising to users. Other countries and political entities,
such as the European Economic Community, have adopted such legislation or
regulatory requirements. The United States may do so in the future. If
privacy legislation is enacted or consumer privacy concerns limit the market
acceptance of personalization software, our business, financial condition and
operating results could be harmed.

We use cookies to provide users convenient access to the Web sites they are
minding and to track demographic information and user preferences. A cookie is
information keyed to a specific user that is stored on a computer's hard drive,
typically without the user's knowledge. Cookies are generally removable by the
user, although removal could affect the content available on a particular site.
A number of governmental bodies and commentators in the United States and abroad
have urged passage of laws limiting or abolishing the use of cookies. If such
laws are passed or if users begin to delete or refuse cookies as a common
practice, market demand for our products and services could be reduced.

INCREASING GOVERNMENT REGULATION COULD CAUSE DEMAND FOR OUR PRODUCTS AND
SERVICES TO GROW MORE SLOWLY OR TO DECLINE.

We are subject not only to regulations applicable to businesses generally, but
also to laws and regulations directly applicable to the Internet. Demand for our
products in certain countries, and our ability to meet this demand, is subject
to export controls on hardware and on the encryption software incorporated into
our products. In addition, state, federal and foreign governments may adopt laws
and regulations governing any of the following issues:

- user privacy;

- taxation of electronic commerce;

- the online distribution of specific material or content; and

- the characteristics and quality of online products and services.

One or more states or the federal government could enact regulations aimed at
companies like us, which provide software that facilitates e-commerce and the
distribution of content over the Internet. The likelihood of the enactment of
regulation in these areas will increase as the Internet becomes more pervasive
and extends to more people's daily lives. Any legislation, regulation or
taxation of or concerning electronic commerce could dampen the growth of the
Internet and decrease its acceptance as a communications and commercial medium.
If a reduction in growth occurs as a result of these events, demand for our
Internet service and other products could decline significantly.
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Edgar Filing: PUMATECH INC - Form 10-Q

One of the primary benefits of our products and services is that they bring
users back to a Web site through click-throughs on links within our change
notifications. This is generally very beneficial to Web site providers. These
providers do, however, have the ability to detect our monitoring of their sites
and could block our access to their site. Widespread blocking by major Web sites
could seriously limit market acceptance of our products.

THERE ARE MANY COMPANIES PROVIDING COMPETING PRODUCTS AND SERVICES.

There are few substantial barriers to entry and we expect that we will face
additional competition from existing competitors and new market entrants in the
future.

We currently face direct competition with respect to MAP and its individual
elements—--Sync-it, Browse-it and Mind-it, and Intellisync.com. MAP
infrastructure faces competition from Aether Software, IBM Corporation,
Microsoft Corporation, Openwave Systems, Inc., OracleMobile, Inc. and
Wireless Knowledge, Inc. Sync-it's synchronization features face competition
from Aether, Chapura, Inc., Extended Systems, Inc. (recently acquired by
Palm, Inc), FusionOne, Inc., Motorola, Inc., Openwave and Synchrologic, Inc.
Browse—-it's transformation and mobile content distribution features face
competition from AvantGo, Bluelark Systems, Inc. (recently acquired by
Handspring, Inc.), 4thpass LLC, Qualcomm, Inc., and ThinkersGroup, Inc. In
the area of alerts, change detection and analytics, Mind-it faces competition
from Adeptra, Inc., Alerts.com, Inc., BroadVision, Inc., Categoric Software
Corporation and MicroStrategy, Inc. Intellisync.com faces competition from
FusionOne, InfoSpace, Inc., Palm, Synchrologic, and Visto Corporation. In
addition to direct competition noted above, we face indirect competition from
existing and potential customers that may provide internally developed
solutions to each of the elements of MAP.

Many of our competitors have substantially greater financial, technical and
marketing resources, larger customer bases, longer operating histories, greater
name recognition and more established relationships in the industry than we do.
Our larger competitors may be able to provide customers with additional benefits
in connection with their Internet systems and network solutions, including
reduced communications costs. As a result, these companies may be able to price
their products and services more competitively than we can and respond more
quickly than us to new or emerging technologies and changes in customer
requirements. If we are unable to compete successfully against our current or
future competitors, we may lose market share, and our business and prospects
would suffer.

Increased competition could result in:
- price and revenue reductions and lower profit margins;
- loss of customers or failure to obtain additional customers; and
- loss of market share.
Any one of these could materially and adversely affect our business, financial
condition and results of operations.
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THE INTEGRATION OF KEY NEW EMPLOYEES AND OFFICERS INTO OUR MANAGEMENT TEAM HAS
INTERFERED, AND WILL CONTINUE TO INTERFERE, WITH OUR OPERATIONS.

We have recently hired a number of key employees to our professional services
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organization, administrative and sales and marketing groups. To integrate into
our company, new employees must spend a significant amount of time learning our
business model and management system, in addition to performing their regular
duties. Accordingly, the integration of new personnel has resulted and will
continue to result in some disruption to our ongoing operations. If we fail to
complete this integration in an efficient manner, our business and financial
results will suffer.

WE MUST RETAIN AND ATTRACT KEY EMPLOYEES OR ELSE WE MAY NOT GROW OR BE
SUCCESSFUL.

We are highly dependent on key members of our management and engineering staff.
The loss of one or more of these officers or key employees might impede the
achievement of our business objectives. Furthermore, recruiting and retaining
qualified technical personnel to perform research, development and technical
support is critical to our success. If our business grows, we will also need to
recruit a significant number of management, technical and other personnel for
our business. Competition for employees in our industry and geographic location
is intense. We may not be able to continue to attract and retain skilled and
experienced personnel on acceptable terms.

OUR FAILURE TO ADEQUATELY PROTECT OUR PROPRIETARY RIGHTS MAY HARM OUR
COMPETITIVE POSITION.

We rely on a combination of patents, copyrights, trademark, service mark and
trade secret laws and contractual restrictions to establish and protect
proprietary rights in our products and services. However, we will not be able to
protect our intellectual property if we are unable to enforce our rights or we
do not detect unauthorized use of our intellectual property.

Although we currently have 12 issued United States patents and have an
additional 12 patent applications pending, we cannot be certain that such
patents and patent applications will provide an adequate level of intellectual
property protection. In addition, we have corresponding international patent
applications pending under the Patent Cooperation Treaty in countries to be
designated at a later date. We cannot be certain that any pending or future
patent applications will be granted, that any pending or future patents will not
be challenged, invalidated or circumvented, or that rights granted under any
patent that may be issued will provide competitive advantages to us.

We have also provided our source code under escrow agreements and to foreign
translators which may increase the likelihood of misappropriation by third
parties.

We have applied for trademarks and service marks on certain terms and symbols
that we believe are important for our business. However, the steps we have taken
to protect our technology or intellectual property may be inadequate. Our
competitors may independently develop technologies that are substantially
equivalent or superior to ours. Moreover, in other regions where we do business,
such as in Africa, Asia-Pacific and Europe, there may not be effective legal
protection of patents and other proprietary rights that we believe are important
to our business.

As a matter of company policy, we enter into confidentiality and assignment
agreements with our employees, consultants and vendors. We also control access
to and distribution of our software, documents and other proprietary
information. Notwithstanding these precautions, it may be possible for an
unauthorized third party to copy or otherwise obtain and use our software or
other proprietary information or to develop similar software independently.
Policing unauthorized use of our products is difficult, particularly because the
global nature of the Internet makes it difficult to control the ultimate
destination or security of software and other transmitted data. The laws of
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other countries may afford us
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little or no effective protection of our intellectual property. The steps we
have taken to prevent misappropriation of our technology, including entering
into agreements for that purpose may be insufficient. In addition, litigation
may be necessary in the future to enforce our intellectual property rights,
to protect our trade secrets, to determine the validity and scope of the
proprietary rights of others or to defend against claims of infringement or
invalidity. Such litigation, whether successful or unsuccessful, could result
in substantial costs and diversions of our management resources, either of
which could harm our business.

WE MAY BE UNABLE TO LICENSE NECESSARY TECHNOLOGY AND IT MAY BE SUBJECT TO
INFRINGEMENT CLAIMS BY THIRD PARTIES.

Our commercial success will also depend in part on not infringing the
proprietary rights of others and not breaching technology licenses that cover
technology used in our products. It is uncertain whether any third party patents
will require us to develop alternative technology or to alter our products or
processes, obtain licenses or cease activities that infringe on third party's
intellectual property rights. If any such licenses are required, we may not be
able to obtain such licenses on commercially favorable terms, if at all. Our
failure to obtain a license to any technology that we may require to
commercialize our products and services could cause our business and prospects
to suffer. Litigation may also be necessary to enforce any patents issued or
licensed to us or to determine the scope and validity of third party proprietary
rights.

WE ARE DEPENDENT ON NON-EXCLUSIVE LICENSES FOR CERTAIN TECHNOLOGY INCLUDED IN
OUR PRODUCTS.

We depend on development tools provided by a limited number of third party
vendors. Together with application developers, we rely primarily upon software
development tools provided by companies in the PC and mobile computing device
industries. If any of these companies fail to support or maintain these
development tools, we will have to support the tools ourselves or transition to
another vendor. Any maintenance or our support of the tools or transition could
be time consuming, could delay product release and upgrade schedule and could
delay the development and availability of third party applications used on our
products. Failure to procure the needed software development tools or any delay
in availability of third party applications could negatively impact our ability
and the ability of third party application developers to release and support our
products or they could negatively and materially affect the acceptance and
demand for our products, business and prospects.

The risks associated with such non-exclusive third party licenses:

- If we are unable to continue to license the technology or to
license other necessary technologies for use with our products or
if there are substantial increases in royalty payments under
third-party licenses, it could jeopardize our operating results.

- The effective implementation of our products depends upon the
successful operation of these licenses in conjunction with our
products, and therefore any undetected errors in products resulting
from such licenses may prevent the implementation or impair the
functionality of our products, delay new product introductions and
injure our reputation. Such problems could have a material adverse
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effect on our business, operating results and financial condition.

- Although we are generally indemnified against claims that the third
party technology we license infringes the proprietary rights of
others, this indemnification is not always available for all types
of intellectual property rights (for example, patents may be
excluded) and, in some cases, the scope of such indemnification is
limited. Even if we receive broad indemnification, third party
indemnitors are not always well-capitalized and
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may not be able to indemnify us in the event of infringement,
resulting in substantial exposure to us. There can be no
assurance that infringement or invalidity claims arising from
the incorporation of third party technology in our products, and
claims for indemnification from our customers resulting from
these claims, will not be asserted or prosecuted against us.
These claims, even if not meritorious, could result in the
expenditure of significant financial and managerial resources in
addition to potential product redevelopment costs and delays,
all of which could materially adversely affect our business,
operating results and financial condition.

OUR PRODUCTS MAY CONTAIN PRODUCT ERRORS THAT COULD SUBJECT US TO PRODUCT
LIABILITY CLAIMS.

Our products may contain undetected errors or failures when first introduced or
as new versions are released, which can result in loss of or delay in market
acceptance and could adversely impact future operating results. We do not
currently maintain product liability insurance. Although our license agreements
contain provisions limiting our liability in the case of damages resulting from
use of the software, in the event of such damages, we may be found liable, and
in such event such damages could materially affect our business, operating
results and financial condition.

SYSTEM FAILURES OR ACCIDENTAL OR INTENTIONAL SECURITY BREACHES COULD DISRUPT OUR
OPERATIONS, CAUSE US TO INCUR SIGNIFICANT EXPENSES, EXPOSE US TO LIABILITY AND
HARM OUR REPUTATION.

Our operations depend upon our ability to maintain and protect our computer
systems, which are located at our offices in California and New Hampshire. Our
systems are vulnerable to damage from break-ins, unauthorized access, vandalism,
fire, floods, earthquakes, power loss, telecommunications failures and similar
events. Although we maintain insurance against break-in, unauthorized access,
vandalism, fires, floods, earthquakes and general business interruptions, the
amount of coverage may not be adequate in any particular case, and will not
likely compensate us for all the damages caused by these or similar events. We
may be unable to prevent computer programmers or hackers from penetrating our
network security from time to time. A breach of our security could seriously
damage our reputation, which would harm our business. In addition, because a
hacker who penetrates our network security could misappropriate proprietary
information or cause interruptions in our services, we might be required to
expend significant resources to protect against, or to alleviate, problems
caused by hackers. We might also face liability to persons harmed by
misappropriation of secure information if it is determined that we did not
exercise sufficient care to protect our systems.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to a variety of risks, including changes in interest rates,
foreign currency fluctuations, marketable equity security prices and market
values of our investments which could impact our results of operations and
financial condition. We currently do not utilize derivative financial
instruments to hedge such risks.

At January 31, 2001, we had an investment portfolio of fixed income securities
excluding those classified as cash and cash equivalents and securities available
for sale of $27,492,000. These securities, like all fixed income instruments,
are subject to interest rate risk and will fall in values if market interest
rates increase. If market interest rates were to increase immediately and
uniformly by 10% from levels as of January 31, 2001, the decline of the fair
value of the portfolio would be immaterial. Our fixed income investments have
maturities of less than one year. While we have the intent to hold our fixed
income investments until maturity to avoid recognizing an adverse impact in
income or cash flows in the event of an increase in market interest rates, there
can be no assurance that we will be able to do so.

Due to the recent energy crisis in California that has caused a dramatic change
in the financial position of PG&E Corporation, PG&E has defaulted on the
interest and principal payments of its commercial paper obligations. Our
investment portfolio includes the PG&E commercial paper. Accordingly, we
recorded an adjustment of approximately $197,000 to the value of our PG&E
commercial paper for the impairment of this security. This adjustment is
reflected in "Other income, net" in Condensed Consolidated Statements of
Operations for the three and six months ended January 31, 2001.

To date, substantially all of our recognized revenue has been denominated in
U.S. dollars and generated primarily from customers in the United States, and
our exposure to foreign currency exchange rates has been immaterial. We expect,
however, that more product and service revenue may also be derived from
international markets and may be denominated in the currency of the applicable
market in the future. As a result, our operating results may become subject to
significant fluctuations based upon changes in exchange rates of certain
currencies in relation to the U.S. dollar. We will also be exposed to increased
risk of non-payment by our customers in foreign countries, especially those of
highly inflationary economies. Furthermore, to the extent that we engage in
international sales denominated in U.S. dollars, an increase in the value of the
U.S. dollar relative to foreign currencies could make our products and services
less competitive in international markets. Although we will continue to monitor
our exposure to currency fluctuations, and, when appropriate, may use financial
hedging techniques in the future to minimize the effect of these fluctuations,
we cannot be assured that exchange rate fluctuations will not adversely affect
our financial results in the future.

We are subject to equity price risks on the marketable portion of investments in
publicly traded equity securities. These investments are generally in companies
having operations or technology in areas within our strategic focus. We do not
attempt to reduce or eliminate our market exposure on these securities. At
January 31, 2001, the fair value of these investments is $17,000. We believe
that a decline in the investments' fair values would not adversely impact our
results of operations.

We are a limited partner in a venture capital fund and invest directly in
equity instruments of privately-held companies, which include a number of our
strategic partners who are customers and vendors, for business and strategic
purposes. These investments are included in other long-term assets and are
accounted for under the cost method as ownership is less than 5% and we do
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not have the ability to exercise significant influence over operations. At
January 31, 2001, these investments amounted to $3,432,000 (See Note 4 of the
notes to the condensed consolidated financial statements for more details.)
For these investments, we regularly review the assumptions underlying the
operating performance and cash flow forecasts in assessing the carrying
values. We identify and record impairment losses when events and
circumstances indicate that such assets might be impaired. To date, no such
impairment has been
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recorded. Although we will continue to assess the carrying values of our
investments, we cannot be assured that a decline in value of our investments
will not adversely affect our financial results in the future. Futhermore,
given the recent economic downturn and its effect on the capital markets, we
cannot be assured that these investments can be fully recouped if at all.
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PUMATECH, INC.

PART II - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS - Not Applicable

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

On November 7, 2000 and in connection with the acquisition of certain assets of
SwiftTouch Corporation, we issued 100,000 shares of common stock to SwiftTouch.
The issuance of these shares was exempt from registration under Section 4(2) of
the Securities Act of 1933. The resale of these shares and other shares issued
in connection with the acquisitions of Dry Creek Software and The Windward Group
has been registered on a Registration Statement on Form S-3 filed with the
Securities and Exchange Commission on December 4, 2000.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES - Not Applicable

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

On December 6, 2000, the Company held its annual meeting of stockholders. At
that meeting, the following individuals were elected to serve as directors until
the next annual meeting of stockholders or until their earliest resignation or
removal:

NOMINEE FOR WITHHELD AGAINST
Bradley A. ROWE. ...t ttteeeeeeeennnn 36,808,789 409,818 0
Stephen A. Nicol........ivivinnn.. 34,257,519 2,961,088 0
Michael M. Clair....eeeeeeneeeennnn 36,815,579 403,028 0
Tyrone F. Pike*........iiiiiuennn.. 35,789,852 1,428,755 0
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M. Bruce Nakao....vee i eeeeneennnn 34,228,923
Gary Rieschel** . . . ... . ... ... 34,060,352

* Resigned on December 22, 2000
**Resigned on January 30, 2001

2,989,684
3,158,255

Also at that meeting, the following matters were voted upon with the number of
votes cast for, against or withheld as set forth in the columns opposite the

respective matters.

MATTER FOR

To approve an amendment to the Puma

Technology, Inc. Amended and

Restated 1993 Stock Option Plan to

increase the number of shares of

Common Stock reserved for issuance

thereunder by 500,000 shares....... 31,624,762
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MATTER FOR

To approve an amendment to

Pumatech's Certificate of

Incorporation to change the name

from Puma Technology, Inc. to

Pumatech, INC.......cuouiieeeeennnnn 37,085,624

To approve an amendment to

Pumatech's Certificate of

Incorporation to increase the

number of authorized shares of

Common Stock from 60,000,000 to

80,000,000 .. 00ttt ennnnnens 36,477,239

To ratify the appointment of
PricewaterhouseCoopers LLP as
Pumatech's independent public
accountant for the fiscal year

ending July 31, 2001............... 37,115,111
ITEM 5. OTHER INFORMATION - Not Applicable
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K.

(a) EXHIBITS.

AGAINST

5,503,934

AGAINST

491,186

672,644

46,784

3.1 Certificate of Amendment of Restated Certificate

ABSTAI

89,911

ABSTAI

41,797

68,724

56,712

45



Edgar Filing: PUMATECH INC - Form 10-Q
of Incorporation dated December 19, 2000.
(b) REPORTS ON FORM 8-K.

Report on Form 8-K dated December 20, 2000 reporting
change of corporate name from Puma Technology, Inc. to
Pumatech, Inc. and resignation of Tyrone Pike as a
member of Pumatech's Board of Directors.

Report on Form 8-K dated January 29, 2001 reporting
cancellation and Replacement of Options and
resignation of Gary Rieschel as a member of Pumatech's
Board of Directors.
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SIGNATURE

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

PUMATECH, INC.
(Registrant)

Date: March 19, 2001 By: /s/ KELLY J. HICKS
Kelly J. Hicks
Vice President of Operations and
Chief Financial Officer (Principal
Financial and Accounting Officer)
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