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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act: Yeso Nob

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934: Yeso Nob

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo
Indicate by check mark if the disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant s knowledge, in definitive proxy or information

statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o

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

Large accelerated filer o Accelerated filer o Non-accelerated filer p

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nop

As of June 30, 2005, based on the closing sales price of the registrant s Ordinary Shares as quoted by the Nasdaq
Capital Market, 26.3 million Ordinary Shares, having an aggregate market value of approximately $12.1 million, were
held by non-affiliates. For purposes of the above statement only, all directors and executive officers of the registrant
and 5% holders of Ordinary Shares are deemed to be affiliates.
As of March 4, 2006, the registrant had 41,225,846 Ordinary Shares outstanding.
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www.backweb.com; however, the information in, or that can be accessed through, our website is not part of this
Annual Report on Form 10-K.

BackWeb, the BackWeb logo, ProactivePortal, Polite, Polite Agent, Polite Neighborcast, Polite Proxy, and Polite
Upstream are our registered trademarks and Offline Access Server, e-Accelerator, Polite Sync Server, and Foundation
are trademarks of ours that appear in this Annual Report. All other trademarks or trade names appearing elsewhere in
this Annual Report are the property of their respective owners.

The terms BackWeb, Company, we, us, and our asused in this Annual Report refer to BackWeb Technologies I
and its subsidiaries as a combined entity, except where it is made clear that such term means only the parent company.
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Cautionary Statement Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains express or implied forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking
statements are those that predict or describe future events or trends and that do not relate solely to historical matters.
The words believes,  expects, anticipates, intends, forecasts, projects, plans, estimates, anticipates,
expressions may identify forward-looking statements. Readers are cautioned not to place undue reliance on our
forward-looking statements, as they involve many risks and uncertainties. Our actual results may differ materially

from such statements. Factors that may cause or contribute to such differences include those discussed in this Annual
Report under the caption Risk Factors and elsewhere in this Annual Report. Although we believe that the assumptions
underlying our forward-looking statements are reasonable, any of the assumptions could prove inaccurate, and,
therefore, we cannot assure you that the results contemplated in such forward-looking statements will be realized. The
inclusion of such forward-looking information should not be regarded as a representation by us, or any other person,
that the future events, plans or expectations contemplated by us will be achieved. Forward-looking statements reflect
our current views with respect to future events and financial performance or operations and speak only as of the date

of this report. We undertake no obligation to issue any updates or revisions to any forward-looking statements to

reflect any change in our expectations with regard thereto or any change in events, conditions, or circumstances on
which any such statements are based.

PART 1
Item 1. Business
Overview

BackWeb competes in the mobility and mobile applications market and offers a solution allowing users of enterprise
Web applications to synchronize those Web applications to their PCs for use while disconnected from the network.
Our enabling software is designed to integrate with web applications in a loosely-coupled way that requires no
changes in a company s enterprise web architecture and applications. This approach has the potential to bring mobile
functionality to enterprise web applications quickly and with low total cost of ownership. Our products address the
need of mobile users who spend important parts of their work time in situations in which fixed or wireless network
connectivity is not practical. This includes mobile workers engaged in field sales, services, consulting and operational
roles. Many of these people must frequently disconnect from and reconnect to the network but require consistent
access to their important web-based business applications. Examples of such critical business applications include
sales tools, customer relationship management, or CRM, systems, service management systems, service document
repositories, training and e-learning applications, human resources, or HR, applications, service repair guides, expense
report updates, pricing data, time sheets, work orders, and other essential documents and information. Our products
are designed to capitalize on the potential business and return on investment benefits of mobile applications, including
improved productivity of mobile workforces, faster completion of company workflows and increased levels of sales
and customer satisfaction. They are also designed to reduce the cost of distributing information to field personnel and
to minimize the impact and costs on enterprise networks to support mobile users.

The BackWeb Offline Access Server (OAS) integrates with Web applications in any web-based architecture,
including portal frameworks, intranets, and websites, so the applications may be used by users who are frequently
disconnected from the network. Its two-way synchronization capability enables people to access content from, publish
to and conduct transactions on web applications while disconnected, enabling the productive combination of
fully-featured enterprise applications and mobile use cases. This can be less expensive and easier to implement than
the alternative of writing special client-server applications for use by mobile personnel.

Table of Contents 6
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Using HTML-type tags (called Offline Tagging Markup Language, or OTML), our customers can offline-enable their
websites and portals without rewriting code, creating an offline end-user experience that is essentially the same as the
online user experience. The BackWeb Polite Sync Server, formerly known as BackWeb Foundation, uses
network-sensitive background content delivery that can deliver large amounts of data without impacting the
performance of other network applications. This allows organizations to efficiently target and deliver sizeable

1
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digital data to users desktops throughout the extended enterprise. The Polite Sync Server utilizes our patented polite
synchronization technology that is designed to distribute large amounts of data over very good or very low quality
network connections.

BackWeb Technology and Products

We develop, market, and support mobile and offline web synchronization software that enables companies to extend
the reach of their Web applications and content to their mobile community of customers, partners and employees. Our
software enables mobile users to access and transact with a company s critical Web content and applications by
enabling offline users to work with synchronized, thin-client versions of those enterprise Web applications on their
desktop. Mobile users can then use their enterprise Web applications wherever they go and perform transactions when
disconnected from the network.

Our products and technology are designed to provide the benefits of:
Improved mobile user productivity by making it possible for mobile and field employees to use their
applications when and where they are needed, and allowing them to make use of disconnected time that would
otherwise be unproductive due to the lack of access to their applications;
Acceleration of business processes by allowing offline data entry submission for items such as service orders,
expense reports, sales forecasts, time sheets and collaboration sessions, enabling users to productively use

forced down time while traveling;

Increased customer satisfaction by providing our customers field workforce access to important business
information when servicing a customer in the field, enabling them to respond to their customers more quickly

and effectively;

Decreased costs through the reduction of the costs incurred in manually distributing information, and the costs
associated with unnecessary repeat service calls resulting from the inability of users to access service data;

Elimination of costly development projects because BackWeb can enable existing web applications for mobile
use and eliminate the need for projects to develop special mobilized versions of those applications;

Improved Web and portal effectiveness through tracking and reporting offline interactions, to analyze what
content, information, and applications mobile users need most often; and

Leveraging current information technology, or IT, investments and lower total cost of ownership by deploying
in a matter of weeks, and integrating with a customer s existing portal environment to maintain the existing Web
user interface and eliminate the need to rewrite code.

Technology

Our infrastructure software platform is powered by two proprietary core technologies: Polite Synchronization and
OTML Offline Web Integration.

Polite Synchronization

Polite Synchronization enables the transmission of significant volumes of digital data from BackWeb Polite Sync
Servers to BackWeb plug-ins on personal computers through existing networks without interfering with normal

Table of Contents 8
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network applications and traffic. Polite Synchronization enables companies to provide users with rapid
communication of bandwidth-intensive data, regardless of whether they utilize high-speed or low-speed data access
services. Polite Synchronization is designed to improve the efficiency of transmission by reducing the amount of data
to be transmitted through various techniques, including the compression of data, updating only the information which
has changed since the user s previous download and by eliminating the need to re-send an interrupted

2
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transmission by progressively resuming the transmission at the point where it was interrupted. This
bandwidth-sensitive delivery is accomplished through the use of various components, including the following:

Polite Agent monitors the network activity of the plug-in and communicates with BackWeb Polite Sync Servers
only when the connection is idle. It is able to interrupt BackWeb communications when other applications
request use of the user s network connection.

Polite Proxy allows communication between the BackWeb proxy server and BackWeb Polite Sync Servers only
when wide area network, or WAN, bandwidth utilization is below a specified threshold. It achieves this by
monitoring the WAN.

Polite Neighborcast enables the automatic transmission of digital data from one BackWeb plug-in to others on
the same local area network, or LAN, eliminating the need for transmission of the data from the server to each
BackWeb plug-in. The transmission from BackWeb plug-in to BackWeb plug-in on the same LAN enables fast,
efficient and cost-effective transmission of data.

Polite Upstream enables the automatic transmission of digital data from BackWeb plug-ins to the BackWeb
Polite Sync Server when the network connection is idle.

OTML Offline Web Integration

BackWeb has developed a set of HTML tags, referred to as OTML, that extends HTML to support offline browsing.
OTML tags are instructions which tell the BackWeb Content Acquisition Server which parts of the enterprise web
application to crawl and package for synchronization to users PCs. These OTML tags can be applied by script files on
the BackWeb server or embedded within online HTML pages. They control the transformation of the online HTML
pages into pages that a browser, enhanced with the BackWeb plug-in, can display offline. OTML is designed to
preserve the personalization of the website or portal, including layout and data preferences. OTML tags also control
the transformation of HTML data entry forms, allowing end users to perform transactions while offline. Offline
transactions are queued while the user is offline and sent to the server when the user connects to the network. The
server applies the transaction to the online Web environment and reports back to the plug-in the results of the
submission. A Content Acquisition Server, or CAS, is a high performance OTML processor that retrieves content

from the target portal or website and processes content for offline use. The CAS transforms online HTML pages into
their offline equivalent based on OTML tags and can process OTML tags that are applied to the HTML in run time
(known as scripted OTML ) or can process OTML tags that already exist in the HTML (known as embedded OTML ).
The CAS can be clustered to increase scalability and is responsible for content acquisition scheduling through
automated or on-demand synchronization.

Products
BackWeb Offline Access Server
In September 2001, we introduced the BackWeb Offline Access Server (OAS), then known as the BackWeb
ProactivePortal Server, which enables mobile users to access Web applications and content, including portal
environments, when a user is disconnected or poorly connected to a network. The BackWeb OAS is comprised of two
major components: the Web Integration Server and the BackWeb Polite Sync Server.

The Web Integration Server, which is also known as Content Acquisition Server, is a component of the OAS

that is designed for highly scalable Web content acquisition from corporate portal, intranet, and Web
applications. On an ongoing basis, the OAS logs into the portal, intranet or Web application as if it were an
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individual user and retrieves HTML pages using standard HTTP or HTTPS protocols (either secure or
non-secure). Each page links to additional Web pages or documents that are retrieved once the links are
identified. Content transformation and OTML tags parse the HTML pages and create an offline equivalent of
the page that is sent to users. The Content Acquisition Server retrieves additional pages when it identifies links
to additional portal pages, external documents or Web pages. Since the presentation of content sometimes
changes, it is necessary to keep the content transformation correct regardless of visual presentation changes.
Content transformation is accomplished by embedding OTML tags into the portal, intranet, or Web application
page, which tags control the optimized transformation of the pages for offline viewing.

3
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OTML is an extension to HTML and applications other than OAS software, such as the browser, will ignore the
HTML tags. Although portals, for example, include both personalized and non-personalized content, our OAS
acquires content in the context of individual users and creates a single personalized information package for each user.
Because a large portion of the content is shared among many users and because that content may be very large, it is
necessary to consolidate shared information so that it can be retrieved and stored once for all targeted users. The OAS
stores content, including documents and Web pages, in separate information packages that are sent to more than one
user. Once content has been acquired, transformed and consolidated, it is packaged for offline delivery into units
called InfoPaks. Such packaging includes the creation of database records for targeting, delivery tracking, user
interaction reporting and version control of the content, calculating byte-level differences between versions of the
content, which is critical when only a small portion of a document is modified, and optimized storage and
communication with users plug-ins.

The BackWeb Polite Sync Server, which is also available as a separate product as described below, is a highly
scalable content delivery engine for desktops and laptops that enables offline access to Web content via
BackWeb plug-ins. The BackWeb Polite Sync Server is designed to manage the delivery of thousands of
gigabytes of data every day to end users. The server consults the BackWeb OAS database to find out whether
there is new content relevant to the corresponding user. The BackWeb plug-in then begins downloading
InfoPaks incrementally via the Polite Sync Server to enable scalable content delivery. The Polite Sync Server
includes several key features:

Interruptible content delivery activates only when the network connection is idle;

Byte-level differentiation determines which content has been modified based on the content already stored on
the user s computer and ensures the delivery of only the changes rather than the entire content item; and

Polite Neighborcast distributes content over a LAN using the distributed client-based caching system, thereby
reducing the amount of WAN traffic.

BackWeb Polite Sync Server

Our infrastructure software platform, the BackWeb Polite Sync Server, formerly known as BackWeb Foundation, is
based on a set of flexible components that enable an organization to capture information from most data sources,
including websites, file servers, databases, applications and legacy systems, and efficiently and reliably deliver the
information throughout its extended enterprise. The Polite Sync Server automatically distributes that data to BackWeb
plug-ins. The BackWeb Polite Sync Server is highly scalable and designed to support a large number of plug-ins
concurrently. BackWeb Development Tools are used to customize the BackWeb Polite Sync Server solution.
Components of BackWeb Development Tools include: the BackWeb Server Extension API, which is an application
programming interface that allows companies to integrate the BackWeb Polite Sync Server with any digital data
source, enabling automated publishing of content or files from any source to the BackWeb Polite Sync Server; the
BackWeb Automation SDK and Automation Editor, which includes application programming interfaces and a library
of BackWeb supplied programs that perform tasks between the BackWeb Polite Sync Server and external data source;
our BackWeb Authoring Language Interface, or BALI, Editor that is used by companies to create and modify Flash
Alerts; and our BackWeb plug-in, our software program operating on personal computers or workstations, which
operates in the background and communicates with designated BackWeb Polite Sync Servers during the idle time of a
user s network connection, enabling the user to receive data transparently and without disruption while using other
applications.

Customers
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We sell our products to customers from a variety of industries. Our customers include industry leaders, such as BAE
Systems, Boehringer Ingelheim, Bristol Myers Squibb, British Telecommunications PLC, Centocor, Inc., Eastman
Kodak Company, General Electric Medical Systems, Guidant Corporation, Hewlett-Packard Company, International
Business Machines Corporation, or IBM, Johnson & Johnson, KLLA Tencor Corporation, Lam Research Corp.,
Logitech International S.A., Nalco Chemical Company, Ortho Biotech, Inc., Pfizer Inc., and Siemens AG, as well as
the United States Social Security Administration.
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For a discussion of customer transactions by geography, please refer to Note 13 of the Notes to Consolidated Financial
Statements appearing elsewhere in this Annual Report.

Sales and Marketing
Sales

We currently market our software and services primarily through a direct sales organization complemented by indirect
sales channels and channel partners. Our direct sales force is located in the United States and Europe. Our sales force
consists of direct sales representatives and field application engineers. During 2005, most of our revenue was
attributable to the efforts of this direct sales force and, although we expect to generate increased sales from indirect
channels in the future, we expect direct sales to continue to account for the majority of our revenue for the foreseeable
future.

In an effort to accelerate the acceptance of our products, we have developed cooperative alliances and entered into
reseller and remarketing agreements with leading enterprise software vendors, original equipment manufacturers, or
OEMs, and system integrators, including Oracle Corporation and SAP AG. We believe these alliances have the
potential to provide additional marketing and sales channels for our products, help enable us to raise awareness of
BackWeb among enterprise customers and facilitate broad market acceptance for our products. These partnerships
accounted for a material part of our 2005 license revenue and the partner-assisted percentage of our sales could grow
as these partnerships continue to be productive. We typically have very little backlog and, accordingly, generate
substantially all of our revenue for a given quarter in that quarter.

Marketing

In 2005, our marketing efforts were focused on web-based business applications that are typically used by audiences
whose work day necessarily includes frequent disconnecting from the network. Our most productive sales efforts are
those centered on business users and key business applications where BackWeb s software is viewed as an extension of
the application. We are less productive in sales efforts centered on IT infrastructure. We work to identify customer and
application market segments that will have a recurring need for our capabilities. We work closely with our partners to
leverage their sales and marketing efforts and installed base. We also educate industry analysts, application software
vendors and system integrators, and enterprise customers about our technology and its competitive advantages.

Our marketing strategy is designed to identify in enterprises the web applications used by mobile employees for
important business processes and to position BackWeb as the fastest and most cost-effective way to mobilize the web
application. We believe the trend to web-enable enterprise applications, now more than seven years old, is beginning
to result in an increasing number of mature, valuable web applications. Furthermore, we believe enterprises are
focused on top-line revenue growth and are investing in cost-effective ways to make their revenue producing
employees more productive. Our marketing efforts are directed at creating market awareness and generating leads for
our OAS technology. Marketing activities include: inside sales, Web seminars, online advertising and opportunity
generation prospecting activities. In addition, our public relations programs are designed to build market awareness by
establishing and maintaining relationships with key trade press, business press, and industry analysts.

Customer Service and Support
We have a comprehensive service and support organization designed to ensure that customers receive high quality
service. Our services are primarily comprised of maintenance, consulting, and training. Our technical support group

provides post-sales support through renewable annual maintenance contracts. Our support contracts provide for
technical and emergency support as well as software upgrades, on an if and when available basis. When our technical
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support organization is unable to solve a problem, our engineers and product developers work with the support
personnel to resolve the problem. We believe that a strong customer support organization is crucial to both the initial
marketing of our products and maintaining customer satisfaction, which in turn can enhance our reputation and
generate repeat orders. In addition, we believe that the customer interaction and feedback involved in
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our ongoing support functions provide us with information on market trends and customer requirements that is critical
to future product development efforts.

Our professional services organization provides consulting, training, and on-site implementation services, offering our
customers the expertise, knowledge, and practices to help implement successfully an enterprise-wide IT strategy. We
expect to expand our range of services, both directly and through third-party relationships, in order to meet the
growing needs of our customers.

Research and Development

Since our inception in 1995, we have made substantial investments in research and product development. We believe
that strong product development capabilities are essential to enhancing our core technology, developing additional
applications, and maintaining the competitiveness of our product and service offerings. We have invested significant
time and resources in creating a structured process for undertaking all product development projects.

Our research and development group is located in Rosh Ha ayin, Israel. We believe that performing research and
development in Israel offers a number of strategic advantages because Israel offers a pool of highly qualified
technology engineers, as well as a lower cost structure than the U.S. Operating in Israel has also allowed us to enjoy
tax incentives from the government of Israel. Our Israeli engineers typically hold advanced degrees in
computer-related disciplines. We have complemented these individuals by hiring senior management with
backgrounds in the commercial software development industries. Our research and development expenses were

$2.2 million, $3.3 million, and $4.5 million for the years ended December 31, 2005, 2004, and 2003, respectively. To
date, all research and development costs have been expensed as incurred.

Competition

We compete in markets that are new, intensely competitive, highly fragmented and rapidly changing. We have
experienced, and expect to continue to experience, intense competition from current and potential competitors. Many
of our competitors have greater name recognition, longer operating histories, larger customer bases and significantly
greater financial, technical, marketing, public relations, sales, distribution and other resources. In addition, some of
our potential competitors are among the largest and most well capitalized software companies in the world. We expect
to face competition from these and other competitors, including:

small companies attempting to address the needs of mobile or disconnected Web users such as iOra;

large enterprise software companies attempting to address the needs of mobile or disconnected Web users that
have announced or may have plans to develop mobile technology, such as IBM, Microsoft, and SAP;

mobile middleware vendors such as Everypath and Sybase iAnywhere; and

wireless data networking solutions such as wireless fidelity, or WiFi, and cellular data services such as Sprint
EVDO.

Additional competition could come from operating system vendors, online service providers, plug-in or server
applications and tools vendors, multimedia companies, document management companies and network management
vendors. If any of our competitors were to become the industry standard or were to enter into or expand relationships
with significantly larger companies through mergers, acquisitions or otherwise, our business and operating results
could be seriously harmed. In addition, potential competitors may bundle their products or incorporate functionality
into existing products in a manner that discourages users from purchasing our products.
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Many of our existing and potential customers evaluate on an ongoing basis whether to develop their own software or
purchase it from outside suppliers. In addition, our partners have significant research and development capabilities and
are continually evaluating the efficacy of internal software development. As a result, we must, on an ongoing basis,
educate existing and potential customers on the advantages of our software over our competitors products and
capabilities enterprises could develop internally. However, we cannot assure you that our potential customers or
partners will not internally develop products similar to our own.

6
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Our existing and potential customers often have a predetermined budget for which we compete. We currently compete
primarily on the basis of the following factors: functionality; product features and effectiveness; ease of installation
and use; and total cost of ownership. We believe that we currently compete favorably with respect to each of these
factors. However, the market for our products is still rapidly evolving, and we may not be able to compete
successfully against present or future competitors, which could harm our operating results.

Emerging wireless technologies, such as WiFi and cellular data networks, may pose a competitive challenge as an
alternative to BackWeb s capabilities or they may be a source of growth to BackWeb as they raise awareness of the
benefits of mobility and potentially highlight increased needs for solutions like BackWeb. While we believe that many
customer mobile business needs will not be met by wireless networking for the foreseeable future, the reality and
promise of wireless connectivity will make it necessary for BackWeb to target and educate its prospects intelligently.

We expect that competition will increase in the near term and increased competition could result in price reductions,
fewer customer orders, reduced gross margin and loss of market share, any of which could cause our business to
suffer.

Intellectual Property and Proprietary Rights

Our success and ability to compete are dependent on our ability to develop, maintain and protect the proprietary
aspects of our technology. We rely on a combination of patent, trademark, trade secret and copyright laws and
contractual restrictions to protect the proprietary aspects of our technology.

We have been issued several U.S. patents with respect to certain aspects of our products. In addition, we have filed
other U.S. and foreign patent applications on various elements of our products. Our policy is to apply for patents or for
other appropriate statutory protection when we develop valuable new or improved technology. The status of any
patent involves complex legal and factual questions, and the breadth of claims that may be allowed is uncertain.
Accordingly, we cannot assure you that any patent application filed by us will result in a patent being issued, or that
our patents, and any patents that may be issued in the future, will afford adequate protection against competitors with
similar technology, nor can we assure you that patents issued to us will not be infringed or designed around by others.

We have been issued registered trademarks in the U.S. covering certain goods or services for BackWeb, the BackWeb

logo design, Polite, Polite Agent, Polite Neighborcast, Polite Proxy, Polite Upstream, and ProactivePortal.

the trademark BackWeb is registered in Australia, the European Community, and Japan.

We seek to protect our source code for our software, documentation and other written materials under trade secret and
copyright law. We license our software to our customers under signed license agreements and under electronic
(shrink-wrap) agreements that restrict the customer s use of our software to its own business operations and prohibit
disclosure to third parties. The enforceability of shrink-wrap licenses is unproven in certain jurisdictions. Finally, we
seek to avoid disclosure of our intellectual property by requiring employees and consultants with access to our
proprietary information to execute confidentiality and assignment of invention agreements with us and by restricting
access to our source code. However, we have not signed confidentiality agreements in every case.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy or otherwise obtain and
use our products or technology. Policing unauthorized use of our products is difficult, and the steps we have taken
might not prevent misappropriation of our technology, particularly in foreign countries where the laws may not protect
our proprietary rights as fully as do the laws of the U.S.

Thus, while we rely on patent, copyright, trade secret and trademark law to protect our technology, we believe that
factors such as the technological and creative skills of our personnel, new product developments, frequent product
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enhancements and reliable product maintenance are more essential to establishing and maintaining a technology
leadership position. Others may develop technologies that are similar or superior to our technology.
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Our products and services operate in part by making copies of material available on the Internet and other networks
and making this material available to end-users from a central location. This creates the potential for claims to be
made against us, either directly or through contractual indemnification provisions with customers, including
defamation, negligence, copyright or trademark infringement, personal injury, invasion of privacy or other legal
theories based on the nature, content or copying of such materials. In the past, these claims have been brought, and
sometimes successfully pressed against, companies such as online service providers. It is also possible that if any such
information, or information that is copied and stored by customers that have deployed our products, contains errors,
third parties could make claims against us for losses incurred in reliance on such information. Although we carry
general liability and directors and officers insurance, our insurance may not cover potential claims of this type or may
not be adequate to indemnify us for all liability that may be imposed.

Substantial litigation regarding intellectual property rights exists in the software industry. We expect that software
products may be increasingly subject to third-party infringement claims as the number of competitors in our industry
segments grows and the functionality of products in different industry segments overlaps. We believe that many of our
competitors have filed or intend to file patent applications covering aspects of their technology that they may claim
our technology infringes. Third parties may claim infringement by us with respect to our products and technology.
Any such claims, with or without merit, could:

be time-consuming to defend;

result in costly litigation;

divert management s attention and resources;

cause product shipment delays; or

require us to enter into royalty or licensing agreements.

Royalty or licensing agreements, if required, may not be available on acceptable terms, if at all. A successful claim of
product infringement against us and our failure or inability to license the infringed or similar technology could harm
our business.

Employees

As of December 31, 2005, we had a total of 46 employees, of whom 17 were engaged in research and development,
10 in sales, marketing and business development, 13 in professional services and technical support, and 6 in finance,
administration, and operations. Our future performance depends in part upon the continued service of our key
technical, sales and senior management personnel, none of whom is bound by an employment agreement requiring
service for any defined period of time. The loss of the services of one or more of our key employees could have a
material adverse effect on our business, financial condition and results of operations. Our future success also depends
on our continuing ability to attract, train and retain highly qualified technical, sales and managerial personnel.
Competition for such personnel is intense, and we may not be able to 