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Registrant's Common Stock as reported on the Nasdag National Market on
October 17, 2002.

(2) This Registration Statement also shall cover any additional shares of common
stock that become issuable in connection with the shares by reason of any
stock dividend, stock split, recapitalization or other similar transaction
effected without the receipt of consideration that results in an increase in
the number of outstanding shares of the Registrant's common stock.

(3) Previously paid.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL HEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8 (a) OF
THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATE AS THE COMMISSION, ACTING PURSUANT TO SAID SECTION 8 (a),
MAY DETERMINE.

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY
NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER
TO SELL THESE SECURITIES AND IT IS NOT SOLICITING AN OFFER TO BUY THESE
SECURITIES IN ANY STATE WHERE THE OFFER OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION, DATED DECEMBER 6, 2002

[PROSPECTUS GRAPHIC]
[SCANSOFT LOGO]

7,034,406 SHARES
COMMON STOCK

We are selling 1,000,000 shares of common stock, and Lernout & Hauspie Speech
Products N.V., and L&H Holdings USA, Inc. (the selling stockholders), are
selling an additional 6,034,406 shares in this firm-commitment underwritten
offering. We will not receive any of the proceeds from the sale of the shares
sold by the selling stockholders. We have granted the underwriters a 30-day
option to purchase up to an additional 1,050,000 shares from us to cover
over—allotments, if any.

We are also filing, contemporaneously with the registration statement containing
this prospectus, a separate registration statement (file no. 333-100648)
pertaining to the registration on behalf of certain of our stockholders of an
additional 9,000,000 shares of our common stock. Each of these stockholders has
agreed not to offer, sell or otherwise dispose of any of these shares for a
period of 90 days after the date of this prospectus. We will not receive any
proceeds from the sale, if any, of the 9,000,000 shares registered under that
separate registration statement.
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Our common stock is quoted on the Nasdag National Market under the symbol
"SSFT." On December 3, 2002, the last reported sale price of our common stock
was $6.96 per share.

INVESTING IN OUR COMMON STOCK INVOLVES RISKS. SEE "RISK FACTORS" BEGINNING ON
PAGE 5.

PER SHARE TOTAL
Public offering price $ $
Underwriting discount $ $
Proceeds, before expenses, to us $ $
Proceeds, before expenses, to the selling stockholder S S

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

THOMAS WEISEL PARTNERS LLC
ADAMS, HARKNESS & HILL, INC.

INVESTEC INC.

The date of this prospectus is December , 2002.
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PROSPECTUS SUMMARY

You should read the following summary together with the more detailed
information concerning our company, the common stock being sold in this offering
and our financial statements appearing in this prospectus. Because this is only
a summary, you should read the rest of this prospectus before you invest in our
common stock. Read this entire prospectus carefully, especially the risks
described under "Risk Factors."

SCANSOF'T

We are a leading provider of software that allows users to incorporate
documents, images and speech into digital applications. Our products and
technologies automate manual processes and help enterprises, professionals and
consumers increase productivity, reduce costs and save time. Our products are
built upon digital capture and speech technologies, and are sold as solutions
into the financial, legal, healthcare, government, telecommunications and
automotive industries. Our digital capture technologies transform text and
images into digital form. Our speech technologies transform speech into text and
text into speech and permit voice control of applications. We focus on markets
where we can exercise market leadership, where significant barriers to entry
exist and where we possess competitive advantages, because of the strength of
our technologies, products, sales and distribution channels and business
processes.

Our software is delivered as independent applications or as part of larger
integrated systems, such as systems for digital copiers on a network or customer
service call centers. Our digital capture solutions eliminate the need to
manually reproduce documents, automate the integration of documents into
business systems, and enable the use of electronic documents and forms within
XML, Internet, mobile and other business applications. Our speech solutions
automatically create documents from speech, transform text into synthesized
speech, and enable seamless interaction with hardware and software systems
simply by speaking. Our products and technologies deliver a measurable return on
investment to our customers.

Our extensive technology assets, intellectual property and industry
expertise in digital capture and speech create high barriers to entry in markets
where we compete. Our technologies are based on complex mathematical formulas,
which require large amounts of linguistic and image data, acoustic models and
recognition techniques. A significant investment in capital and time would be
necessary to replicate our current capabilities, and we continue to build upon
our leadership position. Our digital capture technology is recognized as the
most accurate in the industry, with rates as high as 99.8%, and supports more
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than 100 languages. Our speech technology has industry-leading recognition
accuracy, provides natural sounding synthesized speech in 19 languages, and
supports a broad range of hardware platforms and operating systems. Our
technologies are covered by more than 300 patents or patent applications.

We have established relationships with more than 2,000 resellers, including
leading system vendors, independent software vendors, value-added resellers and
distributors, through which we market and distribute our products and solutions.
In digital capture, companies such as Brother, Canon, Hewlett-Packard, Lexmark,
Visioneer and Xerox include our technology in digital copiers, printers and
scanners, as well as multifunction devices that combine these capabilities. In
addition, companies such as Corel, Kofax, Lockheed Martin, Microsoft and
Symantec embed our digital capture technology into their commercial software
applications. In speech, companies such as Cisco, Dictaphone, IBM, Lucent,
Matsushita, Nortel, Philips and Sony embed our technologies into
telecommunications systems, as well as automotive, PC or multimedia
applications. We also maintain an extensive network of value-added resellers to
address the needs of specific markets, such as financial, legal, healthcare and
government. We sell our applications to enterprises, professionals and consumers
through major independent distributors that deliver our products to computer
superstores, consumer electronic stores, mail order houses, office superstores
and eCommerce Web sites.

We sustained recurring losses from operations in each reporting period
through the first quarter of 2002 and we had an accumulated deficit of $151.4
million at September 30, 2002. We reported net income of $1.9 million and $2.8
million in the three months ended June 30, 2002 and September 30, 2002,
respectively, and $1.9 million for the nine months ended September 30, 2002.

RECENT DEVELOPMENTS

On October 7, 2002, we signed a definitive agreement with Royal Philips
Electronics to acquire its Speech Processing Telephony and Voice Control
business units, and related intellectual property. Under the agreement, we will
pay $3.0 million in cash, issue a $4.9 million note due December 31, 2003 and
bearing 5.0% interest per annum and issue a $27.5 million three-year,
zero—interest debenture, convertible at any time into shares of our common stock
at $6.00 per share. We expect to close the transaction in the first quarter of
2003.

On October 31, 2002, we entered into a loan and security agreement with
Silicon Valley Bank for a revolving loan in a principal amount not to exceed $10
million, collateralized by substantially all of our personal property, but not
our intellectual property. At the date of this prospectus, no amounts have been
drawn under the terms of this agreement.

ScanSoft, Inc. was incorporated as Visioneer, Inc. in March 1992 and
through December 1998, developed and sold scanner hardware and software
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products. On January 6, 1999, Visioneer sold the hardware business and the
Visioneer brand name to Primax Electronics, Ltd., and on March 2, 1999,
Visioneer acquired ScanSoft, in a cash election merger, from Xerox Corporation.
The corporate entity "Visioneer" survived the merger, but changed its name to
"ScanSoft, Inc." In addition, Visioneer changed the ticker symbol for its common
stock that trades on the Nasdag National Market, to "SSFT."

We maintain executive offices and principal facilities at 9 Centennial
Drive, Peabody, MA 01960. Our telephone number is (978) 977-2000. We maintain a
web site at www.ScanSoft.com.

THE OFFERING

Common stock offered by us.............. 1,000,000 shares

Common stock offered by the selling
stockholders. ...ttt ittt et ieeennn 6,034,406 shares

Over-allotment option offered by us..... 1,050,000 shares

Common stock to be outstanding after
this offering.......ciiiii ... 64,250,782 shares

Use of proceeds. .. v vt i it tennenennnn We do not have specific plans for
the use of the net proceeds to us
from this offering. We may use some
or all of the net proceeds to repay
$3.5 million plus accrued interest
of outstanding debt and to pay
amounts in connection with our
pending acquisition of certain
business units and related
intellectual property from Philips
or future acquisitions. We may also
use some of these funds for working
capital and capital expenditures.
We will not receive any proceeds
from the sale of common stock
offered by the selling stockholder.

Nasdag National Market symbol........... SSEFT

The foregoing information is based on 63,250,782 shares outstanding as of
November 15, 2002. This information does not include:

- 3,562,238 shares of Series B Preferred Stock that are convertible into
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common stock on a one-to-one basis;

- 525,732 shares of common stock issuable upon exercise of outstanding
warrants at an exercise price of $0.61 per share;

- 15,171,324 shares of common stock issuable as of November 15, 2002 upon
exercise of outstanding stock options granted under our equity
compensation plans at a weighted average exercise price of $3.1915 per
share; and

- 2,878,775 shares of common stock reserved for future issuance as of
November 15, 2002 under our equity compensation plans.

Except as otherwise indicated, the information in this prospectus assumes
no exercise of the underwriters' over-allotment option.

The selling stockholders are Lernout & Hauspie Speech Products N.V., and
L&H Holdings USA, Inc. Of the 6,034,406 shares being offered by the selling
stockholders under this prospectus, 4,040,400 are held of record by Lernout &
Hauspie and 1,994,006 are held of record by L&H Holdings. We issued the shares
of common stock being sold by the selling stockholders in this offering in
connection with our purchase of substantially all of the speech and language
operations of the selling stockholders.

SUMMARY CONSOLIDATED FINANCIAL DATA

The following table presents summary financial data for the five most
recent years, and the first nine months of the current year, comparative to the
same period in the prior year, which are derived from our consolidated financial
statements. Since the information in this table is only a summary and does not
provide all of the information contained in our financial statements, including
related notes, you should read "Management's Discussion and Analysis of
Financial Condition and Results of Operations," and our consolidated financial
statements, including related notes, contained elsewhere in this prospectus.

YEAR ENDED DECEMBER 31,

(IN THOUSANDS, EXCEPT PER SHARE D

CONSOLIDATED STATEMENT OF OPERATIONS DATA:

TotaAl TEVENUE. ¢ v vttt ittt et e e neeeeseeeennnnans $ 57,623 $79,070 $31,629 $ 49,055 $ 63,855
Income (loss) from operations................ (24,320) (3,858) (3,613) (52,497) (16,931
Income (loss) before income taxes............ (23,380) (3,805) (2,598) (52,779) (17,194
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Net income (lOSS) .t iiiiiiiineenneennennns $(23,380) $(3,805) $(2,748) $(53,251) $(l6,877
Net income (loss) per share:
Basic and diluted.........oiiiiiiiiiiinina.n $ (1.20) $ (0.19) $ (0.11) $ (1.26) $ (0.34
Weighted average shares outstanding:

2= T 1 19,450 19,728 25,630 42,107 49,693

Diluted. vttt e e e e e e 19,450 19,728 25,630 42,107 49,693

AS OF DECEMBER 31,
————————————————————————————————————————————————— SE
1997 1998 1999 2000 2001
(IN THOUSANDS)

CONSOLIDATED BALANCE SHEET DATA:
Cash, cash equivalents and short-term

InvesStment S . o v ittt ittt e e e e e e $14,452 $ 8,123 $ 5,224 S 2,633 $ 14,324
Working capital (deficit)................ 8,389 6,569 7,031 (6,484) 9,318
Total assets. ..ttt it 33,550 28,445 29,982 109,480 142,070
Long-term liabilities.................... 125 91 —— 2,172 6,370
Total stockholders' equity............... 10,930 7,582 21,924 87,461 114,534

RISK FACTORS

You should carefully consider the risks described below before making a
decision to invest in our common stock. The risks described below are not the
only ones facing us. Additional risks not presently known to us or that we
currently deem immaterial may also impair our business operations and financial
situation. Our business, financial condition and results of operations could be
seriously harmed by any of these risks. The trading price of our common stock
could decline due to any of these risks, and you may lose all or part of your
investment. This prospectus contains forward-looking statements that involve
risks and uncertainties. Our actual results could differ materially from those
anticipated in these forward-looking statements as a result of certain factors,
including the risks described below and elsewhere in this prospectus.

RISKS RELATING TO OUR BUSINESS
OUR QUARTERLY OPERATING RESULTS ARE SUBJECT TO FLUCTUATIONS AND SEASONALITY.

WE FAIL TO MEET THE EXPECTATIONS OF SECURITIES ANALYSTS OR INVESTORS,
PRICE MAY DECREASE SIGNIFICANTLY.

IF
OUR SHARE

Our revenue and operating results have fluctuated in the past and may not
meet the expectations of securities analysts or investors in the future. If this
occurs, the price of our stock would likely decline. Factors that may cause
fluctuations in our operating results include the following:

- slowing sales by our distribution and fulfillment partners to their
customers, which may place pressure on these partners to reduce purchases
of our products;
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- volume, timing and fulfillment of customer orders;

— customers delaying their purchase decisions in anticipation of new
versions of products;

- introduction of new products by us or our competitors;
- seasonality;

- reduction in the prices of our products in response to competition or
market conditions;

- returns and allowance charges in excess of recorded amounts;
— timing of significant marketing and sales promotions;

— increased expenditures incurred pursuing new product or market
opportunities;

— inability to adjust our operating expenses to compensate for shortfalls
in revenue against forecast;

- demand for products; and
— general economic trends as they affect retail and corporate sales.

Due to the foregoing factors, among others, our revenue and operating
results are difficult to forecast. Our expense levels are based in significant
part on our expectations of future revenue. Therefore, our failure to meet
revenue expectations would seriously harm our business, operating results,
financial condition and cash flows. Further, an unanticipated decline in revenue
for a particular quarter may disproportionately affect our profitability because
a relatively small amount of our expenses are intended to vary with our revenue
in the short term.

WE HAVE A HISTORY OF LOSSES. WE MAY INCUR LOSSES IN THE FUTURE.

We sustained recurring losses from operations in each reporting period
through the first quarter of 2002 and we had an accumulated deficit of $151.4
million at September 30, 2002. We reported net income of approximately $1.9
million and $2.8 million in the quarters ended June 30, 2002 and September 30,
2002, respectively, and approximately $1.9 million for the nine months ended
September 30, 2002. If we do not maintain profitability, the market price for
our stock may decline, perhaps substantially.

OUR BUSINESS COULD BE HARMED IF WE DO NOT SUCCESSFULLY MANAGE THE INTEGRATION OF
THE BUSINESSES THAT WE ACQUIRE, INCLUDING OUR EXPECTED PURCHASE OF THE SPEECH
PROCESSING TELEPHONY AND VOICE CONTROL BUSINESS UNITS FROM PHILIPS.

As part of our business strategy, we have in the past and expect to
continue to acquire other businesses and technologies. Our recent acquisition of
the speech and language technology operations of Lernout & Hauspie Speech
Products N.V. and certain of its affiliates, including L&H Holdings USA, Inc.
(collectively, L&H) required substantial integration and management efforts. Our
expected purchase of the Speech Processing Telephony and Voice Control business
units from Philips, if and when completed, will pose similar challenges.

10
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Acquisitions involve a number of risks, including:

- difficulty in transitioning and integrating the operations and personnel
of the acquired businesses;

- potential disruption of our ongoing business and distraction of
management;

— difficulty in incorporating acquired technology and rights into our
products and technology;

- unanticipated expenses and delays in completing acquired development
projects and technology integration;

- management of geographically remote units both in the United States and
internationally;

- impairment of relationships with partners and customers;

— entering markets or types of businesses in which we have limited
experience; and

- potential loss of key employees of the acquired company.

As a result of these and other risks, we may not realize anticipated
benefits from our acquisitions. Any failure to achieve these benefits or failure
to successfully integrate acquired businesses and technologies could seriously
harm our business.

A LARGE PART OF OUR REVENUE IS DEPENDENT ON CONTINUED DEMAND FOR OUR PRODUCTS
FROM OEM PARTNERS. A SIGNIFICANT REDUCTION IN OEM REVENUE WOULD SERIOUSLY HARM
OUR BUSINESS, RESULTS OF OPERATIONS, FINANCIAL CONDITION AND STOCK PRICE.

Many of our technologies are licensed to partners that incorporate our
technologies into solutions that they sell to their customers. The commercial
success of these licensed products depends to a substantial degree on the
efforts of these licensees in developing and marketing products incorporating
our technologies. The integration of our technologies into their products takes
significant time, effort and investment, and products incorporating our
technologies may never be successfully implemented or marketed by our licensees.

OEM revenue represented 30% and 34% of our consolidated revenue for the
year ended December 31, 2001 and for the nine months ended September 30, 2002,
respectively. One of our partners, Xerox Corporation, accounted for 11% and 5%
of our consolidated revenue during the year ended December 31, 2001 and the nine
months ended September 30, 2002, respectively. Our partners are not required to
continue to bundle or embed our software, and they may choose the software
products of our competitors in addition to, or in place of, our products. A
significant reduction in OEM revenue would seriously harm our business, results
of operations, financial condition and our stock price.

Royalty revenues derived from sales to certain OEM partners are based on
estimates of deployments of the licenses by the customers in the most recent
reporting period. While we have not experienced material differences between our

11
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OEM estimates and actual deployments of licenses in the past, if actual licenses
differ significantly from our estimates, such differences could have a material
impact on our results of operations for the period in which the actual licenses
deployed become known.

SPEECH TECHNOLOGIES MAY NOT ACHIEVE WIDESPREAD ACCEPTANCE BY BUSINESSES, WHICH
COULD LIMIT OUR ABILITY TO GROW OUR SPEECH BUSINESS.

The market for speech technologies is relatively new and rapidly evolving.
Our ability to increase revenue in the future depends in large measure on
acceptance by both our customers and the end users of speech technologies in
general and our products in particular. The continued development of the market
for our current and future speech solutions will also depend on the following
factors:

- widespread deployment and acceptance of speech technologies;
— consumer demand for speech-enabled applications;

— development by third-party vendors of applications using speech
technologies; and

— continuous improvement in speech technology.

Sales of our speech products would be harmed if the market for speech
software does not continue to develop or develops more slowly than we expect,
and, consequently, our business could be harmed.

WE HAVE GROWN, AND MAY CONTINUE TO GROW, THROUGH ACQUISITIONS, WHICH MAY RESULT
IN SIGNIFICANT INTANGIBLE ASSETS, DILUTION OF OUR EXISTING STOCKHOLDERS, USE OF
CASH AND OTHER RISKS.

We have made several significant acquisitions over the last two years, have
recently announced the purchase of certain businesses and intellectual property
from Philips and may acquire additional complementary assets, technologies or
businesses in the future. Our past acquisitions have given rise to, and future
acquisitions may result in, substantial levels of intangible assets that will be
amortized or subject to impairment analyses in future years, and our future
results will be adversely affected if we do not achieve benefits from these
acquisitions commensurate with amortization and potential impairment charges.
For example, our acquisition of Caere Corporation included a substantial
write-off of acquired in-process research and development costs, and this also
may occur as a result of other acquisitions.

In connection with the Caere and the L&H acquisitions, we issued 19.0
million and 7.4 million shares of our common stock, respectively. We may
continue to issue equity securities for future acquisitions and working capital
purposes that could dilute our existing stockholders. In connection with the L&H
acquisition, we issued a promissory note for $3.5 million. Under the terms of
the Philips acquisition, we will pay Philips $3.0 million in cash, issue a $4.9
million note due December 31, 2003 bearing 5.0% interest per annum and issue a
$27.5 million three-year zero-interest debenture, convertible at any time into
shares of our common stock at $6.00 per share. Future acquisitions may also
require us to expend significant funds or incur debt. If we expend funds or
incur additional debt, our ability to obtain financing for working capital or
other purposes could decrease.

12
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SALES OF OUR DOCUMENT AND PDEF CONVERSION PRODUCTS AND OUR DIGITAL PAPER
MANAGEMENT PRODUCTS REPRESENTED 81% OF OUR REVENUE FOR THE YEAR ENDED DECEMBER
31, 2001 AND 49% FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2002. ANY REDUCTION IN
REVENUE FROM THESE PRODUCT AREAS COULD SERIOUSLY HARM OUR BUSINESS.

Historically, a substantial portion of our revenue has been generated by a
few product areas. For the year ended December 31, 2001, our document and PDF
conversion products represented approximately 65% of our revenue, and our
digital paper management products represented approximately 16% of our revenue.
For the nine months ended September 30, 2002, our document and PDF conversion
products represented 38% of our revenue and our digital paper management
products represented 11% of our revenue. Although the relative share of our
revenue derived from these products decreased during 2002 due to the inclusion
of sales of our speech products after the L&H acquisition, a reduction in the
revenue contribution from these product areas could seriously harm our business,
results of operations, financial condition, cash flows and stock price.

THE PROTECTION OF OUR PROPRIETARY TECHNOLOGY AND INTELLECTUAL PROPERTY IS KEY TO
OUR SUCCESS.

We rely heavily on our proprietary technology, trade secrets and other
intellectual property. Unauthorized parties may attempt to copy aspects of our
products or to obtain and use information that we regard as proprietary.
Policing unauthorized use of our products is difficult and we may not be able to
protect our technology from unauthorized use. Additionally, our competitors may
independently develop technologies that are substantially the same or superior
to ours. In addition, the laws of some foreign countries do not protect our
proprietary rights to the same extent as the laws of the United States. Although
the source code for our proprietary software is protected both as a trade secret
and as a copyrighted work, litigation may be necessary 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. Litigation, regardless of the outcome, can
be very expensive and can divert management efforts.

THIRD PARTIES HAVE CLAIMED AND MAY CLAIM IN THE FUTURE THAT WE ARE INFRINGING
THEIR INTELLECTUAL PROPERTY. WE COULD BE EXPOSED TO SIGNIFICANT LITIGATION OR
LICENSING EXPENSES OR BE PREVENTED FROM SELLING OUR PRODUCTS IF SUCH CLAIMS ARE
SUCCESSFUL.

Like other technology companies, from time to time, we are subject to
claims that we or our customers may be infringing or contributing to the
infringement of the intellectual property rights of others. We may be unaware of
intellectual property rights of others that may cover some of our technologies
and products. If it appears necessary or desirable, we may seek licenses for
these intellectual property rights. However, we may not be able to obtain
licenses from any or all claimants, the terms of any offered licenses may not be
acceptable to us, and we may not be able to resolve disputes without litigation.
Any litigation regarding intellectual property could be costly and time
consuming and could divert the attention of our management and key personnel
from our business operations. In the event of a claim of intellectual property
infringement, we may be required to enter into costly royalty or license
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agreements. Third parties claiming intellectual property infringement may be
able to obtain injunctive or other equitable relief that could effectively block
our ability to develop and sell our products.

On November 27, 2002, AllVoice Computing plc filed an action against
ScanSoft in the United States District Court for the Southern District of Texas
claiming patent infringement. In the lawsuit, AllVoice alleges that ScanSoft
infringes United States Patent No. 5,799,273 entitled "Automated Proofreading
Using Interface Linking Recognized Words to Their Audio Data While Text Is Being
Changed" ("the '273 Patent"). The '273 Patent generally discloses techniques for
manipulating audio data associated with text generated by a speech recognition
engine. Although ScanSoft has several products in the speech recognition
technology field, ScanSoft believes that these products do not infringe the '273
Patent because they do not use the claimed techniques. We believe this claim has
no merit, and we intend to defend the action vigorously.

In December 2001, we were sued for patent infringement initiated by the
Massachusetts Institute of Technology and Electronics For Imaging, Inc. We were
one of more than 200 defendants named in this suit. Damages are sought in an
unspecified amount. We filed an Answer and Counterclaim on July 1, 2002. We
cannot predict the outcome of the claim, nor can we make any estimate of the
amount of damages, if any, for which we will be held responsible in the event of
a negative conclusion of the claim. We believe this claim has no merit, and we
intend to defend the action vigorously.

On August 16, 2001, we were sued by Horst Froessl for patent infringement.
Damages are sought in an unspecified amount. We filed an Answer and Counterclaim
on September 19, 2001. We believe this claim has no merit, and we intend to
defend the action vigorously.

We believe that the final outcome of the current litigation matters
described above will not have a significant adverse effect on our financial
position and results of operations and we believe that we will not be required
to expend a significant amount of resources defending such claims. However,
should we not prevail in these litigation matters or if we are required to
expend a significant amount of resources defending such claims, our operating
results, financial position and cash flows could be adversely impacted.

If any third parties are successful in intellectual property infringement claims
against us, we may be subject to significant damages and our operating results
and financial position could be harmed.

THE MARKETS IN WHICH WE OPERATE ARE HIGHLY COMPETITIVE AND RAPIDLY CHANGING. WE
MAY BE UNABLE TO COMPETE SUCCESSFULLY AGAINST NEW ENTRANTS AND ESTABLISHED
COMPANIES WITH GREATER RESOURCES.

There are a number of companies that develop or may develop products that
compete in our targeted markets; however, there is no one company that competes
with us in all of our product areas. The individual markets in which we compete
are highly competitive, and are rapidly changing. Within digital capture, we
compete directly with ABBYY, I.R.I.S. and NewSoft. Within speech, we compete
with AT&T, IBM, Nuance Communications, Philips Electronics and SpeechWorks
International. Vendors such as Adobe and Microsoft offer solutions that can be
considered alternatives to some of our solutions. In addition, a number of
smaller companies produce technologies or products that are in some markets
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competitive with our solutions. Current and potential competitors have
established, or may establish, cooperative relationships among themselves or
with third parties to increase the ability of their technologies to address the
needs of our prospective customers.

The competition in these markets could adversely affect our operating
results by reducing the volume of the products we sell or the prices we can
charge. Some of our current or potential competitors have significantly greater
financial, technical and marketing resources than we do. These competitors may
be able to respond more rapidly than we can to new or emerging technologies or
changes in customer requirements. They may also devote greater resources to the
development, promotion and sale of their products than we do. The price and
performance of our products and technologies may not be superior relative to the
products of our competitors. As a result, we may lose competitive position that
could result in lower prices, fewer customer orders, reduced revenue, reduced
gross margins and loss of market share. Our products and technologies may not
achieve market acceptance or sell at favorable prices, which could hurt our
revenue, results of operations and the price of our common stock.

Some of our customers, such as Microsoft, have developed or acquired
products or technologies that compete with our products and technologies. These
customers may give higher priority to the sale of these competitive products or
technologies. To the extent they do so, market acceptance and penetration of our
products, and therefore our revenue, may be adversely affected.

Our success will depend substantially upon our ability to enhance our
products and technologies and to develop and introduce, on a timely and
cost-effective basis, new products and features that meet changing customer
requirements and incorporate technological advancements. If we are unable to
develop new products and enhance functionalities or technologies to adapt to
these changes, or are unable to realize synergies among our acquired products
and technologies, our business will suffer.

OUR SOFTWARE PRODUCTS MAY HAVE BUGS, WHICH COULD RESULT IN DELAYED OR LOST
REVENUE, EXPENSIVE CORRECTION, LIABILITY TO OUR CLIENTS AND CLAIMS AGAINST US.

Complex software products such as ours may contain errors, defects or bugs.
Defects in the solutions or products that we develop and sell to our customers
could require expensive corrections and result in delayed or lost revenue,
adverse client reaction and negative publicity about us or our products and
services. Customers who are not satisfied with any of our products could bring
claims against us for damages, which, even if unsuccessful, would likely be
time-consuming to defend, and could result in costly litigation and payment of
damages. Such claims could harm our financial results and competitive position.

WE RELY ON A SMALL NUMBER OF DISTRIBUTION AND FULFILLMENT PARTNERS, INCLUDING
1450, DIGITAL RIVER, INGRAM MICRO AND TECH DATA, TO DISTRIBUTE MANY OF OUR
PRODUCTS. ANY DISRUPTION IN THESE CHANNELS COULD HARM OUR RESULTS OF OPERATIONS.

Our products are sold through, and a substantial portion of our revenue is
derived from, a network of over 2000 channel partners, including value-added
resellers, computer superstores, consumer electronic stores, mail order houses,
office superstores and eCommerce Web sites. We rely on a small number of
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distribution and fulfillment partners, including 1450, Digital River, Ingram
Micro and Tech Data to serve this network of channel partners. In particular,
during the year ended December 31, 2001, two distribution and fulfillment
partners, Ingram Micro and Digital River, accounted for 28% and 15% of our
consolidated revenue, respectively. For the nine months ended September 30,
2002, Ingram Micro and Digital River accounted for 26% and 12% of our
consolidated revenue, respectively. Although we believe that we could replace
any of our distribution and fulfillment partners without a significant long-term
impact on our business, a disruption in these distribution and fulfillment
partner relationships could negatively affect our results of operations in the
short term. Any disruption for which we are unable to compensate could have a
more sustained impact on our results of operations.

A SIGNIFICANT PORTION OF OUR ACCOUNTS RECEIVABLE IS CONCENTRATED AMONG OUR THREE
LARGEST DISTRIBUTION AND FULFILLMENT PARTNERS, INGRAM MICRO, INC., TECH DATA
CORPORATION, AND DIGITAL RIVER, INC.

Our products are sold through, and a substantial portion of our accounts
receivable is derived from, three distribution and fulfillment partners. At
September 30, 2002, Ingram Micro, Tech Data and Digital River represented 19%,
8% and 17% of our net accounts receivable, respectively. At December 31, 2001,
Ingram Micro, Tech Data and Digital River represented 16%, 11% and 5%, of our
net accounts receivable, respectively. In addition, although we perform ongoing
credit evaluations of our distribution and fulfillment partners' financial
condition and maintain reserves for potential credit losses, we do not require
collateral. While, to date, such losses have been within our expectations, we
cannot assure you that these actions will be sufficient to meet future
contingencies. If any of these distribution and fulfillment partners were unable
to pay us in a timely fashion or if we were to experience significant credit
losses in excess of our reserves, our results of operations, cash flows and
financial condition would be seriously harmed.

A SIGNIFICANT PORTION OF OUR REVENUE IS DERIVED FROM SALES IN EUROPE AND ASIA.
OUR RESULTS COULD BE HARMED BY ECONOMIC, POLITICAL, REGULATORY AND OTHER RISKS
ASSOCIATED WITH THESE AND OTHER INTERNATIONAL REGIONS.

Since we sell our products worldwide, our business 1is subject to risks
associated with doing business internationally. We anticipate that revenue from
international operations will represent an increasing portion of our total
revenue. Reported international revenue for the year ended December 31, 2001 and
the nine months ended September 30, 2002, represented 21% and 26% of our
consolidated revenue for those periods, respectively. Most of these
international revenues are produced by sales in Europe and Asia. A number of our
OEM partners distribute their products throughout the world and do not provide
us with the geographical dispersion of their products. However, based on an
estimate that factors our OEM partners' geographical revenue mix to our revenue
generated from these OEM partners, international revenue would have represented
approximately 28% and 31% of our consolidated revenue for the year ended
December 31, 2001 and the nine months ended September 30, 2002, respectively.

Therefore, in addition to risks to our business based on a potential
downturn in the world economy, a region-specific downturn affecting countries in
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Western Europe and/or Asia could have a negative effect on our future results of
operations.

In addition, some of our products are developed and manufactured outside
the United States. A significant portion of the development and manufacturing of
our speech products are completed in Belgium, and a significant portion of our
digital capture research and development is conducted in Hungary. In addition,
if and when we close the Philips acquisition, we will add an additional research
and development location in Germany. Our future results could be harmed by a
variety of factors associated with international sales and operations,
including:

- changes in a specific country's or region's political or economic
conditions;

— trade protection measures and import or export licensing requirements
imposed by the United States or by other countries;

- negative consequences from changes in applicable tax laws;

10

— difficulties in staffing and managing operations in multiple locations in
many countries;

— difficulties in collecting trade accounts receivable in other countries;
and

— less effective protection of intellectual property.
WE ARE EXPOSED TO FLUCTUATIONS IN FOREIGN CURRENCY EXCHANGE RATES.

Because we have international subsidiaries and distributors that operate
and sell our products outside the United States, we are exposed to the risk of
changes in foreign currency exchange rates or declining economic conditions in
these countries. We generally do not engage in hedging transactions to manage
our exposure to currency fluctuations. Our exposure to currency rate
fluctuations could affect our results of operations and cash flows.

IF WE ARE UNABLE TO ATTRACT AND RETAIN TECHNICAL AND OPERATIONAL PERSONNEL, OUR
BUSINESS COULD BE HARMED.

If any of our key employees were to leave us, we could face substantial
difficulty in hiring qualified successors and could experience a loss in
productivity while any successor obtains the necessary training and experience.
Our employment relationships are generally at-will and we have had key employees
leave us in the past. We cannot assure you that one or more key employees will
not leave us in the future. We intend to continue to hire additional highly
qualified personnel, including software engineers and operational personnel, but
we may not be able to attract, assimilate or retain qualified personnel in the
future. Any failure to attract, integrate, motivate and retain these employees
could harm our business.

11

RISKS RELATING TO THIS OFFERING

FUTURE SALES OF OUR COMMON STOCK BY CERTAIN OF OUR STOCKHOLDERS COULD CAUSE OUR
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STOCK PRICE TO DECREASE.

Upon the effectiveness of this offering, the 7,034,406 shares registered
hereby will be freely tradable. Under a separate Registration Statement, we are
registering an additional 9,000,000 shares on behalf of certain of our
stockholders. Each of these stockholders has agreed that it will not offer, sell
or otherwise dispose of any of our securities with respect to which it has
registration rights, including the shares covered by that registration
statement, for a period of 90 days after the date of this prospectus. If these
stockholders subsequently sell substantial amounts of our common stock in the
public market, or if public investors believe that these stockholders are likely
subsequently to sell substantial amounts of our common stock in the near future,
the market price of our common stock could decrease.

THE STOCKHOLDINGS OF OUR TWO LARGEST STOCKHOLDERS MAY ENABLE THEM TO INFLUENCE
MATTERS REQUIRING STOCKHOLDER APPROVAL.

As of November 15, 2002, Xerox beneficially owned approximately 23.7% of
our outstanding common stock, including warrants exercisable for up to 525,732
shares of our common stock and 3,562,238 shares of our outstanding Series B
Preferred Stock, each of which is convertible into one share of our common
stock. The number of shares of common stock issuable upon exercise of the Xerox
warrant may increase in accordance with a formula defined in the warrant
agreement. The State of Wisconsin Investment Board (SWIB) is our second largest
stockholder, owning approximately 18.6% of our common stock as of November 15,
2002. Because of their large holdings of our capital stock relative to other
stockholders, Xerox and SWIB, acting individually or together, could have a
strong influence over matters requiring approval by our stockholders.

THE MARKET PRICE OF OUR COMMON STOCK HAS BEEN AND MAY CONTINUE TO BE SUBJECT TO
WIDE FLUCTUATIONS.

Our stock price historically has been and may continue to be volatile.
Various factors contribute to the volatility of our stock price, including, for
example, quarterly variations in our financial results, new product
introductions by us or our competitors and general economic and market
conditions. While we cannot predict the individual effect that these factors may
have on the market price of our common stock, these factors, either individually
or in the aggregate, could result in significant volatility in our stock price
during any given period of time. Moreover, companies that have experienced
volatility in the market price of their stock often are subject to securities
class action litigation. If we were the subject of such litigation, it could
result in substantial costs and divert management's attention and resources.

MANAGEMENT WILL HAVE BROAD DISCRETION OVER THE USE OF PROCEEDS FROM THIS
OFFERING.

We are not obligated to use the proceeds to us from this offering for any
particular purpose. Accordingly, our management will have considerable
discretion in the application of the net proceeds. We may use some or all of the
net proceeds from this offering to repay the outstanding principal and interest
on the outstanding $3.5 million promissory note that we issued to LH potential
acquisitions, if and when they become available; working capital; and capital
expenditures. As disclosed in this prospectus, under the terms of our
acquisition agreement with Philips, we have agreed to pay $3.0 million in cash
in connection with this acquisition. Some or all of the proceeds of this
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offering may also be used for this purpose. Although we investigate the
acquisition of complementary businesses and technologies on an ongoing basis, at
the date of this prospectus we have no commitments or agreements to acquire any
such businesses or technologies. Pending use of the net proceeds as discussed
above, we intend to invest these funds in short-term, interest-bearing,
investment grade obligations.

12
WE HAVE IMPLEMENTED ANTI-TAKEOVER PROVISIONS, WHICH COULD DISCOURAGE OR PREVENT
A TAKEOVER, EVEN IF AN ACQUISITION WOULD BE BENEFICIAL TO OUR STOCKHOLDERS.
Provisions of our amended and restated certificate of incorporation, bylaws
and Delaware law could make it more difficult for a third party to acquire us,
even 1f doing so would be beneficial to our stockholders. These provisions

include:

- a classified board of directors;

- a preferred shares rights agreement;

— authorized "blank check" preferred stock;
— prohibiting cumulative voting in the election of directors;

— limiting the ability of stockholders to call special meetings of
stockholders;

- requiring all stockholder actions to be taken at meetings of our
stockholders; and

- establishing advance notice requirements for nominations of directors and
for stockholder proposals.

FORWARD-LOOKING STATEMENTS
This prospectus contains forward-looking statements. These forward-looking
statements include predictions regarding:
- our revenue, earnings, cash flow and liquidity;

- our strategy relating to speech and language technologies;

— our expectations regarding our acquisition of certain assets from
Philips, including the expected closing date;
— the potential of future product releases;

— our product development plans and investments in research and
development;

- future acquisitions;
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— international operations and localized versions of our products;

- cost savings arising from our 2002 restructuring; and

— legal proceedings and litigation matters.

You can identify these and other forward-looking statements by the use of
words such as "may," "will," "should," "expects," "plans," "anticipates,"
"believes," "estimates," "predicts," "intends," "potential," "continue" or the
negative of such terms, or other comparable terminology. Forward-looking
statements also include the assumptions underlying or relating to any of the
foregoing statements.

Our actual results could differ materially from those anticipated in these
forward-looking statements as a result of various factors, including those set
forth in this prospectus under the heading "Risk Factors." All forward-looking
statements included in this document are based on information available to us on
the date hereof. We assume no obligation to update any forward-looking
statements.

13

TRADEMARKS AND OTHER INFORMATION

You should rely only on the information contained in this prospectus. We
have not authorized anyone to provide you with information different from that
contained in this prospectus. We are offering to sell, and seeking offers to
buy, shares of our common stock only in jurisdictions where offers and sales are
permitted. The information contained in this prospectus is accurate only as of
the date of this prospectus, regardless of the time of delivery of this
prospectus or of any sale of our common stock. In this prospectus, "ScanSoft,"
"we," "us," and "our" refer to ScanSoft, Inc., its predecessors and its
consolidated subsidiaries.

ScanSoft (R), Dragon NaturallySpeaking(R), OmniForm(R), OmniPage (R),
TextBridge (R), Pagis(R), PaperPort (R) and PaperPort Deluxe(R) are registered
trademarks of ScanSoft, Inc. RealSpeak (TM), AudioMining(TM), MediaIndexer (TM),
Capture Development System(TM) and PaperPortOnline (TM) are trademarks of
ScanSoft, Inc. Each trademark, trade name, or service mark of any other company
appearing in this prospectus belongs to its holder.

Information contained on our web site or any other web sites identified in
this prospectus is not part of this prospectus. All Web site addresses listed in
this prospectus are intended to be inactive, textual references only.

USE OF PROCEEDS

We estimate that we will receive net proceeds from the sale of shares of
our common stock in this offering of approximately $5.1 million, or $10.5
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million if the underwriters exercise their over-allotment option in full, based
upon an assumed public offering price of $6.00 per share and after deducting
estimated underwriting discounts and offering expenses payable by us. We do not
have specific plans for the use of the net proceeds to us of this offering.
However, we may use some or all of the net proceeds from this offering to repay
the outstanding principal and interest on the outstanding $3.5 million
promissory note that we issued to LH potential acquisitions, if and when they
become available; working capital; and capital expenditures. As disclosed in
this prospectus, under the terms of our acquisition agreement with Philips, we
have agreed to pay $3.0 million in cash in connection with this acquisition.
Some or all of the proceeds of this offering may also be used for this purpose.
Although we investigate the acquisition of complementary businesses and
technologies on an ongoing basis, at the date of this prospectus we have no
commitments or agreements to acquire any such businesses or technologies.
Pending use of the net proceeds as discussed above, we intend to invest these
funds in short-term, interest-bearing, investment grade obligations.

We will not receive any proceeds from the sale of common stock offered by
the selling stockholder.

14

PRICE RANGE OF COMMON STOCK

Our common stock commenced trading on the Nasdag National Market on
December 11, 1995 under the symbol "VSNR," and traded under that symbol until
March 3, 1999. Our common stock is now traded under the symbol "SSFT." As of
November 15, 2002, there were outstanding approximately 63,250,782 shares of
common stock held by 567 stockholders of record. The following table sets forth
for the periods indicated the high and low sale prices for our common stock as
reported on the Nasdag National Market.

HIGH LOW
FISCAL 2002:
e = O 15 i = $6.00 $2.88
SECONA QUATE Tt i v it et et et et e e et et et e e ettt 8.85 5.30
B T o O G = o i = 7.94 3.15
Fourth Quarter (through December 3, 2002)...........0...... 7.77 3.16
FISCAL 2001:
= O 15 i = $1.69 $50.66
SECONA QUATE Tt vt it et et et e e et et et et e ettt 1.69 0.50
B T o O G = o i = 1.68 1.20
FoUrth QUATL e . i it i it it et et et e e et e e et et et et ettt eeeenn 5.50 1.35
FISCAL 2000:
e = O 15 i = $6.81 $3.72
SECONA QUATE Tt it it et et et et e e et et et et ettt 5.00 2.22
B T o O G = o i 2.81 1.28
FoUrth QUATL e . i i ittt it et et et et et e e et ettt et ettt eeeenn 1.75 0.41

The last reported sale price of our common stock on the Nasdag National
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Market on December 3, 2002 was $6.96.

DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock. We
currently expect to retain future earnings, if any, to finance the growth and
development of our business and do not anticipate paying any cash dividends in
the foreseeable future.

15
CAPITALIZATION

The following table sets forth our cash, cash equivalents and
capitalization as of September 30, 2002:

- on an actual basis, and

- as adjusted to reflect the sale by us of 1,000,000 shares of our common
stock at an assumed public offering price of $6.00 per share, less
underwriting discounts and commissions and estimated offering expenses.

This information should be read in conjunction with Management's Discussion
and Analysis of Financial Condition and Results of Operations and our financial
statements and notes to those statements appearing elsewhere in this prospectus.

AS OF SEPTEMBER 30, 2002

(IN THOUSANDS, EXCEPT SHARE
DATA)

Cash and cash equivalent s . . vttt ittt et eeeeeeeeeeennnns $ 14,382 $ 19,482

Note payvable. ..o ittt e e e et e e e e e e e e

Stockholders' equity:
Preferred stock, $0.001 par value; 40,000,000 shares
authorized; 3,562,238 shares issued and outstanding

(liguidation preference $4,631) . c i it i i e eeeennnnns 4,631 4,631
Common stock, $0.001 par value; 140,000,000 shares

authorized; 65,334,366 issued and 63,216,988

outstanding, actual; and 66,334,366 issued and

64,216,988 outstanding, as adjusted............. ... 65 66
Additional paid-in capital........ ittt 269,822 274,921
Treasury stock at cost (2,117,378 shares).......ovviieon.. (8,031) (8,031)
Deferred compensation. ... ..ottt tneeeeeeeeennenns (199) (199)
Accumulated other comprehensive income.................... 12 12
Accumulated defdcCoit . i ittt it e e e et e e e e (151, 366) (151, 366)

Total stockholders' equUity.....iiiiii it ineeneeeeennn 114,934 120,034
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Total capitalization. ... ittt e eeeeneeeeennnn $ 118,262 $ 123,362

DILUTION

If you invest in our common stock your interest will be diluted to the
extent of the difference between the public offering price per share of our
common stock and the net tangible book value per share of our common stock after
this offering.

Our net tangible book value on September 30, 2002 was $15.6 million or
$0.25 per share of common stock. Net tangible book value per share is determined
by dividing the number of outstanding shares of our common stock into our net
tangible book value, which is our total tangible assets less our total
liabilities. Dilution in net tangible book value per share represents the
difference between the amount per share paid by purchasers of shares of our
common stock in this offering and the net tangible book value per share of our
common stock immediately after completion of this offering. After giving effect
to our sale of 1.0 million shares of common stock offered by this prospectus at
an assumed public offering price of $6.00 per share and after deducting the
underwriting discounts, commissions and estimated offering expenses payable by
us, our net tangible book value would have been approximately $20.7 million, or
$0.32 per share. This represents an immediate increase in net tangible book
value of $0.07 per share to existing

16

stockholders and an immediate dilution in net tangible book value of $5.68 per
share to new investors. The following table illustrates the per share dilution:

Estimated public offering price per share................... $6.00
Net tangible book value per share as of September 30,
2002 . e e e e e e e e e e e e e $0.25
Increase per share attributable to new investors.......... 0.07
Net tangible book value per share after this offering....... 0.32

Dilution in net tangible book value per share to new
I 0 O ol o = $5.68
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SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data is not necessarily
indicative of the results of future operations and should be read in conjunction
with "Management's Discussion and Analysis of Financial Condition and Results of
Operations" and our consolidated financial statements and related notes included
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elsewhere in this prospectus.

The statement of operations data for the years ended December 31, 2001,
2000 and 1999 and the balance sheet data as of December 31, 2001 and 2000 have
been derived from our consolidated financial statements audited by
PricewaterhouseCoopers LLP, independent accountants, included elsewhere in this
prospectus. The statement of operations data for the years ended December 31,
1998 and 1997 have been derived from our consolidated financial statements
audited by PricewaterhouseCoopers LLP, independent accountants, which are not
included elsewhere in this prospectus. The statement of operations data for the
nine months ended September 30, 2002 and 2001 and the balance sheet data as of
September 30, 2002 have been derived from our unaudited consolidated financial
statements included elsewhere in this prospectus.

On March 2, 1999, we acquired ScanSoft, Inc., an indirect wholly-owned
subsidiary of Xerox Corporation. On June 30, 1999, we acquired certain assets
and liabilities of MetaCreations Corporation. On March 13, 2000, we acquired
Caere. On December 12, 2001, we acquired substantially all of the speech and
language technology operations of L&H. These acquisitions were each accounted
for under the purchase method of accounting. Accordingly, the results of
operations from the ScanSoft, MetaCreations, Caere and L&H acquisitions are
included in our results of operations from the applicable acquisition dates.

Through December 1998, we developed and sold scanner hardware and software
products. On January 6, 1999, we sold our hardware business. Accordingly, the
results of the hardware business are included in our results of operations
through the date of disposal.

YEAR ENDED DECEMBER 31,

(IN THOUSANDS, EXCEPT PER SHARE DATA)

CONSOLIDATED STATEMENT OF
OPERATIONS DATA:
Total revenue.......ocoevevennnnn. $ 57,623 $79,070 $31,629 $ 49,055(5) $ 63,855(5)
Costs and expenses:
Cost of revenue.........uovuo.. 50,725 59,370 7,602 12,692 12,849
Cost of revenue from
amortization of intangible

ASSeLS .ttt ettt e e e - - 1,405 11,569 14,192
Research and development...... 8,115 4,408 6,920 14,967 13,968
Selling, general and

administrative.............. 22,428 19,150 14,509 28,205 26,449

Amortization of goodwill and
other intangible

assets (1) e iineienn. - - 516 11,017 13,328
Restructuring and other

charges, net(2) (3) .......... 675 - 346 4,811 -
Acquired in-process research

and development (4) .......... - - 3,944 18,291 -

Total costs and expenses.... 81,943 82,928 35,242 101,552 80,786

NINE MC
SEPTE

10,53
10, 01

18, 94
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Income (loss) from operations... (24,320) (3,858) (3,613) (52,497) (16,931) (14,54
Other income (expense), net..... 940 53 1,015 (282) (263) (12
Income (loss) before income

AR S e ittt ettt eeneeeeeeenn (23,380) (3,805) (2,598) (52,779) (17,194) (14,67
Provision for (benefit from)

income taxes....oeiiiiaean.. - - 150 472 (317) (16
Net income (1lOSS) .vevewweeeeenn. $(23,380) $(3,805) $(2,748) $(53,251) $(16,877) $(14,50
Net income (loss) per share:

basic and diluted............. $ (1.20) s (0.19) $ (0.11) $ (1.26) $  (0.34) S (0.3
Weighted average common shares

outstanding:

BaSiC. s ittt ittt e 19,450 19,728 25,630 42,107 49,693 48, 63

Diluted.....uiiiiiiineeeenn. 19,450 19,728 25,630 42,107 49,693 48, 63

18
AS OF DECEMBER 31,
1997 1998 1999 2000 2001
(IN THOUSANDS)

CONSOLIDATED BALANCE SHEET DATA:
Cash, cash equivalents and short-term

InvesStment S . i vttt ittt e e e e e e e $14,452 $ 8,123 $ 5,224 $ 2,633 $ 14,324
Working capital (deficit).................. 8,389 6,569 7,031 (6,484) 9,318
Total ASSELS it i i ittt ittt eeeeneeeeeneennns 33,550 28,445 29,982 109,480 142,070
Long-term liabilities..........ccooiiiio.... 125 91 —— 2,172 6,370
Total stockholders' equity................. 10,930 7,582 21,924 87,461 114,534

(1) See Note

(2) See Note

(3) See Note

(4) See Note

4 to Notes to Unaudited Consolidated Financial Statements.

12 to Notes to Consolidated Financial Statements.

6 to Notes to Unaudited Consolidated Financial Statements.

11 to Notes to Consolidated Financial Statements.
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(5) Excludes the impact of EITF 01-9 which was adopted on January 1, 2002. See
Note 2 to Unaudited Consolidated Financial Statements.

19

SELECTED QUARTERLY OPERATING RESULTS

The following table sets forth unaudited quarterly consolidated statement
of operations data for the eleven quarters ended September 30, 2002 as well as
the percentage of total revenue represented by each item. The information for
each of these quarters has been prepared on substantially the same basis as the
audited financial statements included elsewhere in this prospectus, and, in the
opinion of management, includes all adjustments, consisting only of normal
recurring adjustments, necessary for the fair presentation of the results of
operations for such periods. This quarterly information reflects the adoption of
EITF 01-9, Accounting for Consideration Given by a Vendor to a Customer
(Including a Reseller of the Vendor's Products), as described in Note 2 to the
Notes to the Unaudited Consolidated Financial Statements. This data should be
read in conjunction with the consolidated financial statements and the related
notes included elsewhere in this prospectus. These quarterly operating results
are not necessarily indicative of the operating results for the full year ending
December 31, 2002 or any future period.

QUARTER ENDED

MAR. 31, JUNE 30, SEPT. 30, DEC. 31, MAR
2000 2000 2000 2000 2

(IN THOUSANDS, EXCEPT PER SHA

CONSOLIDATED STATEMENT OF OPERATIONS DATA:

TOtAl TEVENUE. ¢ v vttt ittt e e e e eeaeeeeseeeeennnnes $ 7,166 $ 13,817 $13,259 $13,719 $12
Costs and expenses:
Cost Of revenuUe. ... ...ttt t et teteeeenenn 2,441 4,084 2,962 3,205 2
Cost of revenue from amortization of
intangible assetsS. ..ottt it 1,081 3,496 3,496 3,496 3
Research and development..........ouiinenn.. 3,235 4,820 3,830 3,082 3
Selling, general and administrative........... 5,188 8,614 6,463 6,846 6
Amortization of goodwill and other intangible
ASSEES (2) vttt it e e e e e e e e e e e e e 833 3,602 3,291 3,291 3
Restructuring and other charges, net (3) (4).... —— 4,956 —— (145)
Acquired in-process research and
development (5) « v v vt ittt ittt et e 18,291 —— —— ——
Total costs and EXPEeNSEeS . v v vttt eeeeeeeennnn 31,069 29,572 20,042 19,775 19
Income (loss) from operations.................. (23,903) (15, 755) (6,783) (6,056) (6
Other income (expense), net.........oiueeeennn.. 35 (35) (257) (25)
Income (loss) before income taxes.............. (23,868) (15,790) (7,040) (6,081) (6
Provision for (benefit from) income taxes...... 70 238 36 128

Net 1ncComMEe (L1OSS) v vttt ittt ettt ettt eeeneeenns $(23,938) $(16,028) $(7,076) $(6,209) S (6
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Net income (loss) per share:

AS A PERCENTAGE OF TOTAL REVENUE:
Total revenue
Costs and expenses:
Cost of revenue
Cost of revenue from amortization of
intangible assets
Research and development
Selling, general and administrative
Amortization of goodwill and other intangible
assets
Restructuring and other charges,
Acquired in-process research and
development

Total costs and expenses

Income (loss)
Other income

from operations
(expense),

before income taxes
(benefit from) income taxes

Income (loss)
Provision for

Net income (loss)

CONSOLIDATED STATEMENT OF OPERATIONS DATA:
Total revenue
Costs and expenses:
Cost of revenue
Cost of revenue from amortization of
intangible assets
Research and development
Selling, general and administrative
Amortization of goodwill and other intangible
assets (2)
Restructuring and other charges,
Acquired in-process research and
development (5)

net (3) (4)....

Total costs and expenses

Income (loss)
Other income

from operations
(expense),

$ (0.78) $ (0.35) $ (0.15) $ (0.13)
$ (0.78) $ (0.35) $ (0.15) $ (0.13)
30,529 45,918 45,963 46,032
30,529 45,918 45,963 46,032

100.0% 100.0% 100.0% 100.0%
34.1 29.5 22.4 23.3
15.1 25.3 26.4 25.5
45.1 34.9 28.9 22.5
72.4 62.3 48.7 50.0
11.6 26.1 24.8 24.0

- 35.9 - (1.1)
255.2 — - —
433.5 214.0 151.2 144.2
(333.5) (114.0) (51.2) (44.2)
0.5 (0.3) (1.9) (0.2)
(333.0) (114.3) (53.1) (44.4)
1.0 1.7 0.3 0.9

(334.0%)  (116.0%) (53.4%) (45.3%)

QUARTER ENDED
DEC. 31, MAR. 31, JUNE 30, SEPT. 30,

2001 2002 2002 2002

(IN THOUSANDS,

EXCEPT PER SHARE DATA)

RESTATED (1)
$18,587 $23,765 $26,184 $28,235
3,634 4,129 4,609 4,199
3,656 3,542 1,976 1,976
3,952 6,986 7,067 7,257
6,367 9,711 10,928 11,412
3,364 957 253 236
— 1,041 — —
20,973 26,366 24,833 25,080
(2,386) (2,601) 1,351 3,155
(137) (75) 65 (168)



Income (loss) before income taxesS.........oou.o.. (2,523) (2,676) 1,416 2,987
Provision for (benefit from) income taxes...... (155) 206 (534 162
Net 1ncComMEe (L1OSS) v vt ittt et ettt et eeeneeenns $(2,368) $(2,882) $ 1,950 $ 2,825
Net income (loss) per share:
2T = T $ (0.04) S (0.05) $ 0.03 $ 0.04
3 G Y $ (0.04) S (0.05) $ 0.03 $ 0.04
Weighted average common shares outstanding:
= 7= = 1 o 52,858 62,304 67,595 67,865
1 0 G oY 52,858 62,304 76,677 74,787
AS A PERCENTAGE OF TOTAL REVENUE:
Total FeVENUE . ¢ v ittt ittt et ettt eeeeee e 100.0% 100.0% 100.0 100.0
Costs and expenses:
Cost Of revenuUe. ..... ittt tteeeeeeeeannnn 19.5 17.4 17.6 14.9
Cost of revenue from amortization of
intangible assetsS. ...ttt ittt 19.5 14.9 7.5 7.0
Research and development..........ooiienen.. 21.1 29.3 27.0 25.7
Selling, general and administrative........... 34.3 40.9 41.7 40.4
Amortization of goodwill and other intangible
F= 1= = 18.1 4.0 1.0 0.8
Restructuring and other charges, net.......... - 4.4 - -
Acquired in-process research and
deve lopPment . v v ittt e et e e e e e e e - - - -
Total costs and EXPEeNSEeS .« vttt eeeeeeeennnn 112.5 110.9 94.8 88.8
Income (loss) from operations.................. (12.5) (10.9) 5.2 11.2
Other income (expense), net.........oveeieunnn.. (0.7) (0.3) 0.2 (0.6)
Income (loss) before income taxesS...........o... (13.2) (11.2) 5. 10.6
Provision for (benefit from) income taxes...... (0.8) 0.9 (2.0) 0.6
Net dncome (L10SS) v v v ittt it ettt et e eeeeeenn (12.4%) (12.1% 7.4% 10.0

(1) See Note

(2) See Note

(3) See Note

(4) See Note

(5) See Note
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1 to Notes to Unaudited Consolidated Financial Statements.

4 to Notes to Unaudited Consolidated Financial Statements.

12 to Notes to Consolidated Financial Statements.

6 to Notes to Unaudited Consolidated Financial Statements.

11 to Notes to Consolidated Financial Statements.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion of our financial condition and results of
operations should be read in conjunction with our consolidated financial
statements and related notes thereto included elsewhere in the prospectus. This
discussion contains forward-looking statements, which involve risks and
uncertainties. Our actual results could differ materially from those anticipated
in these forward-looking statements for many reasons, including the risks
described in "Risk Factors" starting on page 5 and elsewhere in this prospectus.

OVERVIEW

We are a leading provider of software that allows users to incorporate
documents, images and speech into digital applications. Our products and
technologies automate manual processes and help enterprises, professionals and
consumers increase productivity, reduce costs and save time. Our products are
built upon digital capture and speech technologies, and are sold as solutions
into the financial, legal, healthcare, government, telecommunications and
automotive industries. We focus on markets where we can exercise market
leadership, where significant barriers to entry exist and where we possess
competitive advantages, because of the strength of our technologies, products,
channels and business processes.

On December 12, 2001, we acquired substantially all of the speech and
language technologies operations of L&H. Consideration for the transaction
comprised $10 million in cash, a $3.5 million note and 7.4 million shares of our
common stock having a value of $27.8 million. The operations acquired include
text-to-speech, speech recognition and dictation, and voice control
technologies.

On October 7, 2002, we entered into a definitive agreement with Royal
Philips Electronics to acquire the Philips Speech Processing Telephony and Voice
Control business units and related intellectual property. The Telephony business
unit offers speech-enabled services including directory assistance, interactive
voice response and voice portal applications for enterprise customers, telephony
venders and carriers. The Voice Control business unit offers a product portfolio
including small footprint speech recognition engines for embedded applications
such as voice-controlled climate, navigation and entertainment features in
automotive vehicles, as well as voice dialing for mobile phones. Consideration
for the transaction will consist of $3.0 million in cash, a $4.9 million note
due December 31, 2003 bearing 5.0% interest per annum and a $27.5 million
three-year, zero-interest debenture, convertible at any time into shares of our
common stock at $6.00 per share. We expect that this transaction will close
during the first quarter of 2003. The technology to be acquired includes several
speech recognition and voice control products.

As of October 31, 2002, we entered into a loan and security agreement with
Silicon Valley Bank for a revolving loan in a principal amount not to exceed $10
million, collateralized by substantially all of our personal property, but not
our intellectual property. At the date of this prospectus, no amounts have been
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drawn under the terms of this agreement.
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RESULTS OF OPERATIONS

The following table presents, as a percentage of total revenue, certain
selected financial data for each of the three years in the period ended December
31 and the nine months ended September 30, 2001 and 2002:

ToLaAl FEVENUE . ¢ ittt ittt ettt ettt e taeeeeeeeennaaeens

Costs and expenses:

CosSt Of revenUe. ...ttt ittt et et ettt

Cost of revenue from amortization of intangible

== = i
Research and development........c.ooiiiiiennnnen..
Selling, general and administrative..............

Amortization of goodwill and other intangible

Fo == = (S T
Restructuring and other charges, net(2) (3).......

Acquired in-process research and

development (4) « v v v ettt it ettt ee et
Total COSts and EXPENSES . e v vttt ittt eeeeeeennneeens

Income (loss) from operationNS........c.oeeeeeeeeennn.
Other income (expense), Net.... .t eeenneennnn

Income (loss) before income taxes........ovieveenn..
Provision for (benefit from) for income taxes......

Net 1ncome (L10SS) v v it ittt et e et ettt et e eeeeeenn

NINE MONTHS
ENDED
SEPTEMBER 30,

YEAR ENDED DECEMBER 31,

1999 2000 2001 2001 2002
100.0% 100.0% 100.0%  100.0% 100.0%
24.0 25.9 20.1 20.9 16.6
4.4 23.6 22.2 23.9 9.6
21.9 30.5 21.9 22.7 27.3
45.9 57.4 41.4 42.9 41.0
1.6 22.5 20.9 22.6 1.8
1.1 9.8 - — 1.3
12.5 37.3 - - -
111.4 207.0 126.5 133.0 97.6
(11.4)  (107.0)  (26.5)  (33.0) 2.4

3.2 (0.6) (0.4) (0.3)  (0.2)
(8.2)  (107.6)  (26.9)  (33.3) 2
0.5 1.0 (0.5) (0.4)  (0.2)
(8.7%) (108.6%) (26.4%) (32.9%)  2.4%

(1) See Note 4 of Notes to Unaudited Consolidated Financial Statements.

(2) See Note 12 of Notes to Consolidated Financial Statements.

(3) See Note 6 of Notes to Unaudited Consolidated Financial Statements.
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(4) See Note 11 of Notes to Consolidated Financial Statements.

GENERAL

We derive our revenue from sales of our software products to customers
through distribution partners and value-added resellers, royalty revenues from
OEM partners, license fees from sales of our products to customers and from
services, primarily maintenance associated with software license transactions.

Sales of our software products through distributors and value-added
resellers provide rights of return for as long as the distributors or resellers
hold the inventory. As a result, we recognize revenue from sales to distributors
and resellers only when products have been sold by the distributors or resellers
to retailers or end-users. Title and risk of loss pass to the distributor or
reseller upon shipment, at which time the transaction is invoiced and payment is
due. Based on reports from distributors and resellers of their inventory
balances at the end of each period, we record an allowance against accounts
receivable for the sales price of all inventory subject to return. If we
experience significant returns from distributors or resellers, our liquidity may
be adversely impacted. We make an estimate of sales returns by retailers or end
users to us directly or through our distributors or resellers based on
historical returns experience. The provision for these estimated returns is
recorded as a reduction of revenue at the time that the related revenue is
recorded. Historically, we have not experienced significant returns from
retailers or end-users. If actual returns were to differ significantly from our
estimates, such differences could have a material impact on our results of
operations for the period in which the actual returns become known. We make
estimates of the uncollectibility of our accounts receivable. We specifically
analyze accounts receivable and analyze
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historical bad debts, customer concentrations, customer credit-worthiness,
current economic trends and changes in our customer payment terms when
evaluating the adequacy of the allowance for doubtful accounts.

Royalty revenue derived from sales to OEM partners is recognized when
software copies are deployed and payment is due. OEM customers for which we have
significant historical experience with the OEM 1is recognized based on estimates
of deployments in the current period. We base our estimates on timely, informal
communications with the OEM and the past payment and royalty reporting history
of our OEMs, seasonality of the OEM's business, the number of copies deployed in
prior periods and the overall economic climate that our OEMs operate in. If
actual copies deployed differ significantly from estimates, the differences
could have a material impact on our results of operations for the period in
which the actual copies deployed become known.

If our experience changes due to changes in the market, seasonality or
other economic factors, our ability to make such estimates may be impacted and
therefore we may be unable to recognize revenue until we receive royalty reports
from OEMs. Historically, we have not experienced material differences between
estimated and actual copies deployed.
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Cost of revenue consists primarily of material and fulfillment costs,
third-party royalties, salaries for product support personnel, and engineering
costs associated with certain contracts which are accounted for under the
percentage of completion method of accounting. Currently, most of our software
products are manufactured, packaged and shipped by GlobalWare Solutions on a
worldwide basis. We believe that, if necessary, we could transition the services
provided by GlobalWare to another third party provider with minimal disruption
to our operations.

Cost of revenue from amortization of intangible assets includes the
amortization of acquired patents and core and completed technology.

Research and development expense consists primarily of salary and benefits
costs of engineers. We believe that the development of new products and the
enhancement of existing products are essential to our success. Accordingly, we
plan to continue to invest in research and development activities. To date, we
have not capitalized any internal development costs as the cost incurred after
technological feasibility but before release of product has not been
significant.

Selling expenses include salaries, commissions, advertising, direct mail,
public relations, trade shows, travel and other related sales and marketing
expenses. General and administrative expenses include personnel costs for
administration, finance, human resources, information systems and general
management, in addition to legal and accounting expenses and other professional
services. We attempt to control selling, general and administrative expense;
however, if revenue continues to grow, we expect selling, general and
administrative expense to increase to support our growing operations. In
addition, we may increase selling, general and administrative expenses in
advance of revenue to support expected future revenue growth in specific product
lines or geographic regions.

Amortization of goodwill and other intangible assets excludes amortization
of acquired patents and core and completed technology which is included in cost
of revenue from amortization of intangible assets.

NINE MONTHS ENDED SEPTEMBER 30, 2002 COMPARED TO SEPTEMBER 30, 2001

Total Revenue

Total revenue for the nine months ended September 30, 2002 increased by
$34.1 million or 77% from the comparable period in 2001. The growth in revenue
for the nine months ended September 30, 2002 was primarily the result of revenue
generated from our speech products. Revenue from our speech products was $32.3
million and zero for the nine months ended September 30, 2002 and 2001,
respectively. The increase in speech revenue was due to the L&H acquisition,
which occurred in December 2001. Revenue from our digital capture products was
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$45.9 million and $44.1 million for the nine months ended September 30, 2002 and
2001, respectively. The increase of $1.8 million in revenue from our digital

23

capture products from the comparable period in 2001 was due primarily to an
increase of $3.6 million in sales of Digital Capture Products through the
channel network, partially offset by a decrease in revenue of $1.8 million from
Xerox, a related party, due to the cancellation of its retail multi-function
product line in late 2001.

Geographic revenue classification is based on the country in which the sale
is invoiced. Revenue for the nine months ended September 30, 2002 was 74% North
America and 26% international, versus 79% North America and 21% international
for the comparable period in 2001.

A number of our OEM partners distribute their products throughout the world
and do not provide us with the geographical dispersion of their products. We
believe that, if we were provided with this information, our geographical
revenue classification would indicate a higher international percentage. Based
on an estimate that factors our OEM partners' geographical revenue mix to our
revenues generated from these OEM partners, revenue for the nine months ended
September 30, 2002 is approximately 69% North America and 31% international
versus 72% North America and 28% international for the comparable period in
2001. The increase in our international revenue percentage for the nine months
ended September 30, 2002 is driven primarily from Europe and Asia and is the
result of increased sales and marketing efforts and additional resellers.

The following table presents the breakdown of our total revenue for the
nine months ended September 30, 2001 and 2002:

NINE MONTHS
ENDED
SEPTEMBER 30,

2001 2002
BTN 2 S o= e 48% 43%
| Y 22% 23%
() P 30% 34%

The increase in OEM, and the corresponding decrease in VAR/retail, as a percent
of revenue, for the nine months ended September 30, 2002 as compared to the
corresponding period in 2001 was due to the addition of speech products in 2002.
OEMs represent a higher percentage of revenue for our speech products than for
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our digital capture products.

Cost of Revenue

Cost of revenue for the nine months ended September 30, 2002 was $12.9
million or 16.6% of revenue, compared to $9.2 million or 20.9% for the same
period in 2001. The increase in cost of revenue in absolute dollars for the nine
months ended September 30, 2002 is directly attributable to the increase in the
volume of product sales to VAR/retail customers as well as increased embedded
text-to-speech revenue which bears a higher cost of revenue than our traditional
software products. The decrease in cost of revenue as a percentage of total
revenue for the nine months ended September 30, 2002, as compared to the same
period in 2001, is due to lower supply chain logistics and fulfillment costs,
partially offset by the higher cost of embedded text-to-speech revenue.

Cost of Revenue from Amortization of Intangible Assets

Cost of revenue from amortization of intangible assets for the nine months
ended September 30, 2002 was $7.5 million compared to $10.5 million for the
comparable period in 2001. The decrease in cost of revenue from amortization of
intangible assets of $3.0 million was due to $4.4 million of intangible assets
that became fully amortized in the first quarter of 2002. This reduction was
partially offset by $1.4 million of amortization recorded for the acquired L&H
assets.

24

Research and Development Expense

Research and development costs for the nine months ended September 30, 2002
were $21.3 million or 27.3% of total revenue, compared to $10.0 million or 22.7%
of total revenue for the comparable period in 2001. The increase in research and
development expenses of $11.3 million for the nine months ended September 30,
2002 is primarily the result of increased headcount of 138 employees associated
with the L&H acquisition. Cost savings from the restructuring actions taken in
2002 for the nine months ended September 30, 2002 was approximately $0.4
million.

Selling, General and Administrative Expense

Selling, general and administrative expense for the nine months ended
September 30, 2002 was $32.1 million or 41.0% of total revenue, compared to
$18.9 million or 42.9% for the same period in 2001. The increase in selling,
general and administrative expense in absolute dollars for the nine months ended
September 30, 2002 is primarily the result of increased headcount costs of $7.4
million resulting from the addition of 74 employees, primarily in sales and
marketing, as well as $2.3 million of increased marketing programs in support of
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the higher revenue. These increases were largely attributable to the L&H
acquisition and expanded focus on international sales and marketing. The
decrease in selling, general and administrative expenses as a percentage of
total revenue for the nine months ended September 30, 2002 is the result of
synergies associated with the L&H acquisition, focused market spending and
revenue growth.

Amortization of Goodwill and Other Intangible Assets

Amortization of goodwill and other intangible assets for the nine months
ended September 30, 2002 was $1.4 million compared to $10.0 million for the
comparable period in 2001. The decrease in amortization expense is directly
attributable to the adoption of SFAS 142, as a result of which we ceased the
amortization of goodwill and acquired workforce of approximately $2.6 million
per quarter. Additionally, amortization expense decreased $1.0 million in the
nine months ended September 30, 2002, due to intangible assets that became fully
amortized in the first quarter of 2002. This reduction was partially offset by
additional amortization of approximately $0.2 million for the nine months ended
September 30, 2002 from the L&H acquisition.

Restructuring and Other Charges, Net

In January 2002, we announced, and in March 2002 completed, a restructuring
plan to consolidate facilities, worldwide sales organizations, research and
development teams and other personnel following the December 12, 2001 L&H
acquisition. As a result, we exited certain facilities in both North America and
Europe, eliminating 21 employee positions, including 12 in research and
development and 9 in selling, general and administrative functions. In the first
quarter of 2002, we recorded a restructuring charge in the amount of $0.6
million for severance payments to these employees and a charge of $0.4 million
for certain termination fees to be incurred as a result of exiting the
facilities, including the write-off of previously recorded assembled workforce
of $0.1 million.

During the nine months ended September 30, 2002, we paid a total of $0.7
million in severance payments, of which $0.6 million related to the March 2002
restructuring and $0.1 million related to severance paid to the former Caere
President and CEO, pursuant to a 2000 restructuring.

At September 30, 2002, the remaining restructuring accrual from the current
and prior restructuring activities amounted to $0.7 million. This balance is
comprised of $0.2 million of lease exit costs resulting from the 2002
restructuring and $0.5 million of severance to the former Caere President and
CEO. The severance due to the former Caere President and CEO will be paid
through March 2005.

We anticipate that the 2002 restructuring action will provide future cost
savings of approximately $0.4 million for the remaining three months of 2002, of
which $0.3 million relates to employee-related costs and $0.1 million relates to
lease costs.
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Income (Loss) from Operations

As a result of the above factors, income from operations was $1.9 million
in the nine months ended September 30, 2002 compared with a loss of ($14.5)
million in the comparable period in 2001.

Other Income (Expense), Net

Other income (expense), net was ($0.2) million for the nine months ended
September 30, 2002 compared to ($0.1) million for the same period in 2001. The
change in other income (expense), net for the nine months ended September 30,
2002 from the comparable period of 2001 is the result of an increase in interest
expense of $0.1 million and a decrease in other income of $0.1 million, offset
by an increase in interest income of $0.1 million, which was earned on an IRS
tax refund received in the second quarter of 2002.

Income (Loss) Before Income Taxes

Income before income taxes was $1.7 million in the nine months ended
September 30, 2002, compared with a loss of ($14.7) million in the comparable
period in 2001.

Income Taxes

The (benefit from) income taxes of ($0.2) million for the nine months ended
September 30, 2002 consisted of foreign and state tax provisions of $0.7
million, offset by a federal tax benefit of ($0.9) million, related to a refund
of taxes paid by Caere Corporation prior to its acquisition by us. The (benefit
from) income taxes of ($0.2) million for the nine months ended September 30,
2001 consisted of foreign and state tax provisions of $0.5 million offset by the
state tax benefit of ($0.7) million.

Net Income (Loss)

As a result of all these factors, net income totaled $1.9 million in the
nine months ended September 30, 2002, compared with a net loss of ($14.5)
million in the comparable period in 2001.

YEAR ENDED DECEMBER 31, 2001 COMPARED TO DECEMBER 31, 2000

Total Revenue

Total revenue of $63.9 million for 2001 increased by $14.8 million or 30%
from the comparable period in 2000. The primary factors responsible for this

36



Edgar Filing: SCANSOFT INC - Form S-1/A

growth include a $10.2 million revenue increase in revenue from our document and
PDF conversion product line driven primarily by our release of OmniPage 11 which
contained significant enhancements over the prior version and secondarily by an
increased usage of our document conversion tool kits by software vendors,
integrators and in-house developers; $0.9 million revenue increase in our
digital paper management product line, also driven by the release of a
significantly improved new version of our PaperPort product; and a $2.7 million
revenue increase driven by a contract with an OEM customer. We also generated
additional revenue in the amount of $1.7 million from our speech products as a
result of the L&H acquisition on December 12, 2001.

North America accounted for 79% and Europe accounted for 21% of 2001 total
revenue, versus 82% and 18%, respectively, for the comparable period in 2000.
The release of international versions for two of our digital capture products
and additional sales and marketing resources in Europe expanded the market
opportunity for our digital capture products, thereby contributing to the
revenue growth in Europe for 2001.
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The following table presents the breakdown of our total revenue for the
year ended December 31, 2000 and 2001:

YEAR ENDED
DECEMBER 31,

2000 2001
BTN 2 S o= e P 52% 46%
| Y 20% 24%
() P 28% 30%

During 2001, our distribution and fulfillment partners, Ingram Micro and
Digital River, accounted for 28% and 15% of our total revenue, respectively. In
addition Xerox, an OEM customer, accounted for 11% of our total revenue. During
2000, Ingram Micro, Digital River and Xerox accounted for 27%, 11% and 12% of
our total revenue, respectively.

Cost of Revenue

Cost of revenue in 2001 was $12.8 million or 20% of revenue, compared to
$12.7 million or 26% of revenue in the comparable period of 2000. The decrease
in cost of revenue as a percentage of total revenue from the comparable period
in 2000 is directly attributed to the consolidation of our worldwide
manufacturing fulfillment activities and cost savings initiatives we introduced
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in the second quarter of 2000. This decrease was partially offset by an increase
of $1.2 million in the cost of revenue in the second half of 2001, as a result
of costs associated with engineering efforts under an OEM contract.

Cost of Revenue from Amortization of Intangible Assets

Cost of revenue from amortization of intangible assets for 2001 was $14.2
million compared to $11.6 million for the same period in 2000. The increase in
cost of revenue from amortization of intangible assets of $2.6 million was
primarily attributable to a full year in 2001 of amortization expense for
patents and core and completed technology acquired from Caere late in the first
quarter of 2000.

Research and Development Expense

Research and development costs were $14.0 million or 22% of revenue in
2001, compared to $15.0 million or 31% of revenue in 2000. The decrease in
research and development expense as a percentage of total revenue is a result of
$1.2 million of expenses associated with engineering efforts on an OEM contract
being charged to cost of revenues as well as increased revenues of $14.8 million
compared to the prior period. Additionally, during 2000, we transferred certain
digital capture development activities from Los Gatos, California to Budapest,
Hungary.

Selling, General and Administrative Expense

Selling, general and administrative expenses were $26.4 million or 41% of
total revenue in 2001 compared to $28.2 million or 57% of total revenue for the
same period in 2000. The absolute dollar decrease in selling, general and
administrative expense from the same period in 2000 was a result of cost
reduction efforts undertaken during the first and second quarters of 2000.
Additionally, we realized a gain of approximately $1.0 million primarily due to
the favorable settlement of investment banking fees associated with the Caere
acquisition. The decrease in selling, general and administrative expense as a
percentage of revenue from the same period in 2000 is a result of the decreased
expenses as noted above, the realized gain and increased revenues compared to
the prior period.

Amortization of Goodwill and Other Intangible Assets and Acquired In-Process
Research and Development

Amortization of goodwill and other intangible assets for 2001 was $13.3
million compared to $11.0 million for the same period in 2000. The increase in
amortization of intangible assets of $2.3 million compared to the same period in
2000, resulted from a full 12 months of amortization for the Caere
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acquisition being taken during 2001 versus approximately nine months in 2000 due
to the timing of the Caere acquisition which was completed on March 13, 2000. In
connection with the Caere acquisition, $18.3 million was charged to operations
upon consummation of the acquisition, which represented acquired in-process
research and development on development projects that had not yet reached
technological feasibility and had no alternative future use.

Restructuring and Other Charges, Net

There were no restructuring or other charges in 2001, compared with
approximately $4.8 million in 2000. In connection with the acquisition of Caere
in the first quarter of 2000, we identified 46 employees of Caere whose
positions were eliminated upon consummation of the acquisition. These positions
included 22 in research and development, 14 in general and administrative
functions, and 10 in sales and marketing. Additionally, the Caere president and
CEO position was eliminated. As a result, we established, as part of the
purchase price allocation, a restructuring reserve of $0.5 million for severance
payments to employees, and a restructuring reserve of $1.1 million for severance
to the Caere former president and CEO, the payments of which will continue
through March 2005.

In June 2000, we implemented a restructuring plan to strategically refocus
our business and bring operating expenses in line with net revenues. As a
result, we eliminated 65 employee positions, including 29 in research and
development, 13 in general and administrative functions and 23 in support and
marketing. We recorded a restructuring charge in the amount of $1.1 million for
severance payments to these employees and a restructuring charge of $0.4 million
for certain termination fees to be incurred as a result of exiting the Los
Gatos, California facility. Additionally, we wrote off $3.5 million of net
intangible assets acquired as part of the Caere acquisition, including the
acquired work force of $1.1 million and the favorable building lease of $2.4
million, which were impaired as a result of the restructuring action. At the
time of the restructuring, management expected these restructuring actions to
reduce operating expenses by approximately $10 million on an annualized basis.
Annualized cost savings realized from these actions amounted to $13.6 million.

For the years ended December 31, 2001 and 2000, we paid $0.8 million and
$1.1 million, respectively in severance payments related to these restructuring
actions. The remaining severance balance of $0.6 million primarily relates to
severance for the former Caere President and CEO and will be paid through March
2005.

Loss from Operations

As a result of the above factors, loss from operations totaled
approximately ($16.9) million in 2001 compared to loss from operations of
approximately ($52.5) million in 2000.

Other Income (Expense), Net

Interest income was $0.2 million and $0.1 million for 2001 and 2000,
respectively. The increase in interest income from 2000 to 2001 was a result of
significantly higher cash and cash equivalent balances, which grew from $2.6
million at December 31, 2000 to $14.3 million at December 31, 2001 and short-
term investments, which were generated from operations. Interest expense
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consists of interest incurred for borrowings under credit facilities and
short-term notes. Interest expense was $0.2 million and $0.6 million for 2001
and 2000, respectively. The decrease in interest expense from 2000 to 2001
resulted from the repayment of all bank borrowings, including accrued interest,
of $3.4 million, under the bank credit facility during May 2001. Other expense
in 2001 consists primarily of foreign exchange losses of $0.2 million and the
write-off of an investment of $0.2 million recorded under the cost method, which
was deemed to be impaired, partially offset by other income of $0.1 million.

Loss Before Income Taxes

As a result of the above factors, loss before income taxes was
approximately ($17.2) million in 2001 compared to a loss before income taxes of
approximately ($52.8) million in 2000.

28

Income Taxes

The (benefit from) income taxes of ($0.3) million for the year ended
December 31, 2001 reflects a reduction of approximately $0.7 million in amounts
accrued for income taxes upon favorable completion of a state tax audit of Caere
for 1996 and 1997. This benefit was offset by tax provisions of $0.4 million for
foreign and state jurisdictions for which net operating losses were limited or
for which no net operating loss carryforwards were available. This compares to
tax provisions of $0.5 million for the year ended December 31, 2000, which
related to foreign and state income taxes.

At December 31, 2001 and 2000, we had federal net operating loss
carryforwards of approximately $90 million and $105 million, respectively, of
which approximately $4.1 million and $2.8 million, respectively, relate to tax
deductions from stock compensation. The tax benefit related to the stock
compensation, when realized, will be accounted for as additional paid-in capital
rather than as a reduction of the provision for income tax. At December 31, 2001
we had federal and state research and development credit carryforwards of
approximately $2.8 million and $1.6 million, respectively. The net operating
loss and credit carryforwards will expire at various dates through 2021, if not
utilized. Utilization of the net operating losses and credits may be subject to
a substantial annual limitation due to the ownership change limitations provided
by the Internal Revenue Code of 1986 and similar state provisions. The annual
limitation may result in the expiration of net operating losses and credits
before utilization. See Note 10 of the Notes to Consolidated Financial
Statements.

Net Loss
As a result of all these factors, net loss totaled approximately ($16.9)
million in 2001, compared to a net loss of approximately ($53.3) million in

2000.

YEAR ENDED DECEMBER 31, 2000 COMPARED TO DECEMBER 31, 1999

Total Revenue

Total revenue of $49.1 million for 2000 increased 55% compared to 1999 of
$31.6 million. The increase in absolute dollars is primarily a result of a
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broader product line due to the acquisition of Caere on March 13, 2000. During
2000 product sales through direct channels, including the web sites of some of
our OEM customers, online stores and our own web store accounted for $8.8
million, or 18% of our revenue, compared to 17% of revenue in 1999.

During 2000, our distribution and fulfillment partners, Ingram Micro and
Digital River, accounted for 27% and 11% of our total revenue, respectively. In
addition Xerox, an OEM customer, accounted for 12% of our total revenue. In
1999, Ingram Micro, Tech Data and Xerox accounted for 24%, 15% and 15% of our
total revenue, respectively.

Revenue derived outside of North America, primarily in Europe, was
approximately 18% and 13% of total revenue in 2000 and 1999, respectively.
International revenue in 2000 of $9.0 million, increased by $2.2 million from
1999 due primarily to the acquisition of Caere in March 2000. Since 1999
international sales have been denominated primarily in local currencies and
these sales are subject to a number of risks inherent in doing business on an
international level, such as unexpected fluctuations in currency exchange rates,
regulatory requirements, import and export duties and restrictions, and the
logistical difficulties of managing multinational operations, any of which could
adversely impact the success of our international operations. The growth of our
international business will depend, in part, on our ability to increase
awareness of our products in international markets.

Cost of Revenue

Cost of revenue increased to $12.7 million or 26% of total revenue in 2000
compared to $7.6 million or 24% of total revenue in 1999. The increase in
absolute dollars and percentage of revenue was primarily attributable to the
acquisition of Caere in March 2000 that resulted in multiple manufacturing
providers,
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which reduced efficiencies and increased costs. By the end of 2000, we had
consolidated our manufacturing providers.

Cost of Revenue from Amortization of Intangible Assets

Cost of revenue from amortization of intangible assets for 2000 was $11.6
million compared to $1.4 million for the same period in 1999. The increase in
cost of revenue from amortization of intangible assets was primarily due to the
amortization expense for patents and core and completed technology acquired from
Caere on March 13, 2000.

Research and Development Expense

Research and development costs were $15.0 million or 31% of total revenue
in 2000, an increase of $8.1 million from the $6.9 million or 22% of total
revenue reported in 1999. The increase in research and development spending is
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due to the increased software engineering headcount in connection with the
acquisition of Caere on March 13, 2000. Headcount grew from 64 engineers as of
December 31, 1999 to 111 engineers as of December 31, 2000.

Selling, General and Administrative Expense

Selling, general and administrative expense in 2000 were $28.2 million or
58% of total revenue, an increase of $13.7 million from the $14.5 million or 46%
of total revenue reported in 1999. The increase in selling, general, and
administrative expense from 1999 to 2000, was due primarily to the acquisition
of Caere on March 13, 2000.

Amortization of Goodwill and Other Intangible Assets and Acquired In-Process
Research and Development

Amortization of goodwill and other intangible assets for 2000 was $11.0
million compared to $0.5 million for the same period in 1999. The increase in
amortization expense was directly attributed to goodwill and other intangible
assets related to the Caere acquisition which was completed on March 13, 2000.

As a result of the second quarter 2000 restructuring actions described
below, certain intangible assets associated with the Caere acquisition were
impaired. Accordingly, in 2000, we wrote off $3.5 million of net intangible
assets including the acquired workforce amounting to $1.1 million and a
favorable building lease amounting to $2.4 million.

The in-process research and development charge of $3.9 million for 1999
reflects that portion of the purchase price of ScanSoft representing acquired
in-process technology that had not yet reached technological feasibility and had
no alternative future use. Accordingly, this amount was immediately charged to
expense in the consolidated statements of income upon consummation of the
acquisition.

Restructuring and Other Charges, Net

Restructuring and other charges, net, were approximately $4.8 million in
2000 compared with $346,000 in 1999. Restructuring charges of $346,000 in 1999
relate to the acquisition of ScanSoft and the subsequent consolidation of
research and development operations and the move of our headquarters to
Massachusetts, which resulted in the termination of 10 employees in California.
The major components of these costs were approximately $188,000 in severance
costs for the 10 employees and approximately $46,000 for disposed West Coast
equipment. These costs also included $82,000 in non-refundable commitments
associated with the West Coast development team, as well as $30,000 in other
exit costs. All such costs were paid in 1999.

Loss from Operations
As a result of the above factors, loss from operations totaled
approximately ($52.5) million in 2000, compared to a loss of approximately

($3.6) million in 1999.
30
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Other Income (Expense), Net

Interest income was $0.1 million, and $0.2 million for 2000 and 1999,
respectively. The decrease in interest income from 1999 to 2000 was a result of
smaller invested cash balances and higher bank borrowings. Interest expense
consists of interest incurred for borrowings under credit facilities and short-
term notes. Interest expense was $0.6 million and $0.1 million for 2000 and
1999, respectively. The increase in interest expense from 1999 to 2000 resulted
from increased bank borrowings under the bank credit facility.

Loss Before Income Taxes

As a result of the above factors, loss before income taxes was
approximately ($52.8) million compared with approximately ($2.6) million in
1999.

Income Taxes

Provisions for income taxes of $0.5 million and $0.2 million for the years
ended December 31, 2000 and 1999, respectively, represent taxes for foreign and
state jurisdictions in which we do business and for which no net operating loss
carryforwards were available.

At December 31, 2000 and 1999, we had federal net operating loss
carryforwards of approximately $105 million and $60 million, respectively, of
which approximately $2.8 million and $1.3 million, respectively, related to tax
deductions from stock compensation. The tax benefit related to the stock
compensation benefit, when realized, will be accounted for as an addition to
paid in capital rather than as a reduction of the provision for income tax.
Research and development credit carryforwards as of December 31, 2000 and 1999
were $2.2 million for both years.

Net Loss

As a result of all these factors, net loss totaled approximately ($53.3)
million in 2000 compared to a net loss of approximately ($2.7) million in 1999.

Gain on Sale of the Hardware Business

In the quarter ended March 31, 1999, we sold our hardware business to
Primax Electronics, Ltd., for approximately $6.8 million and reported an
operating gain of approximately $0.9 million.

LIQUIDITY AND CAPITAL RESOURCES

Nine Months Ended September 30, 2002

As of September 30, 2002, we had cash and cash equivalents of $14.4 million
and net working capital of $15.8 million as compared to $14.3 million in cash
and cash equivalents and net working capital of $9.3 million at December 31,
2001.

Net cash provided by operating activities for the nine months ended
September 30, 2002 was $6.3 million compared to $6.1 million for the same period
in 2001. Cash provided by operations in the 2002 period came primarily from
operating income, net of non-cash adjustments, and higher balances in accrued



Edgar Filing: SCANSOFT INC - Form S-1/A

expenses. These increases were offset primarily by higher balances in accounts
receivable, inventory, prepaid expenses and other current assets and other
assets, and lower balances in accounts payable, as well as the recognition of
revenue on a long-term contract that was classified as deferred revenue at
December 31, 2001, for which cash was collected in a prior period.

The increase in accounts receivable of $3.4 million at September 30, 2002,
as compared to December 31, 2001 is the result of significantly higher revenue,
partially offset by improved days sales outstanding. Historically, we have not
incurred any significant losses on our accounts receivable balances.
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Net cash used in investing activities during the nine months ended
September 30, 2002, was $4.9 million compared to $0.2 million for the same
period in 2001. Net cash used in investing activities during the 2002 period
consisted of $2.1 million in capital expenditures, which included costs to build
out facilities in both North America and Europe and $2.9 million of payments
associated with acquisitions. The comparable period in 2001 included capital
expenditures of $0.6 million, offset by $0.3 million in proceeds from the sale
of property and equipment.

Net cash used in financing activities for the nine months ended September
30, 2002 was $1.4 million compared to $1.1 million of net cash provided by
financing activities for the same period in 2001. Net cash used in financing
activities during the 2002 period consisted of proceeds of $2.5 million from the
exercise of stock options and net proceeds of $5.7 million from a private
placement of our common stock. This was offset by a $0.2 million payment on our
capital lease obligation, a $7.0 million payment to repurchase shares of our
common stock held by L&H, a $0.6 million payment of notes payable related to
prior acquisitions and a $1.8 million payment to the former Caere President and
CEO 1in connection with the settlement of the non-competition and consulting
agreement. Net cash provided by financing activities during the comparable
period in 2001 included proceeds of $5.0 million from a private placement of our
common stock, partly offset by payments of $3.4 million to repay in full our
prior line of credit and payments of $0.5 million to repurchase shares of our
stock on the open market.

On October 7, 2002, we signed a definitive agreement with Philips to
acquire its Speech Processing Telephony and Voice Control business units, and
related intellectual property. Under the terms of the agreement, we will pay
Philips $3.0 million in cash, issue a $4.9 million note due December 31, 2003
bearing 5.0% interest per annum and issue a $27.5 million three-year,
zero—interest debenture, convertible at any time into shares of our common stock
at $6.00 per share. With respect to the cash payment, we will pay $2.0 million
at closing and an additional $1.0 million no later than December 31, 2003. We
expect to close the transaction in the first quarter of 2003. We plan to make
the cash payment from our existing cash balances.

On October 31, 2002, we entered into a two year Loan and Security Agreement
(the "Loan Agreement") with Silicon Valley Bank (the "Bank") that consisted of a
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$10,000,000 revolving loan (the "Credit Facility"). Borrowings under the Credit
Facility will bear interest at the Bank's prime rate plus 0.375% or 0.75%, which
is determined by our fixed charge coverage ratio, as defined in the Loan
Agreement. The maximum aggregate amount of borrowings outstanding at any one
time will be limited to the lesser of $10,000,000 or a borrowing base. The
borrowing base will be equal to either 80% or 70% of eligible accounts
receivable, as defined in the Loan Agreement, which is determined by our fixed
charge coverage ratio. Pursuant to the Loan Agreement, we will be required to
maintain certain financial and non-financial covenants, the most restrictive of
which is a quarterly minimum fixed charge coverage ratio of 1.25 to 1.00.
Borrowings under the Loan Agreement are collateralized by substantially all of
our personal property, predominantly our accounts receivable, but not our
intellectual property. To date, no amounts have been drawn under the Credit
Facility.

In September of 2002, we repurchased 1,461,378 shares of common stock from
L&H at $4.79 per share for a total consideration of $7.0 million. We also agreed
to register L&H's remaining holdings of our common stock in an underwritten
public offering. This offering is being made to fulfill this obligation. In
conjunction with this obligation, we agreed to issue 150,000 shares of our
common stock to L&H if we do not complete an underwritten public offering for
L&H by December 15, 2002. We further agreed to issue an additional 150,000
shares of our common stock to L&H if we do not complete an underwritten public
offering for L&H by February 15, 2003. Additionally, if we do not complete an
underwritten public offering by January 1, 2003, the principal and accrued
interest under the $3.5 million promissory note that we issued in connection
with the L&H acquisition will be immediately due and payable.

Historically and through the first quarter of 2002, we have sustained
recurring losses from operations. In the quarters ended June 30, 2002 and
September 30, 2002, we have attained profitability. We reported net income for
the nine months ended September 30, 2002, and have an accumulated deficit of
$151.4 million at September 30, 2002. We believe that operating expense levels
in combination with expected
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future revenues will continue to result in positive cash flows from operations
for 2002. We also believe that we have the ability to maintain operating
expenses at levels commensurate with revenues to maintain positive cash flows
from operations. Therefore, we believe that cash flows from future operations in
addition to cash on hand and cash available from our Credit Facility will be
sufficient to meet our working capital, investing, financing and contractual
obligations as they become due, including the proposed Philips acquisition, for
the foreseeable future.

The following table outlines our contractual payment obligations as of
September 30, 2002:
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PAYMENTS DUE BY PERIOD

WITHIN WITHIN
CONTRACTUAL OBLIGATIONS (1) TOTAL 1 YEAR 2 YEARS THEREAFTE

(IN THOUSANDS)

Notes payable including interest..........iiiiiiieeeennnn $ 3,956 $ 534 $3,422 -
Operating L1easSe S . v vt ittt ittt e et e ettt e e 7,608 1,799 3,559 $2,250
Caere acquisition related COSES. .ottt ienennnn. 2,457 1,638 819 ——
Total contractual cash obligations..........oeeeeeeennn... $14,021 $3,971 $7,800 $2,250

(1) Excludes the potential impact of the proposed Philips acquisition and
potential effect of acceleration of the $3.5 million promissory note issue
in connection with the L&H acquisition.

We have not entered into any off balance sheet arrangements or transactions
with unconsolidated entities or other persons, except as otherwise disclosed.

Year Ended December 31, 2001

As of December 31, 2001, we had cash and cash equivalents of $14.3 million
and net working capital of $9.3 million compared to $2.6 million in cash and
short-term investments and a net working capital deficit of $6.5 million as of
December 31, 2000.

We generated $10.4 million of cash from our operating activities in 2001
compared to cash used for operations of $5.5 million in the same period in 2000.
The cash generated from operations in 2001 came primarily from the results of
operations, collection of amounts due for long-term contracts included in
deferred revenue and decreased accounts receivables at the end of the quarter,
which was offset by lower accounts payable and accrued expense balances.

Cash used in investing activities in 2001 was $10.7 million compared to
$0.4 million in cash provided in 2000. Cash used in 2001 consisted of $10.1
million for the L&H acquisition on December 12, 2001 and $0.9 million for
property and equipment acquired, which was partly offset by proceeds of $0.3
million from the sale of property and equipment. Cash provided in 2000 included
proceeds of $1.4 million acquired in connection with the Caere acquisition,
which was partially offset by the acquisition of $1.0 million of capital
equipment in the normal course of operations.

Cash provided by financing activities in 2001 was $12.4 million compared to
$2.6 million in 2000. The sale of 8.3 million shares of common stock to SWIB in
2001 yielded net proceeds of $15.7 million. This was partly offset by our
repayment of $3.4 million on our bank line of credit, which was then terminated,
and by our repurchase of approximately 656,000 shares of our common stock for
$1.0 million. The repurchase was part of a previously announced program to
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repurchase up to 2 million shares of our stock on the open market. Cash provided
by financing activities in 2000 was $2.6 million, comprised primarily of
borrowings of $3.4 million under our line of credit and proceeds of $0.8 million
from stock option exercises, which was partly offset by the payment of $1.6
million of notes payable.

Our principal source of liquidity as of December 31, 2001 consisted of
approximately $14.3 million of cash and cash equivalents.
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FOREIGN OPERATIONS

We develop and sell our products throughout the world. As a result of the
Caere acquisition in March 2000 and the L&H acquisition in December 2001, we
significantly increased our presence in Europe and added operations in Asia.
With our increased international presence in a number of geographic locations
and with international revenues projected to increase in 2002, we are exposed to
changes in foreign currencies including the euro, Japanese yen and the Hungarian
forint. Changes in the value of the euro or other foreign currencies relative to
the value of the United States dollar could adversely affect future revenues and
operating results. We do not generally hedge any of our foreign-currency
denominated transactions or expected cash flows.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We develop our products in the United States, Belgium and Hungary. We sell
our products globally, primarily through an indirect reseller channel. As a
result, our financial results are affected by factors such as changes in foreign
currency exchange rates and weak economic conditions in foreign markets.

We collect a portion of our revenue and pay a portion of our operating
expenses in foreign currencies. As a result, changes in currency exchange rates
from time to time may affect our operating results. Currently, we do not
generally engage in hedging transactions to reduce our exposure to changes in
currency exchange rates, although we may do so in the future.

CRITICAL ACCOUNTING POLICIES
General

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the dates of the financial
statements and the reported amounts of revenue and expenses during the reporting
periods. On an ongoing basis, we evaluate our estimates and judgments, including
those related to revenue recognition, including estimating valuation allowances
(specifically sales returns and other allowances); the recoverability of
intangible assets, including goodwill; and valuation allowances for deferred tax
assets. Actual amounts could differ significantly from these estimates. We base
our estimates and judgments on historical experience and various other factors
that are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and
liabilities and the amounts of revenue and expenses that are not readily
apparent from other sources.

We believe the following critical accounting policies most significantly
affect the portrayal of our financial condition and results of operations and
require our most difficult and subjective judgments.
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Revenue Recognition

We apply the provisions of Statement of Position 97-2 Software Revenue
Recognition, as amended by Statement of Position 98-9 Modification of SOP 97-2,
Software Revenue Recognition, With Respect to Certain "Transactions," to all
transactions involving the sale of software products. In addition, we apply the
provisions of Staff Accounting Bulletin 101, Revenue Recognition in Financial
Statements.

Sales of our software products through distributors and value-added
resellers provide rights of return for as long as the distributors or resellers
hold the inventory. As a result, we recognize revenues from sales to
distributors and resellers only when products have been sold by the distributors
or resellers to retailers or end-users. Title and risk of loss pass to the
distributor or reseller upon shipment, at which time the transaction is invoiced
and payment is due. Based on reports from distributors and resellers of their
inventory balances at the end of each period, we record an allowance against
accounts receivable for the sales price of all inventory subject to return. If
we experience significant returns from distributors or resellers, our liquidity
may be adversely impacted. We make an estimate of sales returns by retailers or
end users to us directly or through our distributors or resellers based on
historical returns experience. The
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provision for these estimated returns is recorded as a reduction of revenue at
the time that the related revenue is recorded. Historically, we have not
experienced significant returns from retailers or end-users. If actual returns
differ significantly from our estimates, such differences could have a material
impact on our results of operations for the period in which the actual returns
become known. Our accounts receivable balance, including accounts receivable
from a related party, was $14.3 million and $17.1 million at December 31, 2001
and September 30, 2002, respectively. These balances are net of sales returns
and other allowances of $5.5 million and $7.1 million and allowances for
doubtful accounts of $0.8 million and $0.6 million as of December 31, 2001 and
September 30, 2002, respectively.

Royalty revenue derived from sales to OEM partners is recognized when
software copies are deployed and payment is due. Royalty revenue from OEM
customers for which we have significant historical experience is recognized
based on estimates of deployments in the current period. We base our estimates
on timely, informal communication with the OEM and the past payment and royalty
reporting history of our OEMs, seasonality of the OEM's business, the number of
copies deployed in previous periods and the overall economic climate that our
OEMs operate in. If actual copies deployed differ significantly from these
estimates, the differences may have a material impact on the results of
operations for the period in which the actual copies deployed become known.

We may enter into software license agreements that require significant
modification of our software. We recognize revenue with respect to these
agreements under the percentage-of-completion method. We determine progress
toward completion based upon costs incurred to date as compared with total
estimated costs at the contract completion date. If our total costs
significantly differ from our estimates, or we incur losses on these contracts,
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our results of operations may be materially impacted.

If our experience changes due to changes in the market, seasonality or
other economic factors, our ability to make such estimates may be impacted and
therefore we may be unable to recognize revenue until we receive royalty reports
from OEMs.

On January 1, 2002, we adopted EITF 01-9, Accounting for Consideration
Given by a Vendor to a Customer (Including a Reseller of the Vendor's Products),
which requires amounts paid to resellers to be treated as a reduction of
revenue, unless the consideration relates to an identifiable benefit, in which
case such consideration may be recorded as an operating expense. We evaluate our
marketing programs quarterly to ensure criteria are met for expense
classification. The implementation resulted in a $0.3 million reduction to net
revenue and a corresponding reduction of selling, general and administrative
expense for the nine months ended September 30, 2002. Additionally, it resulted
in the reclassification of $0.8 million from selling, general and administrative
expense to net revenue for the nine months ended September 30, 2001.

Valuation of Long-lived and Intangible Assets and Goodwill

We have significant long-lived tangible and intangible assets, which are
susceptible to valuation adjustments as a result of changes in various factors
or conditions. The most significant long-lived tangible and intangible assets
are fixed assets, patents, core technology, developed technology, and goodwill.
The values of intangible assets, with the exception of goodwill, were initially
determined by a risk-adjusted, discounted cash flow approach. We assess the
potential impairment of identifiable intangible assets and fixed assets whenever
events or changes in circumstances indicate that the carrying value may not be
recoverable. Factors we consider important, which could trigger an impairment of
such assets, include the following:

— Significant underperformance relative to historical or projected future
operating results;

— Significant changes in the manner of or use of the acquired assets or the
strategy for our overall business;

— Significant negative industry or economic trends;
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— Significant decline in our stock price for a sustained period; and
— A decline in our market capitalization below net book value.

Future adverse changes in these or other unforeseeable factors could result
in an impairment charge that would impact future results of operations and
financial position in the reporting period identified.

Effective January 1, 2002, we adopted Statement of Financial Accounting
Standards No. 142, Goodwill and Other Intangible Assets or SFAS 142. SFAS 142
requires, among other things, the discontinuance of goodwill amortization. The
standard also includes provisions for the reassessment of the useful lives of
existing recognized intangible assets and the identification of reporting units
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for purposes of assessing potential future impairments of goodwill. SFAS 142
required us to complete a transitional impairment test of goodwill within six
months of the date of adoption. We have reassessed the useful lives of our
existing intangible assets, other than goodwill, and believe that the original
useful lives remain appropriate. In addition, we have determined that we operate
in one reporting unit and, therefore, have completed our transitional goodwill
impairment test on an enterprise-wide level. Based on this analysis, we have
determined that goodwill recorded was not impaired, and no impairment charge has
been recorded. We will complete additional goodwill impairment analyses at least
annually, or more frequently when events and circumstances occur indicating that
the recorded goodwill might be impaired. We will perform the annual assessment
during the fourth quarter of 2002.

Significant judgments and estimates are involved in determining the useful
lives of our intangible assets, determining what reporting units exist and
assessing when events or circumstances would require an interim impairment
analysis of goodwill or other long-lived assets to be performed. Changes in
events or circumstances, including but not limited to technological advances or
competition which could result in shorter useful lives, additional reporting
units which may require alternative methods of estimating fair value, or
economic or market conditions which may affect previous assumptions and
estimates, could have a significant impact on our results of operations or
financial position through accelerated amortization expense or impairment
charges.

Determining Deferred Tax Valuation Allowances

We record a valuation allowance to reduce our deferred tax asset to an
amount that will more likely than not be realized. Through September 30, 2002,
we have recorded a full valuation allowance against our deferred tax assets.
While we have considered our ability to generate future taxable income in
assessing the need for the allowance, in the event we were to determine that we
would be able to realize our deferred tax assets in the future, an adjustment to
the deferred tax asset would increase income in the period or periods that such
determination was made.

Additionally, our deferred tax assets include significant net operating
loss carryforwards (NOLs) that we have generated or acquired as part of past
business combinations. Our ability to fully utilize these NOLs is based on a
number of factors including ownership changes resulting from the issuance of or
other changes in the ownership of our equity securities. Existing and future
ownership changes could decrease our ability to fully utilize these NOLs
therefore increasing our tax provision in the period such determination was
made.

Recently Issued Accounting Pronouncements

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated
with Exit or Disposal Activities, or SFAS 146. This statement addresses
financial accounting and reporting for costs associated with exit or disposal
activities and nullifies EITF Issue 94-3, Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring), or EITF 94-3. SFAS 146 requires that
a liability for a cost associated with an exit or disposal activity be
recognized when the liability is incurred. EITF 94-3 allowed for an exit cost
liability to be recognized at the date of an entity's commitment to an exit
plan. SFAS 146 also requires that liabilities recorded in connection with exit
plans be initially measured at fair value. The provisions of SFAS 146 are

50



Edgar Filing: SCANSOFT INC - Form S-1/A

36

effective for exit or disposal activities that are initiated after December 31,
2002, with early adoption encouraged. We do not expect the adoption of SFAS 146
will have a material impact on our financial position or results of operations.

In August 2001, the FASB issued Statement of Financial Accounting Standards
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (SFAS
144) . The objectives of SFAS 144 are to address significant issues relating to
the implementation of FASB Statement No. 121, Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of (SFAS 121), and to
develop a single accounting model, based on the framework established in SFAS
121, for long-lived assets to be disposed of by sale, whether previously held
and used or newly acquired. SFAS 144 supersedes SFAS 121; however, it retains
the fundamental provisions of SFAS 121 for (1) the recognition and measurement
of the impairment of long-lived assets to be held and used and (2) the
measurement of long-lived assets to be disposed of by sale. SFAS 144 supersedes
the accounting and reporting provisions of Accounting Principles Board No. 30,
Reporting the Results of Operations —- Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions (APB 30), for segments of a business to be disposed of.
However, SFAS 144 retains the requirement of APB 30 that entities report
discontinued operations separately from continuing operations and extends that
reporting requirement to "a component of an entity" that either has been
disposed of or is classified as "held for sale." SFAS 144 also amends the
guidance of Accounting Research Bulletin No. 51, Consolidated Financial
Statements, to eliminate the exception to consolidation for a temporarily
controlled subsidiary. SFAS 144 is effective for financial statements issued for
fiscal years beginning after December 15, 2001, including interim periods, and,
generally, its provisions are to be applied prospectively. We adopted the
provisions of SFAS 144 in 2002 and its adoption had no impact on our results of
operations.
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BUSINESS

OUR BUSINESS

We are a leading provider of software that allows users to incorporate
documents, images and speech into digital applications. Our products and
technologies automate manual processes and help enterprises, professionals and
consumers increase productivity, reduce costs and save time. Our products are
built upon digital capture and speech technologies, and are sold as solutions
into the financial, legal, healthcare, government, telecommunications and
automotive industries. Our digital capture technologies transform text and
images into digital form. Our speech technologies transform speech into text and
text into speech and permit voice control of applications. We focus on markets
where we can exercise market leadership, where significant barriers to entry
exist and where we possess competitive advantages, because of the strength of
our technologies, products, channels and business processes.

Our software is delivered as independent applications or as part of larger
integrated systems, such as systems for digital copiers on a network or customer
service call centers. Our digital capture solutions eliminate the need to
manually reproduce documents, automate the integration of documents into
business systems, and enable the use of electronic documents and forms within
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XML, Internet, mobile and other business applications. Our speech solutions
automatically create documents from speech, transform text into synthesized
speech, and enable seamless interaction with hardware and software systems
simply by speaking. Our products and technologies deliver a measurable return on
investment to our customers.

Our extensive technology assets, intellectual property and industry
expertise in digital capture and speech create high barriers to entry in markets
where we compete. Our technologies are based on complex mathematical formulas,
which require large amounts of linguistic and image data, acoustic models and
recognition techniques. A significant investment in capital and time would be
necessary to replicate our current capabilities, and we continue to build upon
our leadership position. Our digital capture technology is recognized as the
most accurate in the industry, with rates as high as 99.8%, and supports more
than 100 languages. Our speech technology has industry-leading recognition
accuracy, provides natural sounding synthesized speech in 19 languages, and
supports a broad range of hardware platforms and operating systems. Our
technologies are covered by more than 300 patents or patent applications.

We have established relationships with more than 2,000 resellers, including
leading system vendors, independent software vendors, value-added resellers and
distributors, through which we market and distribute our products and solutions.
In digital capture, companies such as Brother, Canon, Hewlett-Packard, Lexmark,
Visioneer and Xerox include our technology in digital copiers, printers and
scanners, as well as multifunction devices that combine these capabilities. In
addition, companies such as Corel, Kofax, Lockheed Martin, Microsoft and
Symantec embed our digital capture technology into their commercial software
applications. In speech, companies such as Cisco, Dictaphone, IBM, Lucent,
Matsushita, Nortel, Philips and Sony embed our technologies into
telecommunications systems, as well as automotive, PC or multimedia
applications. We also maintain an extensive network of value-added resellers to
address the needs of specific markets, such as financial, legal, healthcare and
government. We sell our applications to enterprises, professionals and consumers
through major independent distributors that deliver our products to computer
superstores, consumer electronic stores, mail order houses, office superstores
and eCommerce Web sites.

We incorporated as Visioneer, Inc. in March 1992 and through December 1998,
developed and sold scanner hardware and software products. On January 6, 1999,
Visioneer sold the hardware business and the Visioneer brand name to Primax
Electronics, Ltd., and on March 2, 1999, Visioneer acquired us, in a cash
election merger, from Xerox Corporation. The corporate entity "Visioneer"
survived the merger, but changed its name to "ScanSoft, Inc." In addition,
Visioneer changed the ticker symbol for its common stock that trades on the
Nasdag National Market, to "SSFT." On March 13, 2000, we merged with Caere
Corporation, a California-based digital imaging software company. In December
2001, we acquired certain assets and intellectual property relating to the
former L&H entities that were in bankruptcy under the jurisdiction of both the
United States Bankruptcy Court for the District of Delaware and the Belgium
Court of Ieper and hired certain employees from those entities.
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Our focus on providing solutions that enable the capture and conversion of
information requires a broad set of technologies and channel capabilities. We
have made and expect to continue to make acquisitions of other companies,
businesses and technologies to complement our internal investments in these
areas. We have a small team that focuses on evaluating market needs and
potential acquisitions to fulfill them. In addition, we have a disciplined
methodology for integrating acquired companies and businesses after the
transaction is complete.

Since 1997, we have made three significant business acquisitions and
acquired several key technologies for aggregate consideration totalling
approximately $231.9 million. The proposed Philips acquisition will raise the
aggregate consideration to approximately $269.3 million.

OUR MARKETS AND PRODUCTS
DIGITAL CAPTURE MARKET

Document and PDF Conversion. Despite the broad use of computing systems in
enterprises, the majority of business information is still maintained in paper
form. The proliferation of PDF as a digital document standard does not resolve
the problem of accessing and utilizing information trapped in a static form. In
addition, manually reproducing static documents in digital form is time
consuming, costly and subject to error, taking valuable resources away from more
productive activities. Enterprises and workgroups seek solutions that integrate
paper and static PDF documents into their business processes, allowing them to
automate the way they store, edit, use and share information.

Our solutions help businesses save time and money by automatically
converting paper documents and PDF files into editable and usable business
documents. Based on optical character recognition, our software delivers highly
accurate document and PDF conversion, replacing the need to manually re-create
documents. Our software preserves document formatting and provides editing
capabilities that recreate the complex components in a typical document,
including formatted text, columns, graphics, tables and spreadsheets. Our
products can be used with existing business applications and enable the
distribution and publishing of documents to email, Internet and mobile
applications using standard file formats, including XML, HTML, PDF and Open
eBook.

The proliferation of multifunction devices and digital copiers connected
over a network has increased the number of documents that individuals within an
enterprise are transforming into digital format. Our software solutions create a
more efficient method to process static documents in enterprise content
management and database systems, thereby enhancing the value of their
investments in these systems. All of these documents can then be more easily
archived, edited and combined within the enterprise.

Our solutions are used in professional office settings, particularly in the
government, legal, finance and education sectors. Our software is available in
11 languages. We utilize a combination of our global reseller network and direct
sales to distribute our document and PDF conversion products. We license our
software to companies such as Canon, Hewlett-Packard and Xerox, which bundle our
solutions with multifunction devices, digital copiers, printers and scanners.

We also license software development toolkits to independent software
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vendors, integrators and in-house developers to add document and PDF conversion
capabilities to their applications. Our independent software vendor customers
include vendors, such as Microsoft and Symantec. Our technology is also used
within high-end enterprise systems from vendors such as Kofax and Lockheed
Martin.

Digital Paper Management. As the volume and complexity of corporate data
continues to multiply, organizations are increasingly challenged in their
efforts to manage all of their paper and digital documents. The wide dispersion
of documents makes finding complete and specific information even more
difficult, time-consuming and costly. As a result, businesses need solutions
that allow individuals, workgroups or the entire organization to more
efficiently organize, find and share business documents.

Our solutions convert paper into digital documents that can be easily
archived, retrieved and shared. Our software can be used in conjunction with
network scanning devices to preserve an image of a
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document exactly as it appears on paper. Our software automatically indexes the
scanned image, so that it can be stored together with other digital documents on
a desktop, over a network or within an enterprise content management system. In
a single search, users can quickly find scanned documents and existing digital
files that match the search criteria.

Within enterprises, workgroups and distributed teams, our product also
facilitates the movement of scanned paper and digital documents into email,
print and other business applications. This streamlines the flow of documents
between workers, decreasing the time and costs associated with managing and
using paper documents. Our solution integrates with established file systems,
such as Oracle 9i Collaboration Suite, to simplify the transfer of documents
between desktop and enterprise content management systems.

Our solutions are used in enterprises and workgroups, especially those
within the legal, healthcare, financial, government, real estate and education
industries. Our software is available in eight languages. We utilize a
combination of our global reseller network and direct sales to distribute our
digital paper management products. We also license our software to companies
such as Brother, Hewlett-Packard, Lexmark and Xerox, which bundle our solutions
with multifunction devices, digital copiers, printers and scanners.

Electronic Forms. Paper forms are expensive to print, store and
distribute. They must be physically circulated for approval and, when completed,
paper forms must be collected, verified and archived. Processing paper forms
adds to this expense by requiring the manual transfer of data on completed forms
into business applications. As a result, organizations seek solutions that
implement online alternatives to the use of paper forms in order to reduce costs
and increase operational efficiency.

Our products automatically convert paper forms into fillable electronic
forms that can be easily used by enterprises and other organizations. Our
products also convert static PDF and Microsoft Word forms into fillable
electronic forms using XML, HTML and PDF standards. Our solutions simplify the
design and creation of new forms that can be delivered electronically with the
same appearance as paper. Our products enable the access and distribution of
forms through the Web and email, and can be electronically routed, approved and
digitally signed. Our solution validates form information and automates data
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collection by connecting electronic forms with standard database and back office
applications.

Our solutions are used in enterprises and workgroups, especially those
within the government, financial, public safety, education, legal, healthcare
and real estate industries. Our software is available in English, French and
German. We utilize a combination of our global reseller network and direct sales
to distribute our electronic forms products. Companies such as Hewlett-Packard
bundle our solutions with multifunction devices, digital copiers, printers and
scanners, and organizations such as the U.S. Internal Revenue Service and the
Law School Admission Council license our solutions.

PRODUCT HIGHLIGHTS
DOCUMENT AND - Converts paper and PDF into documents that can be edited, archived and
PDF CONVERSION - Most widely used optical character recognition product
OmniPage - Accuracy of up to 99.8%, the highest in the industry

- Converts into XML, HTML, Open eBook, Microsoft Word, Excel and PowerPc
- Retains precise document layout and formatting

- Integrates with enterprise content management systems

- Recognizes 114 languages

- Recent Editors' Choice Awards from PC Magazine and CNET

- Localized in 11 languages

- Available on Microsoft Windows 98/NT/2000/XP and Apple Macintosh opera

Capture - Toolkit of sophisticated imaging, PDF and capture capabilities
Development - Optical character recognition, handprint, checkbox and barcode recogni
System - Supports PDF, JPEG, TIFF and other image formats

- Exports Microsoft Word and Excel, RTF, ASCII, HTML, PDF and other docu
- Recognizes more than 100 languages

- Supports over 200 scanning devices

- Available on Microsoft Windows NT/2000/XP operating systems
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PRODUCT HIGHLIGHTS
DIGITAL PAPER - Simplifies scanning, organizing and sharing paper documents
MANAGEMENT - Index, search and retrieve scanned paper and digital documents
PaperPort - Adds document management and collaboration capabilities to Microsoft W

- Thumbnail based visual file management

- Adds scanning and creation of searchable PDF files to Oracle 9i

- Integrates with network file systems and content management applicatio
- Speeds document set assembly and connectivity to workgroup

- Localized in eight languages

- Available on Microsoft Windows 98/NT/2000/XP operating systems

ELECTRONIC - Converts paper, static PDF and Microsoft Word forms into fillable elec
FORMS - Supports online filling, routing, electronic signing, validation and c
OmniForm - Connectivity with Microsoft Access, Excel, SQL Server, Oracle and othe

- Supports XML, HTML and PDF standards
- Localized in English, French and German
- Available on Microsoft Windows 98/NT/2000/XP operating systems
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SPEECH MARKET

Speech Recognition and Dictation. Organizations demand solutions that
increase productivity by automating repetitive business processes, including the
creation of documents, data entry and completing forms. They also look for ways
to maximize the productivity of their existing workers, including those with
disabilities, and to comply with government requirements relating to workplace
safety and accessibility. Organizations also seek solutions that can reduce the
cost associated with manual transcription of professional documents. Since most
people can talk more quickly than they can type, speech is a natural way to
interact with computers to address these problems.

Our speech recognition and dictation solutions increase productivity in the
workplace by using speech to create documents, streamline repetitive and complex
tasks, input data, complete forms and automate manual transcription processes.
Our solutions allow users to automatically convert speech into text at up to 160
words—-per-minute, much faster than most people can type. Our software supports a
vocabulary of more than 250,000 words that can be expanded by users to include
specialized words and phrases. Our software is designed to adapt to individual
voice patterns and accents and is highly accurate, able to achieve accuracy
rates of approximately 95%, with the ability to achieve still greater accuracy
with frequent use. Our software supports multiple languages, including Dutch,
French, German, Italian, Japanese, Spanish, Swedish, and U.S./U.K. English.

Our solutions are valuable within enterprises and workgroups for a number
of reasons. Our software can operate within a distributed network environment,
where speaker profiles can be stored on a server and accessed from any networked
computer. Our solutions also speech-enable existing business systems and
applications, including electronic records management systems and customer
service and billing applications. Our software allows a user to interact with a
computer without a keyboard or mouse, increasing the productivity of disabled
workers and those suffering from repetitive stress injury. Our solutions also
help government agencies address accessibility mandates, such as those described
in Section 508 of the U.S. Government Rehabilitation Act. We also deliver
versions of our products that are specialized for the medical, legal and public
safety vertical markets.

We offer a range of implementations, each with features that match a
specific customer target. Our solutions are also used in enterprises and
workgroups, particularly in the medical, legal, government, finance and
education sectors. Our software is available in eight languages. We utilize a
combination of our global reseller network and direct sales to distribute our
speech recognition and dictation products. We believe we gain a competitive
advantage through our established value-added reseller community, who provide
local sales, integration, training and support services to our professional
end-user community. We also license our software to companies such as Corel,
Panasonic and Sony, which bundle our solutions with some of their products.
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Text-to-Speech. Organizations look for ways to reduce the costs associated
with serving their customers without sacrificing the quality of service that
they deliver. They also seek solutions that more effectively connect their
mobile workforce with real-time enterprise information, including customer data,
email and schedules, while at the same time reducing operating costs.
Text-to-speech technologies, which convert text into natural sounding
synthesized speech, are used to implement applications to achieve these goals.

We have the market-leading text-to-speech solutions. Our solutions deliver
natural sounding results by using segments of real human speech, thereby

56



Edgar Filing: SCANSOFT INC - Form S-1/A

increasing listener satisfaction especially in the delivery of multiple phrases
and sentences. Our solutions provide a single, standardized interface that
supports the creation of speech-enabled applications in 19 languages, more than
any other vendor. Our products also support the rapid and cost-effective
implementation of customized voices for specific customers. Our solutions are
highly scalable, able to handle large call volumes, and are available on many
hardware platforms and operating systems.

Our solutions are used within a wide range of applications, including
reading emails for unified messaging systems, providing prompts for interactive
voice response applications and adding text-to-speech to mobile, game and
multimedia applications. Our technology is also used in voice portals that
deliver enhanced information services, such as sports scores, news and stock
quotes. Further, companies in the automobile industry use our product to deliver
in-vehicle speech-based information services, such as directions, traffic
information and email.

We license our text-to-speech products to systems integrators, technology
providers and telecommunications companies that in turn sell an integrated
solution to businesses and end-users. This indirect, or channel-based, method of
selling allows us to focus on technology advancement while avoiding the risks
and costs associated with implementing widely varying customer and end-user
applications. We license our text-to-speech solutions to developers of telephony
applications, including Cisco, IBM, Lucent, Nortel and Philips, which integrate
our solutions into hardware and software platforms. In addition, our solutions
are integrated into automotive, mobile and multimedia applications, which
require high quality text-to-speech on small-footprint, embedded hardware
systems.

Voice Control. Automatic speech recognition is a speaker-independent
technology that adds voice control capabilities to applications. This technology
identifies specific words and phrases at any moment in time, converting spoken
words into instructions that control functions within applications. Automobile
and mobile communications manufacturers and their suppliers are accelerating the
development of products that require enhanced voice control capabilities. In
addition, a growing number of independent software and hardware vendors are
incorporating voice control into multimedia applications.

Our voice control solutions are based upon automatic speech recognition
technologies that allow users to interact with products simply by speaking. Our
solutions for automotive and mobile applications support a dynamic vocabulary of
up to 50,000 words and have sophisticated noise management capabilities that
ensure accuracy, even at high vehicle speeds. Our products scale to meet the
size and accuracy requirements for automotive and navigation systems and offer
rapid application development tools, extensive compatibility with hardware and
operating systems, and support for up to 13 languages. By scale, we mean that we
offer a variety of voice control solutions that are designed to meet the
individual vocabulary, operating system and memory requirements of different
applications and devices. We include toolkits with our engines that help
developers add our technologies to applications such as navigation systemns,
hands-free cell phone devices and voice-activated controls in an automobile.

Our voice control solutions are embedded by tier-one, automobile, cell
phone and aftermarket system manufacturers, including Citroen, Clarion, Delphi,
Microsoft, Pioneer and Sony. By embedded, we mean our technologies are included
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as part of a larger system, application or solution that is designed,
manufactured and sold by our partners. These partners include tier-one
suppliers, companies whose size and importance qualifies them to be direct
suppliers to the major automotive manufacturers, and in-dash radio, navigation
system and other electronic device manufacturers, also known as aftermarket
systems providers. In addition, Microsoft ships our product as the reference
speech software development toolkit for
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Windows CE for Automotive, and independent software developers embed our speech
recognition technologies into multimedia applications.

We recently entered into an agreement to acquire certain Philips Speech
Processing businesses that will add several speech recognition and voice control
products to our business. These solutions broaden our voice control technologies
for automobiles, mobile devices and consumer electronics. In addition, the
acquisition affords new opportunities to offer productivity solutions, such as
directory assistance, voice activated dialing and automated attendant
applications. In addition Philips' automatic speech recognition solutions
complement our text-to-speech capabilities for telephony-based applications.

AudioMining. Our AudioMining products are based on our speech recognition
and dictation solutions and are used to automatically create index information
for words spoken in audio and video content. Our products allow users to search
for specific audio and video content using standard text queries. Our solutions
not only present matched audio and video files, but also provide random access
to precise match locations within each audio and video file. Our solutions can
also be used to time-align existing transcripts with video clips, automating the
creation of captions. Our AudioMining solutions provide efficient access to the
information currently hidden within media files and reduce the cost associated
with creating captioned video. AudioMining is used within call center and
security applications to facilitate the retrieval of specific recorded
conversations based on the identification of key words and phrases. AudioMining
is also used by content providers to enable text queries for specific Web-based
media content, such as news, financial analyst reports, sports and talk radio.

PRODUCT HIGHLIGHTS
SPEECH RECOGNITION - Highly accurate automatic speech recognition
AND DICTATION - Converts speech into text at up to 160 words per minute
Dragon - Recognizes more than 250,000 words
NaturallySpeaking - Speech-enables Microsoft Windows applications

- Adds voice control to Microsoft Windows operating system

- Available in eight languages

- Vertical implementations for medical, legal and public safety markets
- Performs complex tasks simply by speaking

- Complements accessibility efforts for disabled workers

- Supports Microsoft Windows 98/NT/2000/XP

AudioMining - Automatically converts speech within audio and video into XML search
Development - Allows text-based search for content in audio and video content
System - Time—-aligns captions for video content
- Supports word-spotting for call center and security applications
TEXT-TO-SPEECH - Industry-leading synthesized human speech solution
RealSpeak - Converts text into speech in 19 languages

- Scalable, high-density capabilities
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- Supports Microsoft Windows 98/NT/2000/XP, Windows CE, Windows CE for
Linux operating systems
- Available on Hitachi, Intel, MIPS and NEC hardware systems

VOICE CONTROL - Highly accurate speaker-independent embedded voice recognition soluti
ASR - Adds sophisticated command and control applications into automotive,
Embedded multimedia applications
Development - Rapid application development tools
System - Accurate speech recognition engine in noisy environments, even at hig

- Supports Microsoft Windows 98/NT/2000/XP, Windows CE, Windows CE for
operating systems
- Available on Hitachi, Intel, MIPS and NEC hardware systems

OUR COMPETITIVE STRENGTHS

Core Technology Assets. In recent years, we have developed and acquired
extensive technology assets, intellectual property and industry expertise in
digital capture and speech. Our technologies are based on complex mathematical
formulas, which require extensive linguistic and image data, acoustic models and
recognition techniques. A significant investment in capital and time would be
necessary to
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replicate our current capabilities. We continue to invest in the advancement of
our technologies to maintain our market leading position and to develop new
applications. As of September 30, 2002 we had 247 full-time employees in
research and development, and our technologies are covered by more than 300
patents or patent applications.

Broad Distribution Channels. We have established relationships with more
than 2,000 resellers, including leading system vendors, independent software
vendors and distributors. We maintain an extensive network of value-added
resellers to address the needs of specific markets, such as financial, legal,
healthcare and government. We believe that our extensive channel relationships
increase the difficulty for competitors to develop a similar channel network and
makes it difficult for our products to be displaced. In addition, our channel
network enables us to introduce new products quickly and effectively into the
global marketplace.

Leading Market Share. We have a strong market position in each of our
product categories and are the market leader in document and PDF conversion,
speech recognition and dictation, and text-to-speech. Approximately 78% of our
revenue for the nine months ending September 30, 2002 was derived from markets
where we are the established leader. Organizations tend to look to established
market leading vendors when making product selections. As the established brand
in our markets, we believe we can target and win more partnership arrangements
and new customers than our competition.

International Focus. The broad language coverage within our products
increases the likelihood that we will be a selected technology provider to
vendors selling globally. Our language coverage 1s difficult for competitors to
duplicate, and our presence in global markets limits the potential entry of new
regional competitors. With nearly one half of our staff located outside of North
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America, we are able to efficiently compete on a global basis.

Multiple End Markets. We sell to a range of end markets and maintain a
tiered distribution model that provides a diversified revenue stream and broad
market exposure. We are not dependent on any single market segment or set of end
customers and earn revenue from both established and emerging markets.

OUR STRATEGY

Expand Digital Capture Solutions. We intend to enhance the value of our
digital capture solutions for enterprises to address the expanded use of content
management systems, the proliferation of PDF and the widespread adoption of
networked multifunction and digital scanning devices. We expect to introduce new
products or new versions of existing products to take advantage of these growth
opportunities. We also plan to enhance our software development toolkits so our
technologies can be integrated with more third-party solutions. We expect to
maintain product development and delivery cycles that range from 12 to 18 months
for each of our digital capture products and applications.

Pursue High Growth Markets In Speech. We intend to leverage our
technologies and market leadership in speech to expand our opportunities in the
automotive, healthcare, telecommunications, telematic and mobile markets. We
also intend to pursue emerging opportunities to use our speech technology within
consumer devices, games and other embedded applications. To expand our position,
we have introduced new versions of our products that are designed for specific
markets; completed new license agreements with customers and partners that will
resell our technologies; and announced the proposed acquisition of Philips
Speech Processing Telephony and Voice Control business units that we believe
complements our existing solutions and resources in the telecommunications,
automotive and electronics markets.

Grow Market Share. We intend to increase our market share in each of our
product categories. In particular, we intend to expand and add features and
functions to our products to make our solutions more useful to and useable by a
larger customer base. In addition, we intend to aggressively pursue sales and
partnership opportunities to build on our leading positions in the
text-to-speech and speech recognition markets, and to capture additional market
share and increase the penetration of our products.
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Expand Worldwide Channels. We intend to expand our global channel network
and build upon our existing distribution channels, especially in Europe, Asia
and Latin America. In particular, we intend to replicate our successful North
American value-added reseller channel in Europe. Along these lines, we have
added sales employees in different geographic regions and launched programs and
events to help recruit new partners for our channel network.

Capitalize on Government Initiatives. We intend to market our products
aggressively in North America and abroad to capitalize on legislative mandates
and government initiatives to put government processes online, to enhance

60



Edgar Filing: SCANSOFT INC - Form S-1/A
opportunities for workers with disabilities and to promote public safety.

Pursue Strategic Acquisitions. We have selectively pursued strategic
acquisitions. For example, during the last year we completed the L&H acquisition
and announced the Philips acquisition. We intend to continue to pursue strategic
acquisitions as a part of our growth strategy.

SALES AND DISTRIBUTION

We have established relationships with more than 2,000 channel partners,
including leading system vendors, independent software vendors, value-added
resellers and distributors, through which we market and distribute our products
and solutions. In digital capture, companies such as Brother, Canon, Hewlett-
Packard, Lexmark, Visioneer and Xerox include our technology in digital copiers,
printers and scanners, as well as multifunction devices that combine these
capabilities. In addition, companies such as Corel, Kofax, Lockheed Martin,
Microsoft and Symantec embed our digital capture technology into their
commercial software applications. In speech, companies such as Cisco,
Dictaphone, IBM, Lucent, Matsushita, Nortel, Philips and Sony embed our
technologies into telecommunications systems, as well as automotive, PC or
multimedia applications.

We also maintain an extensive network of value-added resellers to address
the needs of specific markets, such as financial, legal, healthcare and
government. We sell our applications to enterprises, professionals and consumers
through distribution and fulfillment partners, including 1450, Ingram Micro,
Tech Data and Digital River. We believe we can add to or replace these
distribution and fulfillment partners without significant long term impact to
our business. These distribution and fulfillment partners provide our products
to computer superstores, consumer electronic stores, eCommerce Web sites, mail
order houses and office superstores, such as Amazon.com, Best Buy, CDW,
MicroWarehouse, Circuit City, CompUSA, Fry's Electronics, Office Depot, PC
Connection and Staples. We also maintain an extensive network of value added
resellers to address the needs of specific markets such as medical, legal and
public safety. We also sell products through our Web site at www.ScanSoft.com.

As of September 30, 2002, we employed 120 full-time sales and marketing
employees in offices worldwide.

PROPRIETARY TECHNOLOGY

We exploit our proprietary technology, trade secrets, know-how, continuing
technological innovations and licensing opportunities to maintain our
competitive position. We rely on patent law, copyright law, trade secret laws,
secrecy, technical measures, licensee agreements and non-disclosure agreements
to protect our technology, trade secrets and other proprietary rights. Our
policy is to file patent applications to protect technology, inventions and
improvements that are important to the development of our business, to maintain
a technological advantage over our competitors and to generate licensing
revenue. In this regard, we have obtained patents that directly relate to our
products. Furthermore, we obtained in the L&H acquisition 131 patents and 165
pending patent applications in speech. Our digital capture and speech
technologies are covered by more than 300 patents or patent applications. These
patents expire on various dates between 2005 and 2016.
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In order to protect our ownership rights in our software products, we
license our products to OEMs and resellers on a non-exclusive basis with
contractual restrictions on reproduction, distribution and transferability. In
addition, we generally license our software in object code form only. We license
certain
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of our software products to end-users by use of a "shrink-wrap" or "click wrap"
customer license that restricts the end-user to personal use of the product.

We require our employees to execute confidentiality and invention
assignment agreements in order to protect our proprietary technology and other
proprietary rights. We also rely on trade secrets and proprietary know-how.

RESEARCH AND DEVELOPMENT

The market for our products and services is characterized by rapid
technological change, frequent new product introductions and enhancements,
evolving industry standards, and rapidly changing client requirements. As a
result, we believe that our future growth is highly dependent on the timely and
efficient introduction of new and updated products and technology. As of
September 30, 2002, we employed 247 people in research and development, slightly
over half of whom are located in international locations. Our employees based in
overseas facilities extend our global focus while often lowering our overall
cost of research and development. To promote efficiency in our research and
development efforts, we have organized the effective use of global development
teams and a comprehensively integrated development process. In addition, we have
developed and refined our time-to-market process, which contributes to cost-—
effective resource management while promoting technology sharing across
programs.

Our future success will depend in part on our ability to anticipate
changes, enhance our current products, develop and introduce new products that
keep pace with technological advancements and address the increasingly
sophisticated needs of our clients. Our research and development expenses for
the nine months ending September 30, 2002, and the years ending December 31,
2001, 2000 and 1999 were $21.3 million, $14.0 million, $15.0 million and $6.9
million, respectively. We expect that we will continue to commit significant
resources to research and development in the future. All research and
development expenses have been expensed as incurred.

INTERNATIONAL OPERATIONS

We currently have offices in a number of international locations including:
Australia, Belgium, Denmark, England, France, Germany, Hong Kong, Hungary,
Italy, Japan, the Netherlands, Poland, and Taiwan. The scope of our
international operations includes research and development, customer support and
sales and marketing. Our international research and development is conducted in
Budapest, Hungary and Merelbeke, Belgium. Additionally sales and support offices
are located throughout the world to support our current international customers
and to expand our international revenue opportunities.
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Geographic revenue classification is based on the country in which the sale
is invoiced. Revenue for the nine months ended September 30, 2002 was 74% North
America and 26% international, versus 79% North America and 21% international
for the comparable period in 2001.

A number of our OEM partners distribute their products throughout the world
and do not provide us with the geographical dispersion of their products. We
believe that if provided with this information, our geographical revenue
classification would indicate a higher international percentage. Based on an
estimate that factors our OEM partners' geographical revenue mix to our revenues
generated from these OEM partners, revenue for the nine months ended September
30, 2002, is approximately 69% North America and 31% international, compared to
72% North America and 28% international for the comparable period in 2001.

COMPETITION

There are a number of companies that develop or may develop products that
compete in our targeted markets; however, there is no one company that competes
with us in all of our products areas. The individual markets in which we compete
are highly competitive, and are rapidly changing. Within digital capture, we
compete directly with ABBYY, I.R.I.S. and NewSoft. Within speech, we compete
with AT&T, IBM, Nuance Communications, Philips Electronics and SpeechWorks
International. Vendors such
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as Adobe and Microsoft offer solutions that can be considered alternatives to
some of our solutions. In addition, a number of smaller companies produce
technologies or products that are in some markets competitive with our
solutions. Current and potential competitors have established, or may establish,
cooperative relationships among themselves or with third parties to increase the
ability of their technologies to address the needs of our prospective customers.

Some of our competitors or potential competitors in our markets have
significantly greater financial, technical and marketing resources than we do.
These competitors may be able to respond more rapidly than we can to new or
emerging technologies or changes in customer requirements. They may also devote
greater resources to the development, promotion and sale of their products than
we do.

FACILITIES AND FULFILLMENT

Our principal administrative, sales, marketing and support functions along
with our North American imaging research and development functions occupy 45,860
square feet of space that we lease in Peabody, Massachusetts. We also lease
26,568 square feet of space in Waltham, Massachusetts where our North American
speech and language research and development is performed. These leases expire
in July 2006 and September 2006, respectively. Additionally, we lease
approximately 21,180 square feet of research and development space located in
Budapest, Hungary and 20,085 square feet in Merelbeke, Belgium, which houses our
international headquarters and research and development space. These leases
expire in December 2006 and April 2008, respectively. We also lease a number of
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small sales and marketing offices in Asia and Europe, including offices located
in Amsterdam, the Netherlands; Hong Kong, China; Taipei, Taiwan; Milan, Italy;
Munich, Germany; Paris, France; Reading, England; and Tokyo, Japan.

We believe that our existing facilities are adequate for our needs for at
least the next twelve months.

Most of our software products are manufactured, packaged and shipped by
GlobalWare Solutions on a worldwide basis under a 24-month agreement we entered
into on May 1, 2002. However, we regularly investigate alternative manufacturing
and fulfillment vendors, and we believe that, if necessary, we could transition
the services provided by GlobalWare Solutions to another third party provider
without material disruption to our operations.

EMPLOYEES

As of September 30, 2002 we employed 478 people on a full-time basis, 256
in the United States and 222 internationally. Of the total, 247 were in product
research and development, 120 in sales and marketing, 65 in operations and
support, and 46 in finance and administration. Of these employees 223 were hired
in connection with the L&H acquisition completed in December 2001. None of our
employees are subject to collective bargaining agreements. We have experienced
no work stoppages and believe that our employee relations are good. We have
utilized the services of consultants, third-party developers, and other vendors
in its sales, development, and manufacturing activities.

LEGAL PROCEEDINGS

Like many companies in the software industry, we have from time to time
been notified of claims that we may be infringing the intellectual property
rights of others. These claims have been referred to legal counsel, and they are
in various stages of evaluation and negotiation.

On November 27, 2002, AllVoice Computing plc filed an action against
ScanSoft in the United States District Court for the Southern District of Texas
claiming patent infringement. In the lawsuit, AllVoice alleges that ScanSoft
infringes United States Patent No. 5,799,273 entitled "Automated Proofreading
Using Interface Linking Recognized Words to Their Audio Data While Text Is Being
Changed" ("the '273 Patent"). The '273 Patent generally discloses techniques for
manipulating audio data associated with text generated by a speech recognition
engine. Although ScanSoft has several products in the speech recognition
technology field, ScanSoft believes that these products do not infringe the '273
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Patent because they do not use the claimed techniques. We believe this claim has
no merit, and we intend to defend the action vigorously.

In December 2001, the Massachusetts Institute of Technology and Electronics
For Imaging, Inc. sued us in the United States District Court for the Eastern
District of Texas for patent infringement. The patent infringement claim was
filed against more than 200 defendants. In their lawsuit, MIT and EFI allege
that we infringe United States Patent No. 4,500,919 entitled "Color Reproduction
System" (the "'919 Patent"). MIT and EFI allege that the '919 Patent discloses a
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system for adjusting the colors of a scanned image on a television screen and
outputting the modified image to a device. We have several products that permit
a user to adjust the color of an image on a computer monitor. We have asserted
that our products do not infringe the '919 Patent because our products do not
contain all elements of the structure required by the claimed invention and
because our products do not perform all of the steps required by the claimed
method. Further, we believe there may be prior art that would render the '919
Patent invalid. The '919 Patent expired on May 6, 2002. Damages are sought in an
unspecified amount. We filed an Answer and Counterclaim on July 1, 2002. We
cannot predict the outcome of the claim, nor can we make any estimate of the
amount of damages, if any, for which we will be held responsible in the event of
a negative resolution of the claim. For the reasons described here, we believe
this claim has no merit, and we intend to defend the action vigorously.

On August 16, 2001, Horst Froessl sued us in the United States District
Court for the Northern District of California for patent infringement. In his
lawsuit, Froessl alleges that we infringe United States Patent No. 4,553,261
entitled "Document and Data Handling and Retrieval System" (the "'261 Patent").
Froessl alleges that the '261 Patent discloses a system for receiving and
optically scanning documents, converting selected segments of the digitalized
scan data into machine code, and storing and retrieving the documents and the
digitalized and converted segments. Although we have several products in the
scanning technology field, we have asserted that our products do not infringe
the '261 Patent because our products do not contain all elements of the
structure required by the claimed invention and because our products do not
perform all of the steps required by the claimed method. Further, we believe
there may be prior art that would render the '261 Patent invalid. Damages are
sought in an unspecified amount. We filed an Answer and Counterclaim on
September 19, 2001. For the reasons described here, we believe this claim has no
merit, and we intend to defend the action vigorously.

We believe that the final outcome of these matters will not have a
significant adverse effect on our financial position and results of operations,
and we believe we will not be required to expend a significant amount of
resources defending such claims. However, should we not prevail in any such
litigation, our operating results and financial position could be adversely
impacted.

From time to time, we receive information concerning possible infringement
by third parties of our intellectual property rights, whether developed,
purchased or licensed by us. In response to any such circumstance, we have our
counsel investigate the matter thoroughly and we take all appropriate action to
defend our rights in these matters.
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MANAGEMENT

EXECUTIVE OFFICERS AND DIRECTORS

The following table sets forth certain information with respect to our
executive officers and directors as of November 15, 2002.
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NAME AGE POSITION
Paul A. Ricci.....oovvv.. 46 Chief Executive Officer and Chairman of the Board
Michael K. Tivnan........... 50 President, Chief Operating Officer and Director
Wayne S. Crandall........... 44 Senior Vice President of Worldwide Sales and Business Develor
Richard S. Palmer........... 52 Senior Vice President and Chief Financial Officer
Robert J. Weideman.......... 44 Senior Vice President and Chief Marketing Officer
Ben S. Wittner.............. 44 Senior Vice President Imaging Research and Development
Robert J. 55 Director

Frankenberg(1l) (2) .........
Katharine A. Martin(2)...... 40 Director
Mark B. Myers(l) ............ 64 Director
Robert G. Teresi (1) (2)...... 6l Director

(1) Member of the audit committee.
(2) Member of the compensation committee.

Paul A. Ricci has served as our Chairman since March 2, 1999 and our Chief
Executive Officer since August 21, 2000. From January 1998 to August 2000, Mr.
Ricci was the Vice President, Corporate Business Development of Xerox. Prior to
1998, Mr. Ricci held several positions within Xerox, including serving as
President, Software Solutions Division and as President of the Desktop Document
Systems Division. Between June 1997 and March 1, 1999, Mr. Ricci served as
Chairman of the Board of Directors of ScanSoft, Inc., which was then operating
as an indirect wholly-owned subsidiary of Xerox.

Michael K. Tivnan has served as our President and Chief Operating Officer
since August 21, 2000 and has served as a director since March 1999. From March
2, 1999 until August 21, 2000, Mr. Tivnan served as our President and Chief
Executive Officer. From February 1998 until March 2, 1999, Mr. Tivnan served as
the President of ScanSoft, Inc. From November 1993 until February 1998, Mr.
Tivnan served as our General Manager and Vice President. From January 1991 until
November 1993, Mr. Tivnan served as our Chief Financial Officer.

Wayne S. Crandall has served as our Senior Vice President of Worldwide
Sales and Business Development since January of 2002. Mr. Crandall served as our
Senior Vice President Sales and Marketing from November 2000 until December of
2001. From March 2000 to November 2000, Mr. Crandall was our Senior Vice
President Sales, and from March 1995 to March 2000, he was our Vice President
Sales and Channel Marketing. From January of 1993 until March 1995 Mr. Crandall
was our Managing Director of International Sales, Marketing and Operations based
in the United Kingdom. From December 1989 until January of 1993, Mr. Crandall
was Vice President of North American Sales for Xerox Imaging Systems, a wholly
owned subsidiary of Xerox. From January of 1984 until December of 1989, Mr.
Crandall was the Director of North American Sales for Kurzweil Computer
Products. From 1978 until January of 1984, Mr. Crandall held several sales and
marketing positions with Philips N.V., Lexitron, a Division of Raytheon and
Savin Corporation.

Richard S. Palmer has served as our Senior Vice President and Chief
Financial Officer since May 2000. From July 1994 to April 2000, Mr. Palmer was
the Director of Corporate Development at Xerox Corporation. Prior to that, he
worked in a number of financial management positions at Xerox including Vice
President of Business Analysis for Xerox Financial Services, Inc., Corporate
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Assistant Treasurer, and Manager of Planning and Pricing for Xerox's Latin
American Operations.
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Robert J. Weideman became our Chief Marketing Officer and Senior Vice
President of the Company in August 2002. Mr. Weideman has served as our Vice
President, Marketing since November 2001. From February 1999 until November
2001, Mr. Weideman was Vice President of Marketing for Cardiff Software, Inc.
From August 1994 to January 1999, Mr. Weideman was Vice President of Marketing
for TGS N.V. (TGS Inc., Europe).

Ben S. Wittner has served as our Senior Vice President Imaging Research and
Development since August 2000. From March 2000 to August 2000, Dr. Wittner
served as our Vice President Technology Research and Development. From February
1995 until March 2000, Dr. Wittner was Director of OCR Research and Development
of ScanSoft, Inc., which was then operating as an indirect wholly-owned
subsidiary of Xerox. Dr. Wittner Jjoined ScanSoft in 1992 as manager of text
recognition for OCR development. Previously, Dr. Wittner was an individual
contributor and then supervisor for the handwriting recognition project at
NYNEX. Before that, he held a post-doctoral position at AT&T Bell Laboratories,
researching fundamentals and applications of neural networks. Dr. Wittner earned
a Ph.D. in mathematics from Co