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2
PART I

This Report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the
"Securities Act") and Section 21E of the Securities Exchange Act of 1934, as amended (the "Exchange Act") regarding the Company and its
business, financial condition, results of operations and prospects. Words such as "expects,” "anticipates,” "intends," "plans," "believes,"
"seeks," "estimates" and similar expressions or variations of such words are intended to identify forward-looking statements, but are not the
exclusive means of identifying forward-looking statements in this Report. Additionally, statements concerning future matters such as the
development of new products, enhancements or technologies, particularly the ongoing development of the Jeode product line, the timing of the
availability of enhancements of the Jeode platform, the Jeode product and service offerings, the revenue model and market for the Jeode
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platform, the features, benefits and advantages of the Jeode platform, international sales, the availability of licenses to third-party proprietary
rights, business and sales strategies, matters relating to proprietary rights, competition, facilities needs, exchange rate fluctuations and the
Company's liquidity and capital needs and other statements regarding matters that are not historical are forward-looking statements.

Although forward-looking statements in this Report reflect the good faith judgment of the Company's management, such statements can
only be based on facts and factors currently known by the Company. Consequently, forward-looking statements are inherently subject to risks
and uncertainties, and actual results and outcomes may differ materially from the results and outcomes discussed in the forward-looking
statements. Factors that could cause or contribute to such differences in results and outcomes include without limitation those discussed below,
as well as those discussed elsewhere in this Report. Readers are urged not to place undue reliance on these forward-looking statements, which
speak only as of the date of this Report. The Company undertakes no obligation to revise or update any forward-looking statements in order to
reflect any event or circumstance that may arise after the date of this Report. Readers are urged to review and consider carefully the various
disclosures made by the Company in this Report, which attempts to advise interested parties of the risks and factors that may affect the
Company's business, financial condition and results of operations.

Item 1 Business
Overview

Insignia Solutions plc (the "Company"), which commenced operations in 1986, develops, markets and supports software technologies that
implement accelerated virtual machine technology for memory-constrained smart devices.

In January 1998, the Company announced its intention to launch a new product line called the Jeode platform, based on the Company's
Embedded Virtual Machine ("EVM" ) technology. This followed a strategic review in late 1997 of the Company's business. The Company also
explored new markets that would leverage the Company's 16 years of emulation software development experience. The Jeode platform is the
Company's implementation of Sun Microsystems, Inc.'s ("Sun") Java® technology tailored for smart devices. It leverages patent-pending
intellectual property to provide these resource-constrained devices with high performance, fully-compatible Java applet and application support.
The product became available for sale in March 1999. The Jeode platform was the principal product line of the Company in 2001. The Company
expects that it will continue to rely upon sales of Jeode products, plus new products that may be introduced, for the Company's revenue in the
foreseeable future. The Jeode product line revenue model is based on original equipment manufacturer's ("OEMs") and channel partners'
customer transactions.

During 2001, the Company began development of a range of products for the mobile handset and wireless carrier industry. These products
build on our position as a Virtual Machine ("VM") supplier

for manufacturers of mobile devices and allow wireless carriers to build valuable incremental services. These new products will be shipping
during 2002.

Before 1998, the Company's principal product line in past years was SoftWindows . This product enabled Microsoft Windows
("Windows"®) applications to be run on most Apple Computer Inc. ("Apple"®) Macintosh computers and many UNIX workstations. Revenues
from this product line grew until 1995, but declined significantly after that date, along with margins. This was due to a declining demand for
Apple Macintosh products and increased competition. The Company also shipped RealPC, a low cost software product that allowed consumers
to play games and other applications designed for Intel-based PCs on their Power Macintosh computers. In 1999 Management took steps to
discontinue these product lines, thus allowing the Company to focus exclusively on its Jeode platform business strategy.

Products and Support
Summary

The Jeode product has been available for sale since March 16, 1999. In 2001, revenue from the Jeode product line was derived from four
main sources: the sale of a development license, the sale of annual maintenance and support contracts/services, prepaid royalties and commercial
use royalties based on shipments of products that include Jeode technology, and customer-funded engineering activities. The Jeode product line
revenue model is based on a combination of indirect sales to customers through OEMs as well as direct sales to customers. Jeode product line
revenues accounted for 99% of total Company revenues in 2001, and 95% of total Company revenues in the fourth quarter of 2001.
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SoftWindows revenues accounted for 1% of total Company revenues in 2001.
Jeode Platform

The Company's Jeode platform allows developers to create applications for smart devices (Personal Digital Assistants, Mobile Phones,
Automobile Multimedia, Set Top Boxes as well as computer devices and other embedded devices) using Java technology. The Java environment
was originally designed by Sun and first unveiled in 1995. Currently, Venture Development Corporation ("VDC") estimates that during 2001
over 24 million Java-enabled smart devices shipped. VDC estimates that during 2005 Java-enabled smart device shipments will increase to over
600 million units, with over 514 million of these smart devices being mobile phones.

There is a growing demand in the smart device markets for Java technology because the Java language is simple, robust, object oriented,
and multi-threaded meaning it supports applications that do more than one thing at a time. Among the Java platform's biggest advantages are its
"write once, run anywhere" architecture and its ability to deliver virus-free code. In addition, the Java technology platform is interpreted and
dynamically extensible and is easy to connect to the Internet. Smart devices, if programmed in Java technology, could be dynamically
downloaded with new functionality over the Internet instead of requiring consumers to purchase an entire new device or taking the device to a
repair shop.

Historically, implementations of Java technology were designed for medium to large computing environments, and did not scale down to
meet the resource constraints of smart devices.

With the Company's 16 years of experience developing virtual machine technology to function under severe systems resource restrictions,
the Company has developed its version of a Java embedded virtual machine which fits within the constraints of a smart device. The Company
believes its VM incorporates unique technologies, including dynamic adaptive compilation and precise, concurrent garbage collection to achieve
optimal performance and robustness in limited memory smart devices.

Consequently, the Company believes it is in a unique position to take advantage of the opportunity and demand that now exists.

A vital component of the Company's Jeode platform is the highly configurable and tunable VM, which optimizes the performance of
embedded application software in resource constrained smart devices. The Company believes the Jeode platform addresses the specific
requirements of smart device developers, making Java technology viable for the smart device markets for the first time.

The Jeode platform is available for ARM, MIPS, x86, Hitachi SuperH-3 and SuperH-4 and Power PC processors, and Windows CE 2.12
and 3.0, Windows NT4, VxWorks, Linux, ITRON, Nucleus, BSDi Unix, pSOS and other operating systems, with additional processor/operating
system platforms planned for introduction in 2002. The Company also offers various services and will license technology for porting the Jeode
platform to other platforms to help developers migrate their applications to their platforms more easily.

The Company has filed applications with the Patent Office of the United Kingdom and the United States for international protection of
certain of its technologies related to the Jeode platform.

Mobile Solutions

The ability for smart devices to connect to an increasingly powerful network has enabled them to become a conduit for a variety of
added-value services ("Service Driven Network"). Java has established itself as the standard environment for the Service Driven Network. In
addition to its security and stability benefits, Java provides a consistent environment in which these services and applications can execute,
regardless of the underlying hardware. Enterprise and consumer applications that are written in Java are ideal for those selling mobile services,
as it provides the widest possible number of device platforms that can deliver the same service. For the above reasons, wireless carriers and
mobile smart device manufacturers require 100% compatible Java foundation software.

The Company's new mobile products enable handset manufacturers and wireless carriers to capitalize on the Java standard. Handset
manufacturers need Sun certified, robust, rich and accelerated Java-enabling software for their design to be competitive and meet wireless carrier
requirements. The Company's complete mobile client software stack meets the challenges of handset manufacturers while supporting the widest
possible range of mobile services.
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Wireless carriers need to provide rich mobile services on the widest array of devices in order to capitalize on their investment. The
Company is investing in carrier-grade server software that leverages the Company's intimate platform knowledge to enable carriers to meet these
challenges.

SoftWindows

On October 18, 1999, the Company entered into an exclusive licensing arrangement of its SoftWindows and RealPC product lines to FWB
Software, LLC. This license was terminated by the Company in April, 2001. This product has reached the end of its product life cycle and is no
longer offered as a product by the Company. The Company has no plans to license this product in the future.

Support Jeode Platform

The Company offers both pre and post sales support to its Jeode platform customers. Pre sales support is provided at no charge. After the
sale, each customer usually commits to at least a one year annual maintenance contract which entitles the customer to receive standard support,
including: web-based support, access to FAQs, on-line publications and documentation, email assistance, limited telephone support, and critical
bug fixes and product updates (collective bug fixes and minor enhancements). Annual maintenance contracts are also usually required during the
time that the customer is developing and/or shipping products that include any of the Jeode technology.

Support SoftWindows

The Company offered each SoftWindows customer 30 days of free first line technical support through Startek, a third party support
organization. The Company provided second line support to Startek. The Company also provided free SoftWindows technical support through
on-line services such as America Online and CompuServe, Internet e-mail, a Worldwide Web server, an electronic bulletin board and a 24-hour
facsimile response service. Under the terms of the Company's exclusive licensing arrangement with FWB, FWB assumed all existing technical
support obligations of the Company for SoftWindows Macintosh customers. The Company continued to provide technical support to
SoftWindows UNIX customers that had technical support contracts in place on October 18, 1999. The Company did not renew any of these
contracts as they expired and as such all its obligations ceased by October 2000.

Dependence on Jeode Platform Revenue

The Company's future performance depends upon sales of products within the Company's new Jeode product line. During the fourth quarter
of 2001, sales and service revenues related to the Jeode product line totaled $3.0 million, which accounted for 95% of the Company's total
revenue in such quarter. The Company incurred an operating loss of $2.4 million in the fourth quarter of 2001. The Jeode platform may not
achieve or sustain market acceptance or provide the desired revenue levels. At current overhead levels, the Company requires revenues of more
than $6.0 million per quarter to achieve an operating profit. Overhead expenses are anticipated to increase in 2002. In 2001, the Jeode product
line was the Company's sole product line offering. The Company expects that it will continue to rely upon sales of Jeode products, plus new
products that may be introduced, for the Company's revenue for the foreseeable future.

Potential customers must generally consider a wide range of issues before committing to license the Company's product. These issues
include product benefits, infrastructure requirements, ability to work with existing systems, functionality and reliability. The process of entering
into a development license with a customer typically involves lengthy negotiations. As a result of the Company's sales cycle, it is difficult for the
Company to predict when, or if, a particular prospective licensee might sign a license agreement. Development license fees may be delayed or
reduced as a result of this process.

The Company's success depends upon the use of the Company's technology by the Company's licensees in their smart devices and in their
success in developing, marketing and distributing such products. In 1999 and 2000, the majority of the Jeode license transactions were with
customers who intended to develop, market and distribute internet appliances. Most of these internet appliance development projects were
subsequently delayed or cancelled by the customers, partly as a result of the market downturn for internet related endeavors in the second half of
2000. Consequently, most of the customer projects for which the Jeode product was licensed in 1999 and 2000 have not resulted in either actual
products in production, or products shipping in significant volumes in 2001, as was expected. In 2001, the Company refocused its efforts on
markets other than the internet appliance market. However, it is uncertain whether such markets will experience downturns or other setbacks
similar to those endured by the internet appliance market.

The Company's licensees undertake a lengthy process of developing systems that use the Company's technology. When a licensee enters
into a development license with the Company, the licensee will often prepay some future commercial use royalties, typically an amount
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projected to cover approximately 6 months of future usage. In 1999, 2000 and 2001, the substantial majority of the Company's license revenues
were attributable to customer prepayments of commercial use royalties. However, in 2001, the Company experienced increased customer
resistance to substantial prepayments of commercial use royalties and some customer licenses required no prepayments, or required prepayments
in amounts that were significantly lower than typical prepayments that were made in 1999
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and 2000. The increased customer resistance to make substantial prepayments of commercial use royalties in 2001 was due to various factors
including a general downturn in the economy, a slowdown in technology related spending, and a more cautious approach by customers that had
recently seen many of the internet appliance projects delayed or cancelled. While the majority of the new customers for 2001 made prepayments
of commercial use royalties, the increased customer resistance to such prepayments seen in 2001 is expected to continue indefinitely. This trend
will generate a lower average royalty prepayment per customer, resulting in greater difficulty in growing future Company license revenues
through the prepayment of commercial use royalties. The Company has historically relied on prepayments of commercial use royalties for
license revenue growth and as a source of cash for ongoing operations.

After the Company's licensee makes a prepayment of future commercial use royalties, thereafter, until a licensee has sales of its smart
device incorporating the Company's technology which generate sufficient commercial use royalties to surpass any prepayment to the Company,
the Company does not receive any further royalties from that licensee. The Company expects that the period of time between entering into a
development license and actually recognizing further commercial use royalties to be not only lengthy, but contingent on many factors, which
makes it difficult for the Company to predict when the Company will recognize royalties from commercial use licenses.

The market for commercially available virtual machines is fragmented and highly competitive. The Company's main competitors are Aplix
Corporation, Hewlett-Packard Company, International Business Machines, Kada Systems, Inc., and Tao Group. The Jeode product line is
targeted at the emerging Java-based smart device marketplaces, which are rapidly changing and are characterized by an increasing number of
new entrants whose products compete with the Jeode platform. As the industry continues to develop, the Company expects competition to
increase in the future from existing competitors and from other companies that may enter the Company's existing or future markets with similar
or substitute solutions that may be less costly or provide better performance or functionality than the Company's products. Many of the
Company's current competitors, as well as potential competitors, have substantially greater financial, technical, marketing and sales resources
than the Company does, and the Company might not be able to compete successfully against these companies. If price competition increases
significantly, competitive pressures could cause the Company to reduce the prices of the Company's products, which would result in reduced
gross margins and could harm the Company's ability to provide adequate service to the Company's customers. The Company's pricing model for
the Company's software products is based on a range of mid-priced development license packages, combined with low-priced per-unit royalty
payments for each smart device that incorporates the Company's technology, and may be subject to significant pricing pressures, including
buy-out arrangements. Also, the market may demand alternative pricing models in the future. A variety of other potential actions by the
Company's competitors, including increased promotion and accelerated introduction of new or enhanced products, could also harm the
Company's competitive position.

The market for smart devices is fragmented and is characterized by technological change, evolving industry standards and rapid changes in
customer requirements. The Company's existing products will be rendered less competitive or obsolete if the Company fails to introduce new
products or product enhancements that anticipate the features and functionality that customers demand. The success of the Company's new
product introductions will depend on the Company's ability to accurately anticipate industry trends and changes in technology standards, timely
complete and introduce new product designs and features, continue to enhance existing products, offer products across a spectrum of
microprocessor families used in the smart device systems market, and respond promptly to customers' requirements and preferences. In addition,
the introduction of new or enhanced products also requires that the Company manage the transition from older products to minimize disruption
in customer ordering patterns.

Dependence on development and success of new products

Development delays are commonplace in the software industry. The Company has experienced delays in the development of new products
and the enhancement of existing products in the past and is likely to experience delays in the future. The Company may not be successful in
developing and marketing, on a timely basis or at all, competitive products, product enhancements and new products that respond to
technological change, changes in customer requirements and emerging industry standards.
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Sales and Marketing
Jeode Products

Jeode platform customers are expected to be OEMs of smart devices located primarily in North America, Europe and Japan. The Company
has established a specialized direct sales force to sell the Jeode product line in North America, Europe and Japan. The Company has also
established relationships and an indirect sales channel through various companies including Wind River Systems, Inc. ("Wind River"),

Lineo, Inc., a subsidiary of Caldera, Inc. ("Lineo"), Phoenix Technologies Ltd. ("Phoenix") and BSquare Corporation ("BSquare") to sell the
Jeode product line throughout the world. The Jeode product line revenue model is based on OEM customer transactions. The timing of customer
transactions that occur in the direct or indirect sales channel is difficult to predict and revenues may vary significantly from quarter to quarter as
a result. The failure to conclude a substantial customer transaction during a particular quarter could have a material adverse effect on the
Company's revenues and results of operations.

The Jeode platform became available in March 1999 and generated 99% of the Company's total revenues for 2001 and 95% of the
Company's total revenues for the fourth quarter of 2001. In 2001, 27% of Jeode platform revenues were derived from OEM sales and 73% from
distributors. Revenues from distributor customer Phoenix accounted for 49% of total revenues in the year. There were no OEM customers
representing more than 10% of total revenues in the year.

Marketing. The Company focuses most of its efforts in marketing the Jeode platform in the smart device market.

The Company is initially concentrating on selling its Jeode product line to markets that it believes will be early adopters of this technology.
These early adopters include manufacturers of personal digital assistants (PDA's), mobile phones, digital set-top boxes, car
navigation/multimedia systems, Internet terminals, handheld PC's, smart phones, webphones, mass storage devices and networking
infrastructure.

According to market research firm VDC, the market for Java-enabled smart devices will increase from over 24 million units in 2001 to over
610 million in 2005. The majority of these units are mobile phones with over 514 million of the total Java-enabled smart device market in 2005,
which is 63% of the total available mobile phone market of 816 million units. In 2005, VDC estimates that the other Java-enabled smart device
unit shipments will be: Digital TV with 36.7 million, PDA with 31.9 million, Automotive with 12.5 million, Other Consumer devices with
6.4 million and various embedded devices with 8 million.

Market Acceptance. The Company's performance depends upon sales of products within the Jeode platform, which is a new product.
There can be no assurance that the Company's Jeode platform will achieve or sustain acceptance by the marketplace or provide the desired
revenue levels. The failure of the Jeode platform to provide an adequate level of performance and functionality, or the lack of market acceptance
of this product for any reason, would have a material adverse effect on the Company's business, financial condition and results of operations.

The Company plans to further develop sales channels in the smart device markets and to hire and train more sales personnel. Competition
for qualified sales personnel is intense and there can be no assurance that the Company will be able to attract the personnel needed to market and
sell products in the smart device markets. The Company anticipates increased operating expenses as it introduces new products and develops the
organization to market, sell and support such products.

The Company is also leveraging its resources by entering into commercial relationships with channel partners that would ship Jeode
technology as part of a broader product offering.

Sales Cycle. The sales cycle for a smart device design win typically can range from three months to a year. Customers make product
decisions only after extensive product review and hands-on evaluation. Because customers in the smart device markets tend to remain with the
same vendor over time, the Company believes that it must devote significant resources to each potential sale. To the extent potential customers
do not design the Company's products into their products, the resources the Company has devoted to the sales prospect would be lost.

OEM Bundling. The Company participates in numerous OEM bundling arrangements. Sales to OEM customers represented
approximately 27%, 52% and 23% of total revenues in 2001, 2000 and 1999, respectively.

Distributor Sales. The Company has established a worldwide distribution channel for its Jeode products. Sales to Jeode distributors
represented approximately 73%, 46% and 0% of total revenues in 2001, 2000 and 1999, respectively.
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International Sales. Jeode platform sales to customers outside the United States, derived from customers in Asia and Europe, represented
approximately 14%, 18% and 15% of total revenues in 2001, 2000 and 1999, respectively. The Company opened an office in Japan during 1999.
Revenues from outside the United States are expected to increase significantly over time. International operations are subject to a number of
risks, including longer payment cycles, unexpected changes in regulatory requirements, import and export restrictions and tariffs, difficulties in
staffing and managing operations, greater difficulty or delay in accounts receivable collection, potentially adverse tax consequences, the burdens
of complying with a variety of laws and political and economic instability. In addition, fluctuations in exchange rates could affect demand for
the Company's products. If for any reason exchange or price controls or other currency restrictions are imposed, the Company's business,
financial condition and results of operations could be materially adversely affected. The Company markets its Jeode product line to
manufacturers of smart devices in Japan. Economic conditions in Japan generally, as well as fluctuations in the value of the Japanese yen against
the U.S. dollar and British pound sterling, could have a negative effect on the Company's revenues and results of operations. As the Company
increases its international sales, its total revenues may also be affected to a greater extent by seasonal fluctuations resulting from lower sales that
typically occur during the summer months in Europe and other parts of the world.

SoftWindows

The Company sold SoftWindows through a multiple channel distribution system that included distributors and resellers. SoftWindows
accounted for 1%, 2% and 74% of total company revenues in 2001, 2000 and 1999, respectively.

Distributor and Retail Sales. The Company established a worldwide two-tier distribution channel for its SoftWindows products. Its
distributor relationships included Sun, Ingram Micro U.S. and Merisel in North America, Sun and HP Germany in Europe and Mitsubishi
Corporation ("Mitsubishi") in Japan. Certain of these distributors, in turn, sold to major retailers such as CompUSA, Fry's and MicroCenter. In
addition, the Company's products were carried by major national Macintosh catalog channels, such as MacWarehouse and MacConnection.

The Company ceased making sales to distributors in mid 1999, and sold through its remaining inventories of SoftWindows product.

OEM Bundling. The Company has participated in numerous OEM bundling arrangements. In 2000 and 2001 the Company did not
participate in any OEM arrangements, and consequently did not receive any revenue from such arrangements. In 1999 the Company participated
in two such arrangements and license revenues from SoftWindows OEM's represented 7% of the Company's total revenues.

Strategic Alliances

Sun Technology License and Distribution Agreement. In the first quarter of 1999, the Company signed a five year agreement with Sun
under which Sun established the Company as a Sun Authorized Virtual Machine Provider. The agreement authorizes access to the Java
compatibility test suite and Java technology source code. The agreement includes technology sharing and compatibility verification. In
September 2001, the Company and Sun entered into Amendment No. 3 (the "Amendment") to the Technology License and Distribution
Agreement (the "Distribution Agreement") between the two companies. The Amendment requires the Company to make non-refundable royalty
prepayments to Sun. Under the agreement, the Company will pay Sun a per unit royalty on each smart device shipped by the Company's
customers. The Amendment deletes the former expiration terms and expires on June 30, 2004 with an optional 3 year term renewal on a portion
of the Sun technology (specifically personal and embedded Java).

If the agreement with Sun terminates or expires without renewal, the Company would not be able to market its Jeode product line. Any
disruption in the Company's relationship with Sun would likely impair its sales of Jeode and result in a material adverse effect on the Company's
business, financial condition and results of operations.

Wind River. In December 2000, the Company signed a three year OEM agreement with Wind River under which Wind River will offer
the Jeode platform to customers as a component of its product and service offerings.

BSquare Distribution Agreement. In February 2000, the Company signed a three year distribution agreement with BSquare under which
BSquare will offer the Jeode platform to customers as a component of its product and service offerings. Per the terms of the agreement, BSquare
is the exclusive distributor of Jeode (as based on the PJava version of Java), as ported to the Windows CE or NT operating systems.

Software Development Tools. The Company, in prior years, licensed software development tool products from other companies to
distribute with some of its products. These third parties may not be able to provide competitive products with adequate features and high quality
on a timely basis or to provide sales and marketing cooperation. In addition, the Company's products compete with products produced by some
of its licensors. When these licenses terminate or expire, continued license rights might not be available to the Company on reasonable terms. In
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addition, the Company might not be able to obtain similar products to substitute into its tool suites.
Competition
Jeode Products

The markets for the Jeode product for smart devices are fragmented and are characterized by technological change, evolving industry
standards and rapid changes in customer requirements. The Company's existing products will be rendered less competitive or obsolete if the
Company fails to introduce new products or product enhancements that anticipate the features and functionality that
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customers demand. The success of the Company's new product introductions will depend on the Company's ability to accurately anticipate
industry trends and changes in technology standards, timely complete and introduce new product designs and features, continue to enhance the
Company's existing product lines, offer the Company's products across a spectrum of microprocessor families used in the target markets, and
respond promptly to customers' requirements and preferences.

The introduction of new or enhanced products also requires that the Company manage the transition from older products to minimize
disruption in customer ordering patterns. Development delays are commonplace in the software industry. The Company has experienced delays
in the development of new products and the enhancement of existing products in the past and is likely to experience delays in the future. The
Company may not be successful in developing and marketing, on a timely basis or at all, competitive products, product enhancements and new
products that respond to technological change, changes in customer requirements and emerging industry standards.

The Jeode product line is targeted at the emerging Java-based smart device marketplaces, which are rapidly changing and are characterized
by intense competition from existing competitors plus an increasing number of new entrants whose products compete with the Jeode platform.
As the industry continues to develop, the Company expects competition to increase in the future from existing competitors and from other
companies that may enter the Company's existing or future markets with similar or substitute solutions that may be less costly or provide better
performance or functionality than the Company's products. Many of the Company's current competitors, as well as potential competitors, have
substantially greater financial, technical, marketing and sales resources than the Company does, and the Company might not be able to compete
successfully against these companies. If price competition increases significantly, competitive pressures could cause the Company to reduce the
prices of the Company's products, which would result in reduced gross margins and could harm the Company's ability to provide adequate
service to the Company's customers. The Company's pricing model for the Company's software products is based on a range of mid-priced
development license packages, combined with low-priced per-unit royalty payments for each product that incorporates the Company's
technology. This pricing model may be subject to significant pricing pressures, including buy-out arrangements. Also, the market may demand
alternative pricing models in the future. A variety of other potential actions by the Company's competitors, including increased promotion and
accelerated introduction of new or enhanced products, could also harm the Company's competitive position.

Product Development

In January 1998, the Company announced it was developing the Jeode product for the emerging Java-based smart device marketplace. The
Jeode platform is based upon the Company's virtual machine technology and is geared toward providing current smart device developers with
the feature-rich Jeode product that is supported by tools compatible with smart device environments, such as configuration and remote
debugging tools. In November 1998, the Company delivered beta versions of the Jeode platform. The Company released the Jeode platform in
March 1999. The Company developed additional functionality during 2001 and intends to develop further functionality in 2002, particularly to
provide compatibility with additional processor/operating platforms. Product development is subject to a number of risks, including development
delays, product definition, marketing and competition. It is possible that development of the enhancements to the Company's Jeode platform will
not be completed in a timely manner and, even if they are developed, that the product line will not achieve or maintain customer acceptance. The
failure of the Company to commercialize its virtual machine technology successfully and in a timely manner would have a material adverse
effect on the Company's business, financial condition and results of operations.

The Company must continually change and improve its products in response to changes in operating systems, application software,
computer hardware, networking software, programming tools

11




Edgar Filing: INSIGNIA SOLUTIONS PLC - Form 10-K

and computer language technology. The introduction of products embodying new technologies and the emergence of new industry standards can
render existing products obsolete and unmarketable.

In 2001, 2000 and 1999, the Company spent approximately $6.2 million, $6.0 million and $6.0 million, respectively, on
Company-sponsored research and development. At December 31, 2001, the Company had 50 full-time employees engaged in research and
development, all of whom were located at the Company's facility in the United Kingdom. The geographic distance between the Company's
engineering personnel in the United Kingdom and the Company's principal offices in California and its primary markets in the United States and
Japan has in the past led and could in the future lead to logistical and communication difficulties. There can be no assurance that the geographic
and cultural differences between the Company's United States, Japanese and United Kingdom personnel and operations will not result in
problems that materially adversely affect the Company's business, financial condition and results of operations. Further, because the Company's
research and development operations are located in the United Kingdom, its operations and expenses are directly affected by economic and
political conditions in the United Kingdom.

Software products as complex as those offered by the Company may contain undetected errors or failures when first introduced or when
new versions are released. There can be no assurance that, despite testing by the Company and testing and use by current and potential
customers, errors will not be found in the Company's products after commencement of commercial shipments. The occurrence of such errors
could result in loss of or delay in market acceptance of the Company's products, which could have a material adverse effect on the Company's
business, financial condition and results of operations.

English Corporation

The Company is incorporated under English law. One of the Company's executive officers and two of its directors reside in England. All or
a substantial portion of the assets of such persons, and a significant portion of the assets of the Company, are located outside of the United
States. As a result, it may not be possible for investors to effect service of process within the United States upon such persons or to enforce
against them or against the Company, in United States courts, judgments obtained in United States courts predicated upon the civil liability
provisions of the federal securities laws of the United States. There is doubt as to the enforceability in England, in original actions or in actions
for enforcement of judgments of United States courts, of civil liabilities predicated solely upon United States securities laws. In addition, the
rights of holders of Ordinary Shares and, therefore, certain of the rights of ADS holders, are governed by English law, including the Companies
Act 1985, and by the Company's Memorandum and Articles of Association. These rights differ in certain respects from the rights of shareholders
in typical United States corporations.

Employees

As of December 31, 2001, the Company employed 92 regular full-time persons, comprising 26 in sales, marketing and related staff
activities, 50 in research and development and 16 in management, administration and finance. Of these, all research and development
employees, 6 sales and marketing employees and 6 administration and finance employees are located in the United Kingdom. None of the
Company's employees are represented by a labor union, and the Company has experienced no work stoppages. The Company believes that its
employee relations are good.

The Company's success depends to a significant degree upon the continued contributions of members of the Company's senior management
and other key research and development, sales and marketing personnel. The loss of any of such persons could have a material adverse effect on
the Company's business, financial condition and results of operations. The Company believes that its future success will depend upon its ability
to attract and retain highly skilled managerial, engineering, sales

12

and marketing personnel, the competition for whom is intense. In particular, the Company must recruit and retain marketing and sales personnel
with expertise in smart devices. There can be no assurance that the Company will be successful in attracting and retaining such personnel, and
the failure to attract and retain key personnel could have a material adverse effect on the Company's business, financial condition and results of
operations.

Proprietary Rights

The Company relies on a combination of copyright, trademark and trade secret laws and confidentiality procedures to protect its proprietary
rights. The Company has filed in the United Kingdom and the United States applications for innovative technologies incorporated into its Jeode
platform and holds one United States patent and one European patent on its SoftWindows technology. As part of its confidentiality procedures,
the Company generally enters into non-disclosure agreements with its employees, consultants, distributors and corporate partners, and limits
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access to and distribution of its software, documentation and other proprietary information. Despite these precautions, it may be possible for a
third party to copy or otherwise to obtain and use the Company's products or technology without authorization, or to develop similar technology
independently. In addition, effective protection of intellectual property rights may be unavailable or limited in certain countries. The Company
licenses technology from Sun and various other third parties.

The Company may, from time to time, receive communications in the future from third parties asserting that the Company's products
infringe, or may infringe, on their proprietary rights. There can be no assurance that licenses to disputed third-party technology would be
available on reasonable commercial terms, if at all. In addition, the Company may initiate claims or litigation against third parties for
infringement of the Company's proprietary rights or to establish the validity of the Company's proprietary rights. Litigation to determine the
validity of any claims could result in significant expense to the Company and divert the efforts of the Company's technical and management
personnel from productive tasks, whether or not such litigation is determined in favor of the Company. In the event of an adverse ruling in any
such litigation, the Company may be required to pay substantial damages, discontinue the use and sale of infringing products, expend significant
resources to develop non-infringing technology or obtain licenses to infringing technology. In the event of a successful claim against the
Company and the failure of the Company to develop or license a substitute technology, the Company's business, financial condition and results
of operations would be adversely affected. As the number of software products in the industry increases and the functionality of these products
further overlaps, the Company believes that software developers may become increasingly subject to infringement claims. Any such claims
against the Company, with or without merit, as well as claims initiated by the Company against third parties, can be time consuming and
expensive to defend or prosecute and to resolve.

Item 2 Facilities

The Company's headquarters and principal management, sales and marketing and support facility is located in Fremont, California, and
consists of approximately 18,400 square feet under a lease that will expire in February 2003. The Company's principal European sales, research
and development and administrative facility is located in High Wycombe, in the United Kingdom, and consists of approximately 10,700 square
feet under a lease that will expire in August 2013. During 1998, the Company sublet until March 2002 facilities it formerly occupied in the
United Kingdom, on substantially the same terms as those applicable to the Company. The Company's lease on the subleased premises expires in
September 2017, except that with seven months' notice the Company may elect to terminate the lease in September 2002, 2007 and 2012. In
January 2002, the Company entered into an agreement with the landlord to terminate the lease on April 13, 2002. During 1997, the Company
vacated its Boston, Massachusetts facility. In January 1998, the Company sublet this facility
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through August 2001, the month the Company's lease on the facility expired. The Company also leases an office in Tokyo, Japan. The Company
does not anticipate expanding the size of its facilities in California, the United Kingdom, or Japan in the foreseeable future.
Item 3 Legal Proceedings

On October 4, 1999, the Company filed suit against Citrix Systems Inc. ("Citrix") and GraphOn Corporation ("GraphOn") in the Superior
Court of the State of California, County of Santa Clara, relating to the misappropriation assertions of GraphOn and Citrix's refusal to release
funds still remaining in escrow and breach of a Cooperation Agreement between the Company and Citrix. On March 15, 2000, GraphOn filed a
suit against Citrix and the Company in the Superior Court of the State of California, County of Santa Clara, alleging trade secret
misappropriation and breach of contract arising out of the same facts and circumstances set forth in the Company's action against GraphOn. The
two cases were consolidated.

This case was settled out of court on April 5, 2001. The settlement did not involve any payment on the GraphOn claims against the
Company and the balance of an escrow account, $4.9 million, was released to the Company on April 20, 2001.

Item 4 Submission of Matters to a Vote of Security Holders

None

Item 4A Executive Officers of the Registrant
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The executive officers of the Company as of February 22, 2002 are as follows:

Name Age Position

Richard M. Noling 53 Chief Executive Officer, and Director

Albert J. Wood 45  Chief Financial Officer, Company Secretary and a Senior Vice President
George Buchan 49  Senior Vice President of Engineering and UK General Manager

Mark E. McMillan 38  President

C. Lamar Potts 48  Senior Vice President Worldwide Sales

Peter Baldwin 40  Executive Vice President Operations

Richard M. Noling was named Chief Executive Officer in July 2000. Richard M. Noling was named President and Chief Executive Officer
and a director of the Company in March 1997. He also served as Chief Financial Officer, Senior Vice President of Finance and Operations and
Company Secretary between April 19, 1996 and October 1, 1997 and Chief Operations Officer between February and March 1997. From
August 1995 to February 1996, Mr. Noling was Vice President and Chief Financial Officer at Fast Multimedia, Inc., a German-based computer
software and hardware developer. From November 1994 to August 1995, he was Chief Financial Officer for DocuMagix Inc., a personal paper
management software company. From June 1991 to October 1994, Mr. Noling served as Senior Vice President and Chief Financial Officer for
Gupta Corporation. He received a Bachelor of Arts degree in aerospace and mechanical engineering science from the University of California
(San Diego) in 1970. He received an M.A. degree in theology from the Fuller Theological Seminary in 1972, and an M.S. degree in business
administration in 1979 from the University of California (Irvine).
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Albert J. Wood was named Chief Financial Officer of the Company on April 1, 2001. From June 1999 to March 2001, Mr. Wood was Chief
Financial Officer for Cohera Corporation, a privately held company providing e-commerce infrastructure and data base management software
and consulting services. From December 1997 to June 1999, Mr. Wood was Vice President Finance and Treasurer for Indus International Inc.,
an enterprise management software consulting services company, where Mr. Wood also served as interim Chief Financial Officer from
July 1998 to June 1999. From September 1996 to December 1997, Mr. Wood was Controller for Prism Solutions, a software and consulting
services company. From November 1993 to September 1996, Mr. Wood was Director of Finance, Treasurer and Sales Controller for Pyramid
Technology, a computer manufacturing and consulting services company.

George Buchan is Senior Vice President of Engineering and UK General Manager for the Company. He joined the Company in
September 1991 as Development Manager, was appointed Vice President of Engineering in July 1992 and was appointed Senior Vice President
and UK General Manager in September 1993. Before joining the Company, Mr. Buchan was with Prime Computer UK, a computer systems
company, as Manager of the customer support center from June 1980 to August 1991. Mr. Buchan has been involved in high technology
companies for more than 25 years in general and technical management positions in the project management and UNIX areas. He graduated
from Aberdeen University, Scotland in 1974 with a Bachelors degree in pure mathematics.

Mark E. McMillan joined the Company in November 1999 as Senior Vice President of Worldwide Sales and Marketing, was promoted to
Executive Vice President of Worldwide Sales and Marketing in May, 2000 and Chief Operating Officer in October 2000. Mr. McMillan was
promoted to President in July 2000. Before joining the Company Mr. McMillan served as Vice President of Sales, Internet Division, for Phoenix
Technologies Ltd. Prior to that, Mr. McMillan served as Phoenix's Vice President and General Manager of North American Operations. Before
joining Phoenix, he was founder, CEO and general partner of Vision Technologies, LLC, a manufacturer of segment-zero personal computers.
Prior to that, Mr. McMillan co-founded and served as President of Softworks Development Corporation, a regional distributor of PC components
that he sold in 1991.

C. Lamar Potts is Senior Vice President of Worldwide Sales for the Company. Mr. Potts joined the Company in August, 2001 from Be,
where he was Vice President of Sales and Marketing. Prior to that, Mr. Potts was the Vice President of Apple Computer's MacOS licensing
business unit that launched Apple into the Mac compatible marketplace, along with holding other positions during his eleven years with Apple.
Earlier, he was Vice President, Sales and Marketing for an ITT financing company and held sales and sales management positions with Pitney
Bowes. As Senior Vice President of Worldwide Sales, Mr. Potts is responsible for day-to-day management of sales, including direct and OEM
sales, sales strategy and business development.
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Peter Baldwin is Executive Vice President, Operations for the Company, responsible for Engineering and Marketing. He joined the
Company in September, 2001, as Senior Vice President, Solutions Group. Before joining the Company, Mr. Baldwin was a Vice President with
Phoenix Technologies responsible for the Information Appliance Division. From 1986 to 1994, Mr. Baldwin was founder and development
director of Distributed Information Processing Limited ("DIP"), which designed software for the first Pocket PCs. Before that, Mr. Baldwin was
one of the first employees of Psion Limited.
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PART I1

Item 5 Market for Registrant's Common Equity and Related Stockholder Matters
Price Range of Ordinary Shares

The Company's American Depositary Shares ("ADSs"), each ADS representing one Ordinary Share, have been traded on the Nasdaq
National Market under the symbol INSGY from the Company's initial public offering in November 1995 through to December 24, 2000, and
INSG since then. The following table sets forth, for the periods indicated, the high and low sales prices for the Company's ADSs as reported by
the Nasdaq National Market:

2000 High Low
First Quarter $ 2750 $ 450
Second Quarter $ 1513 $ 5.00
Third Quarter $ 950 $ 550
Fourth Quarter $ 1313 $ 425
2001 High Low
First Quarter $6.625 $2.563
Second Quarter $4.71 $1.688
Third Quarter $3.60 $1.35
Fourth Quarter $2.61 $1.35

The closing sales price of the Company's ADS as reported on the Nasdaq National Market on February 25, 2002 was $1.40 per share. As of
that date, there were approximately 155 holders of record of the Company's Ordinary Shares and ADSs, excluding holders of ADSs whose
ADSs are held in nominee or street name by brokers.

Dividends

The Company has not declared or paid any cash dividends on its Ordinary Shares. The Company anticipates that it will retain any future
earnings for use in its business and does not anticipate paying any cash dividends in the foreseeable future. Any payment of dividends would be
subject, under English law, to the Companies Act 1985, and to the Company's Memorandum of Association, and may only be paid from the
retained earnings of the Company, determined on a pre-consolidated basis. As of December 31, 2001 the Company had a deficit of $22,370,496
on a pre-consolidated basis.

Recent Sales of Unregistered Securities

On December 9, 1999, the Company entered into agreements whereby the Company issued 1,063,515 Ordinary Shares in ADS form at a
price of $4.23 per share to Castle Creek Technology Partners LLC and four other investors of whom one is a member of the Company's board of
directors. The Company also issued warrants to the purchasers to purchase a total of 319,054 ADSs at the price of $5.29 per share. An issuance
of ADSs and warrants on November 24, 2000 has had a dilutive effect on the warrants, resulting in an increase in the number of ADSs issuable
to 353,834, and a decrease of the exercise price to $4.77. The issuance of ADSs and warrants on February 12, 2001 also triggered the
anti-dilution provisions. However, the effect of such dilution was less than 1% of the exercise price, and consequently such adjustment is
deferred until such time as the accumulation of the adjustments exceeds at least 1% of the exercise price. The warrants expire on December 9,
2004. The Company received $4.5 million less offering expenses totaling $0.4 million. The securities were issued in reliance upon the
exemption from registration provided under Regulation D promulgated under the Securities Act.
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During 2000, the Company issued a total of 19,994 Ordinary Shares in ADS form at various prices, ranging from $6.281 to $16.50 to a
director of the Company, as payment for drawdown fees under a Line of Credit arrangement entered into in March 2000. The securities were
issued in reliance upon the exemption from registration provided under Section 4 (2) of the Securities Act, based on the fact that the shares were
sold by the issuer in a sale not involving a public offering.

On November 24, 2000 the Company entered into agreements whereby the Company issued 3,600,000 Ordinary Shares in ADS form at a
price of $5.00 to a total of 23 investors, including Sun Microsystems, BSquare, and a member of the Company's board of directors. The
Company also issued warrants to purchase 1,800,000 ADSs to the investors at an exercise price of the lower of the average quoted closing sale
price of the Company's ADSs for the ten trading days ending on the day preceding the date of the warrant holder's intent to exercise less a 10%
discount, and $6.00. The warrants expire on November 24, 2003, however, subject to certain conditions, if the quoted sale price of the ADSs
exceed $9.00 per share for any thirty consecutive trading days, the Company may cancel the warrants upon sixty days prior written notice. The
Company received $18.0 million less offering expenses totaling $2.0 million. The Company also issued warrants to purchase 225,000 ADSs to
the placement agent exercisable at a price of $5.00. These warrants expire on November 24, 2005. The securities were issued in reliance upon
the exemption from registration provided under Regulation D promulgated under the Securities Act.

On December 31, 2000 the Company issued a total of 251,333 Ordinary Shares in ADS form to Quantum Peripherals (Europe) SA, at a per
share price of $4.23 per share under the terms of a convertible promissory note entered into on October 20, 1999. The securities were issued in
reliance upon the exemption from registration provided under Section 4 (2) of the Securities Act.

On February 12, 2001 the Company entered into agreements whereby the Company issued 940,000 Ordinary Shares in ADS form at a price
of $5.00 to a total of 4 investors, including Wind River Systems, Inc., and a member of the Company's board of directors. The Company also
issued warrants to purchase 470,000 ADSs to the investors at an exercise price of the lower of the average quoted closing sale price of the
Company's ADSs for the ten trading days ending on the day preceding the date of the warrant holder's intent to exercise less a 10% discount, and
$6.00. The warrants expire on February 12, 2004, however, subject to certain conditions, if the quoted sale price of the ADSs exceed $9.00 per
share for any thirty consecutive trading days, the Company may cancel the warrants upon sixty days prior written notice. The Company received
$4.7 million less offering expenses totaling $0.5 million. The Company also issued warrants to purchase 25,000 ADSs to the placement agent
exercisable at a price of $5.00. These warrants expire on February 12, 2006. The securities were issued in reliance upon the exemption from
registration provided under Regulation D promulgated under the Securities Act.

Warrants exercised

In April 2001, three investors exercised their warrants for 282,500 ADSs. The Company received $682,283, net of $19,117 for legal fees
for the warrant exercises. In March 2002, two investors exercised warrants for 400,000 ADSs. The Company received gross proceeds of
$495,773.
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Item 6 Selected Consolidated Financial Data

The tables that follow present portions of our consolidated financial statements and are not complete. You should read the following
selected consolidated financial data in conjunction with our consolidated financial statements and related notes thereto and with "Management's
Discussion and Analysis of Financial Condition and Results of Operations" included elsewhere in this Report. The consolidated statements of
operations data for the years ended December 31, 1999, 2000 and 2001, and the consolidated balance sheet data as of December 31, 2000 and
2001 are derived from our consolidated financial statements that have been audited by PricewaterhouseCoopers LLP, independent accountants,
which are included elsewhere in this report. The consolidated statements of operations data for the years ended December 31, 1997 and 1998,
and the consolidated balance sheet data as of December 31, 1997, 1998 and 1999 are derived from audited consolidated financial statements that
are not included in this report. The historical results presented below are not necessarily indicative of the results to be expected for any future
fiscal year. See "Management's Discussion and Analysis of Financial Condition and Results of Operations."

Selected Consolidated Financial Data

(in thousands, except per share data)
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Year Ended December 31,
2001 2000 1999 1998 1997
Consolidated Statement of Operations Data
Net revenues $ 10,273 $ 10,766 $ 6,837 $ 14,006 $ 38,869
Cost of net revenues 4,275 3,291 3,800 9,375 17,062
Gross margin 5,998 7,475 3,037 4,721 21,807
Operating expenses:
Sales and marketing 7,058 5,376 5,542 7,946 15,804
Research and development 6,220 5,960 5,972 6,228 9,129
General and administrative 4,155 3,733 3,178 4213 6,761
Restructuring 292 1,995
Total operating expenses 17,725 15,069 14,692 18,387 33,689
Operating loss (11,727) (7,594) (11,655) (13,666) (11,882)
Interest and other income (expense), net 567 (&) 380 15,871 504
Income (loss) before income taxes (11,160) (7,599) (11,275) 2,205 (11,378)
Provision (benefit) for income taxes (152) (785) (1,316) 1,783 (720)
Net income (loss) $ (11,008) $ (6,814) $ 9,959) $ 422 $ (10,658)
Net income (loss) per share:
Basic $ 0.57) $ ©047) $ 0.77) $ 003 $ 0.91)
I L | I I I
Diluted $ 0.57) $ ©047) $ 0.77) $ 003 $ 0.91)
I L | I I I
Weighted average number of shares and share
equivalents:
Basic 19,248 14,571 12,883 12,159 11,690
I L | I I I
Diluted 19,248 14,571 12,883 12,378 11,690
I L | I I I
Consolidated Balance Sheet Data at December 31, 2001 2000 1999 1998 1997
Cash, cash equivalents, short-term investments and restricted
cash $ 8893 $ 17,351 $ 11,107 $ 16,334  $ 14,461
Working capital 10,633 11,377 (221) 9,712 7,816
Total assets 17,768 22,336 13,284 21,011 25,457
Long-term obligations under capital leases 111
Mandatorily redeemable capital 2,619
Mandatorily redeemable warrants 1,440 1,440 1,440
Total shareholde