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If this Form is filed to register additional securities for an offering
pursuant to Rule 462(b) under the Securities Act of 1933, please check the
following box and list the Securities Act registration statement number of the
earlier effective registration statement for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462(c)
under the Securities Act of 1933, check the following box and list the
Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If this Form is a post-effective amendment filed pursuant to Rule 462(d)
under the Securities Act of 1933, check the following box and list the
Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule
434, please check the following box. [ ]

CALCULATION OF REGISTRATION FEE

Proposed Proposed
Title of Each Maximum Maximum
Class oOf Amount offering Aggregate Amount Of
Securities To Be To Be Price offering Registration
Registered Registered(1) Per Unit(2) Price Fee
Units, each comprising one share of
common stock and one warrant(3)(4) 920,000 $ 5.25 $ 4,830,000 $1,342.74
(a) Common stock 920,000 -- -- --
(b) Warrants to purchase common
stock 920, 000 -- -- --
(c) Common Stock 920,000 $ 7.50 $ 6,900,000 $1,918.20
Representative's option for the
purchase of units 1 Warrant $ 100 $ 1.00
Units, underlying representative's
option each comprising one share of
common stock and one warrant(4)(5) 80,000 $ 6.30 $ 504,000 $ 140.11
(a) Common stock 80,000 -- -- --
(b) Warrants to purchase common
stock 80,000 -- -- --
(c) Common stock 80,000 $ 7.50 $ 600, 000 $ 166.80
Units, each comprising one share of
common stock and one warrant(4)(6) 80, 000 $ 5.25 $ 420,000 $ 116.76
(a) Common stock 80,000 -- -- --
(b) Warrants to purchase common
stock 80,000 -- -- --
(c) Common stock 80,000 $ 7.50 $ 600, 000 $ 166.80
Common stock(7) 200,000 $ 5.25 $ 1,050,000 $ 291.90
Total $14, 904,100 $4,144.31
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(1)
(2)

(3)

(4)

(5)

(6)

(7)

Assumes the underwriters' over-allotment option is exercised in full.

Estimated pursuant to Rule 457(o) under the Securities Act solely for
the purpose of calculation of the registration fee.

Includes 920,000 shares of common stock issuable upon exercise of the
warrants.

Pursuant to Rule 416 promulgated under the Securities Act of 1933, as
amended, an indeterminate number of additional shares of common stock
are registered hereunder in the event that provisions preventing
dilution are triggered, as provided in the warrants. No additional
registration fee has been paid for these shares of common stock.

Shares of common stock and warrants to purchase common stock included
the units issuable on exercise of the representative's option for the
purchase of units.

Shares of common stock and warrants to purchase common stock issuable
exercise of warrants to acquire 80,000 units and also includes 80,000
shares of common stock issuable upon exercise of the warrants.

Shares of common stock registered on behalf of certain registering
stockholders.

The registrant hereby amends this registration statement on such date

in

on

or

dates as may be necessary to delay its effective date until the registrant shall
file a further amendment that specifically states that this registration

statement shall thereafter become effective in accordance with section 8(a) of

the Securities Act of 1933, as amended, or until the registration statement

shall become effective on such date as the Securities and Exchange Commission,

acting pursuant to such section 8(a), may determine.
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EXPLANATORY NOTE
This registration statement contains two prospectuses.

The first prospectus forming a part of this registration statement is to be used
in connection with the underwritten public offering of 920,000 units (including
120,000 units subject to the underwriters' over-allotment option) (each unit
consisting of one share of common stock and one warrant). The first prospectus
immediately follows this explanatory note.

The second prospectus forming a part of this registration statement is
to be used in connection with the resale by certain nonaffiliated stockholders
and consultants to Pacific Softworks of (i) up to 80,000 units issuable upon
exercise of certain warrants to purchase units and (ii) up to 200,000 shares of
common stock. The second prospectus will consist of (i) the cover page and
inside cover page immediately following the first prospectus, (ii) pages 1
through 57 (other than the section entitled "Underwriting") and pages F-1
through F-15 of the first prospectus, (iii) pages SS-1 through SS-3, (iv) page
SS-2 which will appear in place of the section entitled "Underwriting," and (v)
the back cover page, which immediately follows the inside back cover page of the
first prospectus.
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The information in this preliminary 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 or any applicable state securities
commission becomes effective. This preliminary prospectus is not an offer to
sell these securities and is not soliciting an offer to buy these securities in
any state where the offer or sale is not permitted.

Subject to completion, dated March __,1999
PROSPECTUS
800, 000 UNITS
[PACIFIC SOFTWORKS, INC. LOGO]
800, 000 SHARES OF COMMON STOCK
AND
800,000 WARRANTS
This is our initial public offering of securities. We expect that the
initial public offering price per unit will be between $5.00 and $5.50. Each
unit consists of one share of common stock and one warrant. The common stock and
warrants will trade separately. There has been no public market for any of our
securities before this offering. The public offering price may not reflect the
market price of our securities after the offering.
Each warrant allows its holder to purchase for a period of 24 months one
share of common stock at a price of $7.50. We reserve the right to redeem all

outstanding warrants under certain circumstances.

We expect to list the common stock and warrants on the Nasdaq SmallCap
Market under the symbols "PASW" and "PASWW."

INVESTING IN THESE SECURITIES INVOLVES A HIGH DEGREE OF RISK. SEE "RISK
FACTORS" BEGINNING ON PAGE 6.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED THESE SECURITIES OR PASSED UPON THE
ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL
OFFENSE.

The underwriters have a 45-day option to purchase an additional 120,000
units from Pacific Softworks.

Without With
Per Unit Over-Allotment Over-Allotment
Price to public $ $ $
Underwriting discounts $ $ $
Pacific Softworks' proceeds $ $ $

The underwriters are offering the units subject to various conditions
and are severally underwriting the units. The underwriters expect to deliver the
units against payment in Los Angeles, California on , 1999.

SPENCER EDWARDS, INC.
, 1999
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Except where noted otherwise, all information in this prospectus, including
share and per share information, assumes no exercise of the underwriters'
over-allotment option.

Until , 1999 (25 days after the date of this prospectus), all dealers
effecting transactions in the units, common stock and warrants, whether or not
participating in this distribution, may be required to deliver a prospectus.
This is in addition to the obligations of dealers to deliver a prospectus when
acting as underwriters and with respect to their unsold allotments or
subscriptions.



PROSPECTUS SUMMARY

We have prepared this summary to assist you in your review of this
document. This summary highlights only selected information contained elsewhere
in this prospectus. Before making an investment in the securities of Pacific
Softworks you should read this entire prospectus and the financial statements
and notes, all of which should be consulted when reading this summary.

PACIFIC SOFTWORKS, INC.
OUR BUSINESS

Pacific Softworks develops and licenses Internet and Web related
software and software development tools. Our products enable Internet and Web
based communications, based on a set of rules known as protocols, and are
embedded into systems and "information appliances" developed or manufactured by
others. Information appliances are Internet connected versions of everyday
products such as telephones, televisions, fax machines and other digitally based
devices.

Rapid advances are enabling wired and wireless information appliances to
assume many of the tasks now handled by personal computers ("PCs"). We believe
that web browsing enabled by embedded software in information appliances used by
businesses and individuals will be a major market. International Data Corp.
estimates that 94% of Internet access is now made through PCs. By 2002, that
percentage is expected to decrease to 64% and the number of information
appliances sold is expected to exceed the number of PCs sold.

We intend to evolve and refine our business to track the growth of
embedded software in information appliances that incorporate Internet and Web
communications capabilities. As information appliances proliferate, we
anticipate that our opportunities for long term revenue growth will also
increase.

Our Internet and Web related software development tools offer
significant benefits to our customers including:

0 Accelerated product development and market entry,

o Portability across multiple hardware and software system environments,
and

o Comprehensive embedded solutions that enable information appliances to
connect with the Internet and use the Web.



Information appliance manufacturers and software developers have
included our products within the following applications and information
appliances:

Applications Information Appliances

o] Office automation 0 Internet fax, copiers, laser printers, scanners

0 Medical o Patient monitors, imaging systems

o] Multimedia o] DVD players, projectors, digital cameras

o] Industrial controls o] Vending machines, traffic controls, scoring systems,
security controls

o] Networking o] Routers, switches, network controls, cable modems

o] Set-top boxes o] Set-top boxes, Internet TV

0 Wireless o] Telephones, personal digital assistants, pagers,
electronic organizers

o] Navigation systems o] Navigational controls, air traffic controls

o] Defense and aerospace o] Engine controls, smart weapons

o Satellite o Satellite positioning, uplink and downlink of streaming
video

We have developed a new proprietary Internet browser for use within
independent, "non-Windows(R)" information appliances. We expect to begin
marketing this browser, under the "FUSION WebPilot Micro Browser(TM)" name, by
the middle of this year. Our browser may be effectively placed in use without an
operating system and does not require substantial amounts of memory. We believe
that our browser may prove particularly attractive to manufacturers of
information appliances who would rather give their products a proprietary or
subjective "look and feel" than to be restricted by a browser which requires or
depends on the "look and feel" of commercially available operating systems such
as Windows(R).

OUR CUSTOMERS

Since incorporation in 1992, Pacific Softworks has licensed its products
to over 400 companies around the world, including: Alcatel, AT&T, America
OnLine, Canon, Canal+, Cisco, Cocom, Bell Labs, Data General, Concurrent
Technologies, Ericsson, General Instruments, Hughes, Honeywell, Hewlett Packard,
Intel, Motorola, Newbridge, Nortel, Psion, Philips, Samsung, Siemens, ST
Microsystems, Tandberg, Unisys, and VLSI.

OUR STRATEGY

Our objective is to be a leading provider of embedded software that
enables information appliances and other devices to connect with and communicate
through the Internet and Web. To attain our objective and to increase revenue,
we intend to:

o] Increase sales and marketing activities,

o] Expand our existing collaborative relationships to capitalize on
our new micro-browser and other technologies designed for
information appliances,

o Create new collaborative relationships with key information
appliance manufacturers,

0 Maintain research and development of new Internet-based products
that enable reliable and secure communication and transport of
data over the Internet, and

o Continue to provide additional functions and features to our
existing and upgraded software and communication products.
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OUR REVENUE MODEL

We have historically licensed our source code for a one time fee.

Depending on the products and their use,

this one-time fee typically ranged from

$10,000 to $40,000. As we implement our growth strategies we anticipate that our
revenue model will evolve into one based primarily on royalties measured against

our customers'

GENERAL

units of production.

"Pacific Softworks," "FUSION," "WebPilot," "FastTrack," "Webwatch,"
"Fus0S," "AirMail," "SimpleMail" and "FusionWizard" are all trademarks of

Pacific Softworks.

All other trade names,

trademarks and service marks appearing

in this prospectus are the property of their respective holders.

Our executive offices are located at 703 Rancho Conejo Boulevard,
Newbury Park, California 91320 and our telephone number is (805) 499-7722. Our

Web site address is www.pacificsw.com.

Information contained on our Web site

does not constitute part of this prospectus.

THE OFFERING

Units offered:

wWarrant attributes:

Common stock to be
outstanding after
the offering:

Use of proceeds:

Risk factors:

Dividend policy:

Proposed Nasdaq
Small Cap Market
symbols:

800,000, each consisting of one share of common stock and
one warrant.

Each warrant entitles the holder to purchase one share of
common stock for $7.50 for the 24 months ending
subject to our rights to redeem warrants in certain events.

4,100,000 shares.

We estimate that we will receive net proceeds of about
$3,500,000. We expect to use net proceeds to hire more
engineering, marketing and support personnel and for
working capital. See "Use of Proceeds."

For a discussion of certain risks you should consider
before investing in units, see "Risk Factors."

Pacific Softworks does not intend to pay dividends.

PASW
PASWW

Common Stock:
Warrants:

In addition to 4,100,000 shares of common stock outstanding after the

offering,

Pacific Softworks may issue 800,000 shares of common stock on exercise

of the warrants and 345,000 shares of common stock on exercise of currently
outstanding options and warrants.
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SUMMARY CONSOLIDATED FINANCIAL DATA

CONSOLIDATED STATEMENTS OF OPERATIONS DATA:

Year Ended December 31,

(In thousands except per
share data)

Net revenue ........... it $ 3,310 $ 2,787
Gross profit ... 3,193 2,687
Selling, general and administrative ........ 2,110 1,936
Research and development ................... 834 852
Depreciation and amortization .............. 64 59
Former officer's consulting and

administrative expense ..............0uun 314 314
Loss from operations ....................uun (129) (474)
Net 10SS v vvi i $ (129) $ (474)
Net loss per share, basic and diluted ...... $ (0.04) $ (0.14)

The following table indicates a summary of our balance sheet as of December 31,
1998. The column labeled "pro forma as adjusted" reflects:

[¢] Net proceeds we received from the sale of 100,000 shares of
common stock at $5.00 per share in February 1999, and

o Our receipt of estimated net proceeds from the sale of 800,000
units at an assumed initial public offering price of $5.25 per
unit, after deducting underwriting discounts and estimated
expenses.

CONSOLIDATED BALANCE SHEET DATA:

December 31, 1998

Pro Forma
Actual As Adjusted

(in thousands)

Cash and cash equivalents................. ...t $224 $4,210
Working capital .......... . i 222 4,208
Total @SSetsS v ittt i i e s 643 4,629
Total stockholders' equity............cvvviivnnn 207 4,193
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RISK FACTORS

Investment in our securities involves a high degree of risk. In addition
to the other information in this prospectus, you should carefully read and
consider the following risk factors before purchasing our securities. The risks
and uncertainties described below are not the only ones facing us. Additional
risks and uncertainties of which we are unaware or which we currently deem
immaterial also may become important factors that may adversely affect us.

If any of the following risks actually occur, our business, financial
condition or operating results could be materially and adversely affected. In
this case, the trading price of our securities could decline, and you may lose
all or a part of your investment.

WE HAVE REPORTED LOSSES FOR OUR LAST TWO YEARS AND HAVE EXPERIENCED FLUCTUATING
OPERATING RESULTS.

We reported losses of $129,000 and $474,000 for the years ending
December 31, 1997 and 1998. These losses include about $314,000 paid during each
of those years for former officer's consulting and administrative expense. As of
March 15, 1999 we will pay that former officer $180,000, in equal monthly
installments through September 1999. We can provide no assurance that we will be
profitable in the future. From time to time we have experienced material
period-to-period fluctuations in revenue and operating results. We anticipate
that these periodic fluctuations in revenue and operating results will occur in
the future. We attribute these fluctuations to a variety of business conditions
that include:

o] the volume and timing of orders received during the
quarter,
o the timing and acceptance of new products and product

enhancements by us and our competitors,

o unanticipated sales and buyouts of run-time licenses,

o] stages of product life cycles,

o purchasing patterns of customers and distributors,

0 market acceptance of products sold by our customers, and
o] competitive conditions in our industry.

We operate in rapidly evolving markets for our Internet products and
services. Our future operating results may fluctuate as a result of these and
other competitive conditions.

As a result of the factors described above we believe that quarterly
revenue and operating results are likely to vary significantly in the future and
that quarter to quarter comparisons of our operating results may not be
meaningful. You should therefore not rely on the results of one quarter as an
indication of future performance.

WE RELY ON OUR CORE SUITE OF PRODUCTS AND NEW PRODUCTS.

Revenue from licenses of our suite of Internet and Web products and
sales of our services accounted for all of our revenue in the year ended
December 31, 1998. Our research and development expenditures for 1997 and 1998
resulted in several new products. We introduced FastTrack(TM) in November 1998
and expect to market our FUSION WebPilot Micro Browser(TM) by
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mid 1999. Our future results depend heavily on continued market acceptance of
our products in existing and new markets.

Historically we have charged a one-time fee for a source code license
and have occasionally also charged royalties for each copy of our software
embedded in our customers' products. Our recently formulated strategy for new
products is to seek flexible up-front fees with ongoing royalties measured
against our customers' units of production or run times. Any increase in the
portion of revenue attributable to royalties will depend on our successful
negotiation of royalty agreements and on the successful commercialization by our
customers of their underlying products.

THE INTENSE COMPETITION IN OUR MARKETS MAY LEAD TO REDUCED REVENUE AND INCREASED
LOSSES.

The markets for our products are intensely competitive, and are likely
to become even more competitive. Increased competition could result in:

o] pricing pressures, resulting in reduced margins,

0 decreased volume resulting in reduced revenue, or

0 the failure of our products to achieve or maintain market
acceptance.

Any of these occurrences could have a material adverse effect on our
business, financial condition and operating results. Each of our products faces
intense competition from multiple competing vendors. Our principal competitors
include Wind River Systems, Inc., Integrated Systems, Inc., Mentor Graphics,
Inc., Microware Systems Corporation and Microsoft Corporation. Many of our
current and potential competitors have:

0 longer operating histories,

o] greater name recognition,

o] access to larger customer bases, or

o substantially greater resources than we have.

As a result, our principal competitors may respond more quickly than we
can to new or changing opportunities and technologies. For all of the foregoing
reasons, we may be unable to compete successfully against our current and future
competitors.

OUR SUCCESS DEPENDS ON INCREASING MARKET AWARENESS OF OUR BRAND.

If we fail to promote our brand successfully or if we incur significant
expenses promoting and maintaining our FUSION brand names, we may experience a
material adverse effect on our business, financial condition and operating
results. Due in part to the still emerging nature of the market for Internet and
embedded software products and the substantial resources available to many of
our competitors, we may have a time limited opportunity to achieve and maintain
market share. We believe that developing and maintaining awareness of the FUSION
brand names will be critical to achieving widespread acceptance of our products.
Furthermore, the importance of brand recognition will increase as competition in
the market for our products increases. Successfully promoting and positioning
our brand will depend largely on the effectiveness of our marketing efforts and
our ability to develop reliable and useful products at competitive prices. As
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a result, we may need to increase our financial commitment to creating and
maintaining brand awareness among potential customers.

WE WILL ENCOUNTER RISKS ASSOCIATED WITH NEW AND CHANGING MARKETS.

We are continuously engaged in product development for new or changing
markets. We have invested significant time and effort to develop our software
product line. We continue to expend substantial time and financial resources to
develop embedded operating software and development tools for Internet
applications. The commercial Internet market is still in an early stage, is
rapidly changing and is characterized by an increasing number of new entrants
with competitive products. Our products must be ported to an increasing number
of new Internet protocols. We are not certain about which of these competing
protocols will achieve market acceptance. If the protocols upon which our
Internet products are based ultimately fail to be widely adopted, our business,
financial condition and operating results may be materially and adversely
affected.

WE MAY NOT BE ABLE TO DEVELOP ACCEPTABLE NEW PRODUCTS OR ENHANCEMENTS TO OUR
EXISTING PRODUCTS AT THE RATE REQUIRED BY OUR RAPIDLY CHANGING MARKET.

our future success depends upon our ability to address the rapidly
changing needs of our customers by developing and introducing high quality
products, product enhancements and services on a timely basis and by keeping
pace with technological developments and emerging industry standards. The market
for our products is rapidly evolving. Failure to develop and release enhanced or
new products, or delays or quality problems in doing so, could have a material
adverse effect on our business, financial condition and operating results.

As is common in new and rapidly evolving industries, demand and market
acceptance for recently introduced products are subject to high levels of
uncertainty and risk. Furthermore, new products can quickly render obsolete
products that were only recently in high demand. The market for our existing
products may not be sustainable at its current level. We launched several new
products in calendar 1998 and January 1999. We have additional new product
launches, as well as upgrades to our existing products, planned for 1999. The
market for our recently introduced and planned products may not develop or grow.
If the market for these products does not develop or grow we will experience a
material adverse effect on our business, financial condition and operating
results.

FAILURE TO EXPAND OUR SALES OPERATIONS AND CHANNELS OF DISTRIBUTION WOULD LIMIT
OUR GROWTH.

In order to maintain and increase our current and future market share
and revenue, we will need to expand our direct and indirect sales operations and
channels of distribution. Failure to do so could have a material adverse effect
on our business, financial condition and operating results. We need to expand
our relationships with domestic and international original equipment
manufacturers of information appliances, and other partners, to build our sales.
We must also continue to expand and maintain strategic relationships with key
hardware and software vendors, distribution partners, and customers. In
addition, to maintain and increase our revenue, we must increase the number of
products that each of our customers licenses. This will require expanded and
sophisticated sales efforts. In order to achieve increased revenue, we plan to
hire additional product engineering, sales and marketing personnel. Any new
hires will require training and may take six months or more to achieve full
productivity. We may not be able to hire enough qualified individuals when
needed, or at all, and we may not be able to increase distribution through any
other methods. This could adversely affect our ability to grow our business.
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THE LOSS OF OUR PRESIDENT OR OTHER KEY PERSONNEL COULD ADVERSELY AFFECT OUR
BUSINESS AND DECREASE THE VALUE OF YOUR INVESTMENT.

Our success depends largely upon the continued services of our executive
officers and other key management and development personnel. The loss of the
services of one or more of our executive officers, engineering personnel, or
other key employees could have a material adverse effect on our business,
financial condition and operating results. In particular, we rely on Glenn P.
Russell, president and chief executive officer, Mark Sewell, senior vice
president, and Sandra J. Garcia, vice president. Glenn P. Russell, Mark Sewell
and Sandra J. Garcia do not have employment agreements with Pacific Softworks
and, therefore, could terminate their employment with us at any time without
penalty. We do not maintain key person life insurance policies on any of our
employees.

IF WE ARE UNABLE TO HIRE QUALIFIED TECHNICAL PERSONNEL, WE MAY NOT BE ABLE TO
GROW OUR BUSINESS.

Our future success depends on our ability to attract and retain other
highly qualified personnel. We attempt to hire engineers with high levels of
experience in designing and developing networking software and Internet-related
products. There is a limited number of these qualified engineers in our
geographic area, resulting in intense competition for the services of these
engineers. If we are not successful in attracting or retaining qualified
personnel we may experience a material adverse effect on our business, financial
condition and operating results.

THE STRAIN THAT INCREASED GROWTH PLACES UPON OUR SYSTEMS AND MANAGEMENT
RESOURCES MAY ADVERSELY AFFECT OUR BUSINESS AND DECREASE THE VALUE OF YOUR
INVESTMENT.

Any failure to properly manage our growth could have a material adverse
effect on our business, financial condition and operating results. To manage
growth, we must implement and improve additional and existing administrative
systems, procedures, and controls on a timely basis. We will also need to expand
our finance, administrative, and operations staff. We may not be able to
complete the improvements to our systems, procedures, and controls necessary to
support our future operations in a timely manner. We also may not successfully
identify, manage, and exploit existing and potential market opportunities. In
connection with our anticipated expansion, we plan to increase operating
expenses and personnel resources to:

o] expand our sales and marketing operations,

o develop new distribution channels,

0 fund greater levels of research and development,
o] broaden professional services and support, and
o improve operational and financial systems.

Failure of our revenue to increase along with these expenses during any fiscal
period could have a material adverse impact on our financial results for that
period.
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WE MAY BE UNABLE TO PROTECT OUR INTELLECTUAL PROPERTY.

We regard substantial elements of our Internet and embedded software
products as proprietary and attempt to protect them by relying on:

o] copyright,

0 trade secret and trademark laws,
o nondisclosure, and
o other contractual restrictions on copying, distribution and

technical measures.

Any steps we take to protect our intellectual property may be inadequate, time
consuming, and expensive.

Furthermore, despite our efforts, we may be unable to prevent third
parties from infringing upon or misappropriating our intellectual property. Any
such infringement or misappropriation could have a material adverse effect on
our business, financial condition and operating results.

We currently have no issued patents. We believe that one or more
features of our software technology are unique and patentable. We expect to
devote a portion of the proceeds from this offering to seek patent protection
for these features. We have no patent applications pending. New patent
applications may not result in issued patents and may not provide us with any
competitive advantages, or may be challenged by third parties. Legal standards
relating to the validity and enforceability of intellectual property rights in
Internet-related industries are uncertain and still evolving.

The future viability or value of any of our intellectual property rights
is uncertain. Effective trademark, copyright, and trade secret protection may
not be available in every country in which our products are distributed or made
available through the Internet. Furthermore, our competitors may independently
develop similar technology that adversely affects the value of our intellectual
property.

OTHERS MAY BRING INTELLECTUAL PROPERTY INFRINGEMENT CLAIMS AGAINST US.

In addition to the technology we have developed internally, we use code
libraries developed and maintained by third parties and have acquired or
licensed technologies from other companies. Our internally developed technology,
the code libraries, or the technology we acquired or licensed may infringe on a
third party's intellectual property rights. These third parties may bring claims
against us alleging infringement of their intellectual property rights. If we
infringe or others bring claims against us alleging infringement, our business,
financial condition and operating results could be materially and adversely
affected.

-10-
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In recent years, there has been significant litigation in the United
States involving patents and other intellectual property rights. We are not
currently involved in any intellectual property or other material litigation. We
may, however, be a party to litigation in the future to protect our intellectual
property or as a result of an alleged infringement of the intellectual property
of others. These claims and any resulting litigation could subject us to
significant liability for damages and invalidation of our proprietary rights.
Litigation, regardless of its success, would likely be time-consuming and
expensive to prosecute or defend and would divert management attention from our
business. Any potential intellectual property litigation could also force us to
do one or more of the following:

o cease selling, incorporating, or using products or services that
incorporate the challenged intellectual property,

o obtain from the holder of the infringed intellectual property right
a license to sell or use the relevant technology, which license may
not be available on reasonable terms, or at all, and

o redesign those products or services that incorporate such
technology.

Any of these events could have a material adverse effect on our
business, financial condition and operating results.

EVOLVING REGULATION OF THE INTERNET MAY AFFECT US ADVERSELY.

As Internet commerce continues to evolve, increasing regulation by
federal, state, or foreign agencies becomes more likely. Any regulation imposing
fees for Internet use could result in a decline in the use of the Internet and
the viability of Internet commerce. Regulation is probable in the areas of user
privacy, pricing, content, and quality of products and services. Taxation of
Internet use, or other charges imposed by government agencies or by private
organizations for accessing the Internet, may also be imposed. Laws and
regulations applying to the solicitation, collection, or processing of personal
or consumer information could affect our activities. Regulation affecting our
customers could have a material adverse effect on our business, financial
condition and operating results.

PRODUCT DEFECTS COULD LEAD TO THE LOSS OF CUSTOMERS AND TO PRODUCT LIABILITY
CLAIMS THAT WOULD REQUIRE CONSIDERABLE EFFORT AND EXPENSE TO DEFEND.

Our products provide functions that are often critical to the
performance of information appliances. The occurrence of errors or failures in
our products could result in adverse publicity, loss of or delay in market
acceptance, or claims by customers against us, any of which could have a
material adverse effect on our business, financial condition and operating
results.

Our end-user licenses contain provisions that limit our exposure to
product liability claims, but these provisions may not be enforceable in all
jurisdictions. Additionally, we maintain limited product liability insurance.
To the extent our contractual limitations are unenforceable or such claims are
not covered by insurance, a successful product liability claim could have a
material adverse effect on our business, financial condition and operating
results.

Although we have not experienced any product liability or economic loss
claims, our products and product enhancements are very complex and may from time
to time contain errors or result in failures that we did not detect or
anticipate. The computer hardware environment is characterized by a wide variety
of non-standard configurations that make pre-release testing for
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programming or compatibility errors very difficult and time consuming. Despite
our testing, errors may be discovered in new products or enhancements that we
deliver to customers.

SOME OF OUR PRODUCTS MAY NOT BE YEAR 2000 COMPLIANT, WHICH COULD RESULT IN
CUSTOMER DISSATISFACTION OR CLAIMS AGAINST US.

Failure of our products to be year 2000 compliant could result in
significant decreases in market acceptance of our products and legal liability
for defective software, either of which would have a material adverse effect on
our business, financial condition and operating results. We believe that all
current versions of our products are year 2000 compliant when configured and
used in accord with our specifications. However, we have not tested our products
in every possible computer or product environment, and therefore there may
remain a risk that our products may not be fully year 2000 compliant.

If our suppliers, vendors and industry collaborators fail to correct
their year 2000 problems, that failure could result in an interruption in, or a
failure of, our normal business activities or operations. That failure could
have a material adverse effect on our business, financial condition and
operating results. The uncertainty of the year 2000 readiness of third-party
suppliers and vendors makes us unable to determine at this time whether the
consequences of any year 2000 failures will have a material effect on our
business, financial condition and operating results. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations -- Year
2000 Issues."

OUR SUCCESS DEPENDS ON CONTINUED USE AND EXPANSION OF THE INTERNET.

Continued expansion in the sales of our Internet based embedded software
products will depend upon the adoption of the Internet as a widely used medium
for commerce and communication. If the Internet does not continue to become a
widespread communications medium and commercial marketplace, demand for our
products could be significantly reduced, which could have a material adverse
effect on our business, financial condition and operating results.

The Internet may prove not to be a viable commercial marketplace because
of inadequate development of the necessary infrastructure or timely development
of complementary products such as high speed modems. The Internet infrastructure
may not be able to support the demands placed on it by continued rapid growth.
The Internet also could lose its viability as a result of delays in the
development or adoption of new standards and protocols to address issues such as
Internet:

o activity,

0 security,

o reliability,

o cost,

o ease of use,

o accessibility, and

o0 quality of service.
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OUR SALES MAY DECLINE IF WE ARE UNABLE TO ADAPT OUR PRODUCTS TO CHANGES IN
INTERNET TECHNOLOGY.

Even if the infrastructure, standards, or protocols of the Internet, and
complementary services, products, or facilities are developed, we may be
required to make significant expenditures to adapt our products to changing or
emerging technologies. We may not be successful in either developing Internet
software or timely introducing it to the market. Any of these technology changes
could have a material adverse effect on our business, financial condition and
operating results.

WE WILL BE SUBJECT TO RISKS ASSOCIATED WITH INTERNATIONAL OPERATIONS.

For the years ended December 31, 1997 and 1998, we derived approximately
52% and 58%, of our total revenue from sales outside of North America. We expect
that international sales will continue to be a significant percentage of our
total revenue in the foreseeable future. We expect to make substantial
investments to expand our international operations and to increase our direct
sales force in Europe and Asia. We can provide no assurance that these
investments will result in profitable increases in our international sales.
International operations are subject to various risks, including:

o foreign government regulation,
o more prevalent software piracy,
o longer payment cycles,

o unexpected changes in regulatory requirements, tariffs, import and
export restrictions and other barriers and restrictions,

o greater difficulty in accounts receivable collection,

o potentially adverse tax consequences including restrictions on
repatriation of earnings,

o the burdens of complying with a variety of foreign laws,
o difficulties in staffing and managing foreign operations,
0 political and economic instability,

o changes in diplomatic and trade relationships,

0 possible recessionary environments in economies outside the United
States, and

o other factors beyond our control.

These and other factors may have a material adverse effect on our
international sales and, consequently, our business, operating results and
financial condition. An increase in the relative value of the dollar against
local currencies could reduce our revenue in dollar terms or make our products
more expensive and, therefore, potentially less competitive in foreign markets.

We rely on outside distributors for sales of our products in certain
foreign countries. We are dependent on the ability of those distributors to
promote and support our products and, in some instances, to translate them into
foreign languages. Our international distributors generally offer products of
several different companies, including in some cases products that are
competitive with ours. Our distributors are not subject to any minimum purchase
or resale requirements. Any changes in the relationships which we have with our
international distributors may have a material adverse effect on our business,
financial condition and operating results.
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WE DEPEND ON A SMALL NUMBER OF LARGE ORDERS.

Although no customer has accounted for 10% or more of total revenue in
any fiscal year, we derive a significant portion of our software license revenue
in each quarter from a small number of relatively large orders. While we believe
that the loss of any particular customer is not likely to have a material
adverse effect on our business, our operating results could be materially
adversely affected if we were unable to complete one or more substantial license
sales in any future period.

We derive a substantial portion of our revenue from the sale of products
with related implementation services. In these cases, revenue recognition policy
requires substantial completion of the implementation of the product before
software license revenue can be recognized. Any end of quarter delays in product
implementation could materially adversely affect operating results for that
quarter. As a result, small delays in customer orders or product implementations
can cause license revenue and operating results for any particular period to
vary significantly.

ACQUISITIONS MAY PRESENT RISKS TO OUR BUSINESS.

Although we have not done so in the past we may make acquisitions of, or
investments in, other companies, products, technologies or Internet-related
services. If we make any acquisitions, we will be required to assimilate the
operations, products and personnel of the acquired businesses and train and
retain key personnel from the acquired businesses. We may be unable to maintain
uniform procedures and policies if we fail in these efforts. Similarly,
acquisitions may cause disruptions in our operations and divert management's
attention from day-to-day operations. This could impair our relationships with
our current employees, customers and strategic partners.

We may have to incur debt or issue equity securities to pay for any
future acquisitions. The issuance of equity securities for any acquisition could
be substantially dilutive to our stockholders. In addition, our profitability
may suffer because of acquisition-related costs or amortization costs for
acquired goodwill and other intangible assets. If we are unable successfully to
address any of these issues, our business could be materially affected.

WE MAY APPLY THE PROCEEDS OF THIS OFFERING AND THE PROCEEDS FROM EXERCISE OF
WARRANTS TO USES THAT DO NOT INCREASE OUR PROFITS OR MARKET VALUE.

The net proceeds from the sale of the securities we are offering will be
used for hiring additional engineering, marketing and management personnel and
will be added to our general working capital. We may also obtain up to
$6,000,000 from exercise of warrants. The proceeds from any exercise of warrants
will be added to our general working capital. Our management will have
considerable discretion in the application of the net proceeds added to our
general working capital, and you will not have the opportunity, as part of your
investment decision, to assess whether the proceeds are being used
appropriately. The net proceeds may be used for corporate purposes that do not
increase our profitability or market value.

WE MAY HAVE FUTURE CAPITAL NEEDS AND IT IS UNCERTAIN IF WE CAN OBTAIN ADDITIONAL
FINANCING.

We expect that the net proceeds from this offering, cash on hand, cash

equivalents and commercial credit facilities will be adequate to meet our
working capital and capital expenditure
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needs for about the next 18 months. After that, we may require additional funds
for product development, market support and additional expansion.

We can provide no assurance that the warrants will be exercised. We
cannot be certain that additional financing will be obtained on favorable terms,
if at all. If we cannot raise needed funds on acceptable terms, we may be unable
to:

o develop or enhance products,
o take advantage of future opportunities, or

o respond to competitive pressures or unanticipated capital
requirements.

The occurrence of any of these events could have a material adverse effect on
Pacific Softworks. See "Use of Proceeds" and "Management's Discussion and
Analysis of Financial Condition and Results of Operations--Liquidity and Capital
Resources."

FUTURE NON-PUBLIC SALES OF OUR SECURITIES MAY BE ON TERMS MORE FAVORABLE THAN
THOSE OF THIS OFFERING.

In order to raise additional working capital, Pacific Softworks could
make a limited number of offers and sales of its common stock or other
securities to qualified investors in transactions that are exempt from
registration under the securities laws. These purchasers may acquire Pacific
Softworks' securities on terms more favorable than offered to you. The price may
not relate to any ascertainable criterion of value, including the prevailing
market price. Pacific Softworks may make sales of its securities at a lower
price than that of the units.

BECAUSE OWNERSHIP IS CONCENTRATED, YOU AND OTHER INVESTORS WILL HAVE MINIMAL
INFLUENCE ON stockholder DECISIONS.

Our officers and directors will beneficially own 74.3% of the
outstanding common stock after this offering. If all the warrants are exercised,
our officers and directors will own 62.4% of the outstanding common stock. Our
officers and directors will be able to exercise control over all matters
requiring stockholder approval, and you and other investors will have minimal
influence over the election of directors or other stockholder actions. As a
result, these officers and directors could approve or cause Pacific Softworks to
take actions of which you disapprove or that are contrary to your interests. Our
controlling stockholders will have the ability to elect a majority of our
directors. This ability to exercise control over all matters requiring
stockholder approval could prevent or significantly delay another company from
acquiring or merging with us. See "Management" and "Principal Stockholders."

ISSUANCE OF OUR AUTHORIZED PREFERRED STOCK MAY DISCOURAGE A CHANGE IN CONTROL
AND REDUCE THE MARKET PRICE OF OUR COMMON STOCK.

The issuance of preferred stock may have the effect of delaying,
deferring, or preventing a change in control. Any such issuance may materially
and adversely affect the market price of the common stock and the voting rights
of the holders of common stock. The issuance of preferred stock may also result
in the loss of the voting control of holders of common stock to the holders of
preferred stock. See "Description of Securities -- Preferred Stock."
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TRADING IN OUR COMMON STOCK AND WARRANTS MAY BE LIMITED.

A public market for our common stock and our warrants has not existed
prior to this offering. Although this offering will result in a trading market
for our common stock and warrants, we do not know how liquid that market might
be. The initial public offering price for the units will be determined through
negotiations between the underwriters and us. If you purchase units, you may not
be able to resell these securities at or above the initial public offering
price. See "Underwriting."

THE MARKET PRICES FOR OUR SECURITIES, LIKE THOSE OF OTHER TECHNOLOGY ISSUES, MAY
BE VOLATILE.

The value of your investment in Pacific Softworks could decline from the
impact of any of the following factors:

o changes in market valuations of Internet software companies,
o variations in our actual and anticipated operating results,
o changes in our earnings estimates by analysts,

o our failure to meet analysts' performance expectations, and
o lack of liquidity.

The stock markets have, in general, and with respect to Internet
companies in particular, recently experienced stock price and volume volatility
that has affected companies' stock prices. The stock markets may continue to
experience volatility that may adversely affect the market price of our
securities.

Stock prices for many companies in the technology and emerging growth
sector have experienced wide fluctuations that have often been unrelated to the
operating performance of those companies. Fluctuations such as these may affect
the market prices of our common stock and warrants.

YOU WILL INCUR IMMEDIATE SUBSTANTIAL DILUTION BY PURCHASING SECURITIES IN THIS
OFFERING.

The initial public offering price applicable to the common stock
included in a unit is expected to be substantially higher than the book value
per share of the common stock before the offering. By purchasing securities in
this offering you will incur immediate substantial dilution. See "Dilution." You
may incur additional dilution in the event that certain options to officers and
to a consultant are exercised. See "Management" and "Description of Securities -
Options to Consultant."

OUR WARRANTS ARE SUBJECT TO APPLICABLE SECURITIES LAWS AS WELL AS REDEMPTION.

You will own one warrant for each unit that you purchase. You may
purchase one share of common stock through the exercise of one warrant on
payment of the $7.50 exercise price. You may only exercise your warrants if a
registration statement relating to the common stock underlying the warrants is
then in effect and we have complied with applicable state securities laws. We
may be unsuccessful in maintaining a current registration statement covering the
common stock underlying the warrants. You may be unable to exercise the warrants
for this or other reasons. Your warrants may also be redeemed by us under
certain circumstances. Your warrants may be exercised during the notice period
prior to the date of redemption. If you do not
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exercise your warrants prior to the redemption date, you will only be entitled
to receive the redemption price of $0.05 per warrant.

OUR STOCK AND WARRANT PRICES MAY BE AFFECTED BY SHARES ELIGIBLE FOR FUTURE SALE.

The market prices of the common stock and the warrants could decrease as
a result of large numbers of shares of common stock being available for sale
after the offering. These sales could also make it more difficult for us to
raise funds through future offerings. The 3,300,000 shares of common stock
outstanding before the offering are subject to certain resale restrictions under
federal securities laws. Holders of these shares have agreed that they will not
sell these securities without the consent of the representative of the
underwriters for 13 months after the date of this prospectus. See "Description
of Securities - Shares Eligible for Future Sale."

SIGNIFICANT FLUCTUATION IN THE MARKET PRICE OF OUR COMMON STOCK AND WARRANTS
COULD RESULT IN SECURITIES CLASS ACTION CLAIMS AGAINST US.

Securities class action claims have been brought against issuing
companies in the past where there has been volatility in the market price of a
company's securities. Litigation could be very costly and divert our
management's attention and resources. Any adverse determination in litigation
could also subject us to significant liabilities. Any or all of these events
could have a material adverse effect on our business, financial condition and
operating results.

YOU SHOULD NOT RELY ON OUR FORWARD-LOOKING STATEMENTS.

This prospectus contains forward-looking statements that involve risks
and uncertainties. Discussions containing forward-looking statements may be
found in the material set forth under "Prospectus Summary," "Risk Factors,"
"Management's Discussion and Analysis of Financial Condition and Results of
Operations," and "Business" as well as within this prospectus generally. In
addition, when used in this prospectus, the words "believes," "intends,"
"plans," "anticipates," "expects," and similar expressions are intended to
identify forward-looking statements. Forward-looking statements are subject to a
number of risks and uncertainties. Actual results could differ materially from
those described in the forward-looking statements as a result of the risk
factors set forth in this section and the information provided in this
prospectus generally. We do not intend to update any forward-looking statements.

WHERE YOU CAN FIND ADDITIONAL INFORMATION

Pacific Softworks has filed with the Securities and Exchange Commission,
450 Fifth Street, Washington, D.C. 20549, a registration statement on
Form SB-2 under the Securities Act with respect to the securities offered. This
prospectus does not contain all of the information set forth in the registration
statement and the exhibits and schedules to the registration statement. For
further information concerning Pacific Softworks and the securities offered, we
refer you to the registration statement and the exhibits and schedules filed as
a part of the registration statement.

Statements contained in this prospectus concerning the contents of any
contract or any other document are not necessarily complete. In each instance
where a copy of that contract or document has been filed as an exhibit to the
registration statement, we refer you to the copy of the contract or document
that has been filed. Each statement is qualified in all respects by reference to
that exhibit. The registration statement, including its exhibits and schedules,
may be inspected without charge at the SEC's principal office in Washington, D.C
and at the SEC's regional offices at Northwest Atrium Center, 500 West Madison
Street, Suite 1400, Chicago,
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Illinois 60661-2511 and 7 World Trade Center, New York, New York 10048. Copies
of all or any part of those documents may be obtained from the SEC's office
after payment of the SEC's prescribed fees. The SEC maintains a Web site that
contains reports, proxy and information statements and other information
regarding companies that file electronically with the SEC at www.sec.gov.

Pacific Softworks intends to provide its stockholders with annual
reports containing consolidated financial statements audited by an independent
public accounting firm and quarterly reports containing unaudited consolidated
financial data for the first three quarters of each year.

USE OF PROCEEDS

Based on an assumed public offering price of $5.25 per unit, we expect
that net proceeds from the sale of the 800,000 units sold in this offering will
be approximately $3,486,000, or $4,034,100 if the underwriters' over-allotment
option is exercised in full.

We intend to use net proceeds to hire additional personnel as discussed
below and for working capital and general corporate purposes. We also intend to
use up to $50,000 of proceeds for patent and trademark applications, including
filing fees and expenses of intellectual property counsel.

We intend to fill the following positions within the 18 month period
following the completion of this offering:

Number of Annual
Description of position Additions Compensation

Engineering - Core Products...... 6 $ 580, 000
Engineering - Web Products....... 7 770,000
Marketing and Sales.............. 3 355,000
Product Managers................. 2 300,000
Business Development............. 1 150, 000
Administrative................... 1 90, 000

Total $ 2,245,000

We may acquire or invest in complimentary businesses, technologies,
services or products and a portion of the net proceeds currently allocated to
working capital may be used for such acquisitions or investments. However, we
currently have no understandings, commitments or agreements for any material
acquisition or investment.

The foregoing represents our best estimate of the uses of the net
proceeds to be received in this offering, based on current planning and business
conditions. However, we reserve the right to change these uses when and if
market conditions or unexpected changes in operating conditions occur.

The amounts expended for each use may vary significantly depending upon
a number of factors including, but not limited to, amounts we spend to develop
and introduce new products and the amount of cash generated by our operations.
We believe that our existing capital resources and the net proceeds of this
offering will be sufficient to maintain current and planned operations for a
period of at least 18 months from the date of this prospectus. Net proceeds not
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immediately required for the purposes described above will be invested
principally in investment grade, interest-bearing securities.

DIVIDEND POLICY

Pacific Softworks has never declared or paid any cash dividends on its
common stock or other securities and does not anticipate paying cash dividends
in the foreseeable future. Our line of credit currently prohibits the payment of
dividends. A share purchase agreement with a former stockholder also prohibits
us from paying certain dividends until all obligations owed to him under the
agreement are retired. See "Certain Transactions Share Purchase Agreement -
Minority stockholder."

CAPITALIZATION

The following table sets forth our capitalization as of December 31,
1998:

0 on a historical basis,

o0 on a pro forma actual basis taking into account the sale in February
1999 of 100,000 shares of common stock at $5.00 per share as if that
sale was completed in December 1998, and

o on a pro forma as adjusted basis, giving effect to the sale of
800,000 units at an assumed initial public offering price of $5.25
per unit, after deducting underwriting discounts and estimated
offering expenses.

You should read this table together with "Management's Discussion and Analysis
of Financial Condition and Results of Operations" and the financial statements
and notes thereto appearing elsewhere in this prospectus. See also "Use of
Proceeds."

December 31, 1998
(in thousands)
Pro Forma Pro Forma
Actual Actual as Adjusted

Stockholders' equity:
Preferred stock, $0.01 par value;
10,000,000 shares authorized; none issued
and outstanding ..........c.iiii i $ -- $ -- $ --
Common Stock, $0.001 par value;
50,000,000 shares authorized; 3,200,000
shares issued and outstanding; 3,300,000
shares, pro forma actual; 4,100,000 shares,

pro forma as adjusted .............. .. .. ... 3 3 4

Additional paid-in capital ................ 175 675 4,160

Retained earnings .........covviiniiinnnonn 18 18 18

Cumulative adjustment for currency

translation .......... ... . i 11 11 11

Total stockholders' equity ................ 207 707 4,193
Total capitalization ...........civiiiiiiinnnnnnnns $207 $707 $4,193
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The information provided above excludes:
0 800,000 shares of common stock issuable upon exercise of warrants,

0 345,000 shares of common stock issuable upon exercise of outstanding
options and warrants,

0 160,000 shares of common stock issuable upon the exercise of
warrants to acquire units and warrants underlying those units, and

0 80,000 units issuable on exercise of the representative's option.
DILUTION

At December 31, 1998, pro forma net tangible book value was $706,285, or
$0.21 per share. Pro forma net tangible book value per share represents our pro
forma net tangible assets less liabilities divided by the pro forma shares of
common stock outstanding. Pro forma adjustments take into account the sale in
February 1999 of 100,000 shares of common stock at $5.00 per share as if that
sale was completed in December 1998.

After giving effect to our sale of 800,000 units and our receipt of an
estimated $3,486,000 of net proceeds from the offering, based on an assumed
offering price of $5.25 per unit, all of which is attributable to the common
stock and none of which is attributable to the warrants, pro forma adjusted net
tangible book value at December 31, 1998 would have been $1.02 per share. This
represents an immediate increase in pro forma net tangible book value of $0.81
per share to existing stockholders and an immediate dilution of $4.23 per share
of common stock to new investors purchasing units in the offering. The following
table illustrates per share dilution:

Assumed public offering price per share $ 5.25
Pro forma net tangible book value prior to the offering $ 0.21
Increase attributable to new investors 0.81
Adjusted pro forma net tangible book value after the offering 1.02
Dilution per share to new investors in this offering $ 4.23

The following table sets forth, on a pro forma basis as of December 31,
1998, the number of shares of common stock purchased from Pacific Softworks, the
total consideration paid to Pacific Softworks and the average price per share
paid by existing stockholders and new investors purchasing units in the
offering, before deducting underwriting discounts and estimated offering
expenses:

Average Price

Shares Purchased Total Consideration Per Share
Number Percent Amount Percent
Existing stockholders......... 3,300,000 80.5% $ 678,000 13.9% $0.21
New investors................. 800, 000 19.5% 4,200,000 86.1% $5.25
Total. ..ot 4,100,000 100.0% $ 4,878,000 100.0%

The information for existing stockholders in the table above includes
100,000 shares sold in February 1999 at $5.00 per share but excludes shares and
warrants issuable upon exercise of outstanding options or warrants, the
representative's option to purchase units and exercise of the underwriters'
over-allotment option. To the extent that currently outstanding options or
warrants are exercised at prices below $5.25, there will be further dilution to
new investors.

-20-



26
SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data is qualified by
reference to and should be read in conjunction with the consolidated financial
statements and notes thereto and with "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and other financial information
included elsewhere in this prospectus. The consolidated statement of operations
data for the years ended December 31, 1997 and 1998 and the consolidated balance
sheet data at December 31, 1997 and 1998 are derived from and qualified by
reference to, audited consolidated financial statements included elsewhere in
this prospectus.

CONSOLIDATED STATEMENTS OF OPERATIONS DATA:

Year Ended December 31,

(in thousands, except per
share data)

Net revenUe .........iiiiii ittt $ 3,310 $ 2,787
Cost of revenue ........ciiiiiiiiii i 117 100
Gross Profit ... 3,193 2,687
Selling, general and administrative .......... 2,110 1,936
Research and development ..................... 834 852
Depreciation and amortization ................ 64 59
Former officer's consulting and

administrative expense ...........coiiinnnn.. 314 314
Total eXPENSES . v vttt s 3,323 3,161
NEet 10SS vt i ittt e (129) (474)
Net loss per share, basic and diluted.......... $ (0.04) $ (0.14)

CONSOLIDATED BALANCE SHEET DATA:

December 31,

(in thousands)

Cash and cash equivalents ................. $ 625 $224
Working capital ............ .. i 761 222
Total aSSetS .. i it i i e e e 1,071 643
Total stockholders' equity ................ 691 207

See notes 1 and 12 of notes to consolidated financial statements for a
discussion regarding the computation and presentation of basic and diluted net
loss per share.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in conjunction
with "Selected Financial Data" and the consolidated financial statements and
related notes. The following information contains forward-looking statements
that i