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PART 1

This report on Form 10-K contains forward-lookirgtements that involve risks and uncertainties. Chmpany's actual results may differ
materially from the results discussed in such fadalaoking statements. Factors that may cause autifierence include, but are not limited
to, those discussed in "Factors Affecting FutureuRs". Unless the context otherwise specifiegregices in this Report on Form 10-K to
"Splash" and the "Company" refer to Splash Techmoldoldings, Inc. and its subsidiaries, includitgyprincipal operating subsidiary, Splash
Technology Inc., as well as predecessor entities.

ITEM 1. BUSINESS

Splash develops, produces and markets color setharprovide an integrated link between desktapmaters and digital color laser copiers
and enable such copiers to provide high qualityhlsipeed, networked color printing and scannings&hybrid systems, consisting of color
servers and digital color laser copiers (referceds connected or multifunction copiers), supparttiple uses including image scanning,
image manipulation, printing and photocopying. Td@mpany's products feature advanced color corrgatimlor calibration and separations
support, ease of use, time- saving work flow fusrlity, simulation of many color monitors and pirig presses, and automatic correction
for certain printing workflow problems. Splash'darcservers are commonly accessed by users acetssnks of Windows-based personal
computers, Power-PC personal computers and UNIédasmputers.

Splash sells its color server products to two efl#ading providers of color copiers, Xerox Corpora(including its affiliate in Europe,
Xerox B.V.) ("Xerox") and Fuji Xerox Company Ltd'Huji Xerox"). The original equipment manufactur€f®EMs") integrate the
Company's color servers with their digital colopimrs and sell the connected systems to end usensgh a worldwide direct distribution
network. Users of the Company's color servers gtelmagazine publishers, advertising firms, graphtis firms, publishing services
providers, prepress and printing firms, and Fort®@ companies with in-house graphics, marketirjadvertising and publishing needs.

Splash Technology Holdings, Inc. was incorporatebeélaware in December 1995. The Company's busopmmsted as the Color Server
Group (CSG) division of SuperMac Technology, If&uperMac") from late 1992 to August 1994, andratfte merger of SuperMac into
Radius Inc. ("Radius") as the CSG division of Radiom August 1994 until January 1996. In Janu®$61 the Company was acquired by
investor group led by certain entities affiliatedhwSummit Partners, L.P. and Sigma Partners, (the."Splash Acquisition"). The Compan
executive offices are located at 555 Del Rey AveBumnyvale, CA 94086, and its telephone numbgtUs) 328-6300.

PRODUCTS AND TECHNOLOGY
Product Lines

Splash offers both pre-configured color serveraystand board-level server kits. The preconfigedr server systems include a Splash
copier interface board and frame buffer installedm Power PC based computer and feature Splatstasef a color display, a keyboard and
an interface cable. The server kits do not inclindecomputer, display and keyboard, thereby allgwie customer or reseller to install the
Splash color server on a locally procured or exgstiompatible system. Splash products are soldruhdeSplash brand worldwide except in
Japan, where they are sold under the SM ICS brantkrof Fuji Xerox. The fundamental architecturethefSM ICS and Splash products are
substantially identical other than localizatiorfeliénces for user interface and documentation.

Splash's primary product lines are the Splash Bsafaal Color Imaging ("PCI") Series, first intrashd in May 1996, and the Splash for
DocuColor ("DC Series"), first introduced in Septen1996. These products generally use Apple PdMeaeintosh computers and are
compatible with the PCI bus architecture. The SpRawer Series product line, based on a desigmatig launched in 1993 and updated
over the years with successive software releases, the NuBus architecture found in earlier Apglev& Macintosh computers. The
Company continues to offer Power Series produclisnited quantities, primarily as spare parts. Téil prices to end users of Splash
products vary by geographical region, model andigaration. For example, depending on the model@ntfiguration, the retail prices to
end users of PCI Series products currently rarma $13,000 to $28,000 in the United States and X¥.6mmillion to (Yen)3.19 million in
Japan. The retail price to end users of the one&SBiizs product marketed in the United States isO8®0and the retail prices to end users of
the three DC Series products marketed in Japarermom (Yen)4.15 million to (Yen)6.8 million.

To expand its product offerings targeted at the-émal and midange market for color servers, Splash recentlggomated two acquisitior
In May 1997, Splash acquired Quintar Holdings Caafion ("Quintar"), a company based in Torrancdif@aia, that designs, manufactures
and markets embedded controllers for desktop qwolaters, as well as proprietary servers for highexl, multifunction monochrome and
color printers and copiers. In October 1997, Spijuired ColorAge Inc. ("ColorAge"), a companydx Billerica, Massachusetts, that
designs, manufactures and markets DocuPress, aflzwor document print servers targeted prindjpal the emerging market for high spi
color printing in the office.



Product Features and Technology

Splash servers are based on open systems, endtdi@mpany to leverage the development effortoofputer and operating system
suppliers, and thereby concentrate its developmesaurces in those areas specific to the concérm@ar users. This open systems approach
has provided an advantage in bringing innovativercand workflow solutions to the market rapidlyhbs also enabled the Company to
provide its customers with performance increasetakiyng advantage of improvements in industry staddomputers.

The Company's products include a Splash-designgiércimterface board integrated with a standardpaer system and Splash software
written for the server and its networked clientse Splash copier interface board uses double-sidddce mount technology and includes a
number of advanced design features such as a erayriapplication specific integrated circuit (A$|Certain other custom ASICs and a l¢
frame buffer-all in a single- slot PCI form factor.

Splash software includes: driver software writtendeveral different types of client workstatiossrver software including network interface,
spooling, and imaging engine modules that residéherstandard computer system; and server softweliding print interface and device
control modules that reside on the Splash boaedf.itBhese software modules are layered on a stdraenputer operating system to provide
compatibility with a variety of off-the-shelf pehiprals and third-party software applications. Téddrinnovations first introduced to market
by Splash include techniques that enhance colditgusuch as accurate printing of RGB monitor tdifavoiding the common blue to purple
shift upon printing); techniques that enhance pyirlity, such as traps and overprints (as destifieéow); and features that enhance
productivity workflow, such as advanced color cadiibn capabilities and the ability to interpretigarint multiple RGB formats or mixed
RGB and CMYK formats from the same electronic file.

The following describes these and other key featoffered by Splash.

CMYK Separation Support. Splash's CMYK separatigpability enables users to employ page layout adighing software to print pre-
proofs from color copiers that incorporate overfinigp (overlapping mixing of colors) and Desktop @uEeparations (high-resolution
separation files). This feature allows the printofdnigh quality pre-proofs and thereby saves msifenal color publishing end users time and
money by reducing the number of cycles of film gso@quired for the design and production process.

Splash Match. Splash Match is a unique color mamagé solution that permits rapid, automatic andieate color correction of image files.
The user can select among a variety of color mefihcluding RGB monitor matching and CMYK presdahang-through "check box"
selections within a printing window in the grapHhiaaer interface from a networked client.

Splash ColorCal. Splash ColorCal is a fast, eagyswcalibration utility that utilizes a unique damized calibration target and a copier's
built-in digital scanning capability for calibratioBy making calibration fast and simple and eliating the need for separate, expensive
densitometers, Splash provides a mechanism fouérccalibration that assures reproducible, camsistolor. All Splash Match color profil
(RGB and CMYK) are updated simultaneously upon detign of calibration. Splash Match also provides'axpert mode" of operation that
allows the user to customize a copier's outpubéouinique print characteristics of a given pretsnided for final printing.

Splash AccuColor. Splash AccuColor, implementegdars of Splash Match, allows for more accuratedi@ion and printing of monitor blut
without the significant purple shift that occurglwalmost all other printing alternatives. Thisiperformance advantage in printing
applications where the desired goal is producirtguiithat comes as close as possible to matcha&@B colors on a user's display. Splash
AccuColor allows for screen-to-press matching tigiothe use of one of several Splash press prafdkestable in Adobe Photoshop.

Splash IntelliColor. Splash IntelliColor compensater mistakes commonly made during the designge®such as mixing different RGB 1
formats or combining RGB and CMYK formats in theneadocument. Images combined in the same fileegarately and accurately color
corrected. This capability is independent of the eser's application or computer workstation.

Splash Scan and Splash Print. Both Splash ScaBpladh Print are Adobe Photoshop Plug-in modulaispfovide 400-dpi, 24-bit color
scanning from the copier and ultra high-speed lip printing to a copier, respectively. In this wagans can be made, retouched and printed
locally without tying up the network.

Splash Colortone. Splash Colortone enhances thequality of color servers that have limited framéfer memory. Splash Colortone
delivers true, continuous tone (contone) or neataree quality output optimized to the availablerfeabuffer memory. Splash Colortone is
automatically engaged whenever the Splash sergetoledittle memory to print a given page size with color quality. The Splash Colorto
feature can print with either a 2:1 memory saviyiEding near-contone quality, or a 4:1 memoryisgs, yielding prints with some but often
minimal degradation. Splash automatically switdha&sk to true contone printing when sufficient meynisravailable.
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Splash Edit. Splash Edit is a utility that enalifesuser to change certain print settings at thasBpserver after the print job has been sent by
the user across the network. Changeable prinhgstinclude number of copies, tray selection, cotorection choice, page range and sorter.

Because these settings can be changed at the Splagh next to the copier, the user saves timaeobyaving to return to the client computer

to resend the file.

Spot Color Matching. Spot Color Matching allows tirenting of spot colors (within the color gamuttb® copier) without converting them to
process color and without interrupting the useristmg work flow.

Progressives. The Progressives feature enablgsitiilg of any of the four CMYK plates, in any cbmation, and in the resulting color of
that combination. Proofing four-color work on a tewlor press is one of the many uses of Progressive

Further Enhanced Calibration (ColorCal). The Cobirfeature enhances the ability to store up toukdam color profiles. In addition,
ColorCal works with Fuji Xerox DocuColor 40 copiemnsd Xerox DocuColor 4040 copiers through the dskesktop scanners.

World Wide Web/Internet/Intranet Printing. The W®érver option allows users to print or manage fat jwb from any workstation on an
intranet or the Internet.

SALES AND MARKETING

Splash sells its color server products to two efldading providers of color copiers, Xerox and Karox. These OEMs integrate the
Company's color servers with their digital colopimrs and sell the connected systems to end Usensgth a worldwide direct distribution
network. Xerox sells primarily in North America, 8b America and Europe, while Fuji Xerox sells paiify in Japan and the Asia Pacific
region. Xerox and Fuji Xerox each provide primangtomer service through their worldwide networkbijlevSplash provides backup support
to Xerox and Fuji Xerox. These relationships alldplash to provide strong customer support at tbal level as well as providing Splash
with a valuable source of input for product enhaneet. Splash believes that the strength of XerakkFasji Xerox in the office equipment
market provides the Company with a significant apyndty to expand its presence in the end useceffirinting market.

Xerox and Fuji Xerox sell Splash products as weltampeting color servers. Although the Companyahesntract with Xerox, the Company
does not have a contract with Fuji Xerox with retpe its products and is currently operating guechase order basis with Fuji Xerox.
There can be no assurance that the Company wilintento receive orders from Xerox or Fuji XeroxiyAdecrease in the level of sales to
Xerox or Fuji Xerox would have a material adverffea on the Company's business, operating reaultsfinancial condition.

As of September 30, 1997, the Company employeddplp in sales and marketing. These people supeodx's sales force while Fuiji
Xerox is supported by its own personnel. Splasdisssand marketing personnel typically provide supm Xerox and Fuji Xerox through
sales literature, periodic training, customer sygsi@opre-sales support and joint sales calls. Tdragainy also participates in industry trade
shows and conferences, distributes sales and prbduature and has a public relations plan ineghtb generate coverage of the Company's
products and technology by editors of trade jownal

Splash believes that in order to increase its ntgréretration and enhance brand awareness, itaonshue to expand its sales and marke
efforts. The Company plans to recruit and hire tiolaal field personnel in Europe, the United States Asia Pacific region and Latin
America, as well as to expand its marketing prograhimere can be no assurance that the Companpendble to hire additional personnel,
expand its marketing programs or that the Compaitiyoesable to increase its market penetration.

MARKETS AND CUSTOMERS

Splash products are employed by users in five ratenarkets:

commercial and short-run printing, prepress and@labs, graphic arts and professional color phbiig, print-for-pay and office color
printing. The Company to date has focused prinbipai the prepress and graphic arts markets, wéredeusers who are discerning about
color and print quality require high quality inndiva& color server solutions. The Company believed the emerging use of color in a variety
of printing applications is creating an opporturfity the Company's products in the other marketreads.

Commercial and Short-Run Printing. The commerdiadting market represents the highest quality aigtidst volume color printing
production. Firms in this market typically haveitheots in traditional offset press printing, iieh output is developed in-house at
businesses and other organizations, preparedifdirg by service bureaus and trade shops (whitdngferform prepress services as
described below) and then delivered to the comrakpeinter for printing on large, expensive prigtipresses. In recent years, many firms in
the commercial printing market have begun to expataprepress and short-run printing services sEfams use color servéased printing
devices to more rapidly and less expensively pregue- proofs of color output. In addition, manyttedse firms have begun to use color
server-based printing devices as a less expens@raative for printing in
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smaller quantities. End users of Splash productisinsegment include Applied Computer Services, #md R.R. Donnelley & Sons
Company.

Prepress and Photo Labs. The prepress market tooki&ervice bureaus and trade shops which haadhglex color production for end us
that intend to send print jobs to short-run and m@rcial printing firms for high quality or high wahe printing, as well as photo labs which
provide high-end photographic services. Prepresssfivork closely with end users and the local coneraéprinters that perform the print
jobs. Prepress firms provide high end scanninggaatouching, imagesetter output of color sepamdtims for proofing and, in some cas
the production of contract proofs which serve &sdtandard for the commercial print run. Firmshis tnarket are utilizing color server-based
printing devices as a means to reduce the costuaindround time for image design, modification @nel-proofing. End users of Splash
products in this segment include the Digital Cafeyholly-owned subsidiary of Boston Photo Imagiaiggl smaller, local operators.

Graphic Arts and Professional Color Publishing. Gregphic arts and professional color publishingketconsists of in-house creative staffs
and advertising agencies and design firms. Thesaige professionals perform extensive color deaigphlayout, but historically have not
performed print production. Users typically utilimetworked personal computers and workstationsdtmr design and use color server-based
printing devices for conceptual and comprehensegghs as well as pre-proofs. Users typically caseptbe color image to be printed
utilizing applications such as Adobe Photoshop, Bedblustrator, QuarkxPress, Adobe PageMaker, Qooep. Corel, Corel Ventura
Publisher, MetaCreations Live Picture and Macromédieehand. End users of Splash products in thimeset include DRC Advertising,
Hearst Magazines and Gibson Greetings, Inc.

Print for-Pay. Print-for-pay firms provide a broahge of walk-in services including faxing, copyimgd desktop publishing. Recently these
firms have begun to use connected color copieosfés expanded color printing and copier servidésers in this market segment range from
franchised and local storefronts traditionally feed on black and white copying services to speedlfirms. End users of Splash products in
this segment include PIP Printing.

Office Color Printing. The office color printing mt consists of networked office printing and cahteproduction departments in busine
and other organizations. These organizations, wiiste typically used black and white laser printerd desktop color ink jet printers for
production of word processed documents, spreadshedtpresentations, are increasingly using coadexdpiers to produce materials suc
product brochures and internal communications. frtasket segment is still emerging, and the Commatigves the ability of color servers
operate across corporate networks will help exphisdmarket.

MANUFACTURING

The Company outsources the manufacture of its tsdo third party subcontract manufacturers iniclgdManufacturing Services, LTD
("MSL"), located in Sunnyvale, California, and Letik Incorporated ("Logistix"), located in Fremoalifornia. MSL purchases the
components used in Splash boards from its sup@isigperforms double-sided active surface mourmrakly, in-circuit test, functional test
and system test of the printed circuit boards uiselde Splash PCI Series products, on a turnkeigbiskSL also performs in-warranty and
out-of-warranty repair of failed boards for the &l PCI Series products. The Company purchasesr Rveomputers, monitors and
memory, and furnishes these components as welkeaBIEL assembled boards to Logistix for final adsigm_ogistix directly purchases a
small portion of the components used in Splashrs®overs and does all final assembly and systertfigtoation.

While the Company's subcontract manufacturers attngluality control and testing procedures specifigdhe Company, the Company has
from time to time experienced manufacturing quatityblems. Although the Company does not beliewesaich problem had a material
adverse effect on its business, there can be mwaas= that quality problems will not occur agairthie future or that any such problem will
not have a material adverse effect on its busimgssating results and financial condition.

If the Logistix, MSL or other third party manufadig facilities utilized by the Company become usitable to the Company, or if the
manufacturing operations at these facilities avevell, interrupted or terminated, the Company'sriass, operating results and financial
condition could be materially and adversely affdci&lthough the Company believes that there areratbmpanies available with the
capability to provide the Company with such sersjdbere can be no assurance that the Company Wwewddle to enter into alternative third
party arrangements on terms satisfactory to theg2omy, on a timely basis, or at all.

Certain components necessary for the manufactuteed€ompany's products are obtained from a sqipli&u or a limited group of suppliers.
These include Apple Power Macintosh computersageASICs and other semiconductor components. Tdregany does not maintain any
longterm agreements with any of its suppliers of congmte. Because the purchase of certain key comppiemtives long lead times, in t
event of unanticipated increases in demand foCinapany's products, the Company could be unabieatwufacture certain products in a
quantity sufficient to meet end user demand. Iritamid Apple has experienced and continues to é&pee significant financial difficulties

and losses in market acceptance, and its prodauts articularly low levels of market acceptancthimoffice color printing market into
which the Company is seeking to expand. The Compasyalso experienced difficulties related to Afsptkelay in the release of new models.
If Apple were to continue to experience such detaydiscontinue production of the Power Macintostdels with which Splash products
operate or were



unable to provide or otherwise ceased to providacaeptable level of end user customer supporCtmpany's business, operating results
and financial condition would be materially and ebely affected. The Company also purchases memodyles from a single supplier.
Although other sources are available, a changeeimany supplier could require time to effect andidampact production. This risk would
exacerbated in times of short memory supply. Ampility to obtain adequate deliveries of any of teenponents or any other circumstance
that would require the Company to seek alternatougrces of supply could affect the Company's gtititship its products on a timely basis,
which could damage relationships with current araspective customers and could therefore have ariabadverse effect on the Company's
business, financial condition and operating resiisreover, there can be no assurance that alteensturces of supply would be available
on reasonably acceptable terms, on a timely basat, all. The Company has from time to time exgraced shortages in deliveries of ASICs
from Toshiba Corporation, which shortages have otgghproduction volume capabilities. In order teipt to mitigate the risk of such
shortages in the future, the Company increasedvientory of components for which the Company ipatelent upon sole or limited source
suppliers. As a result, the Company may be suljeah increasing risk of inventory obsolescenci@future, which could materially and
adversely affect the operating results and findroadition.

The market prices and availability of certain comgats, particularly memory and other semiconduotonponents and Apple Power
Macintosh computers, which collectively represeatibstantial portion of the total manufactured afshe Company's products, have
fluctuated significantly in the past. Significahidtuations in the future could have a materialeade effect on the Company's business,
operating results and financial condition.

RESEARCH AND DEVELOPMENT

Splash's research and development efforts areddaus color science, application workflow, ASIC d@hrd design, software and computer
systems integration and the continued developmfeaméw and enhanced products. The Company also vetoksly with key technology
partners including Adobe, Apple, Fuji Xerox and Xer

The Company has historically devoted a signifiambunt of its resources to research and developrsridf September 30, 1997, the
Company had 45 employees engaged in research aatbgment. Research and development expensesat 1895, 1996 and 1997 were
$3.3 million, $4.1 million and $6.1 million, resgiely. The graphics and color reproduction, cgloscessing and personal computing
markets are characterized by rapid changes in mesteequirements, frequent introductions of new emaanced products, and continuing
rapid technological advancement. To compete suftdgsgshe Company must continue to design, deveiopnufacture and sell new products
that provide increasingly higher levels of perfonoa and reliability, take advantage of technoldgaclvancements and changes and respond
to new customer requirements. The Company's suateesigning, developing, manufacturing and sgltiew products will depend on a
variety of factors, including the identification wfarket demand for new products, product selectiorgly implementation of product design
and development, product performance, cost-effentigs of products under development, effective faaturing processes and the success
of promotional efforts.

There can be no assurance that any future prodiitechieve widespread market acceptance. In amgithe Company has in the past
experienced delays in the development of new prtsdard the enhancement of existing products, acld delays may occur in the future. If
the Company is unable, due to resource constrairtechnological or other reasons, to develop atrdduce new products or versions in a
timely manner, or if such new products or releakenot achieve timely and widespread market acoeptat would have a material adverse
effect on the Company's business, operating reanttdinancial condition.

COMPETITION

The markets for the Company's products are chaiaeteby intense competition and rapid change. Cbmpany competes directly with
other independent manufacturers of color servedsadth copier manufacturers, and indirectly witlinger manufacturers and others. Splash
has a number of direct competitors for color sepreducts, the most significant of which is Eleains for Imaging, Inc. ("EFI"). Splash also
faces competition from copier manufacturers thégrdhternally developed color server productshsas a norRostScript color server offer
by Fuji Xerox, or that incorporate color servertteas into their copiers. In addition, the Compéages competition from desktop color laser
printers that offer increasing speed and color b#ipa As component prices decrease and the psiicggpower and other functionality of
copiers, printers and computers increase, it besanwe likely that copier, printer and computer ofanturers will continue to add color
server functionality to their systems, which cordduce the market for the Company's existing lingroducts.

The Company also competes indirectly with manufaectuof electronic color prepress systems, whiéeraimilar functionality for the short-
run and commercial printing market as is providgdie Company's products. The Company also compad@sctly with providers of color
separation, color editing and page layout softwdfbile this software typically is complementaryth@ Company's systems, it may also be
competitive and may become increasingly competitivéne extent that the providers of such softveattend the functionality of their
products in future releases.

The Company believes that the principal competitaators in its markets are product features, fionetity and performance; strength of
distribution channels, including sales capabilitgl @fter-market support; brand name recognitionraacket share; and
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price. The Company believes that it competes faugraith respect to product features, functionaityd performance, including color and
print quality and the open architecture of the Camys systems. Splash was the first to introdusenaber of significant features to the
multifunction color copier market, and its productsrently provide certain features and functiayatiot offered by competitors. However,
Splash's competitors also offer certain uniqueufestand functionality that are not offered by @wmpany. EFI also has substantially greater
name recognition and a significantly larger ingt@dlbase than the Company, its products operateanitbader range of color photocopier
systems and its products are generally pricedthessthose of Splash. EFI has historically had éigiperating margins than Splash which
could allow EFI to increase pricing pressure oraSiplor to respond more effectively to any thirdyagricing pressures. The Company also
believes that it competes favorably in many distiitm channels addressed by Xerox and Fuji Xerakifie Company's products do not
support the range of products from different maoufieers supported by EFI and other competitors,taa€Company's relationship with the
Xerox distribution channel is currently not as egan certain geographical areas, such as Eurdperethe Company historically has had a
smaller market presence and lesser support cajsili

Many of the Company's current and potential diggxt indirect competitors have longer operatingohiss, are substantially larger, and have
substantially greater financial, technical, mantifdng, marketing and other resources than Splastumber of these current and potential
competitors also have substantially greater namegration and a significantly larger installed bas@roducts than the Company, which
could provide leverage to such companies in thminmetition with Splash. The Company expects cortipptto increase to the extent the
color server market grows, and such increased ctitigpemay result in price reductions, reduced grogrgins and loss of market share, any
of which could materially adversely affect the Canp's business, operating results and financialition. As a result of their greater
resources, many of such competitors are in a bgtition than Splash to withstand significant eriompetition or downturns in the
economy. There can be no assurance that Splashendlble to continue to compete effectively, angfailure to do so would have a material
adverse effect upon the Company's business, opgnasults and financial condition.

INTELLECTUAL PROPERTY

The Company relies in part on trademark, copyragid trade secret law to protect its intellectualerty in the United States and abroad.
Company seeks to protect its software, documemtatial other written materials under trade secretcapyright laws, which afford only
limited protection and there can be no assuraratethle steps taken by the Company will prevent ppgapriation of its technology. The
Splash software included as a part of the Compamgtiucts is sold pursuant to "shrink wrap" licengt are not signed by the end user and,
therefore, may be unenforceable under the lawsibdin jurisdictions. The Company does not owniaayed patent. There can be no
assurance that any trademark or copyright ownethiéy ompany, or any patent, trademark or copyoitained by the Company in the
future, will not be invalidated, circumvented omatlenged, that the rights granted thereunder will/jmle competitive advantages to the
Company or that any of the Company's pending aréupatent applications will be issued with thepgcof the claims sought by the
Company, if at all. In addition, the laws of somesign countries do not protect the Company's petgnty rights as fully as do the laws of the
United States. Thus, effective intellectual propgrotection may be unavailable or limited in carfmreign countries. There can be no
assurance that the Company's means of protecsipgaprietary rights in the United States or abnwddbe adequate or that competition will
not independently develop technologies that ardasirar superior to the Company's technology, digié the Company's technology or
design around any patent of the Company. Moreditigigtion may be necessary in the future to erddiee Company's intellectual property
rights, to determine the validity and scope ofgheprietary rights of others, or to defend agaataims of infringement or invalidity. Such
litigation could result in substantial costs andedsion of management time and resources and tawe a material adverse effect on the
Company's business, operating results and finaooradition.

There have been substantial amounts of litigatiaihé computer and related industries regardirgjl@dtual property rights, and there can be
no assurance that third parties will not claimimfement by the Company of their intellectual prpeights. In particular, EFI filed suit
against Radius in November 1995, alleging infringatrof an EFI patent by Splash's predecessor, @S@requesting unspecified monetary
damages and injunctive relief. The technology wiisctihe subject of the patent claim was acquiretiénSplash Acquisition, and EFI could
add Splash as a defendant to the suit at any AMftteough a portion of the purchase price in theaSplAcquisition was placed in escrow
pending resolution of the EFI litigation, there danno assurance that any such litigation agapisis8 would not have a material adverse
effect on the Company's business, operating reanttfinancial condition. The addition of Splastaatefendant in this suit or any other third
party claims that the Company is infringing on piefary rights of others, with or without merit,udd be time consuming to defend, result in
costly litigation, divert management's attentiod aesources, and cause product shipment delayse fompany were found to be infringing
on the intellectual property rights of any thirdfgathe Company could be subject to liabilities $och infringement, which liabilities could
be material, and could be required to seek licefises other companies or to refrain from using, ofanturing or selling certain products or
using certain processes. Although holders of patandl other intellectual property rights often offeenses to their patent or other intellec
property rights, no assurance can he given theisies would be offered or that the terms of argreff license would be acceptable to the
Company. Any need to redesign the products or émtemany royalty or licensing agreement could haveaterial adverse effect on the
Company's business, operating results and finanoiadition.

The Company has been required to place the soodmfor certain of its software in escrow for theméfit of Xerox, and
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such software will be released to Xerox in the évieat the Company either files bankruptcy and essalt is unable to deliver products for
the thirty
(30) days of the previously committed date, or esaperations.

The Company relies upon certain software licensaah third parties. There can be no assurancehbkatdftware licensed by the Company
will continue to provide competitive features anddtionality or that licenses for software currgnitilized by the Company or other softw:
which the Company may seek to license in the fuluilebe available to the Company on commerciagsonable terms. The loss of, or
inability to maintain, existing licenses could ritsn shipment delays or reductions until equivalsoftware or suitable alternative products
could be developed, identified, licensed and irgtgt, and the inability to license key new softwig may be developed, on commercially
reasonable terms, would have a material adversetafh the Company's competitive position. Any sexdnt would materially adversely
affect the Company's business, operating resutt§inancial condition.

EMPLOYEES

As of September 30, 1997, the Company employedh208le, including 45 in research and developmeimt,dperations, 32 in sales and
marketing, and 17 in a general and administratagacity. The Company also employs a number of teamp@mployees and consultants ¢
contract basis. None of the Company's employeespigsented by a labor union with respect to hiseoremployment by the Company. The
Company has not experienced any work stoppagesarsiders its relations with its employees to bedyo

The Company's future success will depend, in p@dn its ability to attract and retain qualifiedgmnel. Competition for qualified person
in the Company's industry is intense, and therebeano assurance that the Company will be sucddegfetaining its key employees or the
will be able to attract skilled personnel necessaryhe development of its business.

EXECUTIVE OFFICERS AND KEY PERSONNEL

The following table sets forth certain informatiggarding the executive officers, directors angottey personnel of the Company as of
September 30, 1997:

NAME AGE POSITION

Kevin K. Macgillivray 38 President, Chief E xecutive Officer and Director

Joan P. Platt 43 Chief Financial Of ficer and Vice President,
Finance and Admini stration

Timothy D. Kleffman 39 Vice President, Bu siness Development and

Product Planning
Christine A. Beheshti 35 Vice President, So ftware Engineering

Richard A. Falk 38 Chief Scientist

Kevin K. Macgillivray has served as President, €hirecutive Officer and a director of the Compaimce January 1996. From April 1995
until the Splash Acquisition, Mr. Macgillivray wa&ce President and General Manager of the Publisbirision of Radius Inc., a
manufacturer of computer video cards and displagpets. From May 1993 to April 1995, Mr. Macgillay held other managerial positions
within Radius Inc. and SuperMac Technology, Indijoli merged into Radius Inc. in 1994. From May 189May 1993, Mr. Macgillivray
was Vice President and General Manager of Oce GrajfSA, a computer peripherals manufacturer. Macillivray received a B.S. in
Mechanical Engineering from Stanford University.

Joan P. Platt joined the Company in March 1996iae President, Finance and Administration and Chieéncial Officer. From October
1986 to March 1996, Ms. Platt was a general pragiartner at Coopers & Lybrand L.L.P., a publicoanting firm. Prior to 1986, Ms. Platt
was a staff accountant and manager in the busatkgsory, accounting and audit practice of Coogetybrand L.L.P. Ms. Platt received a
B.S. in Business Administration from The PennsylaeBtate University.

Timothy D. Kleffman has served as Vice PresidensiBess Development and Product Planning sincel®dy and served as Vice President
Engineering Operations from the Splash Acquisitmdune 1997. Mr. Kleffman was Director of PrinBrstems within the CSG at Radius
and SuperMac from October 1992 until the Splashudsition. From August 1985 to October 1992, Mr. filean held various management
positions at ROLM Corporation. Mr. Kleffman receiva B.S. in Electrical and Computer Engineeringrfithe University of California,

Davis.

Christine A. Beheshti has served as Vice Presi@&oftyware Engineering of the Company since the sBpkcquisition. From March 1993
until the Splash Acquisition, Ms. Beheshti heldivas engineering management positions with Radids a
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SuperMac. From August 1987 to March 1993, Ms. Betiegorked for ROLM Corporation, where she heldiwas software development,
management and engineering positions. Ms. Behextdgived a B.S. in Computer Science from the Usityeof Wisconsin. Effective
October 31, 1997, Ms. Beheshti resigned as Vicsikeat, Software Engineering to pursue personatésts.

Richard A. Falk has served as Splash's Chief Sstesibce the Splash Acquisition in January 1996nOctober 1992 until the Splash
Acquisition, Mr. Falk served in various engineerpagitions with SuperMac and Radius. From July 1@83ctober 1992, Mr. Falk worked
for ROLM Corporation in a variety of developmemgeeering and management positions. Mr. Falk wecka B.A. in Physical Sciences and
an M.B.A. from the University of California, Berks/.

FACTORS AFFECTING FUTURE RESULTS

Short Period of Independent Operations; No Asswanféuture Profitability. Prior to the Splash Agsjtion in January 1996, the business of
the Company had been operated as a division ofuRautid, prior to the merger of SuperMac into Radissa division of SuperMac.
Moreover, Splash was dependent on Radius throughl86 for certain financial and administrativevéegs and related support functions.
The Company began implementing independent acaauntistems, financial, operational and managenuaritals, and reporting systems
and procedures in February 1996. The Company lesithat further improvements in financial, manageraad operational controls will
continue to be needed to manage any expansior @dimpany's operations. The failure to implemenhsmprovements could have a
material adverse effect upon the Company's busiogesating results and financial condition.

Although the Company's net revenue has increasgdyesar since fiscal 1994, the Company's limitesdidny of operations as an independent
entity makes reliable predictions of future opergtiesults difficult or impossible. In particuléine Company's recent revenue growth should
not be considered indicative of future results.rélean be no assurance that any of the Comparsiisdss strategies will be successful or
the Company will be able to sustain growth on arguly or annual basis. Although the Company wasifable for the first eight months of
independent operations through September 30, 1896re purchase accounting adjustments, and fdidb&l year ended September 30,
1997, there can be no assurance that the Compdinrgowiinue to be profitable on an annual or quédytbasis in the future.

Fluctuations in Operating Results; Seasonal Puitd&atterns. The Company's operating results flavtiated and will likely continue to
fluctuate in the future on a quarterly and annaalidas a result of a number of factors, many atlware outside the Company's control.
These fluctuations are in part due to the purclgggatterns of the Company's two customers, XeraFasji Xerox. These customers have
historically made a significant portion of theirrphases of the Company's products in the Juneaquart September quarter. As a result, the
Company's sales have historically been lower, aadcaabe lower, in the December quarter than inrtheediately preceding September
quarter. However, the Company expects that thesomers will change their purchasing patterns anfthure. Consequently, this seasonality
is expected to change in 1998 which would affeet@ompany's quarterly operating results. In addjtamy increases in inventories by the
Company's customers could also result in variatiorise timing of purchases by such customersekample, in May 1996, as the Company
transitioned from its Power Series line of produot#is PCI Series line of products, Xerox infornfgulash that it held in its inventory a
substantial quantity of Power Series products actat®d since January 1996. As a result of the Cayipgroduct transition and Xerox's
accumulation of inventory of these products, safé@ower Series products shipped to Xerox betwaenary 1996 and April 1996 were
generally recorded as net revenue when Xerox selskt products to end users. All other product sakesecorded as net revenue upon
shipment to the OEM customer. There can be no assarthat the Company will receive sufficient intoep information from its OEM
customers over time or that the Company will be dblprevent a recurrence of a similar problemhéftiture. In addition, announcements by
the Company or its competitors of new productstaetinologies could cause customers to defer pueshaithe Company's existing
products. In the event that anticipated orders femth users fail to materialize, or delivery schedwdre deferred or canceled as a result of the
above factors or other unanticipated factors, itilanaterially and adversely affect the Companysitiess, operating results and financial
condition.

Results in any period could also be affected byigka in market demand, competitive market conditisales promotion activities by the
Company, its OEM customers or its competitors, ragcceptance of new or existing products, saleslof copiers with which the
Company's products are compatible, the cost anithhildy of components, the mix of the Companysiomer base and sales channels, the
amount of any third party funding of developmenpenxses, the mix of products sold, the Companyliyatu effectively expand its sales and
marketing organization, the Company's ability toeat and retain key technical and managerial eygas, and general economic conditions.
As a result, the Company believes that period-tiedecomparisons of its results of operations arerecessarily meaningful and should not
be relied upon as indicative of future performarizee to all of the foregoing factors, the Compaerating results in one or more future
periods may be subject to significant fluctuatidnghe event this results in the Company's finalhgerformance being below the expectat
of public market analysts and investors, the poicthe Company's Common Stock would be materiaily adversely affected.

The Company's gross margin is affected by a numbfactors, including product mix, product pricirajyd manufacturing and component
costs. The average selling price of the Companmgdyets has decreased in the past primarily asudtref competitive
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market pressures, the introduction of lower pripeatiucts and, in certain cases, in response topneduct introductions by the Company's
customers. The Company expects this trend to aomtiRor example, the Company lowered pricing fav mersions of its products which
were introduced in June 1997. In the event of §iganit price competition in the market for colompéer servers or competitive systems, the
Company could be at a significant disadvantage ewatpto its competitors, many of which have suligtty greater resources or lower
product costs than the Company and therefore cuol@ readily withstand an extended period of dowvimicing pressure. Any decline in
average selling prices of a particular product Wwhé&cnot offset by a reduction in production castby sales of other products with higher
gross margins would decrease the Company's owgras margin and adversely affect the Company'satipg results. The Company
establishes its expenditure levels for product iigraent and other operating expenses based orctedjeales levels and margins, and
expenses are relatively fixed in the short termrédwger, the Company's overall expense level is @rgeto increase as the Company
continues to build corporate infrastructure andupport expansion of operations. Accordingly, l[esare below expectations in any given
period, the adverse impact of the shortfall onGoenpany's operating results may be increased bgdnepany's inability to adjust spending
in the short term to compensate for the shortfall.

Emerging Color Server Market. The market for thenany's color server products has only recentlubeg develop. Because the markets
for digital color copiers and connected color ses\are relatively new, and because current anddwompetitors are likely to continue to
introduce competing solutions, it is difficult togglict the rate at which these markets will grdvatiall. If the color server market fails to
grow, or grows more slowly than anticipated, thenpany's business, operating results and finanoradition will be adversely affected. The
Company intends to continue to spend resourcesatidggotential customers about color servers. Hawehere can be no assurance that
such expenditures will enable the Company's pradiachchieve any additional degree of market aecept Moreover, the Company has
historically focused on certain segments of thekeiafthe prepress and graphic arts segments) anlddthonly limited penetration to date i
the broader office segment or other market segm&htre can be no assurance that the Companyevdbke to maintain or increase its
presence in its existing market segments or toesstally penetrate such additional market segments.

Dependence on Xerox and Fuji Xerox. The Compangdyxts operate only with certain color laser copadfered by Xerox and Fuji Xerox,
and the Company currently sells its products prilpés Xerox and Fuji Xerox, which resell the Conmy&s products on an OEM basis to tt
color copier end users. Sales to Xerox in fisc&8519996 and 1997 accounted for approximately /3% and 44%, respectively, of the
Company's net revenue, and sales to Fuji Xeroxéh periods accounted for approximately 59%, 57%%6%, respectively, of net revenue.
As a result, sales of the Company's products haea bnd will continue to be heavily influenced bg market acceptance of the Xerox and
Fuji Xerox color copiers with which the Companytegiucts operate and the sales efforts of XeroxFanidXerox with respect to Splash
products. Xerox and Fuji Xerox face substantial petition from other manufacturers of color copiénsjuding Canon Inc. ("Canon"), whit
the Company believes has the largest share of thielwide market for color copiers. If sales of twor copiers of Xerox and Fuji Xerox
with which Splash's products are compatible deergag Company's business, operating results aaddial condition would be materially
and adversely affected. Similarly, if Xerox or F¥grox were to introduce color copiers that areawhpatible with the Company's products,
or if Xerox or Fuji Xerox were to introduce colooiers that already contain a significant portidthe functionality of the Company's
products so as to render the Company's produciscaseary, the Company's business, operating resultSnancial condition would be
materially and adversely affected. In addition,i KXgrox color copiers are produced in a single taeain Japan, and any disruption of
production at such facility could materially andradsely affect the Company's business, operatisigiteeand financial condition.

As a result of its reliance on Xerox and Fuji Xerthe Company currently has a relatively smallsaled marketing organization and has
limited experience with direct sales efforts. Amange in the sales and marketing efforts of Xerokgi Xerox with respect to Splash's
products, including any reduction in the size deafveness of the Xerox or Fuji Xerox sales andkegng forces, or changes in incentives
for Xerox or Fuji Xerox salespersons to sell Splpstducts or color servers produced by competitbSplash, could have a material adverse
effect on the Company's business, operating reanttfinancial condition.

Xerox currently sells a substantial number of celervers made by companies other than Splashdingthose of the Company's principal
competitor, EFI. The Company is the principal sigipdf color servers to Fuji Xerox. However, Fugdx has increased the number of color
servers sold to end users that were manufacturedfmpanies other than Splash, including EFI. Intaad the Company is required to per
testing by Xerox and Fuji Xerox of the beta releakthe Company's products and cannot begin shipgity version to Xerox or Fuji Xerox
until such version meets their respective quatismdards. Either Xerox or Fuji Xerox may chooserimmote the use of color servers
manufactured by competitors of the Company to #terdent of sales of the Company's products, mapsa to manufacture color servers
themselves, may choose to manufacture only colpiec® that are not compatible with Splash produartsnay otherwise reduce, delay or
cease purchases and sales of Splash color seitlicugh the Company has a contract with Xerox,@loenpany does not have a contract
with Fuji Xerox with respect to its products anatisrently operating on a purchase order basis RifhXerox. There can be no assurance as
to the level of orders from Xerox under its contmaicthat the Company will continue to receive esdeom Fuji Xerox. Any decrease in the
level of sales to Xerox or Fuji Xerox would havenaterial adverse effect on the Company's busimggsating results and financial conditi

Inventory Risks. Xerox and Fuji Xerox may from tirtzetime carry excess inventory of Splash colovees, inaccurately project future
demand for Splash products or fail to optimally g their ordering of Splash products, any of witizhld result in a

10



significant decrease in orders from such custonmessbsequent periods. For example, in May 199@@€ompany transitioned from its
Power Series line of products to its PCI Series thproducts, Xerox informed Splash that it heldts inventory a substantial quantity of
Power Series products accumulated since Janua6: X@9ox indicated to Splash that, to eliminate hiventory and to permit Xerox to
introduce the PCI Series products, Xerox substiyntieduced the selling prices of the Power Sepieglucts beginning in June 1996. Sale:
Xerox of the Power Series products at a discount iImaae resulted in reduced sales of the Compa®yfSEries products. Moreover, Xerox
had difficulty selling color server kits for the Wer Series products, which do not include a compuittform, because these units require the
use of an Apple Power Macintosh based upon the NaBchitecture no longer used in Apple Power Masintcomputers. Thus, a purchaser
of the earlier generation color server kit was regglito purchase or already own a NuBus based Appieer Macintosh. There can be no
assurance that the Company will receive sufficiefarmation from Xerox, Fuji Xerox or other custore@ver time or that the Company will
in any event be able to prevent the recurrencesahdar problem in the future. As a result, Splagtustomers, among other things, may be
required to discount excess inventory, may expesadifficulty in selling excess inventory, may expace reduced sales of new products or
may become dissatisfied with their relationshiphw8plash. Although customers have no commercibat n§return with respect to the
Company's products, there can be no assurancthéh@ompany will not elect to make accommodatiorsdgnificant customers. Reduced
sales of Splash products by Xerox or Fuji Xeroaiy financial or other accommodation made to Xemokuji Xerox could have a material
adverse effect on the business, operating resudtsimancial condition of Splash.

Dependence on Adobe Systems Incorporated. The Gonsparoducts depend on the PostScript page déseripnguage software develog
by Adobe Systems Incorporated ("Adobe") and licdrtsethe Company from Adobe on a non- exclusivesb@sy delay in the release of
future versions of PostScript by Adobe or in thgraige of the Company's products to be compatibtle evirrent or future versions of
PostScript, or any material defects in any versafrRostScript software (including defects ideatifin connection with upgrades of the
Company's products), could have a material adwffeet on the Company's business, operating reaatifinancial condition. The Company
is required to pay a royalty for each copy of Posf# that is incorporated in Splash products, Whizyalty constitutes a substantial portiol
the total manufactured cost of the Company's prizdlic addition, the Company is required to petasting by Adobe of the beta release
version of the Company's products, and the Companpot begin shipping any version until such versieets Adobe's quality standards.
The license agreement between the Company and Aslqiies in September 1998, subject to renewal mpatnial consent. There can be no
assurance that Adobe will continue to enjoy itsléxahip position in the market, renew the curreetise at the end of its term or license
future versions of PostScript to Splash on termasrible to Splash or at all. If the license agresrbetween Adobe and the Company is
terminated for any reason or the Company's relghignwith Adobe is impaired, the Company could éguired to change to an alternative
page description language which would require #peeraditure of significant resources and time anddsignificantly limit the marketability
of the Company's products. Any increase in royslpiayable to Adobe also could have a material adveifect on the Company's operating
results. In addition, the Adobe PostScript softwiar@corporated in the products of certain of @@mpany's competitors. The Company's
business could be materially and adversely affeiftddobe were to make available to the Compangtaetitors future versions of Adobe
PostScript software that include enhancementsatd\tobe PostScript software that were originallyedeped or implemented by Splash.

Dependence on Apple Computer Inc. Substantiallpfathe Company's current products require theofise Apple Power Macintosh
computer as a computer platform. Apple has expegignand continues to experience, significant irerdifficulties and losses in market
acceptance, and its products have particularlylémsls of market acceptance in the office colonfimg market into which the Company is
seeking to expand. In addition, Apple has expegdrsignificant changes in management. If Apple wemiscontinue production of the
Power Macintosh models with which Splash produptsrate or were unable to provide or otherwise ceapeovide an acceptable level of
end user customer support, the Company's busiopsrting results and financial condition wouldnbeterially and adversely affected. For
example, Apple phased out the manufacture of Pesintosh products based on the NuBus architedtuttee second half of calendar 1995
in favor of Power Macintosh products based on tGebris architecture. As a result, the Company bagkpend significant resources and
faced substantial risk of technological failurdamk of market acceptance in developing and intcottyits PCl-based products. In addition,
the Company has experienced sourcing difficultédated to Apple's delay in the release of new nedéiere can be no assurance that the
Company will not experience similar difficultiestine future. Any extended delay between the discoation of an existing model and the
release of an enhanced model by Apple could hawmatarial adverse effect on the Company's busifi@ssicial condition and results of
operations. Any efforts of the Company to migréeproducts to a different computer platform worgdduire a substantial expenditure of
resources and time, and there can be no assuitstcanty such products can be successfully developedroduced in a timely fashion anc
competitive cost or otherwise achieve widesprearketacceptance.

Dependence on Single Product Line. Substantiallgfédplash's current shipments consist, and apea®d to continue to consist, of the
Company's color server products. Because of tlidymt concentration, a significant decline in dechor or pricing of these products would
have a material adverse effect on the Companyiaésss operating results and financial conditionether as a result of a decline in sales of
complementary Xerox and Fuji Xerox copiers; a farttecline in the market for Apple Power Macintesmputers; increased sales by Xerox
or Fuji Xerox of color servers offered by compeattof the Company or developed internally by Xevoo¥uji Xerox; new product
introductions by competitors; price competitiontechnological change. Any decline in the marketligs product line or any failure to

timely produce new and enhanced products would havaterial adverse effect on the Company's busifiesncial condition and results of
operations.
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Rapid Technological Change; Dependence on New Btdduroductions. The graphics and color reprodurctcolor processing and personal
computing markets are characterized by rapid chaimgeustomer requirements, frequent introductimingew and enhanced products, and
continuing and rapid technological advancementcdrapete successfully, the Company must contingesign, develop, manufacture and
sell new products that provide increasingly higleeels of performance and reliability, take advastaf technological advancements and
changes and respond to new customer requirememsCdmpany's success in designing, developing, faatming and selling new products
will depend on a variety of factors, including identification of market demand for new product®duct selection, timely implementation
of product design and development, product perfocaacost- effectiveness of current products andymts under development, effective
manufacturing processes and the success of pramabdforts.

There can be no assurance that any of the Comdaiiy'e products will achieve widespread marketatance. In addition, the Company

in the past experienced delays in the developmiamtw products and the enhancement of existingumsgd and such delays may occur in the
future. If the Company is unable, due to resounrestraints or technological or other reasons, t@lig and introduce new products or
versions in a timely manner, or if such new produstreleases do not achieve timely and widespresa#let acceptance, it would have a
material adverse effect on the Company's busimgssating results and financial condition.

Competition. The markets for the Company's prodamtscharacterized by intense competition and relpgshge. The Company competes
directly with other independent manufacturers dbceervers and with copier manufacturers, and@udly with printer manufacturers and
others. The Company has a number of direct conmpgtior color server products, the most signifiaainvhich is EFI. Splash also faces
competition from copier manufacturers that offéernally developed color server products, such m@naPostScript color server offered by
Fuji Xerox, or that incorporate color server featuinto their copiers. In addition, the Companyefacompetition from desktop color laser
printers that offer increasing speed and coloresecapability. As component prices decrease angrbeessing power and other functionality
of copiers, printers and computers increasescibines more likely that copier, printer and computanufacturers will continue to add color
server functionality to their systems, which cotdduce the market for the Company's existing lingroducts.

The Company also competes indirectly with manufactuof electronic color prepress systems, whiééraimilar functionality for the short-
run and commercial printing market as is providgdhe Company's products. The Company also compadesctly with providers of color
separation, color editing and page layout softwdfbile such software typically is complementaryttte Company's systems, such software
can also be competitive with the Company's systemismay become increasingly competitive to thergxteat the providers of such softw.
extend the functionality of their products in fieueleases.

Many of the Company's current and potential diggxt indirect competitors have longer operatingohiss, are substantially larger, and have
substantially greater financial, technical, mantifeng, marketing and other resources than Spkastumber of these current and potential
competitors also have substantially greater namegration and a significantly larger installed bas@roducts than the Company, which
could provide leverage to such companies in thminmetition with Splash. The Company expects cortipptto increase to the extent the
color server market grows, and such increased ctitigpemay result in price reductions, reduced grosrgins and loss of market share, any
of which could materially adversely affect the Canp's business, operating results and financiadition. As a result of their greater
resources, many of such competitors are in a bgtiition than Splash to withstand significant eriompetition or downturns in the
economy. There can be no assurance that Splashendlble to continue to compete effectively, angfailure to do so would have a material
adverse effect upon the Company's business, opgnasults and financial condition.

Risks Associated with Quintar and ColorAge Acquosif General Risks Associated with Acquisitions. [@ay 28, 1997, the Company
acquired Quintar, a company that designs, manukstnd markets embedded controllers for desktlmp panters, as well as proprietary
servers for high-speed, multifunction monochrome ewlor printers and copiers. In October 1997, Spkcquired ColorAge, a company that
designs, manufactures and markets DocuPress, aflz@or document print servers targeted prindypat the emerging market for high sp
color printing in the office. In addition to theskis generally associated with an acquisition (idicig those specified in the following
paragraph), there are specific risks associatdu tivéise acquisitions, including those specifiedWweBoth acquired companies have
technology under development. There can be no assethat the technology can be successfully dpgdlon a timely basis or at all, or that
products based on this technology will receive wiead market acceptance. Moreover, there can besuvance that the Company can
successfully integrate the acquired technologyn@uihas experienced net losses in the past, iimguble last three years. There can be no
assurance that Quintar will not continue to incerr losses, which the Company would be requiredind f The target market for both of these
companies, the low-end and mid-range market fasrcgdrvers, is characterized by intense competitiwhrapid change. Their common
principal competitor is EFI, the Company's mosh#igant competitor. The Company is currently plengnto distribute Quintar's low-end
color servers, if successfully developed, throughreseller channel. Neither Quintar nor the Compeas previously sold into the reseller
channel or has a sales and marketing force capébkrvicing this channel. There can be no assertrat the Company will be able to
successfully sell products into this distributidraanel or that it will be able to develop the saled marketing force required to service this
channel. Splash plans to sell DocuPress, the Cglpkoduct, as a complimentary product to its pebtine in the Xerox sales channel.
There can be no assurance that Xerox will selCtbeuPress in the same manner in which it curreslis other Splash product, or that the
Xerox sales personnel will choose to sell the Doea® product.
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The Company frequently evaluates potential acqoirsitof complementary businesses, products anddéafiies. As part of the Company's
expansion plans, the Company may acquire comp#amé¢$iave an installed base of products not yereff by the Company, have strategic
distribution channels or customer relationshipsgtherwise present opportunities which managemel\ies may enhance the Company's
competitive position. The success of any acquisitiould depend not only upon the ability of the @amy to acquire such businesses,
products and technologies on a cost-effective bhsaisalso upon the ability of the Company to imédg the acquired operations or
technologies effectively into its organization rédain and motivate key personnel of the acquingdriesses, and to retain the significant
customers of the acquired businesses. Any acarisitiepending upon its size, could result in treeafsa significant portion of the Compar
cash, or if such acquisition is made utilizing @@mpany's securities, could result in significahitibn to the Company's stockholders.
Moreover, such transactions involve the diversibaubstantial management resources and evaluatisuch opportunities requires
substantial diversion of engineering and technalalgiesources. In addition, such transactions cmsgdlt in large one time write-offs or the
creation of goodwill or other intangible assetd thiauld result in amortization expenses. For examipl connection with the Quintar and
ColorAge acquisitions, Splash recorded, or willarecin the case of ColorAge, an expense relatguitohased in-process research and
development of approximately $11.0 million and $2@iillion, respectively. To date, other than thgaSh Acquisition, the Company's only
acquisition transactions have been the QuintarGoidrAge acquisitions. The failure to successfelaluate, negotiate and effect acquisition
transactions could have a material adverse effeth® Company's business, operating results aaddial condition.

Management of Expanding Operations. The growthénGompany's business has placed, and any furthansion would continue to place,
a significant strain on the Company's limited pars®l, management and other resources. The Comiltg to manage any future
expansion effectively will require it to attraatain, motivate and manage new employees succegsfulihtegrate new management and
employees into its overall operations and to camito improve its operational, financial and mamaget systems. In this regard, the
Company currently does not have, but is seekirddntify and recruit, a Vice President, Sales aratkdting. Moreover, the Company
expects to continue to increase the size of itsedtimand international sales support staff anddtope of its sales and marketing activities,
and to hire additional research and developmerstopeel. The Company's failure to manage any exparesfectively, including any failure
to integrate new management and employees ordaitucontinue to implement and improve financigemtional and management controls,
systems and procedures, could have a material saleffiect on the Company's business, operatindgtsesd financial condition.

Dependence on Third Party Manufacturers. The Cosnganerally outsources the manufacture of its petsto third party subcontract
manufacturers including MSL and Logistix. MSL puaskes the components used in Splash boards framontponent suppliers and performs
double-sided active surface mount assembly, iruititest, functional test and system test of theted circuit boards used in the Company's
products, on a turnkey basis. MSL also performwamranty and out-of-warranty repair of failed baafdr the Company's products. The
Company directly purchases Apple Power Macintoshmaers, monitors and memory, and furnishes thesmonents, as well as the MSL-
assembled boards, to Logistix for final assembbgiktix directly purchases a small portion of thenponents used in Splash color servers
and does all final assembly and system configumatio

While the Company's subcontract manufacturers attngluality control and testing procedures specifigdhe Company, the Company has
from time to time experienced manufacturing quatityblems. Although the Company does not beliewesaich problem had a material
adverse effect on the Company's business, therbecan assurance that quality problems will nouoemain in the future or that any such
problem would not have a material adverse effedherCompany's business, operating results anddiabcondition.

If the Logistix, MSL or other third party manufadig facilities utilized by the Company become usitable to the Company, or if the
manufacturing operations at these facilities avevell, interrupted or terminated, the Company'sriass, operating results and financial
condition could be adversely affected. Although @@mpany believes that there are a variety of corigsaavailable with the capability to
provide the Company with such services, there eandbassurance that the Company would be abletéo iato alternative third party
manufacturing arrangements on terms satisfactotlyg@ompany, in a timely fashion, or at all.

Dependence on Component Availability and Cost. Chmpany purchases components comprising a signiffgartion of the total cost of its
color servers. The balance of the inventory reguicemanufacture the Company's products is purchiagé ogistix. The Company currently
sources most of its Power Macintosh computerssiate as the platforms for its color servers fropplé. The Company is currently
operating on a purchase order basis with Apple.

Certain components necessary for the manufactuteed€ompany's products are obtained from a sqipli&u or a limited group of suppliers.
These include Apple Power Macintosh computersageASICs and other semiconductor components. Tdregany does not maintain any
longterm agreements with any of its suppliers of congm. Because the purchase of certain key comppimertives long lead times, in t
event of unanticipated increases in demand foCinapany's products, the Company could be unabieatwufacture certain products in a
guantity sufficient to meet end user demand. Then@any has experienced difficulties related to Ajgpdielay in the release of new systems.
There can be no assurance that the Company witxprience similar difficulties in the future. TBempany also purchases memory
modules from a single supplier. Although other sesrare available, a change in memory suppliedo@gjuire time to effect and could
impact production. This risk would be exacerbatetimes of memory supply shortages. Any inabilityobtain adequate deliveries of any of
the components or any other circumstance
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that would require the Company to seek alternatouaces of supply could affect the Company's gtititship its products on a timely basis,
which could damage relationships with current araspective customers and could therefore have arrabadverse effect on the Company's
business, financial condition and operating resiisreover, there can be no assurance that alteensturces of supply would be available
on reasonably acceptable terms, on a timely basat, all. The Company has from time to time exgrered shortages in deliveries of ASICs
from Toshiba Corporation, which shortages have otgghproduction volume capabilities. In order teieupt to mitigate the risk of such
shortages in the future, the Company has increiss@d/entory of components for which the Compasigépendent upon sole or limited
source suppliers. As a result, the Company is stilbjean increasing risk of inventory obsolescemdgch could materially and adversely
affect its operating results and financial conditio

The market prices and availability of certain comgats, particularly memory, other semiconductor gonents and Apple Power Macintosh
computers, which collectively represent a substaptirtion of the total manufactured cost of therpany's products, have fluctuated
significantly in the past. Significant fluctuatiomsthe future could have a material adverse effacthe Company's operating results and
financial condition.

Dependence on Proprietary Technology Reliance ard Harty Licenses. The Company relies in partradgémark, copyright and trade se«
law to protect its intellectual property in the téu States and abroad. The Company seeks to pitstecftware, documentation and other
written materials under trade secret and copytlis, which afford only limited protection and theran be no assurances that the steps
by the Company will prevent misappropriation oftéshnology. The Splash software included as agfahte Company's products is sold
pursuant to 'shrink wrap" licenses that are naieigby the end user and, therefore, may be unez#ble under the laws of certain
jurisdictions. The Company does not own any isquednt. There can be no assurance that any trak@meopyright owned by th
Company, or any patent, trademark or copyrightiobthby the Company in the future, will not be ilidated, circumvented or challenged,
that the rights granted thereunder will provide petitive advantages to the Company or that anpe@fQompany's pending or future patent
applications will be issued with the scope of ttenas sought by the Company, if at all. In addititre laws of some foreign countries do not
protect the Company's proprietary rights as fullyda the laws of the United States. Thus, effedtitelectual property protection may be
unavailable or limited in certain foreign countri@here can be no assurance that the Company'ssroéprotecting its proprietary rights in
the United States or abroad will be adequate dratieers will not independently develop technolsgieat are similar or superior to the
Company's technology, duplicate the Company's @olgy or design around any patent of the Comparyreldver, litigation may be
necessary in the future to enforce the Compantédiestual property rights, to determine the validind scope of the proprietary rights of
others or to defend against claims of infringen@arinvalidity. Such litigation could result in substial costs and diversion of management
time and resources and could have a material aghegisct on the Company's business, operatingtseand financial condition.

There have been substantial amounts of litigaticihé computer and related industries regardirgjl@dtual property rights, and there can be
no assurance that third parties will not claimimfement by the Company of their intellectual pmpeights. In particular, EFI filed suit
against Radius in November 1995, alleging infringatrof an EFI patent by Splash's predecessor, @8drequesting unspecified monetary
damages and injunction relief. The technology wiiéctihe subject of the patent claim was acquiretthénSplash Acquisition, and EFI could
add Splash as a defendant to this suit at any #itleough a portion of the purchase price in théaSlp Acquisition was placed in escrow
pending resolution of the EFI litigation, there danno assurance that any such litigation agaipisis8 would not have a material adverse
effect on the Company's business, operating reaottdinancial condition. The addition of Splastaatefendant in the EFI suit or any other
claims that the Company is infringing on proprigteghts of others, with or without merit, could time-consuming to defend, result in cos
litigation, divert management's attention and reses, and cause product shipment delays. If thepgaagnwere found to be infringing on the
intellectual property rights of any third partyetl@ompany could be subject to liabilities for sirfhingement, which liabilities could be
material, and could be required to seek licensan fither companies or to refrain from using, mactufidng or selling certain products or
using certain processes. Although holders of patand other intellectual property rights often offeenses to their patent or other intellec
property rights, no assurance can be given thamdies would be offered or that the terms of argreff license would be acceptable to the
Company. Any need to redesign the products or émteany royalty or licensing agreement could haveaterial adverse effect on the
Company's business, operating results and finanoiadition.

The Company relies upon certain software licensaah third parties. There can be no assurancehbatdftware licensed by the Company
will continue to provide competitive features anddtionality or that licenses for software currgnitilized by the Company or other softw:
which the Company may seek to license in the fuluilebe available to the Company on commerciadgsonable terms. The loss of, or
inability to maintain, existing licenses could ritsn shipment delays or reductions until equivalsoftware or suitable alternative products
could be developed, identified, licensed and irdesgt, and the inability to license key new softwthig may be developed, on commercially
reasonable terms, would have a material adversetafh the Company's competitive position. Any sexdnt would materially adversely
affect the Company's business, operating resutt§inancial condition.

Need for Additional Capital. The Company believesttin order to remain competitive it may requideisional financial resources over t
next several years for working capital, researahdavelopment, expansion of sales and marketirauress, capital expenditures and
potential acquisitions. Although the Company beagthat it will be able to fund planned expendiufi@ at
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least the next twelve months from a combinatiothefproceeds of its public offerings, cash flownfroperations, existing cash balances and
the Company's bank line of credit, there can bassurance that the Company will be able to obtayneaditional financing which may be
required in the future on acceptable terms orlat al

Risk of Product Defects. The Company's productsisbof hardware and software developed by Spladiothers. Products such as those of
the Company may contain undetected errors whenititrdduced or when new versions are releasedffn@ompany has in the past
discovered software and hardware errors in cedfits new products after their introduction. Althgh the Company has not experienced
material adverse effects resulting from any ertordate, there can be no assurance that errorglwotibe found in new versions of Splash
products after commencement of commercial shipmenthat any such errors would not result in & lokor delay in market acceptance and
have a material adverse effect upon the Compangindss, operating results and financial conditioraddition, errors in the Company's
products (including errors in licensed third pasoftware) detected prior to new product releasddcmsult in delay in the introduction of ni
products and incurring of additional expense, whildo could have a material adverse effect upolCtimapany's business, operating results
and financial condition.

International Sales. All sales to Fuji Xerox arteinational sales. International sales accountedgproximately 59%, 57%, and 65% of net
revenue in fiscal 1995, 1996 and 1997, respectivalpddition, although a majority of sales to Xeawe accounted for as U.S. sales, Xerox
has a significant international customer base thadCompany believes that a significant portiospkash products purchased by Xerox are
resold outside the United States. The Company éxpleat direct and indirect international saled wohtinue to represent a substantial
portion of its net revenue for the foreseeablerkitMVhile the Company's international sales aregdly denominated in U.S. dollars,
fluctuations in currency exchange rates could c#us&€ompany's products to become relatively mppeesive to end users in a particular
country, leading to pressure to reduce the U.Saddenominated price to the Company's OEM custenvehich could in turn result in a
reduction in net revenue and profitability. In admi, to the extent that an increased portion then@any's sales are denominated in foreign
currencies, the Company could be exposed to currexchange risks. Other risks inherent in inteoradl sales include unexpected chang
regulatory requirements, tariffs and other tradeidis and uncertainties relative to regional amstances. These risks, and in particular risks
related to the economic circumstances in Japand ¢mve a material adverse affect on the Compédugmess, operating results and finan
condition. In addition, the Company's businessraiireg results and financial condition would be emnitlly adversely affected if foreign
markets do not continue to develop.

Dependence on Key Personnel Because of the ndttite €ompany's business, the Company is highlgdéent on the continued service
and on its ability to attract and retain, qualiftedhnical, marketing, sales and managerial pespimetluding senior members of
management. The competition for such personnaténse, and the loss of any of such persons, dasviie failure to recruit additional key
technical and sales personnel in a timely manneuldvhave a material adverse effect on the Compdgsiness and operating results. There
can be no assurance that the Company will be alderttinue to attract and retain the qualified perel necessary for the development of its
business. The Company currently does not have gmaot contracts with any of its employees, othantbne employee of Quintar, and
does not maintain key person life insurance pdioie any of its employees.

ITEM 2. PROPERTIES

The Company's principal operations are locatedl@ased facility of approximately 24,000 squard fie&Sunnyvale, California. The lease on
this building expires in 2001, and the Companydrasption to extend the lease for a period of ufvepadditional years. The Company also
leases office suites in Paris, France, primaritysfiles and marketing efforts in Europe. The ihi@ase term on these offices expires in April
1998, and the lease is automatically renewed ateeg months after April 1998 unless one of théigato the lease gives prior notice of
termination. The Company also leases office spad®irance, California, which expires in August 83thd office space in Billerica,
Massachusetts, which expires in May, 1999. The Gayjelieves that its existing facilities are adetguo meet its needs for the near term
and is evaluating its future facility needs.

ITEM 3. LEGAL PROCEEDINGS

None

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Since the Company's initial public offering on o 9, 1996, the Company's common stock has tradé¢lde Nasdaq Stock Market under
the symbol "SPLH". The Company has never declargrhinl cash dividends on its common stock. The Gomgurrently intends to retain
any earnings for use in its business and doesntini@ate paying any cash dividends on its comntooksin the foreseeable future. In
addition, the Company's borrowing arrangementsudicg the Company's line of credit, prohibit theyment of cash dividends without the
lender's prior written consent.

As of December 17, 1997, the Company's common st@skheld by approximately 196 stockholders of réco

The following table lists the high and low closiggotations during each quarter the stock tradedaryear ended September 30, 1997.

1997
Hi Low
First Quarter (from October 9, 1996) $26.50 $10.38
Second Quarter 39.00 21.00
Third Quarter 36.13 21.00
Fourth Quarter 43.88 32.00
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following information has been summarized frii® Company's consolidated financial statementadec elsewhere in this Annual
Report on Form 10-K and should be read in conneatith such consolidated financial statements &ed¢lated notes thereto.

PREDECESSOR BUSINESS SPLASH TECHNOLOGY HOLDI NGS INC.

FIS CAL YEAR FOUR MONTHS EIGHT MONTHS FIS CAL YEAR
ENDED ENDED ENDED ENDED

SEPT EMBER 30, JANUARY 31, SEPTEMBER 30, SEPT EMBER 30,
1995 1996 1996 1997

(in thousands except per share data)

CONSOLIDATED STATEMENT OF OPERATIONS DATA:

Net revenue $3 0,472 $13,008 $34,713 $76,327
Cost of net revenue 2 0,723 8,427 19,381 37,229
Gross profit 9,749 4,581 15,332 39,098
Operating expenses:
Research and development 3,295 1,498 2,627 6,062
Sales and marketing 2,076 688 1,756 6,051
General administrative 891 287 1,276 2,690
Amortization and write-off of technology - - 22,803 11,039
Total operating expenses 6,262 2,473 28,462 25,842
Income (loss) from operations 3,487 2,108 (13,130) 13,256
Other income - - - 600
Interest income (expense), net - (18) (575) 655
Income (loss) before income taxes 3,487 2,090 (13,705) 14,511
Provision for (benefit from) income taxes 1,395 836 (5,509) 9,420
Net income (loss) $ 2,092 $1,254 $(8,196) $5,091
Net income (loss) per share (1) $ (.93) $ 41
Shares used in computing per share amounts (1) 9,583 12,423

SPLASH TECHNOLOGY HOLDINGS, INC.

SEPTEMBER 30,
1996 1997

(in thousands except per share data)
CONSOLIDATED BALANCE SHEET DATA:

Working capital $8,771 $65,048
Total assets 31,232 98,215
Long term debt 8,600 -

Total liabilities 20,322 19,677
Stockholders' equity 10,910 78,538

(1) See Note 2 of Notes to Consolidated Finandiale®hents for an explanation of the method usetttermine the number of shares used to
compute per share amounts.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This Management's Discussion and Analysis of Firsu@ondition and Results of Operations and otletspof this Form 10K contain
forward-looking statements that involve risks andeartainties. All forward-looking statements inadaidn this document are based on
information available to the Company on the datedie and the Company assumes no obligation totepatsy such forward-looking
statements. The Company's actual results couldrdiffiterially from those anticipated in these favhlaoking statements as a result of
certain factors, including those set forth in "leastAffecting Future Results".

OVERVIEW

The Company operated as the CSG division of Supeifidan late 1992 to August 1994 and, after the meaof SuperMac into Radius, as the
CSG division of Radius from August 1994 until JaryuE996. In January 1996, Splash was acquired bgnastor group in a leveraged
transaction. References below to the results ofatjpms for the fiscal year ended September 306 168fer to the results of operations of CSG
for the four months ended January 31,1996 plusebelts of operations of the Company for the eigbhths ended September 30,1996.

On October 13, 1997, the Company's Board of Dirscpproved a change in the Company's fiscal yahfrem September 30 to December
31, commencing January 1, 1998.

The Company sells pre-configured color server systand board-level server kits to two OEM custom¥éesox and Fuji Xerox, which
integrate the Company's color servers with thdimrcoopiers and sell such connected systems orrlawide basis. Sales to Xerox accounted
for approximately 41%,43% and 44% of net revenuigsital 1995, 1996 and 1997, respectively. SaldaujoXerox accounted for
approximately 59%, 57% and 56% of net revenuesicati 1995, 1996 and 1997, respectively. The Compapgcts that sales to Xerox and
Fuji Xerox will continue to account for a substahportion of its net revenue for the foreseeabtark. As a result, sales of the Company's
products have been and will continue to be hearflyenced by the market acceptance of the XerakFauji Xerox color copiers with which
the Company's products operate and the saleseffberox and Fuji Xerox with respect to Splasbdurcts.

Substantially all net revenue has been derived fte@rsale of systems and color server kits. The gzmyis policy is to recognize revenue at
the time of shipment of its products to its OEMtousers, which have no right to return products. Teenpany began shipping board level
color server kits in fiscal 1993 and pre-configuoedbr server systems in fiscal 1995. In May 19868, Company made the transition from its
Power Series products to its new PCI Series pregdacd continues to offer Power Series productg amlwarranty and replacement parts. In
May 1996, Xerox informed Splash that it held iniitgentory a substantial quantity of Power Seriexlpcts accumulated since January 1996.
As a result of the Company's product transition abx's accumulation of inventory of these produstles of Power Series products
shipped to Xerox between January and April 1996vgenerally recorded as net revenue when Xeroxtseke products to end users. In
addition, the Company evaluated the carrying vafufie Power Series product inventory and the edlaeferred revenue on a quarterly basis
and, as of September 30, 1997, net revenue relgtitige Power Series products was fully recogni2didbther product sales are recorded
upon shipment to the OEM customer.

On May 28, 1997, the Company acquired Quintarj\af®ly-held company located in Southern Califorfarsuant to the acquisition
agreement, Splash paid to Quintar shareholderggmegate of approximately $11.5 million in caslelasing, assumed Quintar's outstanding
stock options valued at approximately $1.6 millaord agreed to pay aggregate contingent earn-outgatg of up to $3.2 million, subject to
achieving certain net revenue and operating incargets. Splash wrote off approximately $11.0 wrillof the purchase price as in-process
research and development in the third quartersobfi1997 in connection with the Quintar acquisitio

On October 30, 1997, the Company acquired ColorAgwjvately-held company located in Billerica, Mashusetts. The acquisition was
accounted for under the purchase method of acaaurbiplash agreed to pay ColorAge stockholdergygregate of $28.4 million in a
combination of approximately $25.5 million cash &he fair value of $2.9 million in common stock.|&h expects to write off approximat
$26.9 million of the purchase price as in- procass purchased technology in the quarter ending mbee 31, 1997.

The Company has achieved significant growth inree¢énue and operating income each year since fi®&, before purchase accounting
adjustments. However, there can be no assurancthth@ompany will continue to grow at similar sate the future, if at all. In addition, the
Company's overall expense level is expected teass as the Company continues to build corporfestructure and expand its operations.
Accordingly, the Company believes that period-toiguk comparisons of its financial results should loe relied upon as an indication of
future performance. Although the Company was pabfé for the eight months of independent operatibraugh September 30, 1996 and the
fiscal year ended September 30, 1997, before psechecounting adjustments, there can be no assuttaaicthe Company will continue to
profitable on an annual or quarterly basis in thtere.

The Company establishes its expenditure levelsferating expenses based on projected sales wvélsargins, and
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expenses are relatively fixed in the short termrddoer, the Company expects to continue to exparshles and marketing, technical and
customer support, research and product developamehadministrative activities. Accordingly, if salare below expectations in any given
quarter, the adverse impact of the shortfall irereies on operating results may be increased bgdhgany's inability to adjust spending in
the short term to compensate for the shortfall.

RESULTS OF OPERATIONS

The following table sets forth consolidated stateté operations data as a percentage of net reviemuhe periods indicated:

PREDECESSOR
BUSINESS SPLASH TECHNOLOGY HOLDING S, INC.
YEAR ENDED
SEPTEMBER 30, YEAR ENDED SEPTEMBER 30,
1995 1996 199 7

(pro forma)

Net revenue 100 % 100% 100 %
Cost of net revenue 68 58 49
Gross profit 32 42 51
Operating expenses:
Research and development 11 9 8
Sales and marketing 7 5 8
General and administrative 3 3 4
Amortization and write-off of technology - 48 14
Total operating expenses 21 65 34
Income (loss) from operations 11 (23) 17
Other income - - 1
Interest income (expense), net - Q) 1
Income (loss) before income taxes 11 (24) 19
Provision for (benefit from) income taxes 4 (10) 12
Net income (loss) 7% (14)% 7 %

Net Revenue. The Company's net revenue increaféd®647.7 million in fiscal 1996 from $30.5 millian fiscal 1995, and increased 6l

to $76.3 million in fiscal 1997 from fiscal 1996h&se increases were primarily attributable to higinét sales of systems and color server
due to increasing market acceptance of the Comp&Gf Series products and sales of the new DCsSgraelucts (first introduced in
September 1996). In addition, the Company has éperd a shift toward higher priced, pre-configurebbr server systems from lower

priced color server kits, particularly in the thigdarter of fiscal 1995 with the introduction oét@ompany's Power Series product line and in
the third quarter of fiscal 1996 with the introdooctof the Company's PCI Series product line. B@neple, since the Company's introduction
of the PCI Series product line, Fuji Xerox hastgifits product purchases from substantially &l o substantially all pre-configured
systems. There can be no assurance that Fuji Xer&erox will not change its mix of product purckasagain in the future. Any sales mix
shift toward kits would result in lower averagelisgl prices and adversely impact net revenue. Begmue has also been and may continue to
be impacted by the Company's sales mix of systemkids in greater or lesser memory configurations.

All sales to Fuji Xerox are international salesatidition, a majority of all sales to Xerox are@aated for as U.S. sales. However, Xerox has
an international customer base and the Companguaslithat a portion of Splash products purchasetebgx are resold outside the United
States. International sales accounted for 59%, &7&%65% of net revenue in fiscal 1995, 1996 and 18%pectively. The Company expects
that direct and indirect international sales wilhtinue to represent a substantial portion of @isravenue for the foreseeable future. While the
Company's international sales are generally denatedhin U.S. dollars, fluctuations in currency emuge rates could cause the Company's
products to become relatively more expensive tousals in a particular country, leading to pressoireduce the U.S. dollar denominated
price to the Company's OEM customers, which coulidiin result in a reduction in net revenue anditaraility.

Gross Margin. Gross margins were 32%, 42% and 5ilfisdal 1995, 1996 and 1997, respectively. Thegiases in gross margin were
primarily due to economies of scale derived froghleir sales volumes, and reductions in componeis eshieved through new product
designs and favorable component pricing, partiaffget by a sales shift toward certain lower magie- configured server models. The
Company expects that gross margins will fluctuadenfperiod to period and may decrease in futureger Gross margin is affected by a
number of factors, including product mix, produdtimg and manufacturing and component costs. Weeage selling price of the Compan
products has decreased in the past primarily aswdtrof competitive market pressures, the intrtidnof lower priced products and, in
certain cases, in response to new product intrachgby the Company's customers. The Company exprsttrend to continue in the future.
For example, the Company lowered pricing for nevsioms of its products which were introduced ineld897. Any decline in average
selling prices of a particular product which is péfset by a reduction in production costs or bigsaf other products with higher gross
margins would decrease the Compal
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overall gross margin and adversely affect the Camisaoperating results.

Research and Development. Research and developxetises increased 24% to $4.1 million fiscal fé@® $3.3 million in fiscal 1995,

and increased 49% to $6.1 million in fiscal 199hirfiscal 1996. As a percentage of net revenue ghiew research and development
decreased to 9% of net revenue in fiscal 1996 fta#b in fiscal 1995, and decreased to 8% in fis@&l71 The increases in the absolute dollar
amount of these expenses in fiscal 1995, 1996 88d Wvere primarily attributable to increased staffand associated support required to
enhance the Company's product line and to introthue€ompany's Power Series, PCI Series and D@sSproduct lines, respectively. In
addition, the increase in research and developmagrgnses in the third quarter of fiscal 1997 redlélce addition of Quintar's engineering
resources. Except for charges related to the SpladtQuintar acquisitions, all research and devetoy costs to date have been expensed as
incurred. In view of the ColorAge acquisition andrent projects under development and contemplagsgéarch and development expenses
are expected to increase in absolute dollars amdpascentage of net revenue in future periods.

Sales and Marketing. Sales and marketing expensesaised 14% to $2.4 million in fiscal 1996 fromi$@illion in fiscal 1995, and
increased 154% to $6.1 million in fiscal 1997 fréistal 1996. Such expenses represented 7%, 5%%raf 8et revenue for such respective
periods. The increases in the absolute dollar atafuihese expenditures were primarily relatedxpamsion of the Company's sales support
and marketing staff and associated costs (primarilpcrease the Company's level of support foroXarsales organization), the
implementation of promotional programs designeuiiprove name and product recognition in the end cgemunity and the Company's
increased participation in industry trade showse$Sand marketing expenses are expected to incireadsolute dollars in future periods,
although they may vary as a percentage of net tezen

General and Administrative. General and adminiseatéxpenses increased 80% to $1.6 million in fi4€86 from $891,000 in fiscal 1995,
and increased 69% to $2.7 million in fiscal 199hirfiscal 1996. Such expenses represented 3%, 8%4%rof net revenue for such
respective periods. The increases in these expeaditvere primarily due to increased salary arated|costs due to increased headcount
related to the Company's efforts to enhance itgarate infrastructure to replace services provige&adius prior to the Splash Acquisition,
to support expansion of the Company's operatiodsiaraddition, in the year ended September 307 1&0cover costs related to being a
public company. The Company believes that its gdreard administrative expenses will increase irohite dollars in the foreseeable future
as it continues to implement additional manageraadtoperational systems, expands its administratafé and incurs additional costs
relating to being a public company.

Acquisition-Related and Non-Operating Expenseéisbal 1996, the Company recorded certain costtadlto the Splash Acquisition,
including a write-off of $19.3 million of in-procesesearch and development and the amortizatifuilithrough May 1996 of $3.4 million of
purchased technology. These in-process researctieaatiopment projects were related to the developwiethe Company's PCI Series
product line. Substantially all the research angetigoment costs incurred from the Splash Acquisitimough May 1996 (the time of the PCI
Series product launch) were for the developmeith@PCl Series products. Through September 30,,2886Company had incurred interest
costs pursuant to the subordinated notes and fineedit established in connection with the Splashjuisition, offset in part by interest
earned on short term investments.

In the year ended September 30, 1997, the Compaqrad Quintar and wrote-off approximately $11.0lion of in-process research and
development in connection with such acquisitioneSehin-process research and development activittish were related to projects for the
development of Quintar's embedded controllers anddnd color servers, have no alternative futueswnd have not reached technological
feasibility. In the quarter ending December 31,7, %plash expects to write-off approximately $2&iBion of in-process and purchased
technology relating to the ColorAge acquisition.

Other Income. The Splash Acquisition was recordetkbuthe purchase method of accounting. Concuwithtthe Splash Acquisition, the
Company issued subordinated promissory notes witggregate face value of $8.0 million. The vabratif the subordinated debt by an
independent third party resulted in an assignedevaf $8.6 million. In October 1996, the Companiiagd $8.0 million of the proceeds of its
initial public offering to repay the subordinate@missory notes payable and recorded $600,00thef aaicome to eliminate the face value of
the subordinated debt from the consolidated balaheet.

Provision for Income Taxes. The Company accountgfiome taxes in accordance with the Financialodeting Standards Board's
Statement of Financial Accounting Standard No.18&bunting for Income Taxes." For fiscal 1995 af®8, the Company estimated a
provision for income taxes at (40%), as if CSG hadn operating as a separate company. In additsoa result of the Splash Acquisition (a
taxable event), the Company recorded a deferreddsat of approximately $9.1 million and realizetbaesponding credit to the provision
for income taxes, arising from the difference eatment of acquired intangible assets for tax arahtial reporting purposes. In connection
with the Quintar acquisition (a non-taxable evemtthe Company), the Company recorded $3.3 millibdeferred tax assets relating to
Quintar's net operating loss carryforwards. Theseoperating loss carryforwards are subject taagetimitations. The Company has not
reduced the deferred tax assets by a valuatiowatioe as it is more likely than not that all of theferred tax assets will be realized through
future taxable income. The Company's effectivertde (excluding the purchase accounting adjustnrerdsing to the Quintar acquisition)
was 37% for fiscal 1997.

LIQUIDITY AND CAPITAL RESOURCES
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From fiscal 1995 until the Splash Acquisition imdary 1996, the Company satisfied its liquidityuiegments through cash flows generated
from operations. The Company had limited cash leaaifiollowing the Splash Acquisition and satisfisccash needs through a $4.0 million
revolving line of credit and cash flows from op&as. Subsequently, the Company has obtained &rfficash from its public offerings
operations to satisfy its liquidity requirements.

As of September 30, 1997, the Company had $67®mif cash, cash equivalents and short term imvests and had no borrowings under
its $5.0 million bank line of credit. Borrowingsder the line of credit bear interest at the primte and are available under the line of credit
based on a percentage of eligible accounts redeiv@ibe line of credit expires on January 1, 1998.

For fiscal 1996, the Company generated $6.7 milliocash from operations, primarily due to increaseaccounts payable, other accrued
liabilities, deferred revenue and income taxes plyand decreases in accounts receivable partitiigt by a decrease in royalties payable.
The Company's operating activities provided $20il0an in cash in the year ended September 30, 1p@iarily from increases in accounts
payable and royalties payable, offset in part bjnarease in inventories and a decrease in defeessshue.

The accounts receivable balance increased to $iliémat September 30, 1996 as the Company ineckast revenue from fiscal 1995,
partially offset by improved cash collection proaess which were implemented after the Splash Adtipris The accounts receivable balance
was $7.9 million at September 30, 1997 due primaoilincreased net revenue from fiscal 1996. Te®unts payable, other accrued
liabilities and royalties payable increased fron8#fillion at September 30, 1996 to $16.1 milliarSaptember 30, 1997 due to increased
operating activities.

Investing activities used $24.1 million in casHistal 1996 and $23.3 million in cash in fiscal Z9Fhese amounts resulted primarily from
$23.4 million in cash used in connection with thEaSh Acquisition in fiscal 1996 and $11.2 millisncash used in the Quintar acquisition in
fiscal 1997. In addition, investing activities usktl .4 million for the purchase of marketable si#@sin fiscal 1997.

Financing activities provided $23.6 million in caslifiscal 1996, consisting primarily of financimglated to the Splash Acquisition, and
provided $52.9 million in cash in the year endefdt&mber 30, 1997. Financing activities in fisca®19ncluded the Company's two public
offerings from which the Company received net peatseof $75.1 million. From these net proceedsCibipany redeemed all of its Series A
Preferred Stock for $15.4 million and repaid outdiag promissory notes payable to stockholders3dd #illion. The remaining net proceeds
from the Company's public offerings are being usedvorking capital, acquisitions and general cogte purposes. The Company has no
material financing commitments other than its odigns under operating leases.

The Company believes that cash flows from operatieristing cash balances and the Company's baaloficredit will be sufficient to
satisfy the Company's cash requirements for at thasext twelve months.

RECENT ACCOUNTING PRONOUNCEMENTS

During February 1997, the Financial Accounting 8tads Board issued Statement 128 (SFAS 128) "Egsrider Share" which specifies the
computation, presentation and disclosure requirésrfen earnings per share. SFAS 128 will becomectiffe for the Company's first quarter
of 1998. The impact of adopting SFAS 128 on the Gamy's financial statements has not yet been datedn

In June 1997, the FASB issued SFAS No. 130 "Remp@lomprehensive Income" which establishes stasdardhe reporting and display
financial statements. The impact of adopting SFAS D80, which is effective for the Company in fist899, has not been determined.

In June 1997, the FASB issued SFAS No. 131 "Disckss about Segments of an Enterprise and Relafiedriation” which requires publicly-
held companies to report financial and other infation about key revenue-producing segments ofrikigydor which such information is
available and is utilized by the chief operatiocidi®sn maker. Specific information to be reportedihdividual segments includes profit or
loss, certain revenue and expense items and &gatsa A reconciliation of segment financial infation to amounts reported in the financial
statements would be provided. SFAS No. 131 is #éffedor the Company in fiscal 1999 and the impafcadoption has not been determined.

In October 1997, the Accounting Standards Execi@iommittee issued Statement of Position 97-2 (SBR)9Software Revenue
Recognition" which delineates the accounting fdtveare product and maintenance revenues. SOR Sdpersedes the Accounting Stand
Executive Committee Statement of Position 91-1 tiBafe Revenue Recognition” and is effective fongictions entered into in fiscal years
beginning after December 15,1997. The Companyatuating the requirements of SOP 97-2 and the tsffécany, on the Company's current
revenue recognition policies.
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PART 1lI

Certain information required by Part Ill is omittk]dm this Report on Form 10-K in that registraril ¥ile its definitive Proxy Statement for
its Annual Meeting of Stockholders to be held obrgary 26, 1998, pursuant to Regulation 14A ofSkeurities Exchange Act of 1934, as
amended ( the "Proxy Statement"), not later thahdigy/s after the end of the fiscal year coverethts/Report, and certain information
included in the Proxy Statement is incorporateceineoy reference.

ITEM 10. DIRECTORS AND OFFICERS OF THE REGISTRANT

The information required hereunder is incorpordtedeference from the Company's Proxy Statemesd fih connection with Company's
Annual Meeting of Stockholders to be held on Felyr2®, 1998.

ITEM 11. EXECUTIVE COMPENSATION

The information required hereunder is incorpordtedeference from the Company's Proxy Statemesd fih connection with Company's
Annual Meeting of Stockholders to be held on Fetyr@#®, 1998.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required hereunder is incorpordtedeference from the Company's Proxy Statemesd fih connection with Company's
Annual Meeting of Stockholders to be held on Fetyr@®, 1998.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required hereunder is incorpordtedeference from the Company's Proxy Statemesd fih connection with Company's
Annual Meeting of Stockholders to be held on Fetyr@®, 1998.
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Stockholders of Splds Technology Holdings, Inc.

We have audited the accompanying consolidated balsineets of Splash Technology Holdings, Inc. emsubsidiaries as of September 30,
1996 and 1997 and the related consolidated statsroénperations, cash flows and stockholders'tgdor the eight months ended Septen
30, 1996 and the year ended September 30, 199hawsealso audited the statements of operationk,fags and parent company
investment of the Predecessor Business for thegraded September 30, 1995 and the four months elahedry 31, 1996. These financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these consolidated financial
statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Splash Technology Holdings, Inc. and its sulasids as of September 30, 1996 and 1997, and tiekidated results of their operations
and their cash flows for the eight months endede®aper 30, 1996 and the year ended September 80, itBconformity with generally
accepted accounting principles. Also in our opinitre financial statements of the Predecessor Bssireferred to above, present fairly, ir
material respects, the results of its operationshie predecessor business and its cash flowséoydars ended September 30, 1995 and the
four months ended January 31, 1996, in conformitia generally accepted accounting principles.

COOPERS & LYBRAND L.L.P.

San Jose, California
October 13, 1997, except for Note 12 as to whiehd#te is October 30, 1997
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ASSETS
Current Assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net of allowance for doubtful
of $299 in 1996 and $173 in 1997
Inventories
Prepaid expenses and other current assets
Deferred income taxes

Total current assets

Property and equipment, net
Deferred income taxes
Other assets

Total assets

LIABILITIES
Current Liabilities:
Trade accounts payable
Accrued and other liabilities
Deferred revenue

Total current liabilities
Subordinated promissory notes payable to stockhold
Other long term liabilities

Total liabilities

Commitments (Note 6)
STOCKHOLDERS' EQUITY
Preferred stock:
Authorized: 5,000,000 shares;
Series A preferred stock, par value $.001 per share
Authorized, issued and outstanding: 15,426 s
in 1996 and none in 1997
Series B preferred stock, par value $.001 per share
Authorized, issued and outstanding: 4,282 sh
in 1996 and none in 1997
Common stock, par value $.001 per share:
Authorized: 50,000,000 shares.
Issued and outstanding: 7,603,123 shares in
13,735,730 in 1997
Additional paid-in capital
Retained earnings (accumulated deficit)

Total stockholders' equity

Total liabilities and stockholders' equity

LASH TECHNOLOGY HOLDINGS, INC.
CONSOLIDATED BALANCE SHEETS
September 30, 1996 and 1997

n thousands, except share data)

Splash Technol
Holdings, In

accounts

ers 8,600

hares

éres
1996 and

The accompanying notes are an integral part oktheasolidated financial statements.
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SPLASH TECHNOLOGY HOLDINGS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

P
Yea
Sept
1
Net revenue $3
Cost of net revenue 2

Gross profit

Operating expenses:
Research and development
Sales and marketing
General and administrative
Amortization and write-off of technology

Total operating expenses

Income (loss) from operations
Other income
Interest income (expense), net

Income (loss) before income
taxes
Provision for (benefit from) income taxes
Net income (loss) $

Net income (loss) per share

Shares used in per share calculation

(in thousands, except per share data)

redecessor Business Splash Technology Hold
Four Eight
Months Months

r Ended Ended Ended Year
ember 30, January 31, September 30, Septem
995 1996 1996 199
0,472 $13,008 $34,713 $76,
0,723 8,427 19,381 37,
9,749 4,581 15,332 39,
3,295 1,498 2,627 6,
2,076 688 1,756 6,

891 287 1,276 2,

- - 22,803 11,
6,262 2,473 28,462 25,
3,487 2,108 (13,130) 13,
- (18) (575)
3,487 2,090 (13,705) 14,
1,395 836 (5,509) 9,
2,092 $ 1,254 $(8,196) $5,
$(93) %
9,583 12,

The accompanying notes are an integral part oktheasolidated financial statements.
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SPLASH TECHNOLOGY HOLDINGS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(In thousands, except share data)

Retaine

Pref erred Common Stock Additional Earning

_______ Paid-In  (Accumula

Shares Amount Shares Amount Capital Defici

Balances, February 1, 1996
Issuance of preferred stock:

Series A 15,426 $1 $14,699

Series B 4,282 1 4,099
Issuance of common stock 7,008,746 $8 198
Exercise of employee stock options 599,627 101
Accretion for dividends on
Series A and B preferred stock 730 $ (7
Repurchase of common stock (5,250) 1)
Net loss 8,1

Balances, September 30, 1996 19,708 2 7,603,123 8 19,826 (8,9

Redemption of preferred stock:

Series A (15,426) (1) (14,699) 7

Series B (4,282) 1) 1,741,127 2
Reversal of accretion for

dividends on preferred stock (730) 7
Issuance of common stock 4,284,750 3 75,095
Issuance of common stock under

stock plans and warrants 112,201 1 472
Disqualifying dispositions of

common stock 804
Repurchase of common stock (5,471) (1)
Acquisition related compensation 1,588

Net income 5,0
Balances, September 30, 1997 $ 13,735,730 $14 $82,355 $(3,8

PREDECESSOR BUSINESS STATEMENT
OF PARENT COMPANY INVESTMENT
(In thousands)

Balance, September 30, 1994 $4,32 6
Net change in parent company investment (3,71 5)
Net income 2,09 2

Balance, September 30, 1995 2,70 3
Net change in parent company investment 1 2)
Net income 1,25 4

Balance, January 31, 1996 $3,94 5

The accompanying notes are an integral part oktheasolidated financial statements.
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t) Total
$14,700
4,100
206
101
30)
(1)
96)  (8,196)
26) 10,910
26) (15,426)
1
30
75,098
473
804
1)
1,588
91 5,091
31) $78,538
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CONS

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to
cash provided by operating activities:

Depreciation and amortization
Provision for doubtful accounts
Gain on repayment of subordinated debt
Purchased and in-process technology
Deferred income taxes

Changes in assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other current assets
Other assets

Trade accounts payable

Accrued and other liabilities

Deferred revenue

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of marketable securities
Purchase of property and equipment
Acquisition of businesses (net of cash acquir

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from public offerings
Proceeds from Series A preferred stock
Redemption of Series A preferred stock
Premium paid on Series A preferred stock
Proceeds from common stock
Proceeds from subordinated debt
Repayment of subordinated debt
Issuance and repurchase of common stock under

stock plans

Benefit from disqualifying dispositions of com
Net change in Parent Company Investment

Net cash provided by (used in) financing activ

Net increase in cash
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:
Taxes paid
Interest paid
Non-cash financing activities:
Accretion of preferred stock
Issuance of Series B preferred stock
Issuance of stock options in connection with
acquisition

LASH TECHNOLOGY HOLDINGS, INC.
OLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Predecessor Business Splash Te

Four Eight Mon
Year Ended  Months Ended Ended
September 30, January 31, September

1995 1996 1996
$ 2,092 $1,254 $(8,19
net
259 102 19
68 17 19
- - 22,72
622 (11,40
490 (4,597) 3,33
(2,678) 2,231 (1,91
- - (11
- - (46
1,766 (2,391) 1,09
2,162 2,861 (85
- 905 1,08
4,159 1,004 5,66
(444) (63) (60
ed) - - (23,42
(444) (63) (24,02
- - 14,70
- - 20
- - 8,60
- - 10
mon stock - -
(3,715) (12)
ities (3,715) (12) 23,60
- 929 5,25
- - 92
$ - $ 929 $ 6,17
$ - $ - $417
$ - $ - $ 70
$ - $ - $ 73
$ - $ - $410
$ - $ - 8

The accompanying notes are an integral part oktheasolidated financial statements.
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ths
Year Ended

30, September 30,

1997
6) $5,091
5 528
8 -
- (600)
9 11,039
9) 463
0 (635)
7) (1,065)
9) (215)
4) 172
3 6,136
1) 2,065
0 (2,932)
9 20,047
- (11,350)
4) (797)
1)  (11,196)
5) (23,343)
- 75,098
- (14,700)
- (726)
6 -
0 -
- (8,000)

472

- 804
6 52,948
0 49,652
9 6,179
9 $55,831
5 $ 8,019
4 $ 42
0 $ (730)
0 $(4,100)
- $1,588



SPLASH TECHNOLOGY HOLDINGS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. REORGANIZATION AND BASIS OF PRESENTATION

Splash Technology Holdings, Inc. (the "Companytptigh its wholly-owned subsidiaries develops, pmeduand markets color servers,
which consist of computer hardware and softwargesys that provide an integrated link between dgsktmnmputers and digital color copiers
and enable such copiers to provide high speed aalityjnetworked color printing and scanning. Thentpany sells its color servers through
two original equipment manufacturers ("OEMs") whtegrate the Company's color servers into connetitgthl color photocopier systems,
which are sold to end users in North and South AgagEurope, Asia, Australia, Japan, New ZealarfdcA and the Middle East. The
Company operates in one business segment.

The business of the Company was previously opeagdble unincorporated Color Server Group of SuperVechnology Inc. ("SuperMac")
until August 1994 when SuperMac merged with Rathes ("Radius"). In January 1996, the assets atilliiies of the Color Server Group of
Radius were transferred by Radius into its newdated wholly-owned subsidiary, Splash Technologg, In December 1995, Splash
Technology Holdings, Inc. was incorporated in Dedesvand was capitalized by the sale of Series fepeal stock and common stock and
subordinated debt to an investor group led by oedtfiliates of Summit Partners, L.P., and Signaatiers, L.P. On January 31, 1996, Splash
Technology, Inc. merged with a wholly-owned sulaigiof Splash Technology Holdings, Inc. and as phtthe consideration for the merger,
Splash Technology Holdings, Inc. issued SerieseéBeapred stock to Radius. The surviving corporatiothe merger was Splash Technology,
Inc., a wholly-owned subsidiary of the Company.

The acquisition of Splash Technology, Inc. (theldSh Acquisition") was regarded as a purchase basgets accounted for under the
purchase method of accounting as of January 38. 4% total purchase price of $27,843,000 (ineigdhe costs of the acquisition of
$321,000), consisting of cash and the fair valuSeries B preferred stock of $4,100,000, has bbecated to the net assets acquired based
on their estimated fair values as of January 3261%he two principal components of the initial egs purchase price allocation included in-
process research and development projects ($19@24and existing purchased technology ($3,405,008 Company allocated a portior
the purchase price to various in-process reseandlil@velopment projects that had an identifiabnemic value and expensed this value as
of the date of the acquisition. The purchased teldyy is related to the Company's Power Seriesimiofdr which the Company was
developing a replacement product at the time oShlash Acquisition due to the discontinuance efAlpple NuBus architecture on which
Power Series product relied. The Company transtidn the new product in May 1996, and accordintg fair value of the purchased
technology was fully amortized over the four morth#lay 31,1996.

The fair value of the assets acquired (net of ezsjfuired of $929,000) and liabilities assumed vesréollows:

In-process and purchased technology $22,729
Receivables 9,296
Inventories 1,734
Long-term assets 1,551
Payables and other accrued liabilities (6,196)
Deferred revenue (2,200)
$26,914

Of the purchase consideration, approximately $2lomremains in escrow pending resolution of eértevents including unasserted claims.

The Predecessor Business' financial statementemisgsherein include the results of operationscasth flows for the year ended September
30, 1995 and for the four months ended Januarg$36, as if the Color Server Group existed as paration separate from Radius and
SuperMac during such periods on a historical bdaie. Company's financial statements presentedrhigreiude the results of operations and
cash flows for the eight months ended Septembet 36 and the year ended September 30,1997 arhidnece sheets as of September 30,
1996 and 1997.

Radius and SuperMac each performed certain copbrsidquarter functions on behalf of the Color &@roup and provided certain
marketing, technology, human resource and finamgidlaccounting services. Costs associated witletbervices have been allocated to the
Color Server Group based on relative headcoungiwimanagement believes to be a reasonable basidoation.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Consolidation
The accompanying consolidated financial statemientade the accounts of the Company and its wholiyped subsidiaries,
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Splash Technology, Inc., Splash Foreign Sales Catijom, Splash Technology S.a.r.l., and, for thegokended September 30, 1997, Quintar
Holdings Corporation and its wholly owned subsigdj@uintar Company. All significant intercompangrisactions between the entities have
been eliminated.

Use of Estimates

The preparation of consolidated financial statesé@ntonformity with generally accepted accountinigiciples requires management to
estimates and assumptions that affect the repartemints of assets and liabilities and disclosui@afingent assets and liabilities at the date
of the financial statements and the reported ansoofntevenues and expenses during the reportingdoekctual results could differ from
those estimates.

Revenue Recognition

Revenue is generally recognized when the prodwtiifgped to the customer, remaining obligationdgrasignificant and collection of the
resulting receivable is probable. The Company gélyedoes not grant rights of return. Provisionsgooduct-related obligations are recorded
when revenue is recognized.

In May 1996, the Company made the transition fremPower Series products to its new PCI Seriesymtsdin calendar year 1996, one of
Company's OEM customers accumulated a substantattity of the Power Series product. During therygaled September 30, 1996, due to
the transition of products and the accumulatioR@iver Series product, the Company had recognizeshue from the sales of the Power
Series product upon notification from the OEM ttie product had been sold to their end user, acardingly, at September 30, 1996, the
Company had deferred revenue of $4.2 million fraes of Power Series products to one of its OEMocners.

For the year ended September 30, 1997, the Congmantinued to evaluate the carrying value of the &a8eries product inventory and the
related deferred revenue on a quarterly basis atetdined that the amount of future return of tbev& Series product could be reasonably
estimated based on historical experience. Accolginige net revenue relating to the Power Serieslyets was fully recognized and, in
accordance with the Company's policy, an allowdocexpected returns of the Power Series produatsiecorded in the year ended
September 30, 1997.

Warranties

The Company's products are generally warranted3anonths. Estimated future costs of repair, regtent, or customer accommodations
are reflected in the accompanying consolidatechfire statements.

Research and Development

Costs incurred in the research and developmengwfsoftware products are expensed as incurredtaentihological feasibility has been
established. To date, the establishment of teclgicabfeasibility of the Company's products andegahrelease substantially coincide. As a
result, the Company has not capitalized any soéwlavelopment costs since such costs have notdigrficant.

Income Taxes

The Company uses the liability method to calcutgferred income taxes. The realization of defetagdassets is based on historical tax
positions and expectations about future taxablerire

Income taxes have been provided in the PredecBssimess statements of operations as if the PredecBusiness was a separate taxable
entity. Since the division was not a separate taxabtity but was included in the consolidated meaax returns of the Radius and SuperMac
companies, the current benefit from or provisionddS. federal and state income taxes was ultimassumed to be receivable from or
payable to Radius or SuperMac in the period presemt accordance with the merger agreement witliusathe Company is not required to
repay Radius for the utilization of their tax lossgainst the Company's taxable income as a Pretgd@usiness. Such benefits are reflected
as capital contributions as of each fiscal year end

Cash, Cash Equivalents and Marketable Securities

All highly liquid investments with an original, @emaining, maturity of three months or less atdht of purchase, and money market funds
are considered cash equivalents. All investmentis an original or remaining maturity of greaterrtttaree months at the date of purchase are
considered marketable securities.

Cash, cash equivalents and marketable securitiesstgrimarily of cash deposits, money market fuadd municipal and U.S. government
securities held in banks and other financial instins located primarily in the United States.
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The Company classifies all of its marketable sei@srias "available-for- sale" in accordance with pinovisions of Financial Accounting
Standards Board Statement No.115 "Accounting fotalelnvestments in Debt and Equity Securitiestcérdingly, the Company states its
investments at estimated fair value, with matariakalized gains and losses reported in stockhsldguity. The cost of securities sold is
based on the specific identification method. Swetusties are anticipated to be used for curreptatons and are therefore classified as
current assets, even though maturities may extepdra one year. At September 30, 1997, the longasirity of a marketable security was
less than 180 days.

Financial Instruments

The Company's financial instruments, including caistt cash equivalents, marketable securities, @nordinated promissory notes payabl
stockholders are stated at fair value.

Inventories
Inventories are stated at the lower of cost or miRost is determined on a first-in, first-outibas
Property and Equipment

Property and equipment are stated at cost andepreciated using the straight-line method over tbgimated useful lives, ranging from
three to seven years, or, in the case of leasémpcbvements, the lease period, if shorter. Upapakal, the assets and related accumulated
depreciation are removed from the Company's aceaamd the resulting gains or losses are reflectélae statements of operations. The
Predecessor Business' accounting policy was tonsepall items of property and equipment upon adipris Accordingly, appropriate
adjustments have been included in the financiakstants to reflect the capitalization and depramiadf property and equipment during the
applicable periods presented.

Concentration of Credit Risks

Cash, cash equivalents and marketable securitedegrosited with major banks and financial indting primarily in the United States.
Deposits in these banks may exceed the amounsoifance provided on such deposits. The Compampissed to credit risk in the event of
default by the financial institutions or issuerdtodse investments to the extent of amounts reddrdthe consolidated balance sheet. The
Company has not experienced any losses on its diepbsash, cash equivalents and marketable dassuri

The Company sells its products to two OEM customéesox and Fuji Xerox, who distribute the Companyfoducts with their own color
photocopier systems on a worldwide basis. The Comparforms ongoing credit evaluations of its costos. The Company does not require
collateral for its receivables and maintains aovadince for potential credit losses. At Septembei1906, the accounts receivable balance
comprised primarily of one customer, Fuji Xerox,igihrepresented 93% of the accounts receivablenbeland, at September 30, 1997, the
accounts receivable was comprised primarily oftitee customers, Xerox and Fuji Xerox, which représdr89% and 61% of accounts
receivable, respectively.

Certain components necessary for the manufactuteed€ompany's products are obtained from a sqpligun or a limited group of suppliers.
Recent Pronouncements

During February 1997, the Financial Accounting 8tads Board issued Statement 128 (SFAS 128) "Egsrider Share" which specifies the
computation, presentation and disclosure requirésrfen earnings per share. SFAS 128 will becomectiffe for the Company's first quarter
of 1998. The impact of adopting SFAS 128 on the Gamy's financial statements has not yet been datedn

In June 1997, the FASB issued SFAS No. 130 "Remp@omprehensive Income" which establishes stasdardhe reporting and display
financial statements. The impact of adopting SFAS D80, which is effective for the Company in fist899 has not been determined.

In June 1997, the FASB issued SFAS No. 131 "Disckss about Segments of an Enterprise and Relafedriation” which requires publicly-
held companies to report financial and other infation about key revenue-producing segments ofrikigydor which such information is
available and is utilized by the chief operatiocidi®n-maker. Specific information to be reportedihdividual segments includes profit or
loss, certain revenue and expense items and &gata A reconciliation of segment financial infation to amounts reported in the financial
statements would be provided. SFAS No. 131 is #éffedor the Company in fiscal 1999 and the impafcadoption has not been determined.

In October 1997, the Accounting Standards Execi@iemmittee issued Statement of Position 97-2 (SBR)9Software
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Revenue Recognition" which delineates the accogritinsoftware product and maintenance revenuepP. $02 supersedes the Accounting
Standards Executive Committee Statement of Postleth "Software Revenue Recognition” and is effector transactions entered into in
fiscal years beginning after December 15,1997.Cbepany is evaluating the requirements of SOP @ielthe effects, if any, on the
Company's current revenue recognition policies.

Computation of Net Income (Loss) Per Share

Net income (loss) per share is computed using #ighived average number of common and dilutive comeguivalent shares outstand
during the period.

The Company has determined the number of sharesisalculating earnings per share for all peripossented prior to the Company's
initial public offering pursuant to the Securitisd Exchange Commission Staff Accounting Bullet®AB") N0.83. SAB 83 requires the
Company to include all common shares and all comshame equivalents issued during the 12 month ¢gnieceding the filing date of an
initial public offering in its calculation of theumber of shares used to determine earnings peg sisaf the shares had been outstanding f
periods presented. Net loss for the purposes afdhgputation reflects the dividend accretion onghares of preferred stock.

Reclassifications

Certain items have been reclassified within thahet sheet at September 30, 1996 to be consisithritw presentation at September 30,
1997. The reclassifications have no effect on jpnesly disclosed net income or stockholders' equity.

3. BALANCE SHEET DETAIL (in thousands):

Inventories:
September 30, September 30,
1996 1997
Raw materials $1,580 $4,028
Finished goods 2,071 889
$3,651 $4,917
Property and Equipment:
Furniture and fixtures $ 392 $ 479
Computer equipment 415 1,641
Leasehold improvements 81 142
Marketing equipment 146 163
1,034 2,425
Less accumulated depreciation and amortization (121) (1,138)
$ 913 $ 1,287
Accrued and Other Liabilities:
Royalties payable $1,260 $2,812
Accrued product-related obligations 1,282 3,706
Accrued compensation and related expense s 581 1,050
Income taxes payable 1,725 1,767
Other liabilities 1,485 2,565
$6,333 $11,900

4. REVOLVING CREDIT FACILITY

In September 1996, the Company entered into areagret with a bank to borrow up to a maximum of 6,000 under a revolving line of
credit subject to a borrowing base of 80% and 75®igible domestic and foreign accounts receivatdspectively. The line bears interest at
prime rate, is collateralized by accounts receiwabned property and equipment and inventory @Gbmpany, and matures on January 1,
1998. The agreement contains dividend restrictantbcertain financial covenants concerning requicgddity, net worth and indebtedness
ratios as well as required profitability. The Compé#as no borrowings outstanding under the lineredlit as of September 30, 1997.

5. SUBORDINATED PROMISSORY NOTES PAYABLE TO STOCKHIOERS

The Company issued subordinated promissory notgabpeto stockholders, with a face value totaliBg$0,000, which bore interest at 1:
payable quarterly. The subordinated promissorysatere issued to certain stockholders concurrett thve
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issuance of the Series A preferred stock and tinedéue of the notes was established at $8,600090an independent third party valuation.
On October 16, 1996, the Company repaid the subatelil promissory notes payable to stockholders pvitheeds of its initial public
offering.

6. COMMITMENTS

The Company leases certain office facilities unumrcancelable operating leases which expire thréygh 2001. The Company is
responsible for taxes, insurance and maintenan@enses related to the leased facilities. Undetetm of certain lease agreements, the le
may be extended, at the Company's options, andiceart the leases provide for adjustments of theimmim monthly rent.

Future minimum annual lease payments under the kasas follows (in thousands):

Period Ending

September 30, 1998 $ 576
September 30, 1999 486
September 30, 2000 500
September 30, 2001 325
$1,887

Rent expense for the eight months ended Septenihd996 and the year ended September 30, 1997 228sand $439, respectively.
7. PREFERRED STOCK

The Company authorized and issued 15,426 sharesris A preferred stock at a face value of $1@8Gshare and 4,282 shares of Series B
preferred stock in a non-cash transaction as fpanecconsideration for the Splash Acquisition. Taduation of the Series A and Series B
preferred stock by an independent third party teduh values of $14,700,000 and $4,100,000, reésedg, for those instruments. The
carrying amounts of both Series A and Series Bepredl stock were increased by amounts represetitiidends not currently declared or
paid but which may be payable under each serieiglatid rights. The increases were effected by agehagainst retained earnings.

On October 9, 1996, the Company initiated tradihigsccommon stock following an initial public ofiag and the Series B preferred stock
converted to common stock. On October 18, 1996Ctmmpany redeemed the Series A preferred stock.

8. COMMON STOCK

On July 31, 1996, the Board of Directors adoptpadyroll deduction Employee Stock Purchase Plan"@uechase Plan™), effective upon the
closing of the Company's initial public offeringycareserved an aggregate of 175,000 shares of caratook for issuance thereunder. As of
September 30, 1997, the Company issued 50,000sshader the Purchase Plan.

Stock Options and Repurchase Agreements

The Company reserved 3,150,000 shares of commok &ipissuance under its stock option plan. Undex plan, the Board of Directors r
grant incentive or nonstatutory stock options ptiee not less than 100% or 85%, respectivelyaofrharket value of common stock at grant
date. Options under the plan are immediately esabde. The terms of each option are no more thareafs from the date of grant. Stock
issued through option exercises are subject t&tmpany's right of repurchase at the original d@serprice. The number of shares subject to
repurchase generally decrease by 25% of the opsioaaes one year after the grant date, and, thereaftably over 36 months. At September
30, 1997, approximately 1.1 million shares of commstock relating to exercised and unexercised ogi@res under the stock option plan
were subject to the Company's right of repurchase.
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Activity for the Company's stock option plan is suarized as follows:

Average Price

Availabl e Outstanding Per Share Amount
(in thousands)
Options authorized 3,150,00 0
Options granted (894,88 0) 894,880 $0.14-$11.00 $ 776
Options canceled 27,12 8 (27,128) $0.14 (4)
Options repurchased 5,25 0 - -
Options exercised - (599,627) $0.14-$0.29 (101)
Balances, September 30, 1996 2,287,49 8 268,125  $0.14-$11.00 671
Options granted (600,64 3) 600,643  $0.80-$41.88 13,366
Options canceled 14,87 0 (14,870) $1.60-$26.50 (315)
Options repurchased 5,47 1
Options exercised - (48,668) $0.14-%$4.00 27)
Balances, September 30, 1997 1,707,19 6 805,230 $0.14-$41.88  $13,695

During 1995, the Financial Accounting StandardsrBassued Statement No.

Weighted
Average

123 (SFAS 123) "Accounting for Stock-Based Compgosd This standard, which establishes a fair gdlased method for stock-based

compensation plans, also permits an election ttirmos following the requirements of APB Opinion No.

25. "Accounting for Stock Issued to Employees" vétiditional disclosures. The Company continuesitiow the requirements of APB
Opinion No. 25, with disclosure of pro forma infation concerning its stock option plan and emplasteek purchase plan in accordance

with SFAS 123.

The following table summarizes information withpest to stock options outstanding at Septembet 397.

Options Outst anding
Weighted Ave rage
Number at Remaining
Range of Exercise September 30, Contractual Life Weighted Average
Prices 1997 (Years) Exercise Price

$ 0.14 134,279 8.39 $0.14
$ 0.80 - $11.00 136,581 8.93 6.02
$14.50 5,250 9.09 14.50
$21.00 311,675 9.27 21.00
$23.69 - $26.50 143,000 9.58 26.00
$29.25 - $41.88 74,445 9.74 36.01
$ 0.14 - $41.88 805,230 9.16 $17.01

Fair value of each option grant is estimated ordite of the grant using the Black-Scholes optidciny model with the following weighted

average assumptions used for grants in 1996 and 199

1996 1997
Risk-free interest rates 6.44% 6.32%
Expected life 4.92 years 4.92 years
Volatility 0.0% 60.0%
Dividend yield 0.0% 0.0%

The weighted average fair value of those optioasigd in 1996 and 1997 was $0.87 and $22.25, ribaplgc

34

Eight Months Ended

September 30,

Year Ended
September 30,



The Company has also estimated the fair valuehipurchase rights issued under the Company's BemiStock Purchase Plan, using the
Black-Scholes valuation model with the followingasptions for 1997.

September 30,

1997
Risk free interest rates 5.03%
Expected life 6 months
Volatility 60.0%
Dividend yield 0.0%

The weighted average fair value of those purchigbgsrgranted in 1997 was $ 9.35.

The following pro forma income (loss) informatioashbeen prepared following the provisions of SFAS N3 (in thousands except per
share data):

Eight Months Ended Year Ended
September 30, September 30,
1996 1997
Net income (loss) - pro forma $(8,362) $(3,736)
Net income (loss) - per share - pro forma $ (0.95) $(0.31)

The above pro forma effects on income may not peegentative of the effects on net income for fitggars as option grants typically vest
over several years and additional options are gdigeggranted each year.

9. BUSINESS SEGMENTS, EXPORTS AND MAJOR CUSTOMERS

The Company operates in a single industry segmeaarepassing the development, manufacture, salesugpbrt of high performance color
servers.

The Company sells its product to OEM customerfiéinUnited States, Europe, Japan and Asia Paciftrévenue from export sales
accounted for 59%, 61%, 55% and 65% of net revéouthe year ended September 30, 1995, the foutims@nded January 31, 1996, the
eight months ended September 30, 1996 and theepelad September 30, 1997, respectively.

In the year ended September 30, 1995, the fourlmsarided January 31,1996, the eight months engedrSieer 30, 1996 and the year en
September 30, 1997, two customers accounted fordz8%e1%; 61% and 39%; 55% and 45%; and 56% andof4fét revenue, respective
In addition, although all sales made to the Com[saldyS. based customer are considered U.S. shiegustomer has a significant
international customer base, and the Company ledithat a significant portion of the Company's patsl purchased by the customer are
resold outside the U.S.

10. INCOME TAXES

The provision for (benefit from) income taxes catsiof the following (in thousands):

Predecessor Bu siness Splash Technology Holdings Inc.
F our Months  Eight Months
Year Ended Ended Ended Year Ended
September 30, January 31, September 30, September 30,
1995 1996 1996 1997
Current:
Federal $1,095 $192 $ 4,690 $7,635
State 300 22 1,210 1,322
1,395 214 5,900 8,957
Deferred:
Federal - 537 (9,794) 401
State - 85 (1,615) 62
- 622 (11,409) 463
Total $1,395 $836 $ (5,509) $9,420
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The Company's effective tax rate differs from ttagory federal income tax rate as shown in thieviong schedule:

Predecessor Business Splash Techn ology Holdings, Inc.

Four Eight Months

Year Ended Months Ended Ended Year Ended
September 30, January 31, September 30, September 30,
1995 1996 1996 1997
Tax provision at federal statutory rate 34.0% 34.0% (35.0)% 35.0%
State taxes, net of federal tax benefit 6.1 6.1 (6.0) 6.2
Write-off of in-process and purchased
technology - 26.6
Foreign sales corporation benefit - - 2.7) (7.1)
Other (0.1) (0.1) 3.5 4.2
Total 40.0% 40.0% (40.2)% 64.9%

The components of the deferred tax asset are lasvfo(in thousands):

Sept ember 30,
1996 1997
Deferred tax assets:
In-process and purchased technology $ 8,903 $ 8,299
Receivable allowances and product related liab ilities 702 1,686
Inventory valuation allowance 422 1,023
State taxes 424 446
Deferred revenue 1,704 164
Net operating losses - 2,797
All other 122 698
Total deferred tax assets 12,277 15,113
Long term portion of deferred tax asset (8,315) (11,198)
Current portion of deferred tax asset $ 3,962 $ 3,915

At September 30, 1997, the Company assessed threerability of the deferred tax asset and, baseitsogxpectations about taxable income
for future periods, determined that it was morelliithan not that the deferred tax asset woulcebewered.

The Company's income tax currently payable for lietleral and state purposes have been reducec bgpttbenefit derived from the
disqualifying dispositions of incentive stock optoand the exercise of non-qualified stock optidie benefit, which totaled $804,000 for
the year ended September 30, 1997, was creditectlgito additional paid-in-capital.

At September 30, 1997, the Company had approxim&#&B00,000 of federal net operating loss carwéods and $320,000 of research and
development tax credits available to offset futieeral income taxes. The federal carryforwardsrexp 2005 through 2012 if not utilized.
For state income tax purposes, the Company hadxsippately $3,300,000 of net operating loss carmyfinds and research and development
tax credits of $150,000. The state carryforwardsrexn 1997 through 2002 if not utilized. The Caamp's net operating loss and tax credit
carryforwards primarily relate to Quintar for whialilization is subject to an annual limitation®%00,000.

11. EMPLOYEE BENEFIT PLAN

The Company adopted the Splash Technology, Inqk3®kofit Sharing Plan (the "Plan") effective AptP96, which qualifies under Section
401(k) of the Internal Revenue Code of 1986, asnal®é, and covers essentially all employees. Eagibkel employee may elect to contrib
to the Plan, through payroll deductions, up to Id%ompensation, subject to certain limitationse @ompany, at its discretion, may make
additional contributions. All employer contribut®are 100% vested after four years. During the geded September 30, 1997, the
Company recorded approximately $180,000 of contigins to the Plan.

12. ACQUISITIONS
QUINTAR ACQUISITION

On May 28, 1997, the Company acquired the shar&uoftar Holdings Corporation ("Quintar") for angaggate purchase price of
$13,532,000 plus contingent eavat payments of up to $3,200,000, subject to adhigesertain net revenue and operating income tardéte
purchase price was comprised of a cash paymeritlg6$9,000, issuance of Company stock options daditi&1,588,000 in exchange for
Quintar stock options and net acquisition cost$4#5,000.
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The acquisition was accounted for using the purehasthod of accounting and the results of Quintevincluded in the Company's results
from the date of acquisition. The purchase prics alfocated to the tangible and intangible asseddiabilities acquired based on their
estimated fair values at May 28, 1997, as follomgHousands):

Current assets $ 784
Other assets 170
Deferred tax asset 3,300
Liabilities (1,761)
In-process research and development 11,039
$13,532

Summary unaudited pro forma information for the bored results of operations of Quintar and the Camydor the years ended September
30, 1996 and 1997 is presented below. The pro fanfiobamation assumes the acquisition occurred ot 1, 1995 and presents the
combined results of the companies, excluding tHe(R9,000 nonrecurring write-off of in-process asé and development activities for
which there were no alternative future uses ankinelogical feasibility had not been established.

SEPTEMBER 30, SEPTEMBER 30,

1996 1997
(in thousands except per share data)
Net revenue $ 53,104 $78,922
Operating income (loss) $(12,541) $22,847
Net income (loss) $ (8,530) $14,666
Net income (loss) per share $ (0.97) $ 1.18
Shares used in computing per share amounts 9,583 12,423

COLORAGE ACQUISITION

On October 30, 1997, the Company acquired the studr€olorAge Corporation ("ColorAge") for an agga¢e purchase price of $28.4
million. The purchase price was comprised of a gaghment of approximately $25.5 million, issuan€eammon stock with a fair value of
approximately $2.9 million in exchange for all datsding ColorAge stock, and net acquisition co$tlomillion. The shares of the
Company's common stock, which have been placeddrow, have been included in the purchase congiderat consummation because the
outcome of the contingency upon which release @egtrowed shares is dependent can be determitteel Gompany's judgment, based u
the applicable facts and circumstances, beyondnadde doubt. The acquisition will be accountedusing the purchase method of
accounting. The Company expects to write-off appnately $26.9 million of the purchase price apimocess and purchased technology ir
guarter ending December 31, 1997.
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&B34, this report has been signed and thereadudtoauthorized, in the City of Sunnyvale,
State of California, on December 29,1997.

SPLASH TECHNOLOGY HOLDINGS, INC

By: [/s/ Kevin K. Macgillivray

Kevin K. Macgillivray
Presi dent and Chief Executive Oficer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below hereby constiémgsppoints Kevin
Macgillivray and Joan Platt and each of them aditinlividually, as his or her attorney-in-fact, eaeith full power of substitution, for him or
her in any and all capacities, to sign any andmkéndments to this report and to file the samdn @ihibits thereto and other documents in
connections therewith, with the Securities and Bxge Commission, hereby ratifying and confirming signatures as they may be signe«
our said attorney to any and all amendments toregidrt.

Pursuant to the requirements of the Securities &xgl Act of 1934, this report has been signed &ydhowing persons in the capacities and
on the dates indicated.

Signature Title Date
/sl Kevin K. Macgillivray  Director, President and Chief Officer December 29, 1997
-------------------------- (Principal Executiv e Officer)

Kevin K. Macgillivray

s/ Joan P. Platt Chief Financial Off icer and Vice President, December 29, 1997
-------------------------- Finance and Adminis tration (Principal

Joan P. Platt Financial and Accou nting Officer)
/sl Gregory M. Avis Director December 29, 1997

Gregory M. Avis

/sl Charles W. Berger Director December 29, 1997

Charles W. Berger

/sl Peter Y. Chung Director December 29, 1997

Peter Y. Chung

/sl Lawrence G. Finch Director December 29, 1997

Lawrence G. Finch
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REPORT OF INDEPENDENT ACCOUNTANTS

In connection with our audit of the consolidatathficial statements of Splash Technology Holdings, Bind its subsidiaries as of September
30, 1996 and 1997 and for the eight months endpte8er 30, 1996 and the year ended SeptembeB8®, and in connection with our
audit of the Predecessor Business, and for thegreged September 30, 1995 and for the four momttisceJanuary 31, 1996, which financial
statements are included in the Company's AnnuabRem Form 10-K, we have also audited the findratetement schedule listed in Item 14
(a)(2) herein.

In our opinion, this financial statement schedulken considered in relation to the basic consaddidinancial statements taken as a whole,
present fairly, in all material respects, the infation required to be included therein.

COOPERS & LYBRAND L.L.P.

San Jose, California
October 13, 1997, except for Note 12 as to whiehd#te is October 30, 1997
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FINANCIAL STATEMENT SCHEDULE
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

BALANCE A
VALUATION FOR DOUBTFUL ACCOUNTS  BEGINNING
PERIOD

Year ended September 30, 1995 (1) $ 16
Four months ended January 31, 1996 (1) 84
Eight months ended September 30, 1996 101

Year ended September 30, 1997 299
BALANCE A
VALUATION FOR INVENTORY RESERVES BEGINNING
PERIOD

Year ended September 30, 1995 (1) $ 575
Four months ended January 31, 1996 (1) 550
Eight months ended September 30, 1996 -
Year ended September 30, 1997 1,028

(1) Predecessor Business
(2) 147 of additions (other) relates to Quintarasigjon
(3) 378 of additions (other) relates to Quintarasigjon

(IN THOUSANDS)

T
OF
ADDITIONS DEDUCTIONS O
$68 -
17 -
198 -
- $(273) 1
T
OF
ADDITIONS DEDUCTIONS
- $(25)
- (550)
$1,028 -
1,672 (458)
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47(2) 173

BALANCE AT
OTHER END OF PERIOD

1,028
378(3) 2,620
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EXHIBIT 11.1

SPLASH TECHNOLOGY HOLDINGS, INC.

COMPUTATION OF EARNINGS PER SHARE (1)
(in thousands, except per share amounts)

Weighted average common shares outstanding for the

Common equivalent shares deemed outstanding from
options and warrants to acquire common stock dee
converted using Modified Treasury Stock Method

Common equivalent shares outstanding from conver
of preferred stock

Shares used in per share calculation

Net income (loss)
Cumulative dividends on preferred stock

Adjusted net income (loss)

Net income (loss) per share

(1) This exhibit presents the primary and fullyutild computations of net loss per share. There sgnificant difference in the per-share

amounts when applying either method.

Eight Months
Ended

September 30,
1996

(730)
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Year Ende
September 3
1997

378
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EXHIBIT 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference inrégéstration statement of Splash Technology Hajglinnc. on Form S-1 (File No. 333-
32243) of our report dated October 13, 1997, extmptiote 12, for which the date is October 30,7298 our audits of the consolidated
financial statements and financial statement sdeeafuSplash Technology Holdings, Inc. as of Sejten80, 1997 and 1996 and for the year
ended September 30,1997 and the eight months &Sefgdmber 30, 1996 and of the Predecessor Busoreb® year ended September 30,
1995 and the four months ended January 31, 1996hwhport is included in this Annual Report on ifRat0-K.

COOPERS & LYBRAND L.L.P.

San Jose, California
December 20, 1996
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ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE 12 MO¢S
FISCAL YEAR END SEP 30 199
PERIOD START OCT 01 199
PERIOD END SEP 30 199
CASH 55,83
SECURITIES 11,35(
RECEIVABLES 7,93:
ALLOWANCES 17z
INVENTORY 4,917
CURRENT ASSET¢ 84,32¢
PP&E 1,287
DEPRECIATION 1,13¢
TOTAL ASSETS 98,21¢
CURRENT LIABILITIES 19,27
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 14
OTHER SE 78,52¢
TOTAL LIABILITY AND EQUITY 98,21¢
SALES 76,327
TOTAL REVENUES 76,327
CGS 37,22¢
TOTAL COSTS 37,22¢
OTHER EXPENSE! 25,84:
LOSS PROVISION 0
INTEREST EXPENSE 0
INCOME PRETAX 14,51
INCOME TAX 9,42(
INCOME CONTINUING 5,091
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 5,091
EPS PRIMARY 41
EPS DILUTED 41
End of Filing
pewerad 5y EDCAR -

© 2005 | EDGAR Online, Inc.



