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PART I

THIS REPORT CONTAINS FORWARD-LOOKING STATEMENTS. THESE STATEMENTS RELATE TO
FUTURE EVENTS OR FUTURE FINANCIAL PERFORMANCE OF THE REGISTRANT, SVI SOLUTIONS,
INC. ("WE"™ OR "US"). IN SOME CASES, YOU CAN IDENTIFY FORWARD-LOOKING STATEMENTS
BY TERMINOLOGY SUCH AS THE WORDS MAY, WILL, SHOULD, EXPECT, PLAN, ANTICIPATE,
BELIEVE, ESTIMATE, PREDICT, POTENTIAL OR CONTINUE, OR THE NEGATIVES OF SUCH
WORDS OR OTHER COMPARABLE TERMINOLOGY. THESE STATEMENTS ARE ONLY PREDICTIONS.
ACTUAL EVENTS OR RESULTS MAY DIFFER MATERIALLY. IMPORTANT FACTORS THAT MAY CAUSE
ACTUAL RESULTS TO DIFFER MATERIALLY FROM THE FORWARD-LOOKING STATEMENTS ARE
DESCRIBED IN THE SECTION ENTITLED "BUSINESS RISKS" IN ITEM 7 IN THIS REPORT, AND
OTHER RISKS IDENTIFIED FROM TIME TO TIME IN OUR FILINGS WITH THE SECURITIES AND
EXCHANGE COMMISSION, PRESS RELEASES AND OTHER COMMUNICATIONS.

ALTHOUGH WE BELIEVE THAT THE EXPECTATIONS REFLECTED IN THE FORWARD-LOOKING
STATEMENTS ARE REASONABLE, WE CANNOT GUARANTEE FUTURE RESULTS, LEVELS OF
ACTIVITY, PERFORMANCE OR ACHIEVEMENTS. WE ARE UNDER NO OBLIGATION TO UPDATE ANY
OF THE FORWARD-LOOKING STATEMENTS AFTER THE FILING OF THIS REPORT TO CONFORM
SUCH STATEMENTS TO ACTUAL RESULTS OR TO CHANGES IN OUR EXPECTATIONS.

ITEM 1. DESCRIPTION OF BUSINESS
INTRODUCTION

We are an independent provider of multi-channel application software
technology and associated services for the retail industry including enterprise,
direct-to-consumer and store solutions and related training products and
professional and support services. Our applications and services represent a
full suite of offerings that provide retailers with a complete end-to-end
business solution. We also develop and distribute PC courseware and skills
assessment products for both desktop and retail applications.

Our offerings consist of the following components:

The ISLAND PACIFIC MERCHANDISE MANAGEMENT suite of applications builds on
our long history in retail software design and development and provides our
customers with a comprehensive and fully integrated merchandise management
solution. Our complete enterprise-level offering of applications and services is
designed to assist our customers in maximizing their business potential. The
foundation of our application suite is the individual modules that comprise the
offering. The core modules are:

o Merchandising;
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Financials; and
Sales Audit.

o The Eye (TM), datamart, planning and reporting tool;
o Trends, forecasting and dynamic replenishment tool;
[¢) Events;

o Warehouse;

o Ticketing;

o

o

The ISLAND PACIFIC DIRECT SOLUTION supports Web-based and traditional mail
order and catalog retailing. Direct allows our customers to offer multi-channel
merchandise management within one integrated application tool set to manage
order entry, order processing, customer service, purchasing, inventory planning
and forecasting, fulfillment and shipping. The core modules are:

Call Center;

Customer Relationship Management (CRM) ;
Planning and Forecasting; and
Fulfillment.

O O O O

The SVI STORE SOLUTION suite of applications builds on our long history of
providing multi-platform, client server in-store solutions. We market this set
of applications under the name "OnePointe," which is a full business to consumer
software infrastructure encompassing a range of integrated store solutions.
OnePointe is a complete application providing all point-of-sale ("POS") and
in-store processor (server) functions for traditional "brick and mortar" retail
operations.

Our PROFESSIONAL SERVICES provide our customers with expert retail business
consulting, project management, implementation, application training, technical
and documentation services. This offering ensures that our customers' technology
selection and implementation projects are planned and implemented timely and
effectively. We also provide development services to customize our applications
to meet specific requirements of our customers and ongoing support and
maintenance services.

We market our applications and services through an experienced professional
direct sales force in the United States and the United Kingdom. We believe our
knowledge of the complete needs of multi-channel retailers enables us to help
our customers identify the optimal systems for their particular businesses. The
customer relationships we develop build recurring support, maintenance and
professional service revenues and position us to continuously recommend changes
and upgrades to existing systems.

We also develop and distribute retail system training products and general
computer courseware and computer skills testing products through our SVI
Training Products, Inc. subsidiary.

Our executive offices are located at 5607 Palmer Way, Carlsbad, California
92008, telephone number (877) 784-7978.

RECENT DEVELOPMENTS

In October 2001, we completed an analysis of our operations and concluded
that it was necessary to restructure the composition of our management and
personnel. We were concerned that the new management team appointed during the
fourth quarter of fiscal 2001 had not been able to close a number of new
business opportunities or to raise capital. We were also concerned with general
economic conditions, especially after the terrorist attacks of September 11,
2001, and the resulting ongoing hostilities in the world. Our CEO, Thomas A.
Dorosewicz, and our CFO, Kevin M. O'Neill, elected to leave to pursue other
interests, and both resigned from our board of directors. We appointed Barry M.
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Schechter, our Chairman, as Chief Executive Officer, and Jackie Tran, our
Controller, as acting Chief Financial Officer. We also reduced our staff by a
total of 20%, and restructured and refocused our sales force toward
opportunities available in the current economic climate.

As of April 1, 2002, we have refocused the company into three strategic
business units each lead by experienced managers. The units are Island Pacific,
SVI Store Solutions, and SVI Training Products, Inc.

In May 2002, we completed an integrated series of transactions with
Softline Limited to repay our subordinated note to Softline, to transfer to
Softline our note received in connection with the sale of IBIS Systems Limited,
and to issue to Softline new preferred securities. Softline also returned to us
10,700,000 shares of our common stock. Steven Cohen, Softline's Chief Operating
Officer, and Gerald Rubenstein, a director of Softline, resigned from our board
of directors in May 2002. Ivan Epstein, Softline's Chief Executive Officer,
continues to serve on our board, and in June 2002, Robert P. Wilkie, Softline's
Chief Financial Officer, was appointed to our board of directors. For a further
discussion of the terms of transactions with Softline during the 2002 fiscal
year, see "Management's Discussion and Analysis of Financial Condition and
Results of Operation" under the heading "Financing Transactions -- Softline."

Due to the declining performance of our Australian subsidiary, the
subsidiary ceased operations in February 2002. For further details, see
"Management's Discussion and Analysis of Financial Condition and Results of
Operation" under the heading "Liquidity and Capital Resources —-- Contractual
Obligations —-- National Australia Bank" below.

In May 2002, we entered into a new two-year software development and
services agreement with our largest customer, Toys "R" Us, Inc. Toys also agreed
to invest $1.3 million for the purchase of a non-recourse convertible note and a
warrant to purchase 2,500,000 common shares. For a further details, see
"Management's Discussion and Analysis of Financial Condition and Results of
Operations" under the heading "Liquidity and Capital Resources -- Financing
Transactions —— Toys "R" Us" below.

We issued a total of $1.25 million in convertible notes to a limited number
of accredited investors related to ICM Asset Management, Inc. of Spokane,
Washington, a significant beneficial owner of our common stock. We amended these
notes to extend the maturity date and other provisions, and we replaced warrants
issued to these investors in July 2002. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations" under the heading
"Financing Transactions —-—- ICM Asset Management, Inc." below.

We negotiated an extension of our senior bank lending facility to August
31, 2003. See "Management's Discussion and Analysis of Financial Condition and
Results of Operations" under the heading "Liquidity and Capital Resources -
Contractual Obligations —-- Union Bank" below.
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INDUSTRY OVERVIEW - RETAIL APPLICATION SOFTWARE

The rapid development of the retail application software market has
increasingly allowed the retail industry to track, analyze and implement its
information on a virtually real-time basis. Modern applications and technology
capture sales information as a sale occurs and quickly provide that information
to the enterprise's retail management system. This information is available
daily both to local management and to the retailer's headquarters functions for
purposes of inventory tracking and sales analysis. These systems have become
increasingly important for multi-channel retail enterprises that need to
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disseminate sales information throughout the enterprise to better manage
inventory, costs, pricing and manufacturing requirements. Multi-channel
retailers also require sophisticated, integrated point-of-sale retail management
systems that can reliably and efficiently capture and manage large numbers of
individual transactions generated from diversified points of sale.

Retail software applications were initially custom-designed to satisfy
business needs of individual retailers. These initial applications were
proprietary, with software and support services developed either internally or
provided by a single supplier. Due to the custom nature of the applications,
little opportunity existed for suppliers to leverage their niche success into
market-wide success. In addition, custom solutions, whether internally developed
by the retailer or offered by external suppliers, often did not provide a
long-term return on investment (ROI). However, standard, scalable, extensible
applications that are provided by suppliers such as us, offer both near- and
long-term ROI, as these solutions are continuously developed and evolve over
time. Outside suppliers such as us, with our single version philosophy and
built-in upgrade path to the future, provide the retailer with a solution that
continues to provide a consistent return on its application investment.

The retail application-specific software industry has developed from
proprietary, customized, single platform systems to open architecture systems in
which a variety of hardware and software products from different manufacturers
can be combined to obtain the mix of features desired by the individual retail
enterprise. Correspondingly, application software suppliers can leverage their
investment in design, development and expertise across standard platforms and
multiple customers. When scalable technology is included in the offering, the
result is a growing market for retail applications that includes smaller as well
as larger retailers.

The retail industry we serve 1s currently experiencing significant
structural changes. These changes are driven by a variety of factors including
evolving consumer preferences, technological advances, globalization and more
intense competition. The rapid growth of the Internet as a means of commerce is
affecting the retail industry. The Internet is a business-to-consumer (B2C)
sales channel and a means of creating and managing customer relationships. The
Internet 1is also transforming business-to-business (B2B) supply chain
communications and management. These changes have forced traditional "brick and
mortar" retailers to re-—-evaluate their business models and to also develop
e—commerce strategies in order to maximize their competitive position. We
believe the industry changes and trends include:

o MULTI-CHANNEL RETAILING. Retailers of all types are changing their
business models to service their customers using multiple channels of
distribution, including traditional brick and mortar stores, the Web,
catalog, and mail order methods. In addition, manufacturers can now
directly market their merchandise more efficiently and compete with
the retailers who were formerly their partners.

o PRESSURE ON PROFIT MARGINS. The wide availability and accessibility of
competitive price quotes on the Internet and intense competition from
other retailers places price pressure on both online retailers and
brick and mortar retailers, forcing lower profit margins. This
pressure on margins has forced retailers to focus on maximizing the
cost structure and profit opportunity across their entire enterprise,
from the supply chain process, through the enterprise and at the store
level.

o CENTRALIZED FULFILLMENT. The emergence of online retailing has created
significantly higher demand for centralized on demand, order
fulfillment solutions.
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o PRODUCT LEVEL INFORMATION. Because of additional retail channels like
e-commerce sites, the ability to have a single view of a product
across all retail channels is critical for the accuracy of inventory
management and maximizing profit opportunities.
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o NEED FOR TECHNOLOGY. Traditional retailers have historically been

relatively slow to introduce new technologies. Retailers are now
moving at a faster pace to utilize technology to compete effectively.

o WIRELESS APPLICATIONS. There is a growing demand for in-store wireless
communications based applications, utilizing various handheld and POS
devices.

All of these changes are leading to new approaches to retail systems
architecture. These approaches include movement away from traditional
distributed models and toward more centralized control environments with limited
capability in-store devices also known as "thin clients." The thin clients
include point-of-sale devices, kiosks and wireless in-store devices.

We believe these changes have accelerated the trend away from internally
developed and supported retail application software. The increasingly
competitive and technologically evolving environment has made it very difficult
for companies that use internal, proprietary or prior generation
supplier-provided software to keep up with the rapidly improving products that
are available from external suppliers. At the same time, these changes have put
pressure on outside suppliers such as us to continuously enhance our existing
applications and develop new applications under new technologies on a more rapid
timetable. We further believe that as retailers move forward with the selection
and implementation of applications such as ours, they will increasingly require
expert consulting, system integration, and other technical professional and
support services. Further, we see that retailers are increasingly looking to
experts, not generalists, to provide these services.

MISSION AND STRATEGY

Our mission is to become the leading global provider of retail application
technology and related services using our single version philosophy which offers
our customers a built-in upgrade path to the future. To fulfill our mission, our
strategy is to provide our current and new customers the tools, infrastructure
and expert services necessary for them to compete effectively in the global,
multi-channel marketplace. Key elements of our strategy include:

[¢) LEVERAGING OUR RETATL EXPERIENCE AND PRESENCE IN SELLING TO NEW AND
EXISTING CUSTOMERS. Over 200 retailers in the US, Canada, Europe,
South America and Australia use some or all of our solutions. Our
management, marketing, sales, development, quality assurance,
professional services and support teams have an in-depth understanding
of the retail industry through having delivered widely accepted
products and services for more than 25 years. We believe our single
version philosophy, the sophistication and stability of our
applications, and our experience and presence in the retail industry
give us a significant competitive advantage in marketing new and
enhanced applications and services to the industry. Our refocused
marketing strategy involves an emphasis on our core competencies, the
high degree of customer satisfaction and loyalty of our existing
customers and our built-in upgrade path to the future. Our training
products subsidiary has also focused development and marketing efforts
on producing training products for our retail customer base.
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EXPANDING AND ENHANCING OUR APPLICATIONS. We are engaged in an
aggressive application technology development effort to expand and
enhance our applications for use both domestically in the US and
internationally. We are also continuing our strategy of offering new
solutions that are complementary to our applications, primarily
through strategic alliances. Our application technology enhancement
program is designed to anticipate trends in the retail industry
through constant consultation with our customers, strategic alliance
partners and research analysts. Our goal is to introduce timely new
applications and enhancements to our existing applications that will
allow us to better compete for new customers and continued to be
attractive to our existing customers.

INCREASING FOCUS ON THE SMALLER RETAILER. We recently introduced a new
standard merchandising management and store solution application set
based on our large tier retailer experience and application base. We
can supply this application with little or no modification to smaller
Tier 2, Tier 3 and Tier 4 retailers at a competitive price point. The
application set offers these retailers a fast implementation schedule
and short ROI. We intend to market more aggressively to Tier 3 and
Tier 4 retailers as part of our strategy to locate and exploit market
opportunities available to us in the current economic climate,
especially those opportunities which are underserved by our larger
competitors.

EMPHASIZING MULTI-CHANNEL SOLUTIONS. An important part of our
application technology enhancement program is the integration of
Web-based, catalog and mail order solutions with our historic suite of
applications focused on the traditional brick and mortar retail
business.

GROWING PROFESSIONAL SERVICES. An increasingly important part of our
solutions are the expert services we provide including retail business
consulting, project management, implementation, integration, training
and documentation services. We intend to continue to grow and market
our Professional Services to support close relationships with our
customers and to assist them in successful implementation of both our
application technology and that of our strategic partners. We expect,
as a result, to receive recurring revenues from our professional
service agreements, and application customization services. We believe
that an expansion of this revenue base can create a more stable
revenue and cash flow base, reducing our reliance on application
software license sales, which tend to fluctuate over time based on
economic and other conditions.

GROWING RECURRING REVENUES. Using our single version philosophy and by
offering our existing and new customers a built-in upgrade path to the
future, we are able and expect to grow our recurring revenue from our
maintenance and support agreements. We believe that an expansion of
this revenue base can create a more stable revenue and cash flow base,
reducing our reliance on application software license sales, which
tend to fluctuate over time based on economic and other conditions.

INCREASING INTERNATIONAL SALES. We intend to increase our
international sales efforts, focusing on the European market. Our
development efforts with Toys "R" Us, Inc. have added significant
functionality to our Island Pacific Merchandise Management suite,
making us even more competitive internationally.
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APPLICATION TECHNOLOGY AND SERVICES

We have three operating business units: Island Pacific, SVI Store Solutions
and SVI Training Products, Inc.

ISLAND PACIFIC
OVERVIEW

Island Pacific is a leading provider of application software solutions and
professional services for multi-channel retailers in the specialty, mass
merchandising and department store markets. Our applications and services
provide retailers with a robust enterprise business solution.

Our Island Pacific applications and services include the following major
offerings:

o ISLAND PACIFIC MERCHANDISE MANAGEMENT suite of applications, including
Merchandising, The Eye (TM) datamart tool set, Trends forecasting and
dynamic replenishment tools, Events, Warehouse, Ticketing, Financials,
and Sales Audit.

o ISLAND PACIFIC DIRECT, including support for Web-based, mail-order and
traditional catalog retailing, which can be integrated with our
Merchandise Management suite or implemented independently.

[¢) ISLAND PACIFIC PROFESSIONAL SERVICES, including retail business
consulting, project management, implementation, application training,
and technical and documentation services.

[¢) ISLAND PACIFIC DEVELOPMENT, MAINTENANCE AND SUPPORT SERVICES,
including custom application development to tailor our software to
meet the specific needs of our customers, and Maintenance and Support
Services whereby we offer Help Desk, product release upgrades and
error correction services to our customer base using our applications.
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Our application technology and services provide the following benefits to
our customers:

MULTI-CHANNEL RETAILING. Our solutions integrate the various storefronts of
retailers, from point-of-sale devices to Web-based storefronts to mail order
catalogs.

INTEGRATION. Our solutions are fully integrated applications that address
the complete information and management requirements of the retail enterprise.
In addition, our applications are designed for ease of implementation and
operation. This means that our customers can quickly install, train and become
operational with our products, thus minimizing the cost and time required to
achieve true return on their investment. All of our applications are open
systems, allowing integration with many third-party applications used by our
customers.

SERVICES. We are able to provide expert, retail-savvy professional services
to plan and implement our application solutions with our customers. We also
customize our solutions to the unique needs of particular retailers. In
addition, our standard applications contain a number of tools and features that
allow our customers to tailor their systems continuously to their changing
needs.
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MARKETS AND CUSTOMERS

Island Pacific software is installed in over 200 retailers worldwide. Our
applications are used by the full spectrum of retailers including specialty
goods sellers, mass merchants and department stores. Most of our U.S. customers
are in the Tier 1 to Tier 3 retail market sectors.

A sample of some of our active customers are listed below:

Nike Limited Brands American Eagle Outfitters Disney
Phillips—-Van Heusen Signet (UK) Shoefayre (UK) Pacific Sunwear
Toys "R" Us Timberland Vodaphone (UK) Academy Sports

MARKETING AND SALES

We sell our applications and services primarily through a direct sales
force that operates in the United States and the United Kingdom. Sales efforts
involve comprehensive consultations with current and potential customers prior
to completion of the sales process. Our Sales Executives, Retail Application
Consultants (who operate as part of the sales force) and Marketing and
Technology Management associates use their collective knowledge of the needs of
multi-channel retailers to help our customers identify the optimal solutions for
their individual businesses.

We maintain a comprehensive web site describing our applications, services
and company. We regularly engage in cooperative marketing programs with our
strategic alliance partners. We annually host a Users Conference in which
hundreds of our customers attend to network and to share experiences and ideas
regarding their business practices and implementation of our, and our partners'
technology. This Users Conference also provides us with the opportunity to meet
with many of our customers on a concentrated basis to provide training and
insight into new developments and to gather valuable market requirements
information.

We are aggressively focusing on our Product Marketing and Product
Management functions to better understand the needs of our markets in advance of
required implementation, and to translate those needs into new applications,
enhancements to existing applications and related services. These functions are
also responsible for managing the process of market need identification through
product or service launch and deployment. It is the goal of these functions to
position Island Pacific optimally with customers and prospects in our target
market.

We have established a Product Direction Council, comprised of leading
executives from our customers. The purpose of this Council is to help guide us
in the future development of our applications and services, to maximize our
opportunity to meet overall retail market trends and needs for a broad sector of
the industry, and to do so well in advance of our competitors.

DESCRIPTION OF APPLICATIONS AND SERVICES

We have carefully assembled our Island Pacific Applications such that the
modules work together as a single solution. Our customers can mix and match the
modules to create a solution tailored to their businesses. We also offer
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comprehensive professional services, custom development, maintenance and support
services.

ISLAND PACIFIC ENTERPRISE SOLUTION

Island Pacific's Enterprise Solution application suite provides a
methodology for retail chains that integrates the flow of data from the planning
phase, through budgeting, to purchasing, allocation and distribution. The
application then takes retail sales data for evaluation and feedback to the
sales audit and planning phase. This suite of applications operates on the IBM
iSeries computing platform, which is widely installed and extremely popular in
the retail industry. The diagram below provides a graphic representation of the
Island Pacific applications suite, including the integration of the optional
Direct and Store Solutions applications.

[Island Pacific Applications Suite Graphic Here]

MERCHANDISING. The Merchandising module is the core of the Island Pacific
Enterprise Solution application suite. This extensive module includes management
planning and real time open to buy, forecasting, purchase order management,
merchandise receiving, allocation, transfers, basic stock replenishment,
physical inventory, price management and merchandise stock ledger. Merchandising
has multiple language and currency capabilities for international operations.

Merchandising is offered as a single version application. Most
modifications we perform on the application are incorporated into future
releases of the base. This methodology reduces implementation risks for our
customers, shortens the implementation cycle and reduces software bugs. It also
reduces training requirements. Moreover, customers who continue to use our
services for maintenance of the application are able to take advantage of
improvements requested by other retailers. Finally, it gives us the ability to
present a very stable application and support it with smaller focused
infrastructure.

THE EYE (TM) (DATAMART). The Eye complements the Merchandising application
by offering user-definable datamarts and information retrieval. The Eye uses
innovative storage techniques that provide quick access to data and graphical
drag-and-drop movement of elements and data. The Eye can also be used for data
generated by applications outside the Island Pacific Enterprise Solution suite.

FINANCIALS. Financials includes accounts payable with automatic invoice
matching, general ledger and fixed assets functions.

WAREHOUSE. Warehouse is a user-definable locator application for
controlling the physical flow of merchandise. Warehouse employs a number of
special features designed for retailers. Warehouse also includes support for
radio frequency (RF) technology to allow for access to the application from the
warehouse floor using a range of wireless devices.

EVENTS. The Events module plans and analyzes the performance of events and
promotions. The module is linked to The Eye datamart application to provide

10
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sophisticated and customizable implementation of an event or promotion and
analysis and reports of its success.

Island Pacific Enterprise Solution Suite also includes sales audit,
forecast and dynamic replenishment and merchandise ticketing modules.

ISLAND PACIFIC DIRECT SOLUTION

Our Direct application suite provides fully integrated tools including
order entry, order processing, customer service, purchasing, inventory planning
and forecasting, warehouse management, fulfillment and shipping, as well as
marketing and circulation management to support Internet, catalog and mail-order
retailing. We support these tools using our single version development
philosophy, offering constant evolution and improvement to features and
functions. Used in combination with our Island Pacific Merchandise Management
suite of applications, Island Pacific Direct provides a system to fully
integrate the fulfillment functions of multiple distribution channels, including
local outlets, e-commerce and catalog and mail order.

PROFESSIONAL SERVICES

We offer a variety of consulting implementation and upgrade services to our
customers. We perform services on an as needed basis and as part of project
plans. We typically render services at the customer's site to provide the best
overall understanding of the customer's environment and business.

RETAIL BUSINESS CONSULTING. We employ a staff of highly qualified,
experienced retailers who provide a variety of business consulting services. Our
consulting staff members have an average of over ten years experience in the
retail industry as buyers, merchandise planners, store managers, IT managers,
and retail business owners. They combine their retail experience with their
knowledge of the SVI application solutions to offer advice on how best to
integrate our solutions into the latest retail practices for a cost-effective,
smooth implementation of change within an organization.

Our RETAIL CONSULTANTS assist with:

o requirements definitions; o business process review;
o work process re-engineering; o understanding of business benefits;
o organizational change management; o job definition and staffing requiren

PROJECT MANAGEMENT. Our experienced project management teams assist with:

coordination with suppliers;
project assessment documentation;
system integration; and

project timelines.

work product definition;

business and technical coordination;
application testing and conference room pilots;
overall implementation planning;

O O O O
O O O O

APPLICATION TRAINING. We train the customer's internal training staff and
we offer training for the customer's end users. Through our SVI Training
Products subsidiary, we also offer certain software-training modules for our
solutions.

11
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IMPLEMENTATION SERVICES. Our technical experts provide implementation
consulting and programming services. Implementation services include:

o interface and conversion o design, modification and
between systems; customization; o programming; and
o testing; o problem resolution; o system management.
o upgrade planning, testing
o software installation; and implementation;

DOCUMENTATION SERVICES. We provide customized documentation for all
elements of our solutions.

SVI STORE SOLUTIONS

SVI Store Solutions offers retailers a complete application providing
point-of-sale and in-store processor (server) functions through its OnePointe
application. OnePointe is a full business-to-consumer (B2C) integrated, in-store
application, encompassing a range of integrated store solutions. It can also
incorporate a third-party provided retail customer relationship management
system and a complete performance measurement system with loss prevention
features. The major benefits of OnePointe to a retailer are as follows:

o OnePointe is POS hardware platform independent, functioning on IBM,
NCR, Fujitsu, Wincorp or PC-CD platforms.

o Thick or thin client versions of the product are available, allowing
retailers to have software continuity as hardware platforms evolve.

o OnePointe's functionality reflects over 15 years of customized
development for a wide variety of large and medium retailers.

o OnePointe offers multi-channel applications and hardware. Kiosk and
web applications allow retailers to access their customers via several
channels.

o OnePointe uses Internet protocol data transfer for peer to peer
communications.

o OnePointe includes advanced development toolset, including TAG, a

customer useable development environment.

o OnePointe is offered on a variety of hardware configurations, and is
able to run on many different operating system platforms. The
application employs a graphical user interface, optional touch screen
input and wireless communication support. The application also
provides an on-demand reference source for employees, including store
policies, an on-screen calculator, instructions for forms usage,
package pricing, frequent shopper information, gift cards, training
mode, auditing features and e-mail. The application is fully
customizable, either by the customer using included tools, or by our
technical team as part of our implementation and support services.

o OnePointe provides a reliable, high-performance management platform to
administer store applications. The architecture is designed to
maintain data integrity while allowing full integration with our
Island Pacific suite or third-party enterprise software products used

12
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by the individual customer.

SVI TRAINING PRODUCTS, INC.

Our training products subsidiary develops and distributes PC courseware and
skills assessment products. The courseware is designed for use in instructor-led
and self-study training environments. We sell courseware either as individual
manuals and instructor guides, or on a limited site license basis. We have
developed more than 210 training courses for desktop and retail applications.

Site licensing allows a customer to print an unlimited number of course
manuals for a fixed annual fee, and renewals provide us with a recurring annual
revenue stream. In excess of 80% of the annual training site licenses are
renewed. We provide the site-licensed courseware on the Internet through our
website, or on CD-ROM, allowing customization of the instructor-led course
materials.

We use a network of specialized consultants to develop courseware products.
We hire consultants on a project basis. This allows for the fast, simultaneous
development of multiple courses and gives us access to diverse skills without
fixed overhead commitments.

We market training products through a direct sales force. We also advertise
and sell the training product range through the Internet, direct mail and trade
shows. SVI Training Products uses both in-house and independent representatives,
and has representation in California, Texas, Indiana, Florida, New Jersey,
Ireland, the United Kingdom and South Africa. Customers include Fortune 1000
corporations, K-12 school districts, universities, military facilities,
government agencies and training schools.

Our training subsidiary is also a reseller of multimedia and hardcopy
self-study materials for desktop and technical computer software applications.
In addition, we resell on-line training products.

We also market the "compAssess On-Line" skills testing administration
system and test center. compAssess On-Line is a multi-faceted software product
that consists of three main applications. It includes a comprehensive
administration system for registering students, assigning tests and monitoring
results, a built-in collection of more than 1,500 performance based software
test questions, and a facility to develop multiple-choice, true/false, hotspot
and simulated questions on any subject regardless of the discipline. The
compAssess built-in questions enable employers to evaluate the computer skills
of their employees and provides assistance in selecting the appropriate course
modules for trainees. We market this package to personnel agencies,
universities, schools, training companies and corporations.

Our training subsidiary also provides courseware for our Store Solutions
Group. The courseware is designed to provide in store training to all levels of
store personnel from management to POS data entry clerks. We also provide custom
courseware development services to support additional retail applications.

APPLICATION TECHNOLOGY DEVELOPMENT

We believe it is imperative to our long-term success that we maintain
aggressive application technology development programs to improve our existing
applications and to develop new applications. We believe that the core
functionality that already exists in our technology will continue to serve many
of the important retailing functions, but that additional functionality and

13



Edgar Filing: ISLAND PACIFIC INC - Form 10-K/A

flexibility will be required in the constantly challenging, competitive
environment.

Our future performance will depend in large part on our ability to enhance
our current application technology and develop new applications. In order to
achieve market acceptance, these new applications must anticipate and respond to
the latest trends in business-to-consumer and business-to-business commerce. Our
applications must also offer clearly perceived advantages over the offerings of
our competitors.

As of July 29, 2002, 40% of our employees were engaged in application
technology development. Most of these employees are located in our southern
California offices. Company-sponsored application technology development
expenses were $4.1 million, $6.6 million and $6.7 million , respectively, for
the fiscal years 2002, 2001 and 2000. Customer-sponsored application technology
development expenses were $5.5 million, $5.5 million and $1.5 million,
respectively, for the fiscal years 2002, 2001 and 2000.

10

OUR CURRENT APPLICATION DEVELOPMENT PROJECTS INCLUDE:

[¢) INFOCUS 2.0 OF OUR ISLAND PACIFIC MERCHANDISE MANAGEMENT APPLICATION
SUITE. This release will offer significant enhancements to our current
release 1.5, which continues to be deployed by the majority of our
customers. InFocus 2.0 is expected to be released late in calendar
year 2002 and to be generally available at the beginning of calendar
2003.

[¢) DEVELOPMENT OF THE ISLAND PACIFIC APPLICATION ARCHITECTURE USING THE
JAVA PROGRAMMING LANGUAGE. Several of our Java-based applications will
be able to operate on virtually any hardware platform, and will allow
for greater centralization of the control system environment. We are
continuing to redevelop other portions and modules of the solution in
Java as new features and enhancements are introduced.

o INVISION 1.5. InVision 1.5 is our affordable and scaleable, yet
complete merchandise management system designed to meet the needs of
the regional retailing entrepreneur. Through the launch of InVision
1.5, Island Pacific will penetrate the Tier 3 and 4 retail sectors, a
market that has been typically ignored by the competition due to the
size of the businesses.

[¢) THE CONTINUED IMPROVEMENT OF OUR SINGLE VERSION STORE SOLUTION
APPLICATION, ONEPOINTE. We introduced this offering in the fourth
quarter of fiscal 2000, and we are continuing to enhance its features
and functions.

COMPETITION

The markets for our application technology and services are highly
competitive, subject to rapid change and sensitive to new product introductions
or enhancements and marketing efforts by industry participants. We expect
competition to increase in the future as open systems architecture becomes more
common and as more companies compete in the emerging electronic commerce market.

The largest of our competitors offering end-to-end retail solutions is JDA
Software Group, Inc. Other suppliers offer one or more of the components of our
solution. In addition, new competitors may enter our markets and offer
merchandise management systems that target the retail industry. For enterprise
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solutions, our competitors include Retek Inc., SAP AG, nsb Retail Systems PLC,
Essentus, Inc., GERS, Inc., Marketmax, Inc., Micro Strategies Incorporated and
NONSTOP Solutions. For SVI Store Solutions, our competitors include Datavantage,
Inc., CRS Business Computers, nsb Retail Systems PLC, Triversity, ICL, NCR and
IBM. Our Direct applications compete with Smith Gardner & Associates, Inc., and
CommercialWare, Inc. Our professional services offerings compete with the
professional service groups of our competitors, major consulting firms
associated or formerly associated with the "Big 5" accounting firms, as well as
locally based service providers in many of the territories in which we do
business. Our strategic partners, including IBM, NCR and Fujitsu, represent
potential competitors as well.

We believe the principal competitive factors in the retail solutions
industry are price, application features, performance, retail application
expertise, availability of expert professional services, quality, reliability,
reputation, timely introduction of new offerings, effective distribution
networks, customer service, and quality of end-user interface.

We believe we currently compete favorably with respect to these factors. In
particular, we believe that our competitive advantages include:

o Proven, single version technology, reducing implementation costs and
risks and providing continued forward migration for our customers.
o Extensive retail application experience for all elements of the

customer's business, including Professional Services, Development,
Customer Support, Sales and Marketing/Technology Management.

o Ability to provide expert Professional Services.
11
o Large and loyal customer base.
o Hardware platform independent Store Solution (POS) application.
o Breadth of our application technology suite including its
multi-channel retailing capabilities.
o Our corporate culture focusing on the customer.

Many of our current and potential competitors are more established, benefit
from greater name recognition, have greater financial, technical, production
and/or marketing resources, and have larger distribution networks, any or all of
which advantages could give them a competitive advantage over us. Moreover, our
current financial condition has placed us at a competitive disadvantage to many
of our larger competitors, as we are required to provide assurance to customers
that we have the financial ability to support the products we sell. We believe
strongly that we provide and will continue to provide excellent support to our
customers, as demonstrated by the continuing upgrade purchases by our top-tier
established customer base.

Our training products subsidiary competes with a large number of companies
offering similar products. The market for courseware and skills assessment
products 1s characterized by low barriers to entry. Many existing and potential
competitors have greater financial, technical, production and/or marketing
resources than we have. Our training subsidiary competes on the basis of its
existing breadth of products, timely introduction of new products and value
pricing. We believe that these factors give us an advantage over many of our
competitors. We further believe that larger competitors will find it difficult
to compete with us on the basis of price due to their higher development costs
and larger overhead structures.

PROPRIETARY RIGHTS
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Our success and ability to compete depend in part on our ability to develop
and maintain the proprietary aspects of our technologies. We rely on a
combination of copyright, trade secret and trademark laws, and nondisclosure and
other contractual provisions, to protect our various proprietary applications
and technologies. We seek to protect our source code, documentation and other
written materials under copyright and trade secret laws. We license our software
under license agreements that impose restrictions on the ability of the customer
to use and copy the software. These safeguards may not prevent competitors from
imitating our applications and services or from independently developing
competing applications and services, especially in foreign countries where legal
protections of intellectual property may not be as strong or consistent as in
the United States.

We hold no patents. Consequently, others may develop, market and sell
applications substantially equivalent to our applications, or utilize
technologies similar to those used by us, so long as they do not directly copy
our applications or otherwise infringe our intellectual property rights.

We integrate widely-available platform technology from third parties for
certain of our applications. These third-party licenses generally require us to
pay royalties and fulfill confidentiality obligations. Any termination of, or
significant disruption in, our ability to license these products could cause
delays in the releases of our software until equivalent technology can be
obtained and integrated into our applications. These delays, if they occur,
could have a material adverse effect on our business, operating results and
financial condition.

Intellectual property rights are often the subject of large-scale
litigation in the software and Internet industries. We may find it necessary to
bring claims or litigation against third parties for infringement of our
proprietary rights or to protect our trade secrets. These actions would likely
be costly and divert management resources. These actions could also result in
counterclaims challenging the validity of our proprietary rights or alleging
infringement on our part. We cannot guarantee the success of any litigation we
might bring to protect our proprietary rights.

Although we believe that our application technology does not infringe on
any third-party's patents or proprietary rights, we cannot be certain that we
will not become involved in litigation involving patents or proprietary rights.
Patent and proprietary rights litigation entails substantial legal and other
costs, and we do not know if we will have the necessary financial resources to
defend or prosecute our rights in connection with any such litigation.
Responding to, defending or bringing claims related to our intellectual property
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rights may require our management to redirect our human and monetary resources
to address these claims. In addition, these actions could cause delivery delays
or require us to enter into royalty or license agreements. Royalty or license
agreements, if required, may not be available on terms acceptable to us, if they
are available at all. Any or all of these outcomes could have a material adverse
effect on our business, operating results and financial condition.

EMPLOYEES

At July 29, 2002, we had a total of 168 employees, 153 of which were based
in the United States and 15 of which were based in the United Kingdom. Of the
total, 14% were engaged in sales and marketing, 40% were engaged in application
technology development projects, 29% were engaged in professional services, and
17% were 1in general and administrative. We believe our relations with our
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employees are good. We have never had a work stoppage and none of our employees
are subject to a collective bargaining agreement.

ITEM 2. DESCRIPTION OF PROPERTY

Our principal corporate headquarters consists of 13,003 square feet in a
building located at 5607 Palmer Way, Carlsbad, California. The lease for this
facility is currently being negotiated. The current monthly rent is $13,680. Our
primary operational office is in Irvine, California, where we occupy 26,521
square feet in a building located at 19800 MacArthur Blvd. This facility is
occupied under a lease that expires on June 30, 2005. The current monthly rent
is $55,620. We also occupy premises in the United Kingdom located at The 01d
Building, Mill House Lane, Wendens Ambo, Essex, England. The lease for this
office building expires August 31, 2003. Annual rent is $43,646 (payable
quarterly) plus common area maintenance charges and real estate taxes.

ITEM 3. LEGAL PROCEEDINGS

In April of 2002 our former CEO, Thomas A. Dorosewicz, filed a demand with
the California Labor Commissioner for $256,250 in severance benefits allegedly
due under a disputed employment agreement, plus attorney's fees and costs. On
June 18, 2002, we filed an action against Mr. Dorosewicz and an entity
affiliated with him in San Diego Superior Court, Case No. GIC790833, alleging
fraud and other causes of action relating to transactions Mr. Dorosewicz caused
us to enter into with his affiliates and related parties without proper board
approval. We expect one or more cross-claims from Mr. Dorosewicz in that action.
We do not believe we have any obligation to pay the severance benefits alleged
by Mr. Dorosewicz to be due, and we intend to vigorously pursue our causes of
action against Mr. Dorosewicz. We cannot at this time predict what will be the
outcome of these matters, as discovery has not yet commenced in either action.

Due to the declining performance of our Australian subsidiary, we decided
in the third quarter of fiscal 2002 to sell certain assets of our Australian
subsidiary to the former management of such subsidiary, and then cease
Australian operations. Such sale was however subject to the approval of National
Australia Bank, the subsidiary's secured lender. The bank did not approve the
sale and the subsidiary ceased operations in February 2002. The bank caused a
receiver to be appointed in February 2002 to sell substantially all of the
assets of the Australian subsidiary and pursue collections on any outstanding
receivables. The receiver proceeded to sell substantially all of the assets for
$300,000 in May 2002 to the entity affiliated with former management, and is
actively pursuing the collection of receivables. If the sale proceeds plus
collections on receivables are insufficient to discharge the indebtedness to
National Australia Bank, we may be called upon to pay the deficiency under our
guarantee to the bank. We have accrued $187,000 as the maximum amount of our
potential exposure. The receiver has also claimed that we are obligated to it
for inter-company balances of $636,000, but we do not believe any amounts are
owed to the receiver, who has not as of the date of this report acknowledged the
monthly corporate overhead recovery fees and other amounts charged by us to the
Australian subsidiary offsetting the amount claimed to be due.
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Except as set forth above, we are not involved in any material legal
proceedings, other than ordinary routine litigation proceedings incidental to
our business, none of which are expected to have a material adverse effect on
our financial position or results of operations. However, litigation is subject
to inherent uncertainties, and an adverse result in existing or other matters
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may arise from time to time which may harm our business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

PART II
ITEM 5. MARKET FOR COMPANY'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock is listed on the American Stock Exchange under the symbol
"SVI" and has traded on that exchange since July 8, 1998. The following table
indicates the high and low sales prices for our shares for each quarterly period
for each of our two most recent fiscal years.

YEAR ENDED MARCH 31, 2002 HIGH LOW

First Quarter S 1.600 $ 0.650
Second Quarter S 1.040 S 0.690
Third Quarter $ 1.010 S 0.670
Fourth Quarter $ 0.920 $ 0.580
YEAR ENDED MARCH 31, 2001 HIGH LOW

First Quarter $ 10.250 $ 5.125
Second Quarter S 7.063 S 4.760
Third Quarter $ 5.000 $ 0.950
Fourth Quarter S 2.700 $ 0.910

We have never declared any dividends. Our agreement with Union Bank
prohibits us from paying dividends while the term loan from Union Bank is
outstanding. We are also required to pay dividends on our Series A Convertible
Preferred Stock in preference and priority to dividends on our common stock. We
currently intend to retain any future earnings to discharge indebtedness and
finance the growth and development of the business. We therefore do not
anticipate paying any cash dividends in the foreseeable future. Any future
determination to pay cash dividends when we are permitted to do so will be at
the discretion of the board of directors and will be dependent upon the future
financial condition, results of operations, capital requirements, general
business conditions and other factors that the board of directors may deem
relevant.

As of June 28, 2002 there were 28,454,441 shares of our common stock
outstanding, which were held by approximately 128 stockholders of record.

During the quarter ended March 31, 2002, we issued the following securities
without registration under the Securities Act of 1933

o 45,133 shares of common stock to outside service providers for payment
of services rendered in previous periods, wvalued at $36,000.

o In conjunction with the Softline transactions described below under
"Management's Discussion and Analysis of Financial Condition and
Results of Operation -- Financing Transactions —-- Softline," we issued
to Softline an aggregate of 141,000 shares of newly-designated Series
A Convertible Preferred Stock at a deemed purchase price of $100 per
share in exchange for 10,700,000 SVI common shares held by Softline
and the discharge of a $12.3 million note payable to Softline. We also
transferred to Softline our note received in connection with the sale
of IBIS Systems Limited.

The foregoing securities were offered and sold without registration under
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the Securities Act to sophisticated investors who had access to all information
which would have been in a registration statement, in reliance upon the
exemption provided by Section 4(2) under the Securities Act and Regulation D
thereunder, and an appropriate legend was placed on the shares.

Information concerning securities authorized for issuance under our equity
compensation plans is included below under the heading "Security Ownership of
Certain Beneficial Owners and Management."
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ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data should be read in conjunction with
our consolidated financial statements and related notes and with "Management's
Discussion and Analysis of Financial Condition and Results of Operations." The
selected consolidated financial data presented below under the captions
"Statement of Operations Data" and "Balance Sheet Data" for, and as of the end
of, each of our last six fiscal years (including the six months ended March 31,
1998) are derived from our consolidated financial statements. The consolidated
financial statements as of March 31, 2002, 2001, and 2000 and the independent
auditors' report thereon, are included elsewhere in this report.

YEAR ENDED MARCH 31,

(in thousands except for per s

STATEMENT OF OPERATIONS DATA:

Net sales $ 27,109 $ 27,713 $ 26,652 S
Cost of sales 10,036 9,188 6,421
Gross profit 17,073 18,525 20,231
Expenses:
Application development 4,203 5,333 4,877
Depreciation and amortization 6,723 8,616 7,250
Selling, general and administrative 13,144 18,037 14,817
Impairment of intangible assets 6,519

Impairment of note receivable
received in connection with the

sale of IBIS Systems Limited 7,647
Total expenses 24,070 46,152 26,944
Loss from operations (6,997) (27,627) (6,713) (

Other income (expense):

Interest income 10 628 1,074

Other income (expense) (46) 63 (206)

Interest Expense (3,018) (3,043) (1,493)

Gain on disposals of Softline Limited shares

Gain (loss) on foreign currency transaction (9) 2 (10)
Total other income (expense) (3,063) (2,350) (635)
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Income (loss) before provision (benefit)

for income taxes (10, 060) (29,977)
Provision (benefit) for income taxes 39 (4,778)
Income (loss) from continuing operations (10,099) (25,199)
Income (loss) from discontinued operations (4,559) (3,746)
Net income (loss) $(14,658) $(28,945)

Basic earnings (loss) per share:

Income (loss) from continuing operations S (0.28) S (0.72)
Income (loss) from discontinued operations (0.13) (0.11)
Net income (loss) S (0.41) S (0.83)

Diluted earnings (loss) per share:

Income (loss) from continuing operations S (0.28) S (0.72)
Income (loss) from discontinued operations (0.13) (0.11)
Net income (loss) S (0.41) S (0.83)

Weighted average common shares:
Basic 35,698 34,761
Diluted 35,698 34,761

BALANCE SHEET DATA:

Working capital $ (5,337) $ (2,782)

Total assets $ 40,005 $ 56,453

Long-term obligations $ 8,013 $ 18,554

Stockholders' equity $ 21,952 $ 26,993
15

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

FORWARD-LOOKING STATEMENTS

THIS REPORT CONTAINS FORWARD-LOOKING STATEMENTS. THESE STATEMENTS RELATE TO
FUTURE EVENTS OR OUR FUTURE FINANCIAL PERFORMANCE. IN SOME CASES, YOU CAN
IDENTIFY FORWARD-LOOKING STATEMENTS BY TERMINOLOGY SUCH AS THE WORDS MAY, WILL,
SHOULD, EXPECT, PLAN, ANTICIPATE, BELIEVE, ESTIMATE, PREDICT, POTENTIAL OR
CONTINUE, OR THE NEGATIVES OF SUCH WORDS OR OTHER COMPARABLE TERMINOLOGY. THESE
STATEMENTS ARE ONLY PREDICTIONS. ACTUAL EVENTS OR RESULTS MAY DIFFER MATERIALLY.
IMPORTANT FACTORS THAT MAY CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY FROM THE
FORWARD-LOOKING STATEMENTS ARE DESCRIBED UNDER THE HEADING "BUSINESS RISKS"
BELOW, AND MAY BE IDENTIFIED FROM TIME TO TIME IN OUR FILINGS WITH THE
SECURITIES AND EXCHANGE COMMISSION, PRESS RELEASES AND OTHER COMMUNICATIONS.

ALTHOUGH WE BELIEVE THAT THE EXPECTATIONS REFLECTED IN THE FORWARD-LOOKING
STATEMENTS ARE REASONABLE, WE CANNOT GUARANTEE FUTURE RESULTS, LEVELS OF
ACTIVITY, PERFORMANCE OR ACHIEVEMENTS. WE ARE UNDER NO OBLIGATION TO UPDATE ANY
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2,628
94,083
21,586
53,497
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OF THE FORWARD-LOOKING STATEMENTS AFTER THE FILING OF THIS REPORT TO CONFORM
SUCH STATEMENTS TO ACTUAL RESULTS OR TO CHANGES IN OUR EXPECTATIONS.

OVERVIEW

We are an independent provider of multi-channel application software
technology and associated services for the retail industry including enterprise,
direct-to-consumer and store solutions and related training products and
professional and support services. Our applications and services represent a
full suite of offerings that provide retailers with a complete end-to-end
business solution. We also develop and distribute PC courseware and skills
assessment products for both desktop and retail applications.

We developed our retail application software technology and services
business through acquisitions. The largest and most important of these
acquisitions were:

o Applied Retail Solutions, Inc. (ARS) in July 1998 for aggregate
consideration of $7.9 million in cash and stock paid to the former
stockholders; and

o Island Pacific Systems Corporation in April 1999 for $35 million cash.

Island Pacific is one of the leading providers of retail enterprise
applications. ARS was one of the leading providers of store applications, and
the technology we acquired and have subsequently enhanced now forms the core of
our SVI Store Solutions.

We accounted for both the Island Pacific and ARS acquisitions using
purchase accounting, which has resulted in the addition of significant goodwill
and capitalized software assets on our balance sheet. We amortized capitalized
software and goodwill from both of these acquisitions using ten year lives
through March 31, 2002. See "Significant Accounting Policies" below.

Effective April 1, 2002, we restructured our operations into three
strategic business units lead by experienced managers. The business units are
Island Pacific, SVI Store Solutions and SVI Training Products, Inc. Our
operations are conducted principally in the United States and the United
Kingdom. Prior to February 2002, we also conducted business in Australia.

We currently derive the majority of our revenues from the sale of
application software licenses and the provision of related professional and
support services. Application software license fees are dependent upon the sales
volume of our customers, the number of users of the application(s), and/or the
number of locations in which the customer plans to install and utilize the
application(s). As the customer grows in sales volume, adds additional users
and/or adds additional locations, we charge additional license fees. We
typically charge for support, maintenance and software updates on an annual
basis pursuant to renewable maintenance contracts. We typically charge for
professional services including consulting, implementation and project
management services on an hourly basis. Our sales cycles for new license sales
historically ranged from three to twelve months, but new license sales were
limited during the past two fiscal years and sales cycles are now difficult to
estimate. Our long sales cycles have in the past caused our revenues to
fluctuate significantly from period to period. The reduction of new license
sales caused the revenues of our Australian subsidiary to decrease substantially
prior to discontinuation of operations in February 2002, and our sales mix in
the US and the UK to shift to lower margin services.
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We evaluate local operations primarily based on total revenues and earnings

before interest expense, provision for income taxes,

amortization and impairment charges as shown below.

Net sales
Cost of sales

Gross profit

Application development expense
Selling, general and administration expenses
Other income (expense)

Income (loss) before interest expense,
provision for income taxes, depreciation
and amortization and impairment

Depreciation and amortization

Impairment of intangible assets

Impairment of note receivable received in
connection with the sale of IBIS
Systems Limited

Interest expense

Provision (benefit) for income taxes

Loss from continuing operations

Income (loss) from discontinued operations,
net of taxes

Net loss

We also manage long-lived assets by geographic region. The geographi
distribution of our revenues and long-lived assets for the fiscal years ended

March 31, 2002, 2001, and 2000 is as follows

Net Sales:
United States
Australia (discontinued operations)
South Africa (discontinued operations)

depreciation and

YEAR ENDED MARCH 31,

2002 2001
PERCENTAGE PERCENTAGE
AMOUNT OF REVENUE AMOUNT OF REVENUE
$ 27,109 100% $ 27,713 100%
10,036 37% 9,188 33%
17,073 63% 18,525 67%
4,203 16% 5,333 19%
13,144 48% 18,037 65%
(45) 0% 694 3%
(319) (1) % (4,151) (14) %
(6,723) (25)% (8,616) (31)%
(6,519) (24) %
(7,647) (28)%
(3,018) (11)% (3,043) (11) %
39 0% (4,778) 17%
(10,099) (37)% (25,199) (91)%
(4,559) (3,746)
$(14,658) $(28,945)
c
(in thousands) :
YEAR ENDED YEAR ENDED YEAR END
MARCH 31, MARCH 31, MARCH 3
2002 2001 2000
(in thousands)
S 24,559 S 25,457 S 22,
2,363 4,959 8,
1,
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United Kingdom 2,550 2,256 3,
Total net sales $ 29,472 S 32,672 S 36,
Long-lived assets:
United States $ 35,280 S 48,270 S 60,
Australia (discontinued operations) 1,370 11,
United Kingdom 22 59
Total long-lived assets $ 35,302 S 49,699 S 72,

Up to March 31, 2002, we classified our operations into two lines of
business: retail solutions and training products. As revenues, results of
operations and assets related to our training products subsidiary were below the
threshold established for segment reporting, we consider our business for the
fiscal year ended March 31, 2002 to have consisted of one reportable operating
segment. Effective April 1, 2002, we operate under three strategic business
units. Each of these units will be measured separately against their individual
business plans.

Results of operations for fiscal 2002 reflect continued weakness in new
license sales of our application software suites. As a