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Part I.     Financial Information
Item 1.     Financial Statements

MapInfo Corporation and Subsidiaries
Income Statements

(in thousands, except per share data)
(unaudited)

Three Months
Ended December 31

2006 2005

Net revenues:
Products $ 31,230 $ 28,638
Services 10,804 10,296

Total net revenues 42,034 38,934

Cost of revenues:
Products 5,711 5,058
Services 7,047 7,053

Total cost of revenues 12,758 12,111

Gross profit 29,276 26,823

Operating expenses:
  Research and development 6,732 6,275
  Selling and marketing 14,864 12,766
  General and administrative 5,164 5,401

    Total operating expenses 26,760 24,442

    Operating income 2,516 2,381
Interest income 978 657
Interest expense (233) (278)
Other expense - net (198) (148)

    Interest and other income (expense), net 547 231

    Income before provision for income taxes 3,063 2,612
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Provision for income taxes 1,113 986

    Net income $ 1,950 $ 1,626

Earnings per share:
  Basic $ 0.09 $ 0.08
  Diluted $ 0.09 $ 0.08

Weighted average shares outstanding:
  Basic 21,565 20,835
  Diluted 22,154 21,558

See accompanying notes.
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MapInfo Corporation and Subsidiaries
Balance Sheets

(in thousands, except share data)

December 31, September
30,

2006 2006

ASSETS (unaudited)
Current Assets:

Cash and cash equivalents $ 54,541 $
44,933

Restricted cash 225 225
Short-term investments, at cost 41,096 45,243

Total cash and short-term investments 95,862 90,401
Accounts receivable, less allowance of $1,599 and $1,524
at December 31, 2006 and September 30, 2006, respectively 34,848 37,881
Inventories 737 658
Deferred income taxes 538 558
Other current assets 5,056 4,572

Total current assets 137,041 134,070
Property and equipment - net 23,440 23,974
Product development costs - net 416 460
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Deferred income taxes 12,432 12,901
Goodwill - net 52,728 52,052
Other intangible assets - net 9,001 9,390
Investments and other assets 1,057 1,142

Total assets $ 236,115 $
233,989

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Current maturities of long-term debt $ 440 $ 580
Accounts payable 2,799 3,303
Accrued liabilities 18,855 20,160
Deferred revenue 22,350 22,100
Income taxes payable 1,982 1,951

Total current liabilities 46,426 48,094
Long-term debt 13,556 13,674
Deferred income taxes, long-term 1,626 1,920
Deferred revenue, long-term 231 390

Total liabilities 61,839 64,078

Commitments and Contingencies

Stockholders' Equity:
Common stock, $.002 par value; 50,000,000 shares authorized;
21,583,346 shares issued in 2007 and 21,542,778 shares issued in
2006

43 43

Preferred stock, $0.01 par value - -
Additional paid-in capital 115,683 114,562
Retained earnings 52,694 50,744
Accumulated other comprehensive income 5,856 4,562

Total stockholders' equity 174,276 169,911

Total liabilities and stockholders' equity $ 236,115 $
233,989

See accompanying notes.
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MapInfo Corporation and Subsidiaries
Cash Flows Statements
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(in thousands)
(unaudited)

Three months
Ended December 31,

2006 2005

Cash flows from (used for) operating activities
  Net income $ 1,950 $ 1,626
  Depreciation and amortization 1,941 1,774
  Stock-based compensation expense 867 863
  Allowance for accounts receivable 35 (7)
  Provision for deferred income taxes 127 387
  Write-off of bad debt 735 -
  Changes in operating assets and liabilities:
    Accounts receivable 3,012 2,000
    Inventories (69) 18
    Other current assets (413) (591)
    Accounts payable and accrued liabilities (2,312) (1,481)
    Deferred revenue (512) (1,232)
    Income taxes payable (44) (285)

      Net cash from operating activities 5,317 3,072

Cash flows from (used for) investing activities
  Additions to property and equipment (432) (848)
  Capitalized translation costs (79) (51)
  Acquisition of business and technology - (157)
  Purchase of available-for-sale short-term investments (7,970) (6,842)
  Sale of available-for-sale short-term investments 12,117 6,204

      Net cash from (used for) investing activities 3,636 (1,694)

Cash flows (used for) from financing activities
  Principal payments on notes payable, long term debt and capital leases (257) (400)
  Proceeds from exercise of stock options and ESPP purchases 254 483

      Net cash (used for) from financing activities (3) 83

Effect of exchange rates on cash and cash equivalents 658 (112)

      Net change in cash and equivalents 9,608 1,349
Cash and equivalents, beginning of period 44,933 29,045

Cash and equivalents, end of period $ 54,541 $ 30,394
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See accompanying notes.

MapInfo Corporation and Subsidiaries
Consolidated Statement of Stockholders' Equity

For the Three Months Ended December 31, 2006

(In thousands, except share data)

Common
Stock

Accumulated

Common and
Additional

Other Total

Stock Paid-in
Capital

Retained Comprehensive Stockholders'

Shares Amount Earnings Income Equity

Balance, September 30,
2006

21,542,778 $ 114,605 $50,744 $ 4,562 $ 169,911

Net income - - 1,950 - 1,950
Foreign currency
translation adjustment

- - - 1,294 1,294

Comprehensive income
(loss)

3,244

Exercise of options and sale of stock
under
the Employee Stock
Purchase Plan

40,568 254 - - 254

Stock-based
compensation

- 867 - - 867

Balance, December 31,
2006

21,583,346 $ 115,726 $ 52,694 $ 5,856 $ 174,276

4

Table of Contents

See accompanying notes.

Edgar Filing: MAPINFO CORP - Form 10-Q

7



MapInfo Corporation and Subsidiaries
Notes to Financial Statements

(unaudited)

1.  Basis of Presentation

In the opinion of management, the accompanying balance sheets, related income statements, and statements of cash
flows include the accounts of MapInfo Corporation and its subsidiaries ("MapInfo", "the Company", "we", "our", or
"us") and include all adjustments (consisting only of normal recurring items) necessary for their fair presentation. The
preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amount of revenues and expenses during the reporting period. Actual results could differ from those estimates. The
results of operations for the interim period are not necessarily indicative of the results of operations for the full year.
The September 30, 2006 year-end condensed balance sheet data was derived from audited financial statements, but
does not include all disclosures required by accounting principles generally accepted in the United States of America.

2.  Stock Based Compensation

Employee Stock Purchase Plan

Under the 1993 Employee Stock Purchase Plan ("ESPP"), the Company is authorized to issue up to 2,512,500 shares
of common stock to its full-time employees, nearly all of who are eligible to participate. Under the terms of the plan,
shares of the Company's common stock may be purchased at six-month intervals at 85% of the lower of the fair value
on the first or last day of each six-month period. Employees may purchase shares having a value not exceeding 10%
of gross compensation during an offering period. There were no purchases under the employee stock purchase plan
during the three-month periods ended December 31, 2006 and 2005.

Stock Option Plans

The Company has stock option plans under which employees, officers, and directors are eligible to participate, which
provide for non-qualified and incentive stock options. Employees and officers are granted stock options under an
employee stock option plan and directors are granted stock options under a director stock option plan. Options granted
under both plans provide for an option exercise price equal to the fair market value at the date of grant. Options
granted under the employee stock option plan prior to July 1996 typically vest over 5 years and 1 day and expire 10
years from the date of grant. Options granted under the employee stock option plan between July 1996 and September
2003 typically vest over 4 years and expire 10 years from the date of grant. Options granted under the employee stock
option plan after September 2003 typically vest over 4 years and expire 5 years from the date of grant.

5
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MapInfo Corporation and Subsidiaries
Notes to Financial Statements
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(unaudited)

2.  Stock Based Compensation (continued)

Options granted under the director stock option plan vest at the end of nine years and nine months after the date of
grant, provided that such options shall become exercisable one year after the date of grant if the director has attended
during such year at least 75% of the aggregate of the number of meetings of the Board of Directors and the number of
meetings held by all committees on which he then served. Options granted under the director stock option plan expire
10 years from the date of grant.

At December 31, 2006, options for 2,217,684 shares were exercisable and 257,663 were available for future grants
under the plans. Total authorized but unissued shares as of December 31, 2006 was 3,655,783.

Stock options outstanding were as follows:

Outstanding Options

Weighted
Number Average

of Exercise
Shares Price

Balance, September 30, 2006 3,236,008 $ 11.71
Options granted 260,000 13.05
Options forfeited (16,040) 11.24
Options expired (41,280) 16.81
Options exercised (40,568) 6.66

Balance, December 31, 2006 3,398,120 $ 11.81

The 3,398,120 outstanding stock options with a weighted average exercise price of $11.81 have a weighted average
remaining contractual term of 3.96 years and an aggregate intrinsic value of $9.6 million. The total intrinsic value of
options exercised in the three-month period ended December 31, 2006 was $266 thousand. As of December 31, 2006
there were 3,254,948 options that were vested or expected to vest with a weighted average remaining contractual term
of 3.9 years and an aggregate intrinsic value of $9.5 million.

6
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(unaudited)

2.  Stock Based Compensation (continued)

For various price ranges, weighted average characteristics of outstanding stock options at December 31, 2006 were as
follows:

Options Outstanding Options Exercisable

Number Weighted
Average

Weighted Number Weighted

Range of Outstanding Remaining Average Exercisable Average

Exercise
Prices

at 12/31/06 Contractual
Life

Exercise
Price

at 12/31/06 Exercise
Price

$3.21 to
$8.31

822,951 3.76 $ 5.55 803,495 $ 5.59

$8.33 to
$10.22

780,712 3.32 9.61 591,205 9.63

$10.23 to
$13.01

708,276 4.36 11.99 276,864 12.01

$13.06 to
$13.65

722,405 4.35 13.41 194,844 13.58

$13.71 to
$44.06

363,776 4.24 27.18 351,276 27.66

3,398,120 3.96 $ 11.81 2,217,684 $ 11.67

The 2,217,684 exercisable stock options with a weighted average exercise price of $11.67 have a weighted average
remaining contractual term of 3.79 years and an aggregate intrinsic value of $8.3 million. The number of options
exercisable at September 30, 2006 was 2,163,853; these options had a weighted average exercise price of $11.72,
remaining average contractual term of 4.03 years and an aggregate intrinsic value of $7.9 million.

On October 1, 2005, the Company adopted Statement of Financial Accounting Standard No. 123 (revised 2004),
"Share-Based Payment," ("SFAS 123(R)"), which requires the measurement and recognition of all share-based
payment awards made to employees and directors including stock options and employee stock purchases related to the
ESPP based on estimated fair values. SFAS 123(R) supersedes the Company's previous accounting under Accounting
Principles Board ("APB") Opinion No. 25, "Accounting for Stock Issued to Employees", for periods beginning in
fiscal year 2006. In March 2005, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 107
("SAB 107") relating to SFAS 123(R). The Company has applied the provisions of SAB 107 in its adoption of SFAS
123(R). The Company adopted SFAS 123(R) using the modified prospective transition method, which requires the
application of the accounting standard as of October 1, 2005, the first day of the Company's 2006 fiscal year. The
Company's Consolidated Financial Statements as of and for the three months December 31, 2006 reflect the impact of
SFAS 123(R). Stock-based compensation expense recognized under SFAS 123(R) for the three months ended
December 31, 2006 and 2005 was $590 thousand and $667 thousand, net of income taxes, respectively. The value of
the portion of the award that is ultimately expected to vest is recognized as expense over the requisite service period in
the Company's Income Statement. Prior to the adoption of SFAS 123(R), the Company accounted
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MapInfo Corporation and Subsidiaries
Notes to Financial Statements

(unaudited)

2.  Stock Based Compensation (continued)

for stock- based awards to employees and directors using the intrinsic value method in accordance with APB No. 25
as allowed under Statement of Financial Accounting Standards No. 123, "Accounting for Stock-Based Compensation"
("SFAS 123"). Under the intrinsic value method, no stock-based compensation expense had been recognized in the
Company's Income Statement, because the exercise price of the Company's stock options granted to employees and
directors equaled the fair market value of the underlying stock at the date of grant.

Stock-based compensation expense recognized during the period is based on the value of the portion of share-based
payment awards that is ultimately expected to vest during the period. Stock-based compensation expense recognized
in the Company's Income Statement for the first three months of fiscal years 2007 and 2006 includes compensation
expense for share-based payment awards granted prior to, but not yet vested as of September 30, 2005 based on the
grant date fair value estimated in accordance with the pro forma provisions of SFAS 123 and compensation expense
for the share-based payment awards granted subsequent to September 30, 2005 based on the grant date fair value
estimated in accordance with the provisions of SFAS 123(R). Stock-based compensation expense recognized in the
Company's Income Statement for the first three months of fiscal years 2007 and 2006 is based on awards ultimately
expected to vest and has been reduced for estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated at
the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

The Company used the Black-Scholes option-pricing model ("Black-Scholes") as its method of valuation under SFAS
123(R) in fiscal years 2007 and 2006 and a single option award approach. This fair value is then amortized on a
straight-line basis over the requisite service periods of the awards, which is generally the vesting period.
Black-Scholes was also previously used for the Company's pro forma information required under SFAS 123 for
periods prior to fiscal year 2006. The fair value of share-based payment awards on the date of grant as determined by
the Black-Scholes model is affected by our stock price as well as other assumptions. These assumptions include, but
are not limited to, the expected stock price volatility over the term of the awards and actual and projected employee
stock option exercise behaviors.

8
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Notes to Financial Statements
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(unaudited)

2.  Stock Based Compensation (continued)

The weighted-average estimated value of employee stock options granted during the three months ended December
31, 2006 and 2005 was $4.61 and $5.93, respectively, using the Black-Scholes model with the following
weighted-average assumptions:

Three Months Ended December 31,
2006 2005

Expected volatility 36.7% 49.6%
Risk-free interest rate 4.6% 4.4%
Expected dividends none none
Expected term 4.0 years 4.0 years
The volatility assumption was derived using a 75% and 25% blend of two and four year historical volatility calculated
as of the end of each fiscal quarter. The risk-free rate assumption is based upon observed interest rates appropriate for
the term of our employee stock options. The dividend yield assumption is based on the history and expectation of
dividend payments. The estimated expected term represents the weighted average period of time that options granted
are expected to be outstanding giving consideration to vesting schedules and historical exercise patterns.

The effect of SFAS 123(R) on the Company's deferred tax assets was an increase of $250 thousand on the December
31, 2006 balance sheet. The Company did not realize an actual cash tax benefit for the tax deductions from options
exercised for the three-month period ended December 31, 2006 due to the Company's net operating loss
carryforwards.

9
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MapInfo Corporation and Subsidiaries
Notes to Financial Statements

(unaudited)

2.  Stock Based Compensation (continued)

The following table summarizes stock-based compensation, including stock-based compensation expense recognized
under the Company's ESPP, in accordance with SFAS 123(R) for the three months December 31, 2006 and 2005,
which was allocated to the Company's income statement as follows:

Three months ended December 31,

Edgar Filing: MAPINFO CORP - Form 10-Q

12



2006 2005

(In thousands)
Cost of revenues - Products $ 6 $ 12
Cost of revenues - Services 94 82

Stock-based compensation expense included in cost of revenues 100 94

Research and development 153 138
Selling and marketing 215 192
General and administrative 399 439

Stock based compensation expense included in operating
expenses

767 769

Total stock-based compensation expense 867 863
Tax benefit 277 196

Stock-based compensation expense, net of tax $ 590 $ 667

As of December 31, 2006, there was $4.7 million of total unrecognized compensation cost related to non-vested
share-based compensation granted under the Company's stock option plans. The cost is expected to be recognized over
a weighted average period of 2.4 years. As of December 31, 2006, there was $116 thousand of total unrecognized
compensation cost related to non-vested share-based compensation under the Company's ESPP. The cost is expected
to be recognized over a weighted average period of 0.2 years.

The Company does not have an active stock repurchase program. Stock options exercised and shares issued under the
ESPP are newly issued shares.

10
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MapInfo Corporation and Subsidiaries
Notes to Financial Statements

(unaudited)

3.  Earnings Per Share (EPS)

The following table represents the reconciliation of the basic and diluted earnings per share amounts for the three
months ended December 31, 2006 and 2005.

Three months ended December 31,

2006 2005
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(In thousands, except per share data)

Net income $ 1,950 $ 1,626

Weighted average shares for basic EPS 21,565 20,835
Effect of dilutive stock options 589 723

Weighted average shares and assumed exercise of
stock options for diluted
EPS

22,154 21,558

Basic EPS $ 0.09 $ 0.08
Diluted EPS $ 0.09 $ 0.08

Stock options are considered anti-dilutive if the number of shares the Company can repurchase with all forms of
exercise proceeds exceed the weighted shares outstanding in the option. In addition, the impact of options with an
exercise price equal to or greater than the average market price of the Company's common stock is also anti-dilutive.
Anti-dilutive stock options are excluded from the calculation of earnings per share. Anti-dilutive stock options for the
three months ended December 31, 2006 and 2005, were 1.5 million shares and 1.2 million shares, respectively.

4.  Derivative Instruments and Hedging Activities

In order to reduce exposure to movements in interest rates, in January 2003 the Company entered into an interest rate
swap agreement to convert its variable rate mortgage loan to a fixed rate. The agreement involves the exchange of
fixed and floating interest rate payments over the ten-year life of the loan. The notional rate of $13.8 million and the
termination date of January 1, 2013 match the principal amount and maturity date of the mortgage loan. The variable
interest rate on the mortgage loan is the greater of 3.5% or the sum of the 30-day LIBOR rate plus 2.25%. The interest
rate swap has fixed the effective interest rate that we will pay at 5.92%. The 5.92% interest rate is based on the
assumption that the 30-day LIBOR rate plus 2.25% is 3.5% or higher, due to the interest rate minimum which applies
to the mortgage. The impact of the fluctuations in interest rates on the interest rate swap agreement will be naturally
offset by the opposite impact on the related mortgage debt. The Company accounts for this interest rate swap in
accordance with SFAS No. 133 "Accounting for Derivative Instruments and Hedging Activities."

11
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(unaudited)

4.  Derivative Instruments and Hedging Activities (continued)
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At December 31, 2006, the fair value of the swap agreement, which represents the cash the Company would receive or
pay to settle the agreement, was a receivable of $294 thousand. The current portion of $49 thousand is included on the
balance sheet under the caption "Other current assets" and the long-term portion of $245 thousand is included under
the caption "Investments and other assets". At September 30, 2006, the fair value of the swap agreement was a
receivable of $294 thousand. The current portion of $47 thousand is included on the balance sheet under the caption
"Other current assets" and the long-term portion of $247 thousand is included under the caption "Investments and
other assets". The Company records the payments or receipts on the agreement as adjustments to interest expense. The
Company recognized interest income related to the swap agreement of $27 thousand for three months ended
December 31, 2006 and recognized interest expense related to the swap agreement of $17 thousand for the three
months ended December 31, 2005.

5.  Segment Information

The Company's operations involve the design, development, marketing, licensing and support of software and data
products, application development tools, and industry-specific solutions, together with a range of consulting,
analytical, training and technical support services.

The Company conducts business globally and is managed geographically. The Company's management relies on an
internal management accounting system. This system includes revenue and cost information by geographic location.
Revenues are attributed to a geographic location based on the origination of the order from the customer. The
Company's management makes financial decisions and allocates resources based on the information it receives from
this internal system. Based on the criteria set forth in SFAS No. 131, "Disclosures about Segments of an Enterprise
and Related Information," the Company has reportable segments by geography: the Americas, EMEA (Europe, the
Middle East, and Africa) and Asia-Pacific.

The Company's geographic segments are discussed below.

12
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(unaudited)

5.  Segment Information (continued)

Geographic Segments
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Summarized financial information by geographic segment for the three months ended December 31, 2006 and 2005,
as taken from the internal management accounting system discussed above, is as follows:

Three months ended
December 31,

2006 2005

Net revenues: (in thousands)
Americas $ 20,606 $ 19,623
EMEA 15,138 13,314
Asia-Pacific 6,290 5,997

Total net revenues $ 42,034 $ 38,934

Operating income:
Americas $ 5,316 $ 4,096
EMEA 4,483 3,726
Asia-Pacific 1,701 2,241
Corporate adjustments:
Cost of revenues-product (6) (12)
Cost of revenue-services (94) (82)
R&D (4,490) (3,904)
Selling and marketing (2,598) (1,803)
G&A (1,796) (1,881)

Total operating
income

$ 2,516 $ 2,381

The operating income by segment above differs from the amounts presented under accounting principles generally
accepted in the United States of America because the Company does not allocate certain costs for research and
development, marketing, and general and administrative activities to the geographic locations. Also included in the
corporate adjustments above is the effect of SFAS 123(R), which the Company adopted on October 1, 2005 and does
not allocate to the geographic locations. See Note 2 to the Notes to Financial Statements for further details. The table
above reconciles the operating income by geographic segment to operating income as reported on the Income
Statements by including adjustments for certain unallocated costs.
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(unaudited)

6.  Commitments and Contingencies

Mortgage Payable. On December 21, 2001, the Company entered into a mortgage loan and other related agreements
with a commercial bank to finance construction of a 150,000 square foot office building in Troy, New York and the
related land lease. The total construction financing borrowed under this financing arrangement was $15.1 million. In
December 2002, the Company converted the entire construction loan to a ten-year mortgage loan. Principal together
with interest, at a rate of LIBOR plus 1.35% is payable monthly. As described in Note 4 above, the Company has
entered into an interest rate swap agreement to convert this variable rate mortgage loan to a fixed rate. At December
31, 2006 and September 30, 2006, the outstanding balance due on this mortgage loan was $13.8 million and $13.9
million, respectively.

Credit Facilities. In January 2003, the Company borrowed $3.0 million under a one-year revolving credit facility with
a commercial bank. In March 2003, the Company converted this obligation into a forty-two month term loan.
Principal outstanding under this term loan is payable monthly in forty-one equal installments of $72 thousand and a
final payment of $69 thousand, along with interest at a rate of LIBOR plus 1.75%. During the three months ended
December 31, 2006, the Company satisfied this obligation and the term loan was paid in full. The balance outstanding
under this term loan agreement as of September 30, 2006 was $140 thousand.

The Company has a total of $30.0 million of credit facilities consisting of two $15.0 million credit facilities with
banks that expire on March 31, 2010. As of December 31, 2006 and September 30, 2006, there were no outstanding
borrowings under these credit facilities. Both credit facilities contain similar financial covenants with which the
Company is in compliance.

Indemnification. Subject to certain limitations, the Company agrees to indemnify its customers against any damages,
liabilities, costs and expenses arising out of any claim that a MapInfo product infringes the intellectual property right
of a third party. The Company believes the liability for these agreements as of December 31, 2006 is not material.
Accordingly, the Company has not recorded a charge to earnings for any liability for these agreements in accordance
with FASB Interpretation No. 45 "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others".
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(unaudited)
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6.  Commitments and Contingencies (continued)

Legal Proceedings.

On August 5, 2002, the Company filed an action against Spatial Re-Engineering Consultants ("SRC"), a former
MapInfo reseller, in the United States District Court for the Northern District of New York to collect approximately
$100 thousand in receivables owed by SRC to the Company under contractual obligations. SRC answered and
asserted fifteen counterclaims against the Company. The counterclaims included allegations of breach of contract,
libel, unfair trade practices, and copyright infringement. The District Court dismissed eight counterclaims and SRC
voluntarily withdrew one counterclaim; six counterclaims remain. SRC is seeking money damages of less than $500
thousand for certain claims and damages for the copyright infringement claims in an amount not to exceed $300
thousand. The Company believes the counterclaims are without merit and is vigorously defending against all
remaining counterclaims. In addition, the Company has amended its complaint against SRC to add five claims relating
to unauthorized distribution of the Company's products and copyright infringement. The Company cannot predict the
outcome of the litigation nor reasonably estimate a range of possible loss given the current status of the litigation.
Accordingly, no amounts have been accrued for this matter.

The Company is also party to other legal proceedings, none of which it believes is material to its results of operations,
financial condition, or cash flows.

7.  Goodwill and Purchased Intangible Assets

In applying SFAS No. 142, "Goodwill and Other Intangible Assets," during the second quarter of fiscal year 2006, the
Company performed the annual reassessment and impairment of goodwill tests required as of December 31, 2005. As
a result of these annual tests, there was no indication of impairment.

The balance of goodwill as of September 30, 2006 was $52.1 million. During the three months ended December 31,
2006, goodwill increased by $680 thousand. The increase in goodwill was entirely due to the strengthening of foreign
currencies versus the U.S. dollar. As a result, the goodwill balance as of December 31, 2006 was $52.7 million.
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7.  Goodwill and Purchased Intangible Assets (continued)

Edgar Filing: MAPINFO CORP - Form 10-Q

18



The components of purchased intangible assets are as follows (in thousands):

Accumulated Effect of Amortization
December 31, 2006 Gross Amortization Foreign

Exchange
Net Period

Technology
intangibles

$ 7,965 $ 4,239 $ 174 $ 3,900 3-8 years

Customer intangibles 8,695 5,962 15 2,748 4-10 years
Trademarks 2,316 372 343 2,287 2-10 years
Other 467 403 2 66 3-5 years

Total $ 19,443 $ 10,976 $ 534 $ 9,001

Accumulated Effect of Amortization
September 30, 2006 Gross Amortization Foreign

Exchange
Net Period

Technology
intangibles

$ 7,965 $ 3,880 $ (70) $ 4,015 3-8 years

Customer intangibles 8,695 5,602 (99) 2,994 4-10 years
Trademarks 2,316 411 403 2,308 2-10 years
Other 467 392 (2) 73 3-5 years

Total $ 19,443 $ 10,285 $ 232 $ 9,390

Amortization of purchased intangible assets for the three months ended December 31, 2006 and 2005 was $691
thousand and $628 thousand, respectively. The Company reassesses the useful lives of the purchased intangible assets
and makes changes to such lives when necessary.

The estimated annual amortization expense of purchased intangible assets for fiscal year 2007 and beyond is as
follows (in thousands):

Fiscal year Amount

2007 $ 2,600

2008 2,187

2009 1,670

2010 695

2011 682

Thereafter $ 1,167
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8.  Recent Accounting Pronouncements

In June 2006, the FASB issued Interpretation No. 48 (FIN 48), "Accounting for Uncertainty in Income Taxes - an
interpretation of FASB Statement No. 109." FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in financial statements in accordance with FASB Statement No. 109, "Accounting for Income Taxes." FIN
48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provided guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is
effective for fiscal years beginning after December 15, 2006.

The Company has not completed an evaluation of the potential impact of this interpretation on results of operations,
financial condition, or cash flow.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (SFAS 157), "Fair Value
Measurements". SFAS 157 defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles (GAAP), and expands disclosures about fair value measurements. The Statement does not
require any new fair value measurements. This Statement shall be effective for financial statements issued for fiscal
years beginning after November 15, 2007. The adoption of SFAS 157 is not expected to have an impact on the
Company's results of operations, financial condition, or cash flow.

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108, "Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements" (SAB 108). SAB 108 shall be
effective for the financial statements issued for fiscal years ending after November 15, 2006.

SAB 108 was issued in order to eliminate the diversity of practice surrounding how public companies quantify
financial statement misstatements. Traditionally, there have been two widely-recognized methods for quantifying the
effects of financial statement misstatements: the "roll-over" method and the "iron curtain" method. The roll-over
method focuses primarily on the impact of a misstatement on the income statement-including the reversing effect of
prior year misstatements-but its use can lead to the accumulation of misstatements in the balance sheet. The
iron-curtain method, on the other hand, focuses primarily on the effect of correcting the period-end balance sheet with
less emphasis on the reversing effects of prior year errors on the income statement. The Company currently use the
iron-curtain method for quantifying identified financial statement misstatements.

In SAB 108, the SEC staff established an approach that requires quantification of financial statement misstatements
based on the effects of the misstatements on each of the company's financial statements and the related financial
statement disclosures. This model is commonly
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8.  Recent Accounting Pronouncements (continued)

referred to as a "dual approach" because it requires quantification of errors under both the iron curtain and the
roll-over methods.

SAB 108 permits existing public companies to initially apply its provisions either by (i) restating prior financial
statements as if the "dual approach" had always been used or (ii) recording the cumulative effect of initially applying
the "dual approach" as adjustments to the carrying values of assets and liabilities as of the beginning of the fiscal year
with an offsetting adjustment recorded to the opening balance of retained earnings. Use of the "cumulative effect"
transition method requires detailed disclosure of the nature and amount of each individual error being corrected
through the cumulative adjustment and how and when it arose.

The Company is currently analyzing the financial impact of SAB 108 and the approach to be used to record any
financial adjustments within its financial statements. The Company intends to disclose the results of the analysis and
record any associated financial impact during the preparation of annual financial statements for the year ending
September 30, 2007.

9.  Subsequent Event

On January 5, 2007, the Company purchased the 60,000 square foot building adjacent to its owned corporate
headquarters facility at One Global View, Troy, New York. The purchase price was $7.1 million, which includes a 46
year lease on the underlying land, and was financed with operating cash.
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Item 2.     Management's Discussion and Analysis of Financial Condition and Results of Operations

The following Management's Discussion and Analysis of Financial Condition and Results of Operations should be
read in conjunction with our consolidated financial statements and related notes. This discussion contains
forward-looking statements based on current expectations that involve risks and uncertainties, such as our plans,
objectives, expectations, and intentions. Our actual results and the timing of events could differ materially from those
anticipated in these forward-looking statements as a result of various factors, including those set forth in the following
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discussion and under "Risk Factors" set forth in our Annual Report on Form 10-K for the period ended September 30,
2006.

Overview

We are a leading provider of location intelligence solutions that help organizations make more insightful decisions.
Our integrated offering of software, data sets and services helps organizations in vertical markets - including
telecommunications, the public sector, retail and financial services, which includes insurance and retail banking -
solve complex business problems in which location is a critical consideration. In the private sector, businesses use our
products and services for marketing, customer service, risk analysis, network optimization and planning, asset
management, and site selection. In the public sector, government agencies use our products and services to improve
public safety and for crime analysis, asset management and network optimization and planning, and emergency
preparedness and response. By using our products and services, organizations can uncover valuable location
intelligence that is not typically recognized in traditional analytical methods, which can provide them with a
competitive advantage in today's challenging business environment.

Dimasi Acquisition

On August 1, 2005, through our wholly owned subsidiary, MapInfo Australia Pty. Ltd, we acquired certain assets and
assumed certain liabilities of Dimasi Strategic Research Pty. Ltd., or Dimasi, a privately held company headquartered
in Melbourne, Australia. Dimasi, an Australian market research company specializing in the retail and property
sectors, provides various location analytics services including strategic reviews for shopping centers and stores,
market/economic research, reviews of current retail performance, economic impact reports, retail store networks
optimization and sales forecasting. The initial purchase price, including acquisition-related expense, was $2.7 million
Australian dollars, or approximately $2.1 million U.S. dollars, subject to a working capital adjustment based upon the
closing balance sheet. During the fourth quarter of fiscal year 2006, we paid $957 thousand Australian dollars, or $717
thousand U.S. dollars in contingent consideration to Dimasi based on the profitability of the acquired business in the
first year following the closing. The purchase was completed with $2.7 million Australian dollars, or approximately
$2.1 million U.S. dollars, in cash on hand, of which $600 thousand Australian dollars, or $456 thousand U.S. dollars,
was included in our September 30, 2005 Consolidated Balance Sheets as "Restricted Cash." This represents the
amount withheld pursuant to the acquisition agreement, which includes the working capital adjustment and the
indemnification obligations of the seller. As of December 31, 2006, the amount remaining on the Balance Sheet as
"Restricted Cash" for this withholding was $300 thousand Australian dollars, or $225 thousand U.S. dollars.
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As of December 31, 2006, goodwill recorded as a result of the acquisition was approximately $2.1 million. Intangibles
assets acquired, other than goodwill, totaled $745 thousand with a 3-year estimated weighted average useful life. Of
the $745 thousand of acquired intangible assets, $525 thousand has been identified as technology intangibles (3-year
estimated weighted average useful life), $91 thousand as customer intangibles (4-year estimated weighted average
useful life), $53 thousand in trademarks (2-year estimated weighted average useful life), and miscellaneous
intangibles of $76 thousand (5-year estimated weighted average useful life).

The acquisition is being accounted for as a purchase and, accordingly, we have included the results of operations in
the financial statements effective August 1, 2005. The pro forma effects of the Dimasi acquisition on our income
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statement and balance sheet were not material. Twenty-four employees of Dimasi became employees of ours upon
completion of the acquisition.

GeoBusiness Acquisition

On February 17, 2005, through our wholly owned subsidiary, MapInfo UK Limited, we completed the acquisition of
all of the outstanding shares of GeoBusiness Solutions Limited, or GeoBusiness, a privately held company based in
Wendover, United Kingdom. GeoBusiness provides an established offering of specialized products and consultancy
services in site location and customer analytics in the United Kingdom, particularly for the retail and leisure property
markets. The initial purchase price, including acquisition related expenses, was ₤1.1million, or approximately $2.0
million, and was financed with cash on hand. In addition, we may pay up to ₤1.0 million, or approximately $1.9
million, in contingent consideration based on GeoBusiness' profitability over the two-year period following the
acquisition. The total of GeoBusiness' net assets acquired was ₤265 thousand or approximately $500 thousand.

As of December 31, 2006, goodwill recorded as a result of the acquisition was approximately $900 thousand.
Intangibles assets acquired, other than goodwill, totaled approximately $691 thousand with a 4-year estimated
weighted average useful life. Of the approximately $691 thousand of acquired intangible assets, $403 thousand has
been identified as customer-related intangibles (4-year estimated weighted average useful life), $240 thousand has
been identified as technology-related intangibles (3-year estimated weighted average useful life), and $48 thousand as
trademarks (2-year estimated weighted average useful life).

The acquisition is being accounted for as a purchase and, accordingly, we have included the results of operations in
the financial statements effective February 17, 2005. The pro forma effects of the GeoBusiness acquisition on our
income statement and balance sheet were not material. Twenty-one employees of GeoBusiness became employees of
ours upon completion of the acquisition.
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Sources of Revenue

We derive our revenue from product licenses (software and data) and services fees. We also derive revenue from
annual maintenance fees on both our software and data products. We market our solutions through a worldwide
network comprised of a direct sales organization, VARs, systems integrators, distributors, and OEMs.

Revenues generated in the United States represented approximately 42% of our total revenues for the quarter ended
December 31, 2006. As of December 31, 2006, we had sales offices located internationally in Canada, the United
Kingdom, Germany, Australia, Singapore, Spain, Italy, Sweden, and The Netherlands.
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Product Revenue

We earn product revenues from licensing our software and data products. We license our software and data products
primarily under perpetual licenses, and we offer maintenance on our software and data products under agreements that
typically cover one year. We recognize revenue from licensing of products to an end-user when persuasive evidence
of an arrangement exists and the product has been delivered to the customer, provided there are no uncertainties
surrounding product acceptance, the fees are fixed or determinable and collectibility is probable. The revenue related
to maintenance for software and data products is deferred and recognized ratably using the straight-line method over
the term of the agreement, which, in both cases, is typically one year. We consider all arrangements with payment
terms that extend beyond twelve months not to be fixed or determinable, and revenue is recognized for these
arrangements when the fee becomes due within twelve months. If collectibility is not considered probable for reasons
other than extended payment terms, revenue is recognized when the fee is collected.

Services Revenue

We derive services revenue primarily from business consulting services, analytical services, systems integration and
custom application development, technical support arrangements and training. Revenue from business consulting
services, analytical services, and systems integration and custom application development is recognized as the
services are performed and upon customer acceptance when required. We recognize technical support revenue using
the straight-line method over the period that the support is provided, which is typically one year. Revenue from
training arrangements is recognized as the services are performed. 

Deferred Revenue

At December 31, 2006, we had deferred revenues of approximately $22.6 million, primarily consisting of revenues
related to post-contract customer support, including maintenance for software and data products and technical support,
which is deferred and recognized ratably over the term of the agreement.
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Critical Accounting Policies and Estimates

Our management's discussion and analysis of our financial condition and results of operations are based on our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these financial statements requires management to make
estimates and judgments that affect the amounts reported for assets, liabilities, revenues and expenses, and the
disclosure of contingent liabilities. Management evaluates these estimates, including those related to reserves for
product returns, bad debts, and inventories, investments valuation, intangible assets and goodwill useful lives and
impairment, provision for income taxes and related valuation allowances, reserves for restructuring, contingencies and
litigation, on an on-going basis. The estimates are based on historical experience and on various assumptions that
management believes are reasonable. When the basis for carrying values of assets and liabilities are not apparent from
other sources, they are determined from these estimates. Our actual results may differ from these estimates under
different conditions or assumptions.
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We believe the following critical accounting policies affect our more significant judgments and estimates used in the
preparation of our consolidated financial statements:

Revenue Recognition.• 
We recognize revenue in accordance with Statement of Position ("SOP") 97-2, "Software Revenue
Recognition," SOP 98-9, "Software Revenue Recognition with Respect to Certain Transactions" and Staff
Accounting Bulletin ("SAB") 104, "Revenue Recognition". We recognize revenue when persuasive evidence
of an arrangement exists, delivery of the product has occurred, no significant obligations remain, the fee is
fixed or determinable, and collectibility is probable. Revenue earned on product and services arrangements
involving multiple elements is allocated to each element based on the relative fair value of each element.
Multiple-element arrangements consist primarily of perpetual product licenses sold with one-year
maintenance arrangements and professional services. Fees for multiple element arrangements are allocated to
the various elements of the arrangement based on the fair value of the elements. The fair value used to allocate
revenue to the elements is based on vendor specific objective evidence ("VSOE") of fair values of the
elements. VSOE is determined by the price charged when the same element is sold separately as a renewal.
We offer some products via an on-line hosted service. The service is typically sold on a subscription basis for
a specific time period, typically not longer than one year. Customers generally do not have the right to take
possession of the software under these arrangements and therefore these sales are accounted for under SAB
Topic 13, "Revenue Recognition". Revenue from on-line services is recognized ratably over the subscription
period. In general, revenue related to post-contract customer support, including maintenance and technical
support, is deferred and recognized ratably over the term of the agreement. Revenue from customer training,
business consulting services, analytical services and systems integration and custom application development
is generally recognized when the service is performed.
Allowance for Doubtful Accounts and Sales Returns.• 

We record reductions to revenue for estimated product returns. We maintain an allowance for doubtful accounts for
estimated losses resulting from the inability or unwillingness of our customers to make required payments. If the
financial condition of our customers were to deteriorate, resulting in their inability to make payments, an additional
allowance may be recognized. Our estimate for the allowance for doubtful accounts and sales returns is based on
historical collections and sales returns experience. We review the status of the current trade receivables, reserving
amounts deemed to pose a material collection or sales return risk.
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Impairment of Intangible Assets.• 

Intangible assets other than goodwill are amortized on a straight-line basis over their estimated useful lives of two to
ten years. We review our intangible assets for impairment whenever events or changes in circumstances indicate that
the carrying value of the assets may not be recoverable. Management's determination of impairment is based on
estimates of future cash flows. If an intangible asset is considered to be impaired, the amount of the impairment will
equal the excess of the carrying value over the fair value of the asset.

Goodwill Impairment.• 
Effective October 1, 2001, we adopted Statement of Financial Accounting Standard No. 142, "Goodwill and Other
Intangible Assets" ("SFAS 142"). In accordance with SFAS 142, we do not amortize goodwill. We test goodwill for
impairment on an annual basis or when a triggering event occurs and write down goodwill if it is determined that the
asset has been impaired. Management's determination of impairment is based on estimates of future cash flows.

Deferred Tax Assets.• 
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At December 31, 2006, we had net deferred tax assets of $11.3 million, reflecting tax credit carryforwards, net
operating losses and other deductible temporary differences, which reduce taxable income in future years. We are
required to assess the realization of our deferred tax assets. Significant changes in circumstances may require
adjustments in future periods. Our future tax benefits related to capital losses are fully reserved as it is more likely
than not that they will not be realized due to their relatively short carryforward periods. Although realization is not
assured, we have concluded that it is more likely than not that the remaining net deferred tax assets will be realized
principally based upon forecasted taxable income generally within the ten-year foreign tax credit, the twenty-year
research and development credit and net operating loss carryforward periods, giving consideration to the substantial
benefits realized to date through our restructuring program and successful growth. The amount of the net deferred tax
assets actually realized could vary if there are differences in the timing or amount of future reversals of existing
deferred tax liabilities or changes in the actual amounts of future taxable income. If our forecast is determined to no
longer be reliable due to uncertain market conditions or improvement in our results of operations does not continue,
our long-term forecast will require reassessment. As a result, we may need to establish additional valuation
allowances for all or a portion of the net deferred tax assets, resulting in a charge to income in the period such
determination is made.

Contingencies and Litigation.• 
Certain conditions may exist as of the date of the financial statements, which may result in a loss to us but which will
only be resolved when one or more future events occur or fail to occur. Our management and legal counsel assess
such contingent liabilities, and such assessment inherently involves an exercise of judgment. In assessing loss
contingencies related to legal proceedings that are pending against us or unasserted claims that may result in such
proceedings, our legal counsel evaluates the perceived merits of any legal proceedings or unasserted claims as well as
the perceived merits of the amount of relief sought or expected to be sought therein.
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If the assessment of a contingency indicates that it is probable that a loss has been incurred and the amount of
the liability can be estimated, then the estimated liability would be accrued in the Company's financial
statements. If the assessment indicates that a potentially material loss contingency is not probable but is
reasonably possible, or is probable but cannot be reasonably estimated, then the nature of the contingent
liability, together with an estimate of the range of possible loss if determinable and material, would be
disclosed.

Loss contingencies considered remote are generally not accrued or disclosed unless they involve guarantees,
in which case the guarantees would be disclosed.

Stock-based Compensation Expense.• 

On October 1, 2005, we adopted Statement of Financial Accounting Standards No. 123 (revised 2004), "Share-Based
Payment," ("SFAS 123(R)") which requires the measurement and recognition of compensation expense for all
share-based payment awards made to our employees and directors including employee stock options and employee
stock purchases related to our Employee Stock Purchase Plan ("ESPP") based on estimated fair values. Stock-based
compensation expense, net of income taxes recognized under SFAS 123(R) for the three months ended December 31,
2006 and 2005 was $590 thousand and $667 thousand, respectively, which consisted of stock-based compensation
expense related to stock options and our ESPP. See Note 2 to the Consolidated Financial Statements for additional
information.
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We estimate the value of employee stock options on the date of grant using the Black-Scholes model. The fair
value of share-based payment awards on the date of grant as determined by the Black Scholes model is
affected by our stock price as well as other assumptions. These assumptions include, but are not limited to, the
expected stock price volatility over the term of the awards and actual and projected employee stock option
exercise behaviors. The weighted-average estimated value per share of employee and director stock options
granted during the three months ended December 31, 2006 and 2005 was $4.61 and $5.93, respectively using
the Black Scholes model with the following weighted-average assumptions:

Three Months Ended December 31,
2006 2005

Expected volatility 36.7% 49.6%
Risk-free interest rate 4.6% 4.4%
Expected dividends none none
Expected term 4.0 years 4.0 years
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The volatility assumption was derived using a 75% and 25% blend of two and four year historical volatility.
The risk-free rate assumption is based upon observed interest rates appropriate for the term of our employee
stock options. The dividend yield assumption is based on the history and expectation of dividend payments.
The estimated expected term represents the weighted average period of time that options granted are expected
to be outstanding giving consideration to vesting schedules and historical exercise patterns.

There were no grants under the employee stock purchase plan for the three months ended December 31, 2006
and 2005.

Stock-based compensation expense recognized in the Consolidated Income Statement for the three months
ended December 31, 2006 and 2005 is based on awards ultimately expected to vest and has been reduced for
estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated at the time of grant and revised, if
necessary, in subsequent periods if actual forfeitures differ from those estimates. Forfeitures and estimates
were based on historical experience.

If factors change and we employ different assumptions in the application of SFAS 123(R) in future periods,
the compensation expense that we record under SFAS 123(R) in future periods, may differ significantly from
what we have recorded in the current period.
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Results of Operations
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Net Revenues, Cost of Revenues and Gross Profit
(Dollars in thousands)

Three months ended
December 31, %

2006 2005 Change

Net Revenues
Products $ 31,230 $ 28,638 9%
Services 10,804 10,296 5%

Total net revenues 42,034 38,934 8%

Cost of revenues:
Products 5,711 5,058 13%
Services 7,047 7,053 0%

Total cost of
revenues

12,758 12,111 5%

Gross profit $ 29,276 $ 26,823 9%
Gross profit % 69.6% 68.9%

Net Revenues

Revenues for the three months ended December 31, 2006 increased 8%, or $3.1 million, to $42.0 million from $38.9
million in the prior year first quarter. Product revenue, which includes software, data and solutions, increased by $2.6
million, or 9%, and services revenue increased $500 thousand, or 5%, compared to the first quarter of the prior year.
The strengthening of certain foreign currencies against the U.S. dollar increased worldwide revenue in the first quarter
of fiscal year 2007 by approximately $1.3 million compared to the prevailing exchange rates in the first quarter of the
prior year.

On a geographic basis, first quarter revenues in the Americas increased $983 thousand, or 5%, over the same period
last year due to improved sales and marketing execution in Canada as well as strong growth in product sales to the
retail vertical in the United States. Europe, the Middle East, and Africa, or EMEA, revenues increased $1.8 million, or
14%, which was mainly attributable to strong performance in the regions outside of the UK which grew 33%. This
growth was tempered by an increase in revenues from the UK of $200 thousand. Revenues in the Asia-Pacific region
increased $293 thousand, or 5%, when compared to the same period a year ago. In China we terminated our
partnership with our exclusive distributor and did not recognize any revenue in the first quarter of fiscal year 2007. In
the first quarter of the prior year we recognized $444 thousand of revenues from China. Asia-Pacific revenues,
exclusive of China, increased 12% due to increased volume, primarily the result of strong execution across all product
lines and services. This increase in volume in Australia has occurred over the past several quarters. Although we
intend to continue our focus on sales and marketing efforts, factors beyond our control, such as economic conditions,
may impact this trend of increased revenues in the Americas and Australia.
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Cost of Revenues and Gross Profit

Cost of revenues - products consists primarily of product royalties. Cost of revenues - services consists primarily of
salaries and related costs for personnel associated with consulting and analytical services, technical support and
training personnel and the amortization of intangible assets. Cost of revenues - products as a percentage of product
revenues increased to 18.3% as a percentage of product revenues compared to 17.7% in the prior year period. As a
result, the gross margin on product revenues declined to 81.7% compared to 82.3% in the first three months of fiscal
year 2006. The decrease in product gross margin is due product mix and we do not believe that this is representative
of a trend at this time.

Cost of revenues - services as a percentage of service revenues decreased to 65.2% as a percentage of services
revenues compared to 68.5% in the prior year period. As a result, the gross margin on service revenues increased to
34.8% compared to 31.5% in the first three months of fiscal year 2006. The increase in service gross margin is
primarily due to decreased headcount, which decreased from 257 at the end of December 2005, compared to 237 at
the end of December 2006 and improved utilization of our services departments.

Operating Expenses
(Dollars in thousands)

Three months ended
December 31, %

2006 2005 Change

Research and development $ 6,732 $ 6,275 7%
Percentage of net revenues 16.0% 16.1%

Selling and marketing $ 14,864 $ 12,766 16%
Percentage of net revenues 35.4% 32.8%

General and administrative $ 5,164 $ 5,401 -4%
Percentage of net revenues 12.3% 13.9%

Research and development

Research and development (R&D) expense increased $457 thousand, or 7%, to $6.7 million in the first quarter from
$6.3 million in the prior year. The increase was primarily due to an increase in contracted R&D costs of
approximately $200 thousand and increased compensation expenses. The impact of the strengthening of certain
foreign currencies versus the U.S. dollar increased R&D expense by approximately $162 thousand in the first quarter
in comparison to prior year. R&D headcount was 218 compared to 222 at the end of prior year's first quarter. As a
percentage of net revenues, R&D expense was 16.0% compared with 16.1% in last year's comparable period.
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Selling and marketing

Selling and marketing expense increased $2.1 million, or 16%, in the first quarter to $14.9 million from $12.8 million
in the prior year first quarter. The primary increase in sales and marketing expense relates to additional costs attributed
to twelve new associates in the sales organization and a $750 thousand bad debt write-off related to our exclusive
distributor in China. The effect of foreign currencies increased selling and marketing expense in the first quarter by
approximately $580 thousand in comparison to prior year. Selling and marketing headcount was 285 compared to 273
at the end of the prior year's first quarter. As a percentage of net revenues, selling and marketing expenses were 35.4%
compared to 32.8% in the prior year first quarter.

General and administrative

General and administrative (G&A) expense decreased $237 thousand, or 4%, to $5.2 million from $5.4 million in
prior year's first quarter. The decrease in G&A was primarily the result of decreased headcount. G&A headcount was
142 compared to 147 at the end of the first quarter in fiscal year 2006. As a percentage of net revenues, G&A expense
was 12.3% compared to 13.9% in the prior year first quarter.

Interest and Other Income (Expense), Net

(Dollars in thousands)

Three months ended
December 31, %

2006 2005 Change

Interest and other income (expense), net $ 547 $ 231 137%

Interest and other income (expense), net in the first quarter of fiscal year 2007 of $547 thousand was a $316 thousand
improvement over the first quarter of the prior year. This increase was primarily due to increased interest income of
$321 thousand primarily due to higher returns on our investment portfolio.

Provision for Income Taxes

(Dollars in thousands)

Three months ended
December 31, %

2006 2005 Change

Pre-tax income $ 3,063 $ 2,612

Tax on pre-tax income at 36% 1,103 940
Other 10 46
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Provision for income taxes $1,113 $ 986 13%
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The income tax expense of $1.1 million for the three months ended December 31, 2006 is the tax effect of pretax
income at approximately 36%, or $1.1 million, adjusted for the discrete items during the first quarter of $10 thousand.
The income tax expense of $986 thousand for the three months ended December 31, 2005 is the tax effect of pretax
income at approximately 36% or $940 thousand adjusted for the discrete items of $46 thousand.
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Liquidity and Capital Resources

Our cash and short-term investments totaled $95.9 million at December 31, 2006 compared to $90.4 million at
September 30, 2006. Our investment portfolio consisted primarily of short-term, investment grade marketable
securities, U.S. government agency notes, corporate notes, commercial paper, and auction-rate investments.

Operating Activities

Net cash from operating activities was $5.3 million for the three-month period ended December 31, 2006 compared to
net cash from operating activities of $3.1 million for the same prior year period. Cash generated from operating
activities during the first three months of fiscal year 2007 was primarily the result of net income and the add-back of
non-cash items affecting the net income, such as depreciation and amortization, stock-based compensation and the
provision for deferred income taxes, as well as, a decrease in accounts receivable, offset by increases in inventories
and decreases in accounts payable/accrued liabilities and deferred revenue.

Investing Activities

Net cash from investing activities was $3.6 million for the three-month period ended December 31, 2006, which
consisted of $12.1 million from the sale of available-for-sale short-term investments, offset by the purchase of
available-for-sale short-term investments of $8.0 million, fixed asset additions of $430 thousand and capitalized
translation costs of $80 thousand.

Financing Activities
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Net cash used for financing activities was $3 thousand for the three-month period ended December 31, 2006, which
consisted of proceeds from the exercise of stock options and ESPP purchases of $254 thousand, offset by repayments
of debt obligations of $257 thousand.
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Contractual Obligations

The following table summarized our contractual obligations as of December 31, 2006 (in thousands):

Payment due by Period

Less
than

1-3 3-5 More
than

Total 1 Year Years Years 5 Years

Contractual
Obligations:
Capital lease obligations $ 180 $ 180 $ - $ - $ -
Other long-term debt 13,817 315 630 630 12,242
Scheduled interest expense 5,287 940 1,804 1,648 895
Operating leases 25,189 4,747 8,068 6,629 5,745

Total Contractual
Obligations

$ 44,473 $ 6,182 $ 10,502 $ 8,907 $ 18,882

The Company has a total of $30.0 million of credit facilities consisting of two $15.0 million credit facilities with
banks that expire on March 31, 2010. As of December 31, 2006 and September 30, 2006, there were no outstanding
borrowings under these credit facilities. Both credit facilities contain similar financial covenants with which we are in
compliance

For information regarding legal proceedings, see Part II Item 1 of this Quarterly Report on Form 10-Q, which is
incorporated herein by reference.

Management believes existing cash and short-term investments together with funds generated from operations and
available financing will be sufficient to meet our operating and capital requirements for the next twelve months.
Factors that could adversely affect our financial condition include a decrease in revenues, and increased costs
associated with acquisitions.

Off Balance Sheet Arrangements
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During the first three months of fiscal year 2007, we did not engage in:

material off-balance sheet activities, including the use of structured finance or special purpose entities,• 
material trading activities in non-exchange traded commodity contracts, or• 
material transactions with person or entities that benefit from their non-independent relationship with us.• 
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New Accounting Standards

In June 2006, the FASB issued Interpretation No. 48 (FIN 48), "Accounting for Uncertainty in Income Taxes - an
interpretation of FASB Statement No. 109." FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in financial statements in accordance with FASB Statement No. 109, "Accounting for Income Taxes." FIN
48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provided guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is
effective for fiscal years beginning after December 15, 2006. We have not completed our evaluation of the potential
impact of this interpretation on our results of operations, financial condition, or cash flow.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (SFAS 157), "Fair Value
Measurements". SFAS 157 defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles (GAAP), and expands disclosures about fair value measurements. The Statement does not
require any new fair value measurements. This Statement shall be effective for financial statements issued for fiscal
years beginning after November 15, 2007. The adoption of SFAS 157 is not expected to have an impact on our results
of operations, financial condition, or cash flow.

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108, "Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements" (SAB 108). SAB 108 shall be
effective for the financial statements issued for fiscal years ending after November 15, 2006.

SAB 108 was issued in order to eliminate the diversity of practice surrounding how public companies quantify
financial statement misstatements. Traditionally, there have been two widely-recognized methods for quantifying the
effects of financial statement misstatements: the "roll-over" method and the "iron curtain" method. The roll-over
method focuses primarily on the impact of a misstatement on the income statement-including the reversing effect of
prior year misstatements-but its use can lead to the accumulation of misstatements in the balance sheet. The
iron-curtain method, on the other hand, focuses primarily on the effect of correcting the period-end balance sheet with
less emphasis on the reversing effects of prior year errors on the income statement. We currently use the iron-curtain
method for quantifying identified financial statement misstatements.

In SAB 108, the SEC staff established an approach that requires quantification of financial statement misstatements
based on the effects of the misstatements on each of the company's financial statements and the related financial
statement disclosures. This model is commonly referred to as a "dual approach" because it requires quantification of
errors under both the iron curtain and the roll-over methods.
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SAB 108 permits existing public companies to initially apply its provisions either by (i) restating prior financial
statements as if the "dual approach" had always been used or (ii) recording the cumulative effect of initially applying
the "dual approach" as adjustments to the carrying values of assets and liabilities as of the beginning of the fiscal year
with an offsetting adjustment recorded to the opening balance of retained earnings. Use of the "cumulative effect"
transition method requires detailed disclosure of the nature and amount of each individual error being corrected
through the cumulative adjustment and how and when it arose.

We are currently analyzing the financial impact of SAB 108 and the approach to be used to record any financial
adjustments within our financial statements. We intend to disclose the results of our analysis and record any
associated financial impact during our preparation of our annual financial statements for the year ending September
30, 2007.

Item 3.     Quantitative and Qualitative Disclosures about Market Risk

Foreign Currency

. We export products to diverse geographic locations. Most of our international revenues through subsidiaries are
denominated in foreign currencies. In total, the fluctuation of the U.S. dollar against certain foreign currencies
increased first quarter revenue growth by approximately $1.3 million, or 3 percentage points versus prior year's first
quarter. To date, foreign currency fluctuations have not had a material effect on our operating results or financial
condition. Our exposure is mitigated, in part, by the fact that we incur certain operating costs in the same foreign
currencies in which revenues are denominated.

Interest Rates. We are exposed to fluctuations in interest rates. A significant portion of our cash is invested in
short-term interest-bearing securities. Assuming a monthly average investment level in short-term interest-bearing
securities of $48.8 million (which approximates the average amount invested in these securities during the
three-month period ended December 31, 2006), each 1 percentage point decrease in the applicable interest rate would
result in a $488 thousand decrease in annual investment income. To date, interest rate fluctuations have not had a
material impact on our operating results or financial condition. In addition, we have an outstanding term loan under
which we make principal payment of approximately $72 thousand per month, plus monthly interest payments of
LIBOR plus 1.75%. During the three months ended December 31, 2006, the Company satisfied this obligation and the
term loan was paid in full.

In order to reduce exposure to movements in interest rates, in January 2003 we entered into an interest rate swap
agreement to convert its variable rate mortgage loan to a fixed rate. The agreement involves the exchange of fixed and
floating interest rate payments over the ten-year life of the loan. The notional rate of $13.8 million and the termination
date of January 1, 2013 match the principal amount and maturity date of the mortgage loan. The variable interest rate
on the mortgage loan is the greater of 3.5% or the sum of the 30-day LIBOR rate plus 2.25%. The interest rate swap
has fixed the effective interest rate that we will pay at 5.92%. The 5.92% interest rate is based on the assumption that
the 30-day LIBOR rate plus 2.25% is 3.5% or higher, due to the interest rate minimum which applies to the mortgage.
The impact of the fluctuations in interest rates on the interest rate swap agreement will be naturally offset by the
opposite impact on the related mortgage debt. We account for this interest rate swap in accordance with SFAS No.
133 "Accounting for Derivative Instruments and Hedging Activities."
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At December 31, 2006, the fair value of the swap agreement, which represents the cash we would receive or pay to
settle the agreement, was a receivable of $294 thousand. The current portion of $49 thousand is included on the
balance sheet under the caption "Other current assets" and the long-term portion of $245 thousand is included under
the caption "Investments and other assets". At September 30, 2006, the fair value of the swap agreement was a
receivable of $294 thousand. The current portion of $47 thousand is included on the balance sheet under the caption
"Other current assets" and the long-term portion of $247 thousand is included under the caption "Investments and
other assets". We record the payments or receipts on the agreement as adjustments to interest expense. We recognized
interest income related to the swap agreement of $27 thousand for three months ended December 31, 2006 and
recognized interest expense related to the swap agreement of $17 thousand for the three months ended December 31,
2005.

Item 4.     Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as of December 31, 2006. The term "disclosure controls and
procedures," as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other
procedures of a company that are designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the
time periods specified in the SEC's rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to ensure that information required to be disclosed by a company in the reports that
it files or submits under the Exchange Act is accumulated and communicated to the company's management, including
its principal executive and principal financial officers, as appropriate to allow timely decisions regarding required
disclosure. Management recognizes that any controls and procedures, no matter how well designed and operated, can
provide only reasonable assurance of achieving their objectives and management necessarily applies its judgment in
evaluating the cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure
controls and procedures as of December 31, 2006, our chief executive officer and chief financial officer concluded
that, as of such date, our disclosure controls and procedures were effective at the reasonable assurance level.

No change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) occurred during the fiscal quarter ended December 31, 2006 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.
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MapInfo Corporation
Part II. Other Information

Edgar Filing: MAPINFO CORP - Form 10-Q

35



Item 1. Legal Proceedings

Legal Proceedings. On August 5, 2002, the Company filed an action against Spatial Re-Engineering Consultants
("SRC"), a former MapInfo reseller, in the United States District Court for the Northern District of New York to
collect approximately $100 thousand in receivables owed by SRC to the Company under contractual obligations. SRC
answered and asserted fifteen counterclaims against the Company. The counterclaims included allegations of breach
of contract, libel, unfair trade practices, and copyright infringement. The District Court dismissed eight counterclaims
and SRC voluntarily withdrew one counterclaim; six counterclaims remain. SRC is seeking money damages of less
than $500 thousand for certain claims and damages for the copyright infringement claims in an amount not to exceed
$300 thousand. The Company believes the counterclaims are without merit and is vigorously defending against all
remaining counterclaims. In addition, the Company has amended its complaint against SRC to add five claims relating
to unauthorized distribution of the Company's products and copyright infringement. The Company cannot predict the
outcome of the litigation nor reasonably estimate a range of possible loss given the current status of the litigation.
Accordingly, no amounts have been accrued for this matter.

The Company is also party to other legal proceedings, none of which it believes is material to its results of operations,
financial condition, or cash flows.

Item 1A. Risk Factors

There have been no changes to the Risk Factors reported in the Company's most recent Annual Report on Form 10-K.

Item 6.     Exhibits

See Exhibit Index attached hereto, which Exhibit Index is incorporated herein by reference.
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Signature

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

MAPINFO CORPORATION
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Date: February 9, 2007 By:   /s/ K. Wayne McDougall                   
     K. Wayne McDougall
     Vice President and
       Chief Financial Officer
       (principal financial and
       accounting officer)
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Exhibit Index

Exhibit
Number Description of Exhibit

10.1 Employment Agreement dated December 28, 2006 by and between the
Registrant and Daniel T. Gerron

10.2 Employment Agreement dated December 29, 2006 by and between the
Registrant and James Scott

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a).

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a).

32.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(b).

32.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(b).
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