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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2003
or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 0-25871

Informatica Corporation

(Exact name of registrant as specified in its charter)

Delaware 77-0333710
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)
2100 Seaport Blvd. 94063
Redwood City, California (Zip Code)

(Address of principal executive offices)

(650) 385-5000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 (the Exchange Act ) during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days.  Yesp No o

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act). Yesp Noo

As of October 31, 2003, there were 84,171,606 shares of the registrant s Common Stock outstanding.
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Item 1.

PART 1. FINANCIAL INFORMATION

Condensed Consolidated Financial Statements

INFORMATICA CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

September 30, December 31,
2003 2002
(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents $160,489 $122,490
Short-term investments 57,800 113,385
Accounts receivable, net of allowances of $1,251 and $1,349,
respectively 27,093 29,982
Prepaid expenses and other current assets 4,683 8,680
Total current assets 250,065 274,537
Restricted cash 12,166 12,166
Property and equipment, net 40,862 47,370
Goodwill 81,816 30,274
Intangible assets, net 5,878 517
Other assets 355 330
Total assets $391,142 $365,194
| |
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 3,523 $ 2,269
Accrued liabilities 26,885 24,384
Accrued compensation and related expenses 12,154 12,666
Income taxes payable 1,806 2,064
Accrued restructuring charges 4,857 4,812
Accrued merger costs 1,431
Deferred revenue 48,020 51,702
Total current liabilities 98,676 97,897
Accrued restructuring charges, less current portion 11,435 14,894
Accrued merger costs, less current portion 603
Commitments and contingencies
Stockholders equity 280,428 252,403
Total liabilities and stockholders equity $391,142 $365,194
| |

See notes to condensed consolidated financial statements.
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INFORMATICA CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Revenues:
License
Service

Total revenues
Cost of revenues:
License
Service

Total cost of revenues

Gross profit
Operating expenses:
Research and development
Sales and marketing
General and administrative
Amortization of intangible assets
Amortization of stock-based compensation
Purchased in-process research and development
Restructuring charges

Total operating expenses

Income (loss) from operations
Interest income and other, net
Litigation settlement

Income (loss) before income taxes
Income tax provision

Net income (loss)

Net income (loss) per share:
Basic and diluted

Weighted shares used in calculation of net income
(loss) per share:
Basic

Diluted

See notes to condensed consolidated financial statements.

Table of Contents

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
$22,774 $ 22,270 $ 70,552 $ 75,176
27,903 25,375 79,220 70,142
50,677 47,645 149,772 145,318
974 1,377 2,198 4,483
9,745 9,764 28,661 29,362
10,719 11,141 30,859 33,845
39,958 36,504 118,913 111,473
12,071 11,278 34,750 34,884
20,350 20,981 62,272 64,851
5,190 5,270 15,981 15,093
99 285 524 855
22 52 65 190
4,524 4,524
17,030 17,030
42,256 54,896 118,116 132,903
(2,298) (18,392) 797 (21,430)
1,295 1,176 3,675 4,655
1,600 1,600
597 (17,216) 6,072 (16,775)
781 64 1,870 325
$ (184) $(17,280) $ 4,202 $ (17,100)
I I I I
$ (0.00) $ (0.22) $ 0.05 $ (0.21)
I I I I
80,380 79,999 80,381 79,659
80,380 79,999 83,097 79,659
I I I I
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INFORMATICA CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

Operating activities
Net income (loss)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:
Depreciation and amortization
Provision for doubtful accounts
Amortization of stock-based compensation
Amortization of intangible assets
Purchased in-process research and development
Non-cash restructuring charges
Gain on the sale of investments
Loss on disposal of property and equipment
Other
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued liabilities
Accrued compensation and related expenses
Income taxes payable
Accrued restructuring charges
Deferred revenue

Net cash provided by operating activities

Investing activities

Purchase of property and equipment, net
Purchases of investments

Sales and maturities of investments
Acquisitions, net of cash acquired

Net cash provided by (used in) investing activities
Financing activities
Proceeds from issuances of common stock, net of payments

for repurchases
Repurchases and retirements of common stock

Net cash provided by (used in) financing activities

Effect of foreign currency translation on cash and cash
equivalents

Table of Contents

Nine Months Ended
September 30,
2003 2002
(In thousands)
(Unaudited)
$ 4202 $ (17,100)
8,406 7,265
177 1,433
65 190
524 855
4,524
1,887
(121) (154)
4 357
76 181
4,109 (2,475)
4,509 719
(18) 546
1,001 (1,391)
856 6,693
(538) 4,077)
(258) 397)
(3,414) 11,752
(4,611) 7,237
19,493 13,521
(1,758) (5,365)
(92,745) (218,350)
147,889 153,013
(30,279)
23,107 (70,702)
6,532 7,531
(11,448)
(4,916) 7,531
315 388
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Increase (decrease) in cash and cash equivalents 37,999 (49,262)
Cash and cash equivalents at beginning of period 122,490 131,264
Cash and cash equivalents at end of period $160,489 $ 82,002

I I

Supplemental disclosures:
Income taxes paid $ 2,063 $ 954

Supplemental disclosures of noncash investing and
financing activities:
Unrealized gain (loss) on available-for-sale securities $ (562 $ 241

See notes to condensed consolidated financial statements.
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INFORMATICA CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation

The accompanying condensed consolidated financial statements of Informatica Corporation ( the Company ) have been prepared in
conformity with accounting principles generally accepted in the United States. However, certain information and footnote disclosures normally
included in financial statements prepared in accordance with generally accepted accounting principles have been condensed, or omitted,
pursuant to the rules and regulations of the Securities and Exchange Commission ( SEC ). In the opinion of management, the financial statements
include all adjustments necessary (which are of a normal and recurring nature) for the fair presentation of the results of the interim periods
presented. All of the amounts included in this report related to the condensed consolidated financial statements as of September 30, 2003 are
unaudited. The interim results presented are not necessarily indicative of results for any subsequent interim period, the year ended December 31,
2003 or any future period.

These unaudited condensed consolidated financial statements should be read in conjunction with our audited consolidated financial
statements and notes thereto for the year ended December 31, 2002 included in the Company s Annual Report on Form 10-K, as amended, filed
with the SEC. The condensed consolidated balance sheet as of December 31, 2002 has been derived from the audited consolidated financial
statements of the Company.

2. Revenue Recognition

The Company generates revenues from sales of software licenses and services, which consist of maintenance, consulting and training. The
Company s license revenues are derived from its data integration and business intelligence software and are also derived from analytic
application suites and data warehouse modules, which the Company ceased selling directly in July 2003. The Company receives software license
revenues from licensing its products directly to end users and indirectly through resellers, distributors and OEMs. The Company receives service
revenues from maintenance contracts, consulting services and training that it performs for customers that license its products either directly from
the Company or indirectly through resellers, distributors and OEMs.

The Company recognizes revenue in accordance with AICPA Statement of Position ( SOP ) 97-2 ( SOP 97-2 ), Software Revenue Recognition,
as amended and modified by SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition, With Respect to Certain Transactions. The
Company recognizes license revenues when a noncancelable license agreement has been signed, the product has been shipped, the fees are fixed
or determinable, collectibility is probable and vendor-specific objective evidence of fair value exists to allocate the fee to the undelivered
elements of the arrangement. Vendor-specific objective evidence is based on the price charged when an element is sold separately. In the case of
an element not yet sold separately, the price is established by the Company s authorized management. If an acceptance period is required, the
Company recognizes revenue upon customer acceptance or the expiration of the acceptance period. Credit-worthiness and collectibility for end
users are first assessed on a country level and then, for those customers in countries deemed to have sufficient timely payment history, customers
are assessed based on payment history and credit profile. For the data integration and business intelligence software sold directly to end users,
the Company recognizes revenue upon shipment when collectibility is probable. The Company ceased selling data warehouse modules in July
2003. When a customer is not deemed credit-worthy, revenue is recognized upon cash receipt. For the Company s analytic application suites, it
recognized both the license and maintenance revenue ratably over the maintenance period, generally one year. Support for the analytic
application suites for the first year was never sold separately and in consideration of the complexities of the implementation the customer was
entitled to receive support services that were different than the standard annual support services of the Company s other products. The Company s
standard agreements do not contain product return rights.

Table of Contents 10
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INFORMATICA CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The Company also enters into reseller and distributor arrangements that typically provide for sublicense or end user license fees based on a
percentage of list prices. Revenue arrangements with resellers and distributors require evidence of sell-through, that is, persuasive evidence that
the products have been sold to an identified end user. For data integration and business intelligence software sold indirectly through the
Company s resellers and distributors, the Company recognizes revenue upon shipment and receipt of evidence of sell-through if the reseller or
distributor has been deemed credit-worthy. The Company ceased selling data warehouse modules in July 2003. Credit-worthiness and
collectibility for resellers and distributors are first assessed on a country level and then, for those resellers and distributors in countries deemed to
have sufficient timely payment history, resellers and distributors are assessed based on established credit history consisting of sales of at least
$1.0 million and with timely payment history, generally for the last twelve months. When resellers and distributors are not deemed
credit-worthy, revenue is recognized upon cash receipt.

The Company also enters into OEM arrangements that provide for license fees based on inclusion of the Company s products in the OEMs
products. These arrangements provide for fixed, irrevocable royalty payments. Credit-worthiness and collectibility for OEMs are first assessed
on a country level and then, for those OEMs in countries deemed to have sufficient timely payment history, OEMs are assessed based on
established credit history consisting of sales of at least $1.0 million and with timely payment history, generally for the last twelve months. For
credit-worthy OEMs, royalty payments are recognized when due. When OEMs are not deemed credit-worthy, revenue is recognized upon cash
receipt.

The Company recognizes maintenance revenues, which consist of fees for ongoing support and product updates, ratably over the term of the
contract, typically one year. Consulting revenues are primarily related to implementation services and product enhancements performed on a
time-and-materials basis or, on a very infrequent basis, a fixed fee arrangement under separate service arrangements related to the installation
and implementation of the Company s software products. Training revenues are generated from classes offered at the Company s headquarters,
sales offices and customer locations. Revenues from consulting and training services are recognized as the services are performed. When a
contract includes both license and service elements, the license fee is recognized on delivery of the software or cash collections, provided
services do not include significant customization or modification of the base product, and are not otherwise essential to the functionality of the
software and the payment terms for licenses are not dependent on additional acceptance criteria.

Deferred revenue includes deferred license, maintenance, consulting and training revenue. Deferred revenue amounts do not include items
that are both deferred and unbilled. The Company s practice is to net unpaid deferred items against the related receivables balances from those
OEMs, specific resellers, distributors and specific international customers for which the Company defers revenue until payment is received.

3. Intangible Assets

Intangible assets consist of the following (in thousands):

September 30, 2003 December 31, 2002
Gross Net Gross Net

Carrying Accumulated Intangible Carrying Accumulated Intangible

Amount Amortization Assets Amount Amortization Assets
Developed technology $1,775 $ 4) $1,771 $ $ $
Core technology 6,287 (3,124) 3,163 3,122 (2,670) 452
Customer relationships 945 @)) 944
Patents 297 297) 297 (232) 65
Total intangible assets $9,304 $(3.,426) $5,878 $3,419 $(2,902) $517

6
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Amortization expense of intangible assets was approximately $0.1 million and $0.3 million for the three months ended September 30, 2003
and 2002, respectively, and approximately $0.5 million and $0.9 million for the nine months ended September 30, 2003 and 2002, respectively.
The expected amortization expense related to identifiable intangible assets is $0.6 million in the fourth quarter of 2003, and approximately,
$2.5 million, $1.1 million, $1.1 million, $0.5 million, $0.1 million in 2004, 2005, 2006, 2007 and 2008, respectively.

4. Stock-Based Compensation

In accordance with Accounting Principles Board Opinion No. 25 ( APB 25 ), Accounting for Stock Issued to Employees, the Company
applies the intrinsic value method in accounting for employee stock options. Accordingly, the Company generally recognizes no compensation
expense with respect to stock-based awards to employees. Pro forma information regarding net income (loss) and net income (loss) per share is
required by Statement of Financial Accounting Standards ( SFAS ) No. 123 ( SFAS 123 ), Accounting for Stock-Based Compensation, which also
requires that the information be determined as if the Company had accounted for its employee stock options under the fair value method of
SFAS 123 and SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure. The fair value of these stock-based
awards to employees was estimated using the Black-Scholes option valuation model.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options that have no vesting
restrictions and are fully transferable. The Black-Scholes model requires the input of highly subjective assumptions. Because the Company s
stock-based awards have characteristics significantly different from those in traded options, and because changes in the subjective input
assumptions can materially affect the fair value estimate, in management s opinion, the existing models do not necessarily provide a reliable
single measure of the fair value of its stock-based awards.

Had compensation cost for the Company s stock-based compensation plans been determined using the fair value at the grant dates for awards
under those plans calculated using the Black-Scholes model, the Company s net income and basic and diluted net income per share would have
decreased to the pro forma net loss amounts indicated below (in thousands, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Net income (loss), as reported $ (184) $(17,280) $ 4,202 $(17,100)

Add: stock-based compensation expense

included in reported net income, net of related

tax effects 98 233 141 371
Deduct: total stock-based compensation

expense determined under fair value method

for all awards, net of related tax effects (5,800) (10,003) (19,129) (37,826)
Net loss, pro forma $(5,886) $(27,050) $(14,786) $(54,555)
I I I I

Basic and diluted net income (loss) per share,

as reported $ (0.00) $ (0.22) $ 0.05 $ (0.21)
| ] ] |
Basic and diluted net loss per share, pro forma $ (0.07) $ (0.34) $ (0.18) $ (0.68)
| ] ] |

These pro forma amounts may not be representative of the effects on reported net income (loss) for future years as options vest over several
years and additional awards are generally made each year.
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INFORMATICA CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

5. Net Income (Loss) Per Share

(Continued)

Basic and diluted net income (loss) per share is presented in conformity with the SFAS No. 128, Earnings Per Share, for all periods
presented. Basic net income (loss) per share is computed using the weighted average number of common shares outstanding during the period.
Diluted earnings per share reflects the potential dilution of securities by adding the dilutive effect of other common stock equivalents, including
outstanding stock options using the treasury stock method, to the weighted average number of common shares outstanding during the period, if
dilutive. The calculation of basic and diluted net income (loss) per share is as follows (in thousands, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Net income (loss) $ (184) $(17,280) $ 4,202 $(17,100)
Weighted average shares of common stock
outstanding used in calculation of net income
(loss) per share:
Basic 80,380 79,999 80,381 79,659
Dilutive effect of employee stock plans 2,716
Diluted 80,380 79,999 83,097 79,659
I I I I
Net income (loss) per share:
Basic and diluted $ (0.00) $ (0.22) $ 0.05 $ (0.21)
I I I I

If the Company had reported net income for the three months ended September 30, 2003 and the three and nine months ended
September 30, 2002, the calculation of diluted earnings per share would have included the shares used in the computation of basic net loss per
share as well as an additional 3,013,000, 2,820,00 and 3,528,000 common stock equivalents, respectively (determined using the treasury stock

method).

6. Comprehensive Income (Loss)

The components of comprehensive income (loss) are as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
Net income (loss) $(184) $(17,280) $4,202 $(17,100)
Other comprehensive income (loss):
Unrealized gain (loss) on investments (351) 316 (562) 241
Foreign currency translation adjustment 151 11 315 388
Comprehensive income (loss) $(384) $(16,953) $3,955 $(16,471)

7. Recent Accounting Pronouncements

Table of Contents

14



Edgar Filing: INFORMATICA CORP - Form 10-Q

In November 2002, the Emerging Issue Task Force ( EITF ) reached a consensus on Issue No. 00-21 ( EITF 00-21 ), Revenue Arrangements
with Multiple Deliverables. EITF 00-21 provides guidance on how to account for arrangements that involve the delivery or performance of
multiple products, services and/or rights to use assets. The provisions of EITF 00-21 apply to revenue arrangements entered into in fiscal periods
beginning after June 15, 2003. The Company has evaluated EITF 00-21 and determined that the Company s
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

multiple element arrangements fall within the scope of SOP 97-2 and therefore, EITF 00-21 is not applicable to the Company.

In January 2003, the FASB issued Interpretation No. 46 ( FIN 46 ), Consolidation of Variable Interest Entities , an interpretation of
Accounting Research Bulletin (ARB) No. 51, Consolidated Financial Statements. FIN 46 establishes accounting guidance for consolidation of a
variable interest entity ( VIE ), formerly referred to as special purpose entities. FIN 46 applies to any business enterprise, both public and private,
that has a controlling interest, contractual relationship or other business relationship with a VIE. FIN 46 provides guidance for determining when
an entity, the Primary Beneficiary, should consolidate another entity, a VIE, that functions to support the activities of the Primary Beneficiary.
During October 2003, the FASB deferred the effective date for all public entities to apply FIN 46 to certain variable interest entities created
before February 1, 2003 to the end of the first reporting period ending after December 15, 2003. VIEs created after January 31, 2003 and the
disclosure requirements of FIN 46 are not subject to the deferral provision. The Company currently has no contractual relationship or other
business relationship with a VIE and does not have any such plans, and therefore the adoption will not have an effect on the Company s
consolidated financial position or results of operations.

8. Business Combination

On September 29, 2003, the Company acquired Striva Corporation ( Striva ), a privately held mainframe data integration software vendor.
The acquisition extends Informatica s data integration and business intelligence software to include Striva s mainframe technology for high-speed
bulk data movement and solution for real-time change data capture in legacy and non-legacy environments. Management believes that it is the
investment value of this synergy related to future product offerings that principally contributed to a purchase price that resulted in the
recognition of goodwill. The Company paid $58.5 million, consisting of $30.7 million of cash and 3,192,248 shares of the Company s common
stock valued at $27.8 million, to acquire all of the outstanding common and preferred shares of Striva, including the assumption by the Company
of all of the outstanding stock options issued pursuant to Striva s stock option plan, which became options to purchase 345,187 shares of the
Company s common stock. The acquisition was accounted for using the purchase method of accounting, and a summary of the purchase price for
the acquisition is as follows (in millions):

Cash paid and common stock issued $58.5
Accrued merger costs 2.1
Fair value of options assumed, net of deferred stock-based compensation 1.0
Liabilities assumed 2.8
Total $64.4

I

The purchase price was allocated as follows:

Tangible assets acquired, net (including cash received of $0.4 million) $ 25

Intangible assets:
Developed technology 1.8
Core technology 3.2
Customer relationships 0.9
Purchased in-process research and development 4.5
Goodwill 51.5
Total $64.4
I

9
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The amount of the total purchase price allocated to the net tangible assets acquired of $2.5 million was assigned based on the fair values as
of the date of acquisition. The identified intangible assets acquired were assigned fair values based upon an independent appraisal, in accordance
with the guidelines established in SFAS No. 141 ( SFAS 141 ), Business Combinations , FIN No. 4, Applicability of FASB Statement No. 2 to
Business Combinations Accounted for by the Purchase Method ( FIN 4 ) and other relevant guidance. The Company believes that these identified
intangible assets have no residual value. The fair values of these intangible assets were assigned, using the discounted cash flow method, using
discount rates of 15% for developed technology and customer relationships, 20% for core technology and 25% for purchased in-process research
and development ( IPR&D ). The amortization periods were determined using the estimated economic useful life of the asset. The developed
technology is being amortized on a straight-line basis over fifteen months, the core technology from three to four years and the customer
relationships over five years. Of the developed technology, core technology and customer relationships intangibles totaling $5.9 million, the
Company expects to record amortization expense of approximately $0.6 million in the fourth quarter of 2003, and approximately $2.5 million,
$1.1 million, $1.1 million, $0.5 million and $0.1 million in 2004, 2005, 2006, 2007 and 2008, respectively.

The fair value assigned to IPR&D represented projects that had not reached technological feasibility and had no alternative uses. These
were classified as IPR&D and expensed in the quarter ended September 30, 2003, which was the quarter of acquisition, in accordance with
FIN 4.

The excess of the purchase price over the identified tangible and intangible assets was recorded as goodwill and amounted to approximately
$51.5 million. In accordance with SFAS No. 142 ( SFAS 142 ), Goodwill and Other Intangible Assets , the goodwill will not be amortized but
instead tested for impairment in accordance with the provisions of SFAS 142 at least annually and more frequently upon the occurrence of
certain events. The Company anticipates that none of the $61.9 million of the goodwill and intangible assets recorded in connection with the
Striva acquisition will be deductible for income tax purposes.

The accrued merger costs include transaction costs and an accrual for excess leased facilities formerly occupied by Striva. In accordance
with EITF No. 95-3, Recognition of Liabilities in Connection with a Business Combination ( EITF 95-3 ), the liability associated with this
restructuring is considered a liability assumed in the purchase price allocation. Of the $2.1 million accrued merger costs included in the purchase
price, $0.1 million was paid during the quarter ended September 30, 2003. As of September 30, 2003, $1.4 million was classified as current
liabilities and $0.6 million was classified as noncurrent liabilities. The Company does not believe that any unresolved matters exist that would
result in a material adjustment to the accrued merger costs, which would result in a change in the recorded goodwill balance.

The total fair value of the options assumed was $2.3 million, of which $1.0 million was included in purchase price. The remaining
$1.3 million was classified as deferred compensation and is being amortized over the remaining vesting period of the underlying awards. As a
result of the acquisition, three employees of Striva granted the Company a right to repurchase, subject to continued employment, a certain
number of shares of the Company s common stock at a price of $0.001 per share. As a result, an additional $3.4 million (representing the closing
stock price on the effective date of acquisition multiplied by the number of shares) was recorded as deferred stock-based compensation and is
being amortized as the right to repurchase lapses. Of the total deferred stock-based compensation charges of $4.7 million, the Company expects
to record amortization expense of approximately $0.7 million in the fourth quarter of the year ended December 31, 2003, and approximately
$2.4 million, $1.4 million, $0.2 million and $11,000 in 2004, 2005, 2006 and 2007, respectively.

The results of Striva s operations have been included in the condensed consolidated financial statements. Pro forma results of operations
have not been presented since the effects of the acquisition were not material to the Company s actual results of operations for the periods
presented.

10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

9. Restructuring Charges

During the third quarter of 2001, the Company announced a restructuring plan and recorded restructuring charges of approximately
$12.1 million, consisting of $1.5 million in leasehold improvement and asset write-offs and $10.6 million related to the consolidation of excess
leased facilities in the San Francisco Bay Area and Texas.

During the third quarter of 2002, the Company recorded additional restructuring charges of approximately $17.0 million, consisting of
$15.1 million related to estimated facility lease losses and $1.9 million in leasehold improvement and asset write-offs related to the consolidation
of excess leased facilities in the San Francisco Bay Area and Texas as a result of continued deterioration of the commercial real estate market in
these areas. These charges represented adjustments to the original assumptions, including the time period that the buildings will be vacant,
expected sublease rates, expected sublease terms and the estimated time to sublease. The Company calculated the estimated costs for the
additional restructuring charges with the assistance of current market information and trend analysis provided by a commercial real estate
brokerage firm retained by the Company.

Net cash payments for the three and nine months ended September 30, 2003 related to the obligations under operating leases amounted to
$1.1 million and $3.4 million, respectively. Actual future cash requirements may differ from the restructuring liability balances as of
September 30, 2003 if the Company is unable to sublease the excess leased facilities, there are changes to the time period that facilities are
vacant, or the actual sublease income is different from current estimates. As of September 30, 2003, $16.3 million of facilities operating lease
obligations, net of related costs and anticipated sublease income related to facilities expected to be subleased, remains accrued and is expected to
be paid by 2007. If the Company is unable to sublease any of the available vacant facilities during the remaining lease terms from the fourth
quarter of 2004 through 2007, restructuring charges could increase by approximately $3.2 million. If the Company does not occupy certain
available vacant facilities during the remaining lease terms from 2008 through 2013, restructuring charges could increase by approximately an
additional $15.5 million.

A summary of the activity of the accrued restructuring charges for the nine months ended September 30, 2003 is as follows (in thousands):

Accrued Accrued
Restructuring Restructuring
Charges at Charges at
December 31, Cash Non-Cash September 30,
2002 Adjustments Payments Charges 2003
Excess leased facilities $19,706 $ $(3,414) $ $16,292
I | I I I

As of September 30, 2003, $4.9 million of the $16.3 million accrued restructuring charges was classified as current liabilities and the
remaining $11.4 million was classified as noncurrent liabilities.

In February 2003, the Company signed a sublease agreement with a privately held company for leased office space in San Francisco,
California. The Company received sublease payments under the sublease agreement, which commenced in April 2003, of $0.1 million in the
three months ended September 30, 2003 and expects to receive additional sublease payments of $0.1 million for the remaining three months of
2003, $0.3 million in 2004, $0.4 million in 2005, $0.4 million in 2006 and $0.1 million in 2007. The total payments of approximately
$1.4 million under the sublease agreement exceed the restructuring sublease assumptions for the leased space by $0.8 million. The Company has
deemed the subleasee to be not credit-worthy based on its financial condition. As a result, accrued restructuring charges were not reduced by the
$0.8 million upon signing of the lease, and the Company will recognize the payments from the subleasee as a benefit to its results of operations
as the $0.8 million payments of incremental sublease income are received. The payments received to date have been recorded as a reduction in
accrued restructuring charges. If remaining payments
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are received when due, the benefit to the results of operations would be $0.3 million in 2005, $0.4 million in 2006 and $0.1 million in 2007.

10.  Stock Repurchase Plan

On September 30, 2003, the Company s one-year stock repurchase program expired. For the three and nine months ended September 30,
2003, the Company purchased 140,000 and 1,642,498 shares, respectively, at a cost of $1.0 million and $11.4 million for these periods. As of
September 30, 2003, a total of 1,994,732 shares were purchased under this program at a cost of $13.2 million. These shares were retired and
reclassified as authorized and unissued shares of common stock.

11. Warranties and Indemnification

The Company generally provides a warranty for its software products and services to its customers for a period of three to nine months and
accounts for its warranties under SFAS No. 5 ( SFAS 5 ), Accounting for Contingencies. The Company s software products media are generally
warranted to be free of defects in materials and workmanship under normal use and the products are also generally warranted to substantially
perform as described in certain Company documentation. The Company s services are generally warranted to be performed in a professional
manner and to materially conform to the specifications set forth in a customer s signed contract. In the event there is a failure of such warranties,
the Company generally will correct or provide a reasonable work around or replacement product. The Company has provided a warranty accrual
of $0.2 million as of September 30, 2003 and December 31, 2002. To date, the Company s product warranty expense has not been significant.

The Company generally agrees to indemnify its customers against legal claims that the Company s software products infringe certain
third-party intellectual property rights and accounts for its indemnification obligations under SFAS 5. In the event of such a claim, the Company
is generally obligated to defend its customer against the claim and to either settle the claim at the Company s expense or pay damages that the
customer is legally required to pay to the third-party claimant. In addition, in the event of an infringement, the Company agrees to modify or
replace the infringing product, or, if those options are not reasonably possible, to refund the cost of the software, as pro-rated over a five-year
period. To date, the Company has not been required to make any payment resulting from infringement claims asserted against its customers. As
such, the Company has not recorded a liability for infringement costs as of September 30, 2003.

12.  Litigation

On November 8, 2001, a purported securities class action complaint was filed in the United States District Court for the Southern District of
New York. The case is entitled In re Informatica Corporation Initial Public Offering Securities Litigation, Civ. No. 01-9922 (SAS) (S.D.N.Y.),
related to In re Initial Public Offering Securities Litigation, 21 MC 92 (SAS) (S.D.N.Y.). Plaintiffs amended complaint was brought purportedly
on behalf of all persons who purchased the Company s common stock from April 29, 1999 through December 6, 2000. It names as defendants
Informatica Corporation, one of the Company s current officers, and one of the Company s former officers (the Informatica defendants ), and
several investment banking firms that served as underwriters of the Company s April 29, 1999 initial public offering and September 28, 2000
follow-on public offering. The complaint alleges liability as to all defendants under Sections 11 and/or 15 of the Securities Act of 1933 and
Sections 10(b) and/or 20(a) of the Securities Exchange Act of 1934, on the grounds that the registration statements for the offerings did not
disclose that: (1) the underwriters had agreed to allow certain customers to purchase shares in the offerings in exchange for excess commissions
paid to the underwriters; and (2) the underwriters had arranged for certain customers to purchase additional shares in the aftermarket at
predetermined prices. The complaint also alleges that false analyst reports were issued. No specific damages are claimed.
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Similar allegations were made in other lawsuits challenging over 300 other initial public offerings and follow-on offerings conducted in
1999 and 2000. The cases were consolidated for pretrial purposes. On February 19, 2003, the Court ruled on all defendants motions to dismiss.
The Court denied the motions to dismiss the claims under the Securities Act of 1933. The Court denied the motion to dismiss the Section 10(a)
claim against Informatica and 184 other issuer defendants. The Court denied the motion to dismiss the Section 10(a) and 20(a) claims against the
Informatica defendants and 62 other individual defendants.

The Company has decided to accept a settlement proposal presented to all issuer defendants. In this settlement, plaintiffs will dismiss and
release all claims against the Informatica defendants, in exchange for a contingent payment by the insurance companies collectively responsible
for insuring the issuers in all of the IPO cases, and for the assignment or surrender of control of certain claims the Company may have against
the underwriters. The Informatica defendants will not be required to make any cash payments in the settlement, unless the pro rata amount paid
by the insurers in the settlement exceeds the amount of the insurance coverage, a circumstance which the Company does not believe will occur.
The settlement will require approval of the Court, which cannot be assured, after class members are given the opportunity to object to the
settlement or opt out of the settlement.

On July 15, 2002, the Company filed a patent infringement action in U.S. District Court in Northern California against Acta Technology,
Inc. ( Acta ), now known as Business Objects Data Integration, Inc. ( BODI ), asserting that certain Acta products infringe on three of our patents:
U.S. Patent No. 6,014,670, entitled Apparatus and Method for Performing Data Transformations in Data Warehousing ; U.S. Patent
No. 6,339,775, entitled Apparatus and Method for Performing Data Transformations in Data Warehousing (this patent is a continuation-in-part
of and claims the benefit of U.S. Patent No. 6,014,670); and U.S. Patent No. 6,208,990, entitled Method and Architecture for Automated
Optimization of ETL Throughput in Data Warehousing Applications. On July 17, 2002, the Company filed an amended complaint alleging that
Acta products also infringe on one additional patent: U.S. Patent No. 6,044,374, entitled Object References for Sharing Metadata in Data Marts.
In the suit, the Company is seeking an injunction against future sales of the infringing Acta/BODI products, as well as damages for past sales of
the infringing products. The Company has asserted that BODI s infringement of the Informatica patents was willful and deliberate. On
September 5, 2002, BODI answered the complaint and filed counterclaims against us seeking a declaration that each patent asserted is not
infringed and is invalid and unenforceable. BODI did not make any claims for monetary relief against us. The parties presented their respective
claim constructions to the Court on September 24, 2003 and are awaiting the Court s ruling. The matter is currently in the discovery phase.

The Company recently filed a complaint against Ascential Software Corporation in which the Company asserted that Ascential, and a
number of former Informatica employees recruited and hired by Ascential, misappropriated our trade secrets, including sensitive products and
marketing information and detailed sales information regarding existing and potential customers and unlawfully used that information to benefit
Ascential in gaining a competitive advantage against us. In July 2003, the Company settled this lawsuit with Ascential. The settlement includes a
consent judgment being entered against Ascential, and a permanent injunction enjoining Ascential from using, or further disseminating,
confidential, sensitive Informatica information and materials. In addition, Ascential paid Informatica a sum of $1.6 million.

The Company is also a party to various legal proceedings and claims, either asserted or unasserted, arising from the normal course of
business activities.

In management s opinion, resolution of any of these matters is not expected to have a material adverse impact on the results of operations,
cash flows or financial position of the Company.
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Item 2.  Management s Discussion and Analysis of Financial Condition and Results of Operations

This Form 10-Q includes forward-looking statements within the meaning of the federal securities laws, particularly statements referencing
our expectations relating to our service revenues; trends in our cost of revenues and operating expenses; the sufficiency of our cash balances and
cash flows for the next twelve months; potential investments of cash or stock to acquire or invest in complementary businesses, products or
technologies; the impact of recent changes in accounting standards; and assumptions underlying any of the foregoing. In some cases,
forward-looking statements can be identified by the use of terminology such as may, will, expects, intends, plans, anticipates, estimates.

potential, or continue, or the negative thereof or other comparable terminology. Although we believe that the expectations reflected in the
forward-looking statements contained herein are reasonable, these expectations or any of the forward-looking statements could prove to be
incorrect, and actual results could differ materially from those projected or assumed in the forward-looking statements. Our future financial
condition and results of operations, as well as any forward-looking statements, are subject to risks and uncertainties, including but not limited to
the factors set forth in Risk Factors and elsewhere in this report. All forward-looking statements and reasons why results may differ included in
this report are made as of the date hereof, and we assume no obligation to update any such forward-looking statements or reasons why actual
results may differ.

The following discussion should be read in conjunction with our condensed consolidated financial statements and notes thereto appearing
elsewhere in this report.

Overview

We are a leading provider of data integration and business intelligence software that helps our customers to automate the integration,
analysis and delivery of critical corporate information. Using our products, managers and executives gain valuable business insight they can use
to help improve operational performance and enhance competitive advantage.

Recent Developments

On September 29, 2003, we acquired Striva Corporation, a privately held mainframe data integration software vendor. The acquisition
extends our data integration and business intelligence software to include Striva s mainframe technology for high-speed bulk data movement and
solution for real-time change data capture in legacy and non-legacy environments. We believe that it is the investment value of this synergy
related to future product offerings that principally contributed to a purchase price that resulted in the recognition of goodwill. Prior to the
acquisition, we had an OEM relationship with Striva whereby we integrated Striva s bulk data movement technology as part of our product
offering. We paid $58.5 million, consisting of $30.7 million of cash and 3,192,248 shares of our common stock valued at approximately
$27.8 million, to acquire all of the outstanding common and preferred shares of Striva, including the assumption by us of all of the outstanding
stock options issued pursuant to Striva s stock option plan, which became options to purchase 345,187 shares of our common stock. The
acquisition was accounted for using the purchase method of accounting and, accordingly, the total purchase price of Striva was allocated to the
acquired assets, including goodwill and identified intangible assets, and assumed liabilities at their fair values as of the date of the acquisition.
The results of Striva s operations have been included in our condensed consolidated financial statements since the date of the acquisition.

Critical Accounting Policies

Our condensed consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United
States (GAAP). These accounting principles require us to make certain estimates, judgments and assumption