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SECURITIES AND EXCHANGE COMMISSION
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FORM 10-K

þ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2007
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ACT OF 1934

For the transition period from              to             

Commission File Number 001-33612
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Delaware 20-3289482
(State of incorporation) (I.R.S. Employer Identification No.)

500 Unicorn Park Drive

Woburn, Massachusetts 01801
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (781) 970-6000

(Former Name, Former Address and Former Fiscal year, if changed since last report)

Securities Registered Pursuant to Section 12(b) of the Act:

Title of Each Class Name of Exchange on Which Registered
Common Stock, $0.001 par value The NASDAQ Stock Market LLC

Securities Registered Pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act.    Yes  ¨    No  þ

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 during the preceding 12 months (or 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.    YES  þ    NO  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer  ¨     Accelerated filer  ¨     Non-accelerated filer  þ     Smaller reporting company  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).     Yes  ¨    No  þ

The aggregate market value of the registrant�s common stock held by non-affiliates of the registrant, computed by reference to the last reported
sale price of the common stock as reported on The NASDAQ Global Market on December 31, 2007 was approximately $214,550,281 (assumes
officers, directors, and all shareholders beneficially owning 5% or more of the outstanding common shares are affiliates). The registrant has
elected to provide this information as of December 31, 2007 because its common stock was not publicly traded as of the last business day of the
registrant�s most recently completed second fiscal quarter.
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The number of shares outstanding of the registrant�s common stock as of March 24, 2008 was approximately 34,302,918.

DOCUMENTS INCORPORATED BY REFERENCE.

Portions of the registrant�s definitive Proxy Statement to be filed with the Securities and Exchange Commission pursuant to Regulation 14A in
connection with the 2008 Annual Meeting of Stockholders are incorporated herein by reference into Part III of this report.
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PART I

Item 1. Business
Certain statements in this Annual Report on Form 10-K are �forward-looking statements� within the meaning of Section 27A of the Securities
Act of 1933, as amended (the �Securities Act�), and Section 21E of the Securities Exchange Act of 1934, as amended (the �Exchange Act�).
These statements involve a number of risks, uncertainties and other factors that could cause our actual results, performance or achievements to
be materially different from any future results, performance or achievements expressed or implied by these forward-looking statements. Factors
which could materially affect such forward-looking statements can be found in the section entitled �Risk Factors� in Part 1, Item 1A in this
Annual Report on Form 10-K. Investors are urged to consider these factors carefully in evaluating the forward-looking statements and are
cautioned not to place undue reliance on such forward-looking statements. The forward-looking statements made herein are only made as of the
date hereof and we will undertake no obligation to publicly update such forward-looking statements to reflect subsequent events or
circumstances.

Overview

Monotype Imaging Holdings Inc. is a leading global provider of text imaging solutions. Our technologies and fonts enable the display and
printing of high quality digital text. Our software technologies have been widely deployed across, and embedded in a range of consumer
electronics, or CE devices, including laser printers, digital copiers, mobile phones, digital televisions, set-top boxes and digital cameras, as well
as in numerous software applications and operating systems. In the laser printer market, we have worked together with industry leaders for over
16 years to provide critical components embedded in printing standards. Our scaling, compression, text layout, color and printer driver
technologies solve critical text imaging issues for CE device manufacturers by rendering high quality text on low resolution and memory
constrained CE devices. We combine these proprietary technologies with access to over 10,000 typefaces from a library of some of the most
widely used designs in the world, including popular names like Helvetica and Times New Roman. We also license our typefaces to creative and
business professionals through custom font design services, direct sales and our e-commerce websites fonts.com, itcfonts.com, linotype.com and
faces.co.uk, which attracted more than 25 million visits in 2007 from over 200 countries and territories. Our principal offices are located in
Woburn, Massachusetts, with regional offices in Mt. Prospect, Illinois, Redwood City, California, Boulder, Colorado, Japan, Hong Kong (China
Type Design Ltd.), the United Kingdom and Germany (Linotype GmbH).

Until November 5, 2004, Agfa Corporation, or Agfa, operated its font and printer driver business through its wholly-owned subsidiary, Agfa
Monotype Corporation, or Agfa Monotype. On November 5, 2004, through a series of transactions, all of the common stock of Agfa Monotype
was acquired by a newly formed entity, Monotype Imaging Inc., which was wholly owned by TA Associates, Inc., D.B. Zwirn Special
Opportunities Fund, and certain of the former officers and employees of Agfa Monotype through a holding company, Imaging Holdings Corp.,
or IHC. In August 2005, IHC entered into a recapitalization transaction which resulted in it becoming wholly owned by Monotype Imaging
Holdings Inc., the registrant and a Delaware corporation.

In 2006, we completed two acquisitions. On July 28, 2006, the Company acquired 80.01% of the capital stock of China Type Design Ltd., or
China Type Design, a Hong Kong corporation, specializing in font design. At the time of the acquisition, we already had a 19.99% ownership
interest in China Type Design and, following the acquisition, it became our wholly owned subsidiary. With the China Type Design acquisition,
we acquired a library of Asian stroke-based fonts and gained the internal capability to develop and produce these fonts. On August 1, 2006, the
Company acquired Linotype GmbH, or Linotype, a German company and a leader in the development, marketing, licensing and servicing of
digital fonts and proprietor of a font library comprised of typefaces. We also acquired certain fonts and other intellectual property assets from the
seller of Linotype. With the purchase of Linotype, we acquired access to a large library of fonts, a strong brand with a significant web presence
and a more complete offering for the creative professional market.
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Industry Overview and Market Opportunity

Font technology has evolved rapidly with the increase in the functionality of CE devices. The latest generation of digital font technology focuses
on scalable fonts rather than bitmaps. Bitmaps require the storage of images for each individual character and size, which limits deployment
across multiple CE devices. Scalable fonts are more flexible, compressed and memory efficient.

CE devices are marketed globally and increasingly require robust multi-media functionality. Consumers are increasingly acquiring rich digital
media content from service providers, over the Internet, as packaged media and from other users. CE device manufacturers must display text
from these different sources, provide a consistent look and feel across CE devices, support worldwide languages and provide enhanced
navigation and personalization. Laser printer manufacturers are utilizing text imaging solutions to enhance functionality and add features.

Consumers want to access content anywhere, anytime and on any CE device. As technologies enable a revolution where media moves
seamlessly from one CE device to another, scalable text imaging technologies that are optimized for these CE devices become critical. For
example, PC-like rich media functionality is moving to the mobile phone platform, driving the adoption of robust scalable text and digital
televisions are incorporating scalable text for navigation and connectivity.

The market for laser printers and digital copiers is growing but generally more mature and stable than the rest of the CE device market. As a
result, the lower end of the market is becoming more commoditized. Laser printer manufacturers are responding by increasing the functionality
of their products, with advancements such as a larger number of embedded fonts and color output, scanning and copying capabilities. This
increased functionality is in turn driving the advancement of the printer industry, particularly the laser printer industry, which accounts for a
significant portion of the printer market. More than 38 million laser printers were sold in 2007, per a March 2008 IDC report, generating $49
billion in revenues for laser printer manufacturers.

The rapid change in the capabilities and functionality of multimedia enabled CE devices, together with the increased reliance by laser printer
manufacturers on enhancing technologies to drive value, favor comprehensive global text imaging solutions.

Graphic designers, advertisers, printers, publishers and other creative and business professionals also rely heavily on fonts to convey meaning
and to differentiate brand identity. For example, creative and business professionals at multinational corporations are increasingly tasked with
creating solutions that extend branding and marketing communications into new markets around the world. Creative and business professionals
historically acquired fonts primarily from local or regional distributors or dealers. However, we believe online font vendors have become the
preferred channel to acquire fonts due to the larger selection, greater ease of use, and the ability to easily access font libraries from anywhere.

Original equipment manufacturers, or OEMs, and creative and business professionals are increasingly demanding comprehensive text imaging
solutions with flexible technologies that can be rapidly integrated into their products. In the CE device market, advanced text imaging solutions,
including scalable and multilingual type that is optimized for CE device memory and display limitations, are critical in supporting text
portability. We believe laser printer manufacturers are utilizing text imaging solutions to enhance functionality. In addition, creative and
business professionals like graphic designers and advertising agencies are turning to text imaging solutions more frequently for branding and
marketing in today�s increasingly global business environment. As a result, OEMs and creative and business professionals are demanding
advanced text imaging solutions that are powerful and easy to use, and that continue to develop and evolve to address their text imaging needs.

Our Products

We develop text imaging solutions that enable the display and printing of high quality text in all of the world�s major languages and are
compatible with most major operating environments as well as those developed
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directly by CE device manufacturers. Our proprietary technologies address critical text imaging needs for CE device manufacturers by rendering
high quality text on low resolution and memory constrained CE devices. Our key text imaging technologies and services include:

� Font Scaling, Compression and Rasterizing Technologies

� Our iType font scaling engine renders high quality display of text in every major language and in any size on memory
constrained CE devices, including, but not limited to, mobile phones, hand-held computers, video game consoles and set-top
boxes, and is fully compatible with industry-standard font formats of TrueType and OpenType as well as our proprietary
format for stroke-based Asian fonts.

� Our primary laser printer imaging products are our font scaling engine, Universal Font Scaling Technology and a patented
font compression technology, MicroType. Our font scaling engine and font compression technologies are compatible with
virtually all font formats and CE device manufacturers� standards, including PostScript and Printer Command Language, or
PCL. We currently license these products to over 60 laser printer manufacturers worldwide.

� Our Asian Compression for TrueType, or ACT, enables the accurate and fast rendering of high-quality Asian typeface images
for laser printers, digital copiers, mobile phones, digital televisions, set-top boxes and digital cameras.

� Text Layout Engines

� Our WorldType Layout Engine enables CE devices to display text accurately in complex languages, including Indic, Arabic
and Hebrew scripts.

� Printer Driver Kits

� Our printer driver kits enable printer manufacturers to create customized laser printer drivers that allow applications to print
as intended.

� Imaging Tools

� Our ColorSet imaging tools give printer manufacturers complete control over high-quality color reproduction while
minimizing development time.

� Our ColorSet imaging tools are offered in three kits, each which allows for maximum image quality while supporting printer
industry standards:

� ColorSet Management Module Tool Kit ensures consistent color mapping between input and output CE devices.
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� ColorSet Profile Tool Kit saves time creating profiles and editing applications.

� ColorSet Screening Tool Kit maximizes image quality in color laser printers.

� Our SmartHint Asian fonts use a simple stroke-based format that require much less memory than regular TrueType fonts.
SmartHint fonts have been engineered for clarity on small CE devices such as mobile phones.

� Font Products and Services

� Our library of over 10,000 typefaces includes fonts owned by us and fonts that we have licensed from third parties.

� We have strong relationships with a broad network of highly talented font designers.

� Our e-commerce websites fonts.com, itcfonts.com, linotype.com and faces.co.uk offer over 125,000 high quality font
products.

� We offer custom font design services for corporate branding and identity purposes.
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� Our core sets of fonts consist of the PCL 6 and PostScript 3 font collections. These fonts are designed for compatibility with
Hewlett Packard, or HP, and Adobe Systems Incorporated, or Adobe, font specifications.

� Font Management Technology

� Fontwise technology allows creative and business professional customers to audit, manage and purchase font licenses.

� Fontwise client-server software scans the corporate network and reports on all font files found, identifying fonts for which the
user does not have a license and allows the user to enter into the required licenses with us or the relevant font supplier or
publisher.

� FontExplorer X font management software allows the end-user to identify fonts required to view and print a given
document as the original author intended and provides an easy way to license those fonts.

Competitive Strengths

Our text imaging solutions provide critical technologies and fonts for users that require the ability to display or print high quality digital text.
Our core strengths include:

Technological and Intellectual Property Leadership. We are a leading global provider of text imaging solutions for laser printers. We have
achieved this leadership position by combining our proprietary technologies with extensive font libraries that include many of the world�s most
popular typefaces. We are leveraging our intellectual property and experience in this market to secure a leading position in other high volume
CE device categories. For example, we currently ship our text imaging solutions on mobile phones manufactured by three of the largest
manufacturers of mobile phones by unit-volume. We have also established footholds in the digital television, digital camera and other emerging
CE device categories.

Established Relationships with Market Leaders. We benefit from established relationships with our OEM customers, many of which date back
16 years or more. We work collaboratively with them and obtain insight into their product roadmap and future requirements. Because our
technologies and fonts are embedded in the hardware of our customers� CE devices, it would be costly and time-consuming to replace them. Our
OEM customers include many of the largest and most successful companies in each of the markets that we serve. In the mobile phone and CE
device space, we provide technologies to market leaders Nokia, Motorola and Sony Ericsson. In the laser printer market our customers include
eight of the top ten laser printer manufacturers based on the volume of units shipped worldwide. Our operating system and application partners
include Microsoft, Apple, QUALCOMM and Symbian.

International Presence and Technologies Designed to Serve the Global Market. In 2007 and in 2006, 68.7% and 57.0%, respectively, of our
revenue was derived from sales by our operating subsidiaries located in Japan, the United Kingdom, Germany and China. Our customers are
located in the United States, Asia, Europe and throughout the world. Our technologies and font IP are critical to our OEM customers that
manufacture high volume CE devices that have multimedia functionality and multinational distribution. We support all of the world�s major
languages. We have specifically designed scalable font rendering technologies for displaying rich content in Asian and other non-Latin
languages. We enable OEM customers to engineer a common platform supporting multiple languages, reducing their cost and time to market
and increasing product flexibility. This is critical to manufacturers of high volume CE devices that have multimedia functionality and
multinational distribution. Increasingly, the center of design, manufacturing and consumption of CE devices is in China, Japan and Korea. We
have over 16 years of experience partnering with Asian companies like Ricoh, Toshiba and Kyocera Mita. Additionally, through our acquisition
of China Type Design, we have expanded our text imaging solutions portfolio and our international presence.

5

Edgar Filing: Monotype Imaging Holdings Inc. - Form 10-K

Table of Contents 9



Table of Contents

Strong Web Presence and Font Design Services. We have built an extensive customer base of creative and business professionals to whom we
license fonts. Our flagship website with the intuitive domain name, fonts.com, along with our other e-commerce websites, including the
European site linotype.com, provide us with a substantial web presence offering over 125,000 font products. We have also provided custom font
design and branding services to many multinational corporations.

Attractive Business Model. We have a significant, recurring base of licensing revenues that is based, in part, on multi-year financial
commitments by our OEM customers. In addition, our revenues are highly visible due to our established relationships with our OEM customers
and due to quarterly royalty reports we receive from those customers. As a technology licensing business, we generate significant cash flows
from incremental OEM revenue. We have a relatively low cash tax rate which increases our cash flows. We have low capital requirements,
which drive high returns on invested capital.

Experienced Leadership and Employee Base. Our senior management has an average of 15 years of experience in the text imaging solutions
business. Robert M. Givens, our Chairman of the board of directors, and Douglas J. Shaw, our President, Chief Executive Officer and director,
have presided over the successful introduction of our text imaging solutions in each of our served markets for over 20 years. Our Chief Financial
Officer, Jacqueline D. Arthur, has significant public company experience from previous positions. John L. Seguin, our Executive Vice President,
is a long-time veteran of companies that supply technologies to the CE device industry. Many of the members of our sales, engineering and
support staff have been with us since we began serving OEMs and creative and business professionals. As a result, there is significant continuity
between our team and our key customers.

Our Strategy

Our objective is to extend our position as a leading global provider of text imaging solutions. We intend to:

Increase Penetration of our Technologies and Fonts into Emerging CE Device Categories. We believe our technologies and fonts are
increasingly vital to the mass-market success of certain high growth CE device categories like high-end mobile phones, digital televisions,
set-top boxes and digital cameras. We have an established base of customers in these CE device categories and we intend to increase our
targeted sales activities to add new customers and increase the number of products, models, applications and systems in which our technologies
and fonts are embedded. We intend to market our text imaging solutions for inclusion in emerging CE device categories with sophisticated
display imaging needs like high definition DVD players and DVD recorders and in-vehicle entertainment devices. In addition, we intend to
extend our reach into new products, customers and models by continuing to partner with leading independent software vendors.

Extend our Leadership Position with Enhanced Technologies in the Laser Printer Market. While the laser printer market has been growing at a
slower pace than the market for other CE devices, we have historically sustained consistent growth by anticipating and rapidly adapting to
changes in this market. For example, we tailored our products to support PCL and PostScript and, with the release of Microsoft Windows Vista,
we began supporting XPS and the increased font offering that is part of Microsoft Windows Vista. As laser printers evolved from analog and
monochrome to digital and color printers and, more recently to multi-function printers, we also enhanced our existing compression technologies
and imaging tools to maintain the high quality rendering of printed text in these new CE devices. We also introduced new products like our
printer driver kits and color tools to address the increasing demand for customized driver applications. We intend to leverage our extensive
experience in this market and our long standing relationships with laser printer manufacturers to maintain our leadership position in the laser
printer market.

Leverage our Installed Base of Leading OEM Customers by Providing New Technologies and Fonts. Our customers include many of the largest
manufacturers in the CE device markets as well as independent software vendors and we continually seek to develop new technologies and fonts
to serve these customers. By providing
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additional technologies and fonts, we seek to leverage our core relationships to maintain or increase the average selling prices of our text
imaging solutions and to further penetrate our existing OEM customer base. Such technologies include worldwide language support products for
laser printer manufacturers optimized for the Microsoft Windows Vista platform and new products and technologies for multi-function and color
printers.

Expand and Deepen our Global Presence, Particularly in Asia. We intend to drive our revenue growth by leveraging our knowledge of global
markets and our global operations. We believe that the expected continued economic growth in Asia will further the demand for Asian text
imaging solutions. Through organic expansion and acquisitions, including our acquisition of China Type Design, we are increasing our ability to
service CE device manufacturers and consumers throughout the world. We intend to focus on the Chinese, Japanese and Korean language
markets for laser printers and digital copiers, which together represent approximately 25% of the total global laser printer market. We believe
there are significant growth opportunities in these markets due to our limited penetration to date.

Continue to Develop our Online Offerings and Services. We have a strong online presence with our websites fonts.com, itcfonts.com,
linotype.com and faces.co.uk. These websites attracted more than 25 million visits in 2007 from over 200 countries and territories. We believe
there are opportunities to increase our revenue per visitor by continuing to offer innovative solutions to this community of users, as well as to
benefit from growth in web traffic at these sites. We intend to leverage our web presence to capitalize on the emerging trends in the CE device
markets like the demand for personalization of CE devices.

Selectively Pursue Complementary Acquisitions, Strategic Partnerships and Third-Party Intellectual Property. We intend to pursue selected
acquisitions, strategic partnerships and third-party intellectual property to accelerate our time to market with complementary text imaging
solutions, penetrate new geographies and enhance our intellectual property portfolio. We believe that the market for laser printer and other text
imaging technologies is still fragmented. We have a demonstrated track record of identifying, acquiring and integrating companies that enhance
our intellectual property portfolio.

Our Customers

Our technologies and services are sold to customers in two principal markets: OEM and creative professional. The OEM market consists of both
CE device manufacturers and independent software vendors. In 2007, 2006 and 2005 our revenue in these two markets was as follows (in
thousands):

2007 2006 2005

Principal Markets Revenue
Percentage of
Total Revenue Revenue

Percentage of
Total Revenue Revenue

Percentage of
Total Revenue

OEM $ 72,612 69% $ 64,268 75% $ 59,073 80%
Creative Professional 32,540 31% 21,936 25% 14,703 20%

Total $ 105,152 100% $ 86,204 100% $ 73,776 100%

Our text imaging solutions are embedded in a broad range of CE devices and are compatible with most major operating environments and those
developed directly by CE device manufacturers. We partner with operating system and software application vendors Microsoft, Apple, Symbian,
QUALCOMM and ACCESS (PalmSource) and have made our patented iType® scalable font engine available as a plug-in for open source
Linux® environments. We estimate that our technologies and fonts were embedded in over 50% of the laser printers shipped in 2007.
Additionally, we are an active participant in the development of industry standards.

Our customers are among the world�s leading CE device manufacturers and creative and business professionals, including:

� mobile phone makers Nokia, Motorola and Sony Ericsson;

� eight of the top ten laser printer manufacturers based on the volume of units shipped worldwide;
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� digital television and set-top box manufacturers TTE Technology, Toshiba and JVC; and

� multinational corporations Agilent, British Airways and Barclays.
In 2007, 2006 and 2005, our top ten licensees by revenue accounted for approximately 46.6%, 53.0% and 60.4% of our total revenue,
respectively. In 2007 and 2006, no one customer accounted for more than 10% of our total revenue. In 2005, one customer, Lexmark
International, accounted for 13% of our total revenue.

Sales and Marketing

Our OEM sales efforts are focused on large CE device manufacturers and independent software vendors with whom we seek to establish
long-term relationships. Our creative and business professional sales representatives directly target prospective corporate clients and specialty
dealers to whom we may provide our fonts and custom font design services.

Our marketing organization works to deliver a consistent message detailing our capabilities and to develop new avenues for presenting our text
imaging solutions. Our marketing efforts are principally focused on promoting our websites fonts.com, itcfonts.com, linotype.com and
faces.co.uk through affiliate programs, search engine optimization and email marketing which drive traffic to our websites. Once at our websites,
creative and business professionals can find recent typographic news, read typeface designer profiles and access a wealth of educational content,
in addition to a selection of over 125,000 font products.

We promote all of our text imaging solutions through a combination of newsletters, print advertising and attendance at conferences and
tradeshows. Our email marketing communications, directed to a registered user-base who has opted-in to receive our emails, include font-related
articles, company news and news articles and product offerings. We also maintain our corporate website at monotypeimaging.com, which
focuses on promoting our corporate identity and our offerings for our OEM customers.

Research and Development

We made a strategic decision in 2006, and continued in 2007, to increase our research and development headcount in order to develop and
launch next generation technologies. We have a strong commitment to research and development for core technology programs directed at
creating new products, product enhancements and new applications for existing products, as well as funding research into future market
opportunities. Each of the markets we serve is generally characterized by rapid technological change and product innovation. We believe that
continued timely development of new products and product enhancements to serve existing and new markets is necessary to remain competitive.
Our research and development operations are primarily located in Woburn, Massachusetts, Boulder, Colorado, Hong Kong, Redwood City,
California, Salsford, United Kingdom and Bad Homburg, Germany.

In 2007, 2006 and 2005, we incurred research and development expenses of $18.8 million, or 17.9% of sales, $13.8 million, or 16.0% of sales,
and $10.7 million, or 14.5% of sales, respectively. Further information on research and development expenses may be found in Item 7,
Management�s Discussion and Analysis of Financial Condition and Results of Operations.

Intellectual Property

We rely on a combination of copyright, patent and trademark laws and on contractual restrictions to establish and protect proprietary rights in
our technologies and fonts. Whenever possible, we enter into non-disclosure agreements with our suppliers, partners and others to limit access to
and disclosure of our proprietary information.

We apply for U.S. patents with respect to our technologies and seek copyright registration of our software and U.S. and international trademark
registration of our trademarks in those instances in which we determine that
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it is competitively advantageous and cost effective to do so. We have been granted a total of eight patents by, and have 13 patents pending with,
the U.S. Patent and Trademark Office. Our most important patents are related to our MicroType font compression technology, subpixel
rendering technology and ACT technology. We have unregistered trademarks and registered trademarks, where appropriate, on the key fonts of
our font libraries. We intend to continue our policy of taking all measures we deem necessary to protect our patent, copyright, trade secret and
trademark rights.

Some of our fonts are owned by third parties and are licensed to us under exclusive and non-exclusive licenses. We have also collaborated with
third parties in the production and development of fonts.

Competition

Our text imaging solutions compete with the solutions offered by a variety of companies, including vendors of laser printer and display imaging
technologies and printer drivers and providers of fonts. We compete principally on the basis of our technical innovation and engineering
expertise, the breadth of our font offerings and the overall performance of our text imaging solutions, including reliability and timely delivery.
Competition with our solutions principally comes from Adobe and Bitstream, Inc., or Bitstream, but we also compete with local providers of text
imaging solutions whose solutions are specific to a particular country�s language. We also compete with FreeType, an open source collaborative
organization that provides its Linux font rendering code for free, and with printer driver provider Software Imaging. The competition for our
fonts and custom font design services generally comes from companies offering their own typeface libraries and custom typeface services,
including Bitstream and Adobe, font foundry websites, font-related websites and independent professionals. We also compete with in-house
resources of our OEM customers in the areas of font, driver and color technologies.

Some of our current or future competitors may have significantly greater financial, technical, marketing and other resources than we do, may
enjoy greater name recognition than we do, or may have more experience or advantages than we have in the markets in which they compete.
Further, many of the CE devices that incorporate our solutions also include solutions developed by our competitors. As a result, we must
continue to invest significant resources in product development in order to enhance our text imaging solutions and introduce new high-quality
solutions to meet the wide variety of such competitive pressures. Our ability to generate revenue from our business will suffer if we fail to do so
successfully.

Employees and Consultants

At December 31, 2007, we employed 243 persons. In addition, we have an exclusive relationship with Creative Calligraphy Center, a consulting
firm that provides font design and production services in China. The table below provides our employees by functional area.

Number of
Employees Percentage

Sales and marketing 77 32%
Research and development 106 43%
General and administration 60 25%

Total 243 100%

None of our employees or consultants is represented by a union or covered by a collective bargaining agreement. Our Linotype employees are
represented by a work council. This work council has the right to participate in certain decisions by Linotype, including operational changes, like
relocation of the business or change of control transactions, and social matters, like wages and salaries and working hours. We believe that our
relations with our employees and consultants are good.
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Segment Information

Information concerning revenue from our two principal markets for the last three years may be found in Note 15 to our consolidated financial
statements. We do not allocate expenses and assets to our two principal markets, OEM and creative professional, and operating results are
assessed on an aggregate basis to make decisions about the allocation of resources. Further information about our principal markets and segment
information, including geographic revenue, may be found in Note 15 to our consolidated financial statements.

Corporate and Investor Information

We maintain a website at http://www.monotypeimaging.com. We make available on our website documents describing our corporate
governance and our Code of Business Conduct and Ethics. We are not including the information contained on our website as a part of, or
incorporating it by reference into, this Form 10-K. We make available free of charge through our website our proxy statement, registration
statements, annual report on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and amendments to these reports, as
soon as reasonably practicable after we electronically file such material with, or furnish such material to, the Securities and Exchange
Commission, or the SEC. Our SEC filings are also available over the Internet at the SEC�s website at http://www.sec.gov. You may also read and
copy any document we have filed by visiting the SEC�s public reference room at 100 F Street, NE., Washington, DC 20549. Please call the SEC
at 1-800-SEC-0330 for further information about the public reference room. You may also inspect our SEC reports and other information at the
offices of the National Association of Securities Dealers, Inc., 1735 K Street, N.W., Washington, D.C. 20006.

Item 1A. Risk Factors
Set forth below are certain risk factors that could harm our business, results of operations and financial condition. You should carefully read the
following risk factors, together with the financial statements, related notes and other information contained in this Annual Report on
Form 10-K. This Annual Report on Form 10-K contains forward-looking statements that contain risks and uncertainties. Please refer to the
discussion of �Forward-Looking Statements� on page two of this Annual Report on Form 10-K in connection with your consideration of the risk
factors and other important factors that may affect future results described below.

Risks Related to Our Business

We derive a substantial majority of our revenue from a limited number of licensees, and if we are unable to maintain these customer
relationships or attract additional customers, our revenue will be adversely affected.

We derive a substantial majority of our revenue from the licensing of our text imaging solutions to OEMs. For the years ended December 31,
2007, 2006 and 2005, our top ten licensees by revenue accounted for approximately 46.6%, 53.0% and 60.4% of our total revenue, respectively.
Accordingly, if we are unable to maintain these relationships or establish relationships with new customers, our licensing revenue will be
adversely affected. In addition, our license agreements are generally for a limited period of time and, upon expiration of their license
agreements, OEMs may not renew their agreements or may elect not to enter into new agreements with us on terms as favorable as our current
agreements.

We face pressure from our customers to lower our license fees and, to the extent we lower them in the future, our revenue may be adversely
affected.

The CE device markets are highly competitive and CE device manufacturers are continually looking for ways to reduce the costs of components
included in their products in order to maintain or broaden consumer acceptance of those products. Because our technologies are a component
incorporated into CE devices, when negotiating renewals of customer contracts, we face pressure from our customers to lower our license fees.
We have in the past, and may in the future, need to lower our license fees to preserve customer relationships or
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extend use of our technology to a broader range of products. To the extent we lower our license fees in the future, we cannot assure you that we
will be able to achieve related increases in the use of our technologies or other benefits to fully offset the effects of these adjustments.

If we fail to develop and deliver innovative text imaging solutions in response to changes in our industry, including changes in consumer
tastes or trends, our revenue could decline.

The markets for our text imaging solutions are characterized by rapid change and technological evolution and are intensely competitive and price
sensitive. We will need to expend considerable resources on product development in the future to continue to design and deliver enduring and
innovative text imaging solutions. We rely on the introduction of new or expanded solutions with additional or enhanced features and
functionality to allow us to maintain our royalty rates in the face of downward pressure on our royalties resulting from efforts by CE device
manufacturers to reduce costs. Despite our efforts, we may not be able to develop and effectively market new text imaging solutions that
adequately or competitively address the needs of the changing marketplace. In addition, we may not correctly identify new or changing market
trends at an early enough stage to capitalize on market opportunities. Our future success depends, to a great extent, on our ability to develop and
deliver innovative text imaging solutions that are widely adopted in response to changes in our industry, that are compatible with the solutions
introduced by other participants in our industry and for which the CE device manufacturers are willing to pay competitive royalties. Our failure
to deliver innovative text imaging solutions that allow us to stay competitive and for which we can maintain our royalty rates would adversely
affect our revenue.

If Hewlett Packard or Adobe were to discontinue their use of our text imaging solutions in their products, our business could be materially
and adversely affected.

Because of their market position as industry leaders, the incorporation by HP of our text imaging solutions in its laser printers and the
incorporation of our text imaging solutions by Adobe in its PostScript product promote widespread adoption of our technologies by
manufacturers seeking to maintain compatibility with HP and Adobe. If HP or Adobe were to stop using our text imaging solutions in their
products, the market acceptance of our technologies by other CE device manufacturers would be materially and adversely affected, and this
would in turn adversely affect our revenue.

If we are unable to further penetrate our existing markets or adapt or develop text imaging solutions, our business prospects could be
limited.

We expect that our future success will depend, in part, upon our ability to successfully penetrate existing markets for CE devices, including laser
printers, digital copiers, mobile phones, digital televisions, set-top boxes and digital cameras. To date, we have penetrated only some of these
markets. Our ability to grow our revenue depends upon our ability to further penetrate these markets and to successfully penetrate those markets
in which we currently have no presence. Demand for our text imaging solutions in any of these developing markets may not develop or grow,
and a sufficiently broad base of OEMs may not adopt or continue to use products that employ our text imaging solutions. Because of our limited
experience in some of these markets, we may not be able to adequately adapt our business and our solutions to the needs of these customers. In
addition, traditionally we have licensed our technologies and fonts to OEMs that embed our technology on their platforms. New licensing and
business models are evolving in the software industry. For example, a company may provide software applications, data and related services
over the Internet, using primarily advertising or subscription-based revenue models. Recent advances in computing and communications
technologies have made this model viable. As software licensing models evolve, we may not be successful in adapting to these new business
models and our business prospects could suffer.
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The rate of growth of the market for CE devices is uncertain.

Our success depends in large part upon the ability of CE device manufacturers who license our text imaging solutions to successfully market and
sell their products. Continued growth in the adoption of CE devices like mobile phones and technological improvements in wireless devices,
such as increases in functional memory, are critical to our future growth. If CE device manufacturers do not continue to successfully develop and
market new products and services incorporating our text imaging solutions, or the products that our customers develop and market do not meet
market acceptance, our revenue and operating results will be adversely affected.

Our operating results may fluctuate based upon an increase or decrease of market share by CE device manufacturers to whom we license
our text imaging solutions.

The terms of our license agreements with our CE device manufacturers vary. For example, we have some fixed fee licensing agreements with
some of our customers who we believe were instrumental in setting industry standards and influencing early adoption of technology
incorporating our text imaging solutions. If these customers were to increase their share of the CE device market, under the terms of these
agreements there would not be a corresponding increase in our revenue. Any change in the market share of CE device manufacturers to whom
we license our text imaging solutions is entirely outside of our control.

The success of our business is influenced by the interoperability of our text imaging solutions with a variety of CE devices and software
applications and operating systems.

To be successful we must design our text imaging solutions to interoperate effectively with a variety of CE devices. We depend on the
cooperation of CE device manufacturers with respect to the components integrated into their devices, such as page description languages, or
PDLs, as well as software developers that create the operating systems and applications, to incorporate our solutions into their product offerings.
If manufacturers of CE devices elect not to incorporate our solutions into their product offerings, our revenue potential would be adversely
affected.

Our business and prospects depend on the strength of our brands, and if we do not maintain and strengthen our brands, we may be unable to
maintain or expand our business.

Maintaining and strengthening the Monotype and Linotype brands, the fonts.com, itcfonts.com, linotype.com and faces.co.uk brands, as well as
the brands of our fonts, such as Helvetica and ITC Avant Garde, is critical to maintaining and expanding our business, as well as to our ability to
enter into new markets for our text imaging solutions. If we fail to promote and maintain these brands successfully, our ability to sustain and
expand our business and enter into new markets will suffer. Maintaining and strengthening our brands will depend heavily on our ability to
continue to develop and provide innovative and high-quality solutions for our customers, as well as to continue to maintain our strong online
presence. If we fail to maintain high-quality standards, if we fail to meet industry standards, or if we introduce text imaging solutions that our
customers or potential customers reject, the strength of our brands could be adversely affected. Further, unauthorized third parties may use our
brands in ways that may dilute or undermine their strength.

Our success depends on the existence of a market for products that incorporate our text imaging solutions.

Our future success will depend on market demand for text imaging solutions that enable CE devices to render high quality text. This market is
characterized by rapidly changing technology, evolving industry standards and needs, and frequent new product introductions. If the need for
laser printers and other CE devices utilizing our technology were to decrease or if current models of these products were replaced by new or
existing products for which we do not have a competitive solution or if our solutions are replaced by others that become the industry standard,
our customers may not purchase our solutions and our revenue would be adversely affected. For example, if graphical device interface, or GDI,
printers became the industry standard replacing PDL printers, our revenue would be adversely affected.
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The market for text imaging solutions for laser printers is a mature market growing at a slower rate than other markets in which we operate.
To the extent that sales of laser printers level off or decline, our licensing revenue may be adversely affected.

Growth in our revenue over the past several years has been the result, in part, of the growth in sales of laser printers incorporating our text
imaging solutions and a significant portion of our revenue in 2007 and 2006 has been derived from laser printer manufacturers. However, as the
market for these laser printers matures, we expect that it will grow at a slower rate than other markets in which we operate. If sales of printers
incorporating our text imaging solutions level off or decline, then our licensing revenue may be adversely affected.

We face significant competition in various markets, and if we are unable to compete successfully, our ability to generate revenue from our
business could suffer.

We face significant competition in the text imaging solutions markets. We believe that our most significant competitive threat comes from
companies that compete with some of our specific offerings. Those competitors currently include Adobe, Bitstream, Software Imaging,
FreeType, and local providers of text imaging solutions whose products are specific to a particular country�s language. We also compete with the
internal development efforts of certain of the CE device manufacturers to whom we license our solutions, most of which have greater financial,
technical and other resources than we do. Similarly, we also face competition from font foundries, font related websites and independent
professionals.

Some of our current or future competitors may have significantly greater financial, technical, marketing and other resources than we do, may
enjoy greater name recognition than we do or may have more experience or advantages than we have in the markets in which they compete.
These advantages may include, among others:

� sales and marketing advantages;

� advantages in the recruitment and retention of skilled personnel;

� advantages in the establishment and negotiation of profitable strategic, distribution and customer relationships;

� advantages in the development and acquisition of innovative software technology and the acquisition of software companies;

� greater ability to pursue larger scale product development and distribution initiatives on a global basis;

� substantially larger patent portfolios; and

� operational advantages.
Further, many of the devices that incorporate our text imaging solutions also include technologies and fonts developed by our competitors. As a
result, we must continue to invest significant resources in product development in order to enhance our text imaging solutions and introduce new
high-quality solutions to meet the wide variety of competitive pressures. Our ability to generate revenue from our business could suffer if we fail
to do so successfully.

A prolonged economic downturn could materially harm our business.

Negative trends in the general economy, including trends resulting from a recession, actual or threatened military action by the United States,
terrorist attacks on the United States and abroad and increased oil prices, could cause a decrease in consumer spending on computer hardware
and software and CE devices in general and negatively affect the rate of growth of the CE device markets or of adoption of CE devices. Any
reduction in consumer confidence or disposable income in general may adversely affect the demand for CE devices that incorporate our text
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Our business is dependent in part on technologies and fonts we license from third parties and these license rights may be inadequate for our
business.

Certain of our text imaging solutions are dependent in part on the licensing and incorporation of technologies from third parties, and we license a
substantial number of fonts from third parties. For example, we have entered into license agreements with AGFA Gevaert N.V. under which we
have acquired rights to use certain color technology. We also have license agreements with Microsoft, Adobe and others under which we license
certain fonts. Our license agreements with these parties are limited by the ownership or licensing rights of our licensors. If any of the
technologies we license from third parties fail to perform as expected, if our licensors do not continue to support any of their technology or
intellectual property, including fonts, because they go out of business or otherwise, or if the technologies or fonts we license are subject to
infringement claims, then we may incur substantial costs in replacing the licensed technologies or fonts or fall behind in our development
schedule and our business plan while we search for a replacement. In addition, replacement technology and fonts may not be available for
license on commercially reasonable terms, or at all.

Parties from whom we license text imaging solutions may challenge the basis for our calculations of the royalties due to them.

Some of our agreements with licensors require us to give them the right to audit our calculations of royalties payable to them. In addition,
licensors may at any time challenge the basis of our calculations and we cannot be sure that we will be successful in our defense. Any royalties
paid as a result of any successful challenge would increase our expenses and could negatively impact our relationship with such licensor,
including by impairing our ability to continue to use and re-license technologies or fonts from that licensor.

If we fail to adequately protect our intellectual property, we could lose our intellectual property rights, which could negatively affect our
revenue or dilute or undermine the strength of our brands.

Our success is heavily dependent upon our ability to protect our intellectual property, including our fonts. To protect our intellectual property,
we rely on a combination of United States and international patents, design registrations, copyrights, trademarks, trade secret restrictions,
end-user license agreements, or EULAs, and the implementation and enforcement of nondisclosure and other contractual restrictions. Despite
these efforts, we may be unable to effectively protect our proprietary rights and the enforcement of our proprietary rights may be extremely
costly. For example, our ability to enforce intellectual property rights in the actual design of our fonts is limited.

We hold patents related to certain of our rasterizer and compression technologies and trademarks on many of our fonts. Our patents may be
challenged or invalidated, patents may not issue from any of our pending applications or claims allowed from existing or pending patents may
not be of sufficient scope or strength (or may not issue in the countries where products incorporating our technology may be sold) to provide
meaningful protection or be of any commercial advantage to us. Some of our patents have been and/or may be licensed or cross-licensed to our
competitors. We rely on trademark protection for the names of our fonts. Unauthorized parties may attempt to copy or otherwise obtain and
distribute our proprietary technologies and fonts. Also, many applications do not need to identify our fonts by name, such as those designs
embedded in mobile telephones and set-top boxes, and therefore may not need to license trademarked fonts. We sometimes protect fonts by
copyright registration but we do not always own the copyrights in fonts licensed from third parties. In addition, we cannot be certain that we will
be able to enforce our copyrights against a third party who independently develops fonts even if it generates font designs identical to ours.

Our EULA generally permits the embedding of our fonts into an electronic document only for the purpose of viewing and printing the document,
but technologies may exist or may develop which allow unauthorized persons who receive such an embedded document to use the embedded
font for editing the document or even to install the font into an operating system, the same as if the font had been properly licensed.
Unauthorized use of our intellectual property or copying of our fonts may dilute or undermine the strength of our brands. Also, we
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may be unable to generate revenue from products that incorporate our text imaging solutions without our authorization. Monitoring unauthorized
use of our text imaging solutions is difficult and expensive. A substantial portion of the CE devices that require text imaging solutions are
manufactured in China. We cannot be certain that the steps we take to prevent unauthorized use of our intellectual property will be effective,
particularly in countries like the China where the laws may not protect proprietary rights as fully as in the United States.

We conduct a substantial portion of our business outside North America and, as a result, we face diverse risks related to engaging in
international business.

We have offices in four foreign countries as well as sales staff in three other foreign countries, and we are dedicating a significant portion of our
sales efforts in countries outside North America. We are dependent on international sales for a substantial amount of our total revenue. In 2007
and 2006, approximately 68.7% and 57.0%, respectively, of our total revenue was derived from operations outside the U.S and we expect that
international sales will continue to represent a substantial portion of our revenue for the foreseeable future. This future international revenue will
depend on the continued use and expansion of our text imaging solutions, including the licensing of ou
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