
As Ñled with the Securities and Exchange Commission on July 14, 2000
Registration No. 333-39572

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

AMENDMENT NO. 1 to

FORM S-4
REGISTRATION STATEMENT
Under the Securities Act of 1933

WEBMETHODS, INC.
(Exact Name of Registrant as SpeciÑed in its Charter)

Delaware 7372 54-1807654
(State or Other Jurisdiction of (Primary Standard Industrial (I.R.S. Employer
Incorporation or Organization) ClassiÑcation Code Number) IdentiÑcation Number)

3930 Pender Drive
Fairfax, Virginia 22030

(703) 460-2500
(Address, Including Zip Code, and Telephone Number,

Including Area Code, of Registrant's Principal Executive OÇces)

Mr. Phillip Merrick
Chief Executive OÇcer

webMethods, Inc.
3930 Pender Drive

Fairfax, Virginia 22030
(703) 460-2500

(Name, Address, Including Zip Code, and Telephone Number,
Including Area Code, of Agent for Service)

Copies to:
Lawrence T. Yanowitch Steven J. Tonsfeldt

John M. McDonald Mark A. Medearis
Shaw Pittman Venture Law Group

1676 International Drive 2800 Sand Hill Road
McLean, Virginia 22102 Menlo Park, California  94025

(703) 790-7900 (650) 854-4488

Approximate date of commencement of proposed sale to the public: As soon as practicable following the eÅectiveness
of this Registration Statement and the satisfaction or waiver of all other conditions to the proposed merger.

If the securities being registered on this Form are being oÅered in connection with the formation of a holding company
and there is compliance with General Instruction G, check the following box. n

If this Form is Ñled to register additional securities for an oÅering pursuant to Rule 462(b) under the Securities Act,
check the following box and list the Securities Act registration statement number of the earlier eÅective registration
statement for the same oÅering. n

If this Form is a post-eÅective amendment Ñled pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier eÅective registrations statement for the same
oÅering. n

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES
AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A
FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT SHALL
THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(a) OF THE SECURITIES ACT OF
1933 OR UNTIL THIS REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE
COMMISSION, ACTING PURSUANT TO SAID SECTION 8(a), MAY DETERMINE.



July , 2000

Dear webMethods, Inc. Stockholders:

You are cordially invited to attend the annual meeting of stockholders of webMethods, Inc. which will
be held on Tuesday, August 15, 2000 at 10:00 a.m., local time, at the WestÑelds Marriott, 14750
Conference Center Drive, Chantilly, Virginia 20151.

The matters expected to be acted upon at the meeting, including a proposed merger that will cause
Active Software, Inc. to become a wholly owned subsidiary of webMethods, are described in the attached
notice of annual meeting of stockholders and the Joint Proxy Statement/Prospectus.

We are proposing the merger because we believe that combining the products and technologies of the
two companies will allow us to oÅer a complete software integration solution for companies, particularly
Global 2000 companies, and industry trading exchanges, both within an enterprise and across business-to-
business trading networks. In addition, we believe that a combined company would have a larger customer
base, greater depth of skilled personnel, strengthened research and development activity, expanded
distribution and support capability and a higher market proÑle, all of which would create greater market
opportunities for us.

After careful consideration, the Board of Directors has approved the merger with Active Software
and has determined that the issuance of shares of webMethods common stock in connection with the
merger is in the best interests of webMethods and its stockholders. The Board has approved this issuance
of shares of the common stock and recommends that you approve the issuance, as well as the other
matters to be voted upon at the meeting.

Your vote is very important. Whether or not you plan to attend the meeting, please take the time to
vote by completing and mailing the enclosed proxy card to us in the enclosed postage-paid envelope. If
you sign, date and mail your proxy card without indicating how you want to vote, your proxy will be
counted as a vote in favor of the proposals submitted at the meeting. Returning the proxy card does not
deprive you of your right to attend the meeting and to vote your shares in person.

I look forward to seeing you at the annual meeting.

Sincerely,

Phillip Merrick
Chairman of the Board, President
and Chief Executive OÇcer

See the ""Risk Factors'' section beginning on page 12 of the Joint Proxy Statement/Prospectus for a
discussion of issues that should be considered by stockholders with respect to the merger.

Neither the Securities and Exchange Commission nor any state securities regulator has approved the
webMethods common stock to be issued in the merger or determined if this Joint Proxy Statement/
Prospectus is accurate or adequate. Any representation to the contrary is a criminal oÅense.

This Joint Proxy Statement/Prospectus is dated July , 2000, and was Ñrst mailed to stockholders on
or about July , 2000.



July , 2000

Dear Active Software, Inc. Stockholders:

You are cordially invited to attend a special meeting of stockholders of Active Software, Inc. which
will be held on Tuesday, August 15, 2000 at 9:00 a.m., local time, at the Marriott Hotel located at
2700 Mission College Boulevard, Santa Clara, California.

At the meeting, you will be asked to adopt an Agreement and Plan of Merger that Active Software
has entered into with webMethods, Inc. The merger agreement provides for the merger of Active Software
with a webMethods subsidiary, as a result of which Active Software will become a wholly owned
subsidiary of webMethods and Active Software stockholders will become webMethods stockholders.

If this merger is completed, you will receive 0.527 of a share of webMethods common stock for each
share of Active Software common stock held by you. webMethods common stock is listed on the Nasdaq
National Market under the symbol ""WEBM.''

The accompanying Joint Proxy Statement/Prospectus provides a detailed description of the proposed
merger and the merger consideration, as well as the eÅects of the merger on you as a stockholder and on
Active Software. I urge you to read the enclosed materials carefully.

After careful consideration, Active Software's Board of Directors has unanimously determined that
the merger is fair to and in the best interests of Active Software and its stockholders and unanimously
recommends that you vote for the adoption of the merger agreement.

Your vote is very important. Whether or not you plan to attend the special meeting, please take the
time to vote on the proposal submitted to you by completing the enclosed proxy card and mailing it to us.

Sincerely,

R. James Green
Chairman of the Board, President and
Chief Executive OÇcer

See ""Risk Factors'' beginning on page 12 for a discussion of issues which should be considered by
stockholders with respect to the merger.

Neither the Securities and Exchange Commission nor any state securities commission has approved
the webMethods common stock to be issued in the merger or determined if this Joint Proxy Statement/
Prospectus is accurate or adequate. Any representation to the contrary is a criminal oÅense.

This Joint Proxy Statement/Prospectus is dated July , 2000 and was Ñrst mailed to stockholders
on or about July , 2000.



3930 Pender Drive Fairfax, VA 22030 USA

Phone: 703.460.2553 Fax: 703.460.2599

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

To the Stockholders of webMethods, Inc.:

The annual meeting of stockholders of webMethods, Inc. will be held on Tuesday, August 15, 2000 at
10:00 a.m., local time, at the WestÑelds Marriott, 14750 Conference Center Drive, Chantilly, Virginia
20151 for the following purposes:

1. To approve the issuance of shares of webMethods common stock in the merger of Wolf
Acquisition, Inc., a wholly owned subsidiary of webMethods, Inc., with and into Active
Software, Inc., resulting in Active Software becoming a wholly owned subsidiary of
webMethods. The merger agreement relating to the proposed merger is included as Annex A
to the attached Joint Proxy Statement/Prospectus. In the merger, webMethods will issue
0.527 of a share of its common stock for each outstanding share of Active Software common
stock.

2. To approve an amendment to webMethods' certiÑcate of incorporation to increase the number
of authorized shares of common stock by 300,000,000 from 200,000,000 shares to
500,000,000 shares.

3. To elect the following directors, in the respective classes and to hold oÇce for the term set
forth next to their names:

Robert Cook Class I director Term ending 2003
Robert Vasan Class I director Term ending 2003
Chase Bailey Class I director Term ending 2003

4. To approve an amendment to webMethods' Stock Option Plan to increase the number of
shares reserved for issuance under this plan by 10,000,000 from 10,731,000 shares to
20,731,000 shares, and to make certain technical amendments to conform the plan with the
provisions of Section 162(m) of the Internal Revenue Code.

5. To ratify the appointment of PricewaterhouseCoopers LLP as webMethods' independent
auditors for the year ending March 31, 2001.

6. To transact any other business that may properly come before the meeting or any adjournment
or postponement thereof.

Each of the foregoing items of business is more fully described in the attached Joint Proxy
Statement/Prospectus, which we urge you to read carefully. The merger is discussed in the sections titled
""The Merger'' and ""The Merger Agreement and Related Agreements.'' Information about the other
proposals is given in the section titled ""Additional Matters Being Submitted to a Vote of webMethods
Stockholders Only.''

Holders of record of webMethods common stock at the close of business on July 11, 2000, our record
date, are entitled to notice of, and to vote at, the webMethods Annual Stockholders' Meeting and any
adjournment or postponement thereof. The merger cannot be completed unless the holders of a majority of
the total voting power of the shares of webMethods represented in person or by proxy at the meeting
approve the issuance of common stock in connection with the merger. The vote required for each of the
other proposals is set forth in the section of the Joint Proxy Statement/Prospectus titled ""webMethods
Annual Stockholders' Meeting.''

All stockholders of webMethods are invited to attend the meeting in person. However, to ensure your
representation at the meeting, you are urged to complete, sign and return the enclosed proxy card as
promptly as possible in the enclosed postage-paid envelope. You may revoke your proxy at any time
before it is voted at the annual meeting in the manner described in the section of the Joint Proxy
Statement/Prospectus titled ""webMethods Annual Stockholders' Meeting Ì How to vote the proxy.'' Any
executed but unmarked proxy cards we receive will be voted in favor of the items of business listed above.

By Order of the Board of Directors,

Jack L. Lewis
Secretary

Fairfax, Virginia
July , 2000



NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
To Be Held on August 15, 2000

To the Stockholders of Active Software, Inc.:

NOTICE IS HEREBY GIVEN that a special meeting of stockholders of Active Software, Inc., a
Delaware corporation, will be held at the Marriott Hotel located at 2700 Mission College Boulevard, Santa
Clara, California on Tuesday, August 15, 2000, at 9:00 a.m. local time, for the following purposes:

1. To consider and vote upon a proposal to adopt the merger agreement providing for the merger
of a wholly owned subsidiary of webMethods, Inc. with and into Active Software whereby, among
other things, each outstanding share of Active Software common stock will be converted into the right
to receive 0.527 of a share of webMethods common stock, as more fully described in the Joint Proxy
Statement/Prospectus; and

2. To transact such other business as may properly come before the special meeting and any
adjournment or postponement thereof.

Each of the foregoing items of business is more fully described in the Joint Proxy Statement/
Prospectus, which we urge you to read carefully.

Stockholders of record at the close of business on July 11, 2000, are entitled to notice of and to vote
at the special meeting and any adjournment or postponement thereof. Adoption of the merger agreement
will require the aÇrmative vote of the holders of Active Software common stock representing a majority of
the outstanding shares of Active Software common stock entitled to vote.

To ensure that your shares are represented at the special meeting, please complete, date and sign the
enclosed proxy card and mail it promptly in the postage-paid envelope provided, whether or not you plan
to attend the special meeting in person. Any executed but unmarked proxy cards will be voted for
adoption of the merger agreement. You may revoke your proxy in the manner described in the
accompanying Joint Proxy Statement/Prospectus at any time before it has been voted at the special
meeting. Any stockholder attending the special meeting may vote in person even if such stockholder has
returned a proxy.

Please do not send any Active Software stock certiÑcates in your proxy envelope.

By Order of the Board of Directors,

Mark A. Medearis
Secretary

Santa Clara, California
July , 2000
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QUESTIONS AND ANSWERS ABOUT THE MERGER

Q: Why are we proposing the merger?

A: We are proposing the merger because we believe that combining the products and technologies of the
two companies will allow us to oÅer a complete software integration solution for companies, particularly
Global 2000 companies, and industry trading exchanges. The merger will combine Active Software's
products, which provide a platform to automate end-to-end business processes inside an entity with
business to business, or B2B, trading partners and customers over the Internet, with webMethods'
products, which provide integration among enterprises over the Internet, allowing the combined company
to oÅer a single infrastructure solution for internal and external business integration. In addition, we
believe that a combined company would have a larger customer base, greater depth of skilled personnel,
strengthened research and development activity, expanded distribution and support capability and a higher
market proÑle, all of which we believe will create greater market opportunities for us.

Q: What will happen in the merger?

A: In the merger, Active Software will become a wholly owned subsidiary of webMethods. Based upon
the capitalization of webMethods and Active Software as of July 11, 2000, the holders of outstanding
shares of Active Software common stock will receive a number of shares of webMethods common stock
representing approximately 30% of webMethods' outstanding common stock following the merger.

Q: What will Active Software's stockholders receive in the merger?

A: Active Software's stockholders will receive 0.527 of a share of webMethods common stock for each
share of Active Software common stock they own. webMethods will not issue fractional shares of stock.
Active Software's stockholders will receive cash based on the closing price of a share of webMethods
common stock on the closing date of the merger instead of any fractional share. webMethods stockholders
will continue to own their shares of webMethods common stock after the merger.

For example, a holder of 100 shares of Active Software common stock will receive 52 shares of
webMethods common stock and an amount of cash equal to 0.7 times the closing price of a share of
webMethods common stock on the closing date of the merger.

The fraction of a share of webMethods common stock to be issued for each share of Active Software
common stock is Ñxed and will not be adjusted based upon changes in the value of these shares. As a
result, the value of the webMethods shares that Active Software's stockholders will receive in the merger
will not be known until immediately prior to the completion of the merger and may go up or down as the
market price of webMethods common stock goes up or down. Active Software is not permitted to
terminate its obligations to complete the merger or fail to solicit the vote of its stockholders based solely
on changes in stock valuation.

Q: Do the boards of directors of webMethods and Active Software recommend voting in favor of the
merger?

A: Yes. After careful consideration, Active Software's Board of Directors has declared advisable, and
recommends that its stockholders vote in favor of, adoption of the merger agreement. Likewise, after
careful consideration, the webMethods Board of Directors has declared advisable, and recommends that its
stockholders vote in favor of, the issuance of webMethods common stock in connection with the merger
and the other proposals presented to the stockholders for approval at the annual meeting.

For a more complete description of the recommendations of the Boards of Directors of both
companies, see the sections titled ""The Merger Ì webMethods' reasons for the merger'' on page 37,
""Ì Recommendation of webMethods' Board of Directors'' on page 39, ""Additional Matters Being
Submitted to a Vote of webMethods' Stockholders Only'' on page 166, ""The Merger Ì Active Software's
reasons for the merger'' on page 39 and ""Ì Recommendation of Active Software's Board of Directors'' on
page 41.
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Q: Are there risks I should consider in deciding whether to vote for the merger?

A: Yes. For example, the number of shares of webMethods common stock that Active Software
stockholders will receive will not change even if the market price of webMethods common stock increases
or decreases before completion of the merger. We urge you to obtain current market quotations of
webMethods common stock and Active Software common stock.

In evaluating the merger, you should also carefully consider these and other factors discussed in the
section titled ""Risk Factors'' on page 12.

Q: What do I need to do now?

A: Mail your signed proxy card in the enclosed return envelope as soon as possible so that your shares
may be represented at your meeting. If you do not include instructions on how to vote your properly signed
proxy, your shares will be voted ""FOR'' adoption of the merger agreement (for Active Software's
stockholders) or ""FOR'' approval of the issuance of shares of webMethods common stock in connection
with the merger and the other proposals presented to the webMethods stockholders at the annual meeting
(for webMethods' stockholders).

For a more complete description of voting at the meetings, see the sections titled ""Active Software
Special Stockholders' Meeting Ì Voting of proxies'' on page 32 and ""webMethods Annual Stockholders'
Meeting Ì How to vote the proxy'' on page 30.

Q: What do I do if I want to change my vote?

A: If you want to change your vote, send the secretary of webMethods or Active Software, as
appropriate, a later-dated, signed proxy card before your meeting or attend your meeting in person. You
may also revoke your proxy by sending written, dated notice to the secretary of webMethods or Active
Software, as appropriate, before your meeting.

For a more complete description of how to change your vote, see the sections titled ""Active Software
Special Stockholders' Meeting Ì Voting of proxies'' on page 32, ""Ì Revoking your proxy'' on page 33 and
""webMethods Annual Stockholders' Meeting Ì How to vote the proxy'' on page 30.

Q: If my shares are held in ""street name'' by my broker, will my broker vote my shares for me?

A: Your broker will vote your shares only if you provide instructions on how to vote by following the
information provided to you by your broker.

For a complete description of voting shares held in ""street name,'' see the sections titled ""Active
Software Special Stockholders' Meeting Ì Voting of proxies'' on page 32 and ""webMethods Annual
Stockholders' Meeting Ì How to vote the proxy'' on page 30.

Q: Should I send in my Active Software stock certiÑcates now?

A: No. After the merger is completed, webMethods will send you written instructions for exchanging
your Active Software stock certiÑcates for webMethods' stock certiÑcates.

Q: When do you expect to complete the merger?

A: webMethods and Active Software are working toward completing the merger as quickly as possible.
Both companies hope to complete the merger during the third quarter of 2000. However, the exact timing
of completion of the merger cannot be determined yet because completion of the merger is subject to a
number of conditions.

For a description of the conditions to completion of the merger, see the sections titled ""The
Merger Ì Regulatory Ñlings and approvals'' on page 64 and ""The Merger Agreement and Related
Agreements Ì The Merger Agreement Ì Conditions to completion of the Merger'' on page 66.
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Q: Will I recognize a gain or loss on the transaction?

A: We expect that if the merger is completed, you will not recognize gain or loss for U.S. federal income
tax purposes, except that Active Software's stockholders will recognize gain or loss with respect to cash
received instead of fractional shares. However, Active Software's stockholders are urged to consult their
own tax advisers to determine their particular tax consequences.

For a more complete description of the tax consequences, see the section titled ""The Merger Ì U.S.
federal income tax consequences of the merger'' on page 62.

Q: Am I entitled to dissenters' or appraisal rights?

A: Under Delaware law, holders of Active Software common stock and holders of webMethods common
stock are not entitled to dissenters' or appraisal rights in the merger. See the sections titled ""Active
Software Special Stockholders' Meeting Ì No Appraisal rights'' on page 34.

Q: Whom should I call with questions?

A: Active Software's stockholders should call Active Software Investor Relations at (408) 988-0414 with
any questions about the merger. webMethods' stockholders should call webMethods Investor Relations at
(703) 460-5972.
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SUMMARY OF THE JOINT PROXY STATEMENT/PROSPECTUS

The Companies

webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030
Tel: (703) 460-2500

webMethods is a leading provider of infra-
structure software and services that allow compa-

Active Software, Inc.
nies to achieve business-to-business integration, or

3333 Octavius Dr.
B2Bi. B2Bi software is a new category of software

Santa Clara, California 94054
that enables companies to work more closely with

Tel: (408) 988-0414
their customers, suppliers and business partners

Active Software is a provider of eBusinessthrough the real-time exchange of information and
infrastructure software products that provides itstransactions. webMethods' software solution,
customers with a platform to automate end-to-endwebMethods B2B, permits its customers to rapidly
business processes inside their enterprise, withand cost eÅectively deploy new, real-time busi-
business-to-business (B2B) trading partners andness-to-business e-commerce applications over the
with customers over the Internet. TheInternet by integrating their existing enterprise
ActiveWorksTM Integration System enables Activeapplications with those of their customers, suppli-
Software's customers to accelerate their time toers and other business partners.
market for products and services, enhance their

webMethods' software supports a broad range relationships with customers, suppliers and part-
of current and emerging business-to-business, or ners and substantially reduce their operating and
B2B, communication standards, which allows the information technology costs.
beneÑts of a company's internally focused enter-

Active Software's customers use this platformprise applications to be extended to its business
to automate business processes without costly andpartners regardless of existing technology infra-
time-consuming custom programming, enablingstructure. In addition, because webMethods'
them to quickly and cost-eÅectively compete insoftware operates with many disparate systems and
today's rapidly changing network economy. Activesupports a range of B2B communication standards,
Software has designed the ActiveWorks Integra-it can be implemented across a network of
tion System to provide a highly Öexible andbusiness partners, without long and expensive
adaptable eBusiness infrastructure that can beimplementation cycles and without the need for
deployed quickly and changed easily in response toconsensus among business partners regarding com-
evolving business requirements.munication standards.

In addition, Active Software partners with a
A key element of webMethods sales and

broad range of system integrators and hardware,
marketing strategy is to leverage the relationships

software and service providers in order to oÅer its
that it has developed with its customers and

customers a comprehensive eBusiness solution.
business partners. webMethods believes that pro-
viding solutions to B2B e-commerce leaders will
increase customer awareness, stimulating demand.
As of March 31, 2000, webMethods had over
160 customers. In addition, webMethods has
established strategic relationships with leading
B2B e-commerce marketplaces.
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The merger

In the merger, Active Software and a wholly owned subsidiary of webMethods will merge and, as a
result, Active Software will become a wholly owned subsidiary of webMethods.

The merger agreement is attached to this Joint Proxy Statement/Prospectus as Annex A. We
encourage you to read the merger agreement carefully.

Stockholder meetings

Active Software Meeting. There will be a special meeting of stockholders of Active Software at the
Marriott Hotel, 2700 Mission College Boulevard, Santa Clara, California on Tuesday, August 15, 2000, at
9:00 a.m., local time. At this meeting, Active Software stockholders will be asked to adopt the merger
agreement.

webMethods Meeting. There will be an annual meeting of stockholders of webMethods at the
WestÑelds Marriott, 14750 Conference Center Drive, Chantilly, Virginia on Tuesday, August 15, 2000, at
10:00 a.m., local time. At this meeting, webMethods stockholders will be asked to approve the issuance of
webMethods common stock to stockholders of Active Software in connection with the merger and to
approve the other proposals presented to the webMethods stockholders, as discussed in the section titled
""Additional Matters Being Submitted to a Vote of webMethods Stockholders Only,'' beginning on
page 166.

Vote required to approve the merger

Active Software. The holders of a majority of the outstanding shares of Active Software common
stock must adopt the merger agreement. Active Software stockholders are entitled to cast one vote per
share of Active Software common stock owned as of July 11, 2000, the record date for the meeting.
Stockholders of Active Software that beneÑcially own, and are entitled to vote, approximately 23% of the
outstanding Active Software common stock as of the record date have agreed to vote in favor of adoption
of the merger agreement, and such stockholders have granted to webMethods the irrevocable right to vote
their shares of Active Software common stock in favor of adoption of the merger agreement at any
meeting of Active Software stockholders prior to the completion of the merger.

webMethods. The holders of a majority of the shares of webMethods common stock present in
person or represented by proxy at the annual meeting and entitled to vote on the proposal must approve
the issuance of webMethods common stock in connection with the merger. webMethods stockholders are
entitled to cast one vote per share of webMethods common stock owned as of July 11, 2000, the record
date for the meeting. Stockholders of webMethods that beneÑcially own approximately 53% of the
outstanding webMethods common stock as of the record date have agreed to vote, or cause to be voted, all
shares of webMethods common stock beneÑcially owned by such stockholder in favor of the issuance of
webMethods common stock in connection with the merger, and such stockholders have granted to Active
Software the irrevocable right to vote their shares of webMethods common stock at any meeting of
webMethods stockholders.

No other negotiations

Until the merger is completed or the merger agreement is terminated, Active Software has agreed,
with limited exceptions, not to take any action, directly or indirectly, with respect to an Acquisition
Proposal, as deÑned on page 69 of this document.

For a more complete description of these limitations on each of our actions with respect to an
Acquisition Proposal, please refer to the sections titled ""The Merger Agreement and Related
Agreements Ì The Merger Agreement Ì Solicitation of other proposals involving Active Software'' on
page 69, ""Ì Termination of the merger agreement'' on page 72 and ""Ì Payment of termination fee'' on
page 73 of this document and the corresponding sections of the merger agreement.
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Conditions to completion of the merger

webMethods' and Active Software's respective obligations to complete the merger are subject to the
satisfaction or waiver of closing conditions. For a discussion of these conditions, see ""The Merger
Agreement and Related Agreements Ì The Merger Agreement Ì Conditions to completion of the
merger'' on page 66.

If either webMethods or Active Software waives any conditions, webMethods and Active Software
will consider the facts and circumstances at that time and make a determination as to whether a
resolicitation of proxies from stockholders is appropriate.

The voting agreements

webMethods. Several webMethods stockholders entered into an agreement with Active Software that
requires these stockholders to vote, or cause to be voted, all shares of webMethods common stock
beneÑcially owned by them in favor of the issuance of shares of webMethods common stock in connection
with the merger and grants Active Software the irrevocable right to vote their shares of webMethods
common stock, with respect to the merger, at any meeting of webMethods stockholders prior to the
completion of the merger. These stockholders hold approximately 53% of the outstanding webMethods
common stock as of the record date. The webMethods voting agreement is attached to this document as
Annex E. We urge you to read it in its entirety.

Active Software. Several Active Software stockholders entered into an agreement with webMethods
that requires these stockholders to vote all of their shares of Active Software common stock in favor of the
adoption of the merger agreement and grants webMethods the irrevocable right to vote, with respect to the
merger, their shares of Active Software common stock at any meeting of Active Software stockholders
prior to the completion of the merger. These stockholders hold approximately 23% of the outstanding
Active Software common stock as of the record date. The Active Software stockholders agreement is
attached to this document as Annex F. We urge you to read it in its entirety.

For a more complete description of the voting agreement and the stockholders agreement, please refer
to the sections titled ""The Merger Agreement and Related Agreements Ì The Voting Agreement'' on
page 78 and ""Ì The Stockholders Agreement'' on page 78.

Termination of the merger agreement

webMethods and Active Software each have the right to terminate the merger agreement under
certain circumstances. In certain cases, termination of the merger agreement will require payment of a
termination fee to webMethods by Active Software.

For a description of the manner in which the merger agreement may be terminated, see the section
titled ""The Merger Agreement and Related Agreements Ì The Merger Agreement Ì Termination of the
merger agreement'' on page 72.

Termination fee

In certain instances, if the merger agreement is terminated by webMethods, Active Software will be
obligated to pay webMethods a termination fee of $50 million plus the expenses webMethods incurred in
connection with the transaction. If the merger agreement is terminated due to the failure of Active
Software to obtain the necessary stockholder vote to adopt the merger agreement, Active Software will be
obligated to pay webMethods a termination fee of $10 million plus the expenses webMethods incurred in
connection with the transaction. If the merger agreement is terminated following the rejection of the
merger agreement by Active Software's stockholders, and within twelve months following the termination,
an extraordinary transaction, such as a merger or sale of signiÑcant assets, occurs with respect to Active
Software, or Active Software enters into an agreement regarding an extraordinary transaction and the
transaction is later consummated, regardless of when the consummation occurs, Active Software will also
be obligated to pay webMethods an additional $40 million.
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For a more complete description of the payment of the termination fee, see the section titled ""The
Merger Agreement and Related Agreements Ì The Merger Agreement Ì Payment of termination fee'' on
page 73.

Opinions of Ñnancial advisers

In deciding to approve the merger, the Board of Directors of webMethods considered, among other
things, the opinion from its Ñnancial adviser, Morgan Stanley & Co. Incorporated, as to the fairness of the
exchange ratio, from a Ñnancial point of view, to webMethods. In making its decision to approve the
merger, the Board of Directors of Active Software considered, among other things, the opinions from its
Ñnancial advisors, Goldman, Sachs & Co. and Thomas Weisel Partners LLC, as to the fairness of the
exchange ratio, from a Ñnancial point of view, to its stockholders.

For a description of the opinions received by webMethods and Active Software from their respective
Ñnancial advisers, see the sections titled ""The Merger Ì Opinion of webMethods' Ñnancial adviser'' on
page 41 and ""Ì Opinions of Active Software's Ñnancial advisers'' on page 46. These opinions are attached
as Annexes B, C and D and we urge you to read them in their entirety.

Accounting treatment of the merger

We expect the merger will be accounted for as a pooling-of-interests, which provides that the
companies be treated as if they had always been combined for accounting and Ñnancial reporting purposes.
webMethods will obtain a letter from its independent accountants stating that, as of the date of the letter,
the accountants are not aware of any condition that would preclude the merger from qualifying for
pooling-of-interests accounting treatment.

For a more complete description of the accounting treatment of the merger see the section titled ""The
Merger Ì Accounting treatment'' on page 63.

Interests of certain persons in the merger

When considering the recommendations of webMethods' and Active Software's Boards of Directors,
you should be aware that some of the webMethods and Active Software directors, oÇcers and stockholders
have interests in the merger that are diÅerent from, or are in addition to, yours. These interests include:

‚ two new directors, R. James Green, Chairman of the Board, President and Chief Executive
OÇcer of Active Software, and James P. Gauer, a director of Active Software, will be
appointed to the webMethods Board;

‚ options to purchase shares of Active Software, including those held by oÇcers and directors of
Active Software, will be assumed by webMethods and will become options to acquire
webMethods common stock as adjusted for the exchange ratio, and the vesting of most of
these options will be accelerated with respect to 50% of the unvested shares upon completion
of the merger in accordance with the terms of such option agreements and the applicable
option plan;

‚ a director, who is also a stockholder of webMethods, will indirectly earn professional fees
through his aÇliation with Shaw Pittman, webMethods' legal counsel, as a result of the
merger;

‚ Goldman, Sachs & Co., a Ñnancial adviser to Active Software in the merger that will receive
professional fees as a result of the merger, and certain investment funds aÇliated with
Goldman Sachs hold approximately 5.6% of the outstanding shares of the common stock of
webMethods;

‚ directors and oÇcers of both webMethods and Active Software are entitled to speciÑed
indemniÑcation rights; and
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‚ some executive oÇcers of Active Software will become executive oÇcers or key employees of
webMethods.

As a result, these executive oÇcers and directors could be more likely to recommend the issuance of
webMethods common stock in the merger, in the case of webMethods, or recommend the adoption of the
merger agreement, in the case of Active Software, than if they did not hold these interests.

Antitrust approval required to complete the merger

The merger is subject to antitrust laws, which prevents us from completing the merger until certain
required Ñlings are made with the Department of Justice and the Federal Trade Commission and a
required waiting period ends or expires. We have made the required Ñlings with the Department of Justice
and the Federal Trade Commission, and have been informed that early termination of the waiting period
has been granted. We will also make any necessary Ñlings with foreign regulatory agencies. Even though
the waiting period has been terminated, the Department of Justice or the Federal Trade Commission, as
well as a foreign regulatory agency or government, state or private person, may challenge the merger at
any time before or after its completion.

For a more complete description of the antitrust issues in connection with the merger see the section
titled ""The Merger Ì Regulatory Ñlings and approvals'' on page 64.

Additional matters to be voted upon by webMethods' stockholders

webMethods' stockholders will also be asked to approve an amendment to webMethods' certiÑcate of
incorporation increasing the number of its authorized shares of common stock by 300,000,000 from
200,000,000 shares to 500,000,000 shares, to approve an amended and restated stock option plan increasing
the number of shares available for issuance under the plan by 10,000,000 shares from 10,731,000 shares to
20,731,000 shares and adding language to conform the plan with the provisions of Section 162(m) of the
Internal Revenue Code, to elect directors and to ratify the selection of webMethods' independent auditors
for the year ending March 31, 2001. For a more complete description of these votes, see the sections titled
""Additional Matters Being Submitted to a Vote of webMethods Stockholders Only'' on pages 166
through 174.

Forward-looking statements in this Joint Proxy Statement/Prospectus

This Joint Proxy Statement/Prospectus and the documents incorporated into this Joint Proxy
Statement/Prospectus by reference contain forward-looking statements within the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. These statements include statements with respect to
the Ñnancial condition, results of operations and business of both companies and on the expected impact of
the merger on webMethods' Ñnancial performance. Words such as ""anticipates,'' ""expects,'' ""intends,''
""plans,'' ""believes,'' ""seeks,'' ""estimates'' and similar expressions identify forward-looking statements.

These forward-looking statements are not guarantees of future performance and are subject to risks
and uncertainties that could cause actual results to diÅer materially from the results contemplated by the
forward-looking statements. These risks and uncertainties include, among others:

‚ the possibility that the value of the webMethods common stock to be issued in the merger will
increase or decrease prior to completion of the merger;

‚ the possibility that the merger will not be consummated;

‚ the possibility that the anticipated beneÑts from the merger will not be fully realized;

‚ the possibility that costs or diÇculties related to the integration of our businesses and
infrastructure will be greater than expected;

‚ our dependence on the timely development, introduction and customer acceptance of new
products and services;
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‚ the impact of competition on revenues and margins;

‚ rapidly changing technology and shifting demand requirements and Internet usage patterns;

‚ other risks and uncertainties, including the risks and uncertainties involved in continued
acceptance of the combined company's products and services, Active Software's customer
acceptance of webMethods' products and services, increased use of the Internet for electronic
commerce, the impact of competitive services, products and prices, the unsettled conditions in
the Internet and other high-technology industries and the ability to attract and retain key
personnel; and

‚ other risk factors as may be detailed from time to time in webMethods' and Active Software's
public announcements and Ñlings with the Securities and Exchange Commission.

In evaluating the merger, you should carefully consider the discussion of these and other factors in
the section titled ""Risk Factors'' beginning on page 12.

Comparative market price information

Shares of both webMethods and Active Software common stock are listed on the Nasdaq National
Market. On May 19, 2000, the last full trading day prior to the public announcement of the proposed
merger, webMethods' common stock closed at $87.00 per share and Active Software's common stock
closed at $33.00 per share. On July 13, 2000, webMethods' common stock closed at $177.00 per share,
and Active Software's common stock closed at $83.44 per share. We urge you to obtain current market
quotations of webMethods' common stock and Active Software's common stock.

For a more complete description of market price information see the section titled ""Comparative Per
Share Market Price Data'' on page 111.

This summary may not contain all of the information that is important to you. You should read
carefully this entire document and the other documents we refer to for a more complete understanding of
the merger. In particular, you should read the documents attached to this Joint Proxy Statement/
Prospectus, including the merger agreement, which is attached as Annex A, the opinion of Morgan Stanley
& Co. Incorporated, which is attached as Annex B, the opinion of Goldman, Sachs & Co., which is
attached as Annex C, the opinion of Thomas Weisel Partners, LLC, which is attached as Annex D, the
voting agreement, which is attached as Annex E, and the stockholders agreement and irrevocable proxy,
which is attached as Annex F.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA FOR WEBMETHODS

The following selected historical consolidated Ñnancial data for webMethods should be read in
conjunction with the consolidated Ñnancial statements and the notes to the consolidated Ñnancial
statements and Management's Discussion and Analysis of Financial Condition and Results of Operations
of webMethods, which are included elsewhere in this Joint Proxy Statement/Prospectus. The historical
consolidated statement of operations data for the years ended March 31, 2000, 1999 and 1998 and the
historical consolidated balance sheet data as of March 31, 2000 and 1999 are derived from the
consolidated Ñnancial statements of webMethods, which have been audited by PricewaterhouseCoopers
LLP, independent accountants for webMethods, and are included elsewhere in this Joint Proxy Statement/
Prospectus. The historical consolidated statement of operations data for the period from inception
(June 12, 1996) through March 31, 1997 and the historical consolidated balance sheet data as of
March 31, 1998 and 1997 are derived from consolidated Ñnancial statements of webMethods not contained
in this Joint Proxy Statement/Prospectus. Historical results are not necessarily indicative of future results.

Period from
inception

(June 12, 1996)
Year Ended March 31, through

2000 1999 1998 March 31, 1997

(in thousands, except per share data)

Consolidated Statement of Operations Data:
Revenue:

License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 15,495 $ 3,707 $ 99 $ 11
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,177 582 57 Ì
MaintenanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,330 173 10 1

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,002 4,462 166 12

Cost of revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 984 172 Ì Ì
Professional services and maintenance(a) ÏÏÏÏÏÏÏÏÏÏÏÏ 7,717 482 Ì Ì

Total cost of revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,701 654 Ì Ì

Gross proÑtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,301 3,808 166 12

Operating expenses:
Sales and marketing(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,366 4,551 697 123
Research and development(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,419 1,655 569 94
General and administrative(a)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,940 1,032 287 79
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏ 1,767 Ì Ì Ì
Write-oÅ of intellectual property ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 150

Total operating expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,492 7,238 1,553 446

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,191) (3,430) (1,387) (434)
Interest income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,080 134 24 Ì

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,111) (3,296) (1,363) (434)
Deferred tax provisionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Ì Ì Ì

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,157) (3,296) (1,363) (434)
Accretion and accrued dividends related to mandatorily

redeemable preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,223) (606) (112) Ì

Net loss attributable to common shareholders ÏÏÏÏÏÏÏÏÏÏÏ $(28,380) $(3,902) $(1,475) $ (434)

Basic and diluted net loss per common share ÏÏÏÏÏÏÏÏÏÏÏ $ (3.00) $ (0.71) $ (0.24) $(0.08)

Shares used in computing basic and diluted net loss per
common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,448 5,527 6,269 5,519

(a) For the year ended March 31, 2000, excludes non-cash stock compensation as described in the
webMethods consolidated Ñnancial statements included elsewhere in this Joint Proxy
Statement/Prospectus.
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As of March 31,

2000 1999 1998 1997

(in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $156,778 $ 3,129 $ 2,375 $193
Working capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 154,261 3,715 2,204 96
Total assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 216,300 8,430 2,649 252
Long-term obligations, net of current portionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,941 381 Ì Ì
Mandatorily redeemable preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11,118 4,076 Ì
Total stockholders' equity (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 187,734 (5,574) (1,741) 121
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA FOR ACTIVE SOFTWARE

The following selected historical consolidated Ñnancial data for Active Software should be read in
conjunction with the consolidated Ñnancial statements and notes to the consolidated Ñnancial statements
and Management's Discussion and Analysis of Financial Condition and Results of Operations of Active
Software which are included elsewhere in this Joint Proxy Statement/Prospectus. The historical
consolidated statement of operations data for the three months ended March 31, 2000 and 1999 and
historical consolidated balance sheet data as of March 31, 2000 are derived from unaudited consolidated
Ñnancial statements which are included elsewhere in this Joint Proxy Statement/Prospectus. The historical
consolidated statement of operations data for the years ended December 31, 1999, 1998 and 1997 and the
historical consolidated balance sheet data as of December 31, 1999 and 1998 are derived from the
consolidated Ñnancial statements of Active Software which have been audited by Deloitte & Touche LLP,
independent accountants for Active Software, and are included elsewhere in this Joint Proxy Statement/
Prospectus. The historical consolidated statement of operations data for the year ended December 31, 1996
and for the period from inception (September 19, 1995) through December 31, 1995 and the historical
consolidated balance sheet data as of December 31, 1996 and 1995 are derived from consolidated Ñnancial
statements of Active Software not contained in this Joint Proxy Statement/Prospectus. The historical
results presented below are not necessarily indicative of future results.

Period from
inception

(Sep. 19, 1995)
Three Months Ended through

March 31, Years Ended December 31, Dec. 31,
2000 1999 1999 1998 1997 1996 1995

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

Consolidated Statements of
Operations Data:

Revenues:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,170 $ 2,364 $ 20,491 $ 5,900 $ 2,625 $ 280 $ Ì
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,204 818 4,475 1,133 477 5 25
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,221 380 2,477 566 91 Ì Ì

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,595 3,562 27,443 7,599 3,193 285 25
Cost of revenues:

LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 404 152 1,376 477 30 6 Ì
Professional services and

maintenance(a)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,566 1,227 6,409 2,290 623 165 10

Total cost of revenues ÏÏÏÏÏÏÏÏÏÏ 2,970 1,379 7,785 2,767 653 171 10

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,625 2,183 19,658 4,832 2,540 114 15
Operating expenses:

Sales and marketing(a) ÏÏÏÏÏÏÏÏÏÏÏ 7,991 3,146 18,821 8,669 2,896 685 23
Research and development(a) ÏÏÏÏÏ 2,640 1,060 6,780 3,971 2,830 1,182 78
General and administrative(a) ÏÏÏÏÏ 1,212 476 3,076 2,069 1,796 1,163 41
Amortization of deferred stock

compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302 263 1,170 336 Ì Ì Ì
Amortization of goodwill and

acquired intangibles ÏÏÏÏÏÏÏÏÏÏÏÏ 2,018 Ì Ì Ì Ì Ì Ì
Purchased in-process technologyÏÏÏÏ 2,737 Ì Ì Ì Ì Ì Ì

Total operating expenses ÏÏÏÏÏÏÏÏ 16,900 4,945 29,847 15,045 7,522 3,030 142

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,275) (2,762) (10,189) (10,213) (4,982) (2,916) (127)
Other income (expense),

netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 480 21 822 271 129 102 (6)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,795) $(2,741) $ (9,367) $ (9,942) $(4,853) $(2,814) $ (133)

Basic and diluted net loss per common
shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.25) $ (0.60) $ (0.79) $ (3.21) $ (2.50) $ (6.59) $(10.23)

Shares used in computing basic diluted
net loss per common share ÏÏÏÏÏÏÏÏ 23,560 4,542 11,851 3,096 1,945 427 13

(a) For the three months ended March 31, 2000 and 1999 and for the years ended December 31, 1999 and 1998,
excludes non-cash stock compensation as described in the Active Software consolidated Ñnancial statements
included elsewhere in this Joint Proxy Statement/Prospectus.
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December 31,March 31,
2000 1999 1998 1997 1996 1995

(in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,938 $17,299 $ 7,461 $ 2,876 $ 1,393 $ 95
Working capital (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,274 37,049 7,493 2,755 1,002 (316)
Total assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 96,816 51,822 12,294 5,195 1,901 316
Notes payable, less current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 108 216 300 Ì
Convertible redeemable preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 25,117 11,008 3,995 Ì
Total stockholders' equity (deficiency) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 82,002 41,227 (16,756) (7,743) (2,891) (126)
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UNAUDITED SELECTED PRO FORMA COMBINED FINANCIAL DATA
REFLECTING THE MERGER

The following unaudited selected pro forma combined Ñnancial data are derived from the unaudited pro
forma condensed combined consolidated Ñnancial statements appearing elsewhere in this Joint Proxy Statement/
Prospectus. The unaudited selected pro forma combined Ñnancial data is presented to reÖect the estimated
impact of the merger on the historical consolidated Ñnancial statements of webMethods and Active Software
using the pooling-of-interests method of accounting for business combinations after taking eÅect of certain other
acquisitions of Active Software accounted for using the purchase method of accounting for business
combinations, which assumes that webMethods and Active Software have been a single company throughout the
periods set forth below. webMethods has combined Active Software's historical consolidated Ñnancial statements
containing Ñscal years ended December 31 with its own historical consolidated Ñnancial statements containing
Ñscal years ended March 31.

The pro forma information does not reÖect any costs associated with the integration and consolidation of
the companies anticipated by webMethods' management as a result of the merger.

Year Ended March 31,

2000 1999 1998

(in thousands, except per
share data)

Consolidated Statement of Operations Data:
Revenue:

License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 36,656 $ 9,607 $ 2,723
Professional servicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,832 1,715 534
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,199 739 101

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,687 12,061 3,358

Cost of revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,678 649 30
Professional service and maintenance(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,862 2,772 623

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,540 3,421 653

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,147 8,640 2,705

Operating expenses:
Sales and marketing(a)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,440 13,220 3,592
Research and development(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,088 5,626 3,399
General and administrative(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,429 3,101 2,083
Amortization and deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,168 336 Ì
Amortization of goodwill and intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54,222 Ì Ì

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 125,347 22,283 9,074

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (90,200) (13,643) (6,369)
Interest and other income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,094 405 153

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88,106) (13,238) (6,216)
Deferred tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 92 Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88,198) (13,238) (6,216)
Accretion and accrued dividends related to mandatorily redeemable preferred stock ÏÏÏÏÏ (10,223) (605) (113)

Net loss attributable to common shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(98,421) $(13,843) $ (6,329)

Basic and diluted net loss per common shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (6.27) $ (1.93) $ (.87)

Shares used in computing basic and diluted net loss per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,693 7,159 7,294

As of March 31,

2000 1999 1998

(in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $168,030 $ 10,590 $ 5,251
Working capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 183,408 11,209 4,959
Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 402,122 20,724 7,845
Long-term obligations, net of current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,286 489 216
Mandatorily redeemable, convertible preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 36,234 15,084
Total stockholders' equity (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 360,243 (22,329) (9,484)

(a) For the years ended March 31, 2000 and 1999, excludes non-cash stock compensation as described in the webMethods
and Active Software consolidated Ñnancial statements included elsewhere in this Joint Proxy Statement/Prospectus.

11



RISK FACTORS

The merger involves a high degree of risk. Active Software's stockholders will be choosing to invest in
webMethods common stock by voting in favor of adoption of the merger agreement. An investment in
webMethods common stock involves a high degree of risk. In addition to the other information contained
or incorporated by reference in this Joint Proxy Statement/Prospectus, both webMethods' and Active
Software's stockholders should carefully consider the following risk factors in deciding whether to vote for
the issuance of shares of webMethods common stock in connection with the merger, in the case of
webMethods' stockholders, or for adoption of the merger agreement, in the case of Active Software's
stockholders.

Risks related to the proposed merger

Active Software's stockholders will receive a Ñxed ratio of 0.527 of a share of webMethods common
stock per share of Active Software common stock even if there are changes in the market value of Active
Software common stock or webMethods common stock before the closing of the merger.

There will be no adjustment to the exchange ratio if the market price of either Active Software
common stock or webMethods common stock Öuctuates. The speciÑc dollar value of webMethods
common stock that Active Software stockholders will receive upon completion of the merger will depend
on the market value of webMethods common stock at the time of the merger. The share prices of both
Active Software common stock and webMethods common stock are subject to price Öuctuations in the
market for publicly traded equity securities and have each experienced signiÑcant volatility. We cannot
predict the market prices for either Active Software common stock or webMethods common stock at any
time before the completion of the merger or the market price for webMethods common stock after the
completion of the merger. We encourage you to obtain current market quotations of webMethods common
stock and Active Software common stock.

webMethods will face technical, operational and strategic challenges that may prevent it from
successfully integrating Active Software and webMethods.

The merger involves risks related to the integration and management of acquired technology,
operations and personnel. The integration of webMethods and Active Software will be a complex, time-
consuming and expensive process and may disrupt webMethods' business if not completed in a timely and
eÇcient manner. In addition, webMethods must also integrate the operations of three companies recently
acquired by Active Software Ì Alier, Premier and TransLink. Following the merger, webMethods must
operate as a combined organization utilizing common information and communication systems, operating
procedures, Ñnancial controls and human resources practices.

webMethods and Active Software may encounter substantial diÇculties, costs and delays involved in
integrating their operations, including:

‚ potential incompatibility of business cultures;

‚ perceived adverse changes in business focus;

‚ potential conÖicts in distribution, marketing or other important relationships; and

‚ the loss of key employees and the diversion of management's attention from other ongoing
business concerns.
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OÇcers and directors of both companies have interests diÅerent from yours.

The directors and oÇcers of webMethods and Active Software have interests in the merger and
participate in arrangements that are diÅerent from, or are in addition to, those of webMethods' and Active
Software's stockholders generally. These include:

‚ two new directors, R. James Green, the Chairman of the Board, President and Chief Executive
OÇcer of Active Software, and James P. Gauer, a director of Active Software, will be
appointed to the webMethods Board of Directors;

‚ options to purchase shares of Active Software, including those held by oÇcers and directors of
Active Software, will be assumed by webMethods and will become options to acquire
webMethods common stock, and the vesting of most of these options will be accelerated with
respect to 50% of the unvested shares upon completion of the merger in accordance with the
terms of their respective option agreements and option plans;

‚ a director, who is also a stockholder of webMethods, will indirectly earn professional fees
through his aÇliation with Shaw Pittman, webMethods' legal counsel, as a result of the
merger;

‚ directors and oÇcers of both webMethods and Active Software are entitled to speciÑed
indemniÑcation rights; and

‚ some executive oÇcers of Active Software will become executive oÇcers or key employees of
webMethods.

As a result, these executive oÇcers and directors could be more likely to vote to recommend the
issuance of webMethods common stock in connection with the merger, in the case of webMethods, or,
recommend the adoption of the merger agreement, in the case of Active Software, than if they did not
hold these interests.

If webMethods does not successfully integrate Active Software or if the merger's beneÑts do not meet the
expectations of Ñnancial or industry analysts, the market price of webMethods common stock may
decline.

The market price of webMethods common stock may decline as a result of the merger if:

‚ the integration of webMethods and Active Software is unsuccessful;

‚ webMethods is unable to market successfully its products and services to Active Software's
customers or Active Software's products and services to webMethods' customers;

‚ webMethods does not achieve the perceived beneÑts of the merger as rapidly as, or to the
extent, anticipated by Ñnancial or industry analysts; or

‚ the eÅect of the merger on webMethods' Ñnancial results is not consistent with the
expectations of Ñnancial or industry analysts.

Active Software faces risks related to the proposed merger.

If the merger is successfully completed, holders of Active Software's common stock will become
holders of webMethods common stock. webMethods' results of operations, as well as the price of
webMethods common stock, may be aÅected by factors diÅerent than those aÅecting Active Software's
results of operations and the price of its common stock before the merger.
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While the merger agreement is in eÅect, Active Software is prohibited from soliciting, initiating,
encouraging or inducing, directly or indirectly, an ""Acquisition Proposal,'' as that term is deÑned on
page 69 of this document, from any third party.

Failure to complete the merger could negatively impact webMethods' and/or Active Software's stock
price, future business and operations.

If the merger is not completed for any reason, webMethods and Active Software may be subject to a
number of material risks, including the following:

‚ Active Software may be required, under certain circumstances, to pay webMethods a
termination fee of up to $50 million;

‚ the price of webMethods and/or Active Software common stock may decline, to the extent
that the relevant current market price reÖects a market assumption that the merger will be
completed; and

‚ the costs related to the merger, such as legal, accounting, Ñnancial printing and Ñnancial
advisor fees, must be paid even if the merger is not completed.

In addition, webMethods' and/or Active Software's customers and strategic partners, in response to
the announcement of the merger, may delay or defer decisions concerning the relevant company. Any
delay or deferral in those decisions by customers, strategic partners or suppliers could have a material
adverse eÅect on the business of the relevant company, regardless of whether the merger is ultimately
completed. Similarly, current and prospective webMethods and/or Active Software employees may
experience uncertainty about their future roles with webMethods until webMethods' strategies with regard
to Active Software are announced or executed. This may adversely aÅect webMethods' and/or Active
Software's ability to attract and retain key management, sales, marketing and technical personnel.

Risks related to the combined company

As a result of the merger, the combined company may not be able to successfully retain Active Software's
employees.

During the post-merger period, the combined company may have diÇculties retaining its employees.
In particular, upon the eÅectiveness of the merger, the vesting of options held by substantially all of Active
Software's employees will accelerate with respect to 50% of the then-unvested portion. After completion of
the merger, the acceleration of these Active Software options may signiÑcantly limit the combined
company's ability to retain Active Software's prior employees, and if the combined company is unable to
do so, the combined company may not achieve certain signiÑcant combined beneÑts contemplated by the
merger.

Future sales of webMethods common stock after the merger may negatively aÅect webMethods' stock
price.

The market price of webMethods common stock could decline as a result of sales of a large number
of shares of its common stock in the market following the merger, or the perception that such sales could
occur. Following the merger, webMethods will have a large number of shares of common stock
outstanding and available for resale beginning at various points in time in the future. These sales might
make it more diÇcult for webMethods to sell equity securities in the future at a time and at a price that it
deems appropriate.

In connection with webMethods' initial public oÅering in February 2000, 23,382,427 shares of
webMethods' common stock were subject to 180-day lock-up agreements, pursuant to which the
stockholders have agreed not to oÅer, sell or dispose of these shares. The lock-up agreements expire on
August 8, 2000. 14,914,866 of these shares which are owned by aÇliates of webMethods will continue to
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remain restricted as to resale after August 8, 2000, pursuant to aÇliate agreements until the Ñrst 30 days
combined results of operations of webMethods and Active Software are published after the merger. After
August 8, 2000, 8,467,561 of the 23,382,427 shares will become eligible for sale without registration
pursuant to Rule 144 under the Securities Act, subject to certain limitations. These shares consist of
5,892,870 shares that may be sold on or after August 9, 2000, 2,056,556 shares that may be sold in
November 2000 and 518,135 shares that may be sold in February 2001. After the Ñrst 30 days combined
results of operations of webMethods and Active Software are published, the 14,914,866 shares owned by
aÇliates of webMethods will also become eligible for resale under Rule 144.

In addition, certain holders of webMethods common stock also have certain demand and piggyback
registration rights enabling them to register their shares under the Securities Act for sale. Registration of
these shares under the Securities Act would result in these shares becoming freely tradable without
restriction under the Securities Act immediately upon the eÅectiveness of the registration. For a more
detailed discussion of shares that are subject to registration rights, see ""Description of webMethods
Stock Ì Registration Rights'' on page 158.

webMethods and Active Software each have a history of losses and the combined company expects to
experience losses in the future.

Since their inception, neither webMethods nor Active Software have ever been proÑtable, each has
incurred signiÑcant net losses. webMethods incurred net losses in every Ñscal period since it began
operations. For the Ñscal year ended March 31, 2000, webMethods' net loss was approximately
$18.2 million. For the Ñscal year ended March 31, 1999, its net loss was approximately $3.3 million and as
of March 31, 2000, webMethods' accumulated deÑcit was approximately $32.1 million. Active Software
incurred net losses of $5.8 million in the three months ended March 31, 2000; $9.4 million and
$9.9 million for the years ended December 31, 1999 and 1998, respectively; and as of March 31, 2000,
Active Software had an accumulated deÑcit of approximately $32.9 million. It is expected that the
combined company will continue to incur signiÑcant sales and marketing, product development and
administrative expenses. As a result, the combined company will need to generate signiÑcant revenue to
achieve and maintain proÑtability in the future. The combined company cannot be certain that it will
achieve proÑtability in the future, or if achieved, that proÑtability can be sustained or increased. Any
failure to signiÑcantly increase its revenue as the combined company implements its product and
distribution strategies would materially adversely aÅect the combined company's business, operating results
and Ñnancial condition and adversely aÅect the market price of webMethods common stock.

Unanticipated Öuctuations in the combined company's quarterly operating results could aÅect the
combined company's stock price.

webMethods and Active Software believe that quarter-to-quarter comparisons of each of its Ñnancial
results are not necessarily meaningful indicators of the future operating results of the combined company
and should not be relied on as an indication of future performance. If the combined company's quarterly
operating results fail to meet the expectations of analysts, the trading price of shares of webMethods
common stock following the merger could be negatively aÅected. Each of webMethods' and Active
Software's quarterly operating results have varied substantially in the past and those of the combined
company may vary substantially in the future depending upon a number of factors, including:

‚ the amount and timing of operating costs relating to expansion of webMethods' and Active
Software's business, operations and infrastructure;

‚ the number and timing of new hires;

‚ the combined company's utilization rate for its professional services personnel; and

‚ changes in the pricing policies of the combined company or in the pricing policies of its
competitors.
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webMethods plans to continue to increase its operating expenses to expand its sales and marketing
operations and fund greater levels of research and development. webMethods' operating expenses, which
include sales and marketing, research and development and general and administrative expenses, are based
on webMethods' expectations of future revenues and are relatively Ñxed in the short term. If revenue falls
below webMethods' expectations in a quarter and webMethods is not able to quickly reduce its spending in
response, its operating results for that quarter could be harmed. It is likely that in some future quarter
webMethods' operating results may be below the expectations of public market analysts and investors and,
as a result, the price of its common stock may fall.

Additionally, Active Software has historically experienced, and expects to continue to experience,
seasonality in the sales of its software products. For example, Active Software expects that sales of its
products may decline during summer months, particularly in European markets. Active Software also
anticipates that sales may be lower in its Ñrst Ñscal quarter due to patterns in the capital budgeting and
purchasing cycles of its current and prospective customers. These seasonal variations in its sales may lead
to Öuctuations in its quarterly operating results. Furthermore, it is diÇcult to evaluate the degree to which
this seasonality may aÅect the combined company's business.

webMethods' and Active Software's executive oÇcers and certain key personnel are critical to their
businesses, and these oÇcers and key personnel may not remain with webMethods following the
completion of the merger.

Following the completion of the merger, webMethods' success depends upon the continued service of
its and Active Software's executive oÇcers and other key employees, and none of these oÇcers or key
employees are bound by an employment agreement for any speciÑc term. If webMethods loses the services
of one or more of its executive oÇcers or key employees, or if one or more of them decide to join a
competitor or otherwise compete directly or indirectly with it, webMethods' business, operating results and
Ñnancial condition could be harmed. In particular, Phillip Merrick, webMethods' Chairman of the Board,
President and Chief Executive OÇcer, and R. James Green, Active Software's Chairman of the Board,
President and Chief Executive OÇcer, would be particularly diÇcult to replace. The combined company's
future success will also depend in large part on its ability to attract and retain experienced technical, sales,
marketing and management personnel.

Any future acquisitions of companies or technologies may result in disruptions to its business or the
distraction of its management.

Following the completion of the merger, webMethods may acquire or make investments in other
complementary businesses and technologies in the future. webMethods may not be able to identify other
future suitable acquisition or investment candidates, and even if webMethods identiÑes suitable candidates,
it may not be able to make these acquisitions or investments on commercially acceptable terms, or at all.
If webMethods acquires or invests in other companies, it may not be able to realize the beneÑts it
expected to achieve at the time of entering into the transaction. In any future acquisitions, webMethods
will likely face the same risks as discussed above with respect to ""Ì Risks related to the proposed
merger.'' Further, webMethods may have to incur debt or issue equity securities to pay for any future
acquisitions or investments, the issuance of which could be dilutive to its existing stockholders.

webMethods and Active Software are early stage companies, so there is only a limited operating history
with which to evaluate their businesses and prospects.

webMethods commenced operations in June 1996 and Ñrst shipped webMethods B2B in June 1998.
Active Software was incorporated in September 1995 and commercially released its Ñrst software product
in August 1996. Accordingly, webMethods and Active Software have only a limited operating history with
which to evaluate their respective businesses and prospects. In addition, the combined company's prospects
must be considered in light of the risks encountered by companies in the early stages of development in
new and rapidly evolving markets, especially the business-to-business integration software and electronic
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business integration software markets. The risks that currently apply to the businesses of webMethods and
Active Software will continue to apply to the combined company and include:

‚ the need attract and retain a broad customer base;

‚ the need to introduce new software products and services to respond to technological and
competitive developments and customer needs;

‚ the ability to manage its anticipated growth;

‚ the need to expand its distribution capability through its direct sales organization and through
third party distributors and system integrators;

‚ the ability to respond to competitive developments;

‚ the market's acceptance of Active Software's eBusiness integration and webMethods' B2B;

‚ the dependence on its executive oÇcers and key employees.

‚ the ability to negotiate and maintain favorable strategic relationships; and

‚ the ability plan and manage its growth eÅectively.

If webMethods, as the combined company, fails to manage these risks successfully, its business could
be harmed.

After the completion of the merger, webMethods intends to continue expanding its international sales
eÅorts but does not have substantial experience in international markets.

Both webMethods and Active Software have been expanding their respective international sales
eÅorts. After the completion of the merger, webMethods intends to continue expanding its international
sales eÅorts in the future. webMethods has very limited experience in marketing, selling and supporting its
software and services abroad. Expansion of its international operations will require a signiÑcant amount of
attention from its management and substantial Ñnancial resources. If, following the merger, webMethods is
unable to continue expanding its international operations successfully and in a timely manner, its business
and operating results could be harmed. In addition, doing business internationally involves additional risks,
particularly:

‚ the diÇculties and costs of staÇng and managing foreign operations;

‚ unexpected changes in regulatory requirements, taxes, trade laws and tariÅs;

‚ restrictions on repatriation of earnings;

‚ diÅering intellectual property rights;

‚ diÅering labor regulations;

‚ changes in a speciÑc country's or region's political or economic conditions;

‚ greater diÇculty in staÇng and managing foreign operations;

‚ potential adverse tax consequences;

‚ political and economic instability; and

‚ Öuctuating currency exchange rates.

If webMethods' or Active Software's software contains defects, webMethods could lose customers and
revenue.

Software as complex as webMethods' and Active Software's often contains known and undetected
errors or performance problems. Many serious defects are frequently found during the period immediately
following introduction of new software or enhancements to existing software. Although webMethods and
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Active Software attempt to resolve all errors that they believe would be considered serious by their
customers, their software is not error-free. Undetected errors or performance problems may be discovered
in the future, and known errors considered minor by webMethods or Active Software may be considered
serious by their customers. This could result in lost revenue or delays in customer acceptance and would
be detrimental to webMethods' reputation, which could harm webMethods' business, operating results and
Ñnancial condition following the completion of the merger.

After the merger, if webMethods cannot meet its future capital requirements, it may not be able to
develop or enhance its products, take advantage of business opportunities and respond to competitive
pressures.

webMethods anticipates that the existing working capital will be suÇcient to meet the anticipated
working capital and capital expenditure requirements of the combined company through at least the next
twelve months. The time period for which webMethods believes its capital is suÇcient is an estimate; the
actual time period may diÅer materially as a result of a number of factors, risks and uncertainties.
webMethods may need to raise additional funds in the future through public or private debt or equity
Ñnancings in order to:

‚ take advantage of opportunities, including more rapid international expansion or acquisitions of
complementary businesses or technologies;

‚ develop new products or services; or

‚ respond to competitive pressures.

Additional Ñnancing needed by webMethods in the future may not be available on terms favorable to
it, if at all. If adequate funds are not available or are not available on acceptable terms, webMethods may
not be able to take advantage of opportunities, develop new products or services or otherwise respond to
unanticipated competitive pressures. In such case, webMethods' business, operating results and Ñnancial
condition could be harmed.

The following sections reÖect risks, in addition to the risks identiÑed for the combined company, that
webMethods and Active Software currently face, and expect to continue to face if the merger is not
completed.

Risks related to webMethods' business

webMethods has not been able to fund its operations from cash generated by its business, and it may not
be able to do so in the future.

webMethods has principally Ñnanced its operations to date through the private placement of shares of
its mandatorily redeemable, convertible preferred stock, the sale of its shares in an initial public oÅering
and bank borrowings. If webMethods does not generate suÇcient cash resources from its business to fund
operations, its growth could be limited unless it is able to obtain additional capital through equity or debt
Ñnancings. webMethods' inability to grow as planned may reduce its chances of achieving proÑtability,
which, in turn, could have a material adverse eÅect on the market price of webMethods common stock.

Variations in webMethods' sales cycle could impact the timing of webMethods' revenue, causing
webMethods' quarterly operating results to Öuctuate.

The period between webMethods' initial contact with a potential customer and the purchase of
webMethods' software and services is often long and subject to delays associated with the budgeting,
approval, and competitive evaluation processes which frequently accompany signiÑcant capital expendi-
tures. A lengthy sales cycle may have an impact on the timing of webMethods' revenue, which in turn
could cause webMethods' quarterly operating results to Öuctuate. webMethods believes that a customer's
decision to purchase its software and services is discretionary, involves a signiÑcant commitment of
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resources, and is inÖuenced by customer budgetary cycles. To successfully sell its software and services,
webMethods generally must educate its potential customers regarding their use and beneÑts, which can
require signiÑcant time and resources.

webMethods expects to depend on webMethods B2B for all of its revenue for the foreseeable future, and
if it does not achieve broad market acceptance, webMethods' revenue could decline.

webMethods currently derives all of its revenue from licensing its webMethods B2B software and
providing related professional services, maintenance and support. webMethods expects that it will continue
to depend on webMethods B2B for its revenue for the foreseeable future. Consequently, a decline in the
price of, or demand for, webMethods B2B, or its failure to achieve broad market acceptance, could
seriously harm webMethods' business and results of operations.

webMethods B2B is based in large part upon XML, which has not yet achieved broad market acceptance,
and if broad market acceptance for XML does not develop, webMethods B2B may not achieve
commercial acceptance.

webMethods B2B is currently based in large part upon XML, or eXtensible Markup Language, an
emerging standard for sharing data over the Internet. While webMethods anticipates that XML will
achieve broad market acceptance in the near future, it is possible that a competing standard perceived to
be superior could replace XML, in which case the market may not accept an XML-based product. If a
new standard were perceived to be superior, webMethods' software might not be compatible with the new
standard or webMethods might not be able to develop a product using this standard in a timely manner.
Consequently, a failure of XML-based products to achieve broad market acceptance or the introduction of
a competing standard perceived to be superior in the market could harm webMethods' business.

If webMethods' strategic relationships terminate, webMethods may lose important sales and marketing
opportunities.

webMethods has established strategic relationships with B2B e-commerce marketplaces, resellers,
enterprise application software providers, system integrators and other technology leaders. These
relationships expose webMethods' software to many potential customers to which webMethods may not
otherwise have access. In addition, these relationships provide webMethods with insights into new
technology and with third-party service providers that webMethods' customers can use for implementation
assistance. If webMethods' relationships with any of these organizations were terminated, webMethods
might lose important opportunities, including sales and marketing opportunities, and webMethods' business
may suÅer.

If webMethods' relationship with SAP AG changes or terminates, webMethods' revenues may decline and
webMethods may lose important sales and marketing opportunities.

In March 1999, webMethods entered into a development partner agreement with SAP AG. In
June 2000, webMethods and SAP AG signed an amendment to the development partner agreement under
which webMethods will be the supplier of enterprise application integration technology for SAP AG's
Business Connector. If webMethods' relationship with SAP AG terminates or changes, webMethods'
revenues may decline and webMethods' business could be adversely aÅected. Under the development
partner agreement, webMethods granted SAP AG a perpetual license to include an SAP-speciÑc version
of webMethods B2B in its software. webMethods cannot be certain that SAP AG's interest in promoting
webMethods' software to its customers will be consistent with webMethods' own. As a result, webMethods
cannot be certain that it will continue to have access to SAP AG's customer base or that SAP AG
customers will license additional software from webMethods.

SAP AG has announced its intention to be a signiÑcant supplier of business-to-business e-commerce
services and products. SAP AG may become a competitor to webMethods in the marketplace. Because
the development partner agreement, as amended, contemplates the payment of a Ñxed fee for a license to
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integrate certain webMethods products into SAP products and license such integrated products to
customers, an increase in SAP's market share attributable to increased sales and use of SAP AG
integrated products may not result in increased revenues to webMethods, and may make it more diÇcult
for webMethods to sell its products and services, which could cause its revenues to decline and harm its
business, operating results and Ñnancial condition.

SAP AG has become a signiÑcant customer, accounting for approximately 22% of webMethods'
revenues for the year ended March 31, 2000 and 12% for the quarter ended March 31, 2000 as a result of
the development partner agreement. Under the agreement, SAP AG agreed to pay a Ñxed fee payable in
eleven quarterly installments beginning with the quarter ended June 30, 1999. This fee is, and may
continue to be, a signiÑcant portion of webMethods' revenue if webMethods is not able to expand its
revenue. If SAP AG chooses not to renew the development partner agreement in order to receive access to
the latest version of webMethods' software at the expiration of the development partner agreement,
webMethods' revenues may decline and webMethods' business could be adversely aÅected.

If webMethods' customers do not renew their licenses, webMethods' revenues may decline.

Although most enterprise software providers oÅer perpetual licenses with a single payment received at
the time of the license grant, webMethods typically licenses its webMethods B2B software on a two-year
renewable basis. webMethods Ñrst shipped webMethods B2B in June 1998 and, to date, none of its initial
two-year licenses has reached their respective renewal dates. If a signiÑcant portion of webMethods'
customers were to elect not to renew their licenses for webMethods' software or were to seek perpetual
licenses in the future, webMethods would lose a recurring revenue stream on which it bases its business
model, which could cause its revenue to decline and harm its business, operating results and Ñnancial
condition.

webMethods may not be able to increase market awareness and sales of its software if it does not expand
its sales and distribution capabilities.

webMethods needs to substantially expand its direct and indirect sales and distribution eÅorts, both
domestically and internationally, in order to increase market awareness and sales of its webMethods B2B
software and the related services webMethods oÅers. webMethods has recently expanded its direct sales
force and plans to hire additional sales personnel. webMethods B2B requires a sophisticated sales eÅort
targeted at multiple departments within an organization. Competition for qualiÑed sales and marketing
personnel is intense, and webMethods might not be able to hire and retain adequate numbers of such
personnel to maintain its growth. New hires will require training and take time to achieve full productivity.
webMethods' competitors have attempted to hire employees away from webMethods, and webMethods
expects that they will continue such attempts in the future. webMethods also plans to expand its
relationships with system integrators, enterprise software vendors and other third-party resellers to further
develop its indirect sales channel. As webMethods continues to develop its indirect sales channel, it will
need to manage potential conÖicts between its direct sales force and third-party reselling eÅorts.

webMethods' operating results may decline and webMethods' customers may become dissatisÑed if
webMethods does not expand its professional services organization or if it is unable to establish and
maintain relationships with third-party implementation providers.

webMethods cannot be certain that it can attract or retain a suÇcient number of highly qualiÑed
professional services personnel. Customers that license webMethods' software typically engage
webMethods' professional services staÅ to assist with support, training, consulting and implementation.
webMethods believes that growth in its software sales depends on its ability to provide its customers with
these services and to attract and educate third-party consultants to provide similar services. As a result,
webMethods plans to increase the number of its professional services personnel to meet these needs. New
professional services personnel will require training and education and take time to reach full productivity.
To meet its needs for professional services personnel, webMethods also intends to use more costly third-
party consultants to supplement its own professional services staÅ. Competition for qualiÑed personnel is
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intense, particularly because webMethods is in a new market and only a limited number of individuals
have acquired the skills needed to provide the services its customers require. Additionally, webMethods
relies on third-party implementation providers for these services. webMethods' business may be harmed if
it is unable to establish and maintain relationships with third-party implementation providers.

The business-to-business e-commerce industry is highly competitive, and webMethods may not be able to
compete eÅectively.

The market for B2B e-commerce solutions is rapidly changing and intensely competitive. webMethods
expects competition to intensify as the number of entrants and new technologies increases. webMethods
may not be able to compete successfully against current or future competitors. The competitive pressures
facing webMethods may harm its business, operating results and Ñnancial condition.

webMethods' current and potential competitors include, among others, large software vendors,
companies and trading networks that develop their own business-to-business integration e-commerce
solutions, electronic data interchange, or EDI, vendors, vendors of proprietary enterprise application
integration, or EAI, solutions and application server vendors who have added XML capabilities to their
products. In addition, webMethods' customers and companies with whom webMethods currently has
strategic relationships may become competitors in the future. Many of webMethods' competitors and
potential competitors have more experience developing Internet-based software, larger technical staÅs,
larger customer bases, more established distribution channels, greater brand recognition and greater
Ñnancial, marketing and other resources than webMethods does. webMethods' competitors may be able to
develop products and services that are superior to webMethods' software and services, that achieve greater
customer acceptance or that have signiÑcantly improved functionality as compared to webMethods'
existing software and future products and services. In addition, negotiating and maintaining favorable
customer and strategic relationships is critical to webMethods' business. webMethods' competitors may be
able to negotiate strategic relationships on more favorable terms than webMethods is able to negotiate.
Many of webMethods' competitors may also have well-established relationships with webMethods' existing
and prospective customers. Increased competition may result in reduced margins, loss of sales or decreased
market share which in turn could harm webMethods' business, operating results and Ñnancial condition.

webMethods has experienced signiÑcant growth in its business in recent periods, and it may not be able
to manage its future growth successfully.

webMethods' ability to successfully oÅer software and services and implement its business plan in a
rapidly evolving market requires an eÅective planning and management process. webMethods has
increased, and plans to continue to increase, the scope of its operations at a rapid rate. The number of
people webMethods employs has grown and will continue to grow substantially. As of March 31, 1999,
webMethods had a total of 65 employees. As of March 31, 2000, it had a total of 276 employees. Future
expansion eÅorts could be expensive and may strain webMethods' managerial and other resources. To
manage future growth eÅectively, webMethods must maintain and enhance its Ñnancial and accounting
systems and controls, integrate new personnel and manage expanded operations. If webMethods does not
manage growth properly, it could harm webMethods' business, operating results and Ñnancial condition.

If webMethods cannot develop its software in a timely and eÅective manner, its operating results could
suÅer.

Because of the complexity of webMethods' software, internal quality assurance testing and customer
testing may reveal product performance issues or desirable feature enhancements that could lead
webMethods to postpone the release of new versions of its software. In addition, the reallocation of
resources associated with any postponement could cause delays in the development and release of future
enhancements to webMethods' currently available software. webMethods may not be able to successfully
complete the development of currently planned or future enhancements in a timely and eÇcient manner.
Any such failure or delay could harm webMethods' operating results.
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If webMethods is unable to protect its intellectual property, it may lose a valuable asset, experience
reduced market share, or incur costly litigation to protect its rights.

webMethods' success depends, in part, upon its proprietary technology and other intellectual property
rights. To date, webMethods has relied primarily on a combination of copyright, trade secret, trademark
and patent laws, and nondisclosure and other contractual restrictions on copying and distribution to protect
its proprietary technology. webMethods has two pending patent applications for technology related to its
software, but it cannot assure you that these applications will be successful. A small number of
webMethods' agreements with its customers and system integrators contain provisions regarding the rights
of third parties to obtain the source code for webMethods' software, which may limit webMethods' ability
to protect its intellectual property rights in the future. Litigation to enforce webMethods' intellectual
property rights or protect its trade secrets could result in substantial costs and may not be successful. Any
inability to protect webMethods' intellectual property rights could seriously harm webMethods' business,
operating results and Ñnancial condition. In addition, the laws of certain foreign countries may not protect
webMethods' intellectual property rights to the same extent as do the laws of the United States.
webMethods' means of protecting its intellectual property rights in the United States or abroad may not be
adequate to fully protect its intellectual property rights.

Third party claims that webMethods infringes upon their intellectual property rights could be costly to
defend or settle.

Litigation regarding intellectual property rights is common in the Internet and software industries.
webMethods expects that Internet technologies and software products and services may be increasingly
subject to third-party infringement claims as the number of competitors in webMethods' industry segment
grows and the functionality of products in diÅerent industry segments overlaps. webMethods may from
time to time encounter disputes over rights and obligations concerning intellectual property. Although
webMethods believes that its intellectual property rights are suÇcient to allow it to market its software
without incurring liability to third parties, third parties may bring claims of infringement against
webMethods. Such claims may be with or without merit. Any litigation to defend against claims of
infringement or invalidity could result in substantial costs and diversion of resources. Furthermore, a party
making such a claim could secure a judgment that requires webMethods to pay substantial damages. A
judgment could also include an injunction or other court order that could prevent webMethods from selling
its software. webMethods' business, operating results and Ñnancial condition could be harmed if any of
these events occurred.

In addition, webMethods has agreed, and may agree in the future, to indemnify certain of its
customers against claims that its software infringes upon the intellectual property rights of others.
webMethods could incur substantial costs in defending itself and its customers against infringement claims.
In the event of a claim of infringement, webMethods and its customers may be required to obtain one or
more licenses from third parties. webMethods, or its customers, may be unable to obtain necessary licenses
from third parties at a reasonable cost, or at all. Defense of any lawsuit or failure to obtain any such
required licenses could harm webMethods' business, operating results and Ñnancial condition.

If webMethods becomes subject to product liability claims, those claims could be time consuming and
costly to defend.

Since webMethods' customers use its software for mission critical applications such as Internet
commerce, errors, defects or other performance problems could result in Ñnancial or other damages to its
customers. They could seek damages for losses from webMethods, which, if successful, could have a
material adverse eÅect on webMethods' business, operating results or Ñnancial condition. Although
webMethods' license agreements typically contain provisions designed to limit webMethods' exposure to
product liability claims, existing or future laws or unfavorable judicial decisions could negate these
limitation of liability provisions. webMethods has not experienced any product liability claims to date.
However, a product liability claim brought against webMethods, even if not successful, could be time
consuming and costly to defend and could harm its reputation.
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Risks related to Active Software's business

Because a small number of customers account for a substantial portion of Active Software's revenues, its
revenues could suÅer if it loses a major customer.

Active Software has generated a substantial portion of its annual and quarterly historical revenues
from a limited number of customers. As a result, if Active Software loses a major customer, its revenues
could suÅer. Active Software expects that a small number of customers will continue to account for a
substantial portion of its revenues in any given quarter for the foreseeable future.

Active Software may be unable to successfully integrate Alier, TransLink or Premier into its business or
achieve the expected beneÑts of these acquisitions.

Active Software's acquisition of Alier, TransLink and Premier, which were completed in April 2000,
will require integrating the products, business and operations of these companies with Active Software.
Active Software may not be able to successfully assimilate the personnel, operations and customers of
these companies into its business. Additionally, Active Software may fail to achieve the anticipated
synergies from the acquisitions, including product integration, marketing, product development, distribution
and other operational synergies. The integration process may further strain its existing Ñnancial and
managerial controls and reporting systems and procedures. This may result in the diversion of management
and Ñnancial resources from its core business objectives. In addition, Active Software is not experienced in
managing signiÑcant facilities or operations in geographically distant areas. Finally, Active Software cannot
be certain that it will be able to retain these companies' key employees.

Active Software relies on system integrators and other strategic relationships to implement and promote
its software products and, if these relationships fail, its business could be harmed.

Active Software has entered into relationships with third-party system integrators, as well as with
hardware platform and software applications developers and service providers. Active Software has derived,
and anticipates that it will continue to derive, a signiÑcant portion of its revenues from customers that
purchase products or services from its partners. In most cases, the partner refers the customer to Active
Software, and Active Software enters into a software license agreement directly with the customer. Its
future growth will be limited if Active Software fails to work eÅectively with its partners or fails to grow
its base of these types of partners.

Its partners are not required to market or promote its products and generally are not restricted from
working with competing software companies. Accordingly, Active Software's success will depend on their
willingness and ability to devote suÇcient resources and eÅorts to marketing its ActiveWorks software
products rather than the products of others. If these relationships fail, Active Software will have to devote
substantially more resources to the distribution, sales and marketing, implementation and support of its
products than Active Software would otherwise, and its eÅorts may not be as eÅective as those of its
partners, which would harm its business.

The ActiveWorks Integration System must integrate with applications made by third parties, and, if
Active Software loses access to the programming interfaces for these applications, or if Active Software is
unable to modify its products or develop new products in response to changes in these applications, its
business could suÅer.

Its ActiveWorks Integration System uses software components called Adapters to communicate with
its customers' enterprise applications. Its ability to develop these Adapters is largely dependent on its
ability to gain access to the application programming interfaces, or APIs, for the applications, and Active
Software may not have access to necessary APIs in the future. APIs are written and controlled by the
application provider. Accordingly, if an application provider becomes a competitor by entering the
eBusiness integration market, it could restrict access to its APIs for competitive reasons. Active Software's
business could suÅer if it is unable to gain access to these APIs. Furthermore, Active Software may need
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to modify its ActiveWorks software products or develop new Adapters in the future as new applications or
newer versions of existing applications are introduced. If Active Software fails to continue to develop
Adapters or respond to new applications or newer versions of existing applications, its business could suÅer.

Active Software relies in part on third parties to develop Adapters necessary for the integration of
applications using its ActiveWorks Integration System, and Active Software cannot be certain that these
companies will continue to develop these Adapters or that these Adapters will be free of defects.

A core element of its strategy is to enable third parties to develop Adapters that operate with its
ActiveWorks Integration System. If these third parties are unable or unwilling to develop these Adapters,
Active Software may need to develop them internally, which would require Active Software to divert
Ñnancial and technical resources to these eÅorts. In addition, Active Software cannot be certain that
Adapters developed by third parties will not contain undetected errors or defects, which could harm its
reputation, result in product liability or decrease the market acceptance of its products.

The eBusiness integration market is in an early stage of development, and eBusiness integration software
products, including its ActiveWorks software products, may not achieve market acceptance.

The market for eBusiness integration software is relatively new and rapidly evolving, and there are a
variety of integration methods available. Active Software does not know if its target markets will widely
adopt and deploy eBusiness integration products such as its ActiveWorks software products. If eBusiness
integration products such as its ActiveWorks software products are not widely adopted by its target
markets, its business will suÅer.

Active Software's products are complex and generally involve signiÑcant capital expenditures by its
customers. Active Software does not have a long history of selling its products and will have to devote
substantial resources to educate prospective customers about the beneÑts of its ActiveWorks software
products. Its eÅorts to educate potential customers may not result in its products achieving market
acceptance. In addition, many of these prospective customers have made signiÑcant investments in
internally-developed or custom systems and would incur signiÑcant costs in switching to third-party
products such as those of Active Software. Furthermore, even if its products are eÅective, its target
customers may not choose them for technical, cost, support or other reasons. If the market for its products
fails to grow or grows more slowly than Active Software anticipates, its business could suÅer.

Because market participants in some markets have adopted industry-speciÑc technologies, Active
Software may need to expend signiÑcant resources in order to address speciÑc markets.

Active Software's strategy is to develop its ActiveWorks integration software to be broadly applicable
to many industries. However, in some markets, market participants have adopted core technologies that are
speciÑc to their markets. For example, many companies in the healthcare and Ñnancial services industries
have adopted industry-speciÑc protocols for the interchange of information. In order to successfully sell its
products to companies in these markets, Active Software may need to expand or enhance its products to
adapt to these industry-speciÑc technologies, which could be costly and require the diversion of engineering
resources.

Competition in the eBusiness integration software market is intense, and, if Active Software is unable to
compete eÅectively, the demand for, or the prices of, its products may be reduced.

The eBusiness integration software market is extremely competitive and subject to rapid change.
Active Software competes with various providers of application integration solutions, including Cross-
Worlds, New Era of Networks, Software Technologies Corporation and Vitria. In addition, a number of
other companies are oÅering products and services that address speciÑc aspects of application integration,
including IBM, BEA Systems, Inc. and TIBCO Software Inc. Active Software also faces competition for
some aspects of its product and service oÅerings from major system integrators, both independently and in
conjunction with corporate in-house information technology departments, which have traditionally been the

24



prevalent resource for application integration. Active Software expects additional competition from other
established and emerging companies. Furthermore, its competitors may combine with each other, and
other companies may enter its markets by acquiring or entering into strategic relationships with its
competitors.

Many of Active Software's current and potential competitors have longer operating histories,
signiÑcantly greater Ñnancial, technical, product development and marketing resources, greater name
recognition and larger customer bases than Active Software does. Its present or future competitors may be
able to develop products comparable or superior to those Active Software oÅers, adapt more quickly than
Active Software does to new technologies, evolving industry trends or customer requirements, or devote
greater resources to the development, promotion and sale of their products than Active Software does.
Accordingly, Active Software may not be able to compete eÅectively in its markets, competition may
intensify and future competition may harm its business.

Active Software's recent growth has placed a signiÑcant strain on its management, systems and resources,
and Active Software may experience diÇculties managing its expected growth.

Active Software has been experiencing a period of rapid growth over recent years. Its total revenues
have grown to approximately $13.6 million for the three-month period ending March 31, 2000 from
$27.4 million for the year ended December 31, 1999. The number of its employees has grown to 220 at
the end of March 31, 2000 compared to 163 as of December 31, 1999. This growth has placed, and Active
Software expects that any future growth it experiences will continue to place, a signiÑcant strain on its
management, systems and resources. To manage the anticipated growth of its operations, Active Software
will be required to:

‚ improve existing and implement new operational, Ñnancial and management information
controls, reporting systems and procedures;

‚ hire, train and manage additional qualiÑed personnel; and

‚ manage its relationships with its customers, suppliers and partners.

In the future, Active Software may experience diÇculties meeting the demand for its products and
services. The installation and use of its products sometimes requires implementation services, which are
provided to its customers either by Active Software or by its partners. Its growth could be limited if Active
Software or its partners are unable to provide these implementation services to its customers in a timely
manner. In addition, its management team may not be able to achieve the rapid execution necessary to
fully exploit the market for its products and services. Any failure to manage growth eÅectively could
materially harm its business.

Rapid technological change in the eBusiness integration software market could cause its products to
become obsolete or require Active Software to redesign its products.

The eBusiness integration software market is characterized by rapid technological change, frequent
new product introductions, changes in the enterprise software applications used by its customers and
emerging industry standards, particularly those related to eCommerce. Active Software also expects that
the rapid evolution of Internet-based applications and standards, as well as general technology trends such
as changes in or introductions of operating systems, will require Active Software to adapt its software
products to remain competitive. Its products could become obsolete and unmarketable if Active Software
is unable to adapt to new technologies or standards.

To be successful, Active Software will need to develop and introduce new products and product
enhancements that respond to technological changes or evolving industry standards in a timely manner and
on a cost-eÅective basis. Active Software may not be able to successfully develop these types of products
and product enhancements or ensure that its products will achieve broad market acceptance. Its failure to
respond in a timely and cost-eÅective manner to new and evolving technologies could adversely impact its
business.
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Because Active Software's products incorporate technology licensed from third parties, the loss of its
right to use this licensed technology could harm Active Software's business.

Active Software licenses technology that is incorporated into its products from third parties, including
security software from SPYRUS, Inc. Any signiÑcant interruption in the supply or support of any licensed
software could adversely aÅect its sales, unless and until Active Software can replace the functionality
provided by this licensed software. Because its products incorporate software developed and maintained by
third parties, Active Software depends on these third parties to deliver and support reliable products,
enhance their current products, develop new products on a timely and cost-eÅective basis and respond to
emerging industry standards and other technological changes. The failure of these third parties to meet
these criteria could harm its business.

Active Software's sales cycle is lengthy and unpredictable and may cause its operating results to
Öuctuate, which could result in volatility in the price of its stock or in the stock price of webMethods
following the merger.

The typical sales cycle of its ActiveWorks Integration System is lengthy and unpredictable and
involves signiÑcant capital investment decisions by prospective customers, as well as its education of
potential customers regarding the beneÑts of its ActiveWorks software products. Any delay in sales of its
products could cause its operating results to vary signiÑcantly from quarter to quarter, which could result
in volatility in its stock price or in the stock price of webMethods following the merger. Many of its
prospective customers have neither set aside money to purchase eBusiness integration software nor
dedicated speciÑc personnel for the procurement and implementation of these software products. As a
result, before purchasing its products, its customers spend a substantial amount of time performing internal
reviews and obtaining capital expenditure approvals. Currently, the time to receive an initial order from a
customer from the time Active Software Ñrst contacts the customer may range from four to six months,
with enterprise-wide deployment occurring over a longer period of time. This cycle may lengthen in the
future. The emerging and evolving nature of the eBusiness integration software market may cause
prospective customers to postpone their purchase decisions.

Active Software's software products are complex and may contain unknown defects that could harm its
reputation, result in product liability or decrease market acceptance of its products.

Active Software's software products are complex and include software that is internally developed and
licensed from third parties. These software products may contain errors or defects, particularly when Ñrst
introduced or when new versions or enhancements are released. Although Active Software has not
experienced any material software defects to date, these defects could cause its customers to experience
severe system failures. Because its customers depend on its software for their critical systems and business
functions, any interruptions could:

‚ damage its reputation;

‚ cause its customers to initiate product liability suits against Active Software;

‚ increase its product development costs;

‚ divert its product development resources;

‚ cause Active Software to lose sales; or

‚ delay market acceptance of its products.

Because Active Software's products could interfere with the operations of its customers' other software
applications, Active Software may be subject to potential product liability and warranty claims by these
customers, which may be costly and may not be adequately covered by insurance.

Active Software's ActiveWorks products are integrated with its customers' networks and software
applications. The sale and support of its products may entail the risk of product liability or warranty claims
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based on damage to these networks or applications. In addition, the failure of its products to perform to
customer expectations could give rise to warranty claims. Any of these claims, even if not meritorious,
could result in costly litigation or divert management's attention and resources. Although Active Software
carries general liability insurance, its current insurance coverage would likely be insuÇcient to protect
Active Software from all liability that may be imposed under these types of claims.

Active Software's intellectual property could be used by others without its consent because protection of
its intellectual property is limited.

Active Software relies primarily on a combination of copyrights, trademarks, trade secret laws and
contractual obligations with employees and third parties to protect its proprietary rights. Active Software
does not currently own any issued patents, and other protection of its intellectual property is limited.
Despite its eÅorts to protect its proprietary rights, unauthorized parties may copy aspects of its products
and obtain and use information that Active Software regards as proprietary. In addition, other parties may
breach conÑdentiality agreements or other protective contracts Active Software has entered into, and
Active Software may not be able to enforce its rights in the event of these breaches. Furthermore, Active
Software expects that it will increase its international operations in the future, and the laws of many
foreign countries do not protect its intellectual property rights to the same extent as the laws of the United
States.

Active Software's products may infringe the intellectual property rights of others, and resulting claims
against Active Software could be costly and require Active Software to enter into disadvantageous license
or royalty arrangements.

The software industry is characterized by the existence of a large number of patents and frequent
litigation based on allegations of patent infringement and the violation of other intellectual property rights.
Although Active Software attempts to avoid infringing known proprietary rights of third parties in its
product development eÅorts, Active Software expects that it may be subject to legal proceedings and
claims for alleged infringement by Active Software or its licensees of third party proprietary rights, such as
patents, trademarks or copyrights, from time to time in the ordinary course of business. Any claims
relating to the infringement of third party proprietary rights, even if not meritorious, could result in costly
litigation, divert management's attention and resources, or require Active Software to enter into royalty or
license agreements which are not advantageous to Active Software. In addition, parties making these
claims may be able to obtain an injunction, which could prevent Active Software from selling its products
in the United States or abroad. Any of these results could harm its business. Active Software may
increasingly be subject to infringement claims as the number of products and competitors in its industry
grows and functionalities of products overlap. Furthermore, former employers of its current and future
employees may assert that its employees have improperly disclosed conÑdential or proprietary information
to Active Software.
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WEBMETHODS ANNUAL STOCKHOLDERS' MEETING

Date, time and place of meeting

The webMethods Annual Stockholders' Meeting will be held on Tuesday, August 15, 2000 at
10:00 a.m., local time, at the WestÑelds Marriott, located at 14750 Conference Center Drive, Chantilly,
Virginia.

Purpose of the meeting

At the webMethods Annual Stockholders' Meeting, stockholders will consider and vote upon the
following matters:

1. The issuance of shares of webMethods common stock in the merger of Wolf Acquisition, Inc., a
wholly owned subsidiary of webMethods, Inc., with and into Active Software, Inc., resulting in
Active Software becoming a wholly owned subsidiary of webMethods. In the merger, webMethods
will issue 0.527 of a share of its common stock for each outstanding share of Active Software
common stock. The merger agreement relating to the proposed merger is included as Annex A to
this Joint Proxy Statement/Prospectus;

2. The amendment of webMethods certiÑcate of incorporation to increase the number of authorized
shares of common stock by 300,000,000 from 200,000,000 shares to 500,000,000 shares;

3. The election of the following directors, in the respective classes and to hold oÇce for the term set
forth next to their names:

Robert Cook Class I director Term ending 2003

Robert Vasan Class I director Term ending 2003

Chase Bailey Class I director Term ending 2003;

4. The amendment of webMethods' Stock Option Plan to increase the number of shares reserved for
issuance under the plan by 10,000,000 from 10,731,000 shares to 20,731,000 shares, and to make
certain technical amendments to conform the plan with the provisions of Section 162(m) of the
Internal Revenue Code;

5. The ratiÑcation of the appointment of PricewaterhouseCoopers LLP as webMethods' independent
auditors for the year ending March 31, 2001; and

6. The transaction of any other business that may properly come before the meeting or any
adjournment or postponement thereof.

The merger is described in the sections of this Joint Proxy Statement/Prospectus titled ""The Merger''
and ""The Merger Agreement and Related Agreements.'' Other matters brought before the webMethods
Annual Stockholders' Meeting are described in the section of this Joint Proxy Statement/Prospectus titled
""Additional Matters Being Submitted to a Vote of webMethods Stockholders Only.''

Board of Directors' recommendations

The webMethods Board of Directors recommends that webMethods stockholders vote in favor of each
of the proposals to be brought before the Annual Stockholders' Meeting.

Record date

Holders of record of shares of webMethods common stock at the close of business on July 11, 2000
the record date, are entitled to notice of and to vote at the webMethods Annual Stockholders' Meeting.
On July 11, 2000 there were 32,065,420 shares of webMethods common stock issued and outstanding, held
by approximately 385 stockholders of record. Each share entitles the holder to one vote.
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Solicitation of proxies

webMethods will pay the expenses of soliciting proxies to be voted at the webMethods Annual
Stockholders' Meeting. In addition to soliciting proxies through the mails, proxies may be solicited by
directors, oÇcers and employees of webMethods in person or by telephone, telegram or other means of
communication. Directors, oÇcers and employees will not receive additional compensation for their eÅorts
during this solicitation, but may be reimbursed for out-of-pocket expenses incurred in connection with the
solicitation. After the original mailing of the proxies and other solicitation materials, webMethods will
request that brokers, custodians, nominees and other record holders of webMethods stock forward copies of
the proxy and solicitation materials to beneÑcial owners for whom they hold shares. webMethods intends
to reimburse these record holders for reasonable expenses incurred in forwarding these materials.

Votes needed for a quorum

The holders of a majority of the shares of webMethods common stock entitled to vote at the
webMethods Annual Stockholders' Meeting must be present at the meeting, either in person or by a
properly executed proxy, in order to have the necessary quorum to transact business at the meeting. The
shares owned by stockholders present at the meeting or represented at the meeting by a properly executed
proxy, but who abstained from voting on any proposal will be treated as shares that are present and
entitled to vote at the webMethods Annual Stockholders' Meeting for determining whether or not a
quorum exists, but will not be counted as a vote cast in favor of any proposal.

Vote required to approve the proposals

The votes required to approve each of the proposals to be brought before webMethods' stockholders
are as follows:

Issuance of shares in connection with the merger. The holders of a majority of the shares of
webMethods present in person or represented by proxy at the annual meeting and entitled to vote on the
proposal must vote in favor of issuing shares of webMethods common stock in connection with the merger
in order for webMethods to issue the shares. If a broker or nominee holding shares of webMethods stock
for the beneÑt of someone else indicates on a proxy that he or she does not have the authority to vote the
shares on the issue of the issuance of webMethods stock in connection with the merger, these broker non-
votes will not be counted as votes cast either for or against the stock issuance proposal and therefore, such
votes will have no eÅect on the voting results. Abstentions will be counted as votes against the issuance of
shares in connection with the merger.

Election of directors. The nominees must be approved by a plurality of the votes of the shares of
common stock present in person or represented by proxy at the annual meeting to be elected as directors
of webMethods. Abstentions or broker non-votes will not be counted as votes for or against any nominee
or director.

Amendment to certiÑcate of incorporation. Approval of the amendment to webMethods' certiÑcate of
incorporation requires the aÇrmative vote of two-thirds of the outstanding shares of webMethods common
stock. Abstentions and broker non-votes have the same eÅect as a vote against the proposal.

Amendment to Stock Option Plan. Approval of the amendment to webMethods stock option plan
requires the aÇrmative vote of a majority of the shares of webMethods common stock represented in
person or by proxy at the annual meeting and entitled to vote on the proposal. Abstentions will be treated
as votes against the proposal and broker non-votes will have no eÅect on the voting results.

RatiÑcation of independent auditors. A majority of the shares of webMethods common stock
represented in person or by proxy at the annual meeting and entitled to vote on the proposal must vote in
favor of ratifying the selection of PricewaterhouseCoopers LLP as independent auditors for webMethods
for the year ending March 31, 2001. Abstentions will be treated as votes against the proposal and broker
non-votes will have no eÅect on the voting results.
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Stockholders of webMethods who beneÑcially own outstanding shares of webMethods common stock
representing approximately 53% of the votes that may be cast at the annual meeting regarding the issuance
of stock in connection with the merger have entered into a voting agreement with Active Software that
requires these stockholders to vote, or cause to be voted, all of such shares in favor of the issuance of
webMethods shares in connection with the merger. In certain cases, stockholders also have irrevocably
appointed Active Software as proxy to vote all of the shares of webMethods common stock held by the
stockholders in favor of the stock issuance in connection with the merger.

How to vote the proxy

The proxy accompanying this Joint Proxy Statement/Prospectus is solicited on behalf of the
webMethods Board of Directors for use at the webMethods Annual Stockholders' Meeting. Stockholders
should complete, date and sign the accompanying proxy and promptly return it in the enclosed envelope or
otherwise mail it to webMethods. All properly signed proxies that webMethods receives prior to the vote
being taken at the webMethods Annual Stockholders' Meeting will be voted as indicated on the proxy
unless the proxy is revoked at the meeting. A proxy may be revoked by:

‚ a written, dated document delivered to webMethods prior to the meeting stating that the proxy
is revoked;

‚ a subsequent proxy that is signed by the same person who signed the earlier proxy and is
presented at or prior to the meeting; or

‚ attendance at the webMethods Annual Stockholders' Meeting and voting in person.

If a stockholder's shares are held of record in ""street name'' by a broker, bank or other nominee and
the stockholder intends to vote the shares in person at the webMethods Annual Stockholders' Meeting, the
stockholder must bring to the meeting a letter from the broker, bank or other nominee conÑrming the
stockholder's beneÑcial ownership of the shares to be voted.

If no voting direction is given on a properly signed proxy received by webMethods, the proxy will be
voted in favor of the issuance of webMethods shares in connection with the merger and all other proposals
presented to the webMethods stockholders.

webMethods' Board of Directors does not know of any matters other than the issuance of
webMethods shares in connection with the merger, the amendment of the certiÑcate of incorporation, the
election of the Class I directors, the amendment of the stock option plan and the ratiÑcation of the
independent auditors to be presented for a vote at the webMethods Annual Stockholders' Meeting. If any
other matters are properly brought before the meeting, or any adjournment, the persons named in the
proxies, acting under the proxy, will have discretion to vote on those matters in accordance with their best
judgment, including adjournment of the annual meeting, provided that a proxy to vote against the issuance
of shares of webMethods common stock in connection with the merger will not be voted in favor of
adjournment of the webMethods Annual Stockholders' Meeting.

No appraisal rights

Holders of webMethods common stock are not entitled to dissenters' rights or appraisal rights with
respect to the matters to be considered at the webMethods Annual Stockholders' Meeting.
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ACTIVE SOFTWARE SPECIAL STOCKHOLDERS' MEETING

Date, time and place of meeting:

Date: August 15, 2000

Time: 9:00 a.m., local time

Location: The Marriott Hotel

Address: 2700 Mission College Boulevard
Santa Clara, California

The purpose of the meeting is to vote on the following items:

‚ the adoption of the merger agreement, and

‚ any other matters properly brought before the Active Software special meeting, including the
approval of any adjournment or postponement of the meeting.

Notice requirements

The Active Software bylaws provide that all notices of meetings of the stockholders shall be in writing
and shall be sent to the stockholders not less than 10 nor more than 60 days prior to the date of the
meeting and, in the case of a special meeting, such notice must set forth the purpose or purposes for
which the meeting is called. Active Software is not proposing any matters other than the adoption of the
merger agreement at the Active Software special meeting, and Active Software has not received notice of
other proposals to be considered at the meeting.

Recommended action

The Active Software board of directors:

‚ has approved the merger and declared the merger agreement to be advisable,

‚ believes that the terms of the merger are fair to, and in the best interests of, Active Software's
stockholders, and

‚ recommends that the Active Software stockholders vote FOR adoption of the merger
agreement.

Record date

The record date for shares entitled to vote is July 11, 2000.

Outstanding shares held on record date

As of the record date, there were 26,257,889 outstanding shares of Active Software common stock
held by approximately 361 stockholders of record.

Shares entitled to vote

Only holders of record of Active Software common stock on the record date are entitled to receive
notice of and to vote at the Active Software special meeting, or any adjournment or postponement thereof.
You will have one vote for each share of Active Software common stock you owned on the record date for
the Active Software special meeting.
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Quorum requirement

A quorum of stockholders is necessary to hold a valid meeting. The presence, in person or by proxy,
of the holders of shares representing a majority of the issued and outstanding shares of Active Software
common stock entitled to vote as of the record date is a quorum. Abstentions and broker non-votes count
as present at the special meeting for establishing a quorum. A broker non-vote occurs with respect to any
proposal when a broker is not permitted to vote on that proposal without instruction from the beneÑcial
owner of the shares and no instruction is given.

Shares beneÑcially owned by Active Software directors and executive oÇcers as of the record date

On the record date, directors and executive oÇcers of Active Software and their aÇliates beneÑcially
owned, and were entitled to vote, 6,041,884 shares of Active Software common stock, or approximately
23% of the shares outstanding as of the record date. The directors and executive oÇcers of Active
Software, and their aÇliates, that own these shares have entered into a stockholders agreement pursuant to
which they will vote all of their shares in favor of the adoption of the merger agreement at the Active
Software special meeting. See ""The Merger Agreement and Related Agreements Ì The Stockholders
Agreement'' on page 78.

Vote necessary to approve the merger

The aÇrmative vote by holders of a majority of the outstanding shares of Active Software common
stock on the record date is necessary to adopt the merger agreement. Broker non-votes and abstentions
have the same eÅect as a vote against adoption of the merger agreement.

Voting of proxies

The proxy accompanying this Joint Proxy Statement/Prospectus is solicited on behalf of the Active
Software board of directors for use at the meeting. You may vote in person at the Active Software
meeting or by proxy. Active Software recommends that you vote by proxy even if you plan to attend the
meeting. You can always change your vote at the meeting.

Several Active Software stockholders entered into an agreement with webMethods that requires these
stockholders to vote all of their shares of Active Software common stock in favor of the adoption of the
merger agreement and grants webMethods the irrevocable right to vote their shares of Active Software
common stock at any meeting of Active Software stockholders relating to the adoption of the merger
agreement prior to the completion of the merger. These stockholders hold approximately 22% of the
outstanding Active Software common stock as of the record date.

If a stockholder's shares are held of record in ""street name'' by a broker, bank or other nominee and
the stockholder intends to vote the shares in person at the Active Software Special Stockholders' Meeting,
the stockholder must bring to the meeting a letter from the broker, bank or other nominee conÑrming the
stockholder's beneÑcial ownership of the shares to be voted.

How to vote by proxy

Voting instructions are included on the proxy accompanying this Joint Proxy Statement/Prospectus. If
you properly give your proxy and submit it to Active Software in time to vote, one of the individuals
named as your proxy will vote your shares as you have directed. You may vote for or against the proposal
to adopt the merger agreement or abstain from voting. Please complete, sign, date and return the
accompanying proxy in the enclosed envelope. If you submit your proxy but do not make speciÑc choices,
your proxy will follow the board's recommendations and vote your shares FOR the proposal to adopt the
merger agreement.
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Revoking your proxy

You may revoke your proxy before it is voted by:

‚ notifying Active Software's Secretary in writing before the meeting that you have revoked your
proxy (contact Venture Law Group, 2800 Sand Hill Road, Menlo Park, CA 94025, attn:
Mark A. Medearis);

‚ submitting a new proxy with a later date; or

‚ voting in person at the meeting.

Voting in person

If you plan to attend the meeting and wish to vote in person, Active Software will give you a ballot at
the meeting. You should realize that attendance at a stockholders meeting, however, will not in and of
itself constitute a revocation of a proxy.

EÅect of abstaining

You may abstain from voting on the proposal to adopt the merger agreement. If you mark your proxy
""ABSTAIN'' with respect to the proposal, you will be in eÅect voting against that proposal. In addition, if
you fail to send in your proxy, this, too, will have the same negative eÅect.

Broker non-vote

If you are an Active Software stockholder and your broker holds shares in its name, the broker cannot
vote your shares on the proposal to adopt the merger agreement without your instructions. This is a
""broker non-vote.'' A ""broker non-vote'' with respect to the proposal will have the eÅect of a vote against
the proposal.

Proxy solicitation

Active Software will pay its own costs of soliciting proxies. Active Software has retained Beacon Hill
Partners and ChaseMellon Shareholder Services, L.L.C., to aid in the solicitation of proxies and to verify
records relating to the solicitations. Each of these Ñrms will receive customary fees and expense
reimbursement for these services. The extent to which these proxy soliciting eÅorts will be necessary
depends entirely upon how promptly proxies are received. You should send in your proxy by mail,
telephone or the Internet without delay. Active Software also reimburses brokers and other custodians,
nominees and Ñduciaries for their expenses in sending these materials to you and getting your voting
instructions.

Do not send in any stock certiÑcates with your proxy. The exchange agent will mail transmittal forms
with instructions for the surrender of stock certiÑcates for Active Software common shares to former
Active Software stockholders as soon as practicable after the completion of the merger.

Other business; adjournments

Active Software is not currently aware of any business other than the proposal to adopt the merger
agreement to be acted upon at the Active Software special meeting. If, however, any other matters are
properly brought before the meeting, or any adjournment or postponement thereof, the persons named in
the enclosed form of proxy, and acting under that proxy, will have discretion to vote or act on those
matters in accordance with their best judgment, including any proposal to adjourn the meeting (provided,
however, that a proxy voted against adoption of the merger agreement will not be voted in favor of
adjournment of the meeting).

Adjournments may be made for the purpose of, among other things, soliciting additional proxies. Any
adjournment may be made from time to time by approval of the holders of shares representing a majority
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of the votes present in person or by proxy at the meeting, whether or not a quorum exists, without further
notice other than by an announcement at the meeting. Active Software does not currently intend to seek
an adjournment of its meeting unless such an adjournment is necessary to solicit additional votes.

No appraisal rights

Holders of Active Software common stock are not entitled to dissenters' rights or appraisal rights with
respect to the matters to be considered at the Active Software Special Stockholders' Meeting.
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THE MERGER

This section describes the proposed merger and the merger agreement. While webMethods and Active
Software believe that the description covers the material terms of the proposed merger, this summary may
not contain all of the information that is important to you. Stockholders should carefully read this entire
document and the other documents referred to in this Joint Proxy Statement/Prospectus, such as the
merger agreement, for a more complete understanding of the merger.

Background of the merger

webMethods and Active Software have been familiar with each other's business for several years.
webMethods and Active Software have worked together for various clients and in doing so have become
familiar with each others products and sales and management teams.

On September 28, 1999, R. James Green, Chairman of the Board, President, and Chief Executive
OÇcer of Active Software, called Phillip Merrick, Chairman of the Board, President and Chief Executive
OÇcer of webMethods to discuss the merits of a possible strategic relationship between webMethods and
Active Software, including, among other things, a possible combination of the two companies. These
discussions did not result in any agreement regarding strategic relationship between the two companies,
and both companies determined that they would independently pursue other transactions.

In early April, Mr. Green informally discussed the possibility of a business relationship or strategic
transaction between webMethods and Active Software with members of the Active Software Board of
Directors.

On or about April 20, 2000, Mr. Green again contacted Mr. Merrick to discuss the possibility of a
business relationship or strategic transaction between webMethods and Active Software. From April 20 to
May 2, Messrs. Green and Merrick discussed valuation and potential synergies relating to a potential
transaction between webMethods and Active Software.

On May 2, 2000, Mr. Green met with Mr. Merrick and Craig Chapman, the former Vice President,
Business Development, of webMethods, to conduct further discussions regarding a possible business
combination of webMethods and Active Software.

Also on May 2, 2000, Active Software engaged Goldman, Sachs & Co. to act as its Ñnancial adviser.
Mr. Green instructed the representatives of Goldman Sachs to provide a basis for discussing a potential
exchange ratio with webMethods. On May 3, 2000, Mr. Green met with representatives of Goldman Sachs
to discuss the proposed business combination.

On May 3, 2000, at the regular meeting of the webMethods Board of Directors, Mr. Merrick reported
on the status of management's discussions with Active Software. Mr. Merrick provided an overview of
Active Software's business operations and strategies. Mr. Chapman described the proposed combination
strategy. Following discussion, webMethods' Board of Directors authorized webMethods' management to
continue discussions with Active Software and to conduct detailed due diligence of Active Software's
business operations and prospects.

Also on May 3, 2000, webMethods engaged Morgan Stanley & Co. Incorporated to act as its Ñnancial
adviser.

From early April through early May, Mr. Green kept the members on the Active Software Board of
Directors apprised of his discussions with the management of webMethods. The Active Software Board of
Directors held a telephonic board meeting on May 4, 2000 at which the Active Software Board discussed
the potential business combination. In addition, Active Software's legal advisers discussed the board's
Ñduciary duties in considering a strategic business combination and strategic alternatives. Following an
extended discussion, the Active Software Board authorized Mr. Green to commence or continue
conversations with any interested parties and to conduct due diligence of webMethods' business operations
and prospects.
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On May 4, 2000, Active Software and webMethods entered into a ConÑdentiality and Non-Disclosure
Agreement in which the parties agreed to keep conÑdential any information received in the course of
conducting their respective due diligence investigations and negotiating the proposed transaction. On that
day and again on May 5, 2000, Mr. Chapman met with Mr. Green to continue discussions regarding a
possible business combination of webMethods and Active Software.

During several telephonic meetings held May 5, 2000 through May 7, 2000, Messrs. Merrick and
Green negotiated and ultimately agreed upon a proposed exchange ratio equal to 0.527.

On May 8, 2000, a meeting was held at the oÇces of Goldman Sachs in Menlo Park, California at
which due diligence presentations were made by both webMethods and Active Software. Attendees at the
meeting included representatives of webMethods, Active Software and each company's legal and Ñnancial
advisers and webMethods' accounting adviser.

From May 9, 2000 through the date of the execution of the merger agreement, webMethods and its
Ñnancial and legal advisers conducted due diligence on Active Software, and Active Software and its
Ñnancial, legal and accounting advisers conducted due diligence on webMethods.

On the morning of May 9, 2000, Mr. Green and representatives of Goldman Sachs and Venture Law
Group, legal counsel to Active Software, met with Mr. Chapman and representatives of Morgan Stanley
and Shaw Pittman, legal counsel to webMethods, to discuss the principal terms of a possible business
combination.

At the May 9, 2000 meeting, at the request of webMethods, Active Software signed an exclusivity
agreement with webMethods, in which Active Software agreed not to solicit or engage in any discussions
or negotiations with any other third party, with certain exceptions, regarding a potential business
combination or acquisition involving Active Software until after May 26, 2000.

On May 10, 2000, Active Software engaged Thomas Weisel Partners, LLC to act as a second
Ñnancial adviser for the purposes of evaluating the fairness of the consideration to be received in the
merger with respect to the stockholders of Active Software. Active Software engaged a second Ñnancial
adviser because Goldman Sachs owned approximately 5.6% of webMethods outstanding common stock.

On May 11, 2000, the Active Software Board held a special meeting to discuss the proposed merger.
Mr. Merrick gave a brief presentation on webMethods and the expected beneÑts of the transaction. After
Mr. Merrick left the meeting, Active Software's legal advisers reviewed the principal terms of the merger
agreement and the related agreements. Active Software's management, legal advisers and Ñnancial advisers
reported on the results of their respective due diligence reviews of webMethods. The Board authorized its
representatives to proceed with further discussions and due diligence in connection with a potential
transaction.

Attorneys for webMethods prepared and provided to Active Software and its advisers initial drafts of
the merger agreement and certain related agreements on May 12, 2000.

From May 15, 2000 through May 19, 2000, members of management of webMethods and Active
Software, along with their respective legal and Ñnancial advisers, met telephonically to continue to
negotiate the terms of the proposed merger between Active Software and webMethods and the related
agreements. During that time, the parties negotiated the principal terms of the agreements and other
related documents, including restrictions on Active Software's ability to pursue alternative transactions,
representations and warranties, covenants, termination provisions and conditions to the closing of the
merger.

On the afternoon of May 20, 2000, the webMethods Board of Directors held a telephonic meeting to
consider the terms of the proposed transaction with Active Software. At this meeting, members of
management of webMethods discussed the results of the negotiations with Active Software and the terms
of the proposed merger, including status and timing of the transaction, pricing and valuation of the
proposed merger, strategic and business opportunities with Active Software, the positive and negative
aspects of the merger and a review of Active Software's Ñnancial performance and prospects;
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representatives of Morgan Stanley presented an analysis of the Ñnancial terms of the proposed merger and
delivered its oral opinion, subsequently conÑrmed in writing as of May 20, 2000, and subject to the
limitations and considerations in its opinion, as to the fairness of the exchange ratio, from a Ñnancial point
of view as of such date, to webMethods, and representatives of Shaw Pittman outlined the terms of the
proposed merger agreement, including restrictions on Active Software's ability to pursue alternative
transactions, closing conditions and termination provisions, the stockholders agreement, the voting
agreement, the strategic relationship agreement and the other related documents. Following these
presentations and the related discussions by the webMethods Board, the members of the webMethods
Board present unanimously concluded that the merger was in the best interests of webMethods and its
stockholders, declared the merger advisable, approved the proposed terms of the merger and the merger
agreement, the voting agreement and other related agreements in substantially the form presented,
authorized webMethods' oÇcers to complete and execute of the merger agreement, the voting agreement
and other related agreements and resolved to recommend that webMethods' stockholders vote to approve
the issuance of shares of webMethods common stock to be issued in connection with the merger.

On May 20, 2000, Active Software's Board of Directors met with senior management and Active
Software's legal and Ñnancial advisers at a special telephonic meeting of the Board of Directors to discuss
the status of the negotiations with webMethods, Active Software's due diligence review of webMethods,
and the directors' comments on the draft of the merger agreement. After management provided its view of
the proposed merger, Goldman Sachs presented its analysis of various information to serve as the basis for
evaluating the proposed exchange ratio and orally informed Active Software's Board of Directors of its
opinion (subsequently conÑrmed in writing) that, based upon and subject to the matters stated in its
written opinion, as of May 20, 2000 the exchange ratio was fair, from a Ñnancial point of view, to the
holders of the outstanding shares of Active Software common stock. See ""Ì Opinions of Active Software's
Ñnancial advisers'' and the full text of the written opinion of Goldman Sachs attached as Annex C.
Goldman Sachs also responded to questions raised by members of Active Software's Board of Directors
regarding Goldman Sachs' analysis and opinion. Thomas Weisel also presented its analysis of various
information to serve as the basis for evaluating the proposed exchange ratio and orally informed Active
Software's Board of Directors of its opinion (subsequently conÑrmed in writing) that, as of May 20, 2000,
the exchange ratio was fair, from a Ñnancial point of view, to the holders of Active Software common
stock. Following these presentations, the Board engaged in a full discussion of the terms of the proposed
merger, including the strategic beneÑts of the combination, the terms and conditions of the proposed
merger agreement, and the analyses and opinions of Goldman Sachs and Thomas Weisel. Active
Software's Board of Directors concluded that the merger agreement was fair to Active Software's
stockholders and that the proposed merger was in the best interests of Active Software and its
stockholders. Accordingly, the Active Software Board of Directors approved the merger, declared the
merger agreement to be advisable and approved the stockholders agreement and related documents and
authorized management to proceed with the execution of the merger documents.

In the evening of May 20, 2000, Active Software and webMethods entered into the merger
agreement, and the Active Software stockholders identiÑed on page 78 under the heading ""The Merger
Agreement and Related Agreements Ì The Stockholders Agreement'' entered into the stockholders
agreement with webMethods. The webMethods stockholders identiÑed on page 78 under the heading ""The
Merger Agreement and Related Agreements Ì The Voting Agreement'' entered into the voting agreement
with Active Software. In addition, each of the members of the Board of Directors, the executive oÇcers
and certain stockholders of each of Active Software and webMethods entered into an aÇliate agreement
with webMethods. On the morning of May 22, 2000, webMethods and Active Software issued a joint press
release announcing the merger agreement.

webMethods' reasons for the merger

At a meeting held on May 20, 2000, the Board of Directors of webMethods concluded that the
merger was in the best interests of webMethods and its stockholders and determined to recommend that
its stockholders approve the proposals relating to the merger.
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The decision of the Board of Directors of webMethods was based upon several potential beneÑts of
the merger, including the following:

‚ webMethods and Active Software together could provide a complete software integration
solution for Global 2000 companies and business-to-business trading exchanges;

‚ webMethods and Active Software product oÅerings and development plans are complementary
and the companies' products have been used in tandem on customer projects;

‚ webMethods and Active Software will have the opportunity to market the combined company's
services through a larger number of partner and reseller channels;

‚ the creation of a larger customer base, a higher market proÑle and greater Ñnancial strength
would present greater opportunities for marketing the products and services of both companies;

‚ the merger would provide the combined company with the potential for greater depth of skilled
personnel, strengthened research and development activity and expanded distribution and
support capability;

‚ webMethods and Active Software share similar strategic objectives and goals, particularly with
respect to the market for software that facilitates electronic commerce between businesses;

‚ Active Software's presence in California enhances webMethods' presence and ability to service
customers and expand its products and markets; and

‚ the merger would further webMethods long term strategies and goals.

In its evaluation of the merger, the webMethods Board reviewed several factors, including the
following:

‚ historical information concerning webMethods' and Active Software's respective businesses,
Ñnancial performance and condition, operations, technology and management, including reports
for each company Ñled with the Securities and Exchange Commission;

‚ webMethods management's view of the Ñnancial condition, results of operations and businesses
of webMethods and Active Software before and after giving eÅect to the merger and the
webMethods Board's determination of the merger's eÅect on stockholders;

‚ current Ñnancial market conditions and historical market prices, volatility and trading
information;

‚ the consideration Active Software stockholders will receive in the merger in light of
comparable merger transactions;

‚ the ownership of the combined company by webMethods stockholders;

‚ the opinion of Morgan Stanley & Co. Incorporated that, as of the date of its opinion and
subject to the limitations and considerations described in the opinion, the exchange ratio in the
merger was fair to webMethods from a Ñnancial point of view;

‚ the belief that the terms of the merger agreement are reasonable;

‚ the impact of the merger on webMethods' customers and employees;

‚ reports from management, legal, Ñnancial and accounting advisers as to the results of the due
diligence investigation of Active Software;

‚ the expectation that the merger will be accounted for as a pooling-of-interests; and

‚ the expectation that the merger will be tax-free for federal income tax purposes.
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The webMethods Board also identiÑed and considered a number of potentially negative factors in its
deliberations concerning the merger including the following:

‚ the risk that the potential beneÑts of the merger may not be realized;

‚ the eÅect of the public announcement of the merger on Active Software's and webMethods'
sales;

‚ the eÅect of the merger on Active Software's strategic relationships with competitors of
webMethods;

‚ the risk of management and employee disruption associated with the merger, including the risk
that despite the eÅorts of the combined company, key technical, sales and management
personnel might not remain employed by the combined company;

‚ the risk that the merger could adversely aÅect webMethods' or Active Software's relationships
with certain of its customers and strategic partners; and

‚ other applicable risks described in this Joint Proxy Statement/Prospectus under ""Risk
Factors.''

The webMethods Board concluded, however, that on balance, the potential beneÑts of the merger to
webMethods and its stockholders outweighed the risks associated with the merger.

The discussion of the information and factors considered by the webMethods Board is not intended to
be exhaustive. In view of the variety and complexity of factors considered in connection with its evaluation
of the merger, the webMethods Board did not Ñnd it practicable to, and did not, quantify or otherwise
assign relative weight to, the speciÑc factors considered in reaching its determination. The Board
conducted an overall analysis of the factors listed above that included discussions with webMethods' senior
management, and legal and Ñnancial advisers. Individual members of webMethods' Board of Directors may
have given diÅerent weight to diÅerent factors.

There can be no assurance that the potential synergies, opportunities or other beneÑts considered by
webMethods' Board of Directors will be achieved by completing the merger. See ""Risk Factors'' beginning
on page 12.

Recommendation of webMethods' Board of Directors

After careful consideration, the webMethods Board of Directors has determined the merger
agreement and the merger to be fair to and in the best interests of webMethods. In connection with the
merger, webMethods' Board of Directors recommends approval of the issuance of shares of webMethods
common stock in the merger.

In considering the recommendation of the webMethods Board of Directors with respect to the merger,
you should be aware that certain directors and oÇcers of webMethods have certain interests in the merger
that are diÅerent from, or are in addition to, the interests of webMethods' stockholders generally. Please
see the section titled ""The Merger Ì Interests of certain persons in the merger.''

Active Software's reasons for the merger

At the telephonic meeting of the Board of Directors of Active Software on May 20, 2000, the
directors present at the meeting voted unanimously to enter into the merger agreement and to recommend
that Active Software stockholders vote to adopt the merger agreement.

In the course of reaching its decision to enter into the merger agreement, the Board of Directors of
Active Software consulted with Active Software's senior management, outside legal counsel and Ñnancial
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advisers, reviewed a signiÑcant amount of information and considered a number of factors, including the
following:

‚ Management's view that by combining complementary operations, the combined company
would have better opportunities for future growth;

‚ The perceived relative beneÑts of the strategic and Ñnancial alternatives available to Active
Software in the rapidly growing enterprise software industry;

‚ The strategic Ñt between webMethods and Active Software, and the belief that the combined
company has the potential to enhance stockholder value through additional opportunities and
operating eÇciencies;

‚ The opportunity for Active Software's stockholders to participate in a larger, more competitive
company;

‚ Information concerning the business, earnings, operations, competitive position and prospects of
Active Software and webMethods both individually and on a combined basis including, but not
limited to, the compatibility of the two companies' operations as a result of the consolidation of
Active Software's and webMethods' operations;

‚ The opinions of Active Software's Ñnancial advisers that, as of May 20, 2000, and subject to
the assumptions and limitations set forth in the opinions, the exchange ratio was fair, from a
Ñnancial point of view, to the holders of the outstanding shares of Active Software common
stock, and the Ñnancial presentations made by Active Software's Ñnancial advisers to the Board
of Directors of Active Software in connection with the delivery of their opinions;

‚ The possibility, as alternatives to the merger, of seeking to acquire another company, seeking
to engage in one or more joint ventures or seeking to engage in a combination with a company
other than webMethods, and the eÅect on such possible alternatives of the provisions of the
merger agreement;

‚ The amount and form of consideration to be received by Active Software's stockholders in the
merger and information on the historical trading ranges of Active Software common stock and
webMethods common stock;

‚ The opportunity provided by the merger to Active Software's stockholders to receive a
premium over the market price for their Active Software common stock immediately prior to
the announcement of the merger. On May 19, 2000, the last trading day prior to the
announcement of the merger, the exchange ratio for the merger represented a premium of
approximately 39% over the closing sales price of $33.00 per share of Active Software common
stock on May 19, 2000;

‚ The likely impact of the merger on Active Software's employees and customers;

‚ The expected eÅect of the merger on Active Software's existing relationships with third parties;

‚ The interests that certain executive oÇcers and directors of Active Software may have with
respect to the merger in addition to their interests as stockholders of Active Software generally
as described in ""The Merger Ì Interests of certain persons in the merger;'' and

‚ The qualiÑcation of the merger as a tax-free transaction for U. S. federal income tax purposes
(except for tax resulting from any cash received for fractional shares by the holders of Active
Software common stock).

The foregoing discussion of the information and factors considered by the Board of Directors of
Active Software is not intended to be exhaustive. In view of the wide variety of the material factors
considered in connection with the evaluation of the merger and the complexity of these matters, the Board
of Directors of Active Software did not Ñnd it practicable to, and did not, quantify or otherwise attempt to
assign any relative weight to the various factors considered. In addition, the Board of Directors of Active
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Software did not undertake to make any speciÑc determination as to whether any particular factor, or any
aspect of any particular factor, was favorable or unfavorable to the ultimate determination of the Board of
Directors of Active Software, but rather the Board of Directors of Active Software conducted an overall
analysis of the factors described above, including discussions with and questioning of Active Software's
senior management, and legal and Ñnancial advisers. In considering the factors described above, individual
members of the Board of Directors of Active Software may have given diÅerent weight to diÅerent factors.

There can be no assurance that the potential savings, synergies or opportunities considered by the
Board of Directors of Active Software will be achieved though consummation of the merger. See ""Risk
Factors'' beginning on page 12.

Recommendation of Active Software's Board of Directors

The Board of Directors of Active Software believes that the terms of the merger are fair to and in
the best interests of Active Software and its stockholders and recommends to its stockholders that they
vote ""FOR'' the proposal to adopt the merger agreement.

In considering the recommendation of the Active Software Board of Directors with respect to the
merger, you should be aware that certain directors and oÇcers of Active Software have certain interests in
the merger that are diÅerent from, or are in addition to, the interests of Active Software's stockholders
generally. Please see the section titled ""The Merger Ì Interests of certain persons in the merger.''

Opinion of webMethods' Ñnancial adviser

Opinion of Morgan Stanley & Co. Incorporated

Under an engagement letter dated May 3, 2000, webMethods retained Morgan Stanley to provide it
with Ñnancial advisory services and a Ñnancial fairness opinion in connection with the merger. Morgan
Stanley was selected by webMethods based on Morgan Stanley's qualiÑcations, expertise, reputation and
its knowledge of the business and aÅairs of webMethods. At the meeting of webMethods' Board on
May 20, 2000, Morgan Stanley rendered its oral opinion, subsequently conÑrmed in writing, that as of
May 20, 2000, based upon and subject to the various considerations set forth in the opinion, the exchange
ratio pursuant to the merger agreement was fair from a Ñnancial point of view to webMethods.

THE FULL TEXT OF THE WRITTEN OPINION OF MORGAN STANLEY DATED MAY 20,
2000 IS ATTACHED AS ANNEX B TO THIS DOCUMENT. THE OPINION SETS FORTH,
AMONG OTHER THINGS, THE ASSUMPTIONS MADE, PROCEDURES FOLLOWED,
MATTERS CONSIDERED AND LIMITATIONS ON THE SCOPE OF THE REVIEW UNDER-
TAKEN BY MORGAN STANLEY IN RENDERING ITS OPINION. WE URGE YOU TO READ
THE ENTIRE OPINION CAREFULLY. MORGAN STANLEY'S OPINION IS DIRECTED TO
WEBMETHODS' BOARD AND ADDRESSES ONLY THE FAIRNESS OF THE EXCHANGE
RATIO PURSUANT TO THE MERGER AGREEMENT FROM A FINANCIAL POINT OF VIEW
TO WEBMETHODS AS OF THE DATE OF THE OPINION. IT DOES NOT ADDRESS ANY
OTHER ASPECT OF THE MERGER AND DOES NOT CONSTITUTE A RECOMMENDATION
TO ANY HOLDER OF WEBMETHODS COMMON SHARES AS TO HOW TO VOTE AT
WEBMETHODS' ANNUAL STOCKHOLDERS MEETING. THE SUMMARY OF THE OPINION
OF MORGAN STANLEY SET FORTH IN THIS JOINT PROXY STATEMENT/PROSPECTUS IS
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO THE FULL TEXT OF ITS OPINION.

In rendering its opinion, Morgan Stanley, among other things:

(i) reviewed certain publicly available Ñnancial statements and other information of Active
Software and webMethods, respectively;

(ii) reviewed certain internal Ñnancial statements and other Ñnancial and operating data
concerning Active Software and webMethods prepared by the management of Active Software and
webMethods, respectively;
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(iii) reviewed certain Ñnancial projections prepared by the management of Active Software;

(iv) reviewed certain Ñnancial projections prepared by the management of webMethods;

(v) discussed the past and current operations and Ñnancial condition and the prospects of Active
Software, including information relating to certain strategic, Ñnancial and operational beneÑts
anticipated from the merger, with senior executives of Active Software and webMethods;

(vi) discussed the past and current operations and Ñnancial condition and the prospects of
webMethods, including information relating to certain strategic, Ñnancial and operational beneÑts
anticipated from the merger, with senior executives of webMethods;

(vii) reviewed the pro forma impact of the merger on webMethods' present and projected
Ñnancial performance and other Ñnancial ratios;

(viii) reviewed the reported prices and trading activity for the Active Software common stock
and the webMethods common stock, respectively;

(ix) compared the Ñnancial performance of Active Software and webMethods and the prices and
trading activity of the Active Software Common Stock and the webMethods Common Stock with
that of certain other comparable publicly-traded companies and their securities;

(x) reviewed the Ñnancial terms, to the extent publicly available, of certain comparable
acquisition transactions;

(xi) participated in discussions and negotiations among representatives of Active Software and
webMethods and their Ñnancial and legal advisers;

(xii) reviewed the draft merger agreement and certain related documents; and

(xiii) performed such other analyses and considered such other factors as Morgan Stanley
deemed appropriate.

Morgan Stanley assumed and relied upon without independent veriÑcation the accuracy and
completeness of the information reviewed by it for the purposes of its opinion. With respect to the
Ñnancial projections, including information relating to certain strategic, Ñnancial and operational beneÑts
anticipated from the merger, Morgan Stanley assumed that they have been reasonably prepared on bases
reÖecting the best currently available estimates and judgments of the future Ñnancial performance of
Active Software and webMethods. Morgan Stanley relied upon the assessment by the management of
Active Software and webMethods of their ability to retain key employees of Active Software. Morgan
Stanley also relied upon, without independent veriÑcation, the assessment by the management of Active
Software and webMethods of Active Software's technologies and products, the timing and risks associated
with the integration of Active Software with webMethods and the validity of, and risks associated with,
Active Software's existing and future products and technologies. In addition, Morgan Stanley assumed that
the merger will be consummated in accordance with the terms set forth in the merger agreement,
including, among other things, that the merger will be accounted for as a pooling-of-interests and it will be
treated as a tax-free reorganization pursuant to the Internal Revenue Code of 1986. Morgan Stanley did
not make any independent valuation or appraisal of the assets or liabilities of Active Software, nor has
Morgan Stanley been furnished with any such appraisals. Morgan Stanley's opinion is necessarily based on
Ñnancial, economic, market and other conditions as in eÅect on, and the information made available to it
as of, the date of its opinion.

The following is a brief summary of certain analyses performed by Morgan Stanley in connection with
its opinion dated May 20, 2000. Certain of these summaries of Ñnancial analyses include information
presented in tabular format. In order to fully understand the Ñnancial analyses used by Morgan Stanley,
the tables must be read together with the text of each summary. The tables alone do not constitute a
complete description of the Ñnancial analyses.
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Contribution Analysis. Morgan Stanley analyzed the relative contribution of webMethods and Active
Software to historical and estimated revenues and gross proÑt of the combined company for Ñscal years
2000 to 2002 based on estimates provided by publicly available estimates from research analysts. Morgan
Stanley's contribution analysis assumed no synergies. The following table presents the results of that
analysis:

% Contribution

webMethods Active Software

Revenues
FY2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38.0% 62.0%
FY2001E ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.0 58.0
FY2002E ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40.4 59.6

Gross ProÑt
FY2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.7 66.3
FY2001E ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37.2 62.8
FY2002E ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39.2 60.8

Implied
Exchange

Ratio webMethods Active Software

Pro Forma Ownership (as of 5/19/2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.527 72.3% 27.7%

Comparable Company Analysis. Morgan Stanley compared selected Ñnancial information for Active
Software and webMethods with publicly available information for comparable software companies,
including Allaire, BEA Systems, Concur Technologies, Ondisplay Inc., Tibco Software and Vitria
Technology. Based upon calendar year 2000 and 2001 projected revenue estimates from securities research
analysts and using the closing prices as of May 19, 2000, Morgan Stanley calculated, for each of these
companies, the multiple of aggregate value to projected calendar year 2000 and 2001 revenues. The
following table shows the results of these calculations:

Aggregate Value/

CY2000E Revenues CY2001E Revenues

Active Software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13.1x 7.9x
webMethods ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 66.4 41.0
Tibco ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64.6 40.5
BEAÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21.1 14.8
Vitria ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47.7 30.2
Allaire ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.9 7.1
OndisplayÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30.2 16.4
Concur ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.0 N/A

Morgan Stanley noted that the multiple of aggregate value to calendar year 2000 and 2001 revenues
implied by the exchange ratio set forth in the Merger Agreement would be 18.9x and 11.4x.

No company included in the comparable company analyses is identical to Active Software or
webMethods. In evaluating the comparable companies, Morgan Stanley made judgments and assumptions
with regard to industry performance, general business, economic, market and Ñnancial conditions and other
matters. Many of these matters are beyond the control of Active Software or webMethods, such as the
impact of competition on the business on Active Software or webMethods and the industry in general,
industry growth and the absence of any material adverse change in the Ñnancial condition and prospects of
Active Software or webMethods or the industry or in the Ñnancial markets in general. Mathematical
analysis, such as determining the average or median, is not in itself a meaningful method of using
comparable company data.
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OÅer Price Premium Analysis. Morgan Stanley reviewed the average closing price of Active
Software common stock over various periods ending May 19, 2000. Morgan Stanley examined the
premiums represented by the oÅer price on May 19, 2000 implied by the exchange ratio set forth in the
merger agreement over the averages of these closing prices over various periods and found them to be as
follows:

Premium of OÅer Price
Period Ending Period Average Active to Period Average
May 19, 2000 Closing Share Price Share Price

May 19, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $33.00 38.9%
Prior 10 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31.76 44.4
Prior 30 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39.26 16.8
Prior 45 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54.93 (16.5)
Prior 60 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 71.41 (35.8)

Exchange Ratio Premium Analysis. Morgan Stanley reviewed the ratios of the closing prices of
Active Software common stock divided by the corresponding closing prices of webMethods common shares
over various periods ending May 19, 2000. These ratios are referred to as period average exchange ratios.
Morgan Stanley examined the premiums represented by the exchange ratios set forth in the merger
agreement of 0.527x over the averages of these daily ratios over various periods, and found them to be as
follows:

Period Ending Exchange Ratio Premium to Period
May 19, 2000 Period Average Average Exchange Ratio

May 19, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.379x 38.9%
Prior 10 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.358 47.1
Prior 30 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.405 30.1
Prior 45 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.411 28.2
Prior 60 trading days ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.429 22.9

Precedent Transaction Analysis. Morgan Stanley compared certain publicly available statistics for
selected transactions in the software sector from January 1, 1999 to May 19, 2000. The following table
presents the indicated premiums paid above the closing share prices one day before announcement of the
transaction, one month before announcement of the transaction, and the premium to the average exchange
ratio during the 30 trading days and 60 trading days before announcement of the transaction:

Premium To

One Day One Month 30-Day 60-Day
Before Before Average Exchange Average Exchange

Announcement Announcement Ratio Ratio

MeanÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 66.1% 64.5% 36.3% 32.1%
Median ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47.7 55.3 38.8 32.3
Active Software/webMethods Premium ÏÏÏÏÏÏÏÏ 38.9 (7.4) 30.1 22.9

No transaction included in the precedent transaction analyses is identical to this transaction. In
evaluating the precedent transactions, Morgan Stanley made judgments and assumptions with regard to
industry performance, general business, economic, market and Ñnancial conditions and other matters.
Many of these matters are beyond the control of Active Software or webMethods, such as the impact of
competition on the business on Active Software or webMethods and the industry in general, industry
growth and the absence of any material adverse change in the Ñnancial condition and prospects of Active
Software or webMethods or the industry or in the Ñnancial markets in general. Mathematical analysis,
such as determining the average or median, is not in itself a meaningful method of using precedent
transaction data.

Pro Forma Analysis. Morgan Stanley analyzed the pro forma impact of the merger on earnings per
share for webMethods for Ñscal years 2001 and 2002. The pro forma results were calculated based on
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publicly available earnings estimates from securities research analysts for Active Software and
webMethods. The pro forma analysis also took into account the pooling-of-interests accounting assumption.
Morgan Stanley noted that the merger would be accretive to webMethods' earnings per share in Ñscal
2001 and 2002.

Discounted Equity Analysis. Morgan Stanley performed an analysis of the present value per Active
Software common stock share of the implied future trading prices based on ranges of the following
assumptions: revenue estimates for calendar year 2001 and 2002; illustrative multiples of aggregate value to
revenues of 12.5 to 20.0; and an illustrative discount rate range of 15% to 30%. Based on these
assumptions, Morgan Stanley calculated the present value of future theoretical values ranging from
approximately $52.00 to $76.00 per Active Software share compared to the transaction value of $45.85 per
Active Software share on May 19, 2000.

The preparation of a fairness opinion is a complex process and is not necessarily susceptible to a
partial analysis or summary description. In arriving at its opinion, Morgan Stanley considered the results of
all of its analyses as a whole and did not attribute any particular weight to any particular analysis or factor
considered by it. Furthermore, Morgan Stanley believes that selecting any portion of Morgan Stanley's
analyses, without considering all its analyses, would create an incomplete view of the process underlying
Morgan Stanley's opinion. In addition, Morgan Stanley may have deemed various assumptions more or
less probable than other assumptions, so that the range of valuations resulting from any particular analysis
described above should not be taken to be Morgan Stanley's view of the actual value of Active Software or
webMethods.

In performing its analyses, Morgan Stanley made numerous assumptions with respect to industry
performance, general business and economic conditions and other matters, many of which are beyond the
control of Active Software or webMethods. Any estimates contained in Morgan Stanley's analysis are not
necessarily indicative of future results or actual values, which may be signiÑcantly more or less favorable
than those suggested by such estimates. The analyses performed were prepared solely as part of Morgan
Stanley's analysis of the fairness of the exchange ratio pursuant to the merger agreement from a Ñnancial
point of view to webMethods and were conducted in connection with the delivery of the Morgan Stanley
opinion to the Board of Directors of webMethods. The analyses do not purport to be appraisals or to
reÖect the prices at which Active Software common stock or webMethods common stock might actually
trade. The exchange ratio pursuant to the merger agreement and other terms of the merger agreement
were determined through arm's length negotiations between Active Software and webMethods and were
approved by the webMethods Board of Directors. Morgan Stanley provided advice to webMethods during
such negotiations; however, Morgan Stanley did not recommend any speciÑc consideration to webMethods
or that any speciÑc consideration constituted the only appropriate consideration for the merger. In addition,
as described above, Morgan Stanley's opinion and presentation to the webMethods Board of Directors was
one of many factors taken into consideration by webMethods' Board of Directors in making its decision to
approve the merger. Consequently, the Morgan Stanley analyses as described above should not be viewed
as determinative of the opinion of the webMethods Board of Directors with respect to the value of Active
Software or of whether the webMethods Board of Directors would have been willing to agree to a diÅerent
consideration.

The webMethod Board of Directors retained Morgan Stanley based upon Morgan Stanley's
qualiÑcations, experience and expertise. Morgan Stanley is an internationally recognized investment
banking and advisory Ñrm. Morgan Stanley, as part of its investment banking and Ñnancial advisory
business, is continuously engaged in the valuation of businesses and securities in connection with mergers
and acquisitions, negotiated underwritings, competitive biddings, secondary distributions of listed and
unlisted securities, private placements and valuations for corporate and other purposes. In the ordinary
course of Morgan Stanley's trading and brokerage activities, Morgan Stanley or its aÇliates may at any
time hold long or short positions, trade or otherwise eÅect transactions, for its own account or for the
account of customers, in the equity or debt securities or senior loans of Active Software or webMethods.
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Pursuant to an engagement letter dated May 3, 2000, Morgan Stanley provided Ñnancial advisory
services and a Ñnancial opinion in connection with the merger, and webMethods agreed to pay Morgan
Stanley a customary fee in connection therewith. webMethods has also agreed to reimburse Morgan
Stanley for its expenses incurred in performing its services. In addition, webMethods has agreed to
indemnify Morgan Stanley and its aÇliates, their respective directors, oÇcers, agents and employees and
each person, if any, controlling Morgan Stanley or any of its aÇliates against certain liabilities and
expenses, including certain liabilities under the federal securities laws, related to or arising out of Morgan
Stanley's engagement and any related transactions. In the past, Morgan Stanley and its aÇliates have
provided Ñnancial advisory services for webMethods and have received fees for the rendering of these
services.

Opinions of Active Software's Ñnancial advisers

Opinion of Goldman, Sachs & Co.

On May 20, 2000, Goldman Sachs delivered its oral opinion to the Board of Directors of Active
Software that, as of the date of that opinion, the exchange ratio was fair, from a Ñnancial point of view, to
the holders of the outstanding shares of Active Software common stock. Goldman Sachs subsequently
conÑrmed its oral opinion by delivery of its written opinion, dated May 20, 2000.

The full text of the written opinion of Goldman Sachs dated May 20, 2000, which identiÑes
assumptions made, matters considered and limitations on the review undertaken in connection with the
opinion, is attached as Annex C to this document. Stockholders of Active Software are urged to, and
should, read this opinion in its entirety.

In connection with its opinion, Goldman Sachs reviewed, among other things:

‚ the merger agreement;

‚ the Annual Report on Form 10-K of Active Software for the year ended December 31, 1999;

‚ the Registration Statement on Form S-1 of Active Software, including the Prospectus
contained therein dated August 12, 1999;

‚ the Registration Statement on Form S-1 of webMethods, including the Prospectus contained
therein dated February 10, 2000;

‚ various interim reports to stockholders and Quarterly Reports on Form 10-Q of Active
Software;

‚ various other communications from Active Software and webMethods to their respective
stockholders; and

‚ various internal Ñnancial analyses and forecasts for Active Software and webMethods prepared
by their respective managements, including various operating synergies projected by the
managements of Active Software and webMethods to result from the transaction contemplated
by the merger agreement.

Goldman Sachs also held discussions with members of the senior managements of Active Software
and webMethods regarding their assessment of the strategic rationale for, and the potential beneÑts of, the
transaction contemplated by the merger agreement and the past and current business operations, Ñnancial
condition, and future prospects of their respective companies. In addition, Goldman Sachs:

‚ reviewed the reported price and trading activity for the Active Software common stock and the
webMethods common stock, which like many Internet related stocks have been and are likely
to continue to be subject to signiÑcant short-term price and trading volatility;

‚ compared certain Ñnancial and stock market information for Active Software and webMethods
with similar information for various other companies, the securities of which are publicly
traded; and
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‚ reviewed the Ñnancial terms of various recent business combinations in the software industry
speciÑcally and in other industries generally and performed various other studies and analyses
as it considered appropriate.

Goldman Sachs relied upon the accuracy and completeness of all of the Ñnancial and other
information discussed with or reviewed by it and assumed such accuracy and completeness for purposes of
rendering its opinion. In that regard, Goldman Sachs assumed, with the consent of Active Software, that
the synergies projected by the managements of the respective companies were reasonably prepared on a
basis reÖecting the best currently available estimates and judgments of Active Software and webMethods.
In addition, Goldman Sachs did not make an independent evaluation or appraisal of the assets and
liabilities of Active Software or webMethods or any of their respective subsidiaries and Goldman Sachs
was not furnished with any such evaluation or appraisal. Goldman Sachs assumed, with the consent of
Active Software, that the transaction contemplated by the merger agreement will be accounted for as a
pooling-of-interests under accounting principles generally accepted in the United States. Goldman Sachs
was not requested to solicit, and did not solicit, interest from other parties with respect to an acquisition of
or other business combination with Active Software. The advisory services and opinion of Goldman Sachs
were provided for the information and assistance of the Board of Directors of Active Software in
connection with its consideration of the transaction contemplated by the merger agreement and that
opinion does not constitute a recommendation as to how any holder of Active Software shares should vote
with respect to that transaction.

The following is a summary of the material Ñnancial analyses used by Goldman Sachs in connection
with providing its oral opinion to Active Software's Board of Directors on May 20, 2000. Goldman Sachs
utilized substantially the same type of Ñnancial analyses in connection with providing the written opinion
attached as Annex C to this document.

The following summaries of Ñnancial analyses include information presented in tabular format. You
should read these tables together with the text of each summary.

Historical Exchange Ratio Analysis. Goldman Sachs compared the exchange ratio of 0.527 oÅered
pursuant to the merger agreement to the ratio implied by dividing the closing price per share of Active
Software common stock by the closing price per share of webMethods common stock for various periods
ending May 19, 2000. Such analysis indicated that the exchange ratio pursuant to the merger agreement
represented:

‚ a premium of 38.9% based on the exchange ratio of 0.379 for the closing prices of Active
Software and webMethods as of May 19, 2000;

‚ a premium of 52.9% based on the average exchange ratio of 0.345 for the 5 trading days
ending May 19, 2000;

‚ a premium of 47.1% based on the average exchange ratio of 0.358 for the 10 trading days
ending May 19, 2000;

‚ a premium of 38.6% based on the average exchange ratio of 0.380 for the 20 trading days
ending May 19, 2000;

‚ a premium of 35.7% based on the average exchange ratio of 0.388 for the one month ending
May 19, 2000;

‚ a premium of 29.2% based on the average exchange ratio of 0.408 for the two months ending
May 19, 2000;

‚ a premium of 26.5% based on the average exchange ratio of 0.417 for the period from
February 11, 2000, the date of the webMethods initial public oÅering, to May 19, 2000;

‚ a discount of 24.3% based on the exchange ratio of 0.696 for the closing market prices as of
March 20, 2000, which represents the highest exchange ratio within the period from
February 11, 2000, the date of the webMethods initial public oÅering, to May 19, 2000; and
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‚ a premium of 100% based on the exchange ratio of 0.264 for the closing market prices as of
March 31, 2000, which represents the lowest exchange ratio within the period of February 11,
2000, the date of the webMethods initial public oÅering, to May 19, 2000.

Selected Companies Analysis. Goldman Sachs reviewed and compared certain Ñnancial information
relating to Active Software and webMethods to corresponding Ñnancial information, ratios and public
market multiples for the following twelve publicly traded corporations in the EAI/middleware industry:

‚ Allaire Corporation;

‚ Backweb Technologies Ltd.;

‚ BEA Systems, Inc.;

‚ Bluestone Software, Inc.;

‚ Iona Technologies PLC;

‚ Mercator Software Inc.;

‚ New Era of Networks, Inc.;

‚ Silverstream Software, Inc.;

‚ Software Technologies Corporation;

‚ Tibco Software Inc.;

‚ Vignette Corporation; and

‚ Vitria Technology, Inc.

Goldman Sachs also reviewed and compared Ñnancial information for each of the following Ñve
publicly traded corporations in the e-commerce/XML industry to Ñnancial information for Active Software
and webMethods:

‚ Ariba, Inc.;

‚ Art Technology Group, Inc.;

‚ Broadvision, Inc.;

‚ Commerce One, Inc.; and

‚ OnDisplay, Inc.

The selected companies were chosen because they are publicly traded companies with operations that
for purposes of analysis may be considered similar to Active Software and/or to webMethods.

Goldman Sachs also calculated and compared various Ñnancial multiples and ratios based on
information it obtained from SEC Ñlings and ""Wall Street'' research estimates. The multiples and ratios of
Active Software were calculated using both the Active Software closing price on May 19, 2000 and an
implied transaction price per share of $45.85 based on the exchange ratio pursuant to the merger
agreement and the webMethods closing price on May 19, 2000. The multiples and ratios of webMethods
were calculated using the webMethods closing price on May 19, 2000. The multiples and ratios for Active
Software and webMethods were based on information provided by Goldman Sachs research and Dain
Rauscher Wessels research, respectively. The multiples and ratios for each of the selected companies were
based on information provided by the most recent publicly available information from various ""Wall
Street'' Ñnancial analysts. Goldman Sachs' analyses of the selected companies compared the levered
market capitalization, which is the market value of common equity plus the book value of debt less cash,
as a multiple of revenues for actual calendar year 1999 and estimated calendar years 2000 and 2001 to the

48



results for Active Software and webMethods. The results of these analyses for the selected EAI/
middleware companies are summarized as follows:

Active Active
SelectedLevered Market Software Software

EAI/Middleware Companies*Capitalization Market Transaction
as a Multiple of: Range Median Mean Price** Price*** webMethods****

CY1999 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.4x-155.0x 24.4x 45.7x 33.1x 46.8x 212.0x
CY2000 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.7x-64.1x 9.0x 20.4x 13.7x 19.3x 65.8x
CY2001 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.6x-41.0x 7.3x 14.3x 8.2x 11.6x 40.6x

* Based on research estimates from various ""Wall Street'' Ñnancial analysts.

** Based on Goldman Sachs research.

*** Based on the transaction price per share implied from the exchange ratio pursuant to the merger
agreement and Goldman Sachs research.

**** Based on Dain Rauscher Wessels research.

The results of these analyses for the selected E-Commerce/XML companies are summarized as
follows:

Active Active
SelectedLevered Market Software Software

E-Commerce/XML Companies*Capitalization Market Transaction
as a Multiple of: Range Median Mean Price** Price*** webMethods****

CY1999 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏ 106.8x-256.5x 113.8x 162.9x 33.1x 46.8x 212.0x
CY2000 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏ 30.4x-73.6x 36.2x 42.3x 13.7x 19.3x 65.8x
CY2001 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏ 17.2x-40.3x 19.3x 24.4x 8.2x 11.6x 40.6x

* Based on research estimates from various ""Wall Street'' Ñnancial analysts.

** Based on Goldman Sachs research.

*** Based on the transaction price per share implied from the exchange ratio pursuant to the merger
agreement and Goldman Sachs research.

**** Based on Dain Rauscher Wessels research.

Goldman Sachs also considered:

‚ sequential quarterly revenue growth rate for the most recent Ñscal quarter; and

‚ estimated annual revenue growth rate from calendar year 2000 to calendar year 2001 based on
street research estimates.

The results of these analyses for the selected EAI/middleware companies are summarized as follows:

Active Active
Selected Software Software

E-Commerce/XML Companies* Market Transaction
Range Median Mean Price** Price*** webMethods****

Seq. Quarter Rev. Growth RateÏÏÏÏ (7.7)%- 10.7% 20.7% 17.1% 17.1% 80.9%
68.3%

CY2001 Revenue Growth Rate ÏÏÏÏ 34.3%- 55.3% 54.7% 66.0% 66.0% 62.0%
84.9%

* Based on research estimates from various ""Wall Street'' Ñnancial analysts.

** Based on Goldman Sachs research.

*** Based on the transaction price per share implied from the exchange ratio pursuant to the merger
agreement and Goldman Sachs research.

**** Based on Dain Rauscher Wessels research.
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The results of these analyses for the selected E-Commerce/XML companies are summarized as
follows:

Selected Active Active
E-Commerce/XML Software Software

Companies* Market Transaction
Range Median Mean Price** Price*** webMethods****

Seq. Quarter Rev. Growth Rate ÏÏÏÏÏÏÏÏ 40.7%- 62.4% 67.2% 17.1% 17.1% 80.9%
107.1%

CY2001 Revenue Growth Rate ÏÏÏÏÏÏÏÏ 39.1%- 82.6% 74.1% 66.0% 66.0% 62.0%
87.0%

* Based on research estimates from various ""Wall Street'' Ñnancial analysts.

** Based on Goldman Sachs research.

*** Based on the transaction price per share implied from the exchange ratio pursuant to the merger
agreement and Goldman Sachs research.

**** Based on Dain Rauscher Wessels research.

Selected Transactions Analysis. Goldman Sachs analyzed various information relating to the
following fourteen selected transactions in the software industry since February 23, 1999:

‚ the acquisition of Harbinger Corp. by Peregrine Systems, Inc.;

‚ the acquisition of Aspect Development, Inc. by i2 Technologies, Inc.;

‚ the acquisition of Sterling Software, Inc. by Computer Associates International, Inc.;

‚ the acquisition of Interleaf Inc. by BroadVision Inc.;

‚ the acquisition of Rubric, Inc. by Broadbase Software, Inc.;

‚ the acquisition of Ardent Software, Inc. by Informix Corporation;

‚ the acquisition of RightPoint Software, Inc. by E.piphany, Inc.;

‚ the acquisition of Clarify Inc. by Nortel Networks Corporation;

‚ the acquisition of The Vantive Corp. by PeopleSoft, Inc.;

‚ the acquisition of Andromedia, Inc. by Macromedia Inc.;

‚ the acquisition of Forte Software, Inc. by SunMicrosystems, Inc.;

‚ the acquisition of Platinum Technology International, Inc. by Computer Associates Interna-
tional, Inc.;

‚ the acquisition of New Dimension Software Ltd. by BMC Software, Inc.; and

‚ the acquisition of Sqribe Technologies, Inc. by Brio Technology, Inc.

Goldman Sachs' analyses of the selected transactions compared the following to the results for the
proposed transaction:

‚ premium over the closing price per share of each company one day prior to announcement;

‚ aggregate consideration as a multiple of latest twelve month revenues;

‚ aggregate consideration as a multiple of expected revenues for the next twelve months; and

‚ percentage change in the price per share of the common stock of the acquiring company three
days after announcement of the transaction.
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The results of these analyses are summarized as follows:

Selected Transactions Proposed
Range Mean Median Transaction

Premium Over Market ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.4%-196.2% 57.4% 43.3% 38.9%
Forward 3 Day % Change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (36.9)%-0.9% (13.5)% (12.3)% N/A

Aggregate
Consideration
as a Multiple of:
LTM Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.2x-100.8x 30.7x 8.3x 34.3x
Forward RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.8x-63.0x 13.9x 6.4x 17.2x

Premiums Paid Analysis. Goldman Sachs analyzed the premium paid in twenty-Ñve selected
transactions in the technology industry since March 5, 1999. The results of these analyses are summarized
as follows:

Selected Transactions Proposed
Premium Over Range Mean Median Transaction

1 Trading Day Prior to Announcement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.3%-196.2% 44.9% 34.6% 38.9%
5 Trading Days Prior to Announcement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.7)%-188.9% 46.7% 42.2% 24.5%
20 Trading Days Prior to Announcement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5.6)%-117.7% 54.0% 51.8% (5.2)%

Contribution Analysis. Goldman Sachs reviewed historical and estimated future operating and
Ñnancial information including, among other things, revenues, bookings, gross proÑt, operating income and
net income for Active Software, webMethods and the pro forma combined entity resulting from the
merger based on both Goldman Sachs research estimates for Active Software and Dain Rauscher Wessels
research estimates for webMethods and Ñnancial forecasts prepared by the managements of Active
Software and webMethods. Including all outstanding in-the-money stock options for Active Software and
webMethods using the treasury stock method, Active Software stockholders would receive 28.3% of the
outstanding common equity of the combined company after the merger. Goldman Sachs analyzed the
relative consolidated statement of operations contribution of Active Software and webMethods to the
combined companies on a pro forma basis, before taking into account any of the possible beneÑts that may
be realized following the merger, based on webMethod's actual Ñscal year ended March 31, 2000 and
Active Software's Ñscal year restated to end March 31, 2000 and webMethods' and Active Software's
estimated Ñscal years ending March 31, 2001 and March 31, 2002 and assumptions provided to Goldman
Sachs by Active Software and webMethods managements. Goldman Sachs also performed its analyses
based on Goldman Sachs research estimates for Active Software and Dain Rauscher Wessels research
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estimates for webMethods and excluding any of the possible beneÑts that may be realized following the
merger. The results of these analyses are summarized as follows:

Active Software
Contribution To

Combined Company

Revenues Gross ProÑt

Actual 2000 Fiscal YearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62.0%* 66.3%*
62.0%** 66.3%**

Estimated 2001 Fiscal YearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58.0%* 62.8%*
56.4%** 58.3%**

Estimated 2002 Fiscal YearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59.6%* 60.8%*
55.0%** 55.4%**

Most Recent Quarter Run Rate*** ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 56.7%* 64.8%*
56.7%** 64.8%**

* Based on Goldman Sachs research estimates for Active Software and Dain Rauscher Wessels
research estimates for webMethods, before taking into account any of the possible beneÑts that may
be realized following the merger.

** Based on Ñnancial data based on webMethods' actual Ñscal year ending March 31, 2000 and Active
Software's Ñscal year restated to end March 31, 2000 and estimated Ñscal years March 31, 2001 and
March 31, 2002 and assumptions provided to Goldman Sachs by Active Software and webMethods
managements, before taking into account any of the possible beneÑts that may be realized following
the merger.

*** Calculated by annualizing the quarter ended March 31, 2000.

Moreover, based on actual bookings for the pro forma annualized quarter ended March 31, 2000,
Goldman Sachs determined that Active Software would contribute 40.5% to bookings for the combined
company. Because research and management estimates indicate that webMethods or Active Software will
have a negative operating income in each of webMethods' actual and Active Software's restated Ñscal year
ended March 31, 2000 and webMethod's and Active Software's estimated Ñscal years ending March 31,
2001 and March 31, 2002, Goldman Sachs could not calculate Active Software's contribution to pro forma
combined operating income for those periods. Similarly, Goldman Sachs was unable to calculate Active
Software's contribution to pro forma combined net income for each of webMethods' actual and Active
Software's restated Ñscal year ended March 31, 2000 and webMethod's and Active Software's estimated
Ñscal years ending March 31, 2001 and March 31, 2002 based on research estimates or webMethods'
actual and Active Software's restated Ñscal year ended March 31, 2000 and webMethod's and Active
Software's estimated Ñscal years ending March 31, 2001 using management projections. Based on
management projections, however, Goldman Sachs determined that Active Software would contribute
74.9% to pro forma combined net income for the estimated Ñscal year ending March 31, 2002.

Pro Forma Merger Analysis. Goldman Sachs prepared pro forma analyses of the Ñnancial impact of
the merger using revenue estimates for Active Software and webMethods prepared by their respective
managements. Goldman Sachs also prepared analyses using revenue estimates for Active Software based
on Goldman Sachs research and revenue estimates for webMethods based on Dain Rauscher Wessels
research. For each of the webMethods Ñscal years ending March 31, 2001 and March 31, 2002, Goldman
Sachs compared the revenue per share of Active Software common stock and webMethods common stock
based on management projections and research estimates, on a standalone basis, to the revenue per share
of the common stock of the combined company on a pro forma basis. Goldman Sachs performed this
analysis based on the closing prices of Active Software and webMethods on May 19, 2000, and both
excluding any of the potential beneÑts that may be realized following the merger and assuming synergies
ranging from ten to sixty million dollars. Based on these analyses, the proposed transaction would be
accretive to webMethods' stockholders and dilutive to Active Software's stockholders on a revenue per
share basis in all of the above scenarios in the Ñscal years ending March 31, 2001 and March 31, 2002.
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Analysis at Various Revenue Multiples. Goldman Sachs calculated implied pro forma values per
share of common stock for each of webMethods and Active Software. Goldman Sachs performed these
analyses using various multiples of levered market capitalization to the pro forma combined revenues for
calendar year 2001 for webMethods and Active Software and assuming various synergies. Revenue Ñgures
for Active Software were based on Goldman Sachs research and revenue Ñgures for webMethods were
based on Dain Rauscher Wessels research. Using the exchange ratio oÅered pursuant to the merger
agreement, Goldman Sachs then calculated an implied premium or discount to the closing price of Active
Software common stock on May 19, 2000. The results are summarized as follows:

Implied Premium to
Active Software ShareCombined Company

Price Assuming Synergies of:Multiple of Calendar
Year 2001 Revenues: $0 $30 Million $60 Million

8.2x*ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (47.0)% (39.6)% (32.3)%
10.0xÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (37.1)% (28.2)% (19.3)%
20.0xÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18.8% 36.6% 54.5%
23.6x**ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38.9% 60.0% 81.0%
30.0xÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74.7% 101.5% 128.3%
40.0xÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 130.7% 166.4% 202.1%
40.6x***ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 134.0% 170.2% 206.5%

* Represents the multiple of Active Software's levered market capitalization as of May 19, 2000 to
Goldman Sachs' research estimates of Active Software's revenues for calendar year 2001.

** Represents the multiple equal to the sum of the levered market capitalization of webMethods as of
May 19, 2000 and Active Software at the transaction price divided by the sum of the estimated
revenue for calendar year 2001 for webMethods using Dain Rauscher Wessels research estimates plus
the estimated revenue for calendar year 2001 for Active Software using Goldman Sachs research
estimates.

*** Represents the multiple of webMethods' levered market capitalization as of May 19, 2000 to Dain
Rauscher Wessels' research estimates of webMethods' revenues for calendar year 2001.

The preparation of a fairness opinion is a complex process and is not necessarily susceptible to partial
analysis or summary description. Selecting portions of the analyses or of the summary set forth above,
without considering the analyses as a whole, could create an incomplete view of the processes underlying
Goldman Sachs' opinion. In arriving at its fairness determination, Goldman Sachs considered the results of
all such analyses. No company or transaction used in the above analyses as a comparison is directly
comparable to Active Software or webMethods or the contemplated transaction.

The analyses were prepared solely for purposes of Goldman Sachs' providing its opinion to the Active
Software board of directors as to the fairness, from a Ñnancial point of view, of the exchange ratio to the
holders of the outstanding shares of Active Software common stock. These analyses do not purport to be
appraisals or necessarily reÖect the prices at which businesses or securities actually may be sold. Analyses
based upon forecasts of future results are not necessarily indicative of actual future results, which may be
signiÑcantly more or less favorable than suggested by these analyses. Because these analyses are inherently
subject to uncertainty, being based upon numerous factors or events beyond the control of the parties or
their respective advisors, none of Active Software, webMethods, Goldman Sachs or any other person
assumes responsibility if future results are materially diÅerent from those forecast.

As described above, Goldman Sachs' opinion to the Board of Directors of Active Software was one of
many factors taken into consideration by the Active Software board of directors in making its
determination to approve the merger agreement. The foregoing summary does not purport to be a
complete description of the analyses performed by Goldman Sachs. You should read in its entirety the
written opinion of Goldman Sachs attached as Annex C to this document.

Goldman Sachs, as part of its investment banking business, is continually engaged in the valuation of
businesses and their securities in connection with mergers and acquisitions, negotiated underwritings,
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competitive biddings, secondary distributions of listed and unlisted securities, private placements and
valuations for estate, corporate and other purposes. Goldman Sachs is familiar with Active Software,
having provided certain investment banking services to Active Software from time to time, including
having acted as:

‚ managing underwriter of a public oÅering of 3,500,000 common shares in August 1999; and

‚ Ñnancial adviser in connection with, and having participated in certain of the negotiations
leading to, the merger agreement.

Active Software selected Goldman Sachs as its Ñnancial adviser because it is a nationally recognized
investment banking Ñrm that has substantial experience in transactions similar to the merger.

Goldman Sachs provides a full range of Ñnancial advisory and securities services and, in the course of
its normal trading activities, may from time to time eÅect transactions and hold securities, including
derivative securities, of Active Software or webMethods for its own account and for the accounts of
customers. As of May 20, 2000, Goldman Sachs and various funds aÇliated with Goldman Sachs hold
1,816,758 shares of webMethods common stock.

Pursuant to a letter agreement dated May 9, 2000, Active Software engaged Goldman Sachs to act as
its Ñnancial adviser in connection with the merger. Pursuant to the terms of this engagement letter, Active
Software has agreed to pay Goldman Sachs, upon consummation of the merger, a transaction fee based on
0.9% of the aggregate consideration paid by webMethods, up to $750,000 of which will be creditable
against the transaction fee paid by Active Software to Thomas Weisel Partners.

Active Software has agreed to reimburse Goldman Sachs for its reasonable out-of-pocket expenses,
including attorneys' fees, and to indemnify Goldman Sachs against various liabilities, including certain
liabilities under the federal securities laws.

Opinion of Thomas Weisel Partners LLC

In May 2000, Active Software hired Thomas Weisel Partners LLC to render a fairness opinion in
connection with the merger of Active Software and webMethods. On May 20, 2000, Thomas Weisel
Partners delivered to the Active Software Board its oral opinion that, as of that date, the exchange ratio
was fair to the stockholders of Active Software other than webMethods and its aÇliates, from a Ñnancial
point of view. Thomas Weisel Partners later delivered its written opinion dated May 20, 2000, conÑrming
its oral opinion.

Active Software determined the exchange ratio through negotiations with webMethods. Active
Software did not impose any limitations on Thomas Weisel Partners with respect to the investigations
made or procedures followed in rendering its opinion. Further, Active Software did not request the advice
of Thomas Weisel Partners with respect to alternatives to the transaction, and Thomas Weisel Partners did
not assist Active Software in soliciting indications of interest from third parties for all or any part of the
company or advise us with respect to alternatives to the transaction or the underlying decision to proceed
with or eÅect the transaction.

Attached as Exhibit D to this Joint Proxy Statement/Prospectus is the full text of the written opinion
that Thomas Weisel Partners delivered to Active Software. You should read this opinion carefully and in
its entirety. Below is a summary of the Thomas Weisel Partners opinion.

Thomas Weisel Partners has directed its opinion to the Board of Directors of Active Software. The
opinion does not constitute a recommendation to you as to how you should vote with respect to the
transaction. The opinion addresses only the Ñnancial fairness of the exchange ratio. It does not address the
relative merits of the transaction or any alternatives to the transaction. Further, it does not address the
underlying decision of Active Software to proceed with or eÅect the transaction. In furnishing its opinion,
Thomas Weisel Partners did not admit that it is an expert within the meaning of the term ""expert'' as
used in the Securities Act, nor did it admit that its opinion constitutes a report or valuation within the
meaning of the Securities Act. The Thomas Weisel Partners opinion includes statements to this eÅect.
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In connection with its opinion, Thomas Weisel Partners:

‚ reviewed certain publicly available Ñnancial and other data with respect to Active Software and
webMethods, including the consolidated Ñnancial statements for recent years and for the most
recent Ñscal quarters for which published results are available, and certain other relevant
Ñnancial and operating data relating to Active Software and webMethods made available to
Thomas Weisel Partners from published sources and from the internal records of Active
Software and webMethods;

‚ reviewed the Ñnancial terms and conditions of a draft of the agreement dated May 19, 2000;

‚ reviewed certain publicly available information concerning the trading of, and the trading
market for, Active Software common stock and webMethods common stock;

‚ compared Active Software and webMethods from a Ñnancial point of view with certain other
companies in the software industry which Thomas Weisel Partners deemed to be relevant;

‚ considered the Ñnancial terms, to the extent publicly available, of selected recent business
combinations of technology companies which Thomas Weisel Partners deemed to be
comparable in whole or in part, to the transaction;

‚ reviewed and discussed with representatives of the management of Active Software and the
management of webMethods certain information of a business and Ñnancial nature regarding
Active Software and webMethods, furnished to Thomas Weisel Partners by Active Software
and by webMethods, including Ñnancial forecasts and related assumptions of Active Software
and webMethods;

‚ made inquires regarding and discussed the transaction and the agreement and other matters
related thereto with counsel for Active Software; and

‚ performed such other analyses and examinations as Thomas Weisel Partners deemed
appropriate.

In preparing its opinion, Thomas Weisel Partners did not assume any responsibility independently to
verify the information referred to above. Instead, with the consent of Active Software, Thomas Weisel
Partners relied on the information being accurate and complete. Thomas Weisel Partners also made the
following assumptions, in each case with the consent of Active Software:

‚ that there have been no material changes in the assets, Ñnancial condition, results of
operations, business or prospects of Active Software or webMethods since the respective dates
of the last Ñnancial statements made available to Thomas Weisel Partners and that neither
webMethods nor Active Software is currently involved in any material transaction other than
the transaction, other publicly announced transactions, other preliminarily discussed transac-
tions conÑdentially disclosed to Active Software and those activities undertaken in the ordinary
course of conducting their respective businesses; and

‚ that the transaction will be consummated in a manner that complies in all respects with the
applicable provisions of the Securities Act of 1933, the Securities Exchange Act of 1934 and
all other applicable federal and state statutes, rules and regulations; and

‚ that the transaction will be consummated substantially in accordance with the terms described
in the draft of the agreement dated May 19, 2000, without waiver by Active Software of any of
the conditions to webMethods' obligations under the agreement.

In addition, for purposes of its opinion:

‚ Thomas Weisel Partners did not assume responsibility for making an independent evaluation,
appraisal or physical inspection of any of the assets or liabilities (contingent or otherwise) of
Active Software or webMethods, nor was Thomas Weisel Partners furnished with any such
appraisals;
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‚ Active Software informed Thomas Weisel Partners, and Thomas Weisel Partners assumed, that
the transaction would be recorded as a pooling-of-interests transaction under GAAP; and

‚ Thomas Weisel Partners' opinion was based on economic, monetary, market and other
conditions as in eÅect on, and the information made available to Thomas Weisel Partners as
of, the date of its opinion. Accordingly, although subsequent developments may aÅect its
opinion, Thomas Weisel Partners has not assumed any obligation to update, revise or reaÇrm
its opinion.

The following represents a brief summary of the material Ñnancial analyses performed by Thomas
Weisel Partners in connection with providing its opinion to the Board. Some of the summaries of Ñnancial
analyses performed by Thomas Weisel Partners include information presented in tabular format. In order
to fully understand the Ñnancial analyses performed by Thomas Weisel Partners, you should read the
tables together with the text of each summary. The tables alone do not constitute a complete description
of the Ñnancial analyses. Considering the data set forth in the tables without considering the full narrative
description of the Ñnancial analyses, including the methodologies and assumptions underlying the analyses,
could create a misleading or incomplete view of the Ñnancial analyses performed by Thomas Weisel
Partners.

Comparable Company Analysis. Based on public and other available information, Thomas Weisel
Partners calculated the multiples of aggregate value, which Thomas Weisel Partners deÑned as fully-
diluted market capitalization plus debt less cash and cash equivalents, to calendar year 2000 and 2001
projected revenues for companies in the software industry. Thomas Weisel Partners also calculated price/
earnings ratios for these companies. Thomas Weisel Partners believes that the ten companies listed below
have operations similar to some of the operations of Active Software, but noted that none of these
companies have the same management, composition, size or combination of businesses as Active Software:

‚ Allaire Corporation;

‚ BEA Systems, Inc.;

‚ Bluestone Software, Inc.;

‚ Iona Technologies PLC;

‚ Mercator Software, Inc.;

‚ New Era of Networks, Inc.;

‚ SilverStream Software, Inc.;

‚ Software Technologies Corporation;

‚ TIBCO Software Inc.; and

‚ Vitria Technology, Inc.

The following tables set forth the multiples indicated by this analysis:

Range of Multiples Average Median

Aggregate Value to Projected 2000 RevenuesÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.7x-64.1x 19.2x 7.4x
2000 P/E RatioÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57.3x-2,925.0x 587.0x 128.8x

Range of Multiples Average Median

Aggregate Value to Projected 2001 Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.6x-41.0x 13.6x 5.5x
2001 P/E Ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.5x-610.4x 201.1x 63.5x

While the comparable company analysis compared Active Software to ten companies in the software
industry, Thomas Weisel Partners did not include every company that could be deemed to be a participant
in this same industry, or in the speciÑc sectors of this industry.
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Thomas Weisel Partners noted that the aggregate value of the consideration to be received by
stockholders of Active Software in connection with the transaction implied a calendar year 2001 P/E
Ratio of 240.0x, and multiples of aggregate value to calendar year 2000 projected revenues of 19.3x and to
calendar year 2001 projected revenues of 11.6x.

Comparable Transactions Analysis. Based on public and other available information, Thomas Weisel
Partners calculated the multiples of aggregate value to latest twelve-months sales and projected twelve-
month forward sales in the following Ñfteen comparable acquisitions of software companies that have been
announced since February 23, 1999;

Announcement Date Name of Acquirer Name of Acquired Company

4/5/00 Peregrine Systems, Inc. Harbinger Corporation

3/13/00 i2 Technologies, Inc. Aspect Development, Inc.

2/14/00 Computer Associates Sterling Software, Inc.

International, Inc.

1/26/00 BroadVision Inc. Interleaf Inc.

12/9/99 Broadbase Software, Inc. Rubric, Inc.

12/1/99 Informix Corporation Ardent Software, Inc.

11/16/99 E.piphany, Inc. RightPoint Software, Inc.

11/15/99 Red Hat Cygnus

10/18/99 Nortel Networks Clarify

10/11/99 PeopleSoft, Inc. The Vantive Corp.

10/7/99 Macromedia Andromedia

8/23/99 Sun Microsystems, Inc. Forte Software, Inc.

3/29/99 Computer Associates Platinum Technology

International, Inc. International, Inc.

3/5/99 BMC Software, Inc. New Dimension Software
Ltd.

2/23/99 Brio Technology, Inc. Sqribe Technologies, Inc.

The following table sets forth the multiples indicated by this analysis and the multiples implied by the
proposed transaction:

Proposed
Aggregate Value to: Range of Multiples Average Median Transaction

LTM Sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.2x-100.8x 30.6x 9.1x 34.3x
Forward Sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.8x-63.0x 14.6x 7.5x 17.2x

No company or transaction used in the comparable company or comparable transactions analyses is
identical to Active Software or webMethods or the transaction. Accordingly, an analysis of the results of
the foregoing is not mathematical; rather, it involves complex considerations and judgments concerning
diÅerences in Ñnancial and operating characteristics of the companies and other factors that could aÅect
the public trading value of the companies to which Active Software, webMethods, and the transaction are
being compared.

Discounted Cash Flow Analysis. Thomas Weisel Partners used Ñnancial cash Öow forecasts for
Active Software for Ñscal years 2001 through 2005, as projected based on discussions between Thomas
Weisel Partners and Active Software's management, to perform a discounted cash Öow analysis. In
conducting this analysis, Thomas Weisel Partners assumed that Active Software would perform in
accordance with these forecasts. Thomas Weisel Partners estimated the terminal value of the projected
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cash Öows by applying multiples to Active Software's projected 2005 tax-aÅected earnings before interest
and taxes, which multiples ranged from 35x to 45x. Thomas Weisel Partners discounted the cash Öows
projected through 2005 and the terminal values to present values using discount rates ranging from 20% to
23%. This analysis indicated a range of aggregate values which was then increased by the company's
estimated net cash, to calculate a range of equity values. These equity values were then divided by fully
diluted shares outstanding to calculate implied equity values per share ranging from $38.56 to $53.67.

Premiums Paid Analysis. Thomas Weisel Partners reviewed the consideration paid in the same
Ñfteen U.S. acquisitions of software companies Thomas Weisel considered in its Comparable Transactions
Analysis. Thomas Weisel Partners calculated the premiums paid in these transactions over the applicable
stock prices of the acquired company one day prior to the announcement of the acquisition oÅer as set
forth in the following table:

Premium One Day Prior to
Announcement

Range of PremiumsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.4%-196.2%
AverageÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43.3%
Median ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57.4%

Thomas Weisel Partners also reviewed the consideration paid in Ñfty-four comparable U.S.
acquisitions of technology companies involving an aggregate value between $949 million and $2.723 billion
announced since May 25,1995. Thomas Weisel Partners calculated the premiums paid in these transactions
over the applicable stock prices of the other company one day prior to the announcement of the
acquisition oÅer as set forth in the following table:

Premium One Day Prior to
Announcement

Range of PremiumsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.4%-223.6%
AverageÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.0%
Median ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.0%

Thomas Weisel Partners noted that the premium implied by the transaction was 38.9% for the period
one day prior to the date of the closing price of the company's shares used in Thomas Weisel Partners'
analyses.

Contribution Analysis. Thomas Weisel Partners used the estimates and Ñnancial forecasts prepared
by the respective managements of Active Software and webMethods and third party analysts with respect
to Active Software and webMethods to perform a contribution analysis. On the basis of these estimates
and Ñnancial forecasts, Thomas Weisel Partners reviewed the contribution of each of Active Software and
webMethods to projected revenue and gross proÑt, in each case for calendar years 2000 and 2001, for the
combined company. Thomas Weisel Partners then compared these contributions to the forecasted
ownership of the combined company to be held by the stockholders of each of Active Software and
webMethods, assuming consummation of the transaction as described in the agreement.
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The following tables set forth the relative contributions indicated by this analysis and the forecasted
ownership of the combined company:

Third Party Analysts Case Active Software WebMethods

Revenues
Calendar 2000 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58.1% 41.9%
Calendar 2001 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58.7% 41.3%
Gross ProÑt
Calendar 2000 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64.2% 35.8%
Calendar 2001 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60.6% 39.4%
Share Ownership ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28.3% 71.7%

Management Case Active Software webMethods

Revenues
Calendar 2000 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57.2% 42.8%
Calendar 2001 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55.1% 44.9%
Gross ProÑt
Calendar 2000 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60.7% 39.3%
Calendar 2001 Projected ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55.6% 44.4%
Share Ownership ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28.3% 71.7%

The foregoing description is only a summary of the analyses and examinations that Thomas Weisel
Partners deems material to its opinion. It is not a comprehensive description of all analyses and
examinations actually conducted by Thomas Weisel Partners. The preparation of a fairness opinion
necessarily is not susceptible to partial analysis or summary description. Thomas Weisel Partners believes
that its analyses and the summary set forth above must be considered as a whole and that selecting
portions of its analyses and of the factors considered, without considering all analyses and factors, would
create an incomplete view of the process underlying the analyses set forth in its presentation to us. In
addition, Thomas Weisel Partners may have given various analyses more or less weight than other
analyses, and may have deemed various assumptions more or less probable than other assumptions The
fact that any speciÑc analysis has been referred to in the summary above is not meant to indicate that this
analysis was given greater weight than any other analysis. Accordingly, the ranges of valuations resulting
from any particular analysis described above should not be taken to be the view of Thomas Weisel
Partners with respect to the actual value of Active Software.

In performing its analyses, Thomas Weisel Partners made numerous assumptions with respect to
industry performance, general business and economic conditions and other matters, many of which are
beyond the control of Active Software and webMethods. The analyses performed by Thomas Weisel
Partners are not necessarily indicative of actual values or actual future results, which may be signiÑcantly
more or less favorable than those suggested by these analyses. These analyses were prepared solely as part
of the analysis performed by Thomas Weisel Partners with respect to the Ñnancial fairness of the exchange
ratio in the transaction, and were provided to Active Software in connection with the delivery of the
Thomas Weisel Partners opinion. The analyses do not purport to be appraisals or to reÖect the prices at
which a company might actually be sold or the prices at which any securities may trade at any time in the
future.

As described above, Thomas Weisel Partners' opinion and presentation were among the many factors
that the Board of Active Software took into consideration in making its determination to approve, and to
recommend that the stockholders of Active Software approve, the transaction.

Active Software has agreed to pay Thomas Weisel Partners a fee upon the earlier of (i) ninety days
after delivery of its opinion, and (ii) the closing of the transaction. The Active Software Board of
Directors was aware of this fee structure and took it into account in considering Thomas Weisel Partners'
opinion and in approving the transaction. Further, Active Software has agreed to reimburse Thomas Weisel
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Partners for its reasonable out-of-pocket expenses and to indemnify Thomas Weisel Partners, its aÇliates,
and its respective partners, directors, oÇcers, agents, consultants, employees and controlling persons against
speciÑc liabilities, including liabilities under the federal securities laws.

In the ordinary course of its business, Thomas Weisel Partners may actively trade the equity securities
of Active Software and webMethods for its own account and for the accounts of customers and,
accordingly, may at any time hold a long or short position in these securities.

Interests of certain persons in the merger

Stockholders should be aware that certain directors, oÇcers and stockholders of Active Software and
webMethods have interests in the merger or arrangements that are diÅerent from, or are in addition to,
those of the stockholders of Active Software and webMethods. These include:

‚ Board Seats. R. James Green, Chairman of the Board, President and Chief Executive OÇcer
of Active Software, and James P. Gauer, a director of Active Software, will be appointed to
the webMethods Board of Directors upon completion of the merger;

‚ Stock Options. All options to purchase shares of Active Software, including those held by any
oÇcer or director of Active Software, will be assumed by webMethods and will become options
to acquire webMethods common stock after the merger, with the number of shares subject to
the option and the option exercise price to be adjusted according to the exchange ratio of 0.527
shares of webMethods common stock for each share of Active Software common stock. The
vesting under most of these options will be accelerated upon the completion of the merger, so
that 50% of the then unvested shares will become vested in accordance with the terms of such
option agreements and the applicable option plan. In addition, following completion of the
merger, Mr. Green will receive options to purchase an additional 200,000 shares of
webMethods common stock pursuant to a letter agreement referenced below in accordance
with webMethods policy and standard practice for option grants to executive oÇcers. These
options will vest over four years, at an exercise price based on the trading price of webMethods
common stock on the date of grant following completion of the merger.

‚ Employment. Mr. Green has entered into a letter agreement with webMethods regarding
employment with webMethods after completion of the merger. Mr. Green will be appointed
the Chief Technology OÇcer and Executive Vice President of Product Development for
webMethods;

‚ IndemniÑcation. Directors and executive oÇcers of Active Software and webMethods have
customary rights to indemniÑcation against certain liabilities under Delaware law and the
charter documents and bylaws of each company. In addition, webMethods has entered into
indemniÑcation agreements with each of its directors. webMethods intends to enter into
indemniÑcation agreements with any new directors in the future;

‚ Legal Fee. The professional corporation associated with Jack L. Lewis, a director and a
stockholder of webMethods, is a member of Shaw Pittman, outside counsel for webMethods.
Shaw Pittman will receive customary fees and expenses in connection with its representation of
webMethods in the merger; and

‚ Professional Fee. As of July 11, 2000, Goldman, Sachs & Co. and certain investment funds
aÇliated with Goldman, Sachs & Co. hold shares of webMethods common stock representing
approximately 5.6% of the outstanding shares of common stock of webMethods. Goldman,
Sachs & Co. is acting as a Ñnancial adviser to Active Software and will receive customary fees
and expense reimbursements in connection with providing advice to Active Software in
connection with the merger.
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As a result of these arrangements, the directors, executive oÇcers and interested stockholders of
Active Software and webMethods could be more likely to vote in favor of recommending approval of the
merger and the merger agreement than if they did not hold these interests.

Completion and eÅectiveness of the merger

The merger will be completed when all of the conditions to completion of the merger are satisÑed or
waived, including adoption of the merger agreement by the stockholders of Active Software and approval
of the issuance of shares of webMethods common stock in connection with the merger by the stockholders
of webMethods.

Structure of the merger

Wolf Acquisition, Inc., a newly formed and wholly owned subsidiary of webMethods, will be merged
with and into Active Software. As a result of the merger, the separate corporate existence of Wolf
Acquisition will cease and Active Software will survive the merger as a wholly owned subsidiary of
webMethods.

Upon completion of the merger, each outstanding share of Active Software common stock, other than
shares held by Active Software itself or a subsidiary of Active Software, will be converted into the right to
receive 0.527 of a share of fully paid and nonassessable webMethods common stock. The number of shares
of webMethods common stock issuable in the merger will be proportionately adjusted for any stock split,
stock dividend or similar event with respect to webMethods common stock or Active Software common
stock eÅected between the date of the merger agreement and the completion of the merger.

No fractional shares of webMethods common stock will be issued in connection with the merger.
Active Software stockholders will receive cash, without interest, in lieu of any fractional shares of
webMethods common stock.

Exchange of stock certiÑcates

When the merger is completed, webMethods' exchange agent will mail to Active Software
stockholders a letter of transmittal and instructions for use in surrendering Active Software stock
certiÑcates in exchange for webMethods stock certiÑcates. When an Active Software stockholder delivers
the Active Software stock certiÑcates to the exchange agent along with an executed letter of transmittal
and any other required documents, the Active Software stock certiÑcates will be canceled and a certiÑcate
for webMethods common stock, representing the number of full shares of webMethods stock into which
the Active Software stock represented by the returned certiÑcate converts, together with a check in lieu of
fractional shares, will be sent to the stockholder.

Issuance of stock certiÑcates

webMethods will issue webMethods stock certiÑcates to Active Software stockholders only when the
exchange agent has received a properly executed letter of transmittal and the Active Software stock
certiÑcate or an aÇdavit of lost stock certiÑcate. webMethods will only issue Active Software stockholders
a webMethods stock certiÑcate or a check in lieu of fractional shares in the same name as the surrendered
Active Software stock certiÑcate. If a stockholder wishes to have certiÑcates issued in any other name, the
exchange agent must be presented with all documents required to show and eÅect the unrecorded transfer
of ownership and proof of payment of applicable stock transfer taxes.

Active Software stockholders are not entitled to receive any dividends or other distributions on
webMethods common stock until the merger is completed and the stockholders have surrendered their
Active Software stock certiÑcates in exchange for webMethods stock certiÑcates. webMethods does not
anticipate paying any dividends with respect to its stock.
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U.S. federal income tax consequences of the merger

The following discussion summarizes the material U.S. federal income tax consequences of the
merger. This discussion is based upon the Internal Revenue Code of 1986, as amended (the ""Code''), its
legislative history, applicable Treasury regulations promulgated thereunder, existing administrative
interpretations and court decisions currently in eÅect, all of which are subject to change, possibly with
retroactive eÅect, and certain assumptions, limitations, representations and covenants. This discussion
assumes that Active Software stockholders hold their shares of Active Software common stock as capital
assets within the meaning of section 1221 of the Code. This discussion does not address all aspects of U.S.
federal income taxation that may be important to you in light of your particular circumstances or if you
are subject to certain rules, such as those rules relating to:

‚ Stockholders who are not citizens or residents of the United States;

‚ Financial institutions;

‚ Tax-exempt organizations;

‚ Insurance companies;

‚ Dealers in securities;

‚ Stockholders who acquired their shares of Active Software common stock through the exercise
of employee stock options or similar derivative securities or otherwise as compensation; and

‚ Stockholders who hold their shares of Active Software common stock as part of a hedge,
straddle, conversion or other integrated transaction.

Completion of the merger is conditioned upon (i) the delivery of an opinion to webMethods from
Shaw Pittman, its legal counsel, and (ii) the delivery of an opinion to Active Software from Venture Law
Group, Active Software's legal counsel, in each case regarding the qualiÑcation of the merger as a
reorganization within the meaning of section 368(a) of the Code, and that each of webMethods, its
merger subsidiary and Active Software will be a party to the reorganization within the meaning of section
368 of the Code.

Based upon the opinions of their respective tax counsels to be delivered as mentioned above,
webMethods and Active Software believe that the merger will have the U.S. federal income tax
consequences described below. The opinions of counsel referred to above will (i) assume the absence of
any changes in existing facts, and (ii) rely on assumptions, representations and covenants including those
contained in the merger agreement and certiÑcates executed by oÇcers of webMethods and Active
Software. The opinions referred to above neither bind the Internal Revenue Service (the ""IRS'') nor
preclude the IRS from adopting a position contrary to that expressed in the opinions, and no assurance can
be given that such a contrary position could not be successfully asserted by the IRS or adopted by a court
if the positions were litigated. Neither of webMethods and Active Software intends to obtain a ruling from
the IRS with respect to the U.S. federal income tax consequences of the merger.

Tax consequences to webMethods stockholders. Current stockholders of webMethods will not
recognize gain or loss for U.S. federal income tax purposes as a result of the merger.

Tax consequences to Active Software stockholders. Except as discussed below, current stockholders
of Active Software will not recognize gain or loss for U.S. federal income tax purposes on the exchange of
Active Software common stock solely for webMethods common stock in the merger. The aggregate tax
basis of the webMethods common stock received as a result of the merger will be the same as the
aggregate tax basis in the Active Software common stock surrendered in the exchange, reduced by the tax
basis of any shares of Active Software common stock for which cash is received instead of fractional
shares of webMethods stock. The holding period of the webMethods common stock received as a result of
the exchange will include the period during which the Active Software common stock exchanged in the
merger was held. Active Software stockholders will recognize gain or loss for U.S. federal income tax
purposes with respect to the cash that they receive in lieu of a fractional share of webMethods common
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stock. The gain or loss will be measured by the diÅerence between the amount of cash they receive and
the portion of the tax basis of their shares of Active Software common stock allocable to the shares of
Active Software common stock exchanged for the fractional share interest. The gain or loss will be capital
gain or loss and will be long-term capital gain or loss if the shares of Active Software common stock have
been held for more than one year at the time the merger is completed.

A successful IRS challenge to the ""reorganization'' status of the merger would result in Active
Software stockholders being treated as if they sold their Active Software shares in a fully taxable
transaction. In such event, each Active Software stockholder would recognize gain or loss with respect to
each share of Active Software common stock surrendered equal to the diÅerence between the stockholder's
adjusted tax basis in such share and the sum of the cash, if any, and fair market value, as of the time the
merger becomes eÅective, of the webMethods common stock received in exchange therefor. In such event,
an Active Software stockholder's aggregate basis in the webMethods common stock so received would
equal its fair market value as of the eÅective time of the merger, and the stockholder's holding period for
such webMethods common stock would begin the day after the merger.

Irrespective of the merger's status as a reorganization, an Active Software stockholder will recognize
gain to the extent shares of webMethods common stock received in the merger are treated as received in
exchange for services or property other than solely Active Software common stock. All or a portion of any
such gain could be taxable as ordinary income. Gain also will be recognized to the extent an Active
Software stockholder is treated as receiving (directly or indirectly) consideration other than webMethods
common stock in exchange for Active Software common stock or to the extent the Active Software
common stock surrendered in the merger is not equal in value to the webMethods common stock and any
cash received in exchange therefor. The opinions of counsel and this discussion assume such equal value.

Tax consequences to webMethods and Active Software. webMethods, its merger subsidiary, and
Active Software will not recognize gain or loss for U.S. federal income tax purposes as a result of the
merger.

Backup withholding. Certain non-corporate Active Software stockholders may be subject to backup
withholding at a 31 percent rate on cash payments received instead of fractional shares of webMethods
common stock. Backup withholding will not apply, however, to an Active Software stockholder who:

‚ furnishes a correct taxpayer identiÑcation number and certiÑes that he or she is not subject to
backup withholding on the substitute Form W-9 or successor form included in the letter of
transmittal to be delivered to Active Software stockholders following the date of completion of
the merger;

‚ provides a certiÑcation of foreign status on Form W-8 or successor form; or

‚ is otherwise exempt from backup withholding.

This discussion is only intended to provide you with a general summary, and it is not intended to be
a complete analysis or description of all potential U.S. federal income tax consequences of the merger. In
addition, this discussion does not address tax consequences that may vary with, or are contingent on,
your individual circumstances. Moreover, this discussion does not address any non-income tax or any
foreign, state or local tax consequences of the merger. Accordingly, you are strongly encouraged to
consult with your own tax adviser to determine the particular U.S. federal, state, local or foreign income
or other tax consequences applicable to you of the merger.

Accounting treatment

The merger is intended to qualify as a pooling-of-interests for Ñnancial reporting purposes under U.S.
GAAP. Under this accounting method, the recorded assets and liabilities of webMethods and Active
Software will be carried forward to the combined company at their recorded amounts. The reported
operating results of the separate companies for periods prior to the combination will be combined and
restated as the operating results of the combined company. A condition to the merger is that webMethods
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shall have received a letter from its accountant at the closing of the merger regarding its concurrence, as
of the date of such letters with the conclusions of management as to the appropriateness of pooling-of-
interests accounting treatment for the merger.

Each of the aÇliates of webMethods and Active Software has executed an aÇliate agreement which
provides that such aÇliate will not transfer, sell, pledge or otherwise dispose of, or hedge or reduce the
risks of ownership related to, shares of common stock of either webMethods or Active Software during the
period beginning, for webMethods stockholders, on the date of the merger agreement and, for Active
Software stockholders, thirty days prior to the EÅective Date of the merger and ending for both
webMethods and Active Software stockholders on the date that webMethods publishes Ñnancial results
covering at least 30 days of combined operations of webMethods and Active Software (which agreements
relate to the ability of webMethods to account for the merger as a pooling-of-interests).

Regulatory Ñlings and approvals

The merger is subject to the requirements of the Hart-Scott-Rodino Antitrust Improvements Act of
1976, which prevents certain transactions from being completed until required information and materials
are furnished to the Antitrust Division of the Department of Justice and the Federal Trade Commission
and the appropriate waiting periods end or expire. webMethods and Active Software each Ñled the
required information and materials with the Department of Justice and the Federal Trade Commission and
have been informed that early termination of the required waiting period has been granted. The
requirements of the Hart-Scott-Rodino Act will be satisÑed if the merger is completed within one year
from the termination of the waiting period.

Even though the waiting period has been terminated, the Antitrust Division of the Department of
Justice or the Federal Trade Commission may challenge the merger on antitrust grounds. Accordingly, at
any time prior to or after completion of the merger, either the Department of Justice or the Federal Trade
Commission could take action under the antitrust laws. It is also possible that other persons could take
actions to prevent the merger under the antitrust laws, including seeking to enjoin the merger. In addition,
at any time prior to or after the completion of the merger, any state could take action under the antitrust
laws.

Active Software aÇliate agreements

Concurrent with the execution of the merger agreement, R. James Green, The Green Family Trust
UTA August 23, 1996, Jon A. Bode, Rafael Bracho, Edwin Winder, Sydney Springer, John Dempsey,
M. Zack Urlocker, Michael J. Odrich, Todd Rulon-Miller, Roger Siboni, Kevin Compton, James P.
Gauer, Ocean Park Ventures, L.P., Kleiner Perkins CauÑeld & Byers VII, L.P., KPCB Java Fund, L.P.,
KPCB Information Sciences Zaibatsu Fund II, L.P., LB I Group, Inc., Lehman Brothers MBG Venture
Capital Partners 1997 (A), L.P., Lehman Brothers MBG Venture Capital Partners 1998 (A), L.P.,
Lehman Brothers MBG Venture Capital Partners 1998 (B), L.P. and Lehman Brothers MBG Venture
Capital Partners 1998 (C), L.P. entered into aÇliate agreements with webMethods in which they agreed
to restrict their transfers of any webMethods common stock they receive in the merger and to refrain from
taking action which would adversely aÅect webMethods' ability to account for the merger as a pooling-of-
interests transaction. SpeciÑcally, each of the Active Software aÇliate agreements provides, among other
things, that the aÇliate will not sell, transfer or otherwise dispose of the webMethods common stock
issued to such aÇliate in connection with the merger other than:

‚ if the sale, transfer or other disposition is done as part of an eÅective registration statement
under the Securities Act;

‚ in compliance with Rule 145 of the Securities Act and the pooling-of-interest rules; or

‚ in compliance with any other applicable exemption under the Securities Act.

Each of the Active Software aÇliate agreements also generally provides that, pursuant to Commission
StaÅ Bulletin No. 65, such aÇliate will not sell, exchange, transfer, pledge, distribute, or otherwise dispose
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of or grant any option, establish any ""short'' or put equivalent position with respect to or enter into any
similar transaction which is intended to, or has the eÅect of reducing its risk relative to (1) any shares of
Active Software common stock, except pursuant to and in connection with the consummation of the
merger, or (2) any shares of webMethods common stock received by the aÇliate in the merger or upon
exercise of options assumed by webMethods in connection with the merger until the earlier of
(a) webMethods' public announcement of Ñnancial results covering at least 30 days of combined
operations of webMethods and Active Software or (b) the termination of the merger agreement.

webMethods aÇliate agreements

Concurrent with the execution of the merger agreement, Charles Allen, Chase Bailey, Robert
E. Cook, Dell USA, L.P., Caren DeWitt, Mary Dridi, FBR Technology Venture Partners, L.P., Dennis H.
Jones, Michael J. Leventhal, Jack L. Lewis, MayÑeld Associates Fund IV, MayÑeld IX, Philip Merrick,
David Mitchell, Gene Riechers and Robert T. Vasan entered into aÇliate agreements with webMethods
which generally provide that, pursuant to Commission StaÅ Bulletin No. 65, the aÇliate will not sell,
exchange, transfer, pledge, distribute, or otherwise dispose of or grant any option, establish any ""short'' or
put equivalent position with respect to or enter into any similar transaction which is intended to, or has the
eÅect of reducing its risk relative to any webMethods common stock until the earlier of (1) webMethods'
publishes Ñnancial results covering at least 30 days of combined operations of webMethods and Active
Software or (2) the termination of the merger agreement.

Listing of webMethods shares

webMethods has Ñled an application to list the shares oÅered in connection with the merger for
quotation on the Nasdaq National Market. Nasdaq must approve the listing before the merger can be
completed.

Delisting of Active Software shares

If the merger is completed, the Active Software shares will be delisted from the Nasdaq National
Market and will be deregistered under the Exchange Act.
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THE MERGER AGREEMENT AND RELATED AGREEMENTS

The Merger Agreement

The following summary of the merger agreement is qualiÑed in its entirety by reference to the
complete text of the merger agreement, which is incorporated by reference and attached as Annex A to this
Joint Proxy Statement/Prospectus. Stockholders are urged to read the full text of the merger agreement.

Conditions to completion of the merger

Completion of the merger and the other transactions contemplated by the merger agreement are
subject to the satisfaction or waiver of each of the following conditions:

‚ webMethods' registration statement on Form S-4 must have been declared eÅective by the
Securities and Exchange Commission;

‚ the merger agreement must be adopted by the holders of a majority (by voting power) of the
outstanding shares of Active Software common stock;

‚ the issuance of shares of webMethods common stock in connection with the merger must be
approved by the holders of webMethods common stock;

‚ the shares of webMethods common stock to be issued in the merger must be approved for
listing, subject to oÇcial notice of issuance, on the Nasdaq National Market;

‚ all applicable approvals and consents of governmental authorities required to complete the
merger must be received and all applicable waiting periods under applicable antitrust laws
must have expired or been terminated;

‚ no law, regulation, order or injunction must be enacted or issued which has the eÅect of
making the merger illegal or of otherwise prohibiting completion of the merger substantially on
the terms contemplated by the merger agreement, nor shall any proceeding before a
governmental authority seeking such an order or injunction be pending; and

‚ both webMethods' and Active Software's respective outside counsel must have issued written
opinions to the eÅect that the merger will qualify as a reorganization within the meaning of
Section 368(a) of the Internal Revenue Code.

webMethods' obligations to complete the merger and the other transactions contemplated by the
merger agreement are subject to the satisfaction or waiver of each of the following additional conditions
before completion of the merger:

‚ Active Software's representations and warranties must be true and correct on the date the
merger is to be completed as if made at and as of such time, except for:

‚ representations and warranties that address matters only as of a particular date, which
must be true and correct as of such date; and

‚ any failure of such representations and warranties to be true and correct that would not,
individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect
(which is a deÑned term described immediately below this list of conditions), provided,
however that for this purpose, Active Software's representations and warranties shall be
construed as if they did not contain any qualiÑcation that refers to a Material Adverse
EÅect or materiality; and webMethods and Wolf Acquisition shall have received a
certiÑcate to that eÅect signed by Active Software's Chief Executive OÇcer and Chief
Financial OÇcer.

‚ Active Software must have performed or complied in all material respects with all of its
agreements and covenants required by the merger agreement, the stockholders' agreements and
the strategic relationship agreement;
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‚ any third party consents or waivers must have been obtained for those contracts and
agreements that, if the approval or consent is not obtained, could either individually or in the
aggregate reasonably be expected to have a Material Adverse EÅect;

‚ webMethods must have been advised in writing by PricewaterhouseCoopers LLP that they
concur with webMethods' conclusion that the transactions contemplated by the merger
agreement, if completed, can properly be accounted for as a pooling-of-interests business
combination in accordance with generally accepted accounting principles and the criteria of
Accounting Principles Board Opinion No. 16 and the regulations of the Securities and
Exchange Commission;

‚ each of Active Software's directors, executive oÇcers and aÇliates must have executed and
delivered to webMethods an aÇliate agreement concerning restrictions on the transfer of shares
of Active Software common stock and webMethods common stock, and each such agreement
must be in full force and eÅect;

‚ the stockholders agreement and the aÇliate agreements signed by the stockholders of Active
Software must be eÅective, except for actions under the stockholders agreement which would
not reasonably be expected to have a Material Adverse EÅect or impede the ability of Active
Software to consummate the merger;

‚ the option agreement and employment oÅer letter between webMethods and R. James Green
must be in full force and eÅect; and

‚ no events, changes or eÅects have occurred with respect to Active Software that, individually
or in the aggregate, could reasonably be expected to have a Material Adverse EÅect on Active
Software or its subsidiaries.

A ""Material Adverse EÅect'' with respect to any party is any fact, event, change, development,
circumstance or eÅect that:

‚ is materially adverse to the business, Ñnancial condition, results of operations, assets, liabilities,
properties or prospects of such party and its subsidiaries, taken as a whole, or

‚ would materially impair or delay such party's ability to perform its obligations under the
merger agreement or under the strategic relationship agreement.

A ""Material Adverse EÅect'' does not include:

‚ changes in general economic conditions,

‚ changes aÅecting the industry generally in which such party operates (provided that the
changes do not aÅect such party in a substantially disproportionate manner), or

‚ changes in the trading prices or volume in such party's capital stock.

Active Software's obligations to complete the merger and the other transactions contemplated by the
merger agreement are subject to the satisfaction or waiver of each of the following additional conditions
before completion of the merger:

‚ webMethods' and Wolf Acquisition's representations and warranties must be true and correct
on the date the merger is to be completed as if made at and as of such time, except for:

‚ representations and warranties that address matters only as of a particular date, which
must be true and correct in all material respects as of such date; and

‚ any failure of such representations and warranties to be true and correct that would not,
individually or in the aggregate, reasonably be expected to have a material adverse eÅect
on the ability of webMethods or Wolf Acquisition to consummate the merger;
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‚ webMethods and Wolf Acquisition must have performed or complied in all material respects
with all of their agreements and covenants required by the merger agreement, except for any
failures to perform or comply that would not, individually or in the aggregate, reasonably be
expected to have a Material Adverse EÅect on the ability of webMethods or Wolf Acquisition
to consummate the merger;

‚ the Board of Directors of webMethods must have appointed R. James Green and one other
person, designated by Active Software and reasonably satisfactory to the Board of Directors of
webMethods, to webMethods' Board of Directors;

‚ the aÇliate agreements signed by the stockholders of webMethods must be eÅective; and

‚ no events, changes or eÅects have occurred with respect to webMethods that, individually or in
the aggregate, could reasonably be expected to have a Material Adverse EÅect on webMethods
or its subsidiaries.

Active Software's conduct of business before completion of the merger

Active Software agreed that until the completion of the merger or unless webMethods consents in
writing, Active Software and its subsidiaries will operate their businesses in the ordinary course and in a
manner consistent with past practice with the goal of:

‚ preserving intact their business organizations;

‚ keeping available the services of their current oÇcers, employees and consultants; and

‚ maintaining their material contracts and preserving their relationships with advertisers,
sponsors, customers, licensees, suppliers and others having business relations with Active
Software or its subsidiaries.

Active Software also agreed that until the completion of the merger, or unless webMethods consents
in writing, Active Software and its subsidiaries will conduct their businesses in compliance with speciÑc
restrictions relating to the following:

‚ modiÑcation of Active Software's or any of its subsidiaries' certiÑcate of incorporation and
bylaws;

‚ the issuance and redemption of securities;

‚ the issuance of dividends or other distributions;

‚ the disposition of Active Software's assets;

‚ liquidation, dissolution, merger, restructuring, recapitalization or reorganization;

‚ the imposition of liens;

‚ the acquisition of assets or other entities;

‚ the incurrence of indebtedness;

‚ capital expenditures;

‚ employees and employee beneÑts;

‚ accounting policies and procedures;

‚ revaluation of any of its assets;

‚ entrance into or modiÑcation of contracts;

‚ tax elections and liabilities;

‚ settlement of litigation and claims;
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‚ related party transactions;

‚ maintenance of insurance; and

‚ actions relating to the treatment of the merger as a pooling-of-interests and a tax-free
reorganization.

The agreements related to the conduct of Active Software's business in the merger agreement are
complicated and not easily summarized. You are urged to carefully read section 4.1 of the merger
agreement entitled ""Conduct of Business by the Company Pending the Merger.''

Solicitation of other proposals involving Active Software

Active Software has certain obligations with respect to ""Acquisition Proposals.''

An ""Acquisition Proposal'' is any inquiry, proposal or oÅer to Active Software and its subsidiaries
from any person other than webMethods, Wolf Acquisition or any of their aÇliates that relates to any of
the following:

‚ the issuance or acquisition of more than 30% (by voting power) of the outstanding capital
stock or equity interests of Active Software or its subsidiaries;

‚ any tender oÅer or exchange oÅer that, if completed, would result in any person or its aÇliates
beneÑcially owning more than 30% (by voting power) of the outstanding capital stock or other
equity securities of Active Software or its subsidiaries;

‚ the sale, lease, exchange, license or other disposition of more than 50% of the assets of Active
Software; or

‚ a liquidation or dissolution involving Active Software.

Until the merger is completed or the merger agreement is terminated, Active Software has agreed not
to take any of the following actions and has agreed not to permit any of its aÇliates, subsidiaries or
representatives to take any of the following actions:

‚ solicit, initiate, encourage or induce the making, submission or announcement of any
Acquisition Proposal;

‚ participate in discussions or negotiations with, or furnish any non-public information with
respect to, any person concerning an Acquisition Proposal or take any other actions to facilitate
any inquiries or the making of any Acquisition Proposal;

‚ engage in any discussions with any person with respect to any Acquisition Proposal;

‚ approve, endorse or recommend any Acquisition Proposal; or

‚ enter into any letter of intent or similar document or any contract, agreement or commitment
contemplating or otherwise relating to any Acquisition Proposal.

However, Active Software may participate in any discussions or negotiations that are otherwise
prohibited, or furnish otherwise prohibited information regarding Active Software, pursuant to a
conÑdentiality agreement that must be on terms no less favorable to Active Software than those in eÅect
between Active Software and webMethods, if all of the following occur:

‚ a third person has submitted an unsolicited, bona Ñde written Acquisition Proposal to Active
Software, which the Board of Directors of Active Software reasonably concludes (based on the
written advice of Active Software's Ñnancial advisers) may constitute a Superior OÅer (as
deÑned below);

‚ neither Active Software nor any of its representatives has violated any of the restrictions
outlined above;
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‚ Active Software's Board of Directors determines in good faith, after consultation with its
outside counsel, that taking such action is required to satisfy the Board's Ñduciary obligations
to Active Software's stockholders under applicable law;

‚ Active Software's Board of Directors provides to webMethods the identity of the third person
or group and a summary of all of the material terms and conditions of the Acquisition
Proposal;

‚ Active Software gives webMethods at least two business days advance notice of its intent to
furnish information or to enter into discussions; and

‚ Active Software at the same time provides to webMethods copies of the information provided
to the third party.

Subject to receipt of a Superior OÅer, as deÑned below, Active Software's Board of Directors has the
following obligations:

‚ the Board of Directors must recommend that the Active Software stockholders vote in favor of
adoption of the merger agreement;

‚ this Joint Proxy Statement/Prospectus must include a statement that the Board of Directors
unanimously recommends that the Active Software stockholders vote in favor of adoption of
the merger agreement; and

‚ neither the Board of Directors nor any committee thereof may withdraw, amend or modify, or
propose or resolve to withdraw, amend or modify in a manner adverse to webMethods, the
recommendation of the Board of Directors that the Active Software stockholders vote in favor
of adoption of the merger agreement.

A ""Superior OÅer'' is any bona Ñde oÅer by a third party to eÅect any of the following transactions:

‚ a merger or consolidation involving Active Software whereby the stockholders of Active
Software preceding the transaction will hold less than 50% of the equity of the surviving entity;

‚ a sale or other disposition of assets representing in excess of 50% of the value of Active
Software's business immediately prior to such sale; or

‚ the acquisition by a third party of 51% or more of the outstanding shares of Active Software;

which, in each case, is on terms that Active Software's Board of Directors determines in its reasonable
judgment will result in a transaction more favorable to Active Software's stockholders than the merger and
such decision must be based on the written advice of a Ñnancial adviser. If Active Software does receive
such a Superior OÅer, which is not withdrawn, then its Board of Directors may (subject to the conditions
set forth below) withdraw or modify, or propose to withdraw or modify, the Active Software Board's
recommendation in favor of adoption of the merger agreement if:

‚ Active Software has provided written notice to webMethods advising them of the receipt of the
Superior OÅer, the material terms and conditions of the Superior OÅer and the identity of the
third party making the Superior OÅer;

‚ webMethods, within three business days after receipt of notice from Active Software of the
Superior OÅer, provides an oÅer, which in Active Software's Board of Directors good faith
judgment is at least as favorable to the stockholders of Active Software as the Superior
Proposal;

‚ Active Software's Board of Directors concludes in good faith, after consultation with its outside
counsel, that, in light of such Superior OÅer, such action is required for the Board of Directors
to comply with their Ñduciary duties to the Active Software stockholders; and

‚ Active Software has not violated any of the restrictions relating to soliciting other oÅers or
changing or modifying its recommendations in favor of the merger.

70



webMethods' conduct of business before completion of the merger

webMethods agreed that until the completion of the merger, webMethods will use its best eÅorts to:

‚ operate according to its plans and budgets;

‚ keep available the services of its current oÇcers, employees and consultants; and

‚ maintain their material contracts and preserving their relationships with advertisers, sponsors,
customers, licensees, suppliers and others having business relations with them.

webMethods also agreed that until the completion of the merger, or unless Active Software consents
in writing, webMethods will conduct its business in compliance with speciÑc restrictions relating to the
following:

‚ modiÑcation of webMethods' certiÑcate of incorporation and bylaws;

‚ the issuance of any cash dividends;

‚ actions relating to the treatment of the merger as a pooling-of-interests and a tax-free
reorganization; and

‚ securities Ñlings.

The agreements related to the conduct of webMethods' business in the merger agreement are
complicated and not easily summarized. You are urged to carefully read section 4.3 of the merger
agreement entitled ""Conduct of Business by Parent Pending the Merger.''

Additional agreements made in the merger agreement

Both Active Software and webMethods have agreed to use their reasonable best eÅorts to take, or
cause to be taken and to do or cause to be done, all actions to assist and cooperate with each other in
performing all things necessary, proper and advisable to complete the merger and the related transactions.
Accordingly, Active Software and webMethods have agreed to use their reasonable best eÅorts to:

‚ as promptly as practicable, obtain all necessary approvals and make all necessary Ñlings under
applicable laws relating to the merger agreement and the transactions contemplated by the
merger agreement;

‚ furnish all information required for any application or other Ñling required to be made in
connection with the merger and the related transactions;

‚ lift, rescind or mitigate the eÅects of any injunction or other order adversely aÅecting the
ability of either webMethods or Active Software to complete the merger, subject to certain
limitations speciÑed in the merger agreement; and

‚ satisfy or cause to be satisÑed all of the conditions that must be satisÑed prior to the merger
being completed as have been outlined in the preceding section of this Joint Proxy Statement/
Prospectus titled ""Ì Conditions to completion of the merger.''

However, webMethods and its aÇliates are not obligated to take either of the following actions:

‚ make proposals, execute or carry out agreements, or submit to orders, (1) providing for the
sale or other disposition of any of the assets of webMethods, its aÇliates, or its subsidiaries, or
(2) imposing or seeking to impose any limitation on the ability of webMethods, its aÇliates or
its subsidiaries to acquire, hold or exercise full rights of ownership of Active Software's
common stock; or

‚ take any steps to avoid or eliminate any impediment asserted under any antitrust law if taking
such steps, in webMethods' reasonable judgment, might result in a limitation of the beneÑt
that webMethods expects to derive as a result of the merger or might adversely aÅect Active
Software, webMethods or webMethods' aÇliates.
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Additionally, webMethods and Active Software have agreed to cooperate with one another in the
following manners:

‚ the preparation of this Joint Proxy Statement/Prospectus and the registration statement of
which it is a part;

‚ the preparation of any Ñling required under applicable antitrust laws;

‚ the identiÑcation and seeking of any Ñlings and consents that are required to complete;

‚ the preparation of the application for listing on the Nasdaq National Market for the
webMethods common stock that will be issued as part of the merger; and

‚ the facilitating of the achievement of the beneÑts reasonably anticipated by the merger.

Termination of the merger agreement

The merger agreement may be terminated at any time prior to completion of the merger, whether
before or after adoption of the merger agreement by Active Software stockholders:

‚ by mutual consent of the Boards of Directors of webMethods and Active Software;

‚ by webMethods or Active Software, if the merger is not completed before November 30, 2000,
except that the right to terminate the merger agreement is not available to any party whose
willful failure to fulÑll any material obligation under the merger agreement has been the cause
of the failure to complete the merger on or before such date;

‚ by webMethods or Active Software, if there is any Ñnal and nonappealable order, decree or
ruling of a court or governmental authority permanently prohibiting completion of the merger;

‚ by webMethods or Active Software, if (1) the merger agreement fails to receive the requisite
vote for adoption by the stockholders of Active Software at the special meeting or (2) the
approval of the issuance of shares of webMethods common stock in connection with the
merger fails to receive the requisite vote for adoption by the stockholders of webMethods at
the annual meeting;

‚ by webMethods, if Active Software's board of directors:

‚ approves or recommends, or proposes to approve or recommend, any Acquisition Proposal
other than the merger;

‚ fails to present and recommend adoption of the merger agreement to the Active Software
stockholders, or withdraws or modiÑes, or proposes to withdraw or modify, its
recommendation or approval in a manner adverse to webMethods;

‚ fails to mail this Joint Proxy Statement/Prospectus to Active Software's stockholders
when it is available for mailing or fails to include in it the Active Software Board's
recommendation of the merger, including the recommendation that the Active Software
stockholders vote in favor of the adoption of the merger agreement;

‚ fails to publicly reaÇrm its approval and recommendation that Active Software
stockholders adopt the merger agreement within ten days of a request by webMethods;

‚ enters into any letter of intent, agreement in principle, acquisition agreement or other
similar agreement related to any Acquisition Proposal, or takes any other prohibited
actions with respect to negotiations involving Active Software;

‚ materially breaches the strategic relationship agreement; or

‚ resolves or announces its intention to take any of the actions speciÑed above;
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‚ by webMethods, if (1) a third party acquires 20% or more of the outstanding shares of capital
stock or other equity interests of Active Software, or (2) a tender or exchange oÅer relating to
the Active Software securities is commenced by a third party and Active Software does not
recommend rejection of such tender or exchange oÅer to its stockholders within 10 business
days after such oÅer is Ñrst published, sent or given;

‚ by webMethods, as long as it is not in material breach of any of its obligations under the
merger agreement, (1) if any of Active Software's representations or warranties are or become
untrue or inaccurate, or (2) if Active Software has breached any of its covenants or
agreements contained in the merger agreement, in each case so that the corresponding
condition to completion of the merger would not be met, and in each case where such breach
or inaccuracy, if curable, has not been cured within 30 days after notice to Active Software of
the breach or inaccuracy;

‚ by Active Software, as long as it is not in material breach of any of its obligations under the
merger agreement, (1) if any of webMethods' or Wolf Acquisition's representations or
warranties are or become untrue or inaccurate, or (2) if webMethods or Wolf Acquisition has
breached any of their covenants or agreements contained in the merger agreement, in each
case so that the corresponding condition to completion of the merger would not be met, and in
each case where such breach or inaccuracy, if curable, has not been cured within 30 days after
notice to Active Software of the breach or inaccuracy; and

‚ by webMethods, if any stockholder that is a party to the stockholders agreement has breached
or failed to perform in any material respect its obligations under the stockholders agreement,
unless such breach or failure, individually or in the aggregate, would not reasonably be
expected to have a material adverse eÅect on or materially impede the parties' ability to
consummate the merger.

Payment of termination fee

Active Software will pay to webMethods a termination fee of $50 million if webMethods terminates
the merger agreement because of any of the following circumstances:

‚ if Active Software's Board of Directors:

‚ approves or recommends, or proposes to approve or recommend, any Acquisition Proposal
other than the merger;

‚ fails to present and recommend adoption of the merger agreement to the Active Software
stockholders, or withdraws or modiÑes, or proposes to withdraw or modify, its
recommendation or approval in a manner adverse to webMethods;

‚ fails to mail this Joint Proxy Statement/Prospectus to Active Software's stockholders
when it is available for mailing or fails to include in it the Active Software Board's
recommendation of the merger, including the recommendation that the Active Software
stockholders vote in favor of the adoption of the merger agreement;

‚ fails to publicly reaÇrm its approval and recommendation that Active Software
stockholders adopt the merger agreement within ten days of a request by webMethods;

‚ enters into any letter of intent, agreement in principle, acquisition agreement or other
similar agreement related to any Acquisition Proposal, or takes any other prohibited
actions with respect to negotiations involving Active Software;

‚ materially breaches the strategic relationship agreement;

‚ resolves or announces its intention to take any of the actions speciÑed above;
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‚ if (1) a third party acquires 20% or more of the outstanding shares of capital stock or other
equity interests of Active Software, or (2) a tender or exchange oÅer relating to the Active
Software securities is commenced by a third party and Active Software does not recommend
rejection of such tender or exchange oÅer to its stockholders within 10 business days after such
oÅer is Ñrst published, sent or given; or

‚ if any stockholder that is a party to the stockholders agreement has breached or failed to
perform in any material respect its obligations under the stockholders agreement that
individually or in the aggregate would reasonably be expected to have a material adverse eÅect
on or materially impede the ability of the parties to consummate the merger.

Additionally, if the merger agreement fails to receive the requisite vote for adoption by the
stockholders of Active Software at the special meeting, Active Software will pay to webMethods a
termination fee of $10 million, and an additional $40 million, if and only if, within 12 months following
the termination of the merger agreement, Active Software or any of its subsidiaries enters into a deÑnitive
agreement with a third party to do any of the following:

‚ merge, consolidate, combine, recapitalize, liquidate, dissolve or a similar transaction involving
Active Software where the stockholders of Active Software preceding such transaction hold
less than 50% of the aggregate equity interests in the surviving or resulting entity;

‚ sell or otherwise dispose of assets of Active Software representing in excess of 50% of the
aggregate fair market value of Active Software's business immediately prior to such sale; or

‚ allow any third party to acquire, directly or indirectly, the beneÑcial ownership of shares
representing in excess of 50% of the voting power of the then outstanding shares of capital
stock of Active Software.

Active Software has also agreed to pay the fees and expenses actually incurred by webMethods in
connection with the merger agreement and the merger if the merger agreement is terminated in the
circumstances identiÑed above that give rise to Active Software's obligation to pay to webMethods the
termination fee.

Active Software's employees

Individuals who are employed by Active Software or any of its subsidiaries when the merger is
completed will become employees of webMethods or one of webMethods' subsidiaries, although
webMethods may terminate these employees at any time. After the merger is completed and on a
schedule determined by webMethods in connection with the integration of its business with that of Active
Software's, the employees of Active Software will be eligible to participate in the employee beneÑt plans of
webMethods to the same extent as any similarly situated employees of webMethods. Active Software
employees will be allowed credit for their service with Active Software for purposes of eligibility, vesting
and determination of the level of beneÑts (including calculating the number of vacation days to which they
are entitled, but excluding beneÑt accruals under deÑned beneÑt pension plan).

If requested to do so by webMethods, Active Software will adopt, prior to the merger's completion,
resolutions to cease all contributions to Active Software's retirement savings plan and to terminate the plan
immediately prior to the consummation of the merger. If requested by webMethods, these resolutions will
also provide that all of the participants in the plan will be fully vested in their account balances and that
the participants will receive their account balances as soon as practicable following the consummation of
the merger.

After the merger webMethods will provide additional options to purchase its common stock to
employees of Active Software in an amount determined by webMethods and Active Software in order to
reasonably provide incentives for and to retain the employees of Active Software after the date of the
merger.
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Treatment of Active Software stock options

webMethods will assume each stock option issued by Active Software, including those options issued
under Active Software's 1996 Stock Plan, 1996A Stock Plan, 1999 Stock Plan, Translink Stock Option
Plan, Alier 1996 Stock Option Plan, Alier 1997 Stock Option Plan and 1999 Director Stock Option Plan.

Upon completion of the merger, each outstanding option to purchase Active Software common stock
will be converted into an option to purchase the number of shares of webMethods common stock equal to
0.527 multiplied by the number of shares of Active Software common stock that would have been
obtained before the merger upon the exercise of each option, rounded down to the nearest whole share.
The exercise price will be equal to the exercise price per share of Active Software common stock subject
to the option before conversion divided by 0.527, rounded up to the nearest whole cent.

The other terms of each Active Software option referred to above will continue to apply, including
any provisions providing for acceleration of vesting, restrictions on transfer and restrictive covenants.

webMethods will Ñle a registration statement on Form S-8 for the shares of webMethods common
stock issuable with respect to each Active Software option and will use its reasonable best eÅorts to
maintain the eÅectiveness of that registration statement for as long as any of the options remain
outstanding.

webMethods and Active Software will agree on the treatment of Active Software's employee stock
purchase plan, which will be on terms not inconsistent with the terms of the purchase plan or the merger
agreement. In no case will Active Software's common stock be purchased under the employee stock
purchase plan after the date of the merger.

Representations and warranties

Both webMethods and Active Software made a number of representations and warranties in the
merger agreement regarding aspects of their respective businesses, Ñnancial conditions, structures and other
facts pertinent to the merger.

The representations given by Active Software cover the following topics, among others, as they relate
to Active Software and its subsidiaries:

‚ Active Software's corporate organization and its qualiÑcation to do business;

‚ the possession of and compliance with approvals required to conduct Active Software's
business;

‚ Active Software's certiÑcate of incorporation and by-laws;

‚ Active Software's capitalization;

‚ authorization of the merger agreement by Active Software;

‚ the eÅect of the merger on obligations of Active Software and under applicable laws;

‚ regulatory approvals required to complete the merger;

‚ Active Software's material contracts;

‚ Active Software's compliance with applicable laws;

‚ Active Software's Ñlings and reports with the Securities and Exchange Commission;

‚ Active Software's Ñnancial statements;

‚ changes in Active Software's business since December 31, 1999;

‚ Active Software's liabilities;

‚ litigation involving Active Software;
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‚ Active Software's employee beneÑt plans;

‚ Active Software's labor matters;

‚ information supplied by Active Software in this Joint Proxy Statement/Prospectus and the
related registration statement Ñled by webMethods;

‚ restrictions on Active Software's business practices;

‚ Active Software's title to the properties it owns and leases;

‚ Active Software's taxes;

‚ environmental laws that apply to Active Software;

‚ intellectual property owned or used by Active Software;

‚ Active Software's insurance;

‚ Active Software's satisfaction of business combination laws;

‚ the treatment of the merger as a pooling-of-interests and a tax-free reorganization;

‚ Active Software's brokers;

‚ Active Software's business practices with respect to the absence of any unlawful payments;

‚ transactions between Active Software and interested parties; and

‚ Active Software's Ñnancial advisers.

The representations given by webMethods cover the following topics, among others, as they relate to
webMethods and Wolf Acquisition:

‚ corporate organization and qualiÑcation to do business;

‚ the possession of and compliance with approvals required to conduct business;

‚ capitalization;

‚ authorization of the merger agreement;

‚ the eÅect of the merger on obligations under applicable laws;

‚ regulatory approvals required to complete the merger;

‚ webMethods' material contracts;

‚ webMethods' compliance with applicable laws;

‚ webMethods' Ñlings and reports with the Securities and Exchange Commission;

‚ webMethods' Ñnancial statements;

‚ changes in webMethods' business since March 31, 2000;

‚ litigation involving webMethods;

‚ information supplied by webMethods in this Joint Proxy Statement/Prospectus and the related
registration statement Ñled by webMethods;

‚ webMethods' taxes;

‚ environmental laws that apply to webMethods;

‚ the treatment of the merger as a pooling-of-interests and a tax-free reorganization;

‚ webMethods' brokers;
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‚ webMethods' business practices with respect to the absence of any unlawful payments; and

‚ webMethods' Ñnancial advisers.

The representations and warranties in the merger agreement are complicated and not easily
summarized. You are urged to carefully read the articles of the merger agreement entitled ""Representa-
tions and Warranties of the Company'' and ""Representations and Warranties of Parent and Merger Sub.''

Extension, waiver and amendment of the merger agreement

webMethods and Active Software may amend the merger agreement before completion of the merger.
However, after the Active Software stockholders adopt the merger agreement, no change can be made
without further stockholder approval that will reduce the amount of or change the type of consideration
into which each share of Active Software common stock will be converted upon completion of the merger
or that otherwise requires further stockholder approval under applicable law.

Either company may extend the other's time for the performance of any of the obligations or other
acts under the merger agreement, waive any inaccuracies in the other's representations and warranties and
waive compliance by the other with any of the agreements or conditions contained in the merger
agreement. If any conditions or other obligations are waived, the companies will consider the facts and
circumstances at that time and make a determination as to whether a resolicitation of proxies is
appropriate.
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The Voting Agreement

The following summary of the voting agreement is qualiÑed in its entirety by reference to the complete
text of the voting agreement, which is incorporated by reference and attached as Annex E to this Joint
Proxy Statement/Prospectus. You are urged to read the full text of the voting agreement.

The voting agreement requires that the following webMethods stockholders vote, or cause to be voted,
all of the shares of webMethods common stock beneÑcially owned by them in favor issuance of shares of
webMethods common stock in connection with the merger:

Charles Allen Michael J. Levinthal
Chase Bailey Jack L. Lewis
Robert E. Cook MayÑeld Associates Fund IV
Dell USA, L.P. MayÑeld IX
Caren DeWitt Phillip Merrick
Mary Dridi David Mitchell
FBR Technology Venture Partners, L.P. Gene Riechers
Dennis H. Jones Robert T. Vasan

As of July 11, 2000, the record date, the webMethods stockholders who entered into the voting
agreement collectively beneÑcially owned approximately 17,069,252 shares of webMethods common stock,
which represented approximately 53% of the outstanding shares of webMethods common stock. Most of
the webMethods stockholders who are party to the voting agreement have agreed not to sell the
webMethods stock and options owned, controlled or acquired by that person before the date of the merger
agreement.

The Stockholders Agreement

The following summary of the stockholders agreement is qualiÑed in its entirety by reference to the
complete text of the stockholders agreement, which is incorporated by reference and attached as Annex F
to this Joint Proxy Statement/Prospectus. You are urged to read the full text of the stockholders
agreement.

The stockholders agreement requires that the following Active Software stockholders vote all of the
shares of Active Software common stock beneÑcially owned by them in favor of the merger:

Jon A. Bode Ocean Park Ventures, L.P.
R. James Green Kleiner Perkins CauÑeld & Byers VII, L.P.
R. James Green and Carol E. Green, KPCB Java Fund, L.P.

Trustees of the Green Family Trust KPCB Information Sciences Zaibatsu Fund
UTA dated August 23, 1996 II, L.P.

Rafael Bracho LB I Group Inc.
Edwin Winder Lehman Brothers MBG Venture Capital
Sydney Springer Partners 1997(A), L.P.
John Dempsey Lehman Brothers MBG Venture Capital
M. Zack Urlocker Partners 1998(A), L.P.
Michael J. Odrich Lehman Brothers MBG Venture Capital
Todd Rulon-Miller Partners 1998(B), L.P.
Roger Siboni Lehman Brothers MBG Venture Capital
Kevin Compton Partners 1998(C), L.P.
James Gauer

As of the record date, the Active Software stockholders who entered into the stockholders agreement
(and their aÇliates) collectively beneÑcially owned, and were entitled to vote, approximately 6,041,884
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shares of Active Software common stock, which represented approximately 23% of the outstanding shares
of Active Software common stock as of July 11, 2000.

Each Active Software stockholder who is a party to the stockholders agreement has agreed not to sell
the Active Software stock and options owned, controlled or acquired by that person before the date of the
merger agreement. Additionally, each stockholder has agreed that, in its capacity as a stockholder, it will
not do any of the following (nor will it authorize any of its aÇliates, directors, oÇcers, employees or
representatives to do any of the following):

‚ solicit, facilitate, initiate or encourage any inquiries or communications or the making of any
proposal or oÅer that constitutes, or may constitute, an Acquisition Proposal;

‚ participate in any discussions or negotiations regarding, or furnish to any person any non-public
information with respect to, or take any other action to facilitate any inquiries or the making of
any Acquisition Proposal;

‚ engage in discussions with any person with respect to any Acquisition Proposal;

‚ endorse or recommend any Acquisition Proposal; or

‚ enter into any letter of intent or similar document or any contract, agreement or commitment
contemplating or otherwise relating to any Acquisition Proposal.

The stockholders agreement will terminate upon the earlier to occur of (1) the termination of the
merger agreement in accordance with its terms, or (2) the completion of the merger.

Strategic Relationship Agreement

Concurrently with the execution of the merger agreement, webMethods and Active Software entered
into a strategic relationship agreement. Under this strategic relationship agreement, Active Software
granted webMethods a non-exclusive, worldwide (excluding Japan and Italy) right and license to use,
reproduce and distribute Active Software's products for use in conjunction with webMethods' products.
The license includes the right to sublicense the rights granted to webMethods to distributors, resellers and
other third parties. In addition, the strategic relationship agreement provides that Active Software will
provide webMethods' customers with ongoing support and maintenance for the Active Software products.

The strategic relationship agreement requires webMethods to pay Active Software for any services
performed and for each copy of Active Software's products that are licensed to customers by webMethods
or its distributors or third party resellers. The fees to be paid by webMethods are based on Active
Software's commercial price list subject to certain available pricing discounts. The initial term of the
strategic relationship agreement is three years and will automatically renew for additional one year periods
unless either party decides not to renew the agreement prior to the end of the then-current term. This
agreement may be terminated by either party in the event of a material breach by the other party and the
breach is not cured within thirty days after receipt of written notice thereof, or by mutual agreement by
webMethods and Active Software.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA FOR WEBMETHODS

The following selected historical consolidated Ñnancial data for webMethods should be read in
conjunction with the consolidated Ñnancial statements and the notes to the consolidated Ñnancial
statements and Management's Discussion and Analysis of Financial Condition and Results of Operations
of webMethods, which are included elsewhere in this Joint Proxy Statement/Prospectus. The historical
consolidated statement of operations data for the years ended March 31, 2000, 1999 and 1998 and the
historical consolidated balance sheet data as of March 31, 2000 and 1999 are derived from the
consolidated Ñnancial statements of webMethods, which have been audited by PricewaterhouseCoopers
LLP, independent accountants for webMethods, and are included elsewhere in this Joint Proxy Statement/
Prospectus. The historical consolidated statement of operations data for the period from inception
(June 12, 1996) through March 31, 1997 and the historical consolidated balance sheet data as of
March 31, 1998 and 1997 are derived from consolidated Ñnancial statements of webMethods not contained
in this Joint Proxy Statement/Prospectus. Historical results are not necessarily indicative of future results.

Period from
Inception

(June 12, 1996)
through

Year Ended March 31, March 31,
2000 1999 1998 1997

(in thousands, except per share data)

Consolidated Statement of Operations Data:
Revenue:

License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 15,495 $ 3,707 $ 99 $ 11
Professional servicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,177 582 57 Ì
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,330 173 10 1

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,002 4,462 166 12

Cost of revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 984 172 Ì Ì
Professional services and maintenance(a)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,717 482 Ì Ì

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,701 654 Ì Ì

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,301 3,808 166 12

Operating expenses:
Sales and marketing(a)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,366 4,551 697 123
Research and development(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,419 1,655 569 94
General and administrative(a) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,940 1,032 287 79
Amortization of deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,767 Ì Ì Ì
Write-oÅ of intellectual property ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 150

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,492 7,238 1,553 446

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,191) (3,430) (1,387) (434)
Interest income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,080 134 24 Ì

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,111) (3,296) (1,363) (434)
Deferred tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Ì Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,157) (3,296) (1,363) (434)
Accretion and accrued dividends related to mandatorily

redeemable preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,223) (606) (112) Ì

Net loss attributable to common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(28,380) $(3,902) $(1,475) $ (434)

Basic and diluted net loss per common shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (3.00) $ (.71) $ (.24) $ (.08)

Shares used in computing basic and diluted net loss per common share ÏÏÏÏ 9,448 5,527 6,269 5,519

As of March 31,

2000 1999 1998 1997

(in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $156,778 $ 3,129 $ 2,375 $193
Working capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 154,261 3,715 2,204 96
Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 216,300 8,430 2,649 252
Long-term obligations, net of current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,941 381 Ì Ì
Mandatorily redeemable preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11,118 4,076 Ì
Total stockholders' equity (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 187,734 (5,574) (1,741) 121

(a) For the year ended March 31, 2000, excludes non-cash stock compensation as described in the webMethods consolidated
Ñnancial statements included in this Joint Proxy Statement/Prospectus.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS OF WEBMETHODS

The following discussion and analysis of the Ñnancial condition and results of operations of
webMethods should be read in conjunction with ""Selected Historical Consolidated Financial Data of
webMethods'' and webMethods' consolidated Ñnancial statements and the notes to the consolidated
Ñnancial statements appearing elsewhere in this Joint Proxy Statement/Prospectus and webMethod's
Annual Report on Form 10-K for the year ended March 31, 2000. This discussion and analysis contains
forward-looking statements that involve risks, uncertainties and assumptions within the meaning of
Section 27A of the Securities Act and Section 21E of the Exchange Act. Words such as ""believes'',
""expects'', ""anticipates'', ""plans'', ""intends'' and similar words or expressions identify forward-looking
statements. The actual results achieved by webMethods may diÅer materially from those anticipated in
these forward-looking statements as a result of certain factors, including, but not limited to, those set forth
under ""Risk Factors.''

Overview

webMethods is a leading provider of infrastructure software and services for achieving business-to-
business integration, or B2Bi. Its software, webMethods B2B, enables companies to work more closely with
their customers, suppliers and other business partners through the real-time exchange of information and
transactions over the Internet.

webMethods was founded in June 1996. It has grown from 17 employees as of March 31, 1998 to
276 employees as of March 31, 2000. webMethods shipped the Ñrst version of webMethods B2B in
June 1998 and has released Ñve subsequent versions of webMethods B2B, the most recent of which it
began shipping in April 2000.

webMethods' revenue is derived from sales of licenses of its webMethods B2B software, professional
services, and maintenance and support. webMethods generally licenses its software on a two-year
renewable basis, which includes maintenance and support for the term of the renewable license.
Periodically, webMethods licenses its software over a diÅerent renewable term or on a perpetual basis.
License fees are generally billed upon shipment. Maintenance, which includes the right to receive product
upgrades on a when-and-if available basis, is included in renewable licenses for the term of the license.
Maintenance on perpetual licenses is generally billed annually in advance. webMethods oÅers
implementation and other professional services on a time and materials basis and training on a Ñxed fee
basis. The company began its international direct sales eÅorts in July 1999 and expects that its revenue
from international licenses will grow as it expands its sales eÅorts abroad.

webMethods recognizes revenue from the sale of software licenses upon shipment of its software,
provided that the fee is Ñxed and determinable, persuasive evidence of an arrangement exists and
collection of the resulting receivable is considered probable. Historically, webMethods has not experienced
signiÑcant returns or exchanges of its software. webMethods recognizes software license revenue over the
term of the license if the license requires it to deliver unspeciÑed software during its term or if the license
contains extended payment terms. Maintenance revenue is recognized ratably over the maintenance period
as payment becomes due. The portion of revenue from the two-year renewable licenses that is allocated to
maintenance and support is recognized over the term of the license. Payments received in advance of
revenue recognition are recorded as deferred revenue. Professional services revenue is recognized as the
service is performed.

webMethods' cost of license revenue primarily includes royalties to third parties for software used in
its software and a provision for warranty obligations. Its cost of professional services and maintenance
revenue includes salaries and related expenses for its professional services and technical support
organizations, costs of third-party consultants it uses to provide professional services to customers and an
allocation of overhead and recruitment costs.
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Although revenue has consistently increased from quarter to quarter, webMethods has incurred
signiÑcant costs to develop its technology and products and to recruit and train personnel for its research
and development, sales, marketing, professional services and administration departments. As a result,
webMethods has incurred signiÑcant losses since inception, and as of March 31, 2000, had an accumulated
deÑcit of approximately $32 million. webMethods believes its success depends on rapidly increasing its
customer base, further developing the webMethods B2B software and introducing new product
enhancements into the marketplace. The company intends to continue to invest heavily in research and
development, sales, marketing and professional services. As a result, webMethods expects to continue to
incur substantial operating losses for the foreseeable future.

webMethods had 276 full-time employees as of March 31, 2000, and intends to hire a signiÑcant
number of employees in the future. This expansion places signiÑcant demands on webMethods'
management and operational resources. To manage this rapid growth and increase demand, webMethods
must invest in and implement scalable operational systems, procedures and controls. webMethods must
also be able to recruit qualiÑed candidates to manage its expanding operations. webMethods expects future
expansion to continue to challenge management's ability to hire, train, manage and retain its employees.

Results of operations

The following table sets forth historical consolidated statement of operations data for webMethods for
each of the periods indicated as a percentage of total revenue.

Period from
Inception
(June 12,

Year Ended 1996)
March 31, through

2000 1999 1998 March 31, 1997

Percentage of Total Revenue:
Revenue:

LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 67.4% 83.1% 59.6% 91.7%
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22.5 13.0 34.4 Ì
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.1 3.9 6.0 8.3

Total revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100.0 100.0 100.0 100.0

Cost of revenue:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.3 3.9 Ì Ì
Professional services and maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.5 10.8 Ì Ì

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37.8 14.7 Ì Ì

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62.2 85.3 100.0 100.0

Operating expenses:
Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 88.5 102.0 419.9 1,025.0
Research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.9 37.1 342.8 783.4
General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25.8 23.1 172.9 658.3
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏ 7.7 Ì Ì Ì
Write-oÅ of intellectual propertyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 1,250.0

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149.9 162.2 935.6 3,716.7

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (87.7) (76.9) (835.6) (3,616.7)
Interest income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.0 3.0 14.5 Ì

Loss before income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (78.7) (73.9) (821.1) (3,616.7)
Deferred tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2 Ì Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (78.9)% (73.9)% (821.1)% (3,616.7)%
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Year Ended March 31, 2000 compared to Year Ended March 31, 1999

Revenue

Total revenue increased by approximately $18.5 million, or 416%, to $23.0 million for the year ended
March 31, 2000 from $4.5 million for the year ended March 31, 1999. In March 1999, webMethods
agreed to license its webMethods B2B software to SAP AG to include in their software and to provide
SAP AG with development services. For this license and these services, SAP AG agreed to pay to
webMethods a Ñxed license and development fee payable in eleven quarterly installments beginning with
the quarter ended June 30, 1999. webMethods is recognizing revenue under this contract as the payments
become due in accordance with SOP 97-2. As a result, SAP AG accounted for approximately 22% of our
revenues during the year ended March 31, 2000 and 12% for the quarter ended March 31, 2000.

License. License revenue increased by approximately $11.8 million, or 318%, to $15.5 million for the
year ended March 31, 2000 from $3.7 million for the year ended March 31, 1999. This increase is
primarily attributable to an increase in sales to new and existing customers resulting from increased sales
force headcount and a growing acceptance of webMethods B2B software. License revenue from
webMethods relationship with SAP AG, which commenced in March 1999, accounted for approximately
$3.7 million, or approximately 24%, of the total license revenue for the year ended March 31, 2000 and
15.9% for the quarter ended March 31, 2000.

Professional Services. Professional services revenue increased by approximately $4.6 million, or
790%, to $5.2 million for the year ended March 31, 2000 from $582,000 for the year ended March 31,
1999. This increase is attributable to the increased licensing activity described above, which has resulted in
increased customer implementation activity and follow-on professional services. Professional services
revenue attributable to the SAP AG relationship was approximately $625,000, or 12% of total professional
service revenue for the year ended March 31, 2000 and 5.9% for the quarter ended March 31, 2000.

Maintenance. Maintenance revenue increased by approximately $2.2 million, or 1,247%, to
$2.3 million for the year ended March 31, 2000 from $173,000 for the year ended March 31, 1999. This
increase is attributable to the increased licensing activity described above. Because a majority of the
license contracts include post-contract maintenance and support, an increased level of license revenue
results in an increased amount of maintenance revenue recognized ratably over the term of the
maintenance agreement. Maintenance revenue attributable to the SAP AG relationship was approximately
$553,000, or 24%, of total maintenance revenue for the year ended March 31, 2000 and 14.6% for the
quarter ended March 31, 2000.

Cost of revenue

License. Cost of license revenue increased by approximately $812,000, or 472%, to $984,000 for the
year ended March 31, 2000 from $172,000 for the year ended March 31, 1999. This increase in the cost of
licenses is primarily due to the write-oÅ of $318,000 of prepaid third party software licensing fees and, to a
lesser extent, to higher license fees paid to third party software developers and $205,000 related to the
provision for warranty obligations. During the year ended March 31, 1999, webMethods paid $590,000 to a
third party for a 30-month license for two products to be embedded into its software product oÅerings.
During the year ended March 31, 2000, webMethods developed a solution to replace the functionality of
one of the third party products. As a result, webMethods wrote oÅ $318,000, representing the unamortized
portion of the third party product no longer being utilized in the product oÅering. Gross proÑt margin on
license revenue decreased to 94% for the year ended March 31, 2000 compared to 95% for the year ended
March 31, 1999. This decrease was primarily due to the expensing of $318,000 of third party software
licensing fees in the year ended March 31, 2000.

Professional Services and Maintenance. Cost of professional services and maintenance increased by
approximately $7.2 million, or 1,501% to $7.7 million for the year ended March 31, 2000 from $482,000
for the year ended March 31, 2000. This increase is primarily attributable to increases in the number of
professional service and technical support personnel, which increased to 59 people as of March 31, 2000
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from 5 people as of March 31, 1999. In addition, subcontractor, travel, and recruiting expenses contributed
to the increase in cost of professional services and maintenance for the year ended March 31, 2000. Gross
proÑt margin on professional services and maintenance decreased to (3)% of professional services and
maintenance revenue in the year ended March 31, 2000 compared to 36% for the year ended March 31,
1999.

Gross proÑt

Gross proÑt increased by approximately $10.5 million, or 276%, to $14.3 million for the year ended
March 31, 2000 from $3.8 million for the year ended March 31, 1999. The increase is attributable to the
growth in webMethods' customer base, which contributed to increased revenue from software licenses,
professional services and maintenance. The gross proÑt margin was 62% for the year ended March 31,
1999 down from 85.3% for the year ended March 31, 1999. The reduction in the gross proÑt margin is
primarily attributable to the increased proportion of professional services revenue, which generates a lower
margin than license revenue, during the year ended March 31, 2000. The gross proÑt margin for the year
ended March 31, 2000 was also reduced due to the expensing of $318,000 of prepaid software licensing
fees referred to above.

Operating expenses

Sales and Marketing. Sales and marketing expenses increased by approximately $15.8 million, or
348%, to $20.4 million for the year ended March 31, 2000 from $4.6 million for the year ended March 31,
1999. The increase in sales and marketing expenses is primarily attributable to an increase in the number
of sales and marketing employees and, to a lesser extent, increases in marketing programs. webMethods
believes that these expenses will continue to increase in absolute dollar amounts in future periods as it
continues to expand its sales and marketing eÅorts.

Research and Development. Research and development expenses increased by approximately
$4.8 million, or 288%, to $6.4 million for the year ended March 31, 2000 from $1.7 million for the year
ended March 31, 1999. The increase in research and development expenses is attributable to increases in
the number of software development, pre-commercial release quality assurance and documentation
personnel and in third-party development costs. webMethods believes that continued investment in
research and development is critical to attaining its strategic objectives, and, as a result, expects research
and development expenses to increase signiÑcantly in future periods.

General and Administrative. General and administrative expenses increased by approximately
$4.9 million, or 476%, to $5.9 million for the year ended March 31, 2000 from $1.0 million for the year
ended March 31, 1999. This increase is primarily attributable to increases in the number of accounting and
Ñnance, human resources, and oÇce administration personnel. In addition, professional service fees,
corporate insurance and other general corporate costs increased to support organizational growth.
webMethods expects general and administrative costs to continue to increase in absolute dollars as it adds
personnel to support its expanding operations and incurs additional costs related to the growth of its
business.

Amortization of Deferred Stock Compensation. Certain options granted during the year ended
March 31, 2000 have been treated as compensatory because the estimated fair value for accounting
purposes was greater than the exercise price as determined by the Board of Directors on the date of grant.
The total deferred stock compensation associated with these options as of March 31, 2000 amounted to
approximately $9.3 million, net of amortization. Of the total deferred stock compensation, approximately
$1.8 million was amortized in the year ended March 31, 2000. These amounts are being amortized over
the respective vesting periods of these equity arrangements, generally 48 months.

Interest income, net

Interest income, net increased by approximately $1.9 million, or 1,451%, to $2.1 million for the year
ended March 31, 2000 from $134,000 for the year ended March 31, 1999. This increase is attributable to
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increases in interest income that resulted from the approximately $169.4 million in net cash proceeds
generated by webMethods from the issuance of common stock in the initial public oÅering and the
concurrent private placement in February 2000.

Fiscal Year Ended March 31, 1999 compared to Fiscal Year Ended March 31, 1998

Revenue

Total revenue increased by approximately $4.3 million, or 2,588%, to $4.5 million in Ñscal 1999, from
$166,000 in Ñscal 1998 as webMethods Ñrst shipped webMethods B2B at the end of the Ñrst quarter of
Ñscal 1999. During Ñscal 1999, two customers accounted for an aggregate of approximately 23% of total
revenue. Telstra accounted for approximately 13% and Object Design accounted for approximately 10% of
total revenue. In Ñscal 1998, Ericsson, Cisco Systems, JP Morgan and AnswerThink Consulting Group
accounted for an aggregate of approximately 63% of total revenue.

License. License revenue increased by approximately $3.6 million, or 3,644%, to $3.7 million in Ñscal
1999 from $99,000 in Ñscal 1998. This increase is primarily attributable to the initial shipment of
webMethods B2B in June 1998, an increase in sales to customers resulting from increasing the sales force
and a growing acceptance of webMethods software.

Professional Services. Professional services revenue increased approximately $525,000, or 921%, to
$582,000 in Ñscal 1999 from $57,000 in Ñscal 1998. This increase is attributable to the increased license
activity described above which resulted in customer implementation activity and follow-on professional
services.

Maintenance. Maintenance revenue increased by approximately $163,000, or 1,630%, to $173,000 in
Ñscal 1999 from $10,000 in Ñscal 1998. This increase is attributable to the increased licensing activity
described above.

Cost of revenue

License. Cost of license revenue increased to $172,000 in Ñscal 1999 from $0 in Ñscal 1998. This
increase in the cost of licenses is due to license fees paid to third party software developers for software
included in the software and provisions for warranty obligations. Gross proÑt margin on license revenue
decreased to 95% in Ñscal 1999 compared to 100% in Ñscal 1998. This decrease was attributable to Ñscal
1999 costs associated with the above mentioned license fees and warranty obligations, neither of which
were incurred in Ñscal 1998.

Professional Services and Maintenance. Cost of professional services and maintenance increased to
$482,000 in Ñscal 1999 from $0 in Ñscal 1998. This increase is primarily attributable to increases in the
number of professional service and technical support personnel, which increased to Ñve people at
March 31, 1999 from none at March 31, 1998. Gross proÑt margin on professional services and
maintenance decreased to 36% of professional services and maintenance revenue in Ñscal 1999 compared
to 100% in Ñscal 1998. The margin on professional services and maintenance declined due to the costs
incurred in expanding the professional services and customer care organization.

Gross proÑt

Gross proÑt increased by approximately $3.6 million, or 2,194%, to $3.8 million in Ñscal 1999 from
$166,000 in Ñscal 1998. The increase is attributable to the growth in webMethods' customer base, which
contributed to increased revenue from software licenses, professional services and maintenance. The gross
proÑt margin was 85.3% for the year ended March 31, 1999, down from 100% for the year ended
March 31, 1998. The reduction in the gross proÑt margin is attributable to the increased proportion of
professional services revenue, which generates a lower margin than license revenue, during the year ended
March 31, 1999.
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Operating expenses

Sales and Marketing. Sales and marketing expenses increased by approximately $3.9 million, or
553%, to $4.6 million in Ñscal 1999 from $697,000 in Ñscal 1998. The increase in the total amount of sales
and marketing expenses is primarily attributable to an increase in the number of sales and marketing
employees and, to a lesser extent, increases in marketing programs.

Research and Development. Research and development expenses increased by approximately
$1.1 million, or 191%, to $1.7 million in Ñscal 1999 from $569,000 in Ñscal 1998. The increase in the total
amount of research and development expenses is attributable to increases in the number of software
developers and pre-commercial release quality assurance and documentation personnel.

General and Administrative. General and administrative expenses increased by approximately
$745,000, or 260%, to $1.0 million in Ñscal 1999 from $287,000 in Ñscal 1998. This increase is primarily
attributable to increases in the number of administrative and professional services personnel and other
general corporate expenses as webMethods grew from 17 employees as of March 31, 1998 to 65 employees
as of March 31, 1999.

Interest income, net

Interest income, net increased by approximately $110,000, or 458%, to $134,000 in Ñscal 1999 from
$24,000 in Ñscal 1998. This increase is attributable to increases in interest income, which resulted from
approximately $6.4 million in net cash proceeds webMethods generated from the issuance of mandatorily
redeemable, convertible preferred stock in September 1998.

Quarterly results of operations

The following tables set forth consolidated statement of operations data for webMethods for each of
the eight quarters ended March 31, 2000, as well as that data expressed as a percentage of the total
revenue for the quarter presented. This information has been derived from the unaudited consolidated
Ñnancial statements of webMethods. The unaudited consolidated Ñnancial statements have been prepared
on the same basis as the audited consolidated Ñnancial statements contained in this Joint Proxy
Statement/Prospectus and include all adjustments, consisting only of normal recurring adjustments that
webMethods considers necessary for a fair presentation of such information. The stockholder should read
this information in conjunction with the annual audited consolidated Ñnancial statements of webMethods
and related notes appearing elsewhere in this prospectus. The stockholder should not draw any conclusions
about the future results of webMethods from the results of operations for any quarter.

Three Months Ended

Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30,
2000 1999 1999 1999 1999 1998 1998 1998

(in thousands)

Revenue:

LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6,663 $ 3,959 $ 2,719 $2,154 $1,777 $1,064 $ 633 $ 233

Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,759 1,122 732 564 386 93 72 31

Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 955 657 397 321 91 51 21 10

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,377 5,738 3,848 3,039 2,254 1,208 726 274

Cost of revenue:

LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 334 245 324 81 98 53 14 7

Professional services and maintenance ÏÏÏÏ 4,282 2,101 894 440 233 177 43 29

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏ 4,616 2,346 1,218 521 331 230 57 36

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,761 3,392 2,630 2,518 1,923 978 669 238
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Three Months Ended

Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30,
2000 1999 1999 1999 1999 1998 1998 1998

(in thousands)

Operating expenses:

Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,928 5,288 3,987 2,163 1,814 1,291 821 625

Research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,461 1,736 1,561 661 579 458 361 257

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,167 1,692 1,392 689 496 222 175 139

Amortization of deferred stock

compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,386 381 Ì Ì Ì Ì Ì Ì

Total operating expenses ÏÏÏÏÏÏÏÏÏ 14,942 9,097 6,940 3,513 2,889 1,971 1,357 1,021

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,181) (5,705) (4,310) (995) (966) (993) (688) (783)

Interest income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,511 251 217 101 51 64 2 17

Loss before income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(7,670) $(5,454) $(4,093) $ (894) $ (915) $ (929) $ (686) $ (766)

Deferred tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Ì Ì Ì Ì Ì Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(7,716) $(5,454) $(4,093) $ (894) $ (915) $ (929) $ (686) $ (766)

As a Percentage of Total Revenue

Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30,
2000 1999 1999 1999 1999 1998 1998 1998

Revenue:

License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64.2% 69.0% 70.7% 70.9% 78.9% 88.1% 87.2% 85.0%

Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26.6 19.6 19.0 18.6 17.1 7.7 9.9 11.3

Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.2 11.4 10.3 10.5 4.0 4.2 2.9 3.7

Total revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Cost of revenue:

License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.2 4.3 8.5 2.7 4.3 4.4 2.0 2.5

Professional services and maintenance ÏÏÏÏ 41.3 36.6 23.2 14.4 10.4 14.6 5.9 10.6

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏ 44.5 40.9 31.7 17.1 14.7 19.0 7.9 13.1

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55.5 59.1 68.3 82.9 85.3 81.0 92.1 86.9

Operating expenses:

Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 86.0 92.2 103.6 71.2 80.5 106.9 113.1 228.1

Research and developmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23.7 30.2 40.6 21.8 25.7 37.9 49.7 93.8

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.9 29.5 36.1 22.6 22.0 18.4 24.1 50.7

Amortization of deferred stock

compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13.4 6.6 Ì Ì Ì Ì Ì Ì

Total operating expensesÏÏÏÏÏÏÏÏÏÏ 144.0 158.5 180.3 115.6 128.2 163.2 186.9 372.6

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88.5) (99.4) (112.0) (32.7) (42.9) (82.2) (94.8) (285.7)

Interest income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.6 4.4 5.6 3.3 2.3 5.3 .3 6.2

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (73.9)% (95.0)% (106.4)% (29.4)% (40.6)% (76.9)% (94.5)% (279.5)%

Deferred tax provisionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ .5 Ì Ì Ì Ì Ì Ì Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (74.4)% (95.0)% (106.4)% (29.4)% (40.6)% (76.9)% (94.5)% (279.5)%

webMethods' total revenue has increased in each quarter since it released webMethods B2B in
June 1998. The quarterly increase is due to growth in the number of customers resulting from increased
market awareness and acceptance of webMethods' software, expansion of the company's sales organization
and an increase in professional services and maintenance revenue that reÖects the growth in the installed
base of product licenses.

The cost of revenue has increased each quarter in conjunction with increases in total revenue. Cost of
license revenue decreased during the quarter ended June 30, 1999 due to the modiÑcation of a third-party
software license agreement, and increased in the quarter ended September 30, 1999 due to a write-oÅ of
$235,000 included in the previously mentioned $318,000 write-oÅ of prepaid third-party software licensing
fees. The contract modiÑcation in the quarter ended June 30, 1999 resulted in a prepaid Ñxed licensing fee
that is being amortized over the estimated useful life of the license. The original licensing arrangement
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established a deÑned royalty to be paid based on the type and quantity of software licenses sold by
webMethods. Cost of professional services and maintenance increased due to the expansion of the
professional services and customer care organizations and increased subcontractor costs.

Operating expenses have generally increased in absolute dollars each quarter because of increased
staÇng in sales and marketing, research and development and general and administrative functions. In
addition, sales and marketing expenses have increased due to increases in marketing programs, sales
commissions, sales oÇce expenses and expansion into Europe in June 1999. In addition to costs related to
increased headcount, general and administrative expenses have increased due to increases in legal,
accounting and other professional fees.

Provision for income taxes

webMethods has recorded a provision for income taxes of $46,000 for the year ended March 31, 2000,
which relates to the write-oÅ of the deferred tax asset recorded in connection with the unrealized holding
losses on marketable securities available for sale, no other provisions for income taxes has been recorded as
webMethods has incurred operating losses since its inception. webMethods has recorded a valuation
allowance for the full amount of its net deferred tax assets, as the realizability of the deferred tax assets is
not currently predictable.

As of March 31, 2000, webMethods had net operating loss carry-forwards of approximately
$12.1 million. These net operating loss carryforwards are available to reduce future taxable income and
begin to expire in Ñscal 2012. Under the provisions of the Internal Revenue Code, certain substantial
changes in the ownership of webMethods may limit the amount of net operating loss carry-forwards that
could be utilized annually in the future to oÅset taxable income.

Liquidity and capital resources

webMethods has Ñnanced its operations through an initial public oÅering of its common stock which
was completed on February 10, 2000, private sales of mandatorily redeemable, convertible preferred stock,
resulting in net proceeds from inception to March 31, 2000, of approximately $38.7 million, and, to a
lesser extent, through bank loans and equipment leases. As of March 31, 2000, webMethods had
approximately $156.8 million in cash and cash equivalents, approximately $8.3 million in short-term
investments, approximately $32.6 million in long-term investments and approximately $154.3 million in
working capital.

Net cash used in operating activities was approximately $784,000 in Ñscal 2000, approximately
$4.0 million in Ñscal 1999, approximately $1.3 million in Ñscal 1998 and $221,000 in Ñscal 1997. Net cash
Öows from operating activities in each period reÖect increasing net losses and, to a lesser extent, increases
in accounts receivable oÅset in part by increases in accounts payable, accrued expenses and accrued
compensation. In Ñscal 1997, net cash Öow from operating activities was also oÅset by the non-cash
expense related to intellectual property. Net cash used in operating activities for the year ended March 31,
2000 reÖects an increase of approximately $14.7 million of deferred revenue from customer payments that
were not recognized as revenue.

Net cash used in investing activities was approximately $43.8 million in Ñscal 2000, approximately
$1.9 million in Ñscal 1999, $81,000 in Ñscal 1998, $21,000 in Ñscal 1997. Cash used in investing activities
reÖects purchases of property and equipment in each period, and purchases of marketable securities
available for sale in Ñscal 2000 and Ñscal 1999. Capital expenditures were approximately $3.2 million in
Ñscal 2000, approximately $385,000 in Ñscal 1999, approximately $81,000 in Ñscal 1998 and approximately
$21,000 in Ñscal 1997. Capital expenditures consisted of purchases of operating resources to manage
operations, including computer hardware and software, oÇce furniture and equipment and leasehold
improvements. Since inception webMethods has generally funded capital expenditures either through
capital leases, the use of working capital, or bank loans. webMethods expects that its capital expenditures
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will continue to increase in the future. In connection with the relocation of corporate headquarters in
March 2000, webMethods incurred approximately $1.6 million in leasehold improvements and furniture
and equipment purchases.

Net cash from Ñnancing activities was approximately $198.2 million in Ñscal 2000, approximately
$6.7 million in Ñscal 1999, approximately $3.6 million in Ñscal 1998 and approximately $435,000 in 1997.
These cash Öows primarily reÖect net cash proceeds from private sales of mandatorily redeemable,
convertible preferred stock in Ñscal 2000, 1999 and 1998. In addition, webMethods received an additional
$165 million in net proceeds from the issuance of common stock from the initial public oÅering in
February 2000 and $17.5 million in proceeds from the sale of shares of common stock issued in a private
transaction concurrent with the closing of its initial public oÅering. Cash from Ñnancing activities in Ñscal
1997 primarily reÖects net proceeds from private sales of common stock. webMethods has an outstanding
balance of $153,000 as of March 31, 2000 under a credit agreement. This loan bears interest at the bank's
prime rate plus 1.5% per annum and is secured by substantially all of webMethods' assets. In
December 1999 webMethods entered into a revolving promissory note to borrow up to a maximum
principal amount of $3,000,000 with a maturity date of December 2, 2000. Borrowings under this note are
limited to a borrowing base of 75% of eligible accounts receivable. This note bears interest at the bank's
prime rate plus 1% per annum. As of March 31, 2000, the company had not borrowed against this
revolving promissory note. In connection with the revolving promissory note, webMethods obtained a letter
of credit totaling $750,000 which expires in June 2001 and relates to the new oÇce lease.

webMethods expects to experience signiÑcant growth in its operating expenses, particularly research
and development and sales and marketing expenses, for the foreseeable future in order to execute its
business plan. As a result, webMethods anticipates that such operating expenses, as well as planned capital
expenditures, will constitute a material use of its cash resources. In addition, the company may utilize cash
resources to fund acquisitions or investments in complementary businesses, technologies or product lines.
webMethods believes that its existing working capital and its revolving promissory note will be suÇcient to
meet the company's working capital and operating resource expenditure requirements for at least the next
twelve months. Thereafter, webMethods may Ñnd it necessary to obtain additional equity or debt Ñnancing.
In the event additional Ñnancing is required, webMethods may not be able to raise it on acceptable terms
or at all.

Quantitative and qualitative disclosures about market risk

webMethods is exposed to a variety of risks, including changes in interest rates aÅecting the return on
its investments and foreign currency Öuctuations. webMethods has established policies and procedures to
manage its exposure to Öuctuations in interest rates and foreign currency exchange rates.

Interest rate risk. webMethods maintains its funds in money market and certiÑcate of deposit
accounts at Ñnancial institutions. webMethods' exposure to market risk due to Öuctuations in interest rates
relates primarily to its interest earnings on its cash deposits. These securities are subject to interest rate
risk in as much as their fair value will fall if market interest rates increase. If market interest rates were to
increase immediately and uniformly by 10% from the levels prevailing as of March 31, 2000, the fair value
of the portfolio would not decline by a material amount. webMethods does not use derivative Ñnancial
instruments to mitigate risks. However, it does have an investment policy that would allow it to invest in
short-term and long-term investments such as money market instruments and corporate debt securities.
webMethods' policy attempts to reduce such risks by typically limiting the maturity date of such securities
to no more than twenty-four months with a maximum average maturity to its whole portfolio of such
investments at twelve months, placing its investments with high credit quality issuers and limiting the
amount of credit exposure with any one issuer.

Foreign currency exchange rate risk. webMethods' exposure to market risk due to Öuctuations in
foreign currency exchange rates relates primarily to the intercompany balances with its UK, Netherland
and German subsidiaries. Although webMethods transacts business in various foreign countries, settlement
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amounts are usually based on U.S. currency. Transaction gains or losses have not been signiÑcant in the
past, and there is no hedging activity on the pound, guilders or other currencies. webMethods would not
experience a material foreign exchange loss based on a hypothetical 10% adverse change in the price of the
pound, guilders or deutsche mark against the U.S. dollar. Consequently, webMethods does not expect that
a reduction in the value of such accounts denominated in foreign currencies resulting from even a sudden
or signiÑcant Öuctuation in foreign exchange rates would have a direct material impact on webMethods'
Ñnancial position, results of operations or cash Öows.

Notwithstanding the foregoing analysis of the direct eÅects of interest rate and foreign currency
exchange rate Öuctuations on the value of certain of webMethods' investments and accounts, the indirect
eÅects of such Öuctuations could have a material adverse eÅect on webMethods' business, Ñnancial
condition and results of operations. For example, international demand for webMethods' products is
aÅected by foreign currency exchange rates. In addition, interest rate Öuctuations may aÅect the buying
patterns of webMethods' customers. Furthermore, interest rate and currency exchange rate Öuctuations
have broad inÖuence on the general condition of the U.S. foreign and global economics, which could
materially adversely aÅect webMethods' business, Ñnancial condition, results of operations and cash Öows.

Recently issued accounting pronouncements

In December 1999, the Commission released StaÅ Accounting Bulletin (""SAB'') No. 101, ""Revenue
Recognition in Financial Statements,'' which provides guidance on the recognition, presentation and
disclosure of revenue in Ñnancial statements Ñled with the SEC. Subsequently, the SEC released SAB
101A, which delayed the implementation date of SAB 101 for registrants with Ñscal years that begin
between December 16, 1999 and March 15, 2000. webMethods is required to be in conformity with the
provisions of SAB 101, as amended by SAB 101A, no later than April 1, 2000 and does not expect a
material eÅect on its Ñnancial position, results of operations or cash Öows as a result of SAB 101.

In June 1999, the Financial Accounting Standards Board (""FASB'') issued SFAS No. 137, which
delays the eÅective date of SFAS No. 133, ""Accounting for Derivative Instruments and Hedging
Activities,'' which will be eÅective for webMethods' Ñscal year 2001. This statement establishes accounting
and reporting standards requiring that every derivative instrument, including certain derivative instruments
embedded in other contracts, be recorded in the balance sheet as either an asset or liability measured at its
fair value. The statement also requires that changes in the derivative's fair value be recognized in earnings
unless speciÑc hedge accounting criteria are met. webMethods has not entered into derivative contracts
and does not have near term plans to enter into derivative contracts, accordingly the adoption of SFAS
No. 133 and SFAS No. 137 is not expected to have a material eÅect on its Ñnancial statements.

In March 2000, FASB issued Interpretation (FIN) No. 44, ""Accounting for Certain Transactions
Involving Stock Compensation Ì An Interpretation of APB Opinion No. 25.'' FIN 44 clariÑes the
application of APB Opinion No. 25 and, among other issues, clariÑes the following: the deÑnition of an
employee for purposes of applying APB Opinion No. 25; the criteria for determining whether a plan
qualiÑes as a non-compensatory plan; the accounting consequence of various modiÑcations to the terms of
previously Ñxed stock options or awards; and the accounting for an exchange of stock compensation awards
in a business combination. FIN 44 is eÅective July 1, 2000, but certain conclusions in FIN 44 cover
speciÑc events that occurred after either December 15, 1998 or January 12, 2000. webMethods does not
expect the application of FIN 44 to have a material impact on its Ñnancial position or results of
operations.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA FOR ACTIVE SOFTWARE

The following selected historical consolidated Ñnancial data for Active Software should be read in
conjunction with the consolidated Ñnancial statements and notes to the consolidated Ñnancial statements
and Management's Discussion and Analysis of Financial Condition and Results of Operations of Active
Software which are included elsewhere in this Joint Proxy Statement/Prospectus. The historical
consolidated statement of operations data for the three month period ended March 31, 2000 and 1999 and
historical consolidated balance sheet data as of March 31, 2000 are derived from unaudited Ñnancial
statements which are included elsewhere in this Joint Proxy Statement/Prospectus. The historical
consolidated statement of operations data for the years ended December 31, 1999, 1998 and 1997 and the
historical consolidated balance sheet data as of December 31, 1999 and 1998 are derived from the
consolidated Ñnancial statements of Active Software, which have been audited by Deloitte & Touche LLP,
independent auditors for Active Software, and are included elsewhere in this Joint Proxy Statement/
Prospectus. The historical consolidated statement of operations data for the year ended December 31, 1996
and the period from inception through December 31, 1995 and the historical consolidated balance sheet
data as of December 31, 1996 and 1995 are derived from consolidated Ñnancial statements of Active
Software not included in this Joint Proxy Statement/Prospectus. The historical results presented below are
not necessarily indicative of future results.

Period from
inception

(Sep. 19, 1995)
Three Months Ended through

Years Ended December 31,March 31, March 31, Dec. 31,
2000 1999 1999 1998 1997 1996 1995

(in thousands, except per share data)

Consolidated Statements of
Operations Data:

Revenues:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,170 $ 2,364 $ 20,491 $ 5,900 $ 2,625 $ 280 $ Ì
Professional services ÏÏÏÏÏÏÏ 2,204 818 4,475 1,133 477 5 25
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,221 380 2,477 566 91 Ì Ì

Total revenues ÏÏÏÏÏÏÏÏÏÏ 13,595 3,562 27,443 7,599 3,193 285 25
Cost of revenues:

License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 404 152 1,376 477 30 6 Ì
Professional services and

maintenance(a)ÏÏÏÏÏÏÏÏÏ 2,566 1,227 6,409 2,290 623 165 10

Total cost of revenuesÏÏÏÏ 2,970 1,379 7,785 2,767 653 171 10

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,625 2,183 19,658 4,832 2,540 114 15
Operating expenses:

Sales and marketing(a) ÏÏÏÏ 7,991 3,146 18,821 8,669 2,896 685 23
Research and

development(a)ÏÏÏÏÏÏÏÏÏ 2,640 1,060 6,780 3,971 2,830 1,182 78
General and

administrative(a)ÏÏÏÏÏÏÏÏ 1,212 476 3,076 2,069 1,796 1,163 41
Amortization of deferred

stock compensation ÏÏÏÏÏÏ 302 263 1,170 336 Ì Ì Ì
Amortization of goodwill and

acquired intangiblesÏÏÏÏÏÏ 2,018 Ì Ì Ì Ì Ì Ì
Purchased in-process

technology ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,737 Ì Ì Ì Ì Ì Ì

Total operating expenses 16,900 4,945 29,847 15,045 7,522 3,030 142

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,275) (2,762) (10,189) (10,213) (4,982) (2,916) (127)
Other income (expense),

netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 480 21 822 271 129 102 (6)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,795) $(2,741) $ (9,367) $ (9,942) $(4,853) $(2,814) $ (133)

Basic and diluted net loss per
common share ÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.25) $ (0.60) $ (0.79) $ (3.21) $ (2.50) $ (6.59) $(10.23)

Shares used in computing basic
diluted net loss per common
share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,560 4,542 11,851 3,096 1,945 427 13

(a) For the three months ended March 31, 2000 and 1999 and for the years ended December 31, 1999
and 1998, excludes non-cash stock compensation as described in the Active Software consolidated
Ñnancial statements included elsewhere in this Joint Proxy Statement/Prospectus.
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As of
As of December 31,March 31,

2000 1999 1998 1997 1996 1995

(in thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,938 $ 17,299 $ 7,461 $ 2,876 $ 1,393 $ 95
Working capital (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,274 37,049 7,493 2,755 1,002 (316)
Total assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 96,816 51,822 12,294 5,195 1,901 316
Notes payable, less current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 108 216 300 Ì
Convertible redeemable preferred stock ÏÏÏÏÏÏÏÏÏ Ì Ì 25,117 11,008 3,995 Ì
Total stockholders' equity (deÑciency)ÏÏÏÏÏÏÏÏÏÏ 82,002 41,227 (16,756) (7,743) (2,891) (126)
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS OF ACTIVE SOFTWARE

The following discussion of the Ñnancial condition and results of operations of Active Software should
be read in conjunction with the Management's Discussion and Analysis of Financial Condition and Results
of Operations and the Consolidated Financial Statements and the Notes thereto included elsewhere in this
Joint Proxy Statement/Prospectus, in Active Software's Annual Report on Form 10-K for the year ended
December 31, 1999 and Quarterly Report on Form 10-Q for the quarter ended March 31, 2000. The
following discussion contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
Words such as ""anticipates,'' ""expects,'' ""intends,'' ""plans,'' ""believes,'' ""seeks,'' ""estimates'' and similar
expressions identify such forward-looking statements. These forward-looking statements are subject to risks
and uncertainties that could cause actual results to diÅer materially from those indicated in the forward-
looking statements. Factors which could cause actual results to diÅer materially include those set forth in
the following discussion, and elsewhere in this document. Unless required by law, Active Software
undertakes no obligation to update publicly any forward-looking statements.

Overview

Active Software is a provider of eBusiness infrastructure software products that provides its customers
with a platform to automate end-to-end business processes inside their enterprise, with business-to-business
(B2B) trading partners and with customers over the Internet. The ActiveWorksTM Integration System
enables Active Software's customers to accelerate their time to market for products and services, enhance
their relationships with customers, suppliers and partners and substantially reduce their operating and
information technology costs. Active Software's customers use this platform to automate business processes
without costly and time-consuming custom programming, enabling them to quickly and cost-eÅectively
compete in today's rapidly changing network economy. Active Software has designed the ActiveWorks
Integration System to provide a highly Öexible and adaptable eBusiness infrastructure that can be deployed
quickly and changed easily in response to evolving business requirements. In addition, Active Software
partners with a broad range of system integrators and hardware, software and service providers in order to
oÅer its customers a comprehensive eBusiness solution.

Active Software generates revenue principally from licenses of its ActiveWorks software products and,
to a lesser extent, from services such as maintenance and support, as well as consulting and training.
License revenues comprised 75% and 66% of Active Software's total revenues in the Ñrst quarter of Ñscal
2000 and 1999 respectively, while service revenues comprised 25% and 34% of total revenues in the same
periods. Active Software recognizes license revenues upon shipment of the software if collection of the
resulting receivable is probable, an agreement has been signed, the fee is Ñxed or determinable and Active
Software has no signiÑcant obligations remaining. A customer purchasing the ActiveWorks Integration
System will, at a minimum, purchase at least one Information Broker and one or more Adapters to
connect the Information Broker to the customer's various enterprise software applications. In addition, the
customer may purchase optional features such as the Multi-Broker option, High-Availability option,
Secure Socket Layer option and integration agents. Revenues from maintenance and support are
recognized ratably over the period of the contract, which is typically one year, while revenues from
consulting and training services are recognized as the services are performed. Payments received in
advance of services rendered are recorded as deferred revenues, and these balances were $6.2 million and
$4.0 million as of March 31, 2000 and December 31, 1999, respectively. Substantially all of Active
Software's customers enter into maintenance and support contracts when they purchase their initial
ActiveWorks software products.

Active Software promotes and sells its ActiveWorks software products through its direct sales force
and through indirect channels. Active Software has derived, and expects to continue to derive, a signiÑcant
portion of its sales in both channels from customers that have signiÑcant relationships with third-party
system integrators. Its current relationships with these system integrators typically are structured as co-
marketing arrangements in which the customer is referred by the system integrator to license the software
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directly from Active Software. As a result, there is no revenue sharing arrangement between the system
integrator and Active Software, and its current arrangements with these system integrators generally do not
impose any limitations on its ability to sell its products. In addition, Active Software has entered into a
limited number of reseller arrangements in which its products are embedded in the reseller's products, for
which Active Software receives a royalty from the reseller. To date, revenues from these reseller
arrangements have been insigniÑcant. Since the Ñrst quarter of 1999, Active Software expanded its
presence in international markets by opening sales oÇces in the United Kingdom, in the Netherlands and
in Singapore, and by establishing relationships with system integrators and resellers in other international
markets. Revenues derived from international sales represented 8% and 5% of total revenues in the Ñrst
quarter of Ñscal 2000 and 1999, respectively. Active Software expects that international sales will account
for an increasing portion of its revenues, although the percentage of its total revenues derived from
international sales may vary.

Since inception, Active Software has incurred substantial research and development costs and has
invested heavily in the expansion of its sales and marketing and professional services organizations to build
an infrastructure to support its long-term growth strategy. The number of Active Software's full-time
employees increased to 220 as of March 31, 2000 from 163 as of December 31, 1999. As a result of these
investments, Active Software has incurred net losses in each Ñscal quarter since inception and, as of
March 31, 2000, had an accumulated deÑcit of $32.9 million. Active Software anticipates that its operating
expenses will continue to increase for the foreseeable future, as Active Software expands its product
development and sales and marketing eÅorts. In addition, Active Software expects to incur additional
expenses associated with being a public company. Accordingly, Active Software expects to incur net losses
for the foreseeable future.

Active Software believes that period-to-period comparisons of its historical operating results are not
necessarily meaningful and should not be relied upon as being indicative of future performance, which
must be considered in light of the risks, expenses and diÇculties frequently encountered by companies in
early stages of development, particularly companies in new and rapidly evolving markets like Active
Software's. Although Active Software recently has experienced signiÑcant revenue growth, this trend may
not continue. Furthermore, Active Software may not achieve or maintain proÑtability in the future.

In February 2000, Active Software completed the acquisition of Alier, Inc., a provider of enterprise
application integration software. In connection with this transaction, pursuant to which Alier became a
wholly owned subsidiary of Active Software, all outstanding shares of capital stock of Alier were
exchanged for 390,875 shares of Active Software common stock, and cash of $2.0 million. In addition, the
outstanding options to purchase Alier capital stock were converted into options to purchase 158,277 shares
of Active Software common stock. The merger was accounted for as a purchase transaction. Of the
390,875 shares of Active Software common stock issued in the transaction, a total of 38,685 shares are
being held in escrow for the purpose of indemnifying Active Software against certain liabilities of Alier.
This escrow will expire on February 11, 2001.

In February 2000, Active Software agreed to acquire Premier Software Technologies, Inc., a provider
of integration products and services for eCommerce. In connection with this transaction, which closed in
April 2000, Active Software issued 121,308 shares of Active Software common stock and cash in the
amount of $500,000 in exchange for all of the outstanding shares of capital stock of Premier. In addition,
Active Software issued options to purchase an aggregate of 11,548 shares of its common stock to
employees of Premier.

In February 2000, Active Software agreed to acquire TransLink Software, Inc., a provider of high
performance mainframe integration solutions for eBusiness. In connection with this transaction, which
closed in April 2000, Active Software made a cash payment in the aggregate amount of approximately
$4.5 million (less certain amounts related to professional fees) and issued 796,363 shares of Active
Software common stock. In addition, the outstanding options to purchase TransLink capital stock were
converted into options to purchase an aggregate of 43,041 shares of Active Software common stock.
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Each of the Premier and TransLink transactions will be accounted for using purchase accounting and
are subject to customary closing conditions. Both acquisitions were completed in April 2000. Amortization
of goodwill and other intangible in connection with these transactions is expected to increase net loss for
the foreseeable future. In addition, Active Software expects that its operating expenses will signiÑcantly
increase for the foreseeable future as a result of these transactions.

Three Months Ended March 31, 1999 and 2000

Revenue

Total revenue for the three months ended March 31, 2000 increased to $13.6 million from
$3.6 million for the three months ended March 31, 1999, an increase of 282%.

License revenue increased to $10.2 million in the three months ended March 31, 2000 from
$2.4 million in the three months ended March 31, 1999, an increase of 330%. The increase in license
revenue was due to an increase of $2.2 million in sales of additional ActiveWorks products and features to
existing customers and to an increase of $5.6 million in sales of Active Software's products to new
customers.

Service revenue, consisting of professional services and maintenance revenues, increased 186% to
$3.4 million in the three months ended March 31, 2000 from $1.2 million in the three months ended
March 31, 1999. The increase in service revenue was due primarily to an increase in professional services
revenues of $1.4 million and an increase in maintenance revenues of $841,000 in connection with the
growth of Active Software's customer base.

International revenues increased 483% to $1.1 million in the three months ended March 31, 2000
from $192,000 in the three months ended March 31, 1999. International revenues accounted for 8% and
5% of the total revenue for the Ñrst quarter of Ñscal 2000 and 1999, respectively. The increase in absolute
dollars was the result of expansion of Active Software's international sales force and an increase in licensed
revenue to the European region.

Cost of revenue

Total cost of revenue increased to $3.0 million in the three months ended March 31, 2000 from
$1.4 million in the three months ended March 31, 1999.

Cost of license revenues consists primarily of third-party license and support fees and, to a lesser
extent, costs of duplicating media and documentation. Cost of license revenue increased to $404,000 in the
three months ended March 31, 2000 from $152,000 in the three months ended March 31, 1999. The
growth in cost of license revenues was attributable primarily to the increase in license revenues. As a
percentage of license revenue, cost of license revenue was 4% and 6% for the Ñrst quarter of Ñscal 2000
and 1999, respectively. Active Software anticipates that the cost of license revenue will increase in absolute
dollars as Active Software licenses additional products, although cost of license revenue will vary as a
percentage of license revenue from period to period.

Cost of service revenues consists of compensation and related overhead costs for personnel engaged in
consulting, training, maintenance and support services for Active Software's customers. Cost of service
revenue increased to $2.6 million in the three months ended March 31, 2000 from $1.2 million in the
three months ended March 31, 1999. The growth in cost of service revenue was attributable primarily to
an increase in personnel dedicated to support a larger number of customers. As a percentage of service
revenue, cost of service revenue was 75% and 102% for the Ñrst quarter of Ñscal 2000 and 1999,
respectively. The decrease in percentage of service revenue was attributable primarily to the increases in
the service revenue base. Active Software anticipates that the cost of service revenue will increase in
absolute dollars as Active Software continues to expand its services oÅering, although cost of service
revenue may vary as a percentage of service revenue from period to period.
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Because the gross margin on license revenue is higher than the gross margin on service revenue, gross
proÑt as a percentage of total revenue is aÅected by the mix of license and service revenue. Active
Software expects that this mix will Öuctuate from quarter to quarter.

Operating expenses

Research and development. Research and development expenses consist primarily of compensation
and related costs for research and development employees and contractors. Research and development
expenses increased to $2.6 million in the three months ended March 31, 2000, from $1.1 million in the
three months ended March 31, 1999. The increase was attributable primarily to the addition of personnel
in Active Software's research and development organization associated with product development. As a
percentage of total revenue, research and development expenses were 19% and 30% in the Ñrst quarter of
Ñscal 2000 and 1999, respectively. The decrease in percentage of revenue is due primarily to the fact that
revenues have increased faster than research and development expenses in those periods. Active Software
expects to continue to make substantial investments in research and development and anticipate that
research and development expenses will continue to increase in absolute dollars, but may vary as a
percentage of total revenue from period to period.

Sales and marketing. Sales and marketing expenses consist primarily of compensation and related
costs for sales and marketing personnel, sales commissions, public relations, industry tradeshows and
promotional expenditures. Sales and marketing expenses increased to $8.0 million from $3.1 million in the
three months ended March 31, 2000 and 1999, respectively. The increase was attributable primarily to the
expansion of Active Software's direct sales force and increased promotional activity. The increase during
this period was attributable primarily to the addition of 44 employees in sales and marketing in the Ñrst
quarter of Ñscal 2000, and to increased commissions related to increased revenues and, to a lesser extent,
to costs associated with increased eÅorts to develop market awareness of Active Software's products and
services. As a percentage of total revenue, sales and marketing expenses for the Ñrst quarter of Ñscal 2000
and 1999 represented 59% and 88%, respectively. The decrease in sales and marketing expenses as a
percentage of revenues is primarily due to the fact that revenues have increased faster than sales and
marketing expenses in those periods. Active Software expects to continue increasing its marketing and
promotional eÅorts and to hire additional sales personnel. Accordingly, Active Software anticipate that
sales and marketing expenses will increase in absolute dollars, but may vary as a percentage of total
revenue from period to period.

General and administrative. General and administrative expenses consist primarily of personnel
expenses, legal and accounting expenses and other general corporate expenses. General and administrative
expenses increased to $1.2 million in the three months ended March 31, 2000 from $476,000 in the three
months ended March 31, 1999. The increase was due primarily to the addition of Ñnancial and
management personnel, as well as costs associated with operating as a public company. As a percentage of
total revenues, general and administrative expenses were 9% and 13% of total revenues for the Ñrst quarter
of Ñscal 2000 and 1999, respectively. The decrease in percentage of revenue was attributable primarily to
the increases in the revenue base. Active Software expects that general and administrative expenses will
continue to increase in absolute dollars as Active Software add personnel and incur additional costs related
to the anticipated growth of its business and operation.

Amortization of deferred stock compensation. Options granted in the Ñrst quarter of 1999 have been
considered to be compensatory as the estimated fair value for accounting purposes was greater than the
exercise price as determined by the board of directors on the date of grant. The total deferred stock
compensation, net of amortization associated with these options as of March 31, 2000 and December 31,
1999 amounted to $3.2 million and $3.5 million, respectively. These amounts are being amortized over the
respective vesting periods of these equity arrangements, generally 50 months. Of the total deferred stock
compensation, approximately $303,000 and $263,000 was amortized in the three months ended March 31,
2000 and 1999, respectively. Active Software expects amortization of approximately $1,208,000 in 2000,
$1,208,000 in 2001, $993,000 in 2002 and $122,000 in 2003 related to these options.
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Amortization of goodwill and other intangibles. Amortization of goodwill and other intangibles was
$2.0 million in the Ñrst quarter of Ñscal 2000. This amount represents one and a half months of
amortization of goodwill and other intangibles recorded upon the acquisitions of Alier, Inc. The estimated
useful life of the goodwill and the other intangibles is 3 years for trained and assembled workforce, one
year for license agreements, 2 years for non-compete agreements and 3 years for goodwill, and Active
Software expects amortization of approximately $15.4 million in 2000, $14.9 million in 2001 and
$14.3 million in 2002 related to goodwill and other intangibles.

Purchased in-process technology. Purchased in-process technology was $2.7 million in the Ñrst
quarter of Ñscal 2000. This amount represents one-time charge of $2.7 million recorded upon the
acquisition of Alier in February 2000.

Other income (net)

Other income consists primarily of interest income from cash and cash equivalents, short-term
investments and long-term marketable securities oÅset by interest expense related to long-term obligations.
For the three months ended March 31, 2000, net interest income was approximately $533,000, as
compared to $62,000 for the three months ended March 31, 1999. The increase in the Ñrst quarter of Ñscal
2000 was attributable primarily to higher cash balances resulting from the initial public oÅering of Active
Software's common stock in August 1999.

Fiscal Years ended December 31, 1998 and 1999

Revenues

Total revenues were $27.4 million, $7.6 million and $3.2 million in 1999, 1998 and 1997, respectively.
License revenues increased to $20.5 million in 1999 from $5.9 million in 1998 and from $2.6 million in
1997. The increase in license revenues was due to an increase of $10 million in 1999 and $1.5 million in
1998 in sales of additional ActiveWorks products and features to existing customers, and an increase of
$4.6 million in 1999 and $1.8 million in 1998 in sales of Active Software's products to new customers. As
a percentage of total revenues, license revenues were 75% and 78% for 1999 and 1998, respectively.

Service revenues increased to $7.0 million in 1999 from $1.7 million in 1998 and from $568,000 in
1997. As a percentage of total revenues, service revenues were 25% and 22% for 1999 and 1998,
respectively. The increase was attributable primarily to an increase in professional services revenues of
$3.3 million in 1999 and $656,000 in 1998, as a result of the establishment of Active Software's
professional services organization in the third quarter of 1998, and an increase in maintenance revenues of
$1.9 million in 1999 and $475,000 in 1998 due to the growth of Active Software's customer base.

Active Software expects services revenue to increase as a percentage of total revenue due to the
expected growth of its customer base.

Cost of revenues

Cost of license revenues increased to $1.4 million in 1999 from $477,000 in 1998 and from $30,000 in
1997. As a percentage of license revenues, cost of license revenues was 7% and 8% for 1999 and 1998,
respectively. The growth in cost of license revenues on an absolute dollars basis was attributable primarily
to a larger proportion of Active Software's products sold incorporating third party technology for which
Active Software pay royalties.

Cost of service revenues increased to $6.4 million in 1999 from $2.3 million in 1998 and from
$623,000 in 1997. The growth in cost of service revenues was attributable primarily to an increase in
personnel dedicated to support a larger number of customers. As a percentage of service revenues, cost of
service revenues was 92% and 135% for 1999 and 1998, respectively.

Operating expenses

Research and development. Research and development expenses increased to $6.8 million in 1999
from $4.0 million in 1998 and from $2.8 million in 1997. The increases during these periods were
attributable primarily to the addition of personnel in Active Software's research and development
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organization associated with product development as well as the $350,000 expense associated with the
issuance of a stock warrant to a strategic partner, Intel Corporation, in connection with the achievement of
certain software performance improvements. As a percentage of total revenues, research and development
expenses were 25% and 52% for 1999 and 1998, respectively. The decrease in research and development
expenses as a percentage of revenues from 1999 and 1998 is due primarily to the fact that revenues have
increased faster than research and development expenses in those periods.

Sales and marketing. Sales and marketing expenses increased to $18.8 million in 1999 from
$8.7 million in 1998 and from $2.9 million in 1997. The increase was attributable to the expansion of
Active Software's direct sales force and increased promotional activity. The increases during these periods
were attributable primarily to the addition of 35 employees in sales and marketing in 1999 and 14
employees in sales and marketing in 1998 and to increased commissions related to increased revenues and,
to a lesser extent, to costs associated with increased eÅorts to develop market awareness of Active
Software's products and services. As a percentage of total revenues, sales and marketing expenses were
69% and 114% for 1999 and 1998, respectively. The decrease in sales and marketing expenses as a
percentage of revenues from 1999 and 1998 is primarily due to the fact that revenues have increased faster
than sales and marketing expenses in those periods.

General and administrative. General and administrative expenses increased to $3.1 million in 1999
from $2.1 million in 1998 and from $1.8 million in 1997. The increases during these periods were due
primarily to the addition of Ñnancial and management personnel, as well as costs associated with operating
as a public company. As a percentage of total revenues, general and administrative expenses were 11% and
27% of total revenues for 1999 and 1998, respectively.

Amortization of deferred stock compensation. Options granted in the Ñrst quarter of 1999 and in
1998 have been considered to be compensatory, as the estimated fair value for accounting purposes was
greater than the exercise price as determined by the board of directors on the date of grant. The total
deferred stock compensation associated with these options as of December 31, 1999 and December 31,
1998 amounted to $3.5 million and $2.9 million, respectively, net of amortization. These amounts are being
amortized over the respective vesting periods of these equity arrangements, generally 50 months. Of the
total deferred stock compensation, approximately $1.2 million and $336,000 was amortized in 1999 and
1998, respectively.

Other income (net)

Other income consists primarily of interest income from cash and cash equivalents and short-term
investments oÅset by interest expense related to obligations under capital leases. In 1999, 1998 and 1997,
other income was $822,000, $271,000 and $129,000, respectively. The increase in 1999 was attributable
primarily to higher cash balances resulting from the initial public oÅering of Active Software common
stock in August 1999. The increases during 1998 and 1997 were due primarily to a higher average cash
and short-term investment balances as a result of convertible redeemable preferred stock Ñnancing in 1998
and 1997.

Liquidity and capital resources

In August 1999, Active Software completed the initial public oÅering of its common stock, which
resulted in net proceeds of approximately $40 million. As of March 31, 2000, Active Software had
$31.9 million of cash and cash equivalents and short-term investments.

Net cash provided by operating activities was $2.4 million in the Ñrst quarter of Ñscal 2000 and net
cash used in operating activities was $1.6 million in the Ñrst quarter of Ñscal 1999. For the Ñrst quarter of
Ñscal 2000, cash provided by operating activities was attributable primarily to a decrease in accounts
receivable of $452,000, depreciation and amortization of $350,000, amortization of deferred stock
compensation of $302,000, amortization of goodwill and acquired intangibles of $2.0 million and purchased
in-process technology of $2.7 million, an increase in accounts payable and other accrued liabilities of
$1.0 million and an increase in deferred revenue of $2.0 million oÅset in part by a net loss of $5.8 million,
an increase in prepaid and other current assets of $647,000 and a decrease in accrued compensation and
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beneÑts of $263,000. For the Ñrst quarter of Ñscal 1999, cash used in operating activities was attributable
primarily to a net loss of $2.7 million, oÅset in part by a decrease in accounts receivable of $697,000,
amortization of deferred stock compensation of $263,000, and an increases in accounts payable and other
accrued liabilities of $318,000.

Net cash used in operating activities was $6.8 million, $9.0 million and $4.8 million in 1999, 1998 and
1997, respectively. For 1999, cash used by operating activities was attributable primarily to a net loss of
$9.4 million, an increase in account receivable of $6.1 million, an increase in prepaid and other current
assets of $458,000, oÅset in part by amortization of deferred stock compensation of $1.2 million, an
increase in accounts payable and other accrued liabilities of $2.0 million, an increase in accrued
compensation and beneÑts of $1.9 million and an increase in deferred revenue of $2.9 million. For 1998,
cash used by operating activities was attributable primarily to a net loss of $9.9 million and an increase in
accounts receivable of $1.8 million, oÅset in part by an increase in deferred revenues of $432,000 and
increases in other accrued liabilities and accounts payable. For 1997, cash used by operating activities was
attributable primarily to a net loss of $4.9 million and an increase in accounts receivable of $1.5 million,
oÅset in part by an increase in deferred revenues of $606,000 and an increase in accrued compensation and
related beneÑts of $582,000. Active Software's sales cycle is lengthy and unpredictable, and could cause its
quarterly revenues and operating results to Öuctuate. Any change in its sales cycle could adversely aÅect
the amount of cash provided by its operating activities.

Net cash used in investing activities was $4.9 million and $381,000 in the Ñrst quarter of Ñscal 2000
and 1999, respectively. For the Ñrst quarter of Ñscal 2000, cash used in investing activities was attributable
primarily to the acquisition of Alier, purchases of investments, purchases of property and equipment, oÅset
by maturities and sales of investments. For the Ñrst quarter of Ñscal 1999, cash used in investing activities
was attributable primarily to purchases of property and equipment. Net cash used in investing activities
was $23.9 million, $711,000 and $642,000 in 1999, 1998 and 1997, respectively. For 1999, cash used in
investing activities was attributable primarily to the increase in Active Software's investment portfolio as a
result of its initial public oÅering. For 1998 and 1997, cash used in investing activities was attributable
primarily to purchases of property and equipment.

Net cash provided by Ñnancing activities was $149,000 and $220,000 in the Ñrst quarter of Ñscal 2000
and 1999, respectively. For the Ñrst quarter of Ñscal 2000 and 1999, cash provided by Ñnancing activities
was attributable primarily to proceeds from the issuance of common stock. Net cash provided by Ñnancing
activities was $40.5 million, $14.3 million and $6.9 million in 1999, 1998 and 1997 respectively. In
August 1999, Active Software completed the initial public oÅering of 4,025,000 shares of its common
stock at a public oÅering price of $11.00 per share, which resulted in net proceeds to Active Software of
approximately $40 million. All of the outstanding shares of convertible preferred stock were automatically
converted into shares of common stock in August 1999 upon the closing of the initial public oÅering. For
1998 and 1997, cash provided by Ñnancing activities was attributable primarily to proceeds from the
issuance of convertible redeemable preferred stock.

As of March 31, 2000, Active Software's principal commitments consisted of obligations outstanding
under operating leases and notes payable. Although Active Software has no material commitments for
capital expenditures, Active Software expects to increase capital expenditures and lease commitments
consistent with its anticipated growth in operations, infrastructure and personnel. Active Software also may
increase its capital expenditures as Active Software expands into additional international markets.

Active Software believes that its current cash, cash equivalents, short-term and long-term investments,
will be suÇcient to meet its anticipated cash needs for working capital and capital expenditures for at least
the next twelve months. If cash generated from operations is insuÇcient to satisfy its liquidity
requirements, Active Software may need to raise additional capital by selling additional equity or debt
securities or by obtaining a credit facility. If additional funds are raised through the issuance of debt
securities, these securities could have rights, preferences and privileges senior to holders of common stock,
and the terms of these securities could impose restrictions on its operations. The sale of additional equity
or convertible debt securities could result in additional dilution to Active Software's stockholders, and
Active Software cannot be certain that additional Ñnancing will be available in amounts or on terms
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acceptable to Active Software, if at all. If Active Software is unable to obtain this additional Ñnancing, it
may be required to reduce the scope of its planned product development and marketing eÅorts, which
could harm its business, Ñnancial position, results of operations or cash Öows.

Quantitative and qualitative disclosures about market risk

Active Software is exposed to a variety of risks, including changes in interest rates aÅecting the return
on its investments and foreign currency Öuctuations. Active Software has established policies and
procedures to manage its exposure to Öuctuations in interest rates and foreign currency exchange rates.

Interest rate risk. Active Software maintains its funds in money market and certiÑcate of deposit
accounts at banks. Active Software's exposure to market risk due to Öuctuations in interest rates relates
primarily to its interest earnings on its cash deposits. These securities are subject to interest rate risk in as
much as their fair value will fall if market interest rates increase. If market interest rates were to increase
immediately and uniformly by 10% from the levels prevailing as of March 31, 2000, the fair value of the
portfolio would not decline by a material amount. Active Software does not use derivative Ñnancial
instruments to mitigate risks. However, it does have an investment policy that would allow it to invest in
short-term and long-term investments such as money market instruments and corporate debt securities.
Active Software's policy attempts to reduce such risks by typically limiting the maturity date of such
securities to no more than eighteen months with a maximum average maturity to its whole portfolio of
such investments at six months, placing its investments with high credit quality issuers and limiting the
amount of credit exposure with any one issuer.

Foreign currency exchange rate risk. Active Software's exposure to market risk due to Öuctuations in
foreign currency exchange rates relates primarily to the intercompany balances with its UK, Netherland
and Singapore subsidiaries. Although Active Software transacts business in various foreign countries,
settlement amounts are usually based on U.S. currency. Transaction gains or losses have not been
signiÑcant in the past, and there is no hedging activity on the pound, guilders or other currencies. Active
Software would not experience a material foreign exchange loss based on a hypothetical 10% adverse
change in the price of the pound, guilders or Singapore dollars against the U.S. dollar. Consequently,
Active Software does not expect that a reduction in the value of such accounts denominated in foreign
currencies resulting from even a sudden or signiÑcant Öuctuation in foreign exchange rates would have a
direct material impact on Active Software's Ñnancial position, results of operations or cash Öows.

Notwithstanding the foregoing analysis of the direct eÅects of interest rate and foreign currency
exchange rate Öuctuations on the value of certain of Active Software's investments and accounts, the
indirect eÅects of such Öuctuations could have a material adverse eÅect on Active Software's business,
Ñnancial condition and results of operations. For example, international demand for Active Software's
products is aÅected by foreign currency exchange rates. In addition, interest rate Öuctuations may aÅect
the buying patterns of Active Software's customers. Furthermore, interest rate and currency exchange rate
Öuctuations have broad inÖuence on the general condition of the U.S. foreign and global economics, which
could materially adversely aÅect Active Software's business, Ñnancial condition and results of operations.

Accounting Standards

In June 1998, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities. This
statement requires companies to record derivatives on the balance sheet as assets or liabilities measured at
fair value. Gains or losses resulting from changes in the values of those derivatives would be accounted for
depending on the use of the derivative and whether it qualiÑes for hedge accounting. SFAS No. 133 will
be eÅective for us beginning in 2001. Although Active Software has not fully assessed the implications of
SFAS No. 133, management does not believe the adoption of this statement will have a signiÑcant impact
on Active Software's consolidated Ñnancial position, results of operations of cash Öows.
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UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
FINANCIAL STATEMENTS

The following unaudited pro forma condensed combined consolidated Ñnancial statements reÖect
adjustments to the historical consolidated balance sheets and statements of operations of webMethods and
Active Software to give eÅect to the merger using the pooling-of-interests method of accounting for
business combinations, and to certain other acquisitions of Active Software as discussed below.

The unaudited pro forma condensed combined consolidated statements of operations for the years
ended March 31, 2000, 1999 and 1998 assume the Merger was eÅected on April 1, 1997. webMethods'
March 31 Ñscal year end consolidated Ñnancial statements have been combined with Active Software's
December 31 Ñscal year end consolidated Ñnancial statements.

The unaudited pro forma condensed combined consolidated Ñnancial information as of and for the
year ended March 31, 2000 includes adjustments to give eÅect to the following acquisitions by Active
Software accounted for using the purchase method of accounting for business combinations:

‚ Alier, Inc. (Alier)

‚ TransLink Software, Inc. (TransLink)

‚ Premier Software Technologies, Inc. (Premier)

The unaudited pro forma condensed combined consolidated balance sheet at March 31, 2000 reÖects
the webMethods March 31, 2000 consolidated balance sheet combined with the Active Software
December 31, 1999 consolidated balance sheet adjusted for the Alier, TransLink and Premier acquisitions
and to conform to the webMethods Ñnancial presentation.

Active Software acquired Alier eÅective February 14, 2000 for an aggregate purchase price of
$46.0 million, including net liabilities assumed of approximately $1.0 million. Consideration paid consisted
of $2.0 million in cash, 390,875 shares of Active Software's common stock and options to purchase
158,277 shares of Active Software's common stock with an aggregate value of approximately $43.7 million
and transaction costs of approximately $316,000.

Active Software acquired TransLink eÅective April 7, 2000 for an aggregate purchase price of
$84.4 million. Consideration paid consisted of $4.5 million in cash, 796,363 shares of Active Software's
common stock and options to purchase 43,041 shares of Active Software's common stock with an
aggregate value of approximately $79.7 million and transaction costs of approximately $248,000.

Active Software acquired Premier eÅective April 25, 2000 for an aggregate purchase price of
$13.7 million. Consideration paid consisted of $500,000 in cash, 121,308 shares of Active Software's
common stock and options to purchase 11,548 shares of Active Software's common stock with an
aggregate value of approximately $13.0 million and transaction costs of approximately $166,000.

The aggregate purchase price of the acquisitions was determined by valuing the common stock issued
at the average price of the Active Software stock for a period 3 days before and after the merger
announcement and valuing the Active Software common stock options issued using the Black-Scholes
pricing model.

webMethods and Active Software estimate that they will incur direct transaction costs of
approximately $34 million in connection with the merger. Because the fees payable to webMethods'
Ñnancial adviser are calculated based in part upon the market price of webMethods' common stock during
a period immediately prior to the consummation of the merger, the actual transaction costs could vary
considerably from this estimates. These direct transaction costs will be charged to operations upon
consummation of the merger. In addition, it is expected that following the merger, the combined company
will incur additional charges to operations, which are not currently estimable, to reÖect costs associated
with integrating the two companies.
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The pro forma adjustments and the resulting unaudited pro forma condensed combined consolidated
Ñnancial statements are based upon available information and certain assumptions that webMethods and
Active Software believe are reasonable under the circumstances. The unaudited pro forma condensed
combined consolidated Ñnancial information should be read in conjunction with the historical consolidated
Ñnancial statements and notes to the consolidated Ñnancial statements of webMethods, Active Software,
Alier, TransLink and Premier and the Management's Discussion and Analysis of Financial Condition and
Results of Operations of webMethods and Active Software and other Ñnancial information which are
included elsewhere in this Joint Proxy Statement/Prospectus.
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UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED BALANCE SHEET AS OF MARCH 31, 2000

Adjustments Adjustments
Adjustments for the for the Adjustments

Active for the Alier Translink Premier for the Pro Forma
webMethods(1) Software(2) Alier(3) Acquisition TransLink(6) Acquisition Premier(9) Acquisition Merger Combined

(in thousands)

ASSETS
Current assets:

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏ $156,778 $ 17,299 $ 108 $(2,000)(5) $ 714 $(4,500)(8) $ 131 $ (500)(11) $ Ì $168,030
Marketable securities available for sale 8,340 19,906 135 Ì Ì Ì 275 Ì Ì 28,656
Accounts receivable, net of allowances 6,783 9,486 Ì Ì 1 Ì Ì Ì Ì 16,270
Prepaid expenses and other current

assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,984 953 37 Ì 37 Ì 34 Ì Ì 6,045

Total current assets ÏÏÏÏÏÏÏÏÏÏÏ 176,885 47,644 280 (2,000) 752 (4,500) 440 (500) Ì 219,001
Marketable securities available for sale ÏÏÏ 32,638 Ì Ì Ì Ì Ì Ì Ì Ì 32,638
Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏ 3,747 1,951 32 Ì 196 Ì 14 Ì Ì 5,940
Goodwill and purchased intangibles ÏÏÏÏÏÏ Ì Ì Ì 44,273 (4) Ì 81,458 (7) Ì 13,499 (10) Ì 139,230
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,030 2,227 Ì Ì 54 Ì 2 Ì Ì 5,313

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $216,300 $ 51,822 $ 312 $42,273 $ 1,002 $76,958 $ 456 $12,999 $ Ì $402,122

LIABILITIES AND STOCKHOLDERS'
EQUITY (DEFICIT)

Current liabilities:
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,041 $ 1,424 $ 146 $ Ì $ 29 $ Ì $ 33 $ Ì $ Ì $ 3,673
Accrued expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,654 Ì Ì Ì Ì Ì Ì Ì Ì 4,654
Accrued salaries and expenses ÏÏÏÏÏÏÏÏ 5,152 3,039 Ì Ì Ì Ì Ì Ì Ì 8,191
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,476 4,006 132 Ì 264 Ì 85 Ì Ì 14,963
Other accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 301 2,126 735 316 (5) 42 248 (8) 178 166 (11) Ì 4,112

Total current liabilitiesÏÏÏÏÏÏÏÏÏ 22,624 10,595 1,013 316 335 248 296 166 Ì 35,593
Other non-current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏ 426 Ì 335 Ì 10 Ì Ì Ì Ì 771
Long term deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏ 5,515 Ì Ì Ì Ì Ì Ì Ì Ì 5,515

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,565 10,595 1,348 316 345 248 296 166 Ì 41,879

STOCKHOLDERS' EQUITY (DEFICIT)
Common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 324 24 Ì Ì Ì 1 (8) Ì Ì (25)(12) 324
Preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 1,500 (1,500)(8) Ì Ì Ì Ì
Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 228,909 71,876 7,550 36,108 (5) 2,575 77,102 (8) Ì 12,993 (11) 25 (12) 437,138
Deferred stock-based compensation ÏÏÏÏÏÏ (9,312) (3,530) (5,511) 5,511 (5) (271) 271 (8) 2,637 (2,637)(11) Ì (12,842)
Notes receivable from stockholders ÏÏÏÏÏÏ Ì (2) Ì Ì (28) 28 (8) Ì Ì Ì (2)
Accumulated other comprehensive loss ÏÏÏ (90) (32) 3 (3)(5) Ì Ì Ì Ì Ì (122)
Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (32,096) (27,109) (3,078) 341 (5) (3,119) 808 (8) (2,477) 2,477 (11) Ì (64,253)

Total stockholders' equity
(deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 187,735 41,227 (1,036) 41,957 657 76,710 160 12,833 Ì 360,243

Total liabilities and
stockholders's equity (deÑcit) $216,300 $ 51,822 $ 312 $42,273 $ 1,002 $76,958 $ 456 $12,999 $ Ì $402,122



1) Represents historical consolidated balance sheet of webMethods as of March 31, 2000.

2) Represents historical consolidated balance sheet of Active Software as of December 31, 1999.

3) Represents historical balance sheet of Alier as of December 31, 1999.

4) To reÖect allocation of purchase price to goodwill and other intangible assets of approximately
$44.3 million resulting from the acquisition of Alier. The total purchase price of the Alier acquisition
will be allocated to acquired assets based on estimates of their fair values. The purchase price of
approximately $46.0 million will be assigned to the assets acquired as follows (in thousands):

Tangible net liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,036)
Acquired in-process research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,737
Trained and assembled workforce ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 565
License agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 812
Non-compete agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,281
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,615

$45,974

Approximately $2.7 million of the purchase price has been allocated to Alier's in-process research and
development, which was expensed at the acquisition date as it has not reached technological feasibility
and, in the opinion of management, has no alternative future use. The estimated amount is subject to
adjustment based upon completion of a third-party appraisal. This amount has not been reÖected in
the accompanying pro forma condensed combined consolidated statement of operations for the year
ended March 31, 2000 as it is a nonrecurring charge, but has been reÖected as an adjustment to
accumulated deÑcit in the accompanying pro forma balance sheet.

5) To reÖect the purchase price paid as follows: issuance of Active Software common stock and options
valued at approximately $43.7 million, a cash payment of $2.0 million and acquisition-related
expenses of approximately $316,000.

6) Represents historical balance sheet of TransLink as of December 31, 1999.

7) To reÖect allocation of purchase price to goodwill and other intangible assets of approximately
$81.5 million resulting from the acquisition of TransLink. The total purchase price of the TransLink
acquisition will be allocated to acquired assets based on estimates of their fair values. The purchase
price of approximately $84.4 million will be assigned to the assets acquired as follows (in thousands):

Tangible net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 657
Acquired in-process research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,311
Trained and assembled workforce ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,007
License agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,351
Non-compete agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,923
Favorable lease terms ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 425
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72,752

$84,426

Approximately $2.3 million of the purchase price has been allocated to TransLink's in-process
research and development, which was expensed at the acquisition date as it has not reached
technological feasibility and, in the opinion of management, has no alternative future use. The
estimated amount is subject to adjustment based upon completion of a third-party appraisal. This
amount has not been reÖected in the accompanying unaudited pro forma condensed combined
consolidated statement of operations for the year ended March 31, 2000 as it is a nonrecurring charge,
but has been reÖected as an adjustment to accumulated deÑcit in the accompanying unaudited pro
forma condensed combined consolidated balance sheet.
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 8) To reÖect the purchase price paid as follows: issuance of Active Software common stock and options
valued at approximately $79.7 million, a cash payment of $4.5 million and acquisition-related expenses
of $248,000 and eliminate TransLink's stockholders' equity, oÅset by acquired in-process research and
development of $2.3 million.

9) Represents historical balance sheet of Premier as of December 31, 1999.

10) To reÖect allocation of purchase price to goodwill and other intangible assets of approximately
$13.5 million identiÑed in the purchase price allocation resulting from the acquisition of Premier. The
total purchase price of the Premier acquisition will be allocated to acquired assets based on estimates
of their fair values. The purchase price of approximately $13.7 million will be assigned to the assets
acquired as follows (in thousands):

Tangible net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 160
Trained and assembled workforce ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 475
License AgreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,891
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,133

$13,659

11) To reÖect the purchase price paid as follows: issuance of Active Software common stock and options
valued at approximately $13.0 million, a cash payment of $500,000 and acquisition-related expenses of
approximately $166,000.

12) Represents an adjustment to reÖect the issuance of approximately 13.4 million shares of webMethods
common stock in connection with the merger in exchange for the outstanding shares of Active
Software, after reÖecting the shares of Active Software issued to acquire Alier, TransLink and
Premier. This issuance of shares is based on 0.527 ratio of exchange as prescribed in the merger.
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UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED STATEMENT OF
OPERATIONS

For the Year Ended March 31, 1998

Pro Forma Pro Forma
webMethods(1) Active Software(2) Adjustments Combined

(in thousands, except per share data)

Revenue
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 98 $ 2,625 $ Ì $ 2,723
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57 477 Ì 534
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 91 Ì 101

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 165 3,193 Ì 3,358

Cost of revenue
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 30 Ì 30
Professional services and maintenanceÏÏÏÏÏ Ì 623 Ì 623

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 653 Ì 653

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 165 2,540 Ì 2,705

Operating expenses
Sales and marketingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 696 2,896 Ì 3,592
Research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 569 2,830 Ì 3,399
General and administration ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 287 1,796 Ì 2,083

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏ 1,552 7,522 Ì 9,074

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,387) (4,982) Ì (6,369)

Interest and other income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 129 Ì 153

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,363) (4,853) Ì (6,216)
Accretion and accrued dividends related to

mandatorily redeemable preferred stock ÏÏÏÏÏ 113 Ì Ì 113

Net loss attributable to common shareholders ÏÏ $(1,476) $(4,853) $ Ì $(6,329)

Basic and diluted net loss per common share ÏÏÏ $ (0.24) $ (2.50) $ (0.87)

Shares used in computing basic and diluted net
loss per common shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,269 1,945 (920)(3) 7,294(3)

1) Represents the historical consolidated results of operations of webMethods for the year ended
March 31, 1998.

2) Represents the historical consolidated results of operations of Active Software for the year ended
December 31, 1997 and reÖects the reclassiÑcation of certain costs and expenses to conform to
webMethods' presentation.

3) Gives eÅect to the conversion in the merger of Active Software common stock into webMethods
common stock based on the 0.527 exchange ratio.
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UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED
STATEMENT OF OPERATIONS
For the Year Ended March 31, 1999

Pro Forma Pro Forma
webMethods(1) Active Software(2) Adjustments Combined

(in thousands, except per share data)

Revenue
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3,707 $ 5,900 $ Ì $ 9,607
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 582 1,133 Ì 1,715
Maintenance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 173 566 Ì 739

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,462 7,599 Ì 12,061

Cost of revenue
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 172 477 Ì 649
Professional services and maintenanceÏÏÏÏÏÏÏ 482 2,290 Ì 2,772

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 654 2,767 Ì 3,421

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,808 4,832 Ì 8,640

Operating expenses
Sales and marketingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,551 8,669 Ì 13,220
Research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,655 3,971 Ì 5,626
General and administration ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,032 2,069 Ì 3,101
Amortization of deferred stock compensation Ì 336 Ì 336

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏ 7,238 15,045 Ì 22,283

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,430) (10,213) Ì (13,643)

Interest and other income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 134 271 Ì 405

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,296) (9,942) Ì (13,238)
Accretion and accrued dividends related to

mandatorily redeemable preferred stock ÏÏÏÏÏ 605 Ì Ì 605

Net loss attributable to common shareholders ÏÏ $(3,901) $ (9,942) $ Ì $(13,843)

Basic and diluted net loss per common share ÏÏÏ $ (0.71) $ (3.21) $ (1.93)

Shares used in computing basic and diluted net
loss per common shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,527 3,096 (1,464)(3) 7,159 (3)

1) Represents the historical consolidated results of operations of webMethods for the year ended
March 31, 1999.

2) Represents the historical consolidated results of operations of Active Software for the year ended
December 31, 1998 and reÖects the reclassiÑcation of certain costs and expenses to conform to
webMethods' presentation.

3) Gives eÅect to the conversion in the merger of Active Software common stock into webMethods
common stock based on the 0.527 exchange ratio.
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UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED STATEMENT OF OPERATIONS
For the Year Ended March 31, 2000

Alier TransLink Premier
Active Pro Forma Pro Forma Pro Forma Pro Forma

webMethods(1) Software(2) Alier(3) Adjustments TransLink(6) Adjustments Premier(9) Adjustments Combined

(in thousands, except per share data)

Revenue
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 15,495 $20,491 $ 421 $ Ì $ 120 $ $ 129 $ Ì $ 36,656
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,177 4,475 937 Ì 51 Ì 1,261 (69)(12) 11,832
MaintenanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,330 2,477 250 Ì 22 Ì 120 Ì 5,199

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,002 27,443 1,608 Ì 193 Ì 1,510 (69) 53,687

Cost of revenue
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 984 1,376 196 Ì 13 Ì 109 Ì 2,678
Professional services and maintenance ÏÏÏÏÏÏ 7,717 6,409 1,049 Ì 41 Ì 646 Ì 15,862

Total cost of revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,701 7,785 1,245 Ì 54 Ì 755 Ì 18,540

Gross proÑtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,301 19,658 363 139 Ì 755 (69) 35,147

Operating expenses
Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,366 18,821 540 Ì 363 Ì 350 Ì 40,440
Research and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,419 6,780 174 Ì 680 Ì 104 (69)(12) 14,088
General and administrationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,940 3,076 794 Ì 376 Ì 243 Ì 10,429
Amortization of deferred stock compensation 1,767 1,170 1,911 Ì 42 Ì 1,278 Ì 6,168
Amortization of goodwill and intangibles ÏÏÏÏ Ì Ì Ì 15,513 (4) Ì 32,969 (7) Ì 5,740 (10) 54,222

Total operating expensesÏÏÏÏÏÏÏÏÏÏÏÏ 34,492 29,847 3,419 15,513 1,461 32,969 1,975 5,671 125,347

Operating lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,191) (10,189) (3,056) (15,513) (1,322) (32,969) (1,220) (5,740) (90,200)
Interest and other income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,080 822 (83) (100)(5) (384) (225)(8) 9 (25)(11) 2,094

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,111) (9,367) (3,139) (15,613) (1,706) (33,194) (1,211) (5,765) (88,106)
Deferred tax provisionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Ì 21 Ì Ì Ì 25 Ì 92

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,157) (9,367) (3,160) (15,613) (1,706) (33,194) (1,236) (5,765) (88,198)
Accretion and accrued dividends related to

mandatorily redeemable preferred stock ÏÏÏÏÏ 10,223 Ì Ì Ì Ì Ì Ì Ì 10,223

Net loss attributable to common shareholders ÏÏ $(28,380) $(9,367) $(3,160) $(15,613) $(1,706) $(33,194) $(1,236) $(5,765) $(98,421)

Basic and diluted net loss
per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (3.00) $ (0.79) $ (6.27)

Shares used in computing basic and diluted net
loss per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,448 11,851 15,693 (13)



1) Represents the historical consolidated statement of operations at webMethods for the year ended
March 31, 2000.

2) Represents the historical consolidated results of operations of Active Software for the year ended
December 31, 1999 and reÖects the reclassiÑcation of certain costs and expenses to conform to
webMethods' presentation.

3) Represents the historical results of operations of Alier for the year ended December 31, 1999 and
reÖects the reclassiÑcation of certain costs and expenses to conform to webMethods' presentation.

4) To reÖect the $15.5 million of amortization of estimated goodwill and other intangibles resulting
from the acquisition of Alier. The intangible assets will be amortized ratably over an estimated
useful life by type as follows:

Trained and assembled workforce ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years
License agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 year
Non-compete agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 years
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years

5) Adjustment to record a decrease in interest income to reÖect cash used for the acquisition of Alier.
The reduction in interest income is recorded assuming a rate of 5.0% per annum.

6) Represents the historical results of operations of TransLink for the year ended December 31, 1999
and reÖects the reclassiÑcation of certain costs and expenses to conform to webMethods'
presentation.

7) To reÖect the $33.0 million of amortization of estimated goodwill and other intangibles resulting
from the acquisition of TransLink. The intangible assets will be amortized ratably over an estimated
useful life by type as follows:

Trained and assembled workforce ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years
License agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 year
Non-compete agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 years
Favorable lease terms ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 years
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years

8) Adjustment to record a decrease in interest income to reÖect cash used for the acquisition of
TransLink. The reduction in interest income is recorded assuming a rate of 5.0% per annum.

9) Represents the historical results of operations of Premier for the year ended December 31, 1999 and
reÖects the reclassiÑcation of certain costs and expenses to conform to webMethods' presentation.

10) To reÖect the $5.7 million of amortization of estimated goodwill and other intangibles resulting from
the acquisition of Premier. The intangible assets will be amortized ratably over an estimated useful
life by type as follows:

Trained and assembled workforce ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years
License agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 year
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 years

11) Adjustment to record a decrease in interest income to reÖect cash used for the acquisition of
Premier. The reduction in interest income is recorded assuming a rate of 5.0% per annum.

12) Adjustment to eliminate the intercompany sales for Premier.

13) Gives eÅect to the conversion in the merger of Active Software common stock, after reÖecting the
shares of Active Software issued in connection with the acquisitions of Alier, TransLink and
Premier, into shares of webMethods common stock based on the 0.527 exchange ratio.
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COMPARATIVE PER SHARE DATA

The following tabulation reÖects (a) the historical net loss and book value per common share of
webMethods in comparison with the pro forma net loss and book value per common share after giving
eÅect to the proposed merger on a pooling-of-interests basis with Active Software; and (b) the historical
net income and book value per common share of Active Software in comparison with the equivalent pro
forma net loss and book value per common share attributable to 0.527 of a share of webMethods common
stock which will be received for each share of Active Software common stock.

The information presented in this tabulation should be read in conjunction with the unaudited pro
forma combined consolidated Ñnancial statements and the separate consolidated Ñnancial statements and
notes to the consolidated Ñnancial statements and Management's Discussion and Analysis of Financial
Condition and Results of Operations of the respective companies which are included elsewhere in this
Joint Proxy Statement/Prospectus.

The pro forma information, while helpful in illustrating the Ñnancial characteristics of the new
company under one set of assumptions, does not attempt to predict or suggest future results. It also does
not necessarily reÖect the historical results the combined company would have had if webMethods and
Active Software had been combined during the periods presented. The pro forma data does not reÖect any
costs associated with the integration and consolidation of the companies anticipated by the management of
webMethods.

webMethods

Year Ended March 31,

2000 1999 1998

Basic and diluted net loss per common share:
Historical ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(3.00) $(0.71) $(0.24)
Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(6.17) $(1.93) $(0.87)

Book value per common share:
Historical ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.80
Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.87

Active Software

Year Ended December 31,

1999 1998 1997

Basic and diluted net loss per common share:
Historical ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(0.79) $(3.21) $(2.50)
Equivalent pro forma(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(3.25) $(2.02) $(0.46)

Book value per common share:
Historical ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.71
Equivalent pro forma(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.15

(1) Computed by multiplying pro forma basic and diluted net loss per common share and pro forma book value per common share
for webMethods by the exchange ratio of 0.527.
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COMPARATIVE PER SHARE MARKET PRICE DATA

webMethods began trading shares of its common stock on the Nasdaq National Market under the
symbol WEBM on February 11, 2000. Active Software began trading shares of its common stock on the
Nasdaq National Market under the symbol ASWX on August 13, 1999.

The following table sets forth the high and low sale prices of webMethods common stock and Active
Software common stock as reported on the Nasdaq National Market for the periods indicated.

webMethods

High Low

Year Ended March 31, 2000
Fourth Quarter (from February 11, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $336.25 $165.00

Year Ending March 31, 2001
First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 236.00 44.50
Second Quarter (up to July 13, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 180.25 146.63

Active Software

Year Ended December 31, 1999
Third Quarter (from August 13, 1999)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 29.50 $ 12.50
Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 105.00 22.50

Year Ending December 31, 2000
First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149.13 57.25
Second QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 81.88 22.88
Third Quarter (up to July 13, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87.38 74.63

The following table sets forth the closing prices per share of webMethods and Active Software
common stock as reported on the Nasdaq National Market on (1) May 19, 2000, the last full trading day
prior to the announcement that webMethods and Active Software had entered into a merger agreement
and (2) July 13, 2000, the most recent practicable date prior to the printing of this Joint Proxy
Statement/Prospectus. This table also sets forth the equivalent price per share of Active Software common
stock on these dates. The equivalent price per share is equal to the closing price of a share of webMethods
common stock on that date multiplied by 0.527, the ratio at which each share of Active Software common
stock will be converted into shares of webMethods common stock.

webMethods Active Software Equivalent
common stock common stock per share price

May 19, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 87.00 $33.00 $45.85
July 13, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 177.00 83.44 93.28

Because the market price of webMethods common stock is subject to Öuctuation and the exchange
ratio to convert shares of Active Software common stock into shares of webMethods common stock is
Ñxed, the market value of the shares of webMethods common stock that holders of Active Software
common stock will received in the merger may increase or decrease. Stockholders of webMethods and
Active Software are urged to obtain a current market quotation for the webMethods and Active Software
common stock.
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Neither webMethods nor Active Software have ever paid cash dividends on shares of their common
stock. Under the merger agreement, each of webMethods and Active Software has agreed not to pay cash
dividends pending completion of the merger, without the written consent of the other. The webMethods
Board intends to retain all earnings for use in its business and has no present intention to pay cash
dividends after the merger. If the merger is not completed, the Board of Active Software intends to
continue its policy of retaining all earnings for use in its business.
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BUSINESS OF WEBMETHODS

The information in this section relates to the business of webMethods as it is currently conducted
without giving eÅect to the merger.

Overview

webMethods is a leading provider of infrastructure software and services for achieving business-to-
business integration, or B2Bi. B2Bi software is a new category of software that enables companies to work
more closely with their customers, suppliers and other business partners through the real-time exchange of
information and transactions. webMethods achieves this integration by connecting its customers' existing
enterprise applications over the Internet. webMethods' customers can use its software, webMethods B2B,
to achieve varying levels of integration, from integration with a single business partner up to full
integration across an entire trading network. With webMethods B2B, a company's portfolio of existing
enterprise applications can be extended to its customers, suppliers and other business partners.
webMethods' software is also incorporated into the operation of a number of major business-to-business
marketplaces.

webMethods B2B permits webMethods' customers to rapidly and cost eÅectively deploy new real-time
business-to-business e-commerce applications by integrating the customers' existing enterprise systems with
those of their business partners. For example, webMethods B2B can improve supply chain management by
integrating the procurement, order processing, inventory management, shipping and fulÑllment systems and
enterprise resource planning systems of companies doing business together. As a result of this integration,
inventory can be automatically replenished, orders can be processed faster and more accurately,
components can be shipped sooner and customer queries can be addressed more rapidly. By using
webMethods B2B software, webMethods believes that its customers can:

‚ create new revenue opportunities due to improved customer retention, improved customer
service and the ability to deliver additional value-added services and customized product
oÅerings;

‚ strengthen relationships with their customers, suppliers and business partners due to new direct,
secure connections across multiple computing platforms, applications and protocols;

‚ improve supply chain eÇciencies through shortened cycle times, lower inventories and reduced
error rates; and

‚ increase return on investment from existing enterprise software systems.

webMethods markets its software globally through a direct sales force and a number of resellers and
systems integrators. A key element of webMethods' sales and marketing strategy is to leverage
relationships with its customers and business partners. webMethods believes that by providing solutions to
leading buyers, suppliers, portals and enterprise software and hardware companies pursuing B2B
e-commerce opportunities, its software sales will increase substantially as its technologies become more
widely deployed in the marketplace. webMethods' installed base of customers has helped fuel demand for
its products by introducing the customers, suppliers and other business partners of webMethods' customers
to its products.

webMethods B2B has been licensed to customers in a variety of industries including high-technology
manufacturing, telecommunications, Ñnancial services, shipping and logistics, chemicals and insurance. As
of March 31, 2000, webMethods had over 160 customers, including SAP AG, Eastman Chemical,
W.W. Grainger, Dell Computer, Hewlett Packard, Compaq Computer, Federal Express, Dun &
Bradstreet, Lucent and Lexmark. In addition, webMethods has established strategic relationships with
leading business-to-business e-commerce marketplaces such as mySAP.com, the Ariba Network,
Commerce One, Grainger.com, VerticalNet, ChemConnect, Staples.com, Buzzsaw, TPN Marketplace,
e-Steel, retail.com and Ventro, many of which have purchased webMethods' software to operate their
trading networks. webMethods also has strategic relationships with enterprise application vendors that
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incorporate webMethods' technology into their software or resell webMethods' software. webMethods is an
SAP AG development partner and has licensed a version of its software to them for inclusion into their
products.

Industry Background

Growth of the Internet and business-to-business electronic commerce

The competitive environment for businesses has intensiÑed dramatically in recent years, causing
companies to seek new ways to generate sustainable competitive advantages. Over the last decade,
companies have invested heavily in enterprise applications to automate and improve the eÇciency of their
internal business processes. As competition has increased and markets have become more dynamic,
companies have begun to recognize that they must coordinate more closely with their customers, suppliers
and business partners. Traditional enterprise applications, however, do not readily support business
processes beyond the borders of an enterprise. As a result, companies relying only on their enterprise
applications have not been able to easily integrate their business processes with those of their customers,
suppliers and other business partners to achieve productivity gains.

In the midst of this environment, the Internet has emerged as a crucial medium for electronic
commerce. The widespread adoption of the Internet as a business communications platform has created a
foundation for B2B e-commerce that has already enabled organizations to tap new revenue streams,
streamline cumbersome processes, lower costs and improve productivity. webMethods believes the next
wave of business innovation will focus on greater collaboration among businesses and the sharing of
business processes among members of a business community. Businesses are seeking a B2Bi solution that
allows them to utilize their existing portfolio of enterprise applications to exchange information and
transact business with customers, suppliers and other business partners over the Internet.

Based on the growth of the Internet and the expectations for growth in e-commerce, webMethods
believes the market opportunity for B2Bi software and services is substantial. Research has been conducted
to project the size of the B2Bi market. This research is based on interviews and surveys of industry
associations and companies and measures only revenue to be received from Internet commerce sites.
According to Forrester Research, revenue generated from business-to-business e-commerce will exceed
$2.7 trillion by 2003, representing a far larger market opportunity than business-to-consumer e-commerce.
Forrester Research also estimates that B2B e-commerce will account for more than 90% of U.S.
e-commerce transactions by 2004. In an attempt to capitalize on this opportunity, businesses are spending
heavily to develop the infrastructure to communicate and transact business eÅectively over the Internet.
International Data Corporation, or IDC, projects that the worldwide Internet commerce application market
will grow from $444 million in 1998 to over $13 billion in 2003.

Current approaches to business-to-business integration are inadequate

The variety of computing environments and the inability to share information across those
environments have been a major impediment to B2Bi. For example, the co-existence of mainframe-based
legacy systems and enterprise applications within a single business often makes it diÇcult to share
information internally. More importantly, many organizations' applications, particularly their enterprise
resource planning, or ERP, systems, were not designed to communicate outside of an enterprise, making
business-to-business communication diÇcult.

Current B2Bi approaches are costly, problematic and ineÅective. For example, traditional electronic
data interchange, or EDI, is inÖexible because it is based on pre-deÑned, Ñxed data formats that are not
easily adjusted. EDI usually requires the use of expensive and proprietary communications networks and
software and often requires diÇcult and time-consuming point-to-point integration. In addition, EDI is not
readily scalable for large numbers of business partners, and because it is batch processed, it lacks real-time
data exchange capability. It has taken years and millions of dollars to implement EDI trading networks
among large communities of business partners.

114



Enterprise application integration, or EAI, software and other middleware technologies also fail to
fully deliver B2Bi. These packages integrate systems within a single company, but typically cannot provide
the open and scalable inter-company integration that is critical for B2Bi. EAI relies on proprietary, custom
architectures and software, which must be implemented by all parties to enable any inter-company usage.
It is diÇcult to convince multiple parties in a trading network to implement the same products or
technologies. In addition, EAI solutions experience operating diÇculties because many corporate security
Ñrewalls do not readily recognize the communications protocols these solutions employ.

First generation e-business Web sites based on Hypertext Markup Language, or HTML, also do not
address the requirements of B2Bi. HTML is designed chieÖy for the presentation of data, and does not
directly support data exchange between the enterprise applications of participating companies. Since these
Web sites were designed primarily for human-to-system communication, they are diÇcult to incorporate
into shared multi-company business processes that require system-to-system communication. Achieving
this integration usually requires signiÑcant re-keying of data from at least one, if not both, parties to a
transaction, increasing costs and rates of error. For example, many large companies that procure goods
from their suppliers' Web sites must Ñrst enter orders into an internal enterprise application and then
completely re-key them into vendors' Web sites through their Web browsers.

While recently developed Internet procurement and order management applications often reduce the
overall cost of procurement, they do not provide comprehensive B2Bi. These applications generally focus
on ordering goods, such as oÇce supplies, that do not become part of a Ñnished product, rather than the
procurement of goods that become part of a company's own products. The automation of procurement over
the Internet of goods used to manufacture a product requires inter-company, system-to-system integration
of ERP and manufacturing applications.

A comprehensive B2Bi solution must provide companies with integrated direct links to their major
customers and suppliers, while also facilitating participation in B2B marketplaces to leverage their
networks of buyers and suppliers. It should also allow companies to oÅer their business partners the ability
to exchange information and conduct transactions across the Internet securely, reliably and in real time,
regardless of installed technology infrastructure. To meet the challenges raised by the changing competitive
environment, organizations are searching for a solution that provides comprehensive B2Bi. The existing
approaches have proven inadequate due to their high cost, inÖexibility and inability to easily adapt to large
numbers of business partners. In addition, existing approaches have typically encountered diÇculties
working across many corporate security infrastructures.

The webMethods solution

webMethods' solution provides the foundation for a new class of B2Bi applications that can be
delivered with shorter, more cost-eÅective implementation cycles and the ability to scale to large numbers
of business partners. webMethods B2B provides companies with integrated direct links to buyers and
suppliers, connects them to major B2B marketplaces and enables real-time, interactive communication
through the Internet regardless of existing technology infrastructure. The webMethods B2B software
provides support for a broad range of current and emerging B2B communication standards, including
eXtensible Markup Language, or XML, traditional EDI, Open Buying on the Internet, or OBI, and XML-
based e-commerce frameworks, such as RosettaNet, cXML, Commerce One's xCBL and Microsoft
BizTalk. With webMethods B2B, the beneÑts provided by internally focused enterprise applications can be
extended beyond a single company to its customers, suppliers and business partners. webMethods also
oÅers its customers the ability to choose varying levels of business partner integration, from minimal
integration with a single business partner up to full integration across an entire trading network. In
addition, because webMethods' solution operates with many disparate systems and supports many diÅerent
B2B communication standards, it can be implemented by multiple business partners without long and
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expensive implementation cycles or the need for consensus among business partners regarding
communication standards. webMethods believes that its solution provides customers:

New Revenue Opportunities. webMethods' solution enables companies to increase market share by
allowing them to bring products to market more quickly, and to provide value-added services to their
customers. For example, a manufacturer can use webMethods software to make it easier for customers to
purchase products by linking its customer's internal procurement application directly to the manufacturer's
ordering system. Value-added services may also include the provision of data concerning purchased goods
for direct incorporation into a customer's asset management system. In the Ñnancial services industry, the
ability of webMethods B2B to manage and exchange many XML document formats can be used to create
and conÑgure new Ñnancial products and services. This capability allows companies to rapidly oÅer new
and more targeted products and services to customers.

Strengthened Relationships with Customers, Suppliers and Trading Partners. The webMethods B2B
solution gives companies the ability to interact directly and securely with a variety of customers, suppliers
and other business partners, resulting in improved coordination and decreasing the time it takes to respond
to increasingly rapid changes in their markets. For example, to further improve their relationships with
their customers, companies may directly link their customer relationship management, or CRM, systems
through the webMethods B2B solution. This CRM system integration allows customers to use their own
uniform problem reporting systems to enter and track product or service problem reports, which are
communicated to their vendors and facilitates the coordination required to resolve open issues.
Furthermore, because the webMethods B2B solution requires limited customization and does not require
all the parties in a trading network to install identical software, trading partners are able to rapidly develop
trading networks in a cost eÅective manner.

Improved Supply Chain EÇciencies. Achieving a close degree of collaboration with suppliers allows
many companies to realize cost eÇciencies by outsourcing a signiÑcant share of their manufacturing. With
or without an outsourcing strategy, companies can use webMethods' software to achieve signiÑcant cost
savings and productivity enhancements by reducing cycle times, lowering inventories and reducing error
rates through the real-time exchange of information. Closer integration with their suppliers and buyers
helps webMethods' customers improve their planning and forecasting capabilities. Additionally,
webMethods' customers can use webMethods B2B to gain the competitive advantage of providing their
customers with real-time pricing and availability information for key products and services. For example,
webMethods B2B can enable a company to automatically check the availability of a requested item in its
supplier's inventory and relate pricing, availability and shipping information directly to its customer. An
order for the requested item could then be automatically entered directly into the supplier's order
processing system. For suppliers, direct receipt of orders in this way means the order can reach the
supplier's manufacturing operation in minutes, compared to the hours or days taken when the order is
received by fax or EDI.

Increased Return on Technology Investments and Rapid Implementation. Over the years, companies
have invested signiÑcant amounts in ERP and other enterprise applications. The webMethods solution
maximizes the returns on these investments by extending the beneÑts provided by those applications to a
company's customers, suppliers and other business partners. webMethods' believes its solution entails lower
deployment costs than competing products, in part because limited customization is required. Implementa-
tion time for webMethods software averages about six weeks, which allows webMethods' customers to
begin deriving beneÑts quickly. The webMethods solution is also easily scalable to accommodate the
growth of a customer's trading network. As webMethods customers' trading networks and the number of
transactions grow, they can continue to use webMethods software for their e-business requirements without
having to acquire new software products.

The webMethods growth strategy

webMethods objective is to enhance its position as a leading global provider of B2Bi infrastructure
software and services that enable companies to easily and eÅectively link their existing business
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applications and share data in real-time over the Internet. To achieve this goal, webMethods is pursuing
the following strategies:

Leverage Customers and Partners as Distribution Channels. webMethods believes that because it
provides solutions to some of the leading e-commerce buyers, suppliers, portals and enterprise software and
hardware companies, its product sales beneÑt from a multiplier eÅect as its customers expose more of their
business partners to its solution. As of March 31, 2000, webMethods had over 160 customers including
SAP AG, Eastman Chemical, W.W. Grainger, Dell Computer, Hewlett Packard, Compaq Computer,
Federal Express, Dun & Bradstreet, Lucent and Lexmark. In addition, webMethods has established
strategic relationships with leading business-to-business e-commerce marketplaces such as mySAP.com,
the Ariba Network, Commerce One, Grainger.com, VerticalNet, ChemConnect, Staples.com, Buzzsaw,
TPN Marketplace, e-Steel, retail.com and Ventro, many of which have purchased webMethods' software
to operate their trading networks. webMethods also has relationships with leading enterprise application
software providers including SAP AG and Baan. webMethods believes that it can leverage its base of
customers and business relationships into additional direct sales. For example, its relationship with SAP
AG gives webMethods access to SAP AG's customer base of over 12,000 leading companies worldwide.
SAP AG is oÅering its customers the SAP Business Connector, an OEM version of webMethods B2B that
can only be used to integrate SAP applications. This provides webMethods with signiÑcant opportunities to
sell to these customers the full webMethods B2B product, which supports integration of non-SAP
applications.

Extend Technology and Product Leadership. webMethods believes that it has developed the broadest
and most comprehensive B2Bi software currently available, supporting more B2B protocols and data
format standards than any competing product. webMethods has been a pioneer in the application of XML
and Java technologies for B2B integration and e-commerce. webMethods intends to continue investing in
research and development and to remain actively involved with industry standards bodies to ensure that its
products incorporate developing technology and industry standards. webMethods also intends to increase
the performance, functionality and ease of use of its software by integrating new technologies and
supporting a wider range of enterprise applications. In the future, webMethods may acquire technology or
businesses that enhance or complement its technology.

Leverage Professional Services Capabilities. webMethods has established strong relationships with its
customers by designing and developing successful B2Bi solutions for them. In order to continue this,
webMethods plans to expand its direct professional services capabilities by increasing the number of
professional services consultants and adding additional service locations throughout the United States and
Europe. In addition, webMethods intends to oÅer quality professional services through third-party alliances.
webMethods is currently developing additional relationships with major system integrators and KPMG,
Deloitte Consulting and EDS have all created business practices around webMethods solutions.
webMethods believes that developing these relationships will provide it with the ability to manage multiple
concurrent, large-scale projects while maintaining its commitment to quality service. webMethods intends
to commit signiÑcant resources, both Ñnancial and personnel, to providing professional services support to
selected customers that are creating major B2B marketplaces and trading networks. webMethods believes
that devoting signiÑcant resources to these key relationships will lead to increased opportunities to license
additional software to these customers and their business partners. Creating a strong base of successful and
high proÑle customers is essential to the continued growth of webMethods' business.

Expand Global Sales EÅorts. webMethods is aggressively pursuing a global, multi-channel
distribution strategy that leverages both its direct sales force and its relationships with resellers, systems
integrators and international distributors. It currently has eleven oÇces around the world including eight
oÇces in North America and sales and support oÇces in the U.K., Germany, and the Netherlands.
webMethods plans to expand its international presence by establishing additional overseas oÇces in Europe
and expanding its indirect sales channels in Europe and Asia. In addition, webMethods plans to increase
its customer and partner base through aggressive sales and marketing campaigns and by conducting joint
marketing eÅorts with some of its customers and partners. As of March 31, 2000, webMethods had 112
employees dedicated to sales and marketing.

117



Further Develop Model for Predictable, Recurring Revenue. webMethods believes its revenue model
is designed to provide substantial and predictable recurring revenue. webMethods has developed a multi-
faceted revenue model that provides revenue from a number of sources, including new license sales, license
renewals, maintenance fees, professional services and OEM licenses. webMethods expects that its market
leadership position and its network of strategic relationships will drive new license sales. Although most
software providers oÅer perpetual licenses with a single payment received at the time of the license grant,
webMethods typically oÅers two-year renewable software licenses. At the end of two years, customers can
either renew for another two-year period, with a new license fee due, or terminate their license.
webMethods believes that, because of the critical nature of the services performed by webMethods B2B,
renewal rates will be high, which should provide a source of predictable revenue over time. In addition, as
part of its comprehensive solution, webMethods provides professional services to insure the successful
implementation and deployment of its software. webMethods has also entered into long-term OEM and
other licenses that provide an additional source of revenue.

Products and services

webMethods began commercial shipments of its webMethods B2B software in June 1998. Since then,
it has continued to enhance the functionality and performance of webMethods B2B. The most recent
version, webMethods B2B 3.1, was Ñrst shipped in April 2000. In April 2000, webMethods also introduced
webMethods B2B for RosettaNet, which allows webMethods high technology manufacturing customers to
use RosettaNet for supply chain integration.

webMethods B2B contains features that help integrate business partners, marketplaces, buyers and
suppliers into online trading networks. webMethods' software helps companies directly integrate with their
business partners while also participating in B2B marketplaces and portals. The software supports a broad
range of current and emerging standards for B2B communications, including XML, traditional EDI, OBI
and XML-based e-commerce frameworks such as Commerce XML, xCBL and FpML. In addition,
webMethods B2B provides support for and interoperability with EDI applications, such as Sterling
Commerce's GENTRAN. webMethods' product oÅerings are summarized below:

OÅering Description Shipment Date

webMethods B2B Enables enterprises to leverage Version 1.0 Ì 6/98 
existing applications to achieve Version 2.0 Ì 10/98 
B2B integration by facilitating Version 2.1 Ì 3/99 
secure, real-time exchange of Version 2.5 Ì 7/99 
data over the Internet. Version 3.0 Ì 9/99 

Version 3.1 Ì 4/00
Provides support for a broad
range of B2B standards, protocols
and data formats.

Integration Modules for ERP Permits companies to integrate SAP R/3 Ì 10/98
Applications with key business partners using Baan Ì 9/99

popular ERP or middleware Sterling Commerce
systems by providing a secure, GENTRAN Ì 9/99
reliable method for exchanging Oracle Ì 4/00
data through application PeopleSoft Ì 4/00
interfaces in XML and other J. D. Edwards Ì under
formats over the Internet. development

IBM MQ Series Ì 3/00
Active Software
ActiveWorks Ì 4/00
MSMQ Ì under development
Siebel 99 Ì under development
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OÅering Description Shipment Date

webMethods B2B for Partners Restricted version of 9/99
webMethods B2B designed to
link one individual enterprise to a
single portal or to another
enterprise running webMethods
B2B.

webMethods B2B for RosettaNet Provides support for the 4/00
RosettaNet framework and all
released RosettaNet partner
interchange processes

Product Architecture and Technology

webMethods B2B has been designed to allow webMethods customers to achieve B2Bi with business
partners in less time, at lower cost and with fewer alterations to their existing applications than current
alternatives.

Product Components

The webMethods B2B Integration Server, the webMethods B2B Developer and the set of
webMethods B2B Integration Modules comprise the principal components of webMethods B2B. These
components work together to create and execute intercompany applications and data exchanges that link
enterprise and legacy applications, databases, EDI software and Web sites between companies participating
in online trading networks.

The webMethods B2B Integration Server automates the exchange of data across the Internet by
securely and reliably transporting, mapping and transforming business documents and data messages of
diÅerent types among a diverse array of applications and databases. An integration server is a software
product that processes requests for sending and receiving data across the Internet. The requests are
submitted by existing enterprise applications. Using an integration server, applications may directly access
Web data across the Internet in real-time without the need for costly application redevelopment. The
webMethods B2B Integration Server can be used to integrate with applications developed in a variety of
languages and technologies. Because the webMethods B2B Integration Server provides open application
interfaces and supports a wide array of current and emerging B2B data standards, our software can
successfully integrate otherwise incompatible enterprise applications, EDI and EAI deployments and XML
and HTML-based Web sites.

Unlike proprietary EAI applications, the webMethods B2B Integration Server can perform all
communications using standard Hypertext Transport Protocol, or HTTP, as the data transport protocol.
For this reason, communications sent through the webMethods B2B Integration Server are not rejected by
corporate Ñrewalls that generally exclude communications sent using proprietary protocols. webMethods
has invested signiÑcant resources so that its server software is able to utilize HTTP without compromising
security, reliability or performance.

The webMethods B2B Developer is a development, testing and management environment used by
application developers and system integrators to deÑne data Öow deÑnitions and transformations between
inbound and outbound business documents and messages, and the enterprise applications or Web sites that
will create and receive them. These data Öow deÑnitions and transformations are displayed and
manipulated using familiar visually oriented tools and metaphors. The webMethods B2B Developer is also
able to deÑne conversions between XML documents of diÅerent types. For instance, it can be used to
deÑne a conversion from a purchase order in Commerce XML format into the equivalent Open
Applications Group data format. The webMethods B2B Developer provides the capability to upload the
data Öow deÑnitions and transformations to the webMethods B2B Integration Server, which executes them
on actual business documents and messages.

119



webMethods B2B Integration Modules provide functionality speciÑc to a particular enterprise
application, such as Baan or SAP R/3, that permits its application programming interfaces to be accessed
securely and reliably by business partners across the Internet. This diÅerentiates them from the adaptor
modules employed by proprietary EAI products for purely internal integration. webMethods also provides
documentation and software tools that allow its customers to build their own custom integration modules.

WebMethods B2B for RosettaNet provides support for RosettaNet framework and all released
RosettaNet partner interchange processes. In addition to providing complete support for this leading supply
chain integration standard, webMethods B2B for RosettaNet processes transactional data and oÅers
scalable trading partner proÑles and business rule management.

XML

webMethods software suite makes extensive use of eXtensible Markup Language, or XML, a
relatively recent standard that deÑnes a universal method for structuring data. webMethods believes that
XML will be a key enabler of both B2B e-commerce and the open integration of applications across
enterprises in general. XML was formally recommended by the World Wide Web Consortium as a
standard in February 1998. Since then, a number of industry leaders, including Microsoft, SAP AG, IBM,
Sun and Oracle, have announced support for XML.

Unlike HTML, the standard currently used in most Web applications, XML permits data to be coded
for content rather than solely for presentation. This coding diÅerence allows applications to examine and
manipulate data contained in a document. Descriptive tags are attached to each piece of data so
applications can understand the meaning of the data and process it accordingly. This feature eliminates the
need for re-keying data transmitted across the Internet.

XML is a standard, not a technology, and therefore, existing applications must be adapted to learn to
communicate using XML and integration servers are required to process, route and translate data.
Furthermore, to properly utilize XML, a method must be found to translate between the various XML
document types that proliferate among organizations. A solution must oÅer services to ensure acceptable
performance and maintain security. webMethods B2B Integration Server and webMethods B2B Developer
provide the infrastructure required to manage the integration process, securely and reliably route requests
and translate messages that conform to diÅerent document types.

Cross-platform support and compatibility

webMethods B2B has been developed exclusively in the Java programming language, which means
webMethods B2B can be readily deployed on almost all commonly available computing hardware and
operating systems. This makes it easy to deploy the webMethods B2B solution across a large trading
network running diÅerent hardware and operating systems. webMethods currently supports major server
platforms, such as Microsoft Windows NT and Windows 2000, Sun Microsystems Solaris, Linux, Hewlett
Packard HP-UX, IBM AIX and AS/400. webMethods is able to support other server platforms, which
run other operating systems, at a customer's request.

Scalability, performance and reliability

webMethods B2B has been designed to handle thousands of simultaneous business partner
connections and service a high volume of transactions among partners. Using a clustered multi-server,
multi-threaded architecture, the software's performance is optimized for multi-processor systems, and
supports high-volume server-side processing of business documents. Business partners that are both
running webMethods B2B can take advantage of guaranteed delivery features that ensure that critical
messages or business documents get delivered from one partner to another.
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Reusable B2B services architecture

webMethods B2B is built around a reusable architecture for B2B services, which models business
processes and operations such as purchase order submission and order tracking. The webMethods B2B
Developer includes graphical development tools permitting B2B services to be reused and combined across
multiple trading partner relationships.

Support for large numbers of trading partners

webMethods B2B includes features that allow companies to readily manage deployments across a
large number of trading partners. For instance, a package replication feature allows an administrator to
bundle a set of B2B service deÑnitions, code and data transformations that provide a certain B2B
capability, such as order receipt, into a package that can be automatically replicated across an entire
network of business partners.

Security

webMethods B2B contains a comprehensive set of security features that enable enterprises to utilize
the Internet to transmit proprietary information with conÑdence. These features can provide security even
if the webMethods B2B Integration Server is used by only one party to a transaction. The software
includes X.509 digital certiÑcates, RSA public key encryption and SSL encryption, which are ways to
encode information transmitted over the Internet to make it unintelligible to all but intended recipients,
and access control lists to ensure authentication, authorization and data privacy. In addition, because all
communications sent through the webMethods B2B Integration Server can be sent using HTTP, which
passes through corporate Ñrewalls, the business partners of webMethods' customers are not required to
modify their applications' security features.

Ladder of integration

webMethods oÅers its customers and their business partners the option to choose the level of
integration they desire. The webMethods ""Ladder of Integration'' allows Öexibility by providing integration
solutions that do not depend on business partners having the same technologies or levels of integration.
Business partners may advance to higher levels of integration as their needs change. New partners can be
added to existing networks with minimal eÅort because existing applications do not require extensive
changes as partners' applications and data formats develop over time.

Business partners may choose from the following integration levels:

‚ The minimal level of integration connects a customer's webMethods B2B Integration Server to
its business partner's HTML or XML-based Web site. This option requires no adjustments to
the business partner's system.

‚ A more advanced level of integration connects a customer's webMethods B2B Integration
Server to its business partner's XML or other B2B integration server using common Internet
B2B protocols or message formats such xCBL, EDI and RosettaNet. Although this option
requires that the customer and its business partners agree upon the protocol or message format
to be used for business documents, no changes to the business partner's system are necessary.

‚ Full integration involves both a customer and its business partner using webMethods B2B. The
customer and its business partners may fully integrate ERP systems and/or legacy applications
for real-time interactive data exchange. Because webMethods B2B is managing communica-
tions on both sides of a transaction, customers can take advantage of value-added services such
as guaranteed delivery of business documents or messages.
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Professional services and customer care

As part of a complete solution, webMethods oÅers comprehensive professional services that
complement its software, including strategic planning, project management and systems integration, as well
as consulting services and training relating to its software products. As of March 31, 2000, webMethods
professional services and customer care group consisted of 63 employees.

Professional Services. A majority of webMethods' customers make use of its professional services to
help them design and develop a successful business solution. Experienced consultants work with customers
to design a solution based on the customers' existing applications and required functionality and then
ensure that the selected solution is successfully implemented, from installation to ongoing maintenance.
webMethods consultants have participated in or led a number of important B2B integration projects for
customers and partners of webMethods, including the development of my SAP.com marketplace for
SAP AG, development of the Ariba Network and the Commerce XML speciÑcation for Ariba, and the
Grainger.com portal for W.W. Grainger.

To supplement internal professional services capabilities, webMethods has established strategic
relationships with several consulting Ñrms, including KPMG, Deloitte Consulting, EDS, Sera Nova,
Collaborex and Lante. These system integrators provide webMethods with a substantial body of expertise
relating to enterprise applications and the creation of B2B e-commerce networks, as well as the Öexibility
to handle both large and small projects and deliver complete solutions. These systems integrators also give
feedback to webMethods on its software and implementation that can be incorporated into product
enhancements. webMethods believes these relationships beneÑt its business by exposing its software to the
substantial customer base of each of these systems integrators.

Services are provided by either webMethods' professional services group or third-party systems
integrators and include the following:

‚ architecture and application design services;

‚ application development;

‚ installation services;

‚ testing and implementation services and maintenance services; and

‚ on-site support and coaching.

webMethods charges for these services on a time and materials basis and provides them through its
professional services groups based in the Fairfax, Virginia; New York, New York; Chicago, Illinois;
San Francisco, California; Hilversum, Netherlands; and Reading, United Kingdom facilities. webMethods
plans to increase the number of its professional services consultants and add additional service locations
throughout the United States and Europe.

Customer Care. webMethods believes that oÅering a superior level of customer service is essential
for its long-term success. Because customer service is a standard feature of its licenses, almost all
webMethods customers utilize its customer support. webMethods oÅers its customers a choice of several
levels of customer support, all of which provide dependable and timely resolution of customer technical
inquiries. The most comprehensive option oÅers support 24 hours, seven days a week. webMethods is
committed to resolving customer inquiries in a rapid and cost-eÅective manner. In addition, customers can
access the online customer newsgroup to beneÑt from the experiences of other companies in using
webMethods software.

webMethods also provides its customers with education and training. webMethods regularly oÅers
training courses for the software professionals responsible for implementing the webMethods software.
These training courses provide practical instruction on topics such as the potential uses of webMethods
software, creation of XML schemas for diÅerent types of business documents, integration of data from
multiple internal and external sources, automation of data-sharing by business partners using the Web,
bundling and redeployment of usable business logic and administration and maintenance of webMethods
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B2B. webMethods also provides customized classes at customer locations and oÅers a certiÑcation program
for customers and systems integration partners that requires completion of designated courses, Ñeld
experience and a certiÑcation examination.

Customers

As of March 31, 2000, webMethods had licensed its software to over 160 customers. In the Ñscal year
ended March 31, 2000, one customer, SAP AG, accounted for approximately 22% of webMethods' total
revenues. In the Ñscal year ended March 31, 1999, two customers, Telstra and Object Design accounted
for approximately 13% and 10%, respectively, of total revenues. Many of webMethods' customers are
Global 2000 companies and the companies that serve them and represent a broad spectrum of enterprises
within diverse industry sectors, including high-technology manufacturing, telecommunications, Ñnancial
services, shipping and logistics, chemicals, insurance, and business-to-business marketplaces. The following
is a partial list of customers that have licensed webMethods' software and that webMethods believes are
representative of its overall customer base:

eProcurement and B2B Chemical Industry High-Technology Manufacturing
MarketplacesAshland Chemical 3Com Corporation
Ariba, Inc.Eastman Chemical Apple Computer
Aspect Communications FMC Avnet/Marshall Industries
CorporationThe Geon Company Cisco Systems, Inc.
Buzzsaw.comOccidental Chemical Compaq Computer Corporation
ChematchWhitman Hart/Covalex Dell Computer Corporation
ChemConnect Hewlett Packard Company

Federal Clarus Corporation Hitachi Data Systems
GSA Collabria, Inc.

Juniper Networks
NSA Concur Technologies

Lexmark International Group,
e-Steel Corporation

Financial Services Inc.
Grainger.com

Citibank-Citigroup, Inc. National Semiconductor 
Indus International, Inc.

Dresdner Kleinwort Benson CorporationMRO.com
Dun & Bradstreet Corporation NEC SystemsmySAP.com
ePlus Philips ComponentsOrderZone.com
First Union Corporation Siemens AGStaples.com
Outcome.com Unisys CorporationSupplyWorks, Inc.
Security First Technologies TechTrader, Inc. Telecom

TPN RegisterInsurance Bell Atlantic Corporation
Ventro Corporation

Channelpoint Cable & Wireless
VerticalNet, Inc.

Escrow.com Ericsson, Inc.
Euler American Credit Lucent TechnologiesEnterprise Application Vendors

Telstra Corporation LimitedOracle CorporationShipping and Logistics
Persistence Software, Inc.DHL Worldwide Express Industrial/Distribution
PSDIFedex Alliant Food Service, Inc.
SAP AG

Orbital Sciences Corporation Corporate Express
Sterling Commerce, Inc.

Skulogix Partnet
Stolt-Nielsen Transportation Premier, Inc.

Retail
W.W. Grainger, Inc.

Utilities barnesandnoble.com
ACN Energy Best Buy
GE Power Land's End

Strategic relationships

To increase its leadership in the market, webMethods has formed strategic alliances with B2B
e-commerce portals and marketplaces, enterprise application vendors, B2B e-commerce technology leaders
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and system integrators. These relationships enable it to capitalize on the growing market for e-commerce
solutions by embedding and integrating webMethods software into the products and services provided by
its strategic partners. In addition, many of these relationships expose webMethods software to the customer
base of these companies. webMethods strategic relationships include the following:

Parties Relationship Examples

Portals and Marketplaces ÏÏÏÏÏÏÏ webMethods B2B serves as the mySAP.com, MRO.com, Clarus
infrastructure and transaction Supplier Universe
engine that links existing
applications of buyers and sellers
to B2B portals and marketplaces.

Enterprise Application Vendors
and Resellers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Resell webMethods B2B as part Sterling Commerce, SAP AG,

of their oÅerings or include PSDI, SpaceWorks
webMethods B2B in their own
products.

B2B Technology Relationships ÏÏ Collaborate on new technologies Microsoft, Ariba
and standards that build on our
B2B and XML expertise.

System Integrators ÏÏÏÏÏÏÏÏÏÏÏÏ Provide consulting and technical KPMG, Deloitte Consulting,
services support for our products, EDS, Sera Nova, Collaborex,
including implementation and Lante
maintenance.

Relationship with SAP AG

In March 1999, webMethods entered into a development partner agreement with SAP AG. In
June 2000, webMethods and SAP AG amended their agreement to permit SAP AG to use certain
webMethods products with a broader range of SAP AG products and to create a means by which SAP
AG may become a reseller of additional webMethods products.

webMethods' relationship with SAP AG provides it with an important endorsement of webMethods'
software, will expose the capabilities of a restricted version of webMethods B2B software to the SAP AG
customer base and gives webMethods the opportunity to license non-SAP-speciÑc versions of webMethods
software to the SAP AG customer base.

SAP AG provides webMethods software to their customers as the SAP Business Connector. In
addition, webMethods B2B provides the transaction integration infrastructure that links mySAP.com, an
open electronic hub that creates intercompany relationships for buying and selling and collaborating within
and across industries. SAP AG customers already utilizing SAP R/3 connect to this marketplace using the
SAP Business Connector. webMethods provides non-SAP customers the ability to connect to mySAP.com
via webMethods B2B.

Under the development partner agreement, as amended, webMethods granted SAP AG a perpetual
license to include webMethods B2B server and B2B developer in their software, to use the integrated
software for the operation of portals and marketplaces for itself and others and to license the integrated
software to its customers, for use by customers in connecting SAP systems to other SAP systems and
non-SAP systems. The license prevents webMethods from selling webMethods B2B to any user seeking to
connect SAP installations solely to SAP installations. However, webMethods is able to sell its fully
featured version of webMethods B2B to SAP AG's customers, which would enable them to integrate their
SAP systems to enterprise applications of other vendors. Under the development partner agreement, SAP
AG has the right to develop and market competitive software. However, if SAP AG develops a
competitive software product, the restrictions on webMethods sales are no longer applicable.
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SAP AG has announced its intention to be a signiÑcant supplier of business-to-business e-commerce
services and products. SAP AG may become a competitor to webMethods in the marketplace. Because
the development partner agreement, as amended, contemplates the payment of a Ñxed fee for a license to
integrate certain webMethods products into SAP products and license such integrated products to
customers, an increase in SAP's market share attributable to increased sales and use of SAP AG
integrated products may not result in increased revenues to webMethods, and may make it more diÇcult
for webMethods to sell its products and services.

Upon expiration of the initial term of the agreement in March 2002, and subject to payment of all
amounts due to webMethods under the development partner agreement, SAP AG will have the right to
obtain a perpetual limited license for the version of webMethods software that is then embedded in its
products. In addition, SAP AG will have access to the source code for this version of webMethods
software for purposes of integrating and embedding the software into SAP AG's products. SAP AG's right
to the perpetual license may be accelerated if:

‚ a major competitor of SAP AG in enterprise resource planning or supply chain management
acquires an equity interest in webMethods that exceeds SAP AG's investment;

‚ webMethods assigns the assets representing the licensed software to a third party; or

‚ a person other than Phillip Merrick who is not reasonably acceptable to SAP AG acquires 30%
of webMethods voting shares.

As a result of the development partner agreement, SAP AG has become a signiÑcant customer,
accounting for approximately 22% of webMethods revenues for the Ñscal year ended March 31, 2000, and
12% of webMethods' revenues for the quarter ended March 31, 2000. Under the development partner
agreement, SAP AG agreed to pay a Ñxed fee payable in 11 quarterly installments beginning with the
quarter ended June 30, 1999. This fee is, and may continue to be, a signiÑcant portion of webMethods
revenue if webMethods is not able to expand its revenue. If SAP AG chooses not to renew the license
arrangement to receive access to the latest version of webMethods software at the expiration of the
development partner agreement, webMethods revenue may decline and its business could be adversely
aÅected.

Sales and marketing

webMethods sells its software through its direct sales force, resellers who package its software with
their product suites and third-party systems integrators. While the majority of webMethods' sales are made
by its direct sales force or through resellers, a number of its sales are the direct result of leads generated
by strategic relationships with systems integrators. The sales cycle for webMethods software typically
ranges from 60 to 180 days. As of March 31, 2000, webMethods sales and marketing group consisted of
112 professionals located in its headquarters in Fairfax, Virginia, and oÇces in San Francisco and Los
Angeles, California; Englewood, Colorado; New York, New York; Plano, Texas; Alpharetta, Georgia;
Columbus, Ohio; Chicago, Illinois; Wellesley Hills, Massachusetts; Hilversum, Netherlands; Frankfurt,
Germany and Reading, United Kingdom. webMethods plans to expand its sales and marketing group
through aggressive recruitment of qualiÑed individuals.

webMethods' sales strategy involves targeting entities it views to be critical e-commerce users, which
are generally Global 2000 companies. Because webMethods believes that its products can increase an
enterprise's return on investment, it directs its marketing eÅorts to oÇcers and executives with
responsibility for areas such as procurement and supply chain management, as well as chief information
oÇcers. In addition, webMethods frequently participates in trade shows, seminars and conferences.
webMethods intends to leverage its existing customer relationships and strategic alliances to gain new
customers through exposure of its software to the business partners of its customers, resellers and systems
integrators, some of which, in turn, may purchase webMethods software. webMethods plans to continue
conducting joint marketing and selling eÅorts, such as informational seminars and joint sales calls, with its
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customers. In the past, webMethods has conducted such joint eÅorts with SAP AG, Ariba, Eastman
Chemical and Dell Computer.

webMethods uses a variety of marketing programs to build customer awareness of the company, its
brand name and its software. It uses a broad mix of programs to accomplish these goals, including market
research, product and strategy updates with industry analysts, public relations activities, direct mail and
relationship marketing programs, seminars, trade shows, speaking engagements and Web site marketing.
WebMethods' marketing professionals also produce marketing materials to support sales to prospective
customers that include brochures, data sheets, white papers, presentations and demonstrations.

Research and development

webMethods has made substantial investments in research and development, primarily through
internal development. webMethods believes that it has demonstrated signiÑcant innovations in its
application of Java and XML technologies to the problems of B2Bi. While webMethods evaluates
externally-developed technologies for integration into its software, most enhancements to the software have
been, and is expected to continue to be, developed internally. The majority of webMethods' research and
development activity consists of developing new versions of and enhancements to the webMethods B2B
software to better serve the needs of webMethods' customers. webMethods originally introduced its
webMethods B2B software in March 1998 and began shipping it in June 1998. A number of enhancements
have been added in subsequent releases.

As of March 31, 2000, webMethods had 69 employees dedicated to research and development. Its
research and development expenditures in the Ñscal years 1998, 1999 and 2000 were approximately
$569,000, $1,655,000 and $6,418,000, respectively. webMethods expects to continue committing signiÑcant
resources to research and development in the future.

In addition to its proprietary research, webMethods actively participates in a number of major XML-
based standards initiatives and industry consortia and some non-XML-based B2B standards initiatives and
consortia. webMethods participates in the following B2B standards initiatives: Microsoft BizTalk (B2B
e-commerce), Information & Content Exchange (content syndication), ACORD (insurance), OBI (B2B
e-commerce), Commerce XML (procurement), FpML (Ñnancial derivatives), Directory Interoperability
Forum (directories) and RosettaNet (information technology supply chain). webMethods also is a
member of the World Wide Web Consortium where it has participated and contributed to several of the
XML working groups. webMethods has collaborated with Microsoft on new XML standards and
technologies, such as the eXtensible Query Language, or XQL, for querying against data contained in
XML documents.

Competition

The market for B2Bi solutions is rapidly changing and intensely competitive and is likely to become
more competitive as the number of entrants and new technologies increases. While none of webMethods'
competitors or potential competitors currently produces a solution that is identical to webMethods solution,
the company is subject to current or potential competition from large software vendors; B2B marketplaces
that develop their own B2B integration solutions; certain EDI vendors; and vendors of proprietary EAI and
application server products, such as Extricity, escrow.com, Citibank and Bluestone, who have added XML
capabilities to their products. In addition, customers and other companies with whom webMethods has
strategic relationships may become competitors in the future.

webMethods believes that the principal competitive factors aÅecting its market include breadth and
depth of solution, interoperability of solution with existing applications, a substantial base of customers and
strategic alliances, core technology, product quality and performance, product features (including security),
customer service, and speed and ease of deployment. webMethods believes its solution currently competes
favorably with respect to these factors. However, its market is relatively new and evolving rapidly.
webMethods may not be able to maintain its competitive position against current and potential
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competitors, especially those with signiÑcantly greater Ñnancial, marketing, service, support, technical and
other resources.

Some large potential competitors have longer operating histories, larger customer bases, greater brand
recognition, and signiÑcantly greater Ñnancial, marketing and other resources than webMethods does and
may enter strategic or commercial relationships with larger, more established and well-Ñnanced companies.
Some of its competitors may be able to secure alliances with customers and aÇliates on more favorable
terms, devote greater resources to marketing and promotional campaigns and devote substantially more
resources to systems development than webMethods does. In addition, new technologies and the expansion
of existing technologies may increase competitive pressures on the company. webMethods may not be able
to compete successfully against current and future competitors, and the competitive pressures it faces
could harm its business, operating results and Ñnancial condition.

Intellectual property and other proprietary rights

webMethods' success is heavily dependent upon its proprietary technology, the webMethods brand
name, and the goodwill associated with it. It relies primarily on a combination of copyright, trade secret,
trademark and patent laws, conÑdentiality procedures, contractual provisions and other similar measures to
protect its proprietary information and intellectual property rights. As part of its conÑdentiality procedures,
webMethods enters into non-disclosure agreements with certain of its employees, consultants, customers,
prospective customers and companies with which it has strategic relationships. webMethods also enters
into license agreements with respect to its technology, documentation and other proprietary information.
Such licenses are generally non-transferable, are renewable and have terms of two years for end-users and
up to Ñve years for original equipment manufacturers which integrate webMethods technology into their
products. A small number of the agreements webMethods has entered into contain provisions that, under
certain circumstances, would allow third parties to obtain the source code for its software.

The unauthorized reproduction or other misappropriation of webMethods' proprietary technology
could enable third parties to beneÑt from the technology developed by webMethods without paying for it.
In addition, the steps webMethods has taken to protect its proprietary rights and intellectual property may
not be adequate to deter misappropriation. webMethods may not be able to detect unauthorized use of its
proprietary information or take appropriate steps to enforce its intellectual property rights. Despite eÅorts
by webMethods to protect its proprietary rights, unauthorized parties may attempt to copy or otherwise
obtain and use software or technology that webMethods considers proprietary and third parties may
attempt to develop similar technology independently.

webMethods currently holds a trademark registration in the United States for the webMethods name.
It also has a pending application for the trademark registration of the B2B Integration Server name in the
United States and has pending applications for the registration of the webMethods name in the European
Union, Japan and Australia. In addition, webMethods has two pending patent applications for technology
related to webMethods B2B. It is possible that the patents, copyrights or trademarks held by webMethods
could be challenged and invalidated. In addition, existing patent, copyright and trademark laws aÅord only
limited protections. EÅective protection of intellectual property rights may be unavailable or limited in
certain countries because the laws of some foreign countries do not protect proprietary rights to the same
extent as do the laws of the United States. Monitoring unauthorized use of patents and trademarks is
diÇcult and expensive, particularly given the global nature and reach of the Internet. Furthermore, it is
possible that competitors of webMethods will adopt similar product or service names, impeding its ability
to protect its intellectual property and possibly leading to customer confusion. While webMethods is not
aware that any of its products, patents, trademarks, copyrights or other proprietary rights infringe the
proprietary rights of third parties, any infringement claims, with or without merit, brought by such third
parties could be time-consuming and expensive to defend.
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Employees

As of March 31, 2000, webMethods employed 276 full-time employees. These included 112 in sales
and marketing, 63 in professional services and customer care, 69 in research and development and 32 in
administration and Ñnance. The future success of webMethods will depend in part on its ability to attract,
retain and motivate highly qualiÑed technical and management personnel, for whom competition is intense.
From time to time, webMethods has employed, and will continue to employ, independent contractors and
consultants to support research and development, marketing and sales, and business development. The
company's employees are not represented by a collective bargaining agreement and webMethods has never
experienced a strike or similar work stoppage. webMethods considers relations with its employees to be
good.

Facilities

The principal administrative, sales, marketing and research and development facility of webMethods is
located in Fairfax, Virginia, and consists of approximately 64,725 square feet of oÇce space held under a
lease that expires in March 2005. In March 1999, webMethods leased 4,000 square feet of oÇce space in
San Francisco, California, under a three-year lease expiring in February 2002. The company also maintains
oÇces for sales and support personnel in New York, New York; Los Angeles, California; Alpharetta,
Georgia; Plano, Texas; Columbus, Ohio; Chicago, Illinois; Englewood, Colorado; Wellesley Hills,
Massachusetts; Hilversum, The Netherlands; Frankfurt, Germany; and Reading, United Kingdom.

Legal proceedings

webMethods is involved from time to time in routine litigation that arises in the ordinary course of its
business, but is not currently involved in any litigation that it believes could reasonably be expected to
have a material adverse eÅect on webMethods.
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WEBMETHODS' MANAGEMENT

Executive OÇcers and Key Employees

Our executive oÇcers and other key employees and their ages and positions as of May 31, 2000 are as
follows:

Name Age Position

Executive OÇcers
Phillip Merrick ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37 Chairman of the Board, President and Chief Executive

OÇcer
Mary DridiÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39 Chief Financial OÇcer and Treasurer
David Mitchell ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35 Chief Operating OÇcer
Charles Allen ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33 Vice President, Product Marketing

Key Employees
Stewart Allen ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 Chief Technology OÇcer
Caren DeWitt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40 Vice President, Marketing
Kristin Weller ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 Vice President, Product Development
JeÅrey Kramer ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43 Vice President, Human Resources
Chris Barbin ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 Vice President, Professional Services
Christopher Halligan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33 Vice President, North American Operations
Christiaan van der Harst ÏÏÏÏÏÏÏÏÏÏÏÏ 40 General Manager, Europe

Phillip Merrick, the founder of webMethods, has served as Chairman of the Board, President and
Chief Executive OÇcer since its inception in June 1996. Before founding webMethods, he served from
December 1994 to February 1996 as Vice President of Engineering at Open Software Associates, an
Internet and graphic user interface tools company. From 1990 to 1994, Mr. Merrick was Director of
Development at Magna Software Corporation. Mr. Merrick holds a BS in Computer Science from the
University of Melbourne in Australia.

Mary Dridi joined webMethods in May 1998 as Chief Financial OÇcer and Treasurer. From
July 1991 to April 1998, she served as the Controller and Vice President of Finance for SRA
International, Inc., an information technology company. From 1987 to 1991, Ms. Dridi served as the
Director of Finance at Geostar Corporation, a mobile satellite communications company. From 1983 to
1987, Ms. Dridi provided audit and other business services with the accounting Ñrm of Peat Marwick.
Ms. Dridi is a CertiÑed Public Accountant and holds a BS in Commerce and Accounting from the
University of Virginia.

David Mitchell joined webMethods in December 1997 as Vice President, Sales and became Chief
Operating OÇcer in January 2000. Mr. Mitchell served as Vice President of Worldwide Sales from
September 1999 to December 1999. From 1995 to 1997, Mr. Mitchell served as Director of Worldwide
Sales for the help desk and network management group at McAfee Software, now Network Associates,
Inc. From 1993 to 1995, Mr. Mitchell was President and Chief Executive OÇcer of VYCOR Corporation,
a vendor of help desk and customer interactivity software, which was acquired in 1995 by McAfee
Software. Mr. Mitchell served as Vice President of Sales of VYCOR from 1989 to 1993. Mr. Mitchell
holds a BS in Marketing from Virginia Commonwealth University.

Charles Allen, a co-founder of webMethods, has served as our Vice President, Product Marketing
since January 1999 and as Vice President of Business Development from November 1996 to January 1999.
He was employed by the Open Environment Corporation, a distributed computing software company, from
January 1993 to September 1996, where he was responsible for business development and strategic sales
activities. From 1992 to 1993, Mr. Allen held several business development positions with the Cambridge
Technology Group. Mr. Allen is a frequent writer and specializes on topics related to XML and business-
to-business e-commerce.
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Stewart Allen joined webMethods in February 1997 as Vice President, Engineering and became Chief
Technology OÇcer in January 2000. From June 1996 to February 1997, Mr. Allen was U.S. Director of
Information Technology for Harlequin Systems, an image-processing software company. Mr. Allen was
employed by Open Environment Corporation from October 1992 to June 1996, where he was Manager,
Information Technology and designed and wrote the Ñrst Java development tool for three-tier client/server
applications. From 1989 to 1992, Mr. Allen was a co-founder and principal technologist with State of the
Art Department, an information technology consulting company. Mr. Allen is the author of Visual/Tcl, a
popular public-domain graphic user interface development tool for the Tcl language.

Caren DeWitt, a co-founder of webMethods, has served as Vice President, Marketing since
March 1997. From March 1996 to March 1997, Ms. DeWitt was the Director of Web Services at America
Online, an online service provider. From August 1995 to February 1996, Ms. DeWitt managed marketing
communications at Open Software Associates. From April 1994 to July 1995, Ms. DeWitt was an
independent marketing consultant. Previously, from 1991 to 1994, Ms. DeWitt worked as the Director of
Marketing at Low & Associates, a market research and marketing consultancy. She holds a BA in
Political Science from the University of California at Los Angeles.

Kristin Weller joined webMethods as Vice President, Professional Services and Customer Care in
September 1998 and became Vice President, Product Development in January 2000. From June 1994 to
September 1998, Ms. Weller served as a Senior Manager for Deloitte & Touche Consulting Group, where
she participated in the development of Deloitte's ERP implementation methodology. From Septem-
ber 1991 to June 1994, Ms. Weller served as a Senior Consultant at Andersen Consulting. Ms. Weller
holds a BA in Economics from Rhodes College.

JeÅrey Kramer joined webMethods in August 1999 as Vice President, Human Resources. From 1995
to 1999 he was employed by Thomson Financial, a Ñnancial services Ñrm, as Vice President, Human
Resources. From 1991 to 1995 Mr. Kramer was a Senior Manager, Human Resources at Boehringer
Mannheim Pharmaceuticals, a pharmaceuticals company. Mr. Kramer holds a BA in Psychology and an
MA in Counseling from George Washington University.

Chris Barbin joined webMethods in November 1999 as Director, Professional Services and became
Vice President, Professional Services in January 2000. From May 1995 to November 1999, Mr. Barbin
was employed by W.W. Grainger, Inc. Ì Grainger Consulting Services, where he was made a Managing
Director specializing in e-commerce in May 1999. From August 1993 to May 1995, he was Business
Development Coordinator for UtiliMed, Inc., a healthcare consulting company. Mr. Barbin holds a BA in
Political Science from Bates College.

Christopher Halligan joined webMethods in January 2000 as Vice President, North American
Operations. From 1989 to December 1999, he worked for Dell Computer Corporation, where he held a
number of positions. In 1999, Mr. Halligan served as Director, Online Business Development, Relationship
Group, where he managed product planning, development, delivery and marketing for all of Dell's
business-to-business Internet tools and processes. In recent years, he also served as National Sales
Director, Large Corporate Accounts (1997-1998), Demand Creation Manager, Large Corporate Accounts
(1996-1997), Product Marketing Manager, Dell Japan (1995), and National Advertising Manager, Major
Accounts (1994-1995). Mr. Halligan holds a BA in English literature from the University of Arizona.

Christiaan van der Harst has been General Manager, Europe for webMethods since June 1999. From
December 1997 to February 1999, Mr. van der Harst was a managing director at Descartes Systems, an
information technology software company. From August 1994 to December 1997, he was a managing
director at European entities aÇliated with Roadshow International, Inc., a transportation software
company. Mr. van der Harst holds a BS in Business Economics and received an MBA from the University
of Diepenbeek.

The webMethods Board of Directors is divided into three classes, each of whose members serve for a
staggered three-year term. The Board consists of three class I directors, Mr. Cook, Mr. Vasan and
Mr. Bailey, two class II directors, Mr. Riechers and Mr. Lewis, and three class III directors,
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Mr. Levinthal, Mr. Jones and Mr. Merrick. At each annual meeting of stockholders, a class of directors
will be elected for a three-year term to succeed the directors of the same class whose terms are then
expiring. The terms of the class I directors, class II directors and class III directors expire upon the
election and qualiÑcation of successor directors at the annual meeting of stockholders held during calendar
years 2000, 2001 and 2002, respectively. For more information about the webMethods' directors, see
""Additional Matters Being Submitted to a Vote of webMethods Stockholders Only Ì Proposal No. 2'' on
page 170 of this Joint Proxy Statement/Prospectus. Each oÇcer serves at the discretion of the Board of
Directors and holds oÇce until his or her successor is elected and qualiÑed or until his or her earlier
resignation or removal. Other than Mr. Merrick and Ms. DeWitt, who are husband and wife, and Charles
Allen and Stewart Allen, who are brothers, there are no family relationships among any of webMethods'
directors, executive oÇcers or key employees.

Executive Compensation

The following table sets forth compensation information for the Ñscal year ended March 31, 2000 paid
by webMethods for services by webMethods' Chief Executive OÇcer, and its three other highest-paid
executive oÇcers whose total salary and bonus for such Ñscal year exceeded $100,000, collectively referred
to as the Named OÇcers:

Summary Compensation Table(1)

Annual CompensationYear Ended All Other
Name and Principal Position March 31, Salary($) Bonus($) Compensation($)

Phillip Merrick ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2000 $156,262 $ 93,750 $8,583(2)
Chairman of the Board, President and 1999 100,012 Ì 1,566(3)
Chief Executive OÇcer

David Mitchell ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2000 127,512 103,750 14(4)
Chief Operating OÇcer 1999 82,512 67,069 Ì

Mary Dridi ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2000 130,012 28,000 3,409(5)
Chief Financial OÇcer 1999 91,291 Ì Ì

Charles Allen ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2000 130,012 28,000 14(6)
Vice President of Product Marketing 1999 89,012 12,420 Ì

(1) R. James Green, Chief Executive OÇcer, President and Chairman of the Board of the Active
Software will become the Executive Vice President of Product Development and Chief Technology
OÇcer of webMethods upon consummation of the merger. In Active Software's Ñscal year ended
December 31, 1999, Mr. Green was paid a salary of $170,000 and a bonus of $90,000. In Active
Software's Ñscal year ended December 31, 1998, Mr. Green was paid a salary of $172,231 and a
bonus of $61,967. In each of these years, Mr. Green also received options to purchase 150,000 shares
of Active Software common stock.

(2) Consists of payment of $1,663 for disability insurance premium, $14 for taxable group term life
insurance policy premium and $6,906 for fees relating to estate planning.

(3) Consists of payment for disability insurance premium.

(4) Consists of payment of $14 for taxable group term life insurance policy premium.

(5) Consists of payment of $3,395 for taxable travel expenses relating to the initial public oÅering and $14
for taxable group term life insurance policy premium.

(6) Consists of payment of $14 for taxable group term life insurance policy premium.
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Option Grants in Last Fiscal Year

The following table sets forth each grant of stock options during Ñscal 2000 to each of the Named
OÇcers. No stock appreciation rights were granted during the Ñscal year. The options listed in the table
have a term of ten years and vest as described in the notes to the table.

The percentage numbers are based on options to purchase an aggregate of 5,207,495 shares of our
common stock granted to eligible participants under our stock option plan during Ñscal 2000. The exercise
price was equal to the fair market value of our common stock as valued by the board of directors on the
date of grant. The exercise price may be paid in cash or by such other means as are speciÑed in the stock
option agreement relating to the grant. The holder of the option is responsible for payment of any federal
and state income tax liability incurred by the holder in connection with such exercise.

The potential realizable value is calculated based on a ten-year term of the option at the time of
grant. Stock price appreciation of 5% and 10% is assumed because of Securities and Exchange
Commission rules and does not represent webMethods' prediction of our stock price performance. The
amounts represent hypothetical gains that could be achieved for the respective options if exercised at the
end of the option term. These gains are based on assumed rates of stock price appreciation of 5% and 10%,
compounded annually from the date the respective options were granted to their expiration date, based
upon the market value of webMethods common stock on the date of option grant.

Potential Realizable Value
Individual Grants at Assumed Annual Rates

of Stock PriceNumber of
Appreciation for OptionSecurities % of Total Exercise

TermUnderlying Options Granted Price Expiration
Name Options Granted in Fiscal 2000 ($/share) Date 5% 10%

Phillip Merrick ÏÏÏÏÏÏÏÏÏ 55,188(1) 1.17% $ 6.05 11/17/09 $209,980 $ 532,131
David Mitchell ÏÏÏÏÏÏÏÏÏ 99,999(2) 2.12 12.00 1/21/10 754,666 1,912,472
Mary DridiÏÏÏÏÏÏÏÏÏÏÏÏÏ 183,960(3) 3.90 2.88 8/21/09 331,191 844,372
Charles AllenÏÏÏÏÏÏÏÏÏÏÏ 76,650(2) 1.62 12.00 1/21/10 578,457 1,465,924

30,660(2) 0.65 12.00 5/17/09 41,842 106,035

(1) Vesting occurs in equal monthly installments over a three-year period.

(2) These options were originally granted pursuant to the Stock Option Plan in January 1998. In
September 1998, these options were cancelled and new options were granted. The new options vest
according to the schedule set forth in the original option grant. Vesting occurs over a four-year period,
with 25% vesting after the Ñrst anniversary of the original award date and the remaining 75% vesting
in equal monthly installments over the next 36 months. The options will be fully vested in
December 2001.

(3) Vesting occurs over a four-year period with 25% vesting on the Ñrst anniversary of the date of grant
and the remaining 75% vesting in equal monthly installments over the next 36 months.

Option Values

The following table sets forth for each of webMethods' Named OÇcers options exercised and the
number and value of securities underlying unexercised options that are held by webMethods' Named
OÇcers as of March 31, 2000. The value of unexercised in-the-money options at 2000 Ñscal year end has
been calculated on the basis of $241.38 per share, the fair market value per share of webMethods common
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stock on March 31, 2000 less the applicable exercise price per share, multiplied by the number of shares
underlying the options.

Underlying Unexercised Value of Unexercised
Options at In-the-Money Options atShares

March 31, 2000 March 31, 2000Acquired on Value
Name(2) Exercise Realized(1) Vested Unvested Vested Unvested

Phillip Merrick ÏÏÏÏÏÏÏÏÏÏ Ì $ Ì 74,289 49,056 $17,931,879 $11,841,137
David Mitchell ÏÏÏÏÏÏÏÏÏÏ 213,577 51,529,533 17,797 295,780 4,295,840 71,395,376
Mary Dridi ÏÏÏÏÏÏÏÏÏÏÏÏÏ 50,185 12,113,655 2,390 246,095 576,898 59,402,411
Charles Allen ÏÏÏÏÏÏÏÏÏÏÏ 355,303 85,763,038 21,555 157,607 5,202,946 38,043,178

(1) Represents the diÅerence between (a) the exercise price and (b) the fair market value of the
common stock on the date of exercise.

(2) Upon completion of the merger, R. James Green, Active Software's Chairman of the Board, President
and Chief Executive OÇcer, will become an executive oÇcer and a director of webMethods. During
Active Software's Ñscal year ended December 31, 1999, Mr. Green exercised an option for 150,000
shares of Active Software common stock and realized a value of $200,000 upon such exercise. As of
December 31, 1999, Mr. Green held one fully-exercisable option for 150,000 shares of Active
Software common stock, which option had a value of $12,000,000 as of December 31, 1999.

Employment agreements and change of control arrangements

None of its Named OÇcers has an employment agreement with webMethods. These oÇcers may
resign or webMethods may terminate their employment at any time. Each of webMethods' Named
OÇcers is party to an agreement with webMethods under which the Named OÇcer may continue to
receive base salary and beneÑts after the Named OÇcer's resignation or termination. webMethods is
obligated to make payments if webMethods' Named OÇcer is terminated without cause (as deÑned by the
agreement) or resigns for certain reasons, including, in the event of a change in control of webMethods,
the Named OÇcer ceases to be an executive oÇcer of webMethods or there is a reduction or change in
webMethods' Named OÇcer's duties within two years of the change in control. webMethods' obligations
to make payments cease upon the earlier of one year from the date of termination or resignation or the
Named OÇcer commences full-time employment for another employer.

Stock option plan

The webMethods stock option plan was adopted by the webMethods Board of Directors in
November 1996, and approved by the stockholders in January 1997. Under the stock option plan,
employees, directors, consultants and advisers are eligible to receive grants of stock options and stock
appreciation rights, or SARs.

webMethods currently has 10,731,000 shares of its common stock reserved for issuance under the
stock option plan. If the proposal to amend the webMethods stock option plan is approved, an aggregate of
20,731,000 shares of webMethods common stock will be reserved for issuance under the plan. For a
detailed discussion of the proposal, see the section titled ""Additional Matters Being Submitted to a Vote
of webMethods Stockholders Only Ì Proposal No. 4 Approval of the Amended and Restated Stock
Option Plan'' beginning on page 170. As of March 31, 2000, webMethods had outstanding options to
purchase 8,958,364 shares of its common stock. The compensation committee of the board of directors
makes any administrative determinations under the stock option plan.

The exercise price for options granted under the stock option plan is required to be paid in cash or by
such other means as are speciÑed in the stock option agreement relating to such options. No change in a
participant's duties shall result in a modiÑcation of the terms of any option or SAR outstanding under the
stock option plan. The Board of Directors may oÅer to buy out for a payment in cash or shares of
webMethods common stock all or a portion of any option outstanding under the stock option plan.
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Options that qualify as incentive stock options will have an exercise price equal to the fair market
value of webMethods common stock on the grant date, generally vest at the rate of 25% per year,
beginning one year after the date of award, and have a term of ten years.

The webMethods Board of Directors may amend or modify the stock option plan at any time. The
stock option plan will terminate on the tenth anniversary of its adoption by the board of directors, unless
the Board of Directors decides to terminate the plan sooner.

Employee stock purchase plan

The Board of Directors adopted the Employee Stock Purchase Plan in January 2000. webMethods'
stockholders approved the plan on February 1, 2000.

A total of 1,500,000 shares of common stock are available for issuance under the plan. The number of
shares of common stock available for issuance under the plan is increased on the Ñrst day of each calendar
year during the term of the plan by 750,000 shares of common stock.

The plan is be administered by a committee appointed by the Board of Directors. Employees are
eligible to participate if they are customarily employed by webMethods for at least 20 hours per week and
more than Ñve months in any Ñscal year. The plan permits an eligible employee to purchase webMethods
common stock at a discount through accumulated payroll deductions of up to 20% of his or her base
compensation.

The plan, which is intended to qualify under Section 423 of the Internal Revenue Code, is
implemented by a series of overlapping oÅering periods of 24 months' duration, with new oÅering periods,
other than the Ñrst oÅering period, commencing on or about January 1 and July 1 of each year. Each
oÅering period consists of four consecutive purchase periods of approximately six months' duration, at the
end of which, an automatic purchase will be made for participants. The initial oÅering period commenced
on February 11, 2000 and will end on December 31, 2001. The initial purchase period began on February
11, 2000 and will end on June 30, 2000. Participants generally may not purchase more than 1,000 shares,
or such other number of shares established by the committee or the Board of Directors, on any purchase
date or purchase stock having a value measured at the beginning of the oÅering period greater than
$25,000 in any calendar year.

Individuals who are eligible employees as of the Ñrst business day of each oÅering period may enter
the plan as of that oÅering period. Once enrolled in the plan, a participant will continue to participate in
the plan for future oÅering periods, until the participant ceases to be an eligible employee, withdraws from
the plan or discontinues his or her contributions.

The purchase price per share will be 85% of the lower of (1) the fair market value of our common
stock on the purchase date and (2) the fair market value of a share of our common stock on the last
trading day before the oÅering date, or, in the case of the Ñrst oÅering period under the plan, $35 per
share, the price at which one share of webMethods common stock was oÅered to the public in its initial
public oÅering.

The Board may at any time amend, modify or terminate the plan. The plan will terminate no later
than January 2010.

Limitations of liability and indemniÑcation matters

webMethods' certiÑcate of incorporation limits the liability of directors to the maximum extent
permitted by Delaware law. Delaware law provides that directors of a corporation will not be personally
liable for monetary damages for breach of their Ñduciary duties as directors, except liability for any of the
following:

‚ any breach of their duty of loyalty to the corporation or its stockholders;
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‚ acts or omissions not in good faith or which involve intentional misconduct or a knowing
violation of law;

‚ unlawful payments of dividends or unlawful stock repurchases or redemptions; or

‚ any transaction from which the director derived an improper personal beneÑt.

This limitation of liability does not apply to liabilities arising under the federal securities laws and
does not aÅect the availability of equitable remedies, including injunctive relief or rescission.

webMethods' bylaws provide that the company shall indemnify its directors and oÇcers for actions
authorized by the Board of Directors to the fullest extent permitted by law. The bylaws also permit
webMethods to secure insurance on behalf of any oÇcer, director, employee or other agent for any liability
arising out of his or her actions in such capacity, regardless of whether the bylaws would permit
indemniÑcation.

webMethods also has entered into agreements to indemnify its directors. These agreements, among
other things, indemnify the directors and executive oÇcers for expenses, such as attorneys' fees, judgments,
Ñnes and settlement amounts incurred by any person in any action or proceeding, including any action by
us arising out of that person's services as a director or executive oÇcer of webMethods or any of
webMethods' subsidiaries or any other company or enterprise to which the person provides services at the
request of webMethods. webMethods believes that these provisions and agreements are necessary to attract
and retain qualiÑed persons as directors and executive oÇcers.
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PRINCIPAL STOCKHOLDERS OF WEBMETHODS

The following table sets forth information regarding beneÑcial ownership of webMethods common
stock as of July 11, 2000, by:

‚ each person known by webMethods to own beneÑcially more than Ñve percent (5%) of its
common stock;

‚ each of the Chief Executive OÇcer, the Chief Financial OÇcer, the Chief Operating OÇcer
and the Vice President of Product Marketing;

‚ each of webMethods' directors; and

‚ all directors and executive oÇcers as a group.

Under the rules of the Securities and Exchange Commission, beneÑcial ownership includes voting or
investment power with respect to securities and includes the shares issuable under stock options that are
exercisable within sixty (60) days of July 11, 2000. Shares issuable under stock options are deemed
outstanding for computing the percentage of the person holding options but are not outstanding for
computing the percentage of any other person. The percentage of beneÑcial ownership for the following
table is based upon 32,065,420 shares of common stock outstanding as of July 11, 2000.

Unless otherwise indicated, the address for each listed stockholder is: c/o webMethods, Inc., 3930
Pender Drive, Fairfax, Virginia 22030. To webMethods' knowledge, except as indicated in the footnotes to
this table and pursuant to applicable community property laws, the persons named in the table have sole
voting power and investment power with respect to all shares of common stock. This table does not give
eÅect to the voting agreements and, in some cases, irrevocable proxies executed by the stockholders in
favor of Active Software as described in ""The Merger Agreement and Related Agreements Ì The Voting
Agreement'' on page 77.

Shares BeneÑcially
Owned Percent

Phillip Merrick(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,330,510 10.4%
Caren DeWitt(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,330,510 10.4
David Mitchell(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 240,718 *
Charles Allen(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 417,970 1.3
Mary Dridi(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 112,900 *
MayÑeld Fund and aÇliates(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,609,261 17.5
Chase Bailey(6)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99,395 *
Robert E. Cook(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,179,754 3.7
Michael J. Levinthal(8) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,633,765 17.5
Jack L. Lewis(9)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,171,446 3.7
FBR Technology Venture Partners, L.P.(10)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,746,907 8.6
Gene Reichers(11) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,760,704 8.6
Robert T. Vasan(12)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,794,207 18.1
Dennis H. Jones(13)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 76,147 *
The Goldman Sachs Group, Inc. and aÇliates(14) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,816,933 5.6
Dell USA L.P.(15) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,451,466 7.6
All directors and executive oÇcers as a group (12 persons)(16) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,208,255 46.9

* Less than one percent.

(1) Includes (a) 2,964,147 shares held of record by Phillip Merrick and Caren DeWitt, Joint Tenants by
the Entirety with Right of Survivorship, (b) 253,128 shares held of record by Caren DeWitt,
(c) 81,594 shares subject to option exercise by Mr. Merrick within 60 days and (d) 31,641 shares
subject to option exercise by Ms. DeWitt within 60 days.
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(2) Includes (a) 200,523 shares held of record by David Mitchell, (b) 4,599 shares of record held by
Mr. Mitchell's family and (c) 35,596 shares subject to option exercise by Mr. Mitchell within
60 days.

(3) Includes (a) 349,631 shares held of record by Charles Allen and (b) 68,339 shares subject to option
exercise by Mr. Allen within 60 days.

(4) Includes (a) 37,920 shares held of record by Mary Dridi, (b) 4,598 shares held of record by two
trusts for which Ms. Dridi is trustee, and (c) 70,382 shares subject to option exercise by Ms. Dridi
within 60 days.

(5) Includes 275,242 shares held of record by MayÑeld Associates Fund IV, 5,229,753 shares held of
record by MayÑeld IX and 104,266 shares held of record by an aÇliate of MayÑeld. The address for
MayÑeld IX and MayÑeld Associates Fund IV is 2800 Sand Hill Road, Menlo Park, California
94025.

(6) Includes (a) 17,441 shares held of record by Chase Bailey, (b) 33,450 shares subject to option
exercise by Mr. Bailey within 60 days and (c) 48,504 shares held of record by Mountain Lake
Partners, L.L.C.

(7) Includes (a) 938,128 shares held of record by Robert Cook, (b) 4,599 shares subject to option
exercise by Mr. Cook within 60 days, (c) 176,442 shares held of record by his spouse and
(d) 60,585 shares held of record by Royal WulÅ Ventures, L.L.C.

(8) Includes (a) 13,797 shares subject to option exercise by Michael Levinthal within 60 days,
(b) 5,229,753 shares held of record by MayÑeld IX, (c) an aggregate of 10,707 shares held of
record by the Kate Parker Levinthal Trust, the Zachary Parker Levinthal Trust and the Levinthal/
Schlein Family Trust, of which Mr. Levinthal is trustee, (d) 275,242 shares held of record by
MayÑeld Associates Fund IV and (e) 104,266 shares held of record by an aÇliate of MayÑeld.
Michael Levinthal, one of our directors, is a Managing Director of MayÑeld IX Management L.L.C.,
the general partner of MayÑeld IX and MayÑeld Associates Fund IV and may be deemed to have
voting and investment power over the shares. Mr. Levinthal disclaims beneÑcial ownership of shares
held by MayÑeld IX and MayÑeld Associates Fund IV. The address for MayÑeld IX, MayÑeld
Associates Fund IV and Mr. Levinthal is 2800 Sand Hill Road, Menlo Park, California 94025.

(9) Includes (a) 262,349 shares held of record by Jack Lewis, (b) 10,731 shares subject to option
exercise by Mr. Lewis within 60 days, (c) 689,850 shares held of record by The Merrick Children's
Irrevocable Trust, of which Mr. Lewis is trustee, (d) 193,109 shares held of record by various trusts
for which his spouse is trustee and (e) 15,407 shares held of record by one of Mr. Lewis' children.
Mr. Lewis disclaims beneÑcial ownership of the 689,850 shares held of record by The Merrick
Children's Irrevocable Trust, the 193,109 shares held by the trusts for which his spouse is trustee
and the 15,407 shares held of record by one of his children.

(10) Includes 2,746,907 shares held of record by FBR Technology Venture Partners, L.P. Gene Riechers,
one of our directors, is a Managing Director of FBR Technology Venture Partners, L.P. As such,
Mr. Riechers may be deemed to have voting or investment control over such shares. Mr. Riechers
disclaims beneÑcial ownership of shares held by FBR Technology Venture Partners, L.P. except to
the extent of any pecuniary interest therein. The address for FBR Technology Venture Partners, L.P.
and Mr. Riechers is 11600 Sunrise Valley Drive, Suite 460, Reston, VA 20191.

(11) Includes (a) 13,797 shares subject to option exercise by Gene Riechers within 60 days and
(b) 2,746,907 shares held of record by FBR Technology Venture Partners, L.P. Mr. Riechers, one of
our directors, is a Managing Director of FBR Technology Venture Partners, L.P. As such,
Mr. Riechers may be deemed to have voting or investment control over such shares. Mr. Riechers
disclaims beneÑcial ownership of shares held by FBR Technology Venture Partners, L.P. except to
the extent of any pecuniary interest therein. The address for FBR Technology Venture Partners, L.P.
and Mr. Riechers is 11600 Sunrise Valley Drive, Suite 460, Reston, VA 20191.

(12) Includes (a) 13,797 shares subject to option exercise by Robert Vasan within 60 days, (b) 171,149
shares held of record by the Robert T. Vasan Trust Dated of which Mr. Vasan is trustee, and
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(c) 275,242 shares held of record by MayÑeld Associates Fund IV, 5,229,753 shares held of record
by MayÑeld IX and 104,266 shares held of record by an associate of MayÑeld. Mr. Vasan is a
limited partner of MayÑeld Associates Fund IV and does not have voting or investment power over
shares held by MayÑeld Associates Fund IV or MayÑeld IX. Mr. Vasan disclaims beneÑcial
ownership of shares held by MayÑeld Associates Fund IV and MayÑeld IX except to the extent of
any pecuniary interest therein. The address for MayÑeld Associates Fund IV, MayÑeld IX and
Mr. Vasan is 2800 Sand Hill Road, Menlo Park, California 94025.

(13) Includes 62,350 shares held of record by FedEx Corporation, of which Dennis Jones is Executive
Vice President of Information Technology and Chief Information OÇcer and 13,797 shares subject
to option exercise. Mr. Jones disclaims beneÑcial ownership of 62,350 shares held by FedEx
Corporation. The address for the FedEx Corporation and Mr. Jones is 942 South Shady Grove
Road, Memphis, Tennessee 38120.

(14) Includes (a) 1,642,645 shares held of record by The Goldman Sachs Group, Inc. and (b) 174,288
shares held of record by Stone Street Fund 1999, L.P. The address for The Goldman Sachs Group,
Inc. and Stone Street Fund 1999, L.P. is 85 Broad Street, New York, New York 10004.

(15) Includes (a) 1,928,567 shares held of record by Dell USA L.P. and (b) 522,899 shares held by
aÇliates of Dell USA L.P. The address for Dell USA L.P. is One Dell Way, Round Rock, Texas
78682.

(16) Includes (a) 14,816,735 shares held of record by current webMethods directors and executive
oÇcers as a group and (b) 391,520 shares subject to options exercisable within 60 days of June 6,
2000 held by current directors and executive oÇcers as a group.

138



CERTAIN TRANSACTIONS RELATING TO WEBMETHODS

Since its incorporation in June 1996, webMethods has not been a party to any transaction or series of
transactions involving $60,000 or more and in which any director, executive oÇcer or holder of more than
5% of its capital stock had a material interest other than those described below. Upon the completion of
its initial public oÅering in February 2000, webMethods instituted policies requiring that any transactions,
including loans, between the company and any of its oÇcers, directors, principal stockholders or aÇliates
of any of these parties to be approved by a majority of the Board of Directors, including a majority of the
independent and disinterested directors serving on the Board. In addition, these transactions must be on
terms no less favorable to webMethods than could be obtained from an unaÇliated party.

Common stock issuances

On June 13, 1996, in connection with the organization of webMethods, the company acquired the
technology for the Web Automation Toolkit from Phillip Merrick, the Chairman of the Board, President
and Chief Executive OÇcer of webMethods, and Caren DeWitt, the Vice President of Marketing, in
exchange for 4,089,217 shares of common stock valued at $150,000 or approximately $.04 per share.

In January 1997, webMethods sold shares of common stock to eight investors, including Jack Lewis, a
member of the Board of Directors and the Corporate Secretary, and Robert Cook and Robert Vasan,
members of the Board of Directors. The purchase price for these shares was approximately $.27 per share.

Preferred stock issuances

Series A Preferred Stock. In October 1997, those stockholders who purchased common stock in
January 1997, including Mr. Lewis, Mr. Cook and Mr. Vasan, exchanged their shares of common stock for
47,174 shares of Series A preferred stock. At the completion of webMethods' initial public oÅering, the
shares held by these aÇliated parties converted into an aggregate of 1,448,396 shares of common stock.

Series B Preferred Stock. In November and December 1997, webMethods sold shares of Series B
preferred stock to 31 investors, including FBR Technology Venture Partners, L.P., whose Managing
Director Gene Riechers is a member of the Board of Directors, Robert Cook and an aÇliate of Jack
Lewis. The purchase price for the Series B preferred stock was $20.00 per share. At the completion of
webMethods' initial public oÅering, the shares held by these aÇliated parties converted into an aggregate
of 5,560,603 shares of common stock.

Series C Preferred Stock. In September 1998, webMethods sold shares of Series C preferred stock to
Ñve investors, including MayÑeld IX and MayÑeld Associates Fund IV with whom two members of the
webMethods Board of Directors, Michael Levinthal and Robert Vasan, are aÇliated, the Robert T. Vasan
Trust, for which Mr. Vasan is the trustee, and FBR Technology Venture Partners, L.P. The purchase price
for the Series C preferred stock was $33.20 per share. At the completion of webMethods' initial public
oÅering, the shares held by these aÇliated parties converted into an aggregate of 6,023,547 shares of
common stock.

Series D Preferred Stock. In May and June 1999, webMethods sold shares of Series D preferred
stock to 47 investors, including MayÑeld IX and MayÑeld Associates Fund IV, aÇliates of Jack Lewis,
Robert Cook, Chase Bailey, the Robert T. Vasan Trust and FBR Technology Venture Partners, L.P. The
purchase for the Series D preferred stock was $88.40 per share. At the completion of webMethods' initial
public oÅering, the shares held by these aÇliated parties converted into an aggregate of 4,131,521 shares of
common stock.

Series E Preferred Stock. In November 1999, webMethods sold shares of Series E preferred stock to
Ñve investors, including Fedex Corporation, for which Dennis Jones, a member of the webMethods Board
of Directors, is an Executive Vice President and Chief Information OÇcer. The purchase price for the
Series E preferred stock was $247.20 per share. At the completion of webMethods' initial public oÅering,
the shares held by these aÇliated parties converted into an aggregate of 2,119,622 shares of common
stock.
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Other transactions

Jack L. Lewis, a director of webMethods, is aÇliated with a professional corporation that is a
member of Shaw Pittman, webMethods' legal counsel. Shaw Pittman received fees of $909,000 during the
year ended March 31, 2000 and $249,000 of unpaid invoices were outstanding on March 31, 2000. Shaw
Pittman will receive professional fees in connection with the merger.

webMethods has granted options to some of its directors and executive oÇcers. See ""webMethods'
Management'' beginning on page 129 and ""Principal Stockholders of webMethods'' beginning on page 136
for more information about option grants to the directors and executive oÇcers of webMethods.

webMethods has entered into indemniÑcation agreements with each of its directors. In these
agreements, among other things, webMethods agrees to indemnify its directors and executive oÇcers for
expenses, such as attorneys' fees, judgments, Ñnes and settlement amounts incurred by any person in any
action or proceeding, including any action by webMethods arising out of that person's services as a director
or executive oÇcer of webMethods or any of its subsidiaries or any other company or enterprise to which
the person provides services at the request of webMethods. webMethods believes that these provisions and
agreements are necessary to attract and retain qualiÑed persons as directors and executive oÇcers.
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BUSINESS OF ACTIVE SOFTWARE

The information in this section relates to the business of Active Software as it is currently conducted
without giving eÅect to the merger.

Overview

Active Software is a provider of eBusiness infrastructure software products that provides its customers
with a platform to automate end-to-end business processes inside their enterprise, with business-to-business
(B2B) trading partners and with customers over the Internet. The ActiveWorksTM Integration System
enables Active Software's customers to accelerate their time to market for products and services, enhance
their relationships with customers, suppliers and partners and substantially reduce their operating and
information technology costs. Active Software's customers use this platform to automate business processes
without costly and time-consuming custom programming, enabling them to quickly and cost-eÅectively
compete in today's rapidly changing network economy. Active Software has designed the ActiveWorks
Integration System to provide a highly Öexible and adaptable eBusiness infrastructure that can be deployed
quickly and changed easily in response to evolving business requirements. In addition, Active Software
partners with a broad range of system integrators and hardware, software and service providers in order to
oÅer its customers a comprehensive eBusiness solution.

Recent developments

Initial Public OÅering. In August 1999, Active Software completed the initial public oÅering of its
common stock, which resulted in net proceeds of approximately $40 million. In the oÅering, Active
Software issued and sold an aggregate of 4,025,000 shares of common stock at an initial public oÅering
price of $11.00 per share.

Acquisitions. In February 2000, Active Software completed the acquisition of Alier, Inc., a
worldwide provider of enterprise application integration (EAI) solutions to Ñnancial institutions. In
connection with this transaction, pursuant to which Alier became a wholly owned subsidiary of Active
Software, all outstanding shares of capital stock of Alier were exchanged for 390,875 shares of Active
Software common stock and cash of $2.0 million. In addition, the outstanding options to purchase Alier
capital stock were converted into options to purchase 158,277 shares of Active Software common stock.

In April 2000, Active Software acquired TransLink Software, Inc., a provider of high performance
mainframe integration solutions for eBusiness. In connection with this transaction, Active Software made a
cash payment of $4.5 million (less certain amounts related to professional fees) and issued 796,363 shares
of its common stock. In addition, the outstanding options to purchase TransLink capital stock were
converted into options to purchase 43,041 shares of Active Software common stock.

In April 2000, Active Software acquired Premier Software Technologies, Inc., a provider of
integration products and services for eCommerce. In connection with this transaction, Active Software
issued 121,308 shares of its common stock and cash in the amount of $500,000 in exchange for all of the
outstanding shares of capital stock of Premier. In addition, Active Software issued options to purchase
11,548 shares of its common stock to employees of Premier.

Partnerships. In January 2000, Active Software announced a partnership with NTT Software
Corporation to increase its presence in the Japanese market. Under terms of the agreement, NTT Software
will be the sole distributor of Active Software's ActiveWorks Integration System in Japan.

Industry background

Over the past decade, enterprise computing environments have undergone a signiÑcant transformation.
This transformation has been driven by accelerating organizational demands for Öexibility, eÇciency, and
speed in order to more eÅectively respond to a rapidly changing business environment and increasingly
global marketplace. In parallel, there has been a shift from in-house, custom development of mission-
critical applications to the purchase of these applications and related services from third-party vendors.
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Packaged applications have spread throughout the enterprise to address many highly strategic business
functions, including resource planning, management of supply and distribution networks, customer
relationship management, sales force automation, business decision support and eCommerce. In this new
corporate environment, a single business process can require access to data and information from many
distinct applications, none of which are designed to communicate seamlessly and in real time with the
others.

Companies have invested an enormous amount of Ñnancial and technical resources in developing and
deploying a broad range of packaged and custom applications. To take full advantage of these investments,
it has become critical for companies to eÇciently integrate these applications. META Group estimates
that the average Fortune 1000 company maintains 49 distinct enterprise applications and spends from one-
quarter to one-third of its total information technology budget on integration-related eÅorts. The
complexity of this integration challenge has historically required time-consuming, expensive, custom-
developed in-house solutions or third-party specialized consulting and system integration services. More
recently, the market for third-party enterprise application integration, or EAI, software has emerged to
provide this integration capability as a packaged solution. Driven by the increasingly business-critical need
for integration, the application and data integration software market is projected by the Yankee Group to
reach a total size of $5 billion by 2001. In addition, the Gartner Group has reported that the total volume
of B2B transactions exceeded $145 billion in 1999, and predicts that this volume will grow to more than
$7 trillion by 2004, a sustained annual growth rate of 120%. Active Software cannot assure you that these
estimates will be achieved.

Against this backdrop, the explosive emergence of the Internet has further changed the nature and
pace of business operations and competition. Companies are now able to conduct business electronically
through an Internet-enabled real-time network of customers, suppliers and partners. As a result, the ability
to operate as an eBusiness has become a critical strategic objective. Companies need to integrate all
aspects of their enterprises, including back-oÇce operations and processing, front-oÇce applications, such
as sales, marketing and customer service, and supplier management systems, such as planning, sourcing,
purchasing, fulÑllment and inventory control. For example, a company can now give suppliers and partners
real-time electronic access to its scheduling, billing and inventory information, thereby enhancing
communication, reducing operating costs and creating a networked organization that takes advantage of
supplier and partner strengths in ways not previously possible. To compete successfully, a company needs
an integration platform that allows it to adapt quickly to changing market conditions, accelerate time to
market, enhance relationships with customers, suppliers and partners, and reduce operating costs.

Active Software believes that traditional integration and EAI solutions fail to fully capitalize on the
beneÑts of Internet technologies and do not adequately address the challenges of this eBusiness
environment. These solutions are often inÖexible and rigid, lack key functionality, such as security and
integration management and monitoring, and do not oÅer the speed of implementation and time-to-market
beneÑts required in today's business environment. As a result, Active Software believes that there is a
signiÑcant opportunity for a vendor who can provide a platform that enables seamless, real-time and
eÇcient integration across the extended enterprise of B2B trading partners. This platform needs to provide
the following key capabilities:

‚ Comprehensive, Robust Solution: a comprehensive, end-to-end solution for eBusiness integra-
tion inside the enterprise and with B2B trading partners and customers over the Internet that
does not require substantial custom programming;

‚ Dynamic Adaptability: a system designed to adapt quickly and eÇciently to changing business
operations, rules and processes, and to accommodate change without additional programming;

‚ Scalability: a system that easily accommodates a wide range of transaction and data Öow
volumes across locally and globally-distributed networks;

‚ Extensibility: Öexibility to allow for the eÇcient incorporation of and integration with evolving
technologies;
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‚ Security: inherent state-of-the-art security and administrative capabilities designed for an
enterprise operating in an eBusiness environment with its customers, suppliers and partners;
and

‚ Management and Monitoring: eÇcient, easy-to-use and centralized management and monitor-
ing of the integration platform and all of its components.

The Active Software solution

Active Software develops, markets and supports eBusiness infrastructure software products that enable
its customers to more quickly expand and capitalize upon greater business opportunities. Active Software's
ActiveWorks Integration System connects a wide range of enterprise and B2B applications and systems
and provides a comprehensive software platform for integrating these applications with minimal custom
programming.

Active Software believes the ActiveWorks platform provides the following compelling and strategic
business beneÑts to its customers:

‚ Accelerates Time to Market. The ActiveWorks platform enables Active Software's customers
to accelerate time to market for new products and services by integrating and synchronizing
the entire end-to-end information Öow between enterprise applications and B2B partners in an
eBusiness environment. By enabling the close interaction of customers, suppliers and partners,
the ActiveWorks solution provides the integration platform for the seamless exchange of
relevant information internally and across the enterprise's network of customers, suppliers and
partners. In addition, the platform is readily adaptable to changing business and computing
environments, providing the business Öexibility to respond in real time to changes in the
market. The architecture, intelligent adapter portfolio and management and monitoring
functionality all provide an enhanced level of adaptability to changes in business processes and
rules in an evolutionary manner with minimal disruption to business operations.

‚ Improves Customer and Supplier Interaction. The ActiveWorks platform, by enabling scalable
and secure eBusiness, can enhance Active Software's customers' business relationships with
their customers and B2B partners. Active Software oÅers a comprehensive, robust solution for
integration across traditional business boundaries, providing the information link to customers
and suppliers and greatly enhancing an organization's ability to respond quickly, accurately and
eÅectively to customer and supplier needs.

‚ Reduces Operational Costs. The ActiveWorks platform is designed to enable Active
Software's customers to operate in a more eÇcient and streamlined manner. Active Software's
customers are able to take advantage of the capabilities of the ActiveWorks platform to
interact electronically with customers, suppliers and partners, signiÑcantly reducing their
operational costs. In addition, Active Software's platform minimizes the need for time-
consuming and expensive custom programming, reducing the number of highly skilled
programmers required to implement and maintain its system. The ActiveWorks solution is not
only designed for rapid initial deployment, but also can be eÇciently altered in response to an
upgrade or replacement of a speciÑc application or an internal or external business process
change. As a result, Active Software's solution substantially reduces the installation and
maintenance costs associated with other integration approaches.

In addition to these business beneÑts, Active Software's platform is diÅerentiated from other
integration solutions through the following core competencies, which Active Software believes enables it to
deliver faster time to integration than the solutions oÅered by its competitors:

‚ Comprehensive and Robust Platform. Active Software's platform, the ActiveWorks Integra-
tion System, provides an integration architecture upon which its customers can develop
strategic eBusiness initiatives. Active Software oÅers a comprehensive platform for eBusiness
integration, including base integration functionality, a broad set of intelligent adapters for
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integrating a wide variety of applications across multiple operating systems, and management
and monitoring capabilities. In addition, in order to provide the security capabilities critical to
operating an eÅective eBusiness, Active Software embeds security features throughout its
platform, rather than merely layering them on top. Active Software's platform is designed to
provide the reliability required for mission-critical operations, even against network, hardware
or software failures. Active Software believes that the comprehensive and robust nature of its
platform approach assures its customers that their eBusiness needs can be met today and in
the future.

‚ Intelligent Adapters. Active Software maintains and continues to expand its portfolio of
Intelligent Adapters for integrating a wide variety of applications across multiple operating
systems. These Adapters, which connect individual software applications to the ActiveWorks
platform, are readily conÑgurable and easily reconÑgurable to meet constantly changing
application requirements and speciÑcations. This broad portfolio of Intelligent Adapters
substantially reduces the need for the custom programming often required with other
integration solutions. Active Software's development and production eÅorts are supported by
third parties that build Active Software-certiÑed Adapters, which facilitates the pervasive
adoption of the ActiveWorks Integration System as a standard integration platform.

‚ Flexibility and Adaptability to Change. Because its customers' needs are not static, Active
Software has designed its solution to be dynamic. Since little or no custom programming is
required, the ActiveWorks platform provides the Öexibility to respond quickly and eÅectively to
changes in business operations, rules and processes both inside the company and across its
network of customers, suppliers and partners. In addition, the ActiveWorks platform is
designed to allow the eÇcient incorporation of, and integration with, evolving technologies and
standards.

‚ Scalability. Active Software provides global information sharing, guaranteed delivery and
transparent information routing across geographic regions. Active Software's platform is
designed to be expandable not only across a customer's existing organization, but throughout
its network of customers, suppliers and B2B partners. As a result, Active Software's
architecture not only scales to match the number of transactions, but also scales across
geographies.

‚ Embedded Security. Security is a high priority for Internet and eBusiness needs and will
become increasingly important in a global economy. Active Software's implementation of
security mechanisms allows integration to be safely extended to applications running at
customer, supplier or partner sites and can be selected to Ñt current needs and then adjusted to
Ñt future requirements.

‚ Management and Monitoring Capabilities. The ActiveWorks solution allows systems adminis-
trators to view business event transmissions, both in real time and historically. Active
Software's graphical management and monitoring capabilities provide a uniÑed view of the
interactions among the applications, which reduces the cost and time required for system-wide
maintenance.

The Active Software strategy

Active Software's mission is to establish the ActiveWorks Integration System as the leading platform
for eBusiness integration worldwide. Key elements of this strategy include:

Facilitate broad acceptance and deployment of Active Software's eBusiness Integration platform

Active Software's objective is to establish the ActiveWorks Integration System as the eBusiness
integration platform of choice across multiple industries. To facilitate this broad acceptance, Active
Software has designed its platform to be open, extensible and broadly applicable to many diÅerent
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markets. For example, Active Software has licensed the ActiveWorks Integration System to leading
enterprises in the Ñnancial services, technology, telecommunications, government, utilities, retail,
manufacturing and transportation industry sectors. Active Software intends to continue leveraging its
existing customers to serve as reference accounts in order to further penetrate these markets, as well as to
expand into other markets. An important aspect of Active Software's strategy has been to develop
partnerships with organizations that extend its market reach and supplement and complement its
capabilities, particularly in providing expertise with respect to speciÑc large markets. By working together
to meet its customers' needs, Active Software can become an integral part of its customers' eBusiness
strategy, which provides signiÑcant additional opportunities for Active Software to grow with its customers
going forward.

Enhance Active Software's technological leadership through ongoing investment and innovation

Active Software expects to continually add to the depth and breadth of the ActiveWorks Integration
System, always with the ultimate objective of making eBusiness integration faster and easier for its
customers. Active Software believes that ongoing innovation will be critical to realizing this objective and
building technological barriers to entry. Active Software's key technical personnel have been recognized as
innovators in integration, middleware and networking technologies. Active Software believes that the
recognition by industry analysts and the media of its technical achievements is important in increasing
market awareness and generating business referral opportunities.

Provide a complete eBusiness Integration solution

Active Software recognizes that solving the integration challenges facing its customers is critical to
the continued success of their businesses. Active Software's approach is designed to help them meet those
challenges by oÅering a comprehensive eBusiness integration solution. Active Software intends to continue
to enhance and expand the capabilities of its products in order to continue to provide its customers with a
comprehensive eBusiness integration platform. The ActiveWorks Integration System incorporates the
Information Broker, intelligent Adapters and management facilities necessary to provide a robust platform
for eBusiness integration. In addition, Active Software has developed a methodology that enables its
customers to develop a focused integration strategy and implementation plan. This methodology is
accompanied by pre-built standard integration processes that can be readily customized and deployed.
Finally, Active Software understands that its customers' success is paramount and Active Software
partners with a variety of third parties whose capabilities both complement and augment its own in order
to assist its customers in rapidly delivering successful business results.

Leverage Active Software's partnerships with system integrators and service, distribution and marketing
partners

Active Software intends to expand and strengthen its partnerships with system integrators and service,
distribution and marketing partners in order to provide services and sales leverage to its software product-
based business model. Active Software has established a series of partnerships and alliances with system
integrators, such as American Management Systems, Inc., Cambridge Technology Partners, Inc. and
Electronic Data Systems, and service, distribution and marketing partners, such as BroadVision, Inc.,
Cisco Systems, Inc., Hewlett-Packard Company, Siebel Systems, Inc. and Sun Microsystems, Inc. These
partnerships and alliances provide an extension of Active Software's direct sales force through its joint
promotional and selling eÅorts and enable Active Software to reach a broader range of customers than
would be possible through its sales force alone. These relationships also enable Active Software to focus on
being the provider of eBusiness integration software, leveraging its unique capabilities and technologies
while providing its customers with a comprehensive solution and enabling Active Software to scale its
business more quickly, eÅectively and inexpensively.
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Continue Active Software's commitment to customer satisfaction

Active Software understands that in order for it to be successful, its customers must be successful.
Active Software is committed to customer satisfaction throughout its organization and endeavors to provide
its customers with the highest quality products and services, directly and through its partners. Active
Software also intends to continue leveraging its existing customers to serve as reference accounts for
prospective customers. In order to accomplish this, Active Software invests substantial time and eÅort in
testing its products and working closely with its customers to quickly address any issues that arise. Active
Software's in-house professional services eÅorts are focused on providing both its customers and its
partners with the technical assistance and capabilities required to ensure smooth implementation of Active
Software's eBusiness integration solution. Active Software carefully selects partners who share its
commitment to high quality work and outstanding customer service.

Products and services

Active Software markets the ActiveWorks Integration System and professional services that support
its customers' and partners' use of Active Software's products. In addition, Active Software's Active
Integration Methodology provides a framework for accelerating integration projects implemented by its
customers and system integrator partners.

ActiveWorks Integration System

The ActiveWorks Integration System consists of a number of products that work together to provide
Active Software's customers with a comprehensive integration platform. These products include the
ActiveWorks Visual Integrator for graphically designing integration projects; the Information Broker, which
provides the underlying technology for integrating diÅerent sources of data in real time; Intelligent
Adapters, which provide connectivity to applications and systems; Integration Agents, which provide a
mechanism for extending integration projects with specialized code; and Graphical Management and
Monitoring Tools, which make the integration platform easy to deploy, manage and maintain.

‚ ActiveWorks Visual Integrator. The ActiveWorks Visual Integrator is a visual design tool that
automates the design, development and deployment of reusable integration processes. Once the
design for integration is complete, the ActiveWorks Visual Integrator automatically generates the
underlying code and conÑguration information, enabling customers to focus on data and business
process issues, not technical complexities. The ActiveWorks Visual Integrator implements the
Active Integration Methodology and eliminates much of the custom programming involved in
integrating complex systems.

‚ ActiveWorks Information Broker. The Information Broker is the central component of the
ActiveWorks Integration System. The Information Broker resides on a server and mediates requests
to and from applications, providing essential queuing, Ñltering, routing and storage of information in
a secure manner. The Information Broker ensures that events are delivered once, and only once.
ActiveWorks' scalable architecture simpliÑes systems integration because all collaborating applica-
tions communicate through the Information Broker, rather than in a more complex point-to-point
fashion.

‚ Information Broker Options. Active Software's customers may choose the following Information
Broker options, which increase functionality and enhance the ability of ActiveWorks to support
mission-critical eBusiness integration projects:

‚ The Multi-Broker Option enables an unlimited number of Information Brokers to be
conÑgured to provide information sharing and automatic information delivery throughout the
enterprise, including its network of customers, suppliers and partners. Multiple Information
Brokers collaborate to provide a single integrated system that eÇciently delivers information
among applications.
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‚ The High Availability Option ensures uninterrupted availability without data loss through
server outages.

‚ The Secure Socket Layer, or SSL, Option enables customers to send encrypted data with
digital signature authentication.

‚ ActiveWorks Intelligent Adapters. Intelligent Adapters connect individual software applications to
the ActiveWorks platform. Active Software and its partners have developed a large number of
Intelligent Adapters that work with many enterprise applications and systems, including:

‚ front-oÇce and eCommerce applications, including those from Clarify, Inc., Siebel Systems,
Inc. and InterWorld Corporation;

‚ back oÇce enterprise applications, including those from PeopleSoft, Inc. and SAP;

‚ relational databases, including those from IBM (DB2), Informix Corporation, Microsoft
Corporation (SQL Server), Oracle Corporation and Sybase, Inc.;

‚ mainframe and other data sources, such as IBM 3270, CICS and MQ Series; and

‚ custom applications developed using ActiveX, C, C°°, CORBA, Java and XML Languages.

Active Software's breadth of Intelligent Adapters enables easier and faster integration of additional
applications to an eBusiness integration solution or project. The wide range of Intelligent Adapters
available from Active Software and its partners give ActiveWorks a scope of integration not available from
other integration solution providers. Active Software believes that its ActiveWorks Intelligent Adapters are
also more conÑgurable and adaptable than approaches available from other vendors. ActiveWorks
Intelligent Adapters enable new functionality in the integrated application to become immediately and
automatically available to the rest of the system.

‚ ActiveWorks Adapter Development Kit. The ActiveWorks Adapter Development Kit enables
customers, partners and independent software vendors to create their own custom Adapters for the
ActiveWorks platform, which further extend the capabilities of the ActiveWorks Integration
System. Virtually any application can be integrated through the use of custom Adapters created
with the Adapter Development Kit, thereby ensuring that customers can successfully integrate their
current applications, as well as applications which may be developed or acquired in the future.

‚ ActiveWorks Integration Agents. ActiveWorks Integration Agents provide additional integration
logic and data transformation to meet demanding integration requirements. The Integration Logic
Agent extends the processing capabilities of the integrated system by providing a framework for
managing and executing custom code written in the Java language. The Business Rule Agent
monitors events and speciÑes the processing of these events based on the application of business
rules. The Data Transformation Agent performs complex transformations to enable incompatible
data types to be exchanged across applications using complex data formats such as Electronic Data
Interchange, or EDI, and Extensible Markup Language, or XML.

The Active Integration Methodology

Designed to rapidly deliver successful business results, the Active Integration Methodology involves
project planning, integration analysis and design, best practices mentoring and quality assurance testing.
The Active Integration Methodology consists of standard business integration processes and an integration
framework, all of which help customers and partners complete integration projects more quickly.

‚ Integration Processes are pre-built standard business integration solutions that synchronize
information and coordinate business processes across multiple enterprise applications. Integra-
tion processes have been developed for common business requirements, including customer
synchronization, customer support billing, account status, bill of materials and order/inventory
status. All of these pre-built integration processes can be used as provided or customized to Ñt
the particular business requirements.
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‚ The Integration Framework consists of templates for creating custom integration processes as
quickly as possible. With Active Software's expertise built-in, the Integration Framework
enables customers to focus on developing the content of their business processes, rather than
the underlying technology formats. The Integration Framework is typically used when there is
no pre-built integration process available or when it is necessary to develop a customer-speciÑc
process for the integration project.

Professional services

Active Software's professional services include training, consulting, support and maintenance. Support
and maintenance services are provided to Active Software's customers through agreements under which
Active Software provides technical support by telephone, fax, email and the Web during business hours
and provide updates and upgrades to Active Software's software products. In addition, customers can elect
optional services such as emergency coverage on a 24 hours per day, seven days per week basis and
dedicated technical account managers. Active Software also provides customer training at its Santa Clara,
California facility and other locations, with coursework related to various aspects of Active Software's
eBusiness integration solution.

While Active Software generally partners with system integrators to provide services such as project
implementation and management to its customers, Active Software's professional services organization also
directly supports Active Software's customers by providing services related to eBusiness integration
mentoring, integration process design and custom Adapter development.

Strategic partners

System Integrators. Active Software has a software product-based business model that leverages
system integrator partners who jointly or separately provide a range of services to its customers, including
Ñrst-line technical support and project implementation services. Accordingly, Active Software has
established a series of partnerships with system integrators worldwide. These partnerships allow Active
Software to maintain its focus as a product company while simultaneously obtaining sales, technical and
service leverage through its partners to provide its customers with a comprehensive eBusiness integration
solution. The following is a representative list of Active Software's system integrator partners:

‚ Alodar Systems, Inc. ‚ Fort Point Partners
‚ American Management Systems, Inc. ‚ Inventa Corporation
‚ Cambridge Technology Partners, Inc. ‚ InÇnix Software
‚ Catapult Technology ‚ KPMG
‚ Deloitte Consulting ‚ ObTech, Inc.
‚ DMR Consulting Group ‚ Primix Solutions, Inc.
‚ Electronic Data Systems Corporation ‚ Siemens Business Services
‚ Ernst & Young

Solution and Complementary Partners. An important part of Active Software's strategy is to work
with solution and complementary partners who have capabilities that can complement and augment Active
Software's eBusiness integration solution and extend its market reach. Many of these partners package or
incorporate Active Software's products with their products or solutions, enabling Active Software to create
combined oÅerings that address speciÑc problems, reach speciÑc markets and provide more complete and
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tailored oÅerings. The following is a representative list of Active Software's solution and complementary
partners:

‚ Aspect Telecommunications Corp. ‚ InterWorld Corporation
‚ Art Techology Group, Inc. ‚ LongView Solutions
‚ Baan Company, N.V ‚ PeopleSoft, Inc.
‚ BroadVision, Inc. ‚ Perot Systems Corporation
‚ Calico Commerce, Inc. ‚ Pivotal Software Inc.
‚ Cisco Systems, Inc. ‚ Portal Software
‚ Clarify, Inc ‚ Siebel Systems, Inc.
‚ Corio, Inc. ‚ Sun Microsystems, Inc
‚ Hewlett-Packard Company ‚ Technology House

Technology

The ActiveWorks Integration System is based on an innovative architecture that enables the
integration of disparate enterprise applications, such as custom and packaged applications, databases and
eCommerce applications. As a result, these applications can exchange information in real time, enabling a
business to operate faster and more eÇciently and to use intranets and the Internet to conduct electronic
transactions internally and with customers, suppliers and B2B partners. This new way of implementing
business processes across applications minimizes the need for expensive custom programming.

Customers

As of December 31, 1999, Active Software had licensed its ActiveWorks Integration System to over
150 companies. Active Software's typical customers are medium to large businesses, particularly Global
2000 companies, a term used to describe the world's largest 2000 companies in terms of revenues. In 1999,
repeat customers accounted for approximately 48% of total revenues and Warburg Dillon Read accounted
for 12% of Active Software's total revenues. In 1998, no customer accounted for more than 10% of Active
Software's total revenues. In 1997, The Boeing Company accounted for 33% of Active Software's total
revenues. Active Software expects that a small number of customers will continue to account for a
substantial portion of its revenues for the foreseeable future.

The following is a representative list of Active Software's customers by industry:

Financial Services Technology Manufacturing and Other

Automatic Data Processing, Inc. Calico Technology, Inc. The Boeing Company
American Management Systems, Inc. Comdisco, Inc. Herman Miller, Inc.
Citibank Creo Products Inc. 
Fidelity Investments Hewlett-Packard Company Telecommunications
Warburg Dillon Read IntraWare, Inc. Level 3 Communications, Inc.

Intuit, Inc. MediaOne Group, Inc.
Government and Utilities Juniper Networks, Inc. RCN Corporation

Motorola, Inc.AEP Energy Services Teligent
Order TrustCTX Corporation Telecel
Redback NetworksIdaho Power Company
Sun MicrosystemsLockheed Martin Missiles & Space Other
Technology HouseCompany Corp. Federal Express Corporation
VeriFone, Inc.State of California, San Diego County Homepoint.com

U.S. Dept. of Defense Starbucks Corporation
U.S. Dept. of Transportation VitaminShoppe.com

W.W. Grainger
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The customers listed above accounted for 64% and 66% of total revenues in 1999 and 1998,
respectively. All of the above customers have generated at least $70,000 in revenues to Active Software
since it introduced its software products in August 1996.

Sales and marketing

Active Software promotes and sells its products through its direct sales organization in North America
and Europe, as well as through system integrators and value added resellers in countries where Active
Software has no direct sales operations. As of December 31, 1999, Active Software had 66 people in its
sales and marketing organization, of which 54 were in the United States and 12 were in Europe. Active
Software intends to increase the size of its direct sales force and to establish additional sales oÇces
domestically and internationally. Currently, Active Software believes it will need to expand its sales
organization signiÑcantly over the next year.

Active Software's system integrator partners and service, distribution and marketing partners have
capabilities that complement and augment Active Software's own eBusiness integration solution and extend
its market reach. In particular, Active Software's system integrator partners often contribute industry-
speciÑc and application-speciÑc expertise as well as large scale project management capabilities that enable
Active Software to address a broad range of markets. Many of Active Software's service, distribution and
marketing partners package or incorporate Active Software's products with their products or solutions,
enabling Active Software to create combined oÅerings with these partners that address speciÑc problems,
focus on speciÑc markets and provide more complete and tailored oÅerings. Active Software's current
relationships with its partners typically are structured as co-marketing arrangements in which the customer
is referred by the partner to license the software directly from Active Software. As a result, there is no
revenue sharing arrangement between the partner and Active Software. Active Software's current
arrangements with these partners generally do not impose any limitations on Active Software's ability to
sell its products. In addition, Active Software has entered into a limited number of reseller arrangements
in which its products are embedded in the reseller's products, for which Active Software receives a royalty
from the reseller. To date, revenues from these reseller arrangements have been insigniÑcant.

Active Software's marketing eÅorts are focused on developing greater awareness among target
customers for the ActiveWorks Integration System and the beneÑts it provides. Active Software markets
its products and services through targeted events including tradeshows, conferences and seminars. Active
Software also regularly promotes its products through a variety of public relations activities and industry
analyst brieÑngs, and Active Software's executives are frequent speakers at industry conferences and
forums in many of the markets Active Software serves. Active Software has developed a wide range of
collateral materials and sales and promotional tools that are used by its direct sales organization, as well as
by its system integrators and value added reseller partners. These materials include brochures, data sheets,
technical and business white papers, case studies, press releases and Active Software's web site.

Research and development

Active Software believes that strong product development capabilities are essential to its strategy of
continuing to enhance and expand the capabilities of its products in order to continue to provide its
customers with a comprehensive eBusiness integration platform. Active Software has invested signiÑcant
time and resources in creating a structured process for undertaking all product development. This process
involves several functional groups at all levels within Active Software's organization and is designed to
provide a framework for deÑning and addressing the activities required to bring product concepts and
development projects to market successfully. In addition, Active Software has recruited key engineers and
software developers with experience in the application integration, networking and Internet software
markets.

Active Software's research and development expenses were $6.8 million in 1999, $4.0 million in 1998
and $2.8 million in 1997. As of December 31, 1999, approximately 40 employees were engaged in research
and development activities.
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Competition

The eBusiness integration market is extremely competitive and subject to rapid change. Active
Software believes that the competitive factors aÅecting the market for its products and services include
product functionality and features, availability of global support, incumbency of vendors, ease of product
implementation, quality of customer support services and vendor and product reputation. The relative
importance of each of these factors depends upon the speciÑc customer environment. Active Software
believes that it has a strong competitive position with respect to factors such as product features and
functionality, quality of customer support services and the ease of implementation of Active Software's
products. Because many of Active Software's competitors have longer operating histories and greater
resources, Active Software believes that it does not compete as favorably with respect to factors that
involve the establishment of long-standing relationships, such as incumbency of vendors and reputation of
vendor and products, or extensive resources, such as the availability of global support.

Active Software competes with various providers of application integration solutions, including
CrossWorlds, New Era of Networks, Software Technologies Corporation and Vitria. In addition, a number
of other companies are oÅering products and services that address speciÑc aspects of application
integration, including IBM, BEA Systems, Inc. and TIBCO Software Inc. Active Software also faces
competition for some aspects of its product and service oÅerings from major system integrators, both
independently and in conjunction with in-house corporate information technology departments, which have
traditionally been the prevalent resource for application integration. Active Software expects additional
competition from other established and emerging companies. Furthermore, Active Software's competitors
may combine with each other, or other companies may enter its markets by acquiring or entering into
strategic relationships with its competitors. For more information regarding Active Software's competition,
see ""Risk Factors Ì Risks related to Active Software's business Ì Competition in the eBusiness
integration software market is intense, and, if Active Software is unable to compete eÅectively, the
demand for, or the prices of, its products may be reduced.''

Proprietary rights

Active Software relies primarily on a combination of copyrights, trademarks, trade secret laws and
contractual obligations with employees and third parties to protect its proprietary rights. Active Software
does not currently own any issued patents, and other protection of its intellectual property is limited.
Despite Active Software's eÅorts to protect its proprietary rights, unauthorized parties may copy aspects of
its products and obtain and use information that Active Software regards as proprietary. In addition, other
parties may breach conÑdentiality agreements or other protective contracts Active Software has entered
into, and Active Software may not be able to enforce its rights in the event of these breaches.
Furthermore, Active Software expects that it will increase its international operations in the future, and the
laws of many foreign countries do not protect Active Software's intellectual property rights to the same
extent as the laws of the United States. For more information regarding Active Software's proprietary
rights, see ""Risk Factors Ì Risks related to Active Software's business Ì Active Software's intellectual
property could be used by others without its consent because protection of its intellectual property is
limited.''

The software industry is characterized by the existence of a large number of patents and frequent
litigation based on allegations of patent infringement and the violation of other intellectual property rights.
Although Active Software attempts to avoid infringing known proprietary rights of third parties in its
product development eÅorts, Active Software expects that it may be subject to legal proceedings and
claims for alleged infringement by Active Software or its licensees of third party proprietary rights, such as
patents, trademarks or copyrights, by it or its licensees from time to time in the ordinary course of
business. Any claims relating to the infringement of third party proprietary rights, even if not meritorious,
could result in costly litigation, divert management's attention and resources, or require Active Software to
enter into royalty or license agreements, which are not advantageous to it. In addition, parties making
these claims may be able to obtain an injunction, which could prevent Active Software from selling its
products in the United States or abroad. Any of these results could harm Active Software's business.
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Active Software may increasingly be subject to infringement claims as the number of products and
competitors in its industry grows and functionalities of products overlap. Furthermore, former employers of
Active Software's current and future employees may assert that their employees have improperly disclosed
conÑdential or proprietary information to Active Software. For more information regarding Active
Software's proprietary rights, see ""Risk Factors Ì Risks related to Active Software's business Ì Active
Software's products may infringe the intellectual property rights of others, and resulting claims against
Active Software could be costly and require Active Software to enter into disadvantageous license or
royalty arrangements.''

In addition, Active Software licenses technology that is incorporated into its products from third
parties, including security software from SPYRUS, and any signiÑcant interruption in the supply or
support of any licensed software could adversely aÅect Active Software's sales, unless and until Active
Software can replace the functionality provided by this licensed software. For more information regarding
Active Software's proprietary rights, see ""Risk Factors Ì Risks related to Active Software's business Ì
Because Active Software's products incorporate technology licensed from third parties, the loss of its right
to use this licensed technology could harm Active Software's business.''

Employees

As of December 31, 1999, Active Software had a total of 163 employees, of which 40 were in
research and development, 66 were in sales and marketing, 39 were in professional services and product
support, and 18 were in Ñnance and administration. Active Software's future performance depends in
signiÑcant part upon its ability to attract new personnel and the continued service of existing personnel in
key areas including engineering, technical support and sales. Competition for these personnel is intense and
there can be no assurance that Active Software will be successful in attracting or retaining these personnel
in the future. None of Active Software's employees are subject to a collective bargaining agreement.
Active Software considers its relations with its employees to be good.
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ACTIVE SOFTWARE'S MANAGEMENT

Executive oÇcers

Active Software's executive oÇcers and their ages as of April 1, 2000 are as follows:

Name Age Position

R. James GreenÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49 Chief Executive OÇcer, President and Chairman of the Board of
Directors

Rafael Bracho ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44 Chief Technology OÇcer, Executive Vice President and Director
Jon A. Bode ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43 Chief Financial OÇcer and Vice President, Finance and

Administration
Edwin C. WinderÏÏÏÏÏÏÏÏÏÏÏÏÏ 53 Senior Vice President, Worldwide Sales
Sydney SpringerÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53 Vice President, Engineering
John M. Dempsey ÏÏÏÏÏÏÏÏÏÏÏÏ 47 Vice President, Professional Services
M. Zack Urlocker ÏÏÏÏÏÏÏÏÏÏÏÏ 37 Vice President, Marketing

R. James Green co-founded Active Software in September 1995, and has served as President and
Chief Executive OÇcer since October 1997 and as a Director since November 1995. Mr. Green has also
served as Chairman since April 1996. Prior to founding Active Software, Mr. Green established and
managed the distributed objects program at Sun Microsystems, Inc., a provider of network computing
products, where he was Director of Engineering from 1988 to 1995. Mr. Green holds a B.A. degree from
Hanover College, an M.S. degree from North Carolina State University and an M.S. degree in Computer
Science from San Jose State University.

Rafael Bracho co-founded Active Software and has served as Chief Technology OÇcer and Executive
Vice President since November 1995. Dr. Bracho also has served as a Director from November 1995 to
April 1996 and from March 1997 to present. Prior to founding Active Software, Dr. Bracho held various
positions at Sun Microsystems, Inc., where he was Senior StaÅ Engineer from January 1993 to
September 1995 and Manager, NeWS Technology Department from April 1990 to January 1993.
Dr. Bracho holds a B.S. degree in Biomedical Engineering from Universidad Iberoamericana (Mexico), an
M.S. degree in Electrical Engineering from the University of Washington and a Ph.D. degree in Electrical
and Computer Engineering from Carnegie Mellon University.

Jon A. Bode has served as Chief Financial OÇcer and Vice President of Finance and Administration
since joining Active Software in August 1997. Prior to joining Active Software, Mr. Bode was Acting
Chief Financial OÇcer of NVIDIA Corporation, a provider of video graphics processors, and of
PharmaSonics, Inc., a medical device company. From February 1996 to January 1997, Mr. Bode was
Chief Financial OÇcer at Internet ProÑles Corporation, a provider of Internet traÇc analysis and research
services. From October 1992 to November 1995, Mr. Bode held various Ñnancial management positions,
including Vice President, Finance and Administration, at ArcSys Inc., a developer of automation software
for physical layout of semiconductors. Mr. Bode holds a B.A. degree from Calvin College and an M.B.A.
degree from the University of Michigan.

Edwin C. Winder has served as Senior Vice President, Worldwide Sales since joining Active Software
in August 1997. Prior to joining Active Software, Mr. Winder held a variety of sales management positions
at Informix Corporation, a database software company, where he was Senior Vice President, Japan
Operations from January 1996 to March 1997, Senior Vice President, Intercontinental from April 1994 to
December 1995, and Senior Vice President, Americas from January 1991 to March 1994. Mr. Winder
holds a B.S. degree in Electrical Engineering from Southern University and is a graduate of the Stanford
University Executive Program.

Sydney Springer has been Vice President, Engineering of Active Software since October 1997, and
served as Active Software's Director of Engineering from February 1997 through October 1997. Prior to
joining Active Software, Ms. Springer held a variety of senior engineering and management positions at
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Sun Microsystems, Inc. from February 1986 to January 1997, including Senior StaÅ Engineer, Manager,
NEO Technology Services, Project Lead Ì Integrated Multimedia Group, and Manager, NeWS
Technology Department. Ms. Springer holds a B.S. degree in Applied Behavioral Sciences from the
University of California at Davis.

John M. Dempsey has served as Vice President, Professional Services since joining Active Software in
July 1998. Prior to joining Active Software, Mr. Dempsey held a variety of executive management
positions at Computer Sciences Corporation, a system integrator, including Vice President, Communica-
tions Industry Services from September 1996 to June 1998, and Vice President, Consulting and Systems
Integration from January 1990 to September 1996. Mr. Dempsey holds a B.S. degree in Computer Science
from University of Massachusetts and an M.S. degree in Engineering Management from Northeastern
University.

M. Zack Urlocker has served as Vice President, Marketing since joining Active Software in
February 1999. Prior to joining Active Software, Mr. Urlocker held a variety of management positions with
Inprise Corporation (formerly Borland International), a software company, from August 1990 to
January 1999, including Vice President, Marketing from December 1997 to February 1999 and Vice
President, Product Management from February 1997 to November 1997. Mr. Urlocker attended the J. L.
Kellogg Graduate School of Management at Northwestern University and holds a B.S. degree in
Computer Science from Concordia University (Montreal, Canada) and an M.A. degree in Mathematics
from University of Waterloo (Canada).
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PRINCIPAL STOCKHOLDERS OF ACTIVE SOFTWARE

The following table sets forth certain information regarding beneÑcial ownership of Active Software's
common stock as of July 11, 2000, except as otherwise indicated, by:

‚ each person who is known by Active Software to beneÑcially own more than Ñve percent of its
common stock;

‚ each of its directors;

‚ the chief executive oÇcer and each of the other four most highly compensated executive
oÇcers of Active Software for the Ñscal year ended December 31, 1999; and

‚ all of Active Software's directors and executive oÇcers as a group.

Shares
BeneÑcially

Name of BeneÑcial Owner(1) Owned Percent(2)

Principal Stockholders:
Entities aÇliated with Kleiner Perkins CauÑeld & Byers

2750 Sand Hill Road
Menlo Park, CA 94025(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,188,735 4.5%

Entities aÇliated with Lehman Brothers Inc.
3 World Financial Center
New York, NY 10285(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,163,057 8.2

Directors and Named Executive OÇcers:
R. James Green(5)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,215,000 4.6
Rafael Bracho(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 670,500 2.5
Edwin C. Winder(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 347,400 1.3
John M. Dempsey(8)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 140,000 *
M. Zack Urlocker(9) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 243,000 *
Kevin R. Compton(10) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,212,470 4.6
James P. Gauer(11)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 327,707 1.2
Michael J. Odrich(12)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,168,057 8.3
Todd Rulon-Miller(13) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72,500 *
Roger S. Siboni(14) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,500 *
All directors and executive oÇcers as a group (12 persons)(15) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,833,134 25.3

* Less than 1%.

(1) This table is based upon information supplied by oÇcers, directors and principal stockholders.
BeneÑcial ownership is determined in accordance with the rules of the Securities and Exchange
Commission and generally includes voting or investment power with respect to securities. Except as
indicated by footnotes and subject to community property laws, where applicable, the persons named
above have sole voting and investment power with respect to all shares of common stock shown as
beneÑcially owned by them. This table does not reÖect the eÅect of voting agreements and, in some
cases, irrevocable proxies executed by each of these stockholders in favor of webMethods as
described in ""The Merger Agreement and Related Agreements Ì The Stockholder Agreement.''

(2) Applicable percentage ownership is based on 26,257,889 shares of common stock outstanding as of
July 11, 2000. Shares of common stock subject to options or other conversion that are exercisable or
convertible within 60 days of July 11, 2000 are deemed to be beneÑcially owned by the person
holding those options or conversion rights for the purpose of computing the percentage ownership of
the person but are not treated as outstanding for the purpose of computing any other person's
percentage ownership.

(3) Includes 358,777 shares held by Kleiner Perkins CauÑeld & Byers VII, L.P., 825,853 shares held by
KPCB Java Fund, L.P., and 4,105 shares held by KPCB Information Sciences Zaibatsu Fund II,
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L.P. Kevin R. Compton, a director of Active Software, is a general partner of KPCB VII, L.P.
Associates, L.P., the general partner of Kleiner Perkins CauÑeld & Byers VII, L.P. and KPCB
Information Sciences Zaibatsu Fund II, L.P. Mr. Compton disclaims beneÑcial ownership of these
shares, except to the extent of his pecuniary interest in the shares.

(4) Includes 1,993,479 shares held by LB I Group Inc. LB I Group Inc. is a subsidiary of Lehman
Brothers Holdings Inc., a publicly-traded corporation, 144,837 shares held by Lehman Brothers
MBG Venture Capital Partners 1997 (A), L.P., 21,850 shares held by Lehman Brothers MBG
Venture Capital Partners 1998, (A), L.P., 403 shares held by Lehman Brothers MBG Venture
Capital Partners 1998 (B), L.P., and 2,488 shares held by Lehman Brothers MBG Venture Capital
Partners 1998 (C), L.P. Michael Odrich, a director of Active Software, is a vice president of LB I
Group Inc., which is the general partner of each of the Lehman Brothers MBG Venture Capital
Partners funds described above. In addition, Mr. Odrich is a limited partner of Lehman Brothers
MBG Venture Capital Partners 1997 (A), L.P. and Lehman Brothers MBG Venture Capital
Partners 1998 (A), L.P. Mr. Odrich disclaims beneÑcial ownership of these shares, except to the
extent of his pecuniary interest in the shares.

(5) Includes 1,065,000 shares held by R. James Green and Carol E. Green, Trustees of the Green
Family Trust U/D/T dated August 23, 1996. Does not include a total of 510,000 shares held in
trusts for the beneÑt of Mr. Green's children and for which Mr. Green has neither voting nor
dispositive power.

(6) Includes 550,500 shares held by the Rafael Bracho or Laraine Dietz Peterson 1999 Inter Vivos
Trust. Does not include a total of 225,000 shares held in trusts for the beneÑt of Mr. Bracho's
children and over which Mr. Bracho has neither voting nor dispositive power.

(7) Includes 30,000 shares of common stock issuable under options exercisable within 60 days of
July 11, 2000.

(8) Represents 140,000 shares of common stock issuable under options exercisable within 60 days of
July 11, 2000.

(9) Includes 182,250 shares of common stock issuable under options exercisable within 60 days of
July 11, 2000.

(10) Includes 1,188,735 shares of common stock held by KPCB Java Fund, L.P. Mr. Compton is a
general partner of Kleiner Perkins CauÑeld & Byers. Also includes 5,000 shares of common stock
issuable under options exercisable within 60 days of July 11, 2000.

(11) Includes 302,743 shares held by Ocean Park Ventures, L.P. Mr. Gauer is a general partner of Ocean
Park Ventures, L.P. Also includes 5,000 shares of common stock issuable under options exercisable
within 60 days of July 11, 2000.

(12) Includes 2,163,057 shares of common stock held by Lehman Brothers. Mr. Odrich is a limited
partner of Lehman Brothers MBG Venture Capital Partners 1997 (A), L.P and Lehman Brothers
MBG Venture Capital Partners 1998 (A), L.P. Mr. Odrich disclaims beneÑcial ownership of these
shares, except to the extent of his pecuniary interest in the shares. Also includes 10,000 shares of
common stock issuable under options exercisable within 60 days of July 11, 2000.

(13) Includes 5,000 shares of common stock issuable under options exercisable within 60 days of July 11,
2000.

(14) Includes 59,000 shares of common stock issuable under options exercisable within 60 days of
July 11, 2000.

(15) Includes an aggregate of 801,250 shares of common stock issuable under options exercisable within
60 days of July 11, 2000.
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CERTAIN TRANSACTIONS RELATING TO ACTIVE SOFTWARE

Active Software has entered into indemniÑcation agreements with its oÇcers and directors containing
provisions requiring Active Software to, among other things, indemnify its oÇcers and directors against
liabilities that may arise by reason of their status or service as oÇcers or directors (other than liabilities
arising from willful misconduct of a culpable nature) and to advance their expenses incurred as a result of
any proceeding against them as to which they could be indemniÑed.

In April 2000, Active Software purchased $1.0 million of Series A Preferred Stock and a $1.0 million
convertible promissory note issued by LMNJ, Inc., an applications service provider. In addition, entities
aÇliated with Palomar Ventures and Kleiner Perkins CauÑeld & Byers each purchased $2.0 million of
Series A Preferred Stock in such company. Directors James P. Gauer and Kevin R. Compton, who are
general partners of Palomar Ventures and Kleiner Perkins CauÑeld & Byers, respectively, also serve as
directors of LMNJ, Inc.
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DESCRIPTION OF WEBMETHODS STOCK

webMethods' authorized capital stock consists of 200,000,000 shares of common stock, par value $.01
per share, and 50,000,000 shares of preferred stock, par value $.01 per share.

Common Stock

As of July 11, 2000, there were 32,065,420 shares of common stock outstanding held of record by 385
stockholders.

The holders of common stock are entitled to one vote per share on all matters to be voted upon by
the stockholders and do not have cumulative voting rights. The holders of outstanding shares of common
stock are entitled to receive dividends out of assets legally available at times and in amounts as the board
may determine from time to time. Upon the liquidation, dissolution or winding up of webMethods, the
holders of webMethods common stock are entitled to share ratably in all assets remaining after payment of
liabilities, subject to prior distribution rights of preferred stock, if any, then outstanding. The common
stock has no preemptive or conversion rights and is not subject to redemption. All outstanding shares of
common stock are fully paid and nonassessable, and the shares of common stock to be issued upon
completion of the merger will be fully paid and nonassessable.

Preferred Stock

Under the terms of the certiÑcate of incorporation, the Board of Directors is authorized, subject to
any limitations prescribed by law, to issue the preferred stock in one or more series. Each series shall have
the rights, preferences, privileges and restrictions, such as dividend rights, dividend rates, conversion rights,
voting rights, terms of redemption, redemption prices, liquidation preferences and the right to increase or
decrease the number of shares of any series, as the Board of Directors shall determine. The Board of
Directors may issue preferred stock with voting or conversion rights that may have the eÅect of delaying,
deferring or preventing a change in control of webMethods and could adversely aÅect the market price of
the common stock and the voting and other rights of the holders of common stock. webMethods currently
has no plans to issue any of the preferred stock.

Registration Rights

As of June 30, 2000, the holders of 19,389,603 shares of outstanding common stock are entitled to
rights with respect to the registration of shares of common stock under the Securities Act. The holders of
at least 50% of the registrable securities may require on one occasion that webMethods Ñle, at its expense,
a registration statement under the Securities Act after August 10, 2000, and webMethods will be required
to use reasonable eÅorts to eÅect the registration. Further, holders of 25% or more of the registrable
securities may require webMethods on two occasions to Ñle additional registration statements on Form S-3
at webMethods' expense. In addition, in the event that it decides to register its securities, with certain
exceptions, webMethods is required to include in its registration the registrable securities of any holder
who so requests. These rights are subject to webMethods right not to eÅect a requested registration within
six months following the eÅective date of an oÅering of webMethods securities pursuant to a Form S-1
and to underwriter cutbacks. webMethods is required to pay the expenses of all such registrations.

Transfer Agent

The transfer agent and registrar for the common stock is American Stock Transfer and Trust
Company.
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COMPARISON OF STOCKHOLDERS' RIGHTS

This section of the Joint Proxy Statement/Prospectus describes certain diÅerences between
webMethods common stock and Active Software common stock. While we believe that the description
covers the material diÅerences between the two, this summary may not contain all of the information that
is important to you, including the certiÑcates of incorporation and bylaws of each company. You should
read this entire document and the other documents we refer to carefully for a more complete
understanding of the diÅerences between webMethods common stock and Active Software common stock.

After the merger, the holders of Active Software common stock will become stockholders of
webMethods. Because webMethods and Active Software are both Delaware corporations, the Delaware
General Corporation Law, or the DGCL, will continue to govern the rights of the stockholders. The Active
Software certiÑcate of incorporation and the Active Software bylaws currently govern the rights of the
stockholders of Active Software. As stockholders of webMethods after the merger, the webMethods
certiÑcate of incorporation and the webMethods bylaws will govern their rights following the merger. The
following paragraphs summarize certain diÅerences between the rights of webMethods stockholders and
Active Software stockholders under the certiÑcates of incorporation and bylaws of webMethods and Active
Software, as applicable.

Voting

Each stockholder of Active Software and webMethods has the right to one vote for each share of
common stock held by the stockholder.

Special meeting of stockholders

The webMethods bylaws provide that only the Chairman of the Board, the president, or a majority of
the authorized number of directors may call special meetings of the stockholders.

The Active Software bylaws provide that only the Chairman of the Board, the president or the Board
of Directors may call special meetings of the stockholders.

Action by written consent in lieu of a stockholders' meeting

Neither Active Software stockholders nor webMethods stockholders have the ability to take action by
written consent in lieu of a stockholders' meeting.

Voting by written ballot

The webMethods bylaws contain a provision requiring written ballots for the election of directors.

The Active Software bylaws contain a provision that written ballots are not required for the election
of directors.

Record date for determining stockholders

The webMethods bylaws provide that the Board of Directors may Ñx a record date that will not be
more than 60 nor less than 10 days before the date of the stockholder meeting, nor more than 60 days
prior to any other action. The webMethods bylaws further provide that if the Board of Directors does not
Ñx a record date in the manner described above, then:

‚ the record date for determining stockholders entitled to notice of or to vote at a meeting of
stockholders will be at the close of business on the day before the day on which notice is
given, or, if notice is waived, at the close of business on the day before the day of the meeting;
and

‚ the record date for determining stockholders for any other purpose will be at the close of
business on the same day on which the Board of Directors adopts the related resolution.
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The Active Software bylaws provide that the Board of Directors may Ñx a record date that will not be
more than 60 nor less than 10 days before the date of the stockholder meeting, nor more than 60 days
prior to any other action. The Active Software bylaws further provide that if the Board of Directors does
not Ñx a record date in the manner described above, then:

‚ the record date for determining stockholders entitled to notice of or to vote at a meeting of
stockholders will be at the close of business on the day before the day on which notice is
given, or, if notice is waived, at the close of business on the day before the day of the meeting;
and

‚ the record date for determining stockholders for any other purpose shall be at the close of
business on the same day on which the Board of Directors adopts the related resolution.

Notice of board nomination and other stockholder business Ì annual meetings

The webMethods bylaws require that nominations of persons for election to the Board of Directors
and the proposal of business to be considered at an annual meeting of stockholders must be generally
made by or on behalf of webMethods or its Board of Directors or by a stockholder of record who was a
stockholder of record at the record date and who is entitled to vote at the meeting. If made by a
stockholder, the proposal or nomination must be made by advance written notice given to webMethods
between 45 and 75 days prior to the Ñrst anniversary of the date webMethods Ñrst mailed the proxy
materials for the preceding year's annual meeting of stockholders. However, if webMethods did not mail
proxy materials in the preceding year, or if the date of the annual meeting at which the nomination or
business is proposed by a stockholder is more than 30 days before or more than 30 days after the
anniversary of the previous year's annual meeting, then the notice may be given by the stockholder no
earlier than the 90th day prior to the meeting and not later than the 10th day following the Ñrst public
announcement of the meeting. These notice provisions are subject to certain exceptions with respect to
electing directors to Ñll board seats resulting from increases in the size of the Board of Directors not
publicly announced at least 55 days prior to the annual meeting.

Notices must include the following information:

‚ With respect to any nominees, all information required to be disclosed about such nominees
under Regulation 14A of the Securities Exchange Act of 1934 in a proxy solicitation, and the
nominee's written consent to serve as a director;

‚ With respect to stockholder business, a brief description of such business, the reasons for
conducting such business at the meeting and any material interest of the proposing stockholder
in such business, and the beneÑcial owner on whose behalf the proposal is submitted; and

‚ The name and address of the proposing stockholder and the beneÑcial owner on whose behalf
the proposal is submitted, if any, the number of shares held by the proposing stockholder and
beneÑcial owner, and whether the stockholder intends to deliver a proxy statement to holders
of enough shares to carry the proposal or elect the nominees.

The Active Software bylaws require that nominations for election to the Board of Directors at an
annual meeting may be made on behalf of the Board or by any stockholder entitled to vote for the election
of directors at that meeting. Nominations submitted by a stockholder must be made by notice in writing
delivered or mailed to and received by the Secretary at the principal executive oÇces of Active Software
not less than 60 days, nor more than 90 days prior to the meeting of stockholders, and not less than 20
days, nor more than 90 days prior to the anniversary of the previous year's annual meeting. However, in
the event less than 60 days notice or prior public disclosure of the date of the annual meeting is given, a
stockholder making a nomination must deliver notice no later than 10 days after notice or public disclosure
of the annual meeting was made. In the event the date of the annual meeting is more than 30 days prior
to or 60 days after the anniversary of the previous year's annual meeting, a stockholder must deliver the
notice no more than 90 days prior to the annual meeting and no later than the later of 20 days prior to the
annual meeting or 10 days after public announcement of the meeting.

160



This notice must include:

‚ With respect to each nominee, the nominee's name, age, principal occupation or employment,
and business and residence addresses, and the class and number of shares of Active Software
beneÑcially owned by the nominee, as well as all other information required to be disclosed
under Regulation 14A of the Securities Exchange Act of 1934 in a proxy solicitation; and

‚ With respect to stockholder giving the notice, the name and address of the stockholder and the
number of shares of Active Software held by the stockholder.

The Active Software bylaws require that the proposal of stockholder business at an annual meeting
may be made by Active Software, by or on behalf of the Board of Directors or by any stockholder of
Active Software who was a stockholder of record at the time of giving notice and entitled to vote at that
meeting. A stockholder must make proposals for business to be transacted at the meeting by notice in
writing delivered or mailed to and received by the Secretary at the principal executive oÇces of Active
Software not less than 20 days, nor more than 90 days prior to the anniversary of the previous year's
annual meeting. However, in the event the date of the annual meeting is more than 30 days prior to or
60 days after the anniversary of the previous year's annual meeting, a stockholder must deliver the notice
no more than 90 days prior to the annual meeting and no later than the later of 20 days prior to the
annual meeting or 10 days after public announcement of the meeting.

This notice must include, as to each matter the stockholder proposes to bring before the annual
meeting:

‚ A brief description of such business, the reasons for conducting such business at the meeting
and any material interest of the proposing stockholder in such business, and the beneÑcial
owner on whose behalf the proposal is submitted; and

‚ The name and address of the proposing stockholder and beneÑcial owner on whose behalf the
proposal is submitted, if any, and the number of shares held by the proposing stockholder and
beneÑcial owner.

Notice of board nomination and other stockholder business Ì special meetings

The webMethods bylaws provide that, at special meetings of stockholders, the only business that may
be conducted will be the items of business set forth in the notice of the special meeting. The bylaws also
provide that nominations of candidates for directors at a special meeting at which directors are to be
elected may be made by or at the direction of the Board of Directors or by a stockholder of record who
was a stockholder of record at the date notice was given and who is entitled to vote at the meeting.
Nominations by stockholders must be made by delivery of the same notice required for nominations at
annual meetings, except that the notice must be delivered to the secretary of webMethods no later than
the later of 90 days before the special meeting or 10 days after the day notice or public announcement of
the meeting and of the nominees proposed by the Board is made.

The Active Software bylaws provide that, at special meetings of stockholders, the only business that
may be conducted are the items of business set forth in a notice of the special meeting which complies
with the requirements of notices for an annual meeting. The bylaws also provide that nominations of
persons for directors at a special meeting at which directors are to be elected may be made by or at the
direction of the Board of Directors or by a stockholder of record who was a stockholder of record at the
date notice was given and who is entitled to vote at the meeting. Nominations submitted by a stockholder
must be made by notice in writing delivered or mailed to and received by the Secretary at the principal
executive oÇces of Active Software not less than 60 days, nor more than 90 days prior to the meeting of
stockholders. However, in the event less than 60 days notice or prior public disclosure of the date of the
special meeting is given, a stockholder making a nomination must deliver notice no later than 10 days after
notice or public disclosure of the special meeting was made.
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Number of directors

The webMethods bylaws provide that the number of directors on the webMethods Board is be
determined by the vote of a majority of the authorized number of webMethods directors.

The Active Software bylaws provide that the Board of Directors will consist of seven directors, until
changed by an amendment to the bylaws adopted by the Board of Directors or the stockholders.

Election of directors

The holders of webMethods common stock elect all members of webMethods' Board of Directors,
and the holders of Active Software common stock elect all members of Active Software's Board of
Directors.

The webMethods certiÑcate of incorporation and bylaws provide for a staggered Board of Directors
divided into three classes. The term of oÇce of the Ñrst class, Class I, expires at the annual meeting of the
stockholders held in 2000. The term of oÇce of the second class, Class II, expires at the annual meeting
of stockholders held in 2001. The term of oÇce of the third class, Class III, expires at the annual meeting
of stockholders held in 2002. Thereafter, each term expires at each third succeeding annual meeting of
stockholders after the corresponding election.

The Active Software certiÑcate of incorporation provides for a staggered Board of Directors divided
into three classes. The term of oÇce of the Ñrst class, Class I, expires at the annual meeting of the
stockholders held in 2000. The term of oÇce of the second class, Class II, expires at the annual meeting
of stockholders held in 2001. The term of oÇce of the third class, Class III, expires at the annual meeting
of stockholders held in 2002. Thereafter, each term expires at each third succeeding annual meeting of
stockholders after the corresponding election.

Removal of directors

The webMethods certiÑcate of incorporation provides that directors may only be removed with cause
and only by the holders of two-thirds of the shares of capital stock then entitled to vote at an election of
directors.

The Active Software certiÑcate of incorporation provides:

‚ Any director or the entire Board of Directors may be removed with cause by the holders of a
majority of the shares then entitled to vote at an election of directors of Active Software; and

‚ Any director or the entire Board of Directors may be removed without cause by the holders of
two-thirds of the shares then entitled to vote at an election of directors of Active Software.

Board of directors vacancies

The webMethods certiÑcate of incorporation and bylaws provide that vacancies may only be Ñlled by
a majority of the directors then in oÇce, even if less than a quorum. Directors elected to Ñll vacancies
serve until the annual meeting of stockholders at which the term of the class to which such directors have
been elected expires.

The Active Software bylaws provide that vacancies arising from newly created directorships must be
Ñlled by the vote of a majority of the directors then in oÇce, even if less than a quorum, unless otherwise
determined by the board of directors. Vacancies arising for other reasons may be Ñlled by the vote of a
majority of the directors then in oÇce, even if less than a quorum, or by the holders of a majority of the
shares then entitled to vote at an election of directors of Active Software. Directors elected to Ñll
vacancies serve until the end of the term of the class to which such directors have been elected.
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Notice of special meetings of the board of directors

The webMethods bylaws provide that the Chairman of the Board, the president or a majority of the
directors then in oÇce may call a special meeting of the Board of Directors. The bylaws require that
notice of these meetings be given at least Ñve days before the meeting if the notice is mailed, at least 24
hours before the meeting if notice is given by telegram or telecopy, or at least 12 hours before the meeting
if notice is given by telephone, unless all directors are present or this notice requirement is waived in
writing by each member of the Board of Directors not present.

The Active Software bylaws provide that the Chairman of the Board, the president, any vice
president, the secretary or any two directors may call a special meeting of the Board of Directors. The
bylaws require that notice of the time, date and place of the meeting be given at least four days before the
meeting if the notice is mailed, or at least 48 hours before the meeting if notice is given personally or by
telephone or telegram.

Board action Ì generally

The webMethods bylaws provide that the act of a majority of the directors present at a meeting at
which a quorum is present, or a written consent to action executed by all members of the Board of
Directors, will be the act of the Board of Directors of webMethods.

The Active Software bylaws provide that, except as required by the DGCL or by the certiÑcate of
incorporation, the act of a majority of the directors present at a meeting at which a quorum is present, or
a written consent to action executed by all members of the Board of Directors, will be the act of the Board
of Directors of Active Software.

Action by committees

Both the webMethods bylaws and the Active Software bylaws authorize their respective Boards of
Directors to establish committees by resolution setting forth the powers and duties of these committees.

Preferred stock

Both the webMethods and Active Software certiÑcates of incorporation authorize the respective Board
of Directors to issue shares of preferred stock in one or more series and to Ñx the designations,
preferences, powers and rights of the shares to be included in each series. The webMethods certiÑcate of
incorporation authorizes the issuance of 50,000,000 shares of preferred stock, and the Active Software
certiÑcate of incorporation authorizes the issuance of 5,000,000 shares of preferred stock.

IndemniÑcation

The webMethods bylaws and the Active Software certiÑcate of incorporation and bylaws provide that
their respective directors and oÇcers will be indemniÑed to the fullest extent authorized by Delaware law
against all expenses, liabilities and losses reasonably incurred by that person in connection with any action,
proceeding or suit brought against that person by reason of the fact that he or she is or was a director or
oÇcer of webMethods or Active Software, as the case may be, or is or was serving at the request of
webMethods or Active Software, as the case may be, as a director or oÇcer of another corporation,
partnership, joint venture, trust or similar entity.

The webMethods bylaws and the Active Software bylaws require the respective corporations to pay all
expenses incurred by a director or oÇcer in defending any proceeding within the scope of the
indemniÑcation provisions as these expenses are incurred in advance of the proceeding's Ñnal disposition
upon receipt of an undertaking by or on behalf of the director or oÇcer to repay such expenses if it is
ultimately determined that such director or oÇcer is not entitled to indemniÑcation.
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Limitation on liability

Both the webMethods certiÑcate of incorporation and Active Software certiÑcate of incorporation
provide that a director of the respective corporation will not be personally liable to the respective
corporation or its stockholders for monetary damages for breach of Ñduciary duty as a director, except for
liability (a) for any breach of the director's duty of loyalty to the respective corporation and its
stockholders; (b) for acts or omissions not in good faith or which involve intentional misconduct or
knowing violations of law; (c) under section 174 of the DGCL; or (d) for any transaction from which the
director derived an improper personal beneÑt.

Interested directors

No transaction between webMethods and a webMethods director or oÇcer or an entity in which any
webMethods director or oÇcer has an interest, and no transaction between Active Software and an Active
Software director or oÇcer or an entity in which any Active Software director or oÇcer has an interest,
will be void or voidable solely because of that interest or because the interested director or oÇcer is
present or votes in favor of the transaction at a meeting to authorize the transaction, if:

‚ The material facts as to the interest in the transaction are disclosed to or known by the board
of directors and the board in good faith authorizes the transaction by a majority of the
disinterested directors, even though the disinterested directors may be less than a quorum;

‚ The material facts as to the interest in the transaction are disclosed to or known by the
stockholders entitled to vote on the transaction and the stockholders speciÑcally vote to
authorize the transaction in good faith; and

‚ The transaction is fair to webMethods or Active Software, as the case may be, as of the time
it is authorized, approved or ratiÑed by the Board of Directors, a committee of the Board, or
the stockholders.

Dividends

webMethods and Active Software stockholders are entitled to receive dividends, subject to preferences
of any outstanding preferred stock, out of assets legally available for dividend distribution at times and in
amounts as the respective boards of directors may from time to time determine.

Liquidation

In the event of a liquidation, dissolution or winding up of either webMethods or Active Software, after
payment of any amounts owed to creditors, subject to preferences of any outstanding preferred stock, the
remaining assets of webMethods or Active Software will be divided equally, on a share for share basis, to
the holders of the common stock of webMethods or Active Software, respectively.

Amendment of charter

The webMethods certiÑcate of incorporation provides that, in addition to approval of the Board of
Directors, the aÇrmative vote of the holders of two-thirds of the voting shares of webMethods is required
to amend or repeal provisions of the certiÑcate of incorporation, except for the provisions of the certiÑcate
of incorporation setting forth webMethods' corporate name, registered oÇce and general corporate purpose,
which may be amended or repealed by the vote of a majority of the shares.

The Active Software certiÑcate of incorporation may be amended or repealed by the approval of the
Active Software Board of Directors, together with the vote of a majority of the outstanding shares of
Active Software.
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Amendment of bylaws

The webMethods certiÑcate of incorporation and bylaws provide that stockholders holding two thirds
of webMethods' outstanding voting stock may adopt, amend or repeal the bylaws. The webMethods
certiÑcate of incorporation and bylaws also provide that the Board of Directors has the power to adopt,
amend or repeal the bylaws.

The Active Software certiÑcate of incorporation and bylaws provide that the stockholders or the Board
of Directors of Active Software may adopt, amend or repeal the bylaws.
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ADDITIONAL MATTERS BEING SUBMITTED TO A
VOTE OF WEBMETHODS STOCKHOLDERS ONLY

Proposal No. 1
Issuance of Shares in the Merger

Please refer to the section titled ""The Merger.''

Proposal No. 2
Approval of Amendment to CertiÑcate of Incorporation

webMethods' CertiÑcate of Incorporation currently authorizes webMethods to issue up to 200,000,000
shares of common stock and 50,000,000 shares of preferred stock. This proposal would amend the
certiÑcate of incorporation to authorize webMethods to issue an additional 300,000,000 shares, for a total
of 500,000,000 shares of common stock and 50,000,000 shares of preferred stock. See Annex G to this
Joint Proxy Statement/Prospectus for the form of the proposed amendment to the webMethods certiÑcate
of incorporation. The larger number of authorized shares of common stock provided for in this proposal
will provide webMethods with the certainty and Öexibility to undertake various types of transactions,
including stock splits in the form of stock dividends, Ñnancings, increases in the shares reserved for
issuance under stock incentive plans or other corporate transactions not yet determined.

In order for the webMethods Board to be able to respond to future circumstances with a reasonable
degree of Öexibility, webMethods must have a suÇcient number of authorized shares to cover any stock
dividends or other transactions. There are 200,000,000 shares authorized and as of July 11, 2000, there
were approximately 32,000,000 issued and outstanding shares of webMethods' common stock and
approximately 12,231,000 shares reserved for issuance under webMethods' employee beneÑt plans (prior to
the adoption of proposal no. 4). Under the proposed amendment to the certiÑcate of incorporation, the
additional shares of common stock would be available for issuance without further stockholder action,
unless stockholder action is otherwise required by Delaware law or the rules of any stock exchange or
automated quotation system on which the common stock may then be listed or quoted. webMethods has
no current plans to issue the remainder of the additional authorized shares other than shares that could be
issued in connection with any additional stock options granted as a result of any approved increase in the
number of shares reserved for issuance under the Stock Option Plan.

Upon issuance of approximately 13,700,000 shares of webMethods common stock in connection with
the merger, webMethods would have approximately 46,000,000 shares of common stock issued and
outstanding. This number does not include approximately 22,231,000 shares reserved for issuance under
webMethods' employee beneÑt plans, (assuming that proposal no. 4 is approved) and approximately
3,900,000 shares reserved for issuance under options or other grants being assumed in the merger under
Active Software employee beneÑt plans. Furthermore webMethods has agreed to grant options to certain
employees of Active Software after the merger in accordance with webMethods' policy and current
practice. Although webMethods currently has no agreements or understandings with respect to any other
material acquisitions, the increase in the authorized number of shares of webMethods common stock will
provide webMethods with additional Öexibility with regard to any future acquisitions.

The additional shares of webMethods common stock that would become available for issuance if the
proposed amendment were adopted could also be used by webMethods to oppose a hostile takeover
attempt or delay or prevent changes of control of webMethods or changes in or removal of management of
webMethods. For example, without further stockholder approval, the webMethods Board could
strategically sell shares of common stock in a private transaction to purchasers who would oppose a
takeover or favor the current board. Although this proposal to increase the number of authorized shares of
common stock has been prompted by business and Ñnancial considerations, not by the threat of any
attempt to accumulate shares or otherwise gain control of webMethods, stockholders nevertheless should
be aware that approval of the proposal could facilitate future eÅorts by webMethods to deter or prevent
changes of control of webMethods, including transactions that are favored by a majority of the
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independent stockholders or in which the stockholders might otherwise receive a premium for their shares
over then-current market prices or beneÑt in some other manner.

webMethods' certiÑcate of incorporation and bylaws contain provisions that could have an anti-
takeover eÅect, including the following:

‚ webMethods' stockholders may only take action at a meeting and not by written consent;

‚ webMethods' Board must be given advance notice regarding stockholder-sponsored proposals
for consideration at annual meetings and for stockholder nominations for the election of
directors;

‚ webMethods has a classiÑed Board of Directors, with the board being divided into three classes
that serve staggered three-year terms;

‚ directors may be removed from oÇce only for cause and by a vote of two-thirds of the
stockholder shares;

‚ amendment of webMethods' certiÑcate of incorporation requires the aÇrmative vote of two-
thirds of voting power of the outstanding common stock;

‚ vacancies on the board may be Ñlled only by majority vote of the directors then in oÇce; and

‚ special meetings of stockholders may only be called by the Chairman of the Board, the
President or the Board, not by webMethods' stockholders.

In addition, the authority granted by webMethods' certiÑcate of incorporation to the Board to Ñx the
designations, powers, preferences, rights, qualiÑcations, limitations and restrictions of any class or series of
webMethods' preferred stock could be used for anti-takeover purposes.

Approval of the amendment to webMethods' certiÑcate of incorporation requires the aÇrmative vote
of two-thirds of the outstanding shares of webMethods common stock. Abstentions and broker non-votes
have the same eÅect as a vote against the proposal.

The Board Recommends a Vote ""FOR'' the Amendment
to webMethods' CertiÑcate of Incorporation.

Proposal No. 3
Election of Directors

webMethods' Board of Directors is currently comprised of eight directors. The bylaws divide the
board into three classes: Class I, Class II and Class III, with members of each class serving staggered
three-year terms. One class of directors is elected by the stockholders at each annual meeting to serve a
three-year term or until its successors are duly elected and qualiÑed. The Class I directors nominees,
Robert Cook, Robert Vasan and Chase Bailey, are standing for reelection at this meeting. If any nominee
for any reason is unable to serve, or for good cause will not serve, as a director, the proxies may be voted
for a substitute nominee as the proxy holder may determine. webMethods is not aware of any nominee
who will be unable to serve, or for good cause will not serve, as a director.
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Directors nominees

The names of the nominees for election as Class I directors at the webMethods Annual Stockholders'
Meeting and of the incumbent Class II and Class III directors, and some information about them, are
included below.

Name Age Position

Nominees for election as Class I directors for a term expiring in 2003:

Robert Cook 58 Director
Robert Vasan 34 Director
Chase Bailey(1) 53 Director

Incumbent Class II directors with terms expiring in 2001:

Gene Riechers(1)(2) 44 Director
Jack L. Lewis 55 Director, Secretary

Incumbent Class III directors with terms expiring in 2002:

Phillip Merrick 37 Chairman of the Board, President and Chief Executive OÇcer
Michael Levinthal(1)(2) 45 Director
Dennis Jones 47 Director

(1) Member of the compensation committee

(2) Member of the audit committee

Robert Cook has served as a director of webMethods since January 1997. Mr. Cook was Chairman of
the Board of Roadshow International, Inc., a transportation software company, from July 1996 to
November 1997. He has been Executive Vice President of Pitchfork Development, Inc., a privately held
Utah-based real estate development company since July 1992. In addition, Mr. Cook has been a Managing
Director of Royal WulÅ Ventures, a technology venture capital company since 1998. From 1981 until
June 1993, Mr. Cook was Chairman of the Board of Systems Center, Inc., a systems software company.
Mr. Cook holds a BS in Mathematics from Indiana University of Pennsylvania and an MBA from George
Washington University.

Robert Vasan has been a director of webMethods since September 1998. He has been a Venture
Partner of MayÑeld Fund, a venture capital fund, since June 1998. In 1996 and 1997, Mr. Vasan was a
private investor focusing on information technology companies. In 1997 and 1998, Mr. Vasan attended
Harvard Business School. From 1994 to 1996, Mr. Vasan was Director of Technology for Risk
Management Solutions, a software company. Mr. Vasan also serves as a director of Aether Systems, Inc.
Mr. Vasan holds a BAS dual degree in Industrial Engineering and Economics from Stanford University,
and has an MBA from the Harvard Business School.

Chase Bailey has served as a director of webMethods since April 1998. He was a Principal
Technologist at Cisco Systems, Inc. in San Jose, California from May 1996 to November 1999. From
January 1993 to January 1996, Mr. Bailey was founder, chairman of the board and chief technical oÇcer
of EÇcient Networks, an ATM technology and ADSL supplier of chips, modems and adapters. He is an
adjunct professor at Santa Clara University in the graduate program, School of Computer Engineering,
teaching networking and network security. Mr. Bailey holds a BS in Engineering from Albany State
College and an MBA from the New Mexico College of Business.

Gene Riechers has been a director of webMethods since November 1997. Since 1996, Mr. Riechers
has served as a Managing Director of FBR Technology Venture Partners L.P., a venture capital fund.
From December 1995 to December 1996, Mr. Riechers served as the Chief Financial OÇcer of
CyberCash, Inc., an Internet transaction processing company. From September 1993 to December 1995,
he served as Chief Financial OÇcer and Vice President, Business Development of Online Resources &
Communications Corp., an online banking company. Mr. Riechers also serves as a director of
LifeMinders.com, Inc., an Internet online direct marketing company, and of Varsity Group, Inc., an online

168



retailer of college textbooks. He has a BS in Accounting from Pennsylvania State University and an MBA
from Loyola College.

Jack Lewis has been a director of webMethods since January 1997. Mr. Lewis has also served as our
secretary since January 1998. He has been a partner in the law Ñrm of Shaw Pittman since January 1999.
Prior to joining Shaw Pittman, Mr. Lewis was a stockholder in the law Ñrm of Tucker, Flyer & Lewis,
P.C., which he co-founded in 1975. Mr. Lewis holds an AB in History from Brown University and a JD
from Cornell Law School.

Phillip Merrick, the founder of webMethods, has served as Chairman of the Board, President and
Chief Executive OÇcer since its inception in June 1996. Before founding webMethods, he served from
December 1994 to February 1996 as Vice President of Engineering at Open Software Associates, an
Internet and graphic user interface tools company. From 1990 to 1994, Mr. Merrick was Director of
Development at Magna Software Corporation. Mr. Merrick holds a BS in Computer Science from the
University of Melbourne in Australia.

Michael Levinthal has been a director of webMethods since September 1998. Since 1984, he has been
partner or director of various entities associated with the MayÑeld Fund, a venture capital fund. He is a
director of Concur Technologies, Inc., a workplace e-commerce software company. Mr. Levinthal holds an
MBA, an MS in Industrial Engineering and a BS in Engineering from Stanford University.

Dennis Jones has served as a director of webMethods since November 1999. Mr. Jones has been
Executive Vice President of Information Technology and Chief Information OÇcer of FedEx Corporation,
the corporate parent of the Federal Express Corporation, since January 1998. From December 1991 to
January 1998, he was Senior Vice President of Information and Telecommunications and Chief
Information OÇcer for Federal Express Corporation, an express transportation company. Mr. Jones also
serves as a director of Federal Express Corporation. Mr. Jones has a BBA and an MS in Accounting and
Finance from the University of Memphis.

Active Software designated directors

The webMethods Board of Directors has voted to expand the size of the Board by two members upon
consummation of the merger so that, following the merger, the Board will consist of ten directors.
Pursuant to the terms of the merger agreement, upon consummation of the merger, the Board intends to
appoint the following two persons to Ñll the vacancies on the webMethods Board:

R. James Green, 49, co-founded Active Software in September 1995, and has served as President and
Chief Executive OÇcer since October 1997 and as a Director since November 1995. Mr. Green has also
served as Chairman since April 1996. Prior to founding Active Software, Mr. Green established and
managed the distributed objects program at Sun Microsystems, Inc., a provider of network computing
products, where he was Director of Engineering from 1988 to 1995. Mr. Green holds a B.A. degree from
Hanover College, an M.S. degree from North Carolina State University and an M.S. degree in Computer
Science from San Jose State.

James P. Gauer, 48, has been a director of Active Software since January 1996. Since April 1999, he
has served as a general partner of Palomar Ventures, a venture capital investment Ñrm, and from
December 1992 to April 1999, he was a general partner of Enterprise Partners. Mr. Gauer serves on the
Board of Directors of EÇcient Networks, Inc. and is also a director of several privately-held companies.

Mr. Green has entered into a letter agreement with webMethods regarding employment after the
merger is completed. Following completion of the merger, Mr. Green will receive options to purchase
200,000 shares of webMethods common stock in accordance with webMethods policy and standard
practice for option grants to executive oÇcers. These options will vest over four years, at an exercise price
based on the trading price of webMethods common stock on the date of grant.
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Board committees

The Board of Directors has an audit committee and a compensation committee.

Audit Committee. The audit committee makes recommendations to the Board of Directors regarding
the selection of independent accountants, reviews the results and scope of audit and other services provided
by webMethods' independent accountants and reviews and evaluates the audit and control functions. On
June 7, 2000, the Board of Directors approved and adopted a charter for the audit committee, which is
attached as Annex H to this Joint Proxy Statement/Prospectus. The audit committee currently consists of
two independent directors, Mr. Levinthal and Mr. Riechers.

The audit committee met once during the past twelve months to review and discuss the audited
Ñnancial statements with management. Based on such review and discussions, the audit committee
recommended to the webMethods Board that the audited Ñnancial statements be included in webMethods'
annual report on Form 10-K for the Ñscal year ended March 31, 2000.

Compensation Committee. The compensation committee reviews and makes recommendations
regarding webMethods' stock plans and makes decisions concerning salaries and incentive compensation
for management. The compensation committee met nine times during the last twelve months. The
compensation committee currently consists of Mr. Bailey, Mr. Levinthal and Mr. Riechers.

Compensation Committee Interlocks and Insider Participation

None of webMethods' executive oÇcers serves as a member of the Board of Directors or
compensation committee of any entity that has one or more executive oÇcers serving as a member of the
Board of Directors or compensation committee.

Director Compensation

Directors currently do not receive any cash compensation from webMethods for their services as
members of the board of directors, although members are reimbursed for expenses in connection with
attendance at board of directors and committee meetings. Directors are eligible to participate in
webMethods' stock option plan. In November 1999, the board of directors granted each of its directors an
option to purchase 55,188 shares of common stock at an exercise price of $6.05 per share. These options
vest ratably over three years.

The nominees must be approved by the plurality of votes of the shares of common stock present in
person or by proxy at the annual meeting to be elected as directors. Abstentions or broker non-votes will
not be counted as voted for or against any nominee or director.

The Board Recommends a Vote ""FOR'' the election of
each nominee to serve as a director of webMethods.

Proposal No. 4
Approval of the Amended and Restated Stock Option Plan

In November 1996, the Board adopted, and in January 1997, the stockholders approved, the
webMethods, Inc. Stock Option Plan. The plan provides for a grant of stock options and stock appreciation
rights, which the plan calls Awards, to employees, directors, consultants and advisers of webMethods and
its subsidiaries. The plan is designed to enable webMethods to attract and retain qualiÑed people, provide
an equity participation incentive to these people and reward those who contribute to the operating progress
and earning power of webMethods. As of July 11, 2000, 10,731,000 shares were reserved for issuance
under the plan and options to purchase 8,958,364 shares of common stock had been granted under the
plan, 6,841,559 of which remain outstanding.
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Proposed amended and restated stock option plan

In July 2000, the Board approved an amendment to the plan to increase the number of shares
reserved and authorized for issuance under the plan by 10,000,000 shares from 10,731,000 shares to an
aggregate minimum of 20,731,000 shares, subject to adjustment to reÖect stock split and other similar
events. On July 11, 2000, the closing price of webMethods common stock was $153.38.  The Board
believes that the increase in the number of shares reserved under the plan is necessary in order to enable
webMethods to grant stock options and stock appreciation rights to retain and attract qualiÑed employees,
which number of employees will increase substantially upon completion of the merger, and also to
encourage stock ownership by plan participants, thereby aligning their interests with those of webMethods'
stockholders.

Upon approval of the increase in number of shares of common stock available under the plan, Section
162(m) of the Internal Revenue Code may limit webMethods' tax deduction for compensation paid to
executive oÇcers unless the compensation qualiÑes as ""performance-based compensation.'' Grants of
options and stock appreciation rights with exercise prices equal to or greater than the fair market value of
the common stock on the date of grant may qualify as performance-based compensation. However, in
order to comply with Section 162(m) following approval of the increase in the number of shares available
under the plan, the plan must also include a stated maximum number of shares that may be awarded to
any employee during a speciÑed time period. The amended plan limits the number of shares subject to
options or stock appreciation rights that may be awarded to any employee during a calendar year to
1,000,000 shares. This annual limit is also subject to adjustment to reÖect stock splits and similar
corporate events. In addition, in compliance with Section 162(m), the amended plan requires that the
committee administering the plan with respect to persons who are or are reasonably expected to be
""covered employees'' for purposes of Section 162(m) be composed of two or more ""outside directors''
within the meaning of Section 162(m).

In order to increase the number of shares available under the plan and permit awards of options and
stock appreciation rights to qualify under Section 162(m), the stockholders are being asked to approve the
plan as amended by the Board.

Shares subject to the stock option plan

An aggregate of 10,731,000 shares of webMethods' common stock has been reserved by the Board for
issuance under the plan, which will increase to 20,731,000 shares after approval of the amended and
restated plan. If any Award granted pursuant to the plan expires or terminates for any reason without
being exercised in whole or in part, the shares subject to the expired or terminated Award will again
become available for grant and purchase under the plan. This number of shares is subject to appropriate
adjustment to reÖect stock dividends and other similar events.

Administration

The plan may be administered by the Board or a committee appointed by the Board. Under the
amended plan, the committee administering the plan with respect to persons who are or are reasonably
expected to be ""covered employees'' for purposes of Section 162(m) must be composed of two or more
""outside directors'' within the meaning of Section 162(m) of the Internal Revenue Code. The plan is
currently administered by the compensation committee, the members of which are appointed by the Board.
The compensation committee currently consists of Mr. Levinthal, Mr. Riechers and Mr. Bailey, all of
whom are ""outside directors.''

Subject to the terms of the plan, the committee administering the plan determines the persons who
are to receive awards, the number of shares subject to each award and the terms and conditions of each
award. The committee may also amend the terms of an outstanding award.

The committee administering the plan has the authority to construe and interpret any of the
provisions of the plan or any awards granted under the plan.

171



Eligibility

Employees, directors, consultants and advisers of webMethods, and any subsidiaries are eligible to
receive Awards under the plan. As of July 11, 2000 approximately 280 persons were eligible to receive
awards under the plan.

Stock options

The plan provides for the grant of both incentive stock options, or ISOs, that are intended to qualify
under section 422 of the Internal Revenue Code, and nonqualiÑed stock options, or NQSOs. ISOs may be
granted only to employees of webMethods or of a parent or subsidiary of webMethods. All Awards other
than ISOs may be granted to employees, directors, consultants and advisers. The exercise price of ISOs
must be at least equal to the fair market value of the common stock on the date of grant, except for those
granted to certain stockholders owning 10% or more of webMethods outstanding stock, which must have
an exercise price at least equal to 110% of the fair market value on the date of grant. The maximum term
of options granted under the plan is ten years although the maximum term of ISO's granted to certain ten
percent owners is Ñve years.

The exercise price of options granted under the plan may be paid as approved by the compensation
committee at the time of grant in cash or by such other means as are speciÑed in the stock option
agreement relating to such options.

Stock appreciation rights

The plan allows grants of stock appreciation rights. A stock appreciation right entitles the person to
whom it is granted to, upon exercise of the stock appreciation right, to receive cash or other consideration
equal to the diÅerence between the fair market value on the date of grant and the date of exercise. To
date, webMethods has not granted any stock appreciation rights.

Amendment of the plan

The Board may at any time amend or terminate the plan, except for amendments that increase the
number of shares subject to issuance under the plan, which also requires stockholder approval.

Term of the plan

The plan will terminate in November 2006, unless terminated sooner in accordance with its terms.

New plan beneÑts

As of July 11, 2000, no option grants have been made under the plan using the 10,000,000 additional
shares reserved under the plan that stockholders are being asked to approve. Because participation under
the plan is subject to the discretion of the compensation committee, the numbers of option grants to be
made under the plan in Ñscal year 2001 to the individuals or groups of individuals listed in the table below,
and the prices at which these grants will be made, are not currently determinable. The following table sets
forth the option grants that were made during the Ñscal year ended March 31, 2000 under the plan to:

‚ webMethods' executive oÇcers;

‚ all current webMethods executive oÇcers, as a group;

‚ all current webMethods directors who are not executive oÇcers, as a group; and

‚ all employees including oÇcers who are not executive oÇcers, as a group.
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Weighted
Average Number of

Name and Position Exercise Price Shares

Phillip Merrick
Chairman of the Board, President and Chief Executive OÇcer ÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6.05 55,188

David Mitchell
Chief Operating OÇcer ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.00 99,999

Charles Allen
Vice President of Product MarketingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.19 107,310

Mary Dridi
Chief Financial OÇcerÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.88 183,960

All current executive oÇcers as a group (4 persons)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.83 446,457
All current directors who are not executive oÇcers as a group (7 persons) ÏÏÏÏÏ 6.05 386,316
All employees, including oÇcers who are not executive oÇcers, as a groupÏÏÏÏÏ 8.06 4,327,199

Federal income tax information

The following is a general summary as of the date of this document of the federal income tax
consequences to webMethods and participants under the plan. The federal tax laws may change and the
federal, state and local tax consequences for any participant will depend upon his or her individual
circumstances.

Incentive stock options. A participant will not recognize income upon grant of an ISO and will not
pay regular income tax on its exercise. The amount by which the fair market value of stock received on
the date of exercise of an ISO exceeds the exercise price is, however, included in determining the
participant's liability for the alternative minimum tax. If the participant sells or disposes of the stock
acquired upon exercise of an ISO, following the later of one year after the date the option was exercised
and two years after the date the option was granted, the participant generally will realize capital gain or
loss, rather than ordinary income or loss, upon disposition of the ISO shares. This gain or loss will be
equal to the diÅerence between the amount realized upon that disposition and the amount paid for the
ISO shares.

If the participant sells or disposes of ISO shares prior to the expiration of either required holding
period, which is called a disqualifying disposition, then gain realized upon the disposition, up to the
diÅerence between the fair market value of the ISO shares on the dates of exercise, or, if less, the amount
realized on a sale of the shares, and the option exercise price, generally will be treated as ordinary income.
Any additional gain will be capital gain; taxed at a rate that depends upon the amount of time the ISO
shares were held by the participant.

NonqualiÑed stock options. A participant will not recognize any taxable income at the time a
NQSO is granted. However, upon exercise of a NQSO the participant will normally include in income as
ordinary compensation income in an amount equal to the diÅerence between the fair market value of the
shares on the date of exercise and the participant's exercise price. Upon resale of the shares by the
participant, any subsequent appreciation or depreciation in the value of the shares will be treated as capital
gain or loss.

Stock appreciation rights. A participant exercising a stock appreciation right will normally recognize
the amount of money or fair market value of other consideration received upon exercise as ordinary
compensation income.

Tax treatment of webMethods. Subject to compliance with Section 162(m) of the Internal Revenue
Code, webMethods will be entitled to a deduction in connection with the exercise of a NQSO or stock
appreciation right by a participant to the extent that the participant recognizes ordinary income.
webMethods will be entitled to a deduction in connection with the disposition of ISO shares only to the
extent that the participant recognizes ordinary income on a disqualifying disposition of the ISO shares.
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Section 162(m) of the Internal Revenue Code would render non-deductible to webMethods certain
compensation in excess of $1,000,000 in any year to certain executive oÇcers of the Company unless such
excess compensation is ""performance-based compensation'' (as deÑned in the Code) or is otherwise
exempt from Section 162(m). Options and stock appreciation rights granted under the plan, as amended,
with exercise prices at not less than the fair market value on the date of grant are intended to qualify as
performance-based compensation.

ERISA

The plan is not subject to any of the provisions of the Employee Retirement Income Security Act of
1974 or ""ERISA'' and is not qualiÑed under section 401(a) of the Internal Revenue Code.

Required Vote

Approval of the amended and restated webMethods, Inc. Stock Option Plan requires the aÇrmative
vote of the holders of a majority of the shares of webMethods common stock represented in person or by
proxy at the annual meeting and entitled to vote on the proposal. Abstentions will be treated as votes
against the proposal and broker non-votes will have no eÅect on the voting results. In the event that the
amended and restated Stock Option Plan is not approved, the proposed increase in the number of shares
reserved under the plan and the technical amendments will not be eÅective and webMethods will be
unable to issue any additional options under the plan.

The Board Recommends a Vote ""FOR'' approval of the Amended and Restated Stock Option Plan.

Proposal No. 5
RatiÑcation of Selection of Independent Auditors

webMethods has selected PricewaterhouseCoopers LLP as its independent auditors to perform the
audit of its Ñnancial statements for the year ending March 31, 2001, and the stockholders are being asked
to ratify this selection. Representatives of PricewaterhouseCoopers LLP are expected to be present at the
meeting, will have the opportunity to make a statement at the meeting if they desire to do so and are
expected to be available to respond to appropriate questions.

The aÇrmative vote of a majority of the shares of webMethods common stock represented in person
or by proxy at the annual meeting and entitled to vote on the proposal will be required to approve the
ratiÑcation of PricewaterhouseCoopers LLP as webMethods' independent auditors. Abstentions will be
treated as votes against the ratiÑcation of PricewaterhouseCoopers LLP as webMethods' independent
auditors and broker non-votes will have no eÅect on the voting results.

The Board Recommends a vote ""FOR'' the RatiÑcation
of the Selection of PricewaterhouseCoopers LLP.
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REPORT OF THE COMPENSATION COMMITTEE OF
THE BOARD OF DIRECTORS OF WEBMETHODS

The compensation of webMethods' executive oÇcers is determined by the compensation committee of
the Board of Directors. The compensation committee is composed entirely of directors who are not, and
have never been, oÇcers or employees of webMethods and its members are designated by the Board of
Directors. Current members of the compensation committee are Chase Bailey, Michael Levinthal and
Gene Riechers.

The following report summarizes the philosophies and methods that the compensation committee uses
to establish and administer webMethods' executive compensation programs.

Compensation philosophy

webMethods' executive compensation programs are designed to attract and retain qualiÑed executives
and allow webMethods Öexibility to respond to changes in its business environment. webMethods believes
that achievement in its competitive and rapidly changing business environment is enhanced by the
coordinated eÅorts of all individuals working toward common objectives. The goals of webMethods'
compensation programs are to align compensation with webMethods' business objectives and performance,
to foster teamwork and to enable webMethods to attract, retain and reward employees who contribute to
webMethods long-term success.

Compensation components

Each executive oÇcer's compensation package is comprised of three components: base salary; bonus;
and stock-based incentive awards. The summary below describes each of these components and the factors
considered by the Compensation Committee in determining awards under each.

Base salary. Base salary reÖects individual performance and personal expertise. The level of base
salary is based primarily upon the individual qualiÑcations and relevant experience of each oÇcer, the
strategic goals for which the oÇcer has primary responsibility, the compensation levels at similar
companies and, based on market comparisons, the incentives necessary to attract and retain qualiÑed
management. Base salaries are adjusted each year to allow webMethods to maintain a competitive salary
structure and to reward individual performance and growth.

Bonus. Bonuses are tied to the achievement of certain performance standards or to reward
outstanding service or achievement, are paid in cash and are variable in amounts. Cash bonuses are
awarded on a discretionary basis based on achievement of departmental team goals and company-wide
goals.

Stock-based incentive awards. Stock-based incentive awards are designed to align the interests of the
executive oÇcers with that of the stockholders. OÇcers are awarded options to purchase shares of
webMethods common stock under the company's stock option plans. The compensation committee
considers the oÇcer's position with webMethods, his or her responsibilities and performance and the
practices at similar companies, as well as the oÇcer's existing level of equity ownership in webMethods.
Each option grant allows an oÇcer to acquire shares of webMethods common stock over a period of time,
up to ten years, at a Ñxed price per share, which is the fair market value of a share of common stock on
the date of the grant. Options typically vest at the rate of 25% on the Ñrst anniversary of the date of grant
and in equal monthly installments thereafter over a three-year period, so long as the oÇcer continues to be
employed by webMethods.

Compensation of the Chief Executive OÇcer

Phillip Merrick has been webMethods' Chief Executive OÇcer since its inception in June 1996. His
base salary and bonus for the year ended March 31, 2000 were $175,000 and $87,500, respectively. In
addition, the Board granted Mr. Merrick options to purchase 55,188 shares of webMethods common stock
in November 1999. The compensation committee evaluates a number of factors to determine the

175



compensation received by Mr. Merrick, including salaries for chief executive oÇcers of similar companies,
the achievement of team-based goals and webMethods' performance.

Deductibility of executive compensation

The compensation committee has considered the impact of Section 162(m) of the Internal Revenue
Code under the Omnibus Budget Reconciliation Act of 1993, which disallows a deduction for any publicly
held corporation for individual compensation exceeding $1.0 million in any taxable year for the Chief
Executive OÇcer and the four other highly compensated executive oÇcers, respectively, unless such
compensation meets the requirements for a ""performance-based'' exception to Section 162(m). The
compensation committee believes that, because the cash compensation paid to webMethods' executive
oÇcers is expected to be below $1.0 million and the options granted to them will meet the requirements
for performance-based exceptions, Section 162(m) will not aÅect the tax deductions available to
webMethods with respect to the compensation of its executive oÇcers.

The compensation committee tries, to the extent reasonable, to qualify its executive oÇcers'
compensation for deductibility under applicable tax laws. However, webMethods may pay non-deductible
compensation to its executive oÇcers from time to time.

Compensation Committee:

/s/ CHASE BAILEY

/s/ MICHAEL LEVINTHAL

/s/ GENE RIECHERS
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STOCK PERFORMANCE GRAPH

The following graph compares the cumulative total stockholder return data for webMethods' common
stock since February 11, 2000 (the date on which webMethods' common stock was Ñrst registered under
Section 12 of the Securities Exchange Act of 1934 and traded in the public markets) to the cumulative
return over such period of The Nasdaq Composite Index and Standard & Poor's Computer Software and
Service Index. The graph assumes that $100 was invested on February 11, 2000, in each of the common
stock of webMethods, The Nasdaq Composite Index and Standard & Poor's Computer Software and
Service Index. The graph further assumes that such amount was initially invested in the common stock of
webMethods at a per share price of $35, the price at which the common stock was Ñrst oÅered to the
public on the date the stock Ñrst traded in the public markets. The stock price performance on the
following graph is not necessarily indicative of future stock price performance.

COMPARISON OF 2 MONTH CUMULATIVE TOTAL RETURN*
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Cumulative Total Return

2/11/00 3/31/00 5/31/00

WEBMETHODS INC. 100.00 689.64 238.93
NASDAQ STOCK MARKET (U.S.) 100.00 116.52 86.88
S & P COMPUTERS (SOFTWARE & SERVICES) 100.00 115.78 82.57
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BENEFICIAL OWNERSHIP REPORTING COMPLIANCE UNDER SECTION 16(a)

Section 16 of the Securities Exchange Act of 1934, as amended, requires webMethods' directors,
oÇcers and persons who own more than 10% of webMethods' common stock to Ñle initial report of
ownership and reports of changes in ownership. Based solely on its review of copies of these reports
furnished to webMethods, webMethods believes that, except for the initial Ñlings of Forms 3 for the
directors and oÇcers of the company, which were Ñled later than the day of eÅectiveness of the
registration statement but shortly thereafter, all Ñlings required by Section 16(a) were timely made.

LEGAL MATTERS

The validity of the shares of webMethods common stock oÅered in connection with the merger and
the federal income tax consequences of the merger will be passed upon by Shaw Pittman, a law
partnership including professional corporations, McLean, Virginia. Jack L. Lewis, whose professional
corporation is a member of Shaw Pittman, serves as a member of webMethods' Board of Directors and is
the corporate secretary. Mr. Lewis beneÑcially owns 464,656 shares of webMethods common stock. Other
individuals, whose professional corporations are members of Shaw Pittman, beneÑcially own an aggregate
of 7,309 shares of webMethods common stock. Certain legal matters in connection with the merger will be
passed upon for Active Software by Venture Law Group, A Professional Corporation, Menlo Park,
California.

EXPERTS

The consolidated Ñnancial statements of webMethods as of March 31, 2000 and 1999 and for each of
the three years in the period ended March 31, 2000 included in this Joint Proxy Statement/Prospectus
have been so included in reliance on the report of PricewaterhouseCoopers LLP, independent accountants,
given on the authority of said Ñrm as experts in auditing and accounting.

The Active Software consolidated Ñnancial statements as of December 31, 1999 and 1998 and for
each of the three years in the period ended December 31, 1999, the Alier, Inc. consolidated Ñnancial
statements as of December 31, 1998 and 1999 and for each of the two years in the period ended
December 31, 1999, the TransLink Software, Inc. Ñnancial statements as of December 31, 1998 and 1999
and for each of the two years in the period ended December 31, 1999 and the Premier Software
Technologies, Inc. Ñnancial statements as of and for the year ended December 31, 1999 included in this
Joint Proxy Statement/Prospectus and the related consolidated Ñnancial statement schedule included
elsewhere in this Joint Proxy Statement/Prospectus have been audited by Deloitte & Touche LLP,
independent auditors, as stated in their reports appearing in this Joint Proxy Statement/Prospectus, and
have been so included in the reliance upon the reports of such Ñrm given upon their authority as experts in
auditing and accounting.
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FUTURE STOCKHOLDER PROPOSALS

Stockholder proposals intended to be included in the proxy statement for the next annual meeting of
webMethods stockholders should be sent to the Secretary of webMethods at 3930 Pender Drive, Fairfax,
Virginia 22030. Under the webMethods bylaws, notice of any stockholder proposal to be made at an
annual meeting of stockholders must be received no less than 45 days nor more than 75 days prior to the
Ñrst anniversary of the date of the preceding year's annual meeting of stockholders. A copy of the current
bylaws may be obtained from the Secretary of webMethods. The provision of the bylaws relating to
stockholder proposals will remain unchanged after the merger.

Proposals of stockholders intended to be included in Active Software's proxy statement for the 2001
Annual Meeting of Stockholders must be received by the Chief Financial OÇcer of Active Software at
3333 Octavius Drive, Santa Clara, California 95054, no later than January 5, 2001. For business to be
brought before an annual meeting by a stockholder at the 2001 Annual Meeting of Stockholders, the
stockholder must give notice of such matter in the manner prescribed in Active Software's bylaws not less
than 20 days nor more than 90 days prior to June 14, 2001; provided, however, that in the event that the
date of the 2001 Annual Meeting is more than 30 days prior to or more than 60 days after June 14, 2001,
notice by the stockholder must be so delivered not earlier than the 90th day prior to the 2001 Annual
Meeting and not later than the close of business on the later of the 20th day prior to the 2001 Annual
Meeting or the 10th day following the day on which public announcement of the date of the 2001 Annual
Meeting is Ñrst made. For a stockholder to nominate persons for election to the Board of Directors, in
addition to the requirements of the previous sentence, the stockholder must provide notice in the manner
prescribed in Active Software's bylaws not less than 60 days nor more than 90 days prior to the 2001
Annual Meeting; provided, however, that in the event that less than 60 days' notice or prior public
disclosure of the date of the meeting is given or made to stockholders, notice by the stockholder to be
timely must be so received not later than the close of business on the 10th day following the day on which
such notice of the date of the 2001 Annual Meeting was mailed or such public disclosure was made.

WHERE YOU CAN FIND MORE INFORMATION

webMethods has Ñled a registration statement under the Securities Act with the Securities and
Exchange Commission with respect to webMethods common stock to be issued to stockholders of Active
Software in the merger. This Joint Proxy Statement/Prospectus is a part of that registration statement and
constitutes a prospectus of webMethods in addition to a proxy statement of webMethods and Active
Software for their respective Special Stockholders' Meetings. This Joint Proxy Statement/Prospectus does
not contain all of the information set forth in the registration statement because some parts of the
registration statement are omitted as allowed under the rules and regulations of the Securities and
Exchange Commission. Stockholders may inspect and copy the registration statement at the public
reference facilities maintained by the Commission listed below.

webMethods and Active Software Ñle annual, quarterly and special reports, proxy statements and
other information with the Commission. Stockholders may read and copy any reports, statements or other
information the companies Ñle, including the registration statement, at the Commission's public reference
rooms at:

Judiciary Plaza Citicorp Center Seven World Trade Center
Room 1024 500 West Madison Street 13th Floor
450 Fifth Street, N.W. Suite 1400 New York, New York 10048
Washington, D.C. 20549 Chicago, Illinois 60661

Copies of these materials can also be obtained by mail at prescribed rates from the Public Reference
section of the Commission, 450 Fifth Street, N.W., Washington, D.C. 20549 or by calling the Commission
at 1-800-SEC-0330. The Commission maintains a website that contains reports, proxy statements and
other information regarding each company, including the registration statement. The address of the
Commission's website is http://www.sec.gov.
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FORWARD-LOOKING STATEMENTS

Some of the statements made under ""Summary,'' ""The Merger,'' ""Business of webMethods,''
""Business of Active Software,'' ""Management's Discussion and Analysis of Financial Condition and
Results of Operations of webMethods'' and ""Management's Discussion and Analysis of Financial
Condition and Results of Operations of Active Software'' and elsewhere in this Joint Proxy Statement/
Prospectus constitute forward-looking statements. These statements involve known and unknown risks,
uncertainties and other factors that may cause the actual results, levels of activity, performance or
achievements of webMethods, Active Software or the combined company to be materially diÅerent from
any future results, levels or activity, performance or achievements expressed or implied by such forward-
looking statements. Such factors include, among other things, those contained in the section titled ""Risk
Factors'' and elsewhere in this Joint Proxy Statement/Prospectus.

This Joint Proxy Statement/Prospectus contains forward-looking statements. These statements relate
to future events or our future Ñnancial performance. In some cases, these statements can be identiÑed by
terminology such as ""may,'' ""should,'' ""expects,'' ""plans,'' ""anticipates,'' ""believes,'' ""estimates,''
""predicts,'' ""potential'' or ""continue'' or the negative of such terms or other comparable terminology.
These forward-looking statements are not guarantees of future performance and are subject to risks and
uncertainties that could cause actual results to diÅer materially from the results contemplated by the
forward-looking statements. These risks and uncertainties include, among others:

‚ the possibility that the value of the webMethods common stock to be issued in the merger will
increase or decrease prior to completion of the merger;

‚ the possibility that the merger will not be consummated;

‚ the possibility that the anticipated beneÑts from the merger will not be fully realized;

‚ the possibility that costs or diÇculties related to the integration of our businesses and
infrastructure will be greater than expected;

‚ our dependence on the timely development, introduction and customer acceptance of new
products and services;

‚ the impact of competition on revenues and margins;

‚ rapidly changing technology and shifting demand requirements and Internet usage patterns;

‚ other risks and uncertainties, including the risks and uncertainties involved in continued
acceptance of the combined company's products and services, Active Software's customer
acceptance of webMethods' products and services, increased use of the Internet for electronic
commerce, the impact of competitive services, products and prices, the unsettled conditions in
the Internet and other high-technology industries and the ability to attract and retain key
personnel; and

‚ other risk factors as may be detailed from time to time in webMethods' and Active Software's
public announcements and Ñlings with the Securities and Exchange Commission.

In evaluating the merger, you should carefully consider the discussion of these and other factors in
the section titled ""Risk Factors'' beginning on page 12.

None of webMethods, Active Software or the combined company can guarantee future results, levels
of activity, performance or achievements. Moreover, none of these companies assumes responsibility for
the accuracy and completeness of such statements. None of webMethods, Active Software or the
combined company are under any duty to update any of the forward-looking statements after the date of
this Joint Proxy Statement/Prospectus to conform such statements to actual results.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of
webMethods, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements
of operations and comprehensive loss, changes in stockholders' equity (deÑcit) and cash Öows present
fairly, in all material respects, the Ñnancial position of webMethods, Inc. and its subsidiaries at March 31,
2000 and 1999, and the results of their operations and their cash Öows for each of the three years in the
period ended March 31, 2000 in conformity with accounting principles generally accepted in the United
States. These Ñnancial statements are the responsibility of the Company's management; our responsibility
is to express an opinion on these Ñnancial statements based on our audits. We conducted our audits of
these statements in accordance with auditing standards generally accepted in the United States, which
require that we plan and perform the audit to obtain reasonable assurance about whether the Ñnancial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the Ñnancial statements, assessing the accounting principles used
and signiÑcant estimates made by management, and evaluating the overall Ñnancial statement presentation.
We believe that our audits provide a reasonable basis for the opinion expressed above.

/s/ PRICEWATERHOUSECOOPERS LLP

McLean, Virginia
May 1, 2000, except for
Note 17, as to which the
date is May 20, 2000
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WEBMETHODS, INC.

CONSOLIDATED BALANCE SHEETS

March 31,

2000 1999

ASSETS
Current assets:

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $156,778,409 $ 3,128,500
Marketable securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,339,660 254,850
Accounts receivable, net of allowances of $801,000 and $117,000,

respectively ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,782,822 2,497,589
Prepaid expenses and other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,984,428 339,838

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 176,885,319 6,220,777
Marketable securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,637,889 1,269,408
Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,746,783 398,403
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,029,940 541,692

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $216,299,931 $ 8,430,280

LIABILITIES, MANDATORILY REDEEMABLE PREFERRED
STOCK AND STOCKHOLDERS' EQUITY (DEFICIT)

Current liabilities:
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,041,323 $ 304,989
Accrued expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,653,664 561,912
Accrued salaries and commissions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,152,392 504,872
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,475,945 886,394
Current portion of capital lease obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 148,026 Ì
Line of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 153,054 247,275

Total current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,624,404 2,505,442

Capital lease obligations, net of current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 426,145 Ì
Long term deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,515,103 380,744

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,565,652 2,886,186

Commitments and contingencies
Mandatorily redeemable preferred stock:

Convertible preferred stock, $0.01 par value, 650,477 shares authorized,
issued and outstanding at March 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11,117,728

Stockholders' equity (deÑcit):
Common stock, $0.01 par value; 200,000,000 shares authorized;

32,386,987 and 5,850,879 shares issued and outstandingÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 323,869 58,509
Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 228,908,883 Ì
Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,312,305) Ì
Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (32,095,877) (5,630,943)
Accumulated other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (90,291) (1,200)

Total stockholders' equity (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 187,734,279 (5,573,634)

Total liabilities, mandatorily redeemable preferred stock and
stockholders' equity (deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $216,299,931 $ 8,430,280

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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WEBMETHODS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

Year Ended March 31,

2000 1999 1998

Revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 15,495,446 $ 3,707,224 $ 98,483
Professional services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,176,567 581,245 57,420
MaintenanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,329,971 173,182 9,991

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,001,984 4,461,651 165,894

Cost of revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 983,451 172,020 Ì
Professional services and maintenance (exclusive of

amortization of deferred stock compensation of $428,864
at March 31, 2000)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,717,049 481,196 Ì

Total cost of revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,700,500 653,216 Ì

Gross proÑtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,301,484 3,808,435 165,894

Operating expenses:
Sales and marketing (exclusive of amortization of deferred

stock compensation of $855,014 at March 31, 2000) ÏÏÏÏ 20,366,194 4,551,381 696,187
Research and development (exclusive of amortization of

deferred stock compensation of $303,746 at March 31,
2000)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,418,546 1,654,734 569,214

General and Administrative (exclusive of amortization of
deferred stock compensation of $179,605 at March 31,
2000)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,940,165 1,031,884 287,036

Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏ 1,767,229 Ì Ì

Total operating expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,492,134 7,237,999 1,552,437

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,190,650) (3,429,564) (1,386,543)
Interest income, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,079,807 133,288 23,869

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,110,843) (3,296,276) (1,362,674)
Deferred tax provisionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (46,647) Ì Ì

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,157,490) (3,296,276) (1,362,674)
Accretion and accrued dividends related to mandatorily

redeemable preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,222,510) (605,453) (112,792)

Net loss attributable to common shareholders ÏÏÏÏÏÏÏÏÏÏ $(28,380,000) $(3,901,729) $(1,475,466)

Basic and diluted net loss per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (3.00) $ (0.71) $ (0.24)

Shares used in computing basic and diluted net loss per
common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,448,201 5,526,588 6,268,627

Comprehensive loss:
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(18,157,490) $(3,296,276) $(1,362,674)
Other comprehensive loss:

Unrealized loss on securities available for saleÏÏÏÏÏÏ (74,679) (1,200) Ì
Foreign currency cumulative translation adjustment (14,412) Ì Ì

Total comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(18,246,581) $(3,297,476) $(1,362,674)

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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WEBMETHODS, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)
for the years ended March 31, 1998, 1999 and 2000

Accumulated
Additional Other

Common Stock Paid Deferred Stock Accumulated Comprehensive
Shares Amount in Capital Compensation DeÑcit Loss Total

Balance, March 31, 1997 ÏÏÏÏÏ 6,898,684 $ 68,987 $ 486,120 Ì $ (434,215) Ì $ 120,892
Exchange of common stock for

Series A preferred stock ÏÏÏÏ (1,446,355) (14,464) (371,891) Ì Ì Ì (386,355)
Accretion of preferred stock ÏÏÏ Ì Ì (2,184) (2,184)
Accrued dividends on preferred

stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (110,608) Ì Ì Ì (110,608)
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (1,362,674) Ì (1,362,674)

Balance, March 31, 1998 ÏÏÏÏÏ 5,452,329 54,523 1,437 Ì (1,796,889) Ì (1,740,929)
Stock options exercised ÏÏÏÏÏÏÏ 398,550 3,986 66,238 Ì Ì Ì 70,224
Accretion of preferred stock ÏÏÏ Ì Ì (13,166) Ì Ì Ì (13,166)
Accrued dividends on preferred

stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (54,509) Ì (537,778) Ì (592,287)
Other comprehensive loss ÏÏÏÏÏ Ì Ì Ì Ì Ì (1,200) (1,200)
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (3,296,276) Ì (3,296,276)

Balance, March 31, 1999 ÏÏÏÏÏ 5,850,879 58,509 Ì Ì (5,630,943) (1,200) (5,573,634)
Stock options and warrants

exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,019,377 20,193 390,886 Ì Ì Ì 411,079
Fair value of options issued to

non-employees ÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 235,461 Ì Ì Ì 235,461
Deferred compensation related

to stock option grants ÏÏÏÏÏÏ Ì Ì 11,079,534 (11,079,534) Ì Ì Ì
Amortization of deferred stock

compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 1,767,229 Ì Ì 1,767,229
Deemed dividend in connection

with the beneÑcial conversion
feature in Series E preferred
stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 8,307,444 Ì (8,307,444) Ì Ì

Accretion to redemption ÏÏÏÏÏÏ Ì Ì (43,573) Ì Ì Ì (43,573)
Accrued dividends on preferred

stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (1,871,493) Ì Ì Ì (1,871,493)
Issuance of common stock

pursuant to the initial public
oÅering ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,715,000 47,150 164,977,850 Ì Ì Ì 165,025,000

Issuance of common stock
pursuant to the concurrent
private placementÏÏÏÏÏÏÏÏÏÏ 518,058 5,181 17,494,819 17,500,000

Initial public oÅering and
concurrent private placement
issuance costs ÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (13,158,338) Ì Ì Ì (13,158,338)

Conversion of preferred stock
to common stock ÏÏÏÏÏÏÏÏÏÏ 19,283,673 192,836 41,496,293 Ì Ì Ì 41,689,129

Other comprehensive loss ÏÏÏÏÏ Ì Ì (89,091) (89.091)
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (18,157,490) Ì (18,157,490)

Balance, March 31, 2000 ÏÏÏÏÏ 32,386,987 $323,869 $228,908,883 $ (9,312,305) $(32,095,877) $(90,291) $187,734,279

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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WEBMETHODS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended March 31,

2000 1999 1998

Cash Öows from operating activities:
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(18,157,490) $(3,296,276) $(1,362,674)
Adjustments to reconcile net loss to net cash used in

operating activities:
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 535,456 108,260 21,963
Provision for bad debts and returnsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 523,343 105,000 13,708
Provision for warranty ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 204,737 Ì Ì
Provision for deferred income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,647 Ì Ì
Expense related to fair value of options issued to non-

employees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 235,461 Ì Ì
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏ 1,767,229 Ì Ì
Loss on buyout of capital leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 10,226 Ì

Increase (decrease) in cash resulting from changes in
assets and liabilities:
Accounts receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,842,125) (2,557,575) (95,205)
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,662,799) (290,770) (36,402)
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,490,786) (532,936) (5,775)
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,757,513 127,043 116,902
Accrued expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,885,669 599,918 15,788
Accrued salaries and commissionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,670,567 434,172 10,526
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,742,352 1,249,242 15,951

Net cash used in operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (784,226) (4,043,696) (1,305,218)

Cash Öows from investing activities:
Purchases of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,200,304) (384,949) (81,293)
Net purchases of marketable securities available for saleÏÏÏ (39,578,582) (1,525,458) Ì
Purchase of other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (999,999) Ì Ì

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (43,778,885) (1,910,407) (81,293)

Cash Öows from Ñnancing activities:
Payments on capital leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (111,897) (45,918) (8,274)
Borrowings under line of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 282,664 Ì
Repayments under line of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94,221) (35,389) Ì
Proceeds from exercise of stock options ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 404,457 70,224 Ì
Proceeds from exercise of warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,622 Ì Ì
Proceeds from issuance of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì
Proceeds from initial public oÅering ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 165,025,000 Ì Ì
Proceeds from concurrent placement ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,500,000 Ì Ì
Issuance costs related to common stock oÅeringÏÏÏÏÏÏÏÏÏÏ (13,158,338) Ì Ì
Proceeds from issuance of preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,852,174 6,499,996 3,615,000
Issuance costs related to preferred stock oÅeringsÏÏÏÏÏÏÏÏÏ (195,839) (63,545) (38,324)

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 198,227,958 6,708,032 3,568,402

EÅect of the exchange rate on cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,938) Ì Ì
Net increase in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 153,649,909 753,929 2,181,891
Cash and cash equivalents at beginning of period ÏÏÏÏÏÏÏÏÏÏÏ 3,128,500 2,374,571 192,680

Cash and cash equivalents at end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $156,778,409 $ 3,128,500 $ 2,374,571

The accompanying notes are an integral part of these consolidated Ñnancial statements
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

webMethods, Inc. (the Company) is a leading provider of infrastructure software and services for
achieving business-to-business integration. The Company's products enable companies to work more
closely with their customers, suppliers and other business partners through the real-time exchange of
information over the Internet and to complete transactions electronically. The Company was incorporated
in Delaware on June 12, 1996 and changed its name from TransactNet, Inc. to webMethods, Inc. on
January 21, 1997. During the Ñscal year ended March 31, 2000, the Company established wholly-owned
subsidiaries: webMethods Germany GmbH, webMethods B.V., and webMethods UK Limited. These
subsidiaries provide technical support, marketing and distribution support in their geographic regions.

The Company's operations are subject to certain risks and uncertainties, including, among others,
rapid technological changes, success of the Company's product marketing and product distribution
strategies, the need to manage growth, the need to retain key personnel and protect intellectual property,
and the availability of additional capital Ñnancing on terms acceptable to the Company.

2. Summary of signiÑcant accounting policies

Principles of Consolidation

The accompanying consolidated Ñnancial statements include the accounts of webMethods, Inc. and all
wholly-owned subsidiaries. All material intercompany accounts and transactions have been eliminated.

Use of estimates

The preparation of Ñnancial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that aÅect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
Ñnancial statements and the reported amounts of revenue and expenses during the period. Actual results
could diÅer from these estimates.

Fair value information

The carrying amount of current assets and current liabilities approximates fair value because of the
short maturity of these instruments. The carrying amount of the Company's line of credit approximates
market based on the Öoating interest rates.

Cash and cash equivalents

The Company considers all highly liquid investments with original maturities of three months or less
to be cash equivalents.

Marketable securities

The Company's marketable securities consist of corporate bonds with maturities of less than two
years. Securities are classiÑed as available for sale since management intends to hold the securities for an
indeÑnite period and may sell the securities prior to their maturity. The marketable securities are carried
at aggregate fair value based generally on quoted market prices. Gains and losses are determined based on
the speciÑc identiÑcation method. Available for sale securities that are reasonably expected by
management to be sold within one year from the balance sheet date are classiÑed as current assets.
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

2. Summary of signiÑcant accounting policies Ì (Continued)

Property and equipment

Property and equipment are stated at cost. Depreciation is computed on the straight-line method over
the estimated useful lives of the related assets, ranging from three to Ñve years. Leased property or
equipment meeting certain criteria is capitalized and the present value of the related lease payments is
recorded as a liability. Amortization of capitalized leased assets is computed on the straight-line method
over the term of the lease. Repairs and maintenance are expensed as incurred. At the time of retirement
or other disposal of property and equipment, the cost and related accumulated depreciation are removed
from their respective accounts and any resulting gain or loss is included in operations.

Software development costs

Software development costs are expensed as incurred until technological feasibility has been
established, at which time such costs are capitalized until the product is available for general release to
customers. The Company deÑnes the establishment of technological feasibility as the completion of all
planning, designing, coding and testing activities that are necessary to establish products that meet design
speciÑcations including functions, features and technical performance requirements. Under the Company's
deÑnition, establishing technological feasibility is considered complete only after the majority of customer
testing and customer feedback has been incorporated into product functionality. To date, the period
between technological feasibility and general availability has been short, and thus all software development
costs qualifying for capitalization are insigniÑcant.

Impairment of long-lived assets

The Company periodically evaluates the recoverability of its long-lived assets. This evaluation consists
of a comparison of the carrying value of the assets with the assets' expected future cash Öows,
undiscounted and without interest costs. Estimates of expected future cash Öows represent management's
best estimate based on reasonable and supportable assumptions and projections. If the expected future
cash Öows, undiscounted and without interest charges, exceed the carrying value of the asset, no
impairment is recognized. Impairment losses are measured as the diÅerence between the carrying value of
long-lived assets and their fair value, based on discounted future cash Öows of the related asset.

Income taxes

Deferred tax assets and liabilities are recognized for the estimated future tax consequences of
temporary diÅerences and income tax credits. Temporary diÅerences are primarily the result of the
diÅerences between the tax bases of assets and liabilities and their Ñnancial reporting amounts. Deferred
tax assets and liabilities are measured by applying enacted statutory tax rates applicable to the future years
in which deferred tax assets or liabilities are expected to be settled or realized. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount expected to be realized. The
Company has provided a full valuation allowance against its net deferred tax asset as of March 31, 2000
and 1999.

Foreign Currency Translations

The functional currency for the Company's foreign subsidiaries is the local currency. Assets and
liabilities of the Company's foreign operations are translated into U.S. dollars at the exchange rates in
eÅect at the balance sheet date; revenues and expenses are translated using the average exchange rates in
eÅect during the period. The cumulative translation adjustments are included in accumulated other
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

2. Summary of signiÑcant accounting policies Ì (Continued)

comprehensive income or loss, which is a separate component of stockholders' equity (deÑcit). Foreign
currency transaction gains or losses are included in the results of operations.

Revenue recognition

Revenue from the sale of software licenses is recognized upon shipment of product, provided that the
fee is Ñxed and determinable, persuasive evidence of an arrangement exists and collection of the resulting
receivable is considered probable. The Company does not oÅer exchanges of its products and historically
has not experienced signiÑcant returns. The Company recognizes software license revenue over the term of
the license if the license requires delivery of unspeciÑed products during its term. Revenue related to
customer support agreements is deferred and recognized ratably over the term of the respective
agreements. When the Company provides a software license and the related customer support arrangement
for one bundled price, the fair value of the customer support, based on the price charged for that element
separately, is deferred and recognized ratably over the term of the respective agreement. If the license
agreement contains extended payment terms, revenue is recognized as the payments become due, assuming
that all other revenue recognition criteria are met. Professional services revenue, which includes training
and consulting, is recognized at the time the service is performed.

Stock-based compensation

The Company measures compensation expense for its employee stock-based compensation using the
intrinsic value method and provides pro forma disclosures of net loss as if the fair value method had been
applied in measuring compensation expense. Under the intrinsic value method of accounting for stock-
based compensation, when the exercise price of options granted to employees is less than the fair value of
the underlying stock on the grant date, compensation expense is recognized over the applicable vesting
period.

Net loss per share

Basic loss per share is computed based on the weighted average number of outstanding shares of
common stock. Diluted loss per share adjusts the weighted average for the potential dilution that could
occur if stock options or warrants or convertible securities were exercised or converted into common stock.
Diluted loss per share is the same as basic loss per share for all periods presented because the eÅects of
such items were anti-dilutive given the Company's losses.

Segment reporting

The Company operates as a single segment and will evaluate additional segment disclosure
requirements as it expands its operations. See Note 15 for required geographic segment information.

Recent accounting pronouncements

In December 1999, the Securities and Exchange Commission (SEC) released StaÅ Accounting
Bulletin (SAB) No. 101, ""Revenue Recognition in Financial Statements,'' which provides guidance on the
recognition, presentation and disclosure of revenue in Ñnancial statements Ñled with the SEC.
Subsequently, the SEC released SAB 101A, which delayed the implementation date of SAB 101 for
registrants with Ñscal years that begin between December 16, 1999 and March 15, 2000. The Company is
required to be in conformity with the provisions of SAB 101, as amended by SAB 101A, no later than
April 1, 2000 and does not expect a material eÅect on the Company's Ñnancial position, results of
operations or cash Öows as a result of SAB 101.
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

2. Summary of signiÑcant accounting policies Ì (Continued)

In June 1999, the Financial Accounting Standards Board (FASB) issued SFAS No. 137, which
delays the eÅective date of SFAS No. 133, ""Accounting for Derivative Instruments and Hedging
Activities,'' which will be eÅective for the Company's Ñscal year 2001. This statement establishes
accounting and reporting standards requiring that every derivative instrument, including certain derivative
instruments embedded in other contracts, be recorded in the balance sheet as either an asset or liability
measured at its fair value. The statement also requires that changes in the derivative's fair value be
recognized in earnings unless speciÑc hedge accounting criteria are met. The Company has not entered
into derivative contracts and does not have near term plans to enter into contracts, accordingly the
adoption of SFAS No. 133 and SFAS No. 137 is not expected to have a material eÅect on the Ñnancial
statements.

In March 2000, FASB issued Interpretation (FIN) No. 44, ""Accounting for Certain Transactions
Involving Stock Compensation Ì An Interpretation of APB Opinion No. 25.'' FIN 44 clariÑes the
application of APB Opinion No. 25 and, among other issues, clariÑes the following: the deÑnition of an
employee for purposes of applying APB Opinion No. 25; the criteria for determining whether a plan
qualiÑes as a non-compensatory plan; the accounting consequence of various modiÑcations to the terms of
previously Ñxed stock options or awards; and the accounting for an exchange of stock compensation awards
in a business combination. FIN 44 is eÅective July 1, 2000, but certain conclusions in FIN 44 cover
speciÑc events that occurred after either December 15, 1998 or January 12, 2000. The Company does not
expect the application of FIN 44 to have a material impact on its Ñnancial position or results of
operations.

3. Related-party transactions

An individual who is a director, corporate secretary and stockholder of the Company is associated
with a law Ñrm that has rendered various legal services for the Company. For the years ended March 31,
2000, 1999 and 1998, the Company has paid the Ñrm approximately $909,000, $178,000, and $64,000
respectively. As of March 31, 2000 and 1999, the aggregate amount due for these services was
approximately $249,000 and $137,000 respectively.

For the year ended March 31, 2000 the Company has entered into certain contractual arrangements
with several third parties that invested in the Company through the purchase of Series D and Series E
mandatorily redeemable, cumulative, convertible preferred stock (see Note 12). Revenue generated from
these related parties was $6,100,000 for the year ended March 31, 2000. Accounts receivable from these
related parties as of March 31, 2000 was $241,000. Additionally, the Company paid $432,000 for services
and equipment from related parties for the year ended March 31, 2000. Accounts payable to these related
parties was $113,000 as of March 31, 2000.

4. Concentrations of credit risk

Financial instruments which potentially expose the Company to concentration of credit risk consist
primarily of cash and cash equivalents, marketable securities and accounts receivable. The Company
maintains its cash and cash equivalents in bank accounts which, at times, may exceed federally insured
limits. The Company has not experienced any losses on such accounts. Accounts receivable consists
principally of amounts due from large, credit-worthy companies. The Company monitors the balances of
individual accounts to assess any collectibility issues. The Company has not experienced signiÑcant losses
related to receivables in the past.

For the year ended March 31, 2000, one organization individually accounted for approximately 22% of
total revenue, and one organization individually accounted for approximately 15% of accounts receivable as
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

4. Concentrations of credit risk Ì (Continued)

of March 31, 2000. For the year ended March 31, 1999, two organizations individually accounted for
approximately 13% and 10% of total revenue, and three organizations individually accounted for
approximately 33%, 22% and 11% of accounts receivable as of March 31, 1999. For the year ended
March 31, 1998, four organizations individually accounted for approximately 20%, 17%, 14% and 12% of
total revenue.

5. Marketable Securities

The cost and estimated fair value of marketable securities, all of which are corporate bonds, by
contractual maturity are as follows:

March 31, 2000 March 31, 1999

Cost Fair Value Cost Fair Value

Due in one year or less ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,349,240 $ 8,339,660 $ 255,129 $ 254,850
Due after one year through two years ÏÏÏ 32,754,800 32,637,889 1,271,129 1,269,408

$41,104,040 $40,977,549 $1,526,258 $1,524,258

The gross unrealized holding losses were $126,491 and $2,000 for the years ended March 31, 2000
and 1999, respectively. There were no gross unrealized holding gains for the years ended March 31, 2000
and 1999. The unrealized holding losses have been included, net of the related tax eÅect, in accumulated
other comprehensive loss which is a separate component of stockholders' equity (deÑcit), net of the
related tax eÅect.

6. Property and equipment

Property and equipment consisted of the following:

March 31,

2000 1999

EquipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,396,809 $ 404,029
Software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,250,999 88,219
Furniture ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 851,435 38,972
Leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 899,387 1,470

4,398,630 532,690
Accumulated depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (651,847) (134,287)

$3,746,783 $ 398,403

During the year ended March 31, 2000, the Company acquired certain equipment and software under
capital leases. Included in equipment as of March 31, 2000 is $428,225 in assets under capital leases, and
included in software as of March 31, 2000 is $257,843 in assets under capital leases. As of March 31,
2000, there was $90,440 of accumulated amortization under these capital leases.

7. Income taxes

The Company has recorded a provision for income taxes of $47,000 for the year ended March 31,
2000, which relates to the write-oÅ of the deferred tax asset recorded in connection with the unrealized
holding losses on marketable securities available for sale, no other provisions for income taxes has been
recorded as the Company has incurred operating losses since its inception. Net operating loss carryforwards
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

7. Income taxes Ì (Continued)

(NOLs) as of March 31, 2000 and 1999 are approximately $12,100,000 and $3,100,000 respectively, both
of which begin to expire in 2012. The realization of the beneÑts of the NOLs is dependent on suÇcient
taxable income in future years. Lack of future earnings, a change in the ownership of the Company, or the
application of the alternative minimum rules could adversely aÅect the Company's ability to utilize the
NOLs. Deferred income taxes reÖect the net tax eÅects of temporary diÅerences between the carrying
amount of assets and liabilities for Ñnancial reporting purposes and the amounts used for income tax
purposes. The tax eÅect of each temporary diÅerence as of March 31, 2000 and 1999 is as follows:

March 31,

2000 1999

Net operating loss carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,600,000 $ 1,203,000
Accrued expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,543,000 425,000
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 121,000
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 218,000 25,000
Property and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,000 4,000
Research and development creditÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 171,000 104,000
Stock Option Compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 252,000 Ì
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,000 Ì
Valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,798,000) (1,882,000)

Net Deferred Tax AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $  Ì $  Ì

Though management believes that future taxable income of the Company may be suÇcient to utilize
a substantial amount of the beneÑts of the Company's net operating loss carryforwards and to realize its
deferred tax assets, a valuation allowance has been recorded to completely oÅset the carrying value of the
deferred tax assets as the realizability of the deferred tax assets is not currently predictable.

The provision for income taxes diÅers from the amount of taxes determined by applying the U.S.
Federal statutory rate to income before income taxes as a result of the following:

March 31,

2000 1999 1998

U.S. Federal statutory rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34.0% 34.0% 34.0%
State and local taxes, net of Federal income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.5 4.5 4.5
Change in valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (38.1) (40.2) (40.7)
Change in research and development credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.4 2.4 2.2
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.8) (0.7) Ì

Provision for income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì% Ì% Ì%

8. Line of credit

The Company has a loan agreement with a bank providing borrowings up to $500,000 for working
capital purposes and equipment advances. The Company was able to borrow under this agreement through
March 31, 1999, and the unpaid principal balance as of that date is payable in 36 equal monthly
installments that commenced shortly thereafter. As of March 31, 2000 and 1999 the balance under this
line was $153,054 and $247,275, respectively. Interest is payable at the bank's prime rate plus 1.5% per
annum. The line of credit is collateralized by substantially all of the Company's assets. The related
agreement contains restrictive covenants which require the Company to maintain, among other things, a
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

8. Line of credit Ì (Continued)

ratio of quick assets to current liabilities, net of deferred revenue, of at least 2 to 1. The Company was in
compliance with all covenants as of March 31, 2000 and 1999. Of the total line of credit amount, $200,000
has been designated for the issuance of letters of credit relating to an oÇce lease agreement. On
March 31, 1999, $100,000 in letters of credit were outstanding. The Company expects to repay all
outstanding balances under this loan agreement within one year from the balance sheet date.

In connection with this line of credit, the Company issued the bank options to purchase 46,788 shares
of the Company's common stock at approximately $0.27 per share. The fair value of these options was
determined using the Black Scholes valuation model and was insigniÑcant to the overall Ñnancial
statements.

In December 1999, the Company entered into a new revolving promissory note with the same bank to
borrow up to a maximum principal amount of $3,000,000 with a maturity date of December 2, 2000.
Borrowings under this note are limited to a borrowing base equal to 75% of eligible accounts receivable.
Interest is payable on the unpaid principal balance at a rate of the bank's prime rate plus 1% per annum.
This note is collateralized by substantially all of the Company's assets. The related agreement includes
restrictive covenants which require the Company to maintain, among other things, a ratio of quick assets
to current liabilities, less deferred revenue of at least 1.5 to 1.0 and a quarterly revenue covenant such that
total revenue for each Ñscal quarter must be equal to or greater than total revenue for the immediately
preceding Ñscal quarter. As of March 31, 2000, the Company had not borrowed against this revolving
promissory note. In connection with the revolving promissory note, the Company obtained a letter of credit
totaling $750,000 related to a new oÇce lease. The letter of credit expires in June 2001.

9. Lease commitments

In August 1999, the Company entered into an equipment line of credit with a leasing company for
the purchase of equipment and software. Under this arrangement, the Company can enter into leases for
equipment and software for a period of one year from the date of the arrangement. The interest rate under
these leases is Ñxed at the date of each individual lease, based on the 36 month treasury yield plus 547
basis points. Principal and interest is payable under each lease in 36 monthly installments. At expiration of
the lease term, the lessee will have the option to purchase the equipment at fair market value not to
exceed 10% of the original cost. This arrangement includes a restrictive covenant that requires the
Company to maintain a minimum of $2,500,000 of cash and marketable securities. The Company was in
compliance with this covenant as of March 31, 2000.

The Company leases oÇce space in various locations under operating leases expiring through Ñscal
2002. Total rent expense was approximately $803,000, $153,000, and $48,000 for the years ended
March 31, 2000, 1999 and 1998, respectively. In May 1999, the Company entered into a lease for oÇce
space in Virginia expiring in May 31, 2001. In December 1999, the Company entered into a new Ñve year
lease agreement for oÇce space for the Company's new headquarters in Virginia. The Company occupied
the new facility in March 2000 and also turned its previous premises over to a sublessee through the end
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9. Lease commitments Ì (Continued)

of the lease term. Future minimum lease payments under the Company's capital and operating leases, net
of expected sublease income, are as follows:

Operating Capital

Years ending March 31,
2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,133,049 $ 212,520
2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,726,455 265,173
2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,567,140 185,239
2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,567,140 Ì
2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,567,140 Ì

$8,560,924 662,932

less amounts representing interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88,760)

574,172
less current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (148,027)

capital lease obligation, net of current portionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 426,145

During the year ended March 31, 1999, the Company issued a warrant to purchase 6,132 shares of
the Company's common stock at an exercise price of $1.08 per share to the landlord of one of their leased
facilities. The fair value of this warrant on the grant date was determined using the Black-Scholes
valuation model and was insigniÑcant to the overall Ñnancial statements.

10. Stockholders' equity (deÑcit)

The Company completed an initial public oÅering of 4,715,000 of its $.01 par value common stock,
priced at $35.00 per share on February 10, 2000 (the IPO) including 615,000 shares sold in connection
with the exercise of the underwriters' over-allotment. Concurrent with the IPO, the Company sold an
additional 518,058 shares of its common stock in a private placement transaction at a price per share equal
to $33.78 (the IPO price less one-half of the underwriting discounts and commissions). In preparation for
the IPO, on October 22, 1999, the board of directors and stockholders approved an increase in the number
of authorized shares of common stock from 20,000,000 shares to 200,000,000 shares. On February 10,
2000 in connection with the IPO, the Company consummated a 1.533 for one stock split. All references to
the number of shares authorized, issued and outstanding and per-share information for all periods
presented have been adjusted to reÖect the eÅects of the stock split and share authorization.

On October 10, 1997, the Company's Board of Directors approved a stock split in the form of a stock
dividend at a rate of an additional 7.9 shares of common stock for each share of common stock
outstanding as of October 10, 1997. On March 5, 1998, the Board approved a stock split in the form of a
stock dividend at a rate of an additional 19 shares of common stock for each share of common stock
outstanding as of March 5, 1998. All share and per share data in these Ñnancial statements have been
retroactively restated to reÖect the March 5, 1998 split and the October 10, 1997 split.

11. Stock based compensation

Stock incentive plan

On November 1, 1996, the Company adopted the 1996 Stock Incentive Plan (the Plan). The Plan is
administered by a Committee appointed by the Board of Directors, which has the authority to determine
which oÇcers, directors and key employees are awarded options pursuant to the Plan and to determine the
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terms and option exercise prices of the stock options. At March 31, 2000, the Company had reserved
10,731,000 shares of the Company's common stock for issuance upon the exercise of options granted under
the Plan. At March 31, 2000, options to purchase 6,609,421 shares were outstanding and 1,725,114 shares
were available for future grants.

QualiÑed incentive stock options granted pursuant to the Plan have an exercise price equal to the fair
value of the underlying common stock at the date of grant, vest at either the rate of 33.3% or 25% per
year, beginning one year after the date of award, and have a term of ten years. Prior to the Company's
initial public oÅering, the Board of Directors determined the fair value of the underlying common stock on
the date of grant based on contemporaneous sales of the Company's preferred stock for cash to third party
investors.

The following table summarizes the Company's activity for all of its stock option awards:

Range of Weighted average
Stock options exercise price exercise price

Outstanding March 31, 1997ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 693,376 $ 0.05Ì 0.27 $0.22
Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,803,207 0.27 0.27
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì
Forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (92,072) 0.27 0.27

Outstanding March 31, 1998ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,404,511 0.05Ì 0.27 0.25
Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,902,264 0.11Ì 0.33 0.12
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (383,220) 0.11Ì 0.27 0.16
CancelledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,062,376) 0.05Ì 0.27 0.25
Forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (176,201) 0.11Ì 0.27 0.13

Outstanding March 31, 1999ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,684,978 0.11Ì 0.33 0.12
Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,207,495 2.17Ì 35.00 7.91
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,013,245) 0.11Ì 6.06 0.20
Forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (269,807) 0.11Ì 6.05 2.46

Outstanding March 31, 2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,609,421 $0.11Ì35.00 $6.14

Certain options granted during the year ended March 31, 2000 resulted in deferred stock
compensation as the estimated fair value (derived by reference to contemporaneous sales of convertible
preferred stock) was greater than the exercise price on the date of grant. The total deferred stock
compensation associated with these options was approximately $11.1 million. This amount is being
amortized over the respective vesting periods of these options, ranging from three to four years.
Approximately $1,767,000 was amortized during the year ended March 31, 2000.

Included in the above table are options to purchase 46,788 shares of the Company's common stock
granted to the Company's bank during the year ended March 31, 1998 (see Note 8) and options to
purchase an aggregate of 45,990 shares of the Company's common stock granted to three non-employees
during the year ended March 31, 2000. The options granted to non-employees were granted in exchange
for services provided. Options to purchase 15,330 of these shares have an exercise price of $2.17 per share
and the options to purchase the remaining 30,660 shares have an exercise price of $2.88 per share. All of
these options granted to non-employees were fully exercisable and non-forfeitable on September 30, 1999.
These options were recorded at their aggregate fair value on September 30, 1999 of $235,461 and
amortized over the terms of the respective consulting agreements. As of March 31, 2000, they have been
fully amortized. The Company valued these options using the Black-Scholes valuation model with the
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11. Stock based compensation Ì (Continued)

following assumptions: Risk-free interest rate of 5.50%; expected life of 6 years; no anticipated dividends;
expected volatility of 85%; and a fair market value of the underlying common stock on the date of grant
equal to the exercise price.

Options to purchase 367,318, 909,284, and 193,546 shares of the Company's common stock were
exercisable at March 31, 2000 and 1999, and 1998, respectively, at a weighted average exercise price of
$0.94, $0.15, and $0.20, per share, respectively.

Had compensation expense for the Plan been determined based on the fair value of the related
options at the grant dates, consistent with SFAS No. 123, the Company's net loss and net loss per share
would have increased by the pro forma amounts indicated below:

Year ended March 31,

2000 1999 1998

Net loss attributable to common shareholders, as
reportedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(28,380,000) $(3,901,729) $(1,475,466)

Net loss attributable to common shareholders, pro
formaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (29,582,153) (3,930,687) (1,492,474)

Basic and diluted net loss per common share, as
reportedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.00) (0.71) (0.24)

Basic and diluted net loss per common share, pro
formaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.13) (0.71) (0.24)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
valuation model with the following weighted average assumptions: Risk-free interest rates of 6.10%, 4.69%,
and 5.50% for the years ended March 31, 2000, 1999 and 1998, respectively; expected volatility of 90%, 0%
and 0% for the years ended March 31, 2000, 1999 and 1998, respectively; expected life of 4 years; and no
anticipated dividends.

The weighted average fair value per share for stock option grants that were awarded during the years
ended March 31, 2000, 1999 and 1998 was $3.97, $0.02, and $0.05, respectively.

Employee Stock Purchase Plan

In January 2000, the Board of Directors approved the Company's 2000 Employee Stock Purchase
Plan (the ESPP). The ESPP became eÅective upon the completion of the initial public oÅering on
February 10, 2000. A total of 1,500,000 shares of common stock are initially available for issuance under
the ESPP. The number of shares of common stock available for issuance under the ESPP will be
increased on the Ñrst day of each calendar year during the remaining nine year term of the ESPP by
750,000 shares of common stock.

The ESPP, which is intended to qualify under Section 423 of the IRS Code, will be implemented by
a series of overlapping oÅering periods of 24 months' duration, with new oÅering periods, other than the
Ñrst oÅering period, commencing on or about January 1 and July 1 of each year. Each oÅering period will
consist of four consecutive purchase periods of approximately six months' duration, and at the end of each
oÅering period, an automatic purchase will be made for participants. The initial oÅering period
commenced on February 10, 2000 and ends on December 31, 2001; the initial purchase period began on
February 10, 2000 and ends on June 30, 2000. Participants generally may not purchase more than 1,000
shares on any purchase date or stock having a value measured at the beginning of the oÅering period
greater than $25,000 in any calendar year.
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11. Stock based compensation Ì (Continued)

The purchase price per share will be 85% of the lower of (1) the fair market value of the Company's
common stock on the purchase date and (2) the fair market value of a share of the Company's common
stock on the last trading day before the oÅering date, or, in the case of the Ñrst oÅering period under the
plan, the price at which one share of the Company's common stock is oÅered to the public in the
Company's initial public oÅering.

12. Mandatorily redeemable, convertible preferred stock

On October 23, 1997, the Company entered into a Share Exchange Agreement whereby certain
stockholders of the Company exchanged an aggregate of 1,446,355 shares of common stock for 47,174
shares of mandatorily redeemable, convertible Series A Preferred Stock. Each share of Series A Preferred
Stock had cumulative dividends at a rate equal to 8% per annum payable on a liquidation value of $8.19
per share, as adjusted for stock splits, stock dividends, stock combinations and recapitalizations.

Also on October 23, 1997, the Board of Directors authorized the issuance of up to 180,750 shares of
mandatorily redeemable, convertible Series B Preferred Stock at a purchase price of $20.00 per share. The
Company issued 180,750 shares of Series B Preferred Stock for gross proceeds to the Company of
$3,615,000 and incurred $38,324 in direct issuance costs. Each share of Series B Preferred Stock had
cumulative dividends at a rate equal to 8% per annum payable on a liquidation value of $20 per share, as
adjusted for stock splits, stock dividends, stock combinations and recapitalizations.

On September 16, 1998, the Board of Directors authorized the issuance of up to 195,783 shares of
mandatorily redeemable, convertible Series C Preferred Stock at a purchase price of $33.20. The Company
issued 195,783 shares of Series C Preferred Stock for gross proceeds of $6,499,996 and incurred $63,545 in
direct issuance costs. Each share of Series C Preferred Stock had cumulative dividends at a rate equal to
8% per annum payable on a liquidation value of $33.20 per share, as adjusted for stock splits, stock
dividends, stock combinations and recapitalizations.

On March 17, 1999, the Board of Directors authorized the issuance of up to 158,000 shares of
mandatorily redeemable, convertible Series D Preferred Stock and on May 12, 1999, the Company issued
134,075 shares of Series D Preferred Stock for gross proceeds of $11,852,230 and incurred $119,370 in
direct issuance costs. Each share of Series D Preferred Stock had cumulative dividends at a rate equal to
8% per annum payable on a liquidation value of $88.40 per share, as adjusted for stock splits, stock
dividends, stock combinations and recapitalizations. One of the investors in the round of mandatorily
redeemable, convertible Series D Preferred Stock had the right to purchase the number of common shares
equal to $2.5 million at the initial public oÅering price per share less one-half of the underwriting discount
and commission, concurrent with an underwritten initial public oÅering. Such right was exercised in
connection with the concurrent private placement.

On November 4, 1999, the Company authorized the issuance of up to 68,770 shares of mandatorily
redeemable, convertible Series E Preferred Stock for gross proceeds of $16,999,944 and incurred $76,469
in direct issuance costs. Each share of Series E Preferred Stock had cumulative dividends at a rate equal
to 8% per annum payable on a liquidation value of $247.20 per share, as adjusted for stock splits, stock
dividends, stock combinations and recapitalizations.

Based on the short period of time elapsed between the issuance of the Series E Preferred Stock on
November 4, 1999 and the initial Ñling of the Company's Registration Statement on Form S-1 on
November 19, 1999, the Company had recorded a deemed dividend of $8.3 million. The deemed dividend
has been included in the accretion and accrued dividends related to mandatorily redeemable preferred
stock for purposes of determining basic and diluted net loss per common share.
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12. Mandatorily redeemable, convertible preferred stock Ì (Continued)

Each outstanding share of Series A, Series B, Series C, Series D and Series E Preferred Stock was
automatically converted into 30.66 shares of the Company's common stock immediately upon the closing
of the initial public oÅering. In addition, at the time of the initial public oÅering common stock was issued
for accrued and unpaid dividends based on the $35.00 fair market value of the stock at the time of the
oÅering.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

12. Mandatorily redeemable, convertible preferred stock Ì (Continued)

The mandatorily redeemable, convertible Series A, Series B, Series C, Series D and Series E Preferred Stock activity is summarized as follows:

Series A Series B Series C Series D Series E

Shares Amount Shares Amount Shares Amount Shares Amount Shares Amount

Balance, June 12, 1996 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ Ì Ì $ Ì Ì $ Ì Ì $ Ì Ì $ Ì

Balance, March 31, 1997.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì Ì Ì

Exchange of common Stock for Series A

Preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,174 386,355 Ì Ì Ì Ì Ì Ì Ì Ì

Sale of Series B

Preferred stock, Net of issuance Costs of

$38,324 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 180,750 3,576,676 Ì Ì Ì Ì Ì Ì

Accretion to Redemption price ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 2,184 Ì Ì Ì Ì Ì

Accrued dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 14,736 Ì 95,872 Ì Ì Ì Ì Ì Ì

Balance, March 31, 1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,174 401,091 180,750 3,674,732 Ì Ì Ì Ì Ì Ì

Sale of Series C preferred stock, net of issuance

costs of $63,545 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 195,783 6,436,451 Ì Ì Ì Ì

Accretion to redemption price ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 6,589 Ì 6,577 Ì Ì Ì Ì

Accrued dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 33,828 Ì 289,200 Ì 269,260 Ì Ì Ì Ì

Balance, March 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,174 434,919 180,750 3,970,521 195,783 6,712,288 Ì Ì Ì Ì

Sale of Series D preferred stock, net of issuance

costs of $119,370. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì 134,075 11,732,860

Sale of Series E preferred stock, net of issuance

costs of $76,469 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68,770 16,923,475

Accretion to redemption price ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 5,827 Ì 11,225 Ì 20,982 5,539

Accrued dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 29,655 Ì 256,844 Ì 461,822 Ì 732,989 390,183

Conversion to common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (47,174) (464,574) (180,750) (4,233,192) (195,783) (7,185,335) (134,075) (12,486,831) (68,770) (17,319,197)

Balance, March 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ Ì Ì $ Ì Ì $ Ì Ì $ Ì Ì $ Ì
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13. Employee beneÑt plan

As of April 1, 1997, the Company adopted a contributory 401(k) plan covering all full-time
employees who meet prescribed service requirements. There are no required Company matching
contributions. The plan provides for discretionary contributions by the Company. The Company made no
contributions during the years ended March 31, 2000, 1999 and 1998.

14. Supplemental disclosures of cash Öow information:

Year Ended March 31,

2000 1999

Cash paid during the period for interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 26,689 $ 15,651

Non-cash investing and Ñnancing activities:
Accrual of preferred stock dividendsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,871,493 $592,287

Preferred stock accretion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 43,573 $ 13,166

Equipment purchased under capital leaseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 686,068 $ Ì

Conversion of preferred stock to common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $41,689,129 $ Ì

Deemed discount in connection with the beneÑcial conversion
feature on Series E preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,307,444 $ Ì

Change in net unrealized loss of marketable securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 126,941 $ 2,000

Fair value of options issued to non-employeesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 235,461 $ Ì

15. Segment Information

The Company markets it products in the United States and in foreign countries. Information
regarding geographic areas for the years ended March 31, 2000, 1999 and 1998 are as follow:

Year Ended March 31,

Revenues 2000 1999 1998

North America ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21,962,484 $4,461,651 $165,894
Europe ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,039,500 Ì Ì

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23,001,984 $4,461,651 $165,894

March 31,

Long Lived Assets 2000 1999

North America ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,634,911 $940,095
Europe ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 141,812 Ì

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,776,723 $940,095

17. Subsequent Events

On May 20, 2000, the Company entered into a plan of merger, by and among the Company, Wolf
Acquisition, Inc., a Delaware corporation that is a wholly owned subsidiary of the Company, and Active
Software, Inc., (""Active Software''). Subject to the terms and conditions of the merger agreement, the
Company will merge with Active Software, and Active Software will become a wholly owned subsidiary of
the Company. Per the merger agreement, each issued and outstanding share of Active Software common
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stock, will be converted into 0.527 fully paid and non-assessable shares of the Company's common stock.
All outstanding options to purchase Active Software common stock, as well as the plans under which the
options were granted, will be assumed by the Company.

The merger is intended to be treated as a tax-free reorganization for federal income tax purposes and
to be accounted for using the pooling-of-interests method.

The closing of the merger is subject to a number of conditions, including adoption of the merger
agreement by the stockholders of Active Software, approval of the issuance of the shares of the Company's
common stock pursuant to the merger by the stockholders of the Company and expiration of applicable
waiting periods or obtaining approvals under the Hart-Scott-Rodino Antitrust Improvements Act.

In addition, the Company and Active Software have also entered into a Strategic Relationship
Agreement dated May 20, 2000, pursuant to which Active Software grants to the Company the right to
use, reproduce, and distribute Active Software's technology.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of Active Software, Inc.:

We have audited the accompanying consolidated balance sheets of Active Software, Inc. and
subsidiaries as of December 31, 1999 and 1998, and the related consolidated statements of operations,
stockholders' equity (deÑciency) and comprehensive loss, and cash Öows for each of the three years in the
period ended December 31, 1999. These Ñnancial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these Ñnancial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the Ñnancial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the Ñnancial statements. An audit also includes assessing the
accounting principles used and signiÑcant estimates made by management, as well as evaluating the overall
Ñnancial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated Ñnancial statements present fairly, in all material respects, the
Ñnancial position of Active Software, Inc. and subsidiaries at December 31, 1999 and 1998, and the results
of their operations and their cash Öows for each of the three years in the period ended December 31, 1999
in conformity with generally accepted accounting principles.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
January 21, 2000
(February 27, 2000 as to Note 12)

F-23



ACTIVE SOFTWARE, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share and par value amounts)

December 31,

1999 1998

ASSETS
Current assets:

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 17,299 $ 7,461
Short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,906 Ì
Accounts receivable (net of allowances of $493 and $200) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,486 3,362
Prepaid expenses and other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 953 495

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,644 11,318
Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,951 796
Convertible subordinated promissory note receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,000 Ì
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 227 180

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 51,822 $ 12,294

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIENCY)
Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,424 $ 739
Accrued compensation and related beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,039 1,115
Deferred revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,006 1,154
Accrued royalties ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 400 375
Other accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,617 335
Current portion of notes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109 107

Total current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,595 3,825

Notes payable, less current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 108

Commitments (Notes 8 and 11)
Convertible redeemable preferred stock:
Series A convertible redeemable preferred stock; $0.001 par value; designated and

outstanding Ì 1999, none; 1998, 6,022,500 shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,995
Series B convertible redeemable preferred stock; $0.001 par value; designated and

outstanding Ì 1999, none; 1998, 3,915,000 shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7,013
Series C convertible redeemable preferred stock; $0.001 par value; designated Ì

3,467,832 shares: outstanding Ì 1999, none; 1998, 3,467,832 sharesÏÏÏÏÏÏÏÏÏÏÏÏ Ì 14,109
Stockholders' equity (deÑciency):

Preferred stock, $0.001 par value: authorized 5,000,000 shares; none
outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

Common stock, $0.001 par value; authorized Ì 1999, 100,000,000 shares;
1998, 30,000,000 shares; outstanding Ì 1999, 24,069,853 shares; 1998,
5,874,725 shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 71,900 3,934

Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,530) (2,939)
Notes receivable from stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2) (9)
Accumulated other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (32) Ì
Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27,109) (17,742)

Total stockholders' equity (deÑciency) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,227 (16,756)

Total liabilities and stockholders' equity (deÑciency) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 51,822 $ 12,294

See notes to consolidated Ñnancial statements.
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ACTIVE SOFTWARE, INC.

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

Years Ended December 31,

1999 1998 1997

Revenues:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 20,491 $ 5,900 $ 2,625
Service ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,952 1,699 568

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,443 7,599 3,193

Costs of revenues:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,376 477 30
Service (exclusive of deferred stock compensation expense of $128

and $44) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,409 2,290 623

Total cost of revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,785 2,767 653

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,658 4,832 2,540
Operating expenses:

Research and development (exclusive of deferred stock
compensation expense of $329 and $110, respectively) ÏÏÏÏÏÏÏÏÏÏ 6,780 3,971 2,830

Sales and marketing (exclusive of deferred stock compensation
expense of $586 and $156, respectively) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,821 8,669 2,896

General and administrative (exclusive of deferred stock
compensation expense of $127 and $26, respectively) ÏÏÏÏÏÏÏÏÏÏÏ 3,076 2,069 1,796

Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,170 336 Ì

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,847 15,045 7,522

Loss from operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,189) (10,213) (4,982)

Other income (expense):
Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 960 313 179
Interest and other expense, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (138) (42) (50)

Total other income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 822 271 129

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (9,367) $ (9,942) $(4,853)

Basic and diluted net loss per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.79) $ (3.21) $ (2.50)

Shares used in calculating basic and diluted net loss per share ÏÏÏÏÏÏÏÏÏ 11,851 3,096 1,945

See notes to consolidated Ñnancial statements.
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ACTIVE SOFTWARE, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIENCY)
AND COMPREHENSIVE LOSS

(In thousands)

Notes Accumulated
Deferred Receivable Other
Stock from Comprehensive Accumulated Comprehensive

Shares Amount Compensation Stockholders Income DeÑcit Total Loss

Balances, January 1, 1997ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,139 $ 105 Ì $(49) $ Ì $ (2,947) $(2,891)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (4,853) (4,853) $(4,853)

Issuance of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 1 Ì Ì Ì Ì 1

Balances, December 31, 1997 ÏÏÏÏÏÏÏÏÏÏ 4,146 106 Ì (49) Ì (7,800) (7,743)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (9,942) (9,942) (9,942)

Issuance of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,397 297 Ì Ì Ì Ì 297

Repurchase of common stockÏÏÏÏÏÏÏÏÏÏÏ (669) (45) Ì 29 Ì Ì (16)

Repayments of note receivableÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 11 Ì Ì 11

Issuance of warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 301 Ì Ì Ì Ì 301

Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏ Ì 3,275 (3,275) Ì Ì Ì Ì

Amortization of deferred stock

compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 336 Ì Ì Ì 336

Balances, December 31, 1998 ÏÏÏÏÏÏÏÏÏÏ 5,874 3,934 (2,939) (9) Ì (17,742) (16,756)

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (9,367) (9,367) (9,367)

Other comprehensive loss, net of tax Ì

Change in net unrealized loss from

short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (32) Ì (32) (32)

Total comprehensive loss ÏÏÏÏÏÏÏÏÏÏ $(9,399)

Issuance of common stock in connection

with the Company's initial public

oÅering, net of issuance costs of $3,881 4,025 39,990 Ì Ì Ì Ì 39,990

Issuance of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏ 678 651 Ì Ì Ì Ì 651

Issuance of common stock upon exercise

of warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 178 455 Ì Ì Ì Ì 455

Repurchase of common stockÏÏÏÏÏÏÏÏÏÏÏ (90) (8) Ì Ì Ì Ì (8)

Conversion of preferred stockÏÏÏÏÏÏÏÏÏÏÏ 13,405 25,117 Ì Ì Ì Ì 25,117

Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏ Ì 1,761 (1,761) Ì Ì Ì Ì

Amortization of deferred stock

compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 1,170 Ì Ì Ì 1,170

Repayments of note receivableÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 7 Ì Ì 7

Balances, December 31, 1999 ÏÏÏÏÏÏÏÏÏÏ 24,070 $71,900 $(3,530) $ (2) $(32) $(27,109) $41,227

See notes to consolidated Ñnancial statements.
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ACTIVE SOFTWARE, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended December 31,

1999 1998 1997

Cash Öows from operating activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (9,367) $(9,942) $(4,853)
Adjustments to reconcile net loss to net cash used in operating

activities:
Loss on disposal of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 Ì Ì
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 713 461 318
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,170 336 Ì
Issuance of warrants for servicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 455 301 Ì

Changes in assets and liabilities:
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,124) (1,827) (1,475)
Prepaid expenses and other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (458) (437) (12)
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 685 433 75
Accrued compensation and related beneÑtsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,924 533 582
Accrued royalties ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25 375 Ì
Other accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,282 322 (58)
Deferred revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,852 432 606

Net cash used in operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,840) (9,013) (4,817)

Cash Öows from investing activities:
Property and equipment additions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,910) (606) (588)
Proceeds from sale of Ñxed assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39 Ì Ì
Purchase of short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (19,938) Ì Ì
Issuance of convertible subordinated promissory note receivable ÏÏÏÏÏ (2,000) Ì Ì
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (47) (105) (54)

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (23,856) (711) (642)

Cash Öows from Ñnancing activities:
Sale of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,641 297 1
Repurchase of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8) (16) Ì
Sale of convertible redeemable preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 14,109 7,013
Repayment of notes receivable from stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 11 Ì
Repayment of notes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (106) (92) (72)

Net cash provided by Ñnancing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,534 14,309 6,942

Net increase in cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,838 4,585 1,483
Cash and cash equivalents Ì beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,461 2,876 1,393

Cash and cash equivalents Ì end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 17,299 $ 7,461 $ 2,876

Supplemental disclosure of cash Öow information Ì Cash paid during the
period for interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 67 $ 42 $ 50

Noncash Ñnancing activities:
Repurchase of common stock by cancellation of note Receivable ÏÏÏÏ $ Ì $ 29 $ Ì

Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,761 $ 3,275 $ Ì

Redeemable preferred stock converted into common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 25,117 $ Ì $ Ì

See notes to consolidated Ñnancial statements.
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ACTIVE SOFTWARE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 1999, 1998 and 1997

1. Business and SigniÑcant Accounting Policies

Business Ì Active Software, Inc. (the Company), reincorporated in Delaware in June 1999, develops
and markets software products for businesses that allow users to integrate incompatible software
applications across their extended enterprises of customers, suppliers and partners.

Principles of Consolidation Ì The consolidated Ñnancial statements include the accounts of the
Company and its wholly-owned subsidiaries. All intercompany transactions and balances have been
eliminated in consolidation.

Cash Equivalents Ì The Company considers all highly liquid debt instruments purchased with a
remaining maturity of three months or less to be cash equivalents.

Short-term investments represent highly liquid debt instruments purchased with a maturity date at
purchase of greater than 90 days and are stated at fair value. The diÅerences between amortized cost (cost
adjusted for amortization of premiums and accretion of discounts which are recognized as adjustments to
interest income) and fair value representing unrealized holding gains or losses are recorded as accumulated
other comprehensive loss within stockholders' equity. While the Company's intent is to hold debt securities
to maturity, they are classiÑed as available-for-sale because the sale of such securities may be required
prior to maturity. Any gains and losses on the sale of debt securities are determined on a speciÑc
identiÑcation basis.

Property and equipment are stated at cost. Depreciation and amortization are computed using the
straight-line method over estimated useful lives of three years. Leasehold improvements are amortized over
the shorter of the lease term or their useful life.

Long-Lived Assets Ì The Company evaluates its long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of such assets may not be recoverable. If such
assets are considered to be impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the assets.

Software Development Costs Ì Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional development costs would be capitalized in accordance with
Statement of Financial Accounting Standards (SFAS) No. 86, Computer Software To Be Sold, Leased,
or Otherwise Marketed. Because the Company believes its current process for developing software is
essentially completed concurrently with the establishment of technological feasibility, no costs have been
capitalized to date.

Notes Receivable from Stockholders Ì The notes receivable from stockholders were issued in
exchange for common stock, bear interest at 5.73% per annum, and are due on January 15, 2000.

Revenue Recognition Ì Active Software's revenue recognition policy is consistent with Statement of
Position (SOP) 97-2, as amended. License revenues are comprised of fees for the Company's software
products. Revenue from license fees is recognized when an agreement has been signed, delivery of the
product has occurred, no signiÑcant Company obligations remain, the fee is Ñxed or determinable,
collectibility is probable and vendor-speciÑc objective evidence exists to allocate a portion of the total fee
to any undelivered elements of the arrangement. For electronic delivery, the software is considered to have
been delivered when the Company has provided the customer with the access codes that allow for
immediate possession of the software. If the fee due from the customer is not Ñxed or determinable,
revenue is recognized as payments become due from the customer. If collectibility is not considered
probable, revenue is recognized when the fee is collected. Revenue on arrangements with customers who
are not ultimate users (primarily resellers) is not recognized until the product is delivered to the end user.
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ACTIVE SOFTWARE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Service revenues are comprised of revenue from support arrangements, consulting fees and training.
Support arrangements do not provide for speciÑed upgrade rights and provide technical support and the
right to unspeciÑed upgrades on an if-and-when-available basis. Revenue from support arrangements is
recognized on a straight-line basis as services revenue over the life of the related agreement, which is
typically one year. If support or consulting services are included in an arrangement that includes a license
agreement, amounts related to support or consulting are allocated based on vendor-speciÑc objective
evidence. Vendor-speciÑc objective evidence for support and professional services is based on the price
when such elements are sold separately, or, when not sold separately, the price established by management
having the relevant authority. Where discounts are oÅered on multiple element arrangements, a
proportionate amount of that discount is applied to each element included in the arrangement based on
each element's fair value. Consulting and training revenue is recognized when provided to the customer.
Customer advances and billed amounts due from customers in excess of revenue recognized are recorded
as deferred revenue.

Income Taxes Ì Income taxes are provided for using an asset and liability approach which requires
recognition of deferred tax liabilities and assets, net of valuation allowances, for the expected future tax
consequences of temporary diÅerences between the Ñnancial statement carrying amounts and the tax bases
of assets and liabilities and net operating loss and tax credit carryforwards.

Research and development expenses are charged to operations as incurred. Such expenses include
product development costs and costs related to the Company's internally developed software systems. To
date, these costs which meet the capitalization criteria of SOP 98-1, Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use have not been signiÑcant.

Foreign Currency Transactions Ì The functional currency of the Company's foreign subsidiaries is the
U.S. dollar. Accordingly, all monetary assets and liabilities are translated at the current exchange rate at
the end of the year, nonmonetary assets and liabilities are translated at historical rates and revenues and
expenses are translated at average exchange rates in eÅect during the period. Transaction gains and losses
have not been signiÑcant to date.

Stock Compensation Ì The Company accounts for stock-based awards to employees using the
intrinsic value method in accordance with Accounting Principles Board Opinion (APB No. 25),
Accounting for Stock Issued to Employees.

Net Loss per Common Share Ì Basic net loss per common share excludes dilution and is computed
by dividing net loss by the weighted average number of common shares outstanding for the period
(excluding shares subject to repurchase). Diluted net loss per common share was the same as basic net
loss per common share for all periods presented since the eÅect of any potentially dilutive securities is
excluded as they are anti-dilutive because of the Company's net losses.

Concentration of Credit Risk Ì Financial instruments that potentially expose the Company to
concentrations of credit risk consist primarily of accounts receivable. The Company primarily sells its
products to companies in North America. The Company does not require collateral or other security to
support accounts receivable. To reduce credit risk, management performs ongoing credit evaluations of its
customers' Ñnancial condition. The Company maintains allowances for potential credit losses.

Financial Instruments Ì The Company's Ñnancial instruments include cash and cash equivalents,
short-term investments, accounts receivable, notes receivable and long-term debt. For cash and accounts
receivable, the carrying amount is a reasonable estimate of the fair value. The carrying amount for cash
equivalents and short-term investments approximates fair value because of the short maturity of those
investments. The fair value of long-term debt approximates the carrying amount.
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ACTIVE SOFTWARE, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Use of Estimates Ì The preparation of Ñnancial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that aÅect the reported
amounts of assets and liabilities, and disclosures of contingent assets and liabilities at the date of the
Ñnancial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could diÅer from these estimates.

Certain SigniÑcant Risks and Uncertainties Ì The Company operates in the software industry, and
accordingly, can be aÅected by a variety of factors. For example, management of the Company believes
that changes in any of the following areas could have a signiÑcant negative eÅect on the Company in
terms of its future Ñnancial position, results of operations or cash Öows; fundamental changes in the
technology underlying software products; market acceptance of the Company's products under develop-
ment; development of sales channels; loss of signiÑcant customers; adverse changes in international market
conditions; litigation or other claims against the Company; the hiring, training and retention of key
employees; successful and timely completion of product development eÅorts; and new product
introductions by competitors.

Recently issued Accounting Standards Ì In June 1998, the Financial Accounting Standards Board
issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. This statement
requires companies to record derivatives on the balance sheet as assets or liabilities, measured at fair value.
Gains or losses resulting from changes in the values of those derivatives would be accounted for depending
on the use of the derivative and whether it qualiÑes for hedge accounting. SFAS No. 133 will be eÅective
for the Company's Ñscal year ending December 31, 2001. Although the Company has not fully assessed
the implications of SFAS No. 133, management does not believe the adoption of this statement will have
a signiÑcant impact on the Company's consolidated Ñnancial position, results of operations or cash Öows.

2. Short-term Investments

Short term investments include the following available-for-sale securities at December 31, 1999 (in
thousands):

Unrealized Unrealized
Amortized Market Holding Holding

Cost Value Gains Losses

Commercial Paper ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,045 $10,042 $Ì $ (3)
Corporate bondsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,093 6,075 Ì (18)
U.S. Government and agencies securities ÏÏÏÏÏÏÏÏÏÏ 3,800 3,789 Ì (11)

$19,938 $19,906 $Ì $(32)

3. Property and Equipment

Property and equipment consist of (in thousands):

December 31,

1999 1998

EquipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3,107 $1,523
SoftwareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 237 72
Leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 199 102

3,543 1,697
Accumulated depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,592) (901)

$ 1,951 $ 796
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

4. Convertible Note Receivable

In December 1999, the Company was issued a $2.0 million convertible subordinated promissory note
receivable (the ""note'') by another company (the ""investee''). The note bears interest at a rate of 6% per
annum. The note is automatically convertible into shares of the investee's capital stock upon a qualiÑed
equity Ñnancing by the investee. If the investee does not complete a qualiÑed equity Ñnancing by June 30,
2000, the unpaid principal and accrued interest will be due upon demand.

5. Debt Obligations

In 1999, the Company entered into a $3.0 million secured revolving line of credit agreement expiring
in June 2000 and a $2.0 million equipment line of credit expiring in June 2003. There were no borrowings
under these agreements as of December 31, 1999. Borrowings bear interest at the bank's prime rate (8.5%
at December 31, 1999) plus 1.0%. The Company is required to comply with certain restrictive covenants
under this agreement. The Company was in compliance with all such covenants at December 31, 1999.

In 1996, the Company borrowed $401,000 at an eÅective rate of 17%, payable in monthly installments
through July 2000 and is collateralized by all of the Company's equipment. As of December 31, 1999, a
principal balance of $109,000 was outstanding.

6. Stockholders' Equity

Initial Public OÅering

In August 1999, the Company completed its initial public oÅering (""IPO'') of 4,025,000 shares of its
common stock at an initial public oÅering price of $11 per share. The net proceeds to the Company from
the oÅering, after deducting underwriting discounts and commissions and oÅering expenses incurred by the
Company, were approximately $40 million. In conjunction with the IPO, all outstanding shares of the
Company's preferred stock automatically converted into common stock on a one-to-one basis.

Stock Split

On August 2, 1999, the Company eÅected a three-for-two stock split of the outstanding shares of
common and convertible redeemable preferred stock. All shares and per share amounts in these
consolidated Ñnancial statements have been adjusted to give eÅect to the stock split.

Convertible Redeemable Preferred Stock

Upon completion of the Company's initial public oÅering in August 1999, all shares of Series A, B,
and C convertible preferred stock were converted to common stock in accordance with their existing terms.
All shares were converted on a one-to-one basis.

Preferred Stock

In August 1999, the Company's Board of Directors authorized the issuance of up to 5,000,000 shares
of $0.001 par value preferred stock. At December 31, 1999, no shares were issued and outstanding.

Stock Plans

As of December 31, 1999, a total of 9,846,000 shares of common stock were reserved for issuance
under the Company's equity incentive plans (the ""Plans''), comprising 3,000,000 shares authorized under
the 1999 Stock Option Plan and 6,846,000 shares authorized under the 1996 and 1996A Stock Option
Plan. In addition, the number of shares reserved under the 1999 plan will automatically be increased on
July 1 of each of the following years: 2000, 2001, 2002, 2003 and 2004, in an amount equal to the lesser of
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

(a) 1,500,000 shares, or (b) four percent of the shares outstanding on the last day of the preceding Ñscal
year.

Options under the Plan are generally granted at fair market value of the common stock on the date of
grant, vest over 50 months and expire ten years from the date of grant.

In February 1998, the Company amended the stock option agreements under the 1996 and 1996A
Plans to allow employees to exercise their stock options immediately. All unvested shares are placed in
escrow and continue to vest according to the employee's normal stock option vesting schedule. The
unvested shares are subject to repurchase at the option of the Company at the original purchase price
upon termination of the employee. In 1999, 90,450 shares were repurchased at the weighted average
original cost of $0.09 per share and returned to the Plans. At December 31, 1999, 2,593,459 shares are
available for future issuance and 723,843 shares are subject to repurchase.

In addition to shares issued under the Stock Plans, the Company had issued 2,304,000 shares
pursuant to individual restricted stock purchase agreements. Upon termination of employment, the
Company had the right to repurchase any unvested shares at the original purchase price. This right expires
generally over four years. At December 31, 1999, shares were subject to such repurchase rights.

Additional information with respect to outstanding options under the Plans is as follows:

Weighted
Number of Average
Options Exercise Price

Outstanding, January 1, 1997 (none exercisable)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,588,500 $ 0.07
Granted (weighted average fair value of $0.03) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,681,125 0.17
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,600) 0.07
CancelledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (99,300) 0.14

Outstanding, December 31, 1997 (1,127,580 exercisable at a weighted
average exercise price of $0.07) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,163,725 0.12

Granted (weighted average fair value of $0.27) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,969,500 0.90
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,397,375) 0.13
CancelledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (143,100) 0.18

Outstanding, December 31, 1998 (298,722 exercisable at a weighted
average exercise price of $0.11) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,592,750 0.70

Granted (weighted average fair value of $9.87) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,991,875 13.54
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (655,010) 0.99
CancelledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (234,860) 6.67

Outstanding, December 31, 1999.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,694,755 $ 7.27
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Additional information regarding options outstanding as of December 31, 1999 is as follows:

Options Outstanding
Options VestedNumber of Weighted

Options Average Weighted Weighted
Outstanding at Remaining Average Average

Range of December 31, Contractual Exercise Number Exercise
Exercise Prices 1999 Life (Years) Price Vested Price

$ 0.07Ó$ 0.18 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 642,050 7.18 $ 0.13 384,296 $ 0.10
$ 0.27Ó$ 0.67 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 125,400 8.21 $ 0.34 47,700 $ 0.35
$ 0.77Ó$ 1.33 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,143,500 8.76 $ 1.12 308,375 $ 1.10
$ 2.67Ó$ 4.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 622,805 9.13 $ 2.97 3,900 $ 2.67
$10.67Ó$11.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 425,500 9.39 $10.76 10,000 $11.00
$12.00Ó$21.13 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 512,000 9.58 $12.27 Ì Ì
$22.38Ó$36.19 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 81,500 9.76 $27.50 Ì Ì
$66.00Ó$94.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 142,000 9.93 $73.99 Ì Ì

$ 0.07Ó$94.00 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,694,755 8.78 $ 7.27 754,271 $ 0.68

1999 Director Option Plan

In June 1999, the Company approved the 1999 Director Option Plan (the Director Plan) whereby the
Company has reserved a total of 300,000 shares of common stock for the grant of nonstatutory stock
options to nonemployee directors of the Company. Under the terms of the Director Plan, each newly
elected director will be granted an option to purchase 20,000 shares of common stock. In addition,
commencing with the 2000 annual meeting of the stockholders and for every annual meeting of
stockholders thereafter, each non employee director of the Company will be granted an option to purchase
5,000 shares of common stock. Options granted under the Directors' Plan shall be immediately vested and
expire ten years from the date of grant. In 1999, no options have been granted under the plan.

1999 Employee Stock Purchase Plan

In June 1999, the Company approved the 1999 Employee Stock Purchase Plan (the ""ESPP''). Under
the ESPP, eligible employees may purchase common stock through payroll deductions, which may not
exceed 20% of any employee's compensation subject to an annual limitation. A total of 750,000 shares of
common stock have been reserved for issuance under the ESPP. The number of shares reserved for
issuance under the ESPP will automatically increase on July 1 of each of the following years: 2000, 2001,
2002, 2003 and 2004, by an amount equal to the lesser of 350,000 shares or one percent of the total shares
outstanding on the last day of the immediately preceding Ñscal year. Each participant is granted an option
to purchase the Company's common stock on the Ñrst day of each 24 month oÅering period and such
option is automatically exercised on the last day of each six month purchase period during the oÅering
period. The purchase price for the Company's common stock under the Purchase Plan is 85% of the lesser
of the fair market value of the Company's common stock on the Ñrst day of the applicable oÅering period
and the last day of the applicable purchase period. The Ñrst oÅering period began on August 13, 1999.
OÅering periods thereafter will begin on May 1 and November 1 of each year. In 1999, no shares of
common stock have been issued under the Purchase Plan.

Stock Compensation

During the years ended December 31, 1999 and 1998, in connection with the grant of certain stock
options, the Company recorded deferred stock compensation of $1,761,000 and $3,275,000, respectively,
representing the diÅerence between the exercise price of the options and the estimated fair value of the
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Company's common stock on the date of grant. Such amount is being amortized over the vesting period of
the related options, generally Ñfty months. For the years ended December 31, 1999 and 1998, amortization
of deferred stock compensation was $1,170,000 and $336,000, respectively. At December 31, 1999,
$3,530,000 of unamortized deferred stock compensation remains.

Additional Stock Plan Information

As discussed in Note 1, the Company continues to account for its stock-based awards using the
intrinsic value method in accordance with APB No. 25, Accounting for Stock Issued to Employees, and its
related interpretations. Accordingly, no compensation expenses has been recognized in the accompanying
consolidated Ñnancial statements for employee stock arrangements.

SFAS No. 123, Accounting for Stock-Based Compensation, requires the disclosure of pro forma net
loss and net loss per share had the Company adopted the fair value method as of the beginning of Ñscal
1995. Under SFAS 123, the fair value of stock-based awards to employees is calculated through the use of
option pricing models, even though such models were developed to estimate the fair value of freely
tradable, fully transferable options without vesting restrictions, which signiÑcantly diÅer from the
Company's stock option awards. These models also require subjective assumptions, including future stock
price volatility and expected time to exercise, which greatly aÅect the calculated values. The Company's
fair value calculations on stock-based awards under the Plan and the Director Plan were made using Black
Scholes option pricing model with the following weighted average assumptions: expected life, 24 months
following vesting in 1999, 1998 and 1997; stock volatility of 116% in 1999, 0% in 1998 and 1997; risk free
interest rate, 6% in 1999, 1998 and 1997; and no dividends during the expected term. The Company's
calculations are based on a multiple option valuation approach and forfeitures are recognized as they
occur. If the computed fair values of the 1999, 1998 and 1997 awards had been amortized to expense over
the vesting period of the awards, pro forma net loss would have been $11,246,000 ($(0.95) per share,
basic and diluted) in 1999, $10,004,000 ($(3.23) per share, basic and diluted) in 1998 and $4,876,000
($(2.51) per share, basic and diluted) in 1997.

Common Stock Warrants

In September 1996, in conjunction with a note payable, the Company issued a warrant to purchase
42,000 shares of common stock at $0.67 per share. The warrant was exercised in September 1999 under
net issuance method which resulted in a total of 40,833 shares of common stock issued to the warrant
holder.

In June and July 1998, the Company issued warrants to system integrators in connection with services
rendered to purchase up to 136,912 shares of common stock at $0.77 per share. An expense of $300,600
was recorded in 1998 related to the issuance of such warrants which was based on the warrants' estimated
fair market value at the date of issuance. All 136,912 warrants were exercised in July 1999.

In October 1998, the Company issued a warrant to a strategic partner to purchase 36,764 shares of
common stock at $4.08 per share which expire in October 2005. In August 1999, the warrant to purchase
36,764 shares of common stock issued to the strategic partner became exercisable based on achievement of
certain software performance improvements. Accordingly, the Company recorded a research and
development expense of approximately $350,000 in 1999, representing the fair value of the warrant at the
time the contingency was resolved.
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At December 31, 1999, the Company has reserved shares of common stock for issuance as follows:

Issuances under the Stock Plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,338,214
Exercise of common stock warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,764

7,374,978

7. Net Loss per Share

The following is a reconciliation of the numerators and denominators used in computing basic and
diluted net loss per share (in thousands):

Years Ended December 31,

1999 1998 1997

Net loss (numerator), basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(9,367) $(9,942) $(4,853)
Shares (denominator):
Weighted average common shares outstandingÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,517 5,118 4,140
Weighted average common shares outstanding subject to

repurchase ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,666) (2,022) (2,195)

Shares used in computation, basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,851 3,096 1,945

Net loss per share, basic and diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.79) $ (3.21) $ (2.50)

For the above mentioned periods, the Company had securities outstanding which could potentially
dilute basic earnings per share in the future, but were excluded from the computation of diluted net loss
per share in the periods presented, as their eÅect would have been antidilutive. Such outstanding securities
consist of the following:

December 31,

1999 1998 1997

Convertible redeemable preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 13,405,332 9,937,500
Shares of common stock subject to repurchase ÏÏÏÏÏÏÏÏÏÏ 723,843 1,446,188 1,823,998
Outstanding optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,694,755 2,592,750 3,163,725
Warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,764 215,676 42,000

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,455,362 17,659,946 14,967,223

Weighted average exercise price of options ÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7.27 $ 0.70 $ 0.12

Weighted average exercise price of warrants ÏÏÏÏÏÏÏÏÏÏÏÏ $ 4.08 $ 1.31 $ 0.67
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8. Income Taxes

The Company's net deferred tax assets are comprised of the following at December 31 (in
thousands):

1999 1998

Net deferred tax assets and liabilities:
Net operating loss carryovers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,570 $ 6,379
General business credits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,229 491
Other timing diÅerences ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128 (251)
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,278 13
Accrued expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 996 417

11,201 7,049
Valuation Allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,201) (7,049)

Net Deferred Tax AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

Deferred income taxes reÖect the tax eÅects of temporary diÅerences between the carrying amount of
assets and liabilities for Ñnancial reporting purposes and the amounts used for income tax purposes, as well
as net operating loss and tax credit carryforwards. Due to the uncertainty surrounding the realization of its
deferred tax assets, as of December 31, 1999 and 1998, the Company has fully reserved its net deferred
tax assets of $11,201,000 and $7,049,000, respectively.

The Company's eÅective tax rate diÅers from the expected beneÑt at the federal statutory tax rate at
December 31 as follows:

1999 1998 1997

Federal statutory tax rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (35.0)% (35.0)% (35.0)%
State taxes, net of federal beneÑtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6.0) (6.0) (6.0)
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.0 1.0 1.3
Valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40.0 40.0 39.7

EÅective tax rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì % Ì % Ì %

Substantially all of the Company's loss from operations for all prior periods presented is generated
from domestic operations.

At December 31, 1999, the Company had net operating loss (NOL) carryforwards of approximately
$19,285,000 and $13,035,000 for federal and state income tax purposes, respectively. The federal NOL
carryforwards expire through 2019, while the state NOL carryforwards expire through 2004.

At December 31, 1999, the Company had NOL carryforwards of approximately $126,000 for foreign
income tax purposes. The foreign NOL carryforwards expiration is determined by foreign jurisdictions.

Included in deferred assets are approximately $407,000 of cumulative tax deductions related to equity
transactions, the beneÑt of which will be credited to stockholders' equity, if and when realized after the
other tax deductions in the carryforwards have been realized.

Undistributed earnings of the Company's foreign subsidiaries are considered to be indeÑnitely
reinvested and, accordingly, no provision for federal and state income taxes has been provided thereon.
Upon distribution of those earnings in the form of dividends or otherwise, the Company would be subject
to both US income taxes (subject to an adjustment for foreign tax credits) and withholding taxes payable
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to the various foreign countries. It is not practicable to estimate income tax liability that might be incurred
on the remittance of such earnings.

At December 31, 1999, the Company also has research and development credit carryforwards of
approximately $789,000 and $440,000 available to oÅset future federal and state income taxes, respectively.
The federal credit carryforward expires through 2019, and the state credit carryforward has no expiration.

The extent to which the loss and credit carryforwards can be used to oÅset future taxable income and
tax liabilities, respectively, may be limited, depending on the extent of ownership changes within any
three-year period.

9. Commitments

The Company leases its facilities under noncancelable operating leases expiring through Novem-
ber 2003. Rent expense was $840,000, $323,000 and $191,000 in 1999, 1998 and 1997, respectively. Future
minimum rent payments are $725,000, $610,000, $586,000 and $550,000 in 2000, 2001, 2002 and 2003,
respectively.

10. Segment Information, Operating by Geographic Area and SigniÑcant Customers

The Company operates in one reportable segment, the development and marketing of software
products for businesses that allow integration of incompatible software applications across their extended
enterprises of customers, suppliers and partners. The Company principally operates in the U.S. with small
European oÇces to support sales and marketing. The following is a summary of operations within
geographic areas (in thousands):

Years Ended December 31,

1999 1998 1997

Revenues(1):
United States ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $24,317 $7,296 $3,193
Europe ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,126 303 Ì

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $27,443 $7,599 $3,193

(1) Revenues are broken out geographically by the ship-to location of the customer.

The Company has no signiÑcant long-lived assets deployed outside of the U.S.

During 1999, one customer accounted for 12% of the Company's total revenues. During 1998, no
customers accounted for more than 10% of the Company's total revenues. During 1997, one customer
accounted for 33% of the Company's total revenues

At December 31, 1999, one customer accounted for 11% and two customers accounted for 13%, of
accounts receivable. At December 31, 1998, two customers accounted for 22% and 21% of accounts
receivable, respectively.

11. Employee BeneÑt Plan

In January 1997, the Company established a 401(k) tax-deferred savings plan, whereby eligible
employees may contribute a percentage of their eligible compensation (presently from 1% to 15% up to the
maximum allowed under IRS rules). Company contributions are discretionary. No such Company
contributions have been made since inception of this plan.
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12. Subsequent Events

In February 2000, the Company acquired Alier Inc. (Alier), a provider of enterprise application
integration software by issuing 390,875 shares of common stock valued at approximately $32.7 million and
cash of $2.0 million. In addition, the outstanding options to purchase Alier capital stock were converted
into options to purchase 158,277 shares of common stock valued at approximately $13.3 million. The
merger will be accounted for as a purchase transaction.

In February 2000, the Company agreed to acquire TransLink Software, Inc. (TransLink), a provider
of high performance mainframe integration solutions. In connection with this transaction, the Company
expects to make a cash payment of approximately $4.5 million (less certain amounts related to
professional fees) and issue shares of the Company's common stock equal to approximately $67.0 million
(less certain amounts related to professional fees) divided by $82.45104 (the average closing price of our
common stock during the 30-day period prior to signing the agreement). In addition, the outstanding
options to purchase TransLink capital stock will be converted into options to purchase shares of the
Company's common stock.

Additionally, in February 2000, the Company agreed to acquire Premier Software Technologies, Inc.
(Premier), a provider of integration products and services. In connection with this transaction, the
Company expects to issue 121,308 shares of common stock and cash totalling $500,000 in exchange for all
of the outstanding shares of capital stock of Premier.

In February 2000, the convertible subordinated promissory note of $2.0 million (see note 4) was
converted into an aggregate of 856,385 shares of Series C Preferred Stock of the investee.
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March 31, December 31,
2000 1999(1)

ASSETS
Current assets:

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 14,938 $ 17,299
Short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,916 19,906
Accounts receivable (net of allowances of $593 and $493) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,336 9,486
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,631 953

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,821 47,644
Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,563 1,951
Convertible subordinated promissory note receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,000
Long-term marketable securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,500 Ì
Goodwill and acquired intangibles, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,651 Ì
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,281 227

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 96,816 $ 51,822

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,166 $ 1,424
Accrued compensation and related beneÑtsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,883 3,039
Deferred revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,220 4,006
Accrued royalties ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 558 400
Other accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,111 1,617
Current portion of long-term obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 609 109

Total current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,547 10,595

Long-term obligations, less current portion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 267 Ì

Stockholders' equity:
Preferred stock, $0.001 par value: authorized 5,000,000 shares; none

outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì
Common stock, $0.001 par value; authorized, 100,000,000 shares;

outstanding Ì 2000, 24,768,168 shares; 1999, 24,069,853 shares ÏÏÏÏÏÏÏÏÏ 118,173 71,900
Deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,228) (3,530)
Notes receivable from stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (2)
Accumulated other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (39) (32)
Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (32,904) (27,109)

Total stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 82,002 41,227

Total liabilities and stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 96,816 $ 51,822

(1) Derived from December 31, 1999 audited balance sheet included elsewhere in the Joint Proxy
Statement/Prospectus.
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Three Months Ended
March 31,

2000 1999

Revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $10,170 $ 2,364
ServiceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,425 1,198

Total revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,595 3,562

Cost of revenue:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 404 152
Service (exclusive of deferred stock compensation expense of $33 and $30)ÏÏÏÏÏ 2,566 1,227

Total cost of revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,970 1,379

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,625 2,183
Operating expenses:

Research and development (exclusive of deferred stock compensation expense of
$83 and $78, respectively)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,640 1,060

Sales and marketing (exclusive of deferred stock compensation expense of $154
and $124, respectively) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,991 3,146

General and administrative (exclusive of deferred stock compensation expense of
$32 and $31, respectively)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,212 476

Amortization of deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302 263
Amortization of Goodwill and acquired intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,018 Ì
Purchased in-process technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,737 Ì

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,900 4,945

Loss from operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,275) (2,762)
Other income (expense):

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 533 62
Interest expense and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (53) (41)

Total other income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 480 21

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,795) $(2,741)

Basic and diluted net loss per shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.25) $ (0.60)

Shares used in calculating basic and diluted net loss per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,560 4,542

See notes to condensed consolidated Ñnancial statements.
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ACTIVE SOFTWARE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Three Months Ended
March 31,

2000 1999

Cash Öows from operating activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (5,795) $(2,741)
Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 350 135
Amortization of Goodwill and acquired intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,018 Ì
Amortization of deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302 263
Purchased in-process technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,737 Ì

Changes in assets and liabilities, net of eÅects of acquisition:
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 452 697
Prepaid expenses and other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (647) (142)
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 625 495
Accrued compensation and related beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (263) (44)
Accrued royalties ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 158 (130)
Other accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 403 (177)
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,050 89

Net cash provided by (used in) operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,390 (1,555)

Cash Öows from investing activities:
Property and equipment additions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (938) (258)
Purchase of short-term and long-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13,319) Ì
Maturities & sales of short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,802 Ì
Acquisition of a business, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,091) Ì
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (354) (123)

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,900) (381)

Cash Öows from Ñnancing activities:
Sale of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 273 244
Repayment of notes receivable from stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì
Repayment of long-term obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (126) (24)

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149 220

Net increase in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,361) (1,716)
Cash and cash equivalents Ì beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,299 7,461

Cash and cash equivalents Ì end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 14,938 $ 5,745

Supplemental disclosure of cash Öow information:
Cash paid during the period for interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 53 $ 9

Supplemental schedule of noncash investing and Ñnancing transactions:
Issuance of common stock and options for business acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 46,000 Ì

See notes to condensed consolidated Ñnancial statements.
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ACTIVE SOFTWARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2000
(Unaudited)

1. BASIS OF PRESENTATION

The accompanying condensed consolidated Ñnancial statements have been prepared in conformity with
generally accepted accounting principles. However, certain information or footnote disclosures normally
included in Ñnancial 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 for interim Ñnancial statements. In the opinion of management, the statements include all
adjustments necessary for interim Ñnancial statements (which are of a normal and recurring nature) for
the fair presentation of the results of the interim periods presented. The results of operations for such
periods are not necessarily indicative of results to be expected for the entire current year or other future
interim periods.

The condensed consolidated Ñnancial statements and related disclosures have been prepared with the
presumption that users of the interim Ñnancial information have read or have access to the audited
consolidated Ñnancial statements for the preceding Ñscal year. Accordingly, these condensed consolidated
Ñnancial statements should be read in conjunction with the audited consolidated Ñnancial statements and
related notes thereto included in the Company Annual Report on Form 10-K for the Ñscal year ended
December 31, 1999. The consolidated results of operations for the three months ended March 31, 2000,
are not necessarily indicative of the results to be expected for any subsequent period or for the entire Ñscal
year ending December 31, 1999.

2. ACQUISITION

In February 2000, the Company acquired Alier, Inc. (Alier) a provider of enterprise application
integration solutions to Ñnancial institutions. In connection with this transaction, all outstanding shares of
capital stock of Alier were exchanged for 390,875 shares of our common stock and cash of $2.0 million. In
addition, the outstanding options to purchase Alier capital stock were converted into options to purchase
158,277 shares of our common stock. The company assumed certain liabilities of Alier and incurred
$316,000 in transaction costs. The acquisition was accounted for as a purchase and, accordingly, the results
of operations of Alier have been included in the Company's Ñnancial statements from the date of
acquisition. In connection with the acquisition, the purchase price was allocated, based on an independent
valuation, to goodwill and acquired intangibles of $46.7 million and purchased in-process technology of
$2.7 million. For the Ñrst quarter of Ñscal 2000, the Company recorded $2.0 million for amortization of
goodwill and acquired intangibles, which are amortized over their useful lives of one to three years, and
$2.7 million for the purchased in-process technology.

In connection with the acquisition, net assets acquired were as follows (in thousands):

Current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 259
Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24
Intangible assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,669
Current liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,373)
Transaction costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (316)
Purchased in-process technology ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,737

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $48,000

The following unaudited pro forma summary results of operations data have been prepared assuming
that the Alier acquisition had occurred as of the Ñrst day of Ñscal year 1998. The consolidated results are
not necessarily indicative of results of future operations nor of results that would have occurred had the
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ACTIVE SOFTWARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

acquisitions been consummated as of the beginning of the periods presented. The pro forma information
excludes the impact of the one-time charges related to purchased in-process technology of $2.7 million
recorded in the Ñrst quarter of Ñscal 2000 (in thousands, except per share amount):

1999 1998

(unaudited)

Net revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 29,051 $ 9,407

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(28,656) $(26,374)

Basic and diluted net loss per shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (2.34) $ (7.56)

3. NET LOSS PER SHARE

Basic and diluted net loss per share are computed using the weighted average number of common
shares outstanding. Options, warrants and shares subject to repurchase were not included in the
computation of diluted net loss per share because the eÅect would be anti-dilutive.

The following table sets forth the computation of basic and diluted net loss per share for the periods
indicated (in thousands, except per share amounts):

Three Months Ended
March 31,

2000 1999

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,795) $(2,741)

Basic and diluted
Weighted average shares of common stock outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,206 5,986
Less: weighted average common shares subject to Repurchase ÏÏÏÏÏÏÏÏ (646) (1,444)

Denominator for diluted net loss per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,560 4,542

Basic net loss per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (0.25) $ (0.60)

4. COMPREHENSIVE INCOME

In June 1997, the Financial Accounting Standards Board issued Statement No. 130, ""Reporting
Comprehensive Income,'' which establishes standards for reporting and displaying comprehensive income
and its components in the Ñnancial statements. The only item included in other comprehensive loss is
unrealized loss on investments.

The following is a calculation of comprehensive loss (in thousands):

Three Months Ended
March 31

2000 1999

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,795) $(2,741)
Other comprehensive loss:

Unrealized loss on investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (39) Ì

Comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(5,834) $(2,741)
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ACTIVE SOFTWARE, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

5. INDUSTRY AND GEOGRAPHIC SEGMENT INFORMATION

The Company operates in one reportable segment, the development and marketing of software
products for businesses that allow integration of incompatible software applications across their extended
enterprises of customers, suppliers and partners. The Company principally operates in the U.S. with small
European oÇces to support sales and marketing. The following is a summary of operations within
geographic areas (in thousands):

Three months ended
March 31,

2000 1999

Revenues(1):
United States ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $12,475 $3,370
Europe ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,120 192

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,595 $3,562

(1) Revenues are broken out geographically by the ship-to location of the customer.

The Company has no signiÑcant long-lived assets deployed outside of the U.S.

6. SUBSEQUENT EVENTS

In February 2000, the Company agreed to acquire Premier Software Technologies, Inc. (Premier), a
provider of integration products and services for eCommerce. In connection with this transaction, the
Company issued 121,308 shares of common stock and paid cash of $500,000 in exchange for all of the
outstanding shares of capital stock of Premier.

In February 2000, the Company agreed to acquire TransLink Software, Inc. (Translink), a provider of
high performance mainframe integration solutions for eBusiness. In connection with this transaction, the
Company issued 796,363 shares of the Company's common stock and paid cost of $4.5 million. In
addition, the outstanding options to purchase TransLink capital stock were converted into options to
purchase an aggregate of 43,041 shares of the Company's common stock.

Both acquisitions of Premier and Translink were completed in April 2000.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
and Shareholders of Alier, Inc.:

We have audited the accompanying balance sheets of Alier, Inc. (the ""Company'') as of
December 31, 1999 and 1998 and the related statements of operations, shareholders' equity (deÑ-
ciency) and comprehensive loss, and cash Öows for the years then ended. These Ñnancial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion on these
Ñnancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such Ñnancial statements present fairly, in all material respects, the Ñnancial position
of the Company at December 31, 1999 and 1998, and the results of its operations and its cash Öows for
the years then ended in conformity with accounting principles generally accepted in the United States of
America.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
March 3, 2000

F-45



ALIER, INC.

BALANCE SHEETS

December 31,

1999 1998

ASSETS
Current assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 108,078 $ 71,351
Accounts receivable (net of allowances of $100,000 and $0) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 135,265 455,985
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,662 22,397

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 280,005 549,733
Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,155 50,119

Total assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 312,160 $599,852

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIENCY)
Current liabilities:

Line of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 258,136 $ Ì
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 146,224 51,368
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 313,249 220,690
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 132,209 139,412
Current portion of long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100,000 Ì
Notes payable Ì shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52,348 9,998
Lease obligation Ì currentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,406 6,956

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,013,572 428,424

Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 275,000 Ì
Notes payable Ì shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,068 47,654
Lease obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,062 17,577
Commitments (Note 8)
Shareholders' equity (deÑciency):

Common stock, par value none, 25,000,000 shares authorized; shares issued
and outstanding: 15,015,000 in 1999 and 14,920,000 in 1998. ÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,549,583 24,000

Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,511,142) Ì
Accumulated other comprehensive income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,695 Ì
Retained earnings (accumulated deÑcit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,077,678) 82,197

Total shareholders' equity (deÑciency)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,036,542) 106,197

Total liabilities and shareholders' equity (deÑciency)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 312,160 $599,852

See notes to Ñnancial statements.
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ALIER, INC.

STATEMENTS OF OPERATIONS

Years Ended December 31,

1999 1998

Revenues:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 420,503 $ 851,500
ServiceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,187,007 956,522

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,607,510 1,808,022

Total costs and expenses:
Cost of license revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 195,899 40,499
Cost of service revenues (exclusive of deferred stock compensation expense

of $376,979 at December 31, 1999)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,048,692 589,549
Research and development (exclusive of deferred stock compensation

expense of $88,908 at December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 174,534 484,884
Sales and marketing (exclusive of deferred stock compensation expense of

$794,339 as of December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 540,132 360,913
General and administrative (exclusive of deferred stock compensation

expense of $650,665 as of December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 793,926 622,672
Amortization of deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,910,891 Ì

Total costs and expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,664,074 2,098,517

Loss from operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,056,564) (290,495)

Other income (expense):
Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,239 2,337
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (59,841) (7,634)
Other expense, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,303) (413)

Total other expense, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (82,905) (5,710)

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,139,469) (296,205)
Income tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,406 6,731

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(3,159,875) $ (302,936)

See notes to Ñnancial statements.
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ALIER, INC.

STATEMENTS OF SHAREHOLDERS' EQUITY (DEFICIENCY) AND COMPREHENSIVE LOSS

Accumulated Retained Total
Deferred Other Earnings Shareholders'

Common Stock Stock Comprehensive (Accumulated Equity
Shares Amount Compensation Income DeÑcit) (DeÑciency)

BALANCES, January 1,
1998ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,880,000 $ 18,000 $ Ì $ Ì $ 385,133 $ 403,133

Net loss and comprehensive
lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (302,936) (302,936)

Exercise of stock optionsÏÏÏ 40,000 6,000 Ì Ì Ì 6,000

BALANCES,
December 31, 1998 ÏÏÏÏÏ 14,920,000 24,000 Ì Ì 82,197 106,197

Components of
comprehensive loss:
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (3,159,875) (3,159,875)
Foreign currency

translation adjustment ÏÏ Ì Ì Ì 2,695 Ì 2,695
Total comprehensive loss ÏÏ Ì Ì Ì Ì Ì (3,157,180)
Exercise of stock options,

net of repurchases ÏÏÏÏÏÏ 95,000 14,250 Ì Ì 14,250
Accelerated vesting of

optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 89,300 Ì Ì Ì 89,300
Deferred stock

compensation ÏÏÏÏÏÏÏÏÏÏ Ì 7,422,033 (7,422,033) Ì Ì Ì
Amortization of deferred

stock compensation ÏÏÏÏÏ Ì Ì 1,910,891 Ì Ì 1,910,891

BALANCES,
December 31, 1999 ÏÏÏÏÏ 15,015,000 $7,549,583 $(5,511,142) $2,695 $(3,077,678) $(1,036,542)

See notes to Ñnancial statements.

F-48



ALIER, INC.

STATEMENTS OF CASH FLOWS

Years Ended
December 31,

1999 1998

Cash Öows from operating activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(3,159,875) $(302,936)
Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,240 27,033
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,910,891 Ì
Accelerated vesting of options ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89,300 Ì
Loss on disposal of propertyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 413
Change in assets and liabilities:

Accounts receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 320,720 112,568
Prepaid expenses and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,510) (10,345)
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 96,936 (9,171)
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 93,785 108,510
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,203) 84,896

Net cash provided by (used in) operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (642,716) 10,968

Cash Öows from investing activities:
Purchase of property and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (14,572)

Cash Öows from Ñnancing activities:
Proceeds from exercise of stock options, net of repurchases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,250 6,000
Proceeds from line of credit, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 258,136 Ì
Proceeds from long term loan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 400,000 Ì
Repayments of long term loanÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,000) Ì
Proceeds from notes payable Ì shareholdersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,663 60,000
Repayments of notes payable Ì shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,899) (2,348)
Repayments of capital lease obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,525) (16,751)

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 679,625 46,901

EÅect of exchange rate changes on cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (182) Ì

Net increase in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,727 43,297
Cash and cash equivalents Ì beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 71,351 28,054

Cash and cash equivalents Ì end of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 108,078 $ 71,351

Supplemental cash Öows information:
Cash paid for income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 6,731 $ Ì

Cash paid for interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 48,014 $ 7,634

Equipment acquired under capital leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 9,450 $ 24,755

See notes to Ñnancial statements.
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ALIER, INC.

NOTES TO FINANCIAL STATEMENTS
Years Ended December 31, 1999 and 1998

1. Summary of SigniÑcant Accounting Policies

Organization Ì Alier, Inc. (the Company), was incorporated in January 1995 in California. The
Company is a worldwide provider of Enterprise Application Integration solutions for Ñnancial institutions.

Basis of Presentation Ì The Ñnancial statements include the Company and its U.K. operations. All
signiÑcant intercompany balances and transactions have been eliminated.

Cash Equivalents Ì The Company considers all highly liquid Ñnancial instruments purchased with a
remaining maturity of three months or less to be cash equivalents.

Concentration of Credit Risk Ì Financial instruments which potentially subject the Company to
concentrations of credit risk consist primarily of cash equivalents and accounts receivable. The Company's
cash equivalents consist of checking, savings and money market accounts with several Ñnancial institutions.
The Company sells its products primarily to companies outside the United States. The Company does not
require collateral or other security to support accounts receivable. To reduce credit risk, management
performs ongoing evaluations of its customers' Ñnancial condition.

The following individual customers accounted for 10% or more of total revenue:

Years Ended
December 31,

1999 1998

Company AÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39% Ì
Company B ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14% 24%
Company CÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14% Ì
Company DÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 37%

The following individual customers accounted for 10% or more of total accounts receivable:

Years Ended
December 31,

1999 1998

Company AÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43% Ì
Company B ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28% 14%
Company CÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13% 23%
Company DÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 45%

Financial Instruments Ì The Company's Ñnancial instruments include cash and cash equivalents and
accounts receivable. At December 31, 1999 and 1998, the fair value of these Ñnancial instruments
approximated their Ñnancial statement carrying amounts.

Property and Equipment Ì Property and equipment are stated at cost and depreciated using the
straight-line method over estimated useful lives of approximately three to seven years.

Long-Lived Assets Ì The Company evaluates long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If such
assets are considered to be impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the assets.

Software Development Costs Ì Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional development costs would be capitalized in accordance with
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ALIER, INC.

NOTES TO FINANCIAL STATEMENTS Ì (Continued)
Years Ended December 31, 1999 and 1998

1. Summary of SigniÑcant Accounting Policies Ì (Continued)

Statement of Financial Accounting Standards (SFAS) No. 86, Computer Software To Be Sold, Leased,
or Otherwise Marketed. Because the Company believes its current process for developing software is
essentially completed concurrently with the establishment of technological feasibility, no costs have been
capitalized to date.

Income Taxes Ì The Company accounts for income taxes under an asset and liability approach.
Deferred income taxes reÖect the impact of temporary diÅerences between assets and liabilities recognized
for Ñnancial reporting purposes and such amounts recognized for income tax reporting purposes, net
operating loss carryforwards and other tax credits measured by applying currently enacted tax laws.
Valuation allowances are provided when necessary to reduce deferred tax assets to an amount that is more
likely than not to be realized.

Certain SigniÑcant Risks and Uncertainties Ì The Company operates in the software industry, and
accordingly, can be aÅected by a variety of factors. For example, management of the Company believes
that changes in any of the following areas could have a signiÑcant negative eÅect on the Company in
terms of its future Ñnancial position, results of operations or cash Öows; ability to obtain additional
Ñnancing; fundamental changes in the technology underlying software products; market acceptance of the
Company's products under development; development of sales channels; loss of signiÑcant customers;
adverse changes in international market conditions; litigation or other claims against the Company; the
hiring, training and retention of key employees; successful and timely completion of product development
eÅorts; and new product introductions by competitors.

Use of Estimates Ì The preparation of Ñnancial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that aÅect the reported
amounts of assets, liabilities, disclosures of contingent assets and liabilities at the date of the Ñnancial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could diÅer from those estimates.

Revenue Recognition Ì The Company's revenue recognition policy is consistent with Statement of
Position (SOP) 97-2, as amended. License revenues are comprised of fees for the Company's software
products. Revenue from license fees is recognized when an agreement has been signed, delivery of the
product has occurred, no signiÑcant Company obligations remain, the fee is Ñxed or determinable and
collectibility is probable. If the fee due from the customer is not Ñxed or determinable, revenue is
recognized as payments become due from the customer. If collectibility is not considered probable,
revenue is recognized when the fee is collected. Revenue on arrangements with customers who are not
ultimate users (primarily resellers) is not recognized until the product is delivered to the end user.

Service revenues are comprised of revenue from support arrangements, consulting fees and training.
Support arrangements provide technical support and the right to unspeciÑed upgrades on an if-and-when-
available basis. Revenue from support arrangements is recognized on a straight-line basis as service
revenue over the life of the related agreement, which is typically one year. Consulting and training revenue
is recognized when provided to the customer. Customer advances and billed amounts due from customers
in excess of revenue recognized are recorded as deferred revenue.

Research and Development Ì Research and development expenses are charged to operations as
incurred. Such expenses include costs associated with the design and development of new products and
costs related to the Company's internally developed software systems. To date, these costs which meet the
capitalization criteria of SOP 98-1, Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use, have not been signiÑcant.
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ALIER, INC.

NOTES TO FINANCIAL STATEMENTS Ì (Continued)
Years Ended December 31, 1999 and 1998

1. Summary of SigniÑcant Accounting Policies Ì (Continued)

Foreign Currency Translation Ì Assets and liabilities of the foreign operations are translated into
U.S. dollars at the exchange rate in eÅect as of the balance sheet date, and results of operations are
translated using average rates in eÅect for the period presented. Translation adjustments have been
included within shareholder's equity as part of accumulated other comprehensive income.

Stock-Based Compensation Ì The Company accounts for stock-based awards to employees using the
intrinsic value method in accordance with Accounting Principles Board Opinion (APB) No. 25,
Accounting for Stock Issued to Employees.

The Company accounts for equity instruments issued to nonemployees in accordance with the
provisions of SFAS No. 123, Accounting for Stock-Based Compensation, and Emerging Issues Task Force
(EITF) Issue No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees
for Acquiring, or in Conjunction with Selling, Goods or Services, which requires that the fair value of such
instruments be recognized as an expense over the period in which the related services are received.

Comprehensive Loss Ì SFAS No. 130, Reporting Comprehensive Income requires that an enterprise
report, by major components and as a single total, the change in its net assets during the period from
nonowner sources. In 1998, comprehensive loss was equal to net loss. In 1999, accumulated other
comprehensive loss is comprised of foreign currency translation adjustments of $2,695.

Recently Issued Accounting Standard Ì In June 1998, the Financial Accounting Standards Board
issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. This statement
requires companies to record derivatives on the balance sheet as assets or liabilities, measured at fair value.
Gains or losses resulting from changes in the values of those derivatives would be accounted for depending
on the use of the derivative and whether it qualiÑes for hedge accounting. SFAS No. 133 will be eÅective
for the Company's Ñscal year ending December 31, 2001. The Company believes that this statement will
not have a signiÑcant impact on the Company's Ñnancial position, results of operations or cash Öows.

2. Property and Equipment

Property and equipment at December 31 consist of:

1999 1998

Furniture and Ñxtures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4,004 $ 4,004
Computers and software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,100 110,734

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106,104 114,738
Accumulated depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (73,949) (64,619)

Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 32,155 $ 50,119

Equipment with a net book value of $21,085 and $23,018 at December 31, 1999 and 1998,
respectively (net of accumulated amortization of $16,048 and $4,665, respectively), is leased under capital
leases.
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NOTES TO FINANCIAL STATEMENTS Ì (Continued)
Years Ended December 31, 1999 and 1998

3. Accrued Liabilities

Accrued liabilities at December 31 consist of:

1999 1998

Accrued payroll and related beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $225,574 $207,144
VAT payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74,719 13,546
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,956 Ì

$313,249 $220,690

4. Related Party Transactions

The following transactions were entered into with shareholders of the Company:

‚ In September 1998, the Company issued notes payable to two shareholders totaling $60,000. The
notes bear interest at 10% and are payable in twenty equal quarterly installments of principal and
interest through September 2003.

‚ In May 1999, the Company issued a note payable to a shareholder for $36,500. The note bears
interest at 10% and is payable on demand.

‚ In June 1999, the Company issued a non-interest bearing loan to a shareholder for $3,004, payable
on demand.

‚ In November 1999, the Company issued a note payable to two shareholders totaling $12,159. The
notes bear interest at 10% and are payable in twenty equal quarterly installments of principal and
interest of through September 2004.

Future minimum payments under notes payable from shareholders are $52,348 in 2000, $14,437 in
2001, $15,937 in 2002, $13,743 in 2003 and $1,951 in 2004.

5. Line of Credit

Under a revolving line of credit with no expiration date, the Company can borrow a maximum of
$75,000. Borrowings under the line of credit bear interest at 17% per annum.

In August 1999, the Company entered into a second line of credit agreement expiring in July 2000.
The Company may borrow up to 80% of its eligible accounts receivable to a maximum of $800,000.
Borrowings bear interest at 10% and are collateralized by a commercial guaranty from two shareholders.
The Company was in compliance with all Ñnancial covenants at December 31, 1999.

The Company had a total of $258,136 outstanding under these lines of credit at December 31, 1999.

6. Debt Obligations

In September 1999, the Company entered into loan agreement for $400,000. The loan bears interest
at the Wall Street Journal Prime rate (8.50% at December 31, 1999) plus 2.50% per annum and is
payable in 48 monthly installments through September 2003. The loan is secured by property of the
Company and personal guarantees and assignment of life insurance of two shareholders. The Company was
in compliance with all Ñnancial covenants at December 31, 1999. At December 31, $375,000 was
outstanding under the loan. Future minimum payments under the loan are $100,000 in 2000, $100,000 in
2001, $100,000 in 2002 and $75,000 in 2003.
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NOTES TO FINANCIAL STATEMENTS Ì (Continued)
Years Ended December 31, 1999 and 1998

7. Shareholders' Equity

Common Stock

At December 31, 1999, the Company has reserved shares of common stock for issuance as follows:

Issuance under the option plan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,143,500

Stock Option Plan

Under the Company's 1996 Stock Option Plan and the 1997 Stock Option Plan (the Plans), the
Board of Directors is authorized to grant to employees, oÇcers, directors and consultants up to
6,283,500 shares of common stock at prices not less than the fair market value at date of grant for
incentive stock options and not less than 85% of fair market value for nonstatutory options as determined
by the Board of Directors. These options generally expire ten years from the date of grant and are
immediately exercisable with unvested shares subject to repurchase. At December 31, 1999, 16,875 shares
were subject to repurchase.

During 1999, the Company repurchased 5,000 unvested shares of common stock from an employee.

Option activity under the Plans is as follows:

Weighted
Number Average

of Exercise
Shares Price

Outstanding, January 1, 1998 (537,500 vested at a weighted average
exercise price of $0.09, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,051,500 $0.11

Granted (weighted average fair value of $0.03 per share, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,226,500 0.15
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (40,000) 0.15
CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (160,000) 0.15

Outstanding, December 31, 1998 (1,404,325 vested at a weighted average
exercise price of $0.11, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,078,000 0.13

Granted (weighted average fair value of $1.81 per share, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,147,000 0.15
Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (100,000) 0.15
CanceledÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,395,000) 0.09

Outstanding, December 31, 1999. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,730,000 $0.15

At December 31, 1999, 413,500 shares were available for future grant under the Option Plan.

Additional information regarding options outstanding as of December 31, 1999 is as follows:

Options Outstanding
Options VestedWeighted

Average Weighted Weighted
Remaining Average Average

Exercise Number Contractual Life Exercise Number Exercise
Price Outstanding (Years) Price Exercisable Price

$0.15 5,730,000 9.20 $0.15 3,149,219 $0.15
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7. Shareholders' Equity Ì (Continued)

Stock Compensation

During 1999, the Company issued 3,917,000 common stock options to employees at an estimated
exercise price of $0.15 per share, which were at prices less than the fair value of its common stock. The
fair value of the common stock was $2.03 per share. Accordingly, the Company recorded approximately
$7,363,960 as the value of such options in 1999. Stock compensation of $1,852,818 was amortized to
expense in 1999 and at December 31, 1999, the Company had $5,511,142 in deferred stock compensation
related to such options.

During 1999, the Company issued nonstatutory common stock options to a consultant to purchase
30,000 shares of common stock which were all outstanding at December 31, 1999. Accordingly, the
Company recognized the fair value of $58,073 as stock compensation expense in 1999. The fair values of
these options were determined at the date of vesting using the methods speciÑed by SFAS 123 with the
following weighted average assumptions during 1999: expected life, ten years; risk free interest rate, 6.0%;
volatility, 100%; and no dividends during the expected term. Forfeitures are recognized as they occur.

Additional Stock Plan Information

As discussed in Note 1, the Company accounts for its stock-based awards using the intrinsic value
method in accordance with APB No. 25, Accounting for Stock Issued to Employees, and its related
interpretations. Accordingly, no compensation expense has been recognized in the Ñnancial statements for
employee stock arrangements granted at fair market value.

SFAS No. 123, Accounting for Stock-Based Compensation (SFAS 123), requires the disclosure of
pro forma net income or loss had the Company adopted the fair value method. Under SFAS 123, the fair
value of stock-based awards to employees is calculated through the use of option pricing models, even
though such models were developed to estimate the fair value of freely tradable, fully transferable options
without vesting restrictions, which signiÑcantly diÅer from the Company's stock option awards. These
models also require subjective assumptions, including expected time to exercise, which greatly aÅect the
calculated values. The Company's calculations were made using the minimum value method with the
following weighted average assumptions: expected life, four years in 1999 and 1998; risk-free interest rate,
6% in 1999 and 1998; and no dividends during the expected term. The Company's calculations are based
on a single option valuation approach, and forfeitures are recognized as they occur. If the computed fair
values of the awards had been amortized to expense over the vesting period of the awards under the fair
value method as required under SFAS No. 123, pro forma net loss would approximately $3,239,000 and
$332,000 for 1999 and 1998, respectively.
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8. Lease Commitments

The Company leases its principal facilities under a noncancelable operating lease expiring in 2001.
Future minimum rental payments under operating and capital leases are as follows:

Year Ending Capital Operating
December 31, Leases Leases

2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 19,245 $61,000
2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,984 3,000
2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,210 Ì

Total future minimum payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,439 $64,000
Amounts representing interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,971)

Present value of future minimum payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,468
Current portionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,406)

$ 14,062

Rent expense was approximately $149,000 and $84,000 for 1999 and 1998, respectively.

9. Income Taxes

The provision for income taxes for the years ended December 31 consists of the following:

1999 1998

Currently payable:
FederalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ 265
StateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 800 1,959
ForeignÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,606 4,507

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $20,406 $6,731

The tax provision in 1999 and 1998 relates primarily to foreign operations.

Loss before income taxes is as follows:

1999 1998

Domestic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (642,016) $(296,205)
Foreign ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,497,453) Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(3,139,469) $(296,205)

F-56



ALIER, INC.
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Years Ended December 31, 1999 and 1998

9. Income Taxes Ì (Continued)

SigniÑcant components of the Company's net deferred tax assets for federal and state income taxes at
December 31, 1999 consist of:

Deferred tax assets:
Accruals and reserves recognized in diÅerent periods ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 155,000
Net operating loss carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 260,000
Credit carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,000

Total deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 435,000
Deferred tax liabilities Ì excess tax over book depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,000)

Total net deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 428,000
Valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (428,000)

Net deferred tax asset ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì

At December 31, 1999, the Company has federal and state net operating loss carryforwards of
approximately $685,000 and $342,000, respectively, expiring through 2019 and 2004, respectively.

At December 31, 1999, the Company had federal foreign tax credits of approximately $20,000
available to oÅset future federal income taxes. The credit expires in 2004.

The extent to which the loss and credit carryforwards can be used to oÅset future taxable income and
tax liabilities, respectively, may be limited, depending on the extent of ownership changes within any
three-year period.

10. Employee BeneÑt Plan

Money Purchase Pension Plan and Trust

The Company sponsors a Money Purchase Pension Plan and Trust (the Money Plan) for all
employees who meet certain eligibility requirements. Under the Money Plan, the employer, for each plan
year, must contribute an amount equal to 4% of employees' compensation for the plan year and 4% of the
amount of employees' excess compensation for the plan year. Excess compensation is a participant's
compensation in excess of the 100% of the taxable wage base in eÅect at the beginning of the plan year.
The Plan does not permit nor require employee contributions to the trust fund. The Company contributed
approximately $31,000 and $24,000 in 1999 and 1998, respectively.

ProÑt Sharing Plan and Trust

The Company sponsors a ProÑt Sharing Plan and Trust (the ProÑt Plan) for all employees who meet
certain eligibility requirements. Each plan year, the employer may contribute to the ProÑt Plan an amount
determined by the employer at its discretion. The employer may choose not to contribute to the ProÑt
Plan for a particular plan year. The ProÑt Plan does not permit nor require employee contributions to the
trust fund. The Company made no contributions in 1999 and 1998.
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11. Subsequent Events

In February 2000, the Company was acquired by Active Software, Inc. (Active), a developer of
software products for businesses that allow users to integrate incompatible software applications across
their extended enterprise of customers, suppliers and partners. Active issued 390,875 shares of common
stock, options to purchase 158,277 shares of common stock, and paid approximately $2.0 million in cash in
exchange for all capital stock of the Company.

* * * * *
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
TransLink Software, Inc.:

We have audited the accompanying balance sheets of TransLink Software, Inc. (the ""Company'') as
of December 31, 1999 and 1998 and the related statements of operations, shareholders' equity, and cash
Öows for the years then ended. These Ñnancial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these Ñnancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such Ñnancial statements present fairly, in all material respects, the Ñnancial position
of the Company at December 31, 1999 and 1998, and the results of its operations and its cash Öows for
the years then ended in conformity with accounting principles generally accepted in the United States of
America.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
April 10, 2000
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TRANSLINK SOFTWARE, INC.

BALANCE SHEETS

December 31,

1999 1998

ASSETS
Current assets:

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 713,705 $ 234,548
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,326 31,500
Prepaid expenses and other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,680 1,983

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 751,711 268,031
Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 196,272 169,304
Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54,349 35,455

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,002,332 $ 472,790

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 29,280 $ 20,240
Accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,064 7,514
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264,386 Ì

Total current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 335,730 27,754

Deferred rentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,693 8,942
Commitments (Note 6)
Shareholders' equity:

Series A convertible preferred stock, par value $1.00, 1,500,000 shares
authorized; shares issued and outstanding: 1,500,000 in 1999 and none in
1998 (liquidation preference of $1,500,000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,500,000 Ì

Common stock, no par value, 100,000,000 shares authorized; shares issued
and outstanding: 12,310,449 in 1999 and 1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,574,621 1,877,408

Notes receivable from shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (28,000) (28,000)
Deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (270,602) Ì
Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,119,110) (1,413,314)

Total shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 656,909 436,094

Total liabilities and shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,002,332 $ 472,790

See notes to Ñnancial statements.
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TRANSLINK SOFTWARE, INC.

STATEMENTS OF OPERATIONS

Years Ended December 31,

1999 1998

Revenues:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 119,625 $ 177,208
ServiceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73,176 46,443

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 192,801 223,651
Costs and expenses:

License cost of revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,734 23,149
Service cost of revenues (exclusive of deferred stock compensation expense

of $274 at December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,800 26,300
Sales and marketing (exclusive of deferred stock compensation expense of

$1,714 at December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363,305 361,177
Research and development (exclusive of deferred stock compensation

expense of $3,598 at December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 679,940 542,643
General and administrative (exclusive of deferred stock compensation

expense of $36,823 at December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 375,550 218,844
Amortization of deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,409 Ì

Total costs and expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,514,738 1,172,113
Loss from operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,321,937) (948,462)
Other income (expense):

Interest income and other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,681 12,620
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (416,540) Ì

Total other income (expense), netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (383,859) 12,620

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,705,796) $ (935,842)

See notes to Ñnancial statements.

F-61



TRANSLINK SOFTWARE, INC.

STATEMENTS OF SHAREHOLDERS' EQUITY

Notes
Series A Receivable Total

Preferred Stock Common Stock Preferred Stock From Accumulated Shareholders'
Shares Amount Shares Amount Compensation Shareholders DeÑcit Equity

BALANCES, January 1, 1998 ÏÏÏÏÏÏÏ Ì $ Ì 12,020,193 $1,587,152 $ Ì $(721,938) $ (477,472) $ 387,742
Issuance of common stock ÏÏÏÏÏÏÏÏÏÏÏ 290,256 290,256 290,256
Repayments of note receivable 693,938 693,938
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (935,842) (935,842)

BALANCES, December 31, 1998 ÏÏÏÏ Ì Ì 12,310,449 1,877,408 Ì (28,000) (1,413,314) 436,094
Issuance of Series A preferred stockÏÏÏ 1,500,000 1,500,000 1,500,000
Issuance of warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 384,202 384,202
Deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 313,011 (313,011) Ì
Amortization of deferred compensation 42,409 42,409
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,705,796) (1,705,796)

BALANCES, December 31, 1999 ÏÏÏÏ 1,500,000 $1,500,000 12,310,449 $2,574,621 $(270,602) $ (28,000) $(3,119,110) $ 656,909

See notes to Ñnancial statements.
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TRANSLINK SOFTWARE, INC.

STATEMENTS OF CASH FLOWS

Years Ended
December 31,

1999 1998

Cash Öows from operating activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,705,796) $(935,842)
Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,304 34,870
Loss on disposal of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,440 Ì
Noncash interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 384,202 Ì
Amortization of deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,409 Ì
Changes in assets and liabilities:

Accounts receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,174 (31,500)
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (34,697) 12,182
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,040 (11,688)
Accrued liabilities and deferred rent ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,301 9,163
Deferred revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264,386 Ì

Net cash used in operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (918,237) (922,815)

Cash Öows from investing activities:
Purchases of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (84,152) (71,290)
Proceeds from disposal of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 440 Ì
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (18,894) 1,943

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (102,606) (69,347)

Cash Öows from Ñnancing activities:
Repayment of note receivable from shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 693,938
Proceeds from sale of convertible preferred stock, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,500,000 Ì
Proceeds from sale of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 290,256
Proceeds from notes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 450,000 Ì
Repayment of notes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (450,000) Ì

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,500,000 984,194

Net increase (decrease) in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 479,157 (7,968)
Cash and cash equivalents Ì beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 234,548 242,516

Cash and cash equivalents Ì end of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 713,705 $ 234,548

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION Ì
Cash paid for interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,338 Ì

See notes to Ñnancial statements.
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TRANSLINK SOFTWARE, INC.

NOTES TO FINANCIAL STATEMENTS
Years Ended December 31, 1999 and 1998

1. Summary of SigniÑcant Accounting Policies

Organization Ì TransLink Software, Inc. (the Company), was incorporated in Washington in
February 1997. The Company is a provider of high performance mainframe integration solutions.

Use of Estimates Ì The preparation of Ñnancial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that aÅect the reported
amounts of assets, liabilities, and disclosures of contingent assets and liabilities at the date of the Ñnancial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could diÅer from those estimates.

Concentration of Credit Risk Ì Financial instruments which potentially subject the Company to
concentrations of credit risk consist primarily of cash and cash equivalents and accounts receivable. The
Company's cash and cash equivalents consist of checking and savings accounts with one Ñnancial
institution. The Company sells its products to companies within the United States. The Company does not
require collateral or other security to support accounts receivable. To reduce credit risk, management
performs ongoing evaluations of its customers' Ñnancial condition.

Cash Equivalents Ì The Company considers all highly liquid debt instruments purchased with a
remaining maturity of three months or less to be cash equivalents.

Property and Equipment Ì Property and equipment are stated at cost and depreciated using the
straight-line method over estimated useful lives of approximately three to seven years. Leasehold
improvements are amortized over the shorter of the lease term or their useful lives.

Long-Lived Assets Ì The Company evaluates long-lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If such
assets are considered to be impaired, the impairment to be recognized is measured by the amount by
which the carrying amount of the assets exceeds the fair value of the assets.

Software Development Costs Ì Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional development costs would be capitalized in accordance with
Statement of Financial Accounting Standards (SFAS) No. 86, Computer Software To Be Sold, Leased,
or Otherwise Marketed. Because the Company believes its current process for developing software is
essentially completed concurrently with the establishment of technological feasibility, no costs have been
capitalized to date.

Notes Receivable from Shareholders Ì The notes receivable from shareholders were issued in
exchange for common stock, bear interest at 9% per annum and are due in monthly installments through
February 2004.

Income Taxes Ì The Company accounts for income taxes under an asset and liability approach.
Deferred income taxes reÖect the impact of temporary diÅerences between assets and liabilities recognized
for Ñnancial reporting purposes and such amounts recognized for income tax reporting purposes, and net
operating loss carryforwards measured by applying currently enacted tax laws. Valuation allowances are
provided when necessary to reduce deferred tax assets to an amount that is more likely than not to be
realized.

Certain SigniÑcant Risks and Uncertainties Ì The Company operates in the software industry, and
accordingly, can be aÅected by a variety of factors. For example, management of the Company believes
that changes in any of the following areas could have a signiÑcant negative eÅect on the Company in
terms of its future Ñnancial position, results of operations or cash Öows; ability to obtain additional
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TRANSLINK SOFTWARE, INC.

NOTES TO FINANCIAL STATEMENTS Ì (Continued)
Years Ended December 31, 1999 and 1998

1. Summary of SigniÑcant Accounting Policies Ì (Continued)

Ñnancing; fundamental changes in the technology underlying software products; market acceptance of the
Company's products under development; development of sales channels; loss of signiÑcant customers;
litigation or other claims against the Company; the hiring, training and retention of key employees;
successful and timely completion of product development eÅorts; and new product introductions by
competitors.

Revenue Recognition Ì The Company's revenue recognition policy is consistent with Statement of
Position (SOP) 97-2, as amended. License revenues are comprised of fees for the Company's software
products. Revenue from license fees is recognized when an agreement has been signed, delivery of the
product has occurred, no signiÑcant Company obligations remain, the fee is Ñxed or determinable and
collectibility is probable. If the fee due from the customer is not Ñxed or determinable, revenue is
recognized as payments become due from the customer. If collectibility is not considered probable,
revenue is recognized when the fee is collected. Revenue on arrangements with customers who are not
ultimate users (primarily resellers) is not recognized until the product is delivered to the end user.

Service revenues are comprised of revenue from support arrangements, consulting fees and training.
Support arrangements provide technical support and the right to unspeciÑed upgrades on an if-and-when-
available basis. Revenue from support arrangements is recognized on a straight-line basis as service
revenue over the life of the related agreement. Consulting and training revenue is recognized when
provided to the customer. Customer advances and billed amounts due from customers in excess of revenue
recognized are recorded as deferred revenue.

Research and Development Ì Research and development expenses are charged to operations as
incurred. Such expenses include costs associated with the design and development of new products and
costs related to the Company's internally developed software systems. To date, these costs which meet the
capitalization criteria of SOP 98-1, Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use have not been signiÑcant.

Stock Compensation Ì The Company accounts for stock-based awards to employees using the
intrinsic value method in accordance with Accounting Principles Board Opinion (APB) No. 25,
Accounting for Stock Issued to Employees.

The Company accounts for equity instruments issued to nonemployees in accordance with the
provisions of SFAS No. 123, Accounting for Stock-Based Compensation, and Emerging Issues Task Force
(EITF) Issue No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees
for Acquiring, or in Conjunction with Selling, Goods or Services, which requires that the fair value of such
instruments be recognized as an expense over the period in which the related services are received.

Comprehensive Loss Ì SFAS No. 130, Reporting Comprehensive Income requires that an enterprise
report, by major components and as a single total, the change in its net assets during the period from
nonowner sources. For the years ended December 31, 1999 and 1998, comprehensive loss was equal to net
loss.

Recently Issued Accounting Standard Ì In June 1998, the Financial Accounting Standards Board
issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. This statement
requires companies to record derivatives on the balance sheet as assets or liabilities, measured at fair value.
Gains or losses resulting from changes in the values of those derivatives would be accounted for depending
on the use of the derivative and whether it qualiÑes for hedge accounting. SFAS No. 133 will be eÅective
for the Company's Ñscal year ending December 31, 2001. The Company believes that this statement will
not have a signiÑcant impact on the Company's Ñnancial position, results of operations or cash Öows.
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TRANSLINK SOFTWARE, INC.

NOTES TO FINANCIAL STATEMENTS Ì (Continued)
Years Ended December 31, 1999 and 1998

2. Property and Equipment

Property and equipment at December 31 consist of (in thousands):

1999 1998

Equipment and furniture ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 58,726 $ 50,978
Computers and software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 239,102 164,980
Leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 5,004

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 297,828 220,962
Accumulated depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (101,556) (51,658)

Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 196,272 $169,304

3. Accrued Liabilities

Accrued liabilities at December 31 consist of (in thousands):

1999 1998

Accrued compensation and related beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,806 $3,032
Deferred rentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,942 4,482
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,316 Ì

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $42,064 $7,514

4. Notes Payable

In February 1999, the Company issued notes payable to various shareholders for a total of $423,774
for working capital purposes. In May 1999, the Company issued a note payable to an individual for a total
of $26,226. The entire principal balance and accrued interest of $482,338 was repaid during 1999.

In consideration for these Ñnancing arrangements, the Company issued warrants to purchase 450,000
shares of common stock at $0.25 per share. As described in Note 5, the estimated fair value of such
warrants of $384,202 was recorded as additional interest expense in 1999.

5. Shareholders' Equity

Convertible Preferred Stock

The signiÑcant terms of the convertible preferred stock are as follows:

‚ Each share is convertible into one share of common stock (subject to adjustments for events of
dilution) and has no voting rights.

‚ If and when declared by the Board of Directors, the holders of Series A convertible preferred stock
are entitled to receive the payment of dividends if a dividend is declared on common shares on the
same per share basis.

‚ Holders of Series A convertible preferred stock have a liquidation preference of $1.00 per share,
plus any declared but unpaid dividends.
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Common Stock

At December 31, 1999, the Company has reserved shares of common stock for issuance as follows:

Conversion of preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,500,000
Issuance under stock option plan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 940,000
Exercise of common stock warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 950,000

3,390,000

Stock Option Plan

Under the Company's 1997 Stock Option Plan (the Plan), the Board of Directors is authorized to
grant to employees, oÇcers, directors and consultants up to 940,000 shares of common stock at prices not
less than the fair market value at date of grant for incentive stock options and not less than 85% of fair
market value for nonstatutory options as determined by the Board of Directors. These options generally
expire ten years from the date of grant and become exercisable ratably over a four-year period.

Option activity under the Plan is as follows:

Weighted
Number Average

of Exercise
Shares Price

Outstanding, January 1, 1998 (100,000 shares exercisable at a weighted
average exercise price of $2.63 per share) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 460,000 $0.83

Granted (weighted average fair value of $0.12 per share) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 250,000 0.58
Canceled ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (135,000) 0.35

Outstanding, December 31, 1998 (156,500 shares exercisable at a weighted
average exercise price of $1.79 per share) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 575,000 0.83

Granted (weighted average fair value of $1.76 per share) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 197,000 1.00
Canceled ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (50,000) 0.35

Outstanding, December 31, 1999. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 722,000 $0.91

Information regarding stock option grants during the years ended December 31, 1999 and 1998 is
summarized as follows:

Year ended Year ended
December 31, 1999 December 31, 1998

Weighted Weighted Weighted Weighted
Average Average Average Average
Exercise Fair Exercise Fair

Shares Price Value Shares Price Value

Exercise price equals market price ÏÏÏÏÏÏÏÏ 113,000 $1.00 $0.46 250,000 $0.58 $0.12
Exercise price is less then market price ÏÏÏÏ 84,000 $1.00 $3.50 Ì $ Ì $ Ì

At December 31, 1999, 218,000 shares were available for future grant under the Option Plan.
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Additional information regarding options outstanding as of December 31, 1999 is as follows:

Options Outstanding Options Exercisable

Average Weighted Weighted
Remaining Average Average

Exercise Number Contractual Life Exercise Number Exercise
Price Outstanding (Years) Price Exercisable Price

$ 0.27 102,000 7.29 $0.27 63,750 $0.27
$ 0.35 198,000 8.05 0.35 83,375 0.35
$ 0.75 95,000 8.38 0.75 35,625 0.75
$ 1.00 227,000 9.42 1.00 47,500 1.00
$ 2.63 100,000 7.17 2.63 100,000 2.63

$0.27-$2.63 722,000 8.29 $0.91 330,250 $1.16

Stock Compensation

During the last half of 1999, the Company issued 84,000 common stock options to employees at an
exercise price of $1.00 per share, which were at prices less than the fair value of its common stock. The
fair value of the common stock was $4.29 per share. Accordingly, the Company recorded approximately
$276,360 as the value of such options in 1999. Stock compensation of $5,758 was amortized to expense in
Ñscal 1999, and at December 31, 1999, the Company had $270,602 in deferred stock compensation related
to such options.

During 1999, the Company issued nonstatutory common stock options to consultants to purchase
40,000 shares of common stock which were all outstanding at December 31, 1999. Accordingly, the
Company recognized the fair value of $36,651 as stock compensation expense in 1999 as the options were
fully vested at the date of grant. The fair values of these options were determined at the date of vesting
using the methods speciÑed by SFAS 123 with the following weighted average assumptions during 1999:
expected life, ten years; risk free interest rate, 6.0%; volatility, 100%; and no dividends during the expected
term. Forfeitures are recognized as they occur.

Additional Stock Plan Information

As discussed in Note 1, the Company accounts for its stock-based awards using the intrinsic value
method in accordance with APB No. 25, Accounting for Stock Issued to Employees, and its related
interpretations. Accordingly, no compensation expense has been recognized in the Ñnancial statements for
employee stock arrangements granted at fair market value.

SFAS No. 123, Accounting for Stock-Based Compensation (SFAS 123), requires the disclosure of
pro forma net income or loss had the Company adopted the fair value method. Under SFAS 123, the fair
value of stock-based awards to employees is calculated through the use of option pricing models, even
though such models were developed to estimate the fair value of freely tradable, fully transferable options
without vesting restrictions, which signiÑcantly diÅer from the Company's stock option awards. These
models also require subjective assumptions, including expected time to exercise, which greatly aÅect the
calculated values. The Company's calculations were made using the minimum value method with the
following weighted average assumptions: expected life, Ñve years in 1999 and 1998; risk-free interest rate,
6% in 1999 and 1998; and no dividends during the expected term. The Company's calculations are based
on a single option valuation approach, and forfeitures are recognized as they occur. If the computed fair
values of the awards had been amortized to expense over the vesting period of the awards under the fair
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value method as required under SFAS No. 123, pro forma net loss would approximately $1,724,000 and
$943,000 for 1999 and 1998, respectively.

Common Stock Warrants

In 1997, the Company issued warrants to an investor, in connection with the issuance of common
stock, to purchase 500,000 shares of common stock at an exercise price of $0.35 per share. These warrants
are immediately exercisable and expire in September 2000. No warrants had been exercised as of
December 31, 1999.

In 1999, the Company issued warrants, in connection with certain debt obligations (see Note 4), to
purchase 450,000 shares of common stock at an exercise price of $0.25 per share. These warrants are
immediately exercisable and expire in February through May 2002. No warrants had been exercised as of
December 31, 1999. The estimated fair value of such warrants of $384,202 was recorded as additional
interest expense in the accompanying statement of operations for 1999.

6. Lease Commitments

The Company leases its principal facilities under a noncancelable operating lease expiring in
February 2004. Future minimum rental payments under operating leases are as follows:

Year Ending
December 31,

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $204,000
2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 230,000
2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 242,000
2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 242,000
2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,000

$958,000

Rent expense was approximately $68,000 and $59,000 and for 1999 and 1998.

7. Income Taxes

Due to the Company's loss position, there was no provision for federal income taxes for 1999 and
1998.
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SigniÑcant components of the Company's net deferred tax assets for federal income taxes at
December 31 consist of:

1999 1998

Deferred tax assets:
Net operating loss carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,046,000 $ 482,000
Accruals and reserves recognized in diÅerent periodsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,000 Ì

Total deferred tax assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,079,000 482,000
Deferred tax liabilities -

Excess tax depreciation over bookÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13,000) (10,000)

1,066,000 472,000
Valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,066,000) (472,000)

Net deferred tax assetÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

Due to the uncertainty surrounding the realization of beneÑts of its favorable tax attributes in future
tax returns, as of December 31, 1999 and 1998, the Company has fully reserved its net deferred tax assets
of approximately $1,066,000 and $472,000, respectively.

For all periods presented, the Company's eÅective rate diÅers from the expected beneÑt at the federal
statutory tax rate due primarily to state taxes oÅset by a valuation allowance against deferred tax assets.

At December 31, 1999, the Company has federal net operating loss carryforwards of approximately
$2,988,000, expiring through 2019.

The extent to which the loss carryforwards can be used to oÅset future taxable income and tax
liabilities, respectively, may be limited, depending on the extent of ownership changes within any three-
year period.

8. Employee BeneÑt Plan

The Company sponsors a 401(k) Saving and Retirement Plan (the Plan) for all employees who meet
certain eligibility requirements. Participants may contribute, on a pre-tax basis, between 1% and 15% of
their annual compensation, but not to exceed a maximum contribution amount pursuant to Section 401(k)
of the Internal Revenue Code. The Company is not required to contribute, nor has it contributed, to the
Plan for any of the periods presented.

9. Subsequent Events

In April 2000, the Company was acquired by Active Software, Inc. (Active), a developer of software
products for businesses that allow users to integrate incompatible software applications across their
extended enterprise of customers, suppliers and partners. Active issued 796,363 shares of common stock,
options to purchase 43,041 shares of common stock, and paid approximately $4.5 million in cash in
exchange for all capital stock of the Company.

* * * * *
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March 31,
2000

ASSETS
Current assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 250,955
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,743

Total current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 309,698
Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 225,053
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,960

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 564,711

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 20,045
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,897
Deferred revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 247,911

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 297,853

Deferred rent ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68,238
Commitments (Note 6)
Shareholders' equity:

Series A convertible preferred stock, par value $1.00, 1,500,000 shares authorized; shares
issued and outstanding: 1,500,000 in 1999 and none in 1998 (liquidation preference of
$1,500,000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,500,000

Common stock, no par value, 100,000,000 shares authorized; shares issued and
outstanding: 12,310,449 in 1999 and 1998.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,593,621

Notes receivable from shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (28,000)
Deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (253,329)
Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,613,672)

Total shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 198,620

Total liabilities and shareholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 564,711

See notes to Ñnancial statements.
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Three months Three months
ended ended

March 31, March 31,
2000 1999

Revenues:
License ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 30,893 $ 30,244
ServiceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,559 9,960

Total revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64,452 40,204
Costs and expenses:

License cost of revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,217 3,950
Service cost of revenues (exclusive of deferred stock compensation

expense of $823 at March 31, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,657 5,577
Sales and marketing (exclusive of deferred stock compensation expense of

$5,141 at March 31, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 110,047 83,919
Research and development (exclusive of deferred stock compensation of

$10,795 at March 31, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 230,909 145,586
General and administrative (exclusive of deferred stock compensation of

$514 at March 31, 2000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 199,873 84,970
Amortization of deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,273 Ì

Total costs and expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 565,976 324,002
Loss from operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (501,524) (283,798)
Other income (expense):

Interest income and other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,962 2,699
Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (361,811)

Total other income (expense), netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,962 (359,112)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(494,562) $(642,910)

See notes to Ñnancial statements.
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Three months Three months
ended ended

March 31, March 31,
2000 1999

Cash Öows from operating activities:
Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(494,562) $(642,910)
Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,824 11,253
Noncash interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 361,811
Amortization of deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,273 Ì
Changes in assets and liabilities:

Accounts receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,326 13,000
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (22,063) (10,376)
Accounts payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,235) (12,646)
Accrued liabilities and deferred rent ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,378 8,488
Deferred revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16,475) Ì

Net cash used in operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (457,534) (271,380)

Cash Öows from investing activities:
Purchases of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (48,605) (899)
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,389 (621)

Net cash used in investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (24,216) (1,520)

Cash Öows from Ñnancing activities:
Proceeds from note payable to shareholdersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 423,774
Sale of common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,500 Ì
Proceeds from exercise of common stock warrants ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,500 Ì

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,000 423,774

Net increase (decrease) in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (462,750) 150,874
Cash and cash equivalents Ì beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 713,705 234,548

Cash and cash equivalents Ì end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 250,955 $ 385,422

See notes to Ñnancial statements.
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1. Basis of Presentation

The Ñnancial statements at March 31, 2000, for the three months ended March 31, 2000 and 1999
are unaudited, but include all adjustments (consisting only of normal recurring adjustments) that the
Company considers necessary for a fair presentation of Ñnancial position and operating results. Operating
results for the three month period ended March 31, 2000 and 1999 are not necessarily indicative of results
that may be expected for any future periods.

The accompanying unaudited interim Ñnancial statements have been prepared with the assumption
that users of the interim Ñnancial information have read TransLink Software, Inc. audited Ñnancial
statements for the years ended December 31, 1999 and 1998. Accordingly, footnote disclosures which
would substantially duplicate the disclosures contained in these audited Ñnancial statements have been
omitted from these unaudited interim Ñnancial statements. While management believes the disclosures
presented are adequate to make these Ñnancial statements not misleading, these Ñnancial statements
should be read in conjunction with TransLink's audited Ñnancial statements and related notes.

The preparation of Ñnancial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that aÅect the amounts reported in the Ñnancial
statements. Actual results may diÅer from those estimates.

2. Acquisition by Active Software, Inc.

In April 2000, the Company was acquired by Active Software, Inc. (Active), a developer of software
products for businesses that allow users to integrate incompatible software applications across their
extended enterprise of customers, suppliers and partners. Active issued 796,363 shares of common stock,
options to purchase 43,041 shares of common stock, and paid approximately $4.5 million in cash in
exchange for all capital stock of the Company, net liabilities assumed of approximately $345,000 and other
costs of approximately $248,000.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Premier Software Technologies, Inc.:

We have audited the accompanying balance sheet of Premier Software Technologies, Inc. (the
""Company'') as of December 31, 1999 and the related statements of operations, shareholders' deÑciency
and comprehensive loss, and cash Öows for the year then ended. These Ñnancial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these Ñnancial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, such Ñnancial statements present fairly, in all material respects, the Ñnancial position
of the Company at December 31, 1999, and the results of its operations and its cash Öows for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
March 31, 2000
(April 25, 2000 as to Note 8 and the third paragraph of Note 6)
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PREMIER SOFTWARE TECHNOLOGIES, INC.

BALANCE SHEET

December 31,
1999

ASSETS
Current assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 131,371
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 274,484
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,069

Total current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 439,924
Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,084
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,778

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 455,786

LIABILITIES AND SHAREHOLDERS' DEFICIENCY
Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 33,014
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 176,488
Deferred revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 84,586
Deferred tax liabilityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,969

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 296,057

Stock compensation liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,636,592
Shareholders' deÑciency:

Common stock, no par value, 10,000,000 shares authorized; 53,354 shares issued and
outstandingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200

Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,477,063)

Total shareholders' deÑciency ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,476,863)

Total liabilities and shareholders' deÑciency ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 455,786

See notes to Ñnancial statements.

F-76



PREMIER SOFTWARE TECHNOLOGIES, INC.

STATEMENT OF OPERATIONS

Year Ended
December 31, 1999

Revenues:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 128,750
Service ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,380,931

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,509,681

Cost of revenues:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,210
Service (exclusive of deferred stock compensation expense of $859,130 at

December 31, 1999)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 646,109

Total cost of revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 755,319

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 754,362

Operating expenses:
Research and development (exclusive of deferred stock compensation expense of

$418,957 at December 31, 1999) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103,802
Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 349,310
General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 243,352
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,278,087

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,974,551

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,220,189)
Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,360

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,210,829)
Income tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,292

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,236,121)

See notes to Ñnancial statements.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

STATEMENT OF SHAREHOLDERS' DEFICIENCY

Year Ended December 31, 1999

Total
Common Stock Accumulated Shareholders'

Shares Amount DeÑcit DeÑciency

BALANCES, January 1, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60,001 $ Ì $(1,146,148) $(1,146,148)
Stock repurchase (Note 4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,667) Ì (94,794) (94,794)
Issuance of common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 200 Ì 200
Components of comprehensive loss Ì net loss ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (1,236,121) (1,236,121)

BALANCES, December 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,354 $200 $(2,477,063) $(2,476,863)

See notes to Ñnancial statements.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

STATEMENT OF CASH FLOWS

Year Ended
December 31, 1999

Cash Öows from operating activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(1,236,121)
Adjustments to reconcile net income to net cash provided by operating activities:

Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,223
Depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,721
Stock compensation expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,278,087
Change in assets and liabilities:

Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (148,304)
Prepaid expenses and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (31,112)
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,014
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48,738
Deferred revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,778

Net cash provided by operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,024

Cash Öows from investing activities:
Purchase of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,615)

Net cash used in investing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,615)

Cash Öows from Ñnancing activities:
Issuance of common stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200
Repurchase of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94,794)

Net cash used in Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94,594)

Net decrease in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94,185)
Cash and cash equivalents Ì beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 225,556

Cash and cash equivalents Ì end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 131,371

Supplemental cash Öows information Ì
Cash paid for income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 41,306

See notes to Ñnancial statements.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

NOTES TO FINANCIAL STATEMENTS
Year Ended December 31, 1999

1. Summary of SigniÑcant Accounting Policies

Organization Ì Premier Software Technologies, Inc. was incorporated in November 1994 in
Wisconsin. Thomas Dayton, Inc. was incorporated in July 1999 in California, by the shareholders of the
Premier Software. In September 1999, the two companies entered into an Agreement of Merger and Plan
of Reorganization. The merged company changed its name to Premier Software Technologies, Inc. (the
Company).

The Company is a developer of business oriented web applications with web development services in
marketing, corporate collaboration, e-commerce, business-to-business, infrastructure and education.

Cash Equivalents Ì The Company considers all highly liquid debt instruments purchased with a
remaining maturity of three months or less to be cash equivalents.

Concentration of Credit Risk Ì Financial instruments which potentially subject the Company to
concentrations of credit risk consist primarily of cash equivalents and accounts receivable. The Company's
cash equivalents consist of checking and money market accounts with Ñnancial institutions. The Company
sells its products primarily to companies in the United States. The Company does not require collateral or
other security to support accounts receivable. To reduce credit risk, management performs ongoing
evaluations of its customers' Ñnancial condition. During the year ended December 31, 1999, one customer
accounted for 91% of the Company's total revenue and 96% of total accounts receivable at December 31,
1999.

Property and Equipment Ì Property and equipment are stated at cost and depreciated using the
straight-line method over estimated useful lives of approximately three to seven years.

Software Development Costs Ì Costs for the development of new software products and substantial
enhancements to existing software products are expensed as incurred until technological feasibility has
been established, at which time any additional development costs would be capitalized in accordance with
Statement of Financial Accounting Standards (SFAS) No. 86, Computer Software To Be Sold, Leased,
or Otherwise Marketed. Because the Company believes its current process for developing software is
essentially completed concurrently with the establishment of technological feasibility, no costs have been
capitalized to date.

Income Taxes Ì The Company accounts for income taxes under an asset and liability approach.
Deferred income taxes reÖect the impact of temporary diÅerences between assets and liabilities recognized
for Ñnancial reporting purposes and such amounts recognized for income tax reporting purposes, net
operating loss carryforwards and other tax credits measured by applying currently enacted tax laws.
Valuation allowances are provided when necessary to reduce deferred tax assets to an amount that is more
likely than not to be realized.

Certain SigniÑcant Risks and Uncertainties Ì The Company operates in the software industry, and
accordingly, can be aÅected by a variety of factors. For example, management of the Company believes
that changes in any of the following areas could have a signiÑcant negative eÅect on the Company in
terms of its future Ñnancial position, results of operations or cash Öows; ability to obtain additional
Ñnancing; fundamental changes in the technology underlying software products; market acceptance of the
Company's products under development; development of sales channels; loss of signiÑcant customers;
adverse changes in international market conditions; litigation or other claims against the Company; the
hiring, training and retention of key employees; successful and timely completion of product development
eÅorts; and new product introductions by competitors.

Financial Statement Estimates Ì The preparation of Ñnancial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that aÅect the
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PREMIER SOFTWARE TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

1. Summary of SigniÑcant Accounting Policies Ì (Continued)

reported amounts of assets, liabilities, and disclosures of contingent assets and liabilities at the date of the
Ñnancial statements and reported amounts of revenues and expenses during the reporting period. Actual
results could diÅer from those estimates.

Revenue Recognition Ì The Company's revenue recognition policy is consistent with Statement of
Position 97-2, as amended. License revenues are comprised of fees for the Company's software products.
Revenue from license fees is recognized when an agreement has been signed, delivery of the product has
occurred, no signiÑcant Company obligations remain, the fee is Ñxed or determinable and collectibility is
probable. For electronic delivery, the software is considered to have been delivered when the Company has
provided the customer with the access codes that allow for immediate possession of the software. If the fee
due from the customer is not Ñxed or determinable, revenue is recognized as payments become due from
the customer. If collectibility is not considered probable, revenue is recognized when the fee is collected.
Revenue on arrangements with customers who are not ultimate users (primarily resellers) is not
recognized until the product is delivered to the end user.

Service revenues are comprised of revenue from support arrangements and consulting fees. Support
arrangements provide technical support and the right to unspeciÑed upgrades on an if-and-when-available
basis. Revenue from support arrangements is recognized on a straight-line basis as service revenue over the
life of the related agreement, which is typically one year. Consulting revenue is recognized when provided
to the customer. Customer advances and billed amounts due from customers in excess of revenue
recognized are recorded as deferred revenue.

Research and Development Ì Research and development expenses are charged to operations as
incurred. Such expenses include costs associated with the design and development of new products and
costs related to the Company's internally developed software systems. To date, these costs, which meet the
capitalization criteria of SOP 98-1, Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use, have not been signiÑcant.

Stock-Based Compensation Ì The Company accounts for stock-based awards (Stock Appreciation
Rights) to employees using the intrinsic value method in accordance with Accounting Principles Board
(APB) Opinion No. 25, Accounting for Stock Issued to Employees.

Comprehensive Loss Ì SFAS No. 130, Reporting Comprehensive Income requires that an enterprise
report, by major components and as a single total, the change in its net assets during the period from
nonowner sources. For the year ended December 31, 1999, comprehensive loss was equal to net loss.

Recently Issued Accounting Standard Ì In June 1998, the Financial Accounting Standards Board
issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. This statement
requires companies to record derivatives on the balance sheet as assets or liabilities, measured at fair value.
Gains or losses resulting from changes in the values of those derivatives would be accounted for depending
on the use of the derivative and whether it qualiÑes for hedge accounting. SFAS No. 133 will be eÅective
for the Company's Ñscal year ending December 31, 2001. The Company believes that this statement will
not have a signiÑcant impact on the Company's Ñnancial position, results of operations or cash Öows.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

2. Property and Equipment

Property and equipment at December 31, 1999 consist of:

Furniture and Ñxtures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,200
Computers and software ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,966

29,166
Accumulated depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15,082)

Property and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 14,084

3. Accrued Liabilities

Accrued liabilities at December 31, 1999 consist of:

Accrued payroll and related beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $162,817
Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,671

$176,488

4. Related Party Transactions

The Company has transactions with related parties in the ordinary course of business. Related party
transactions were as follows:

‚ In April 1999, the Company repurchased 6,667 shares from a shareholder and oÇcer for $94,794.

‚ During the year ended December 31, 1999, the Company paid $36,000 for administrative services
and $24,000 for marketing services to related parties of a shareholder.

‚ During the year ended December 31, 1999, the Company sold software products with maintenance
service for a period of one year, totaling to $75,225 to Active Software, Inc. (Note 8). At
December 31, 1999, the Company established a deferred revenue of $6,633 for the remaining
service period.

5. Income Taxes

The provision for income taxes for the years ended December 31, 1999 consists of the following:

Currently payable:
FederalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 4,046
State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,023

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,069

Deferred:
FederalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,820
State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,403

Total deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,223

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $25,292
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PREMIER SOFTWARE TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

5. Income Taxes Ì (Continued)

SigniÑcant components of the Company's net deferred tax assets for federal and state income taxes at
December 31, 1999 consist of:

Deferred tax asset Ì basis diÅerence in Ñxed assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,778
Deferred tax liability Ì accrual to cash adjustmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,969)

Net deferred tax liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (191)

For all periods presented, the Company's eÅective rate diÅers from the expected tax expense at the
federal statutory rate due primarily to state taxes oÅset by a valuation allowance against deferred tax
assets.

6. Stock Compensation

The Company, since 1996, has oÅered a compensatory equity participation plan to employees which,
at December 31, 1999, represented approximately 25% of the outstanding common stock of the Company.

In connection with these arrangements, the Company recognized $1,278,087 in compensation expense
in 1999. As of December 31, 1999, the stock compensation liability is $2,636,592, which is the estimated
value of such rights, and is subject to adjustment based upon the future value of the Company's common
stock.

Subsequent to year end, concurrent with the sale of the Company (see Note 8), the employees signed
a Settlement and Release Agreement which released the Company and its shareholders from the
compensatory equity participation arrangement in exchange for a future cash payment from the
shareholders.

7. Employee BeneÑt Plan

The Company participates in a Savings Incentive Match Plan, whereby the Company matches the
lesser of 3% of compensation or $6,000 for each employee. In 1999, the Company contributed $17,960.

8. Subsequent Events

In April 2000, the Company was acquired by Active Software, Inc. (Active), a developer of software
products for businesses that allow users to integrate incompatible software applications across their
extended enterprise of customers, suppliers and partners. Active issued 121,308 shares of common stock
and paid $500,000 in cash in exchange for all capital stock of the Company.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

CONDENSED BALANCE SHEET

(unaudited)

March 31,
2000

ASSETS
Current assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,166
Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302,725
Prepaid expenses and other current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,920

Total current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 352,811
Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,393

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 375,204

LIABILITIES AND SHAREHOLDERS' DEFICIENCY
Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 21,621
Accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,919
Deferred revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 91,614
Income taxes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,830

Total current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 150,984

Stock compensation liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,767,549
Commitments (Note 6)
Shareholders' deÑciency:

Common stock, no par value, 10,000,000 shares authorized; 53,354 shares issued and
outstandingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200

Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,543,529)

Total shareholders' deÑciency ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,543,329)

Total liabilities and shareholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 375,204

See notes to Ñnancial statements.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

CONDENSED STATEMENTS OF OPERATIONS

(unaudited)

Three months Three months
ended ended

March 31, March 31,
2000 1999

Revenues:
LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 43,300 $ Ì
Service ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 399,382 275,363

Total revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 442,682 275,363
Costs of revenues:

LicenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,189 24,327
Service (exclusive of deferred stock compensation expense of $115,363 and

$198,797, respectively)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 166,685 126,021

Total cost of revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 193,874 150,348
Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 248,808 125,015
Operating expenses:

Research and development (exclusive of deferred stock compensation
expense of $15,594 and $104,739, respectively) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,670 25,634

Sales and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87,837 51,384
General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,925 53,944
Amortization of deferred stock compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 130,957 303,536

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 288,389 434,498
Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (39,581) (309,483)
Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 754 2,074

Loss before income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (38,827) (307,409)

Income tax provision ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (27,639) (4,806)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(66,466) $(312,215)

See notes to Ñnancial statements.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

CONDENSED STATEMENTS OF CASH FLOWS

(unaudited)

Three months Three months
ended ended

March 31, March 31,
2000 1999

Cash Öows from operating activities:
Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(66,466) $(312,215)
Adjustments to reconcile net loss to net cash provided by (used in)

operating activities:
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,182 1,680
Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,639 4,806
Stock compensation expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 130,957 303,536
Changes in assets and liabilities:

Accounts receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (28,241) (69,832)
Prepaid expenses and other current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,851) 739
Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,393) 71,605
Accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (166,569) 8,634
Deferred revenuesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,028 (1,079)

Net cash provided by (used in) operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (112,714) 7,874

Cash Öows from investing activities:
Purchases of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,491) Ì

Net increase (decrease) in cash and equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (123,205) 7,874
Cash and cash equivalents Ì beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 131,371 225,787

Cash and cash equivalents Ì end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,166 $ 233,661

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION Ì
Cash paid for income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 14,300 $ 13,395

See notes to Ñnancial statements.
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PREMIER SOFTWARE TECHNOLOGIES, INC.

NOTES TO UNAUDITED CONDENSED FINANCIAL STATEMENTS

1. Basis of Presentation

The Ñnancial statements at March 31, 2000, for the three months ended March 31, 2000 and 1999
are unaudited, but include all adjustments (consisting only of normal recurring adjustments) that the
Company considers necessary for a fair presentation of Ñnancial position and operating results. Operating
results for the three month period ended March 31, 2000 and 1999 are not necessarily indicative of results
that may be expected for any future periods.

The accompanying unaudited interim Ñnancial statements have been prepared with the assumption
that users of the interim Ñnancial information have read Premier Software Technologies, Inc. audited
Ñnancial statements for the year ended December 31, 1999. Accordingly, footnote disclosures which would
substantially duplicate the disclosures contained in these audited Ñnancial statements have been omitted
from these unaudited interim Ñnancial statements. While management believes the disclosures presented
are adequate to make these Ñnancial statements not misleading, these Ñnancial statements should be read
in conjunction with Premier's audited Ñnancial statements and related notes.

The preparation of Ñnancial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that aÅect the amounts reported in the Ñnancial
statements. Actual results may diÅer from those estimates.

2. Acquisition by Active Software, Inc.

In February 2000, the Company was acquired by Active Software, Inc. (Active), a developer of
software products for businesses that allow users to integrate incompatible software applications across
their extended enterprise of customers, suppliers and partners. Active issued 121,308 shares of common
stock, options to purchase 11,548 shares of common stock, and paid $500,000 in cash in exchange for all
capital stock of the Company, net liabilities assumed of approximately $296,000 and other costs of
approximately $166,000.
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AGREEMENT AND PLAN OF MERGER

THIS AGREEMENT AND PLAN OF MERGER, dated as of May 20, 2000 (the ""Agreement''),
among WEBMETHODS, INC., a Delaware corporation (""Parent''), WOLF ACQUISITION, INC., a
Delaware corporation and a wholly owned subsidiary of Parent (""Merger Sub''), and ACTIVE
SOFTWARE, INC., a Delaware corporation (the ""Company'').

WHEREAS, the Boards of Directors of Parent, Merger Sub and the Company have each approved
the merger (the ""Merger'') of Merger Sub with and into the Company, in accordance with the General
Corporation Law of the State of Delaware (the ""DGCL'') and subject to the conditions set forth herein,
which Merger will result in, among other things, the Company becoming a wholly owned subsidiary of
Parent and have approved and declared this Agreement advisable and in the best interests of their
respective stockholders;

WHEREAS, as a condition to the willingness of, and an inducement to, Parent and Merger Sub to
enter into this Agreement, contemporaneously with the execution and delivery of this Agreement, certain
holders of Company Common Stock (as deÑned herein), are entering into a Stockholders' Agreement and
Irrevocable Proxy dated as of the date hereof (the ""Company Stockholders' Agreement'') in the form of
Exhibit A attached hereto, providing for certain actions relating to the transactions contemplated by this
Agreement;

WHEREAS, as a condition to the willingness of, and an inducement to, Company to enter into this
Agreement, contemporaneously with the execution and delivery of this Agreement, certain holders of
Parent Common Stock (as deÑned herein), are entering into a Voting Agreement dated as of the date
hereof (the ""Parent Voting Agreement'') in the form of Exhibit B attached hereto, providing for certain
actions relating to the transactions contemplated by this Agreement;

WHEREAS, as a condition to the willingness of, and an inducement to, Parent and the Company to
enter into this Agreement, contemporaneously with the execution and delivery of this Agreement, the
Company and Parent are entering into a Strategic Relationship Agreement dated as of the date hereof
(the ""Strategic Relationship Agreement'') in the form of Exhibit C attached hereto in order to initiate a
strategic relationship between the Company and Parent in the event that the Merger could be delayed or
not consummated;

WHEREAS, for federal income tax purposes, it is intended that the Merger shall qualify as a tax-free
reorganization within the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the Internal Revenue
Code of 1986, as amended (the ""Code''); and

WHEREAS, for accounting purposes, it is intended that the Merger shall qualify for ""pooling of
interests'' treatment.

NOW, THEREFORE, in consideration of the foregoing and the mutual representations, warranties,
covenants and agreements herein contained, and intending to be legally bound hereby, Parent, Merger Sub
and the Company hereby agree as follows:

ARTICLE I

THE MERGER

1.1 The Merger. At the EÅective Time (as deÑned in Section 1.2) and subject to and upon the
terms and conditions of this Agreement and the DGCL, (a) Merger Sub shall merge with and into the
Company, and the separate corporate existence of Merger Sub shall thereupon cease, (b) the Company
shall be the surviving corporation in the Merger (sometimes hereinafter referred to as the ""Surviving
Corporation'') and shall continue to be governed by Delaware law as a wholly owned subsidiary of Parent
and (c) the separate corporate existence of the Company with all of its assets, property rights, privileges,
immunities, powers and franchises shall continue unaÅected by the Merger, except as set forth in this
Article I.
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1.2 EÅective Time. As promptly as practicable after the satisfaction or, to the extent permitted
hereunder, waiver of the conditions set forth in Article VI, the parties hereto shall cause the Merger to be
consummated by (i) executing and Ñling on the Closing Date (as hereinafter deÑned) a certiÑcate of
merger (the ""CertiÑcate of Merger'') with the Secretary of State of the State of Delaware, in such form
as required by and executed in accordance with the relevant provisions of the DGCL and (ii) making such
other Ñlings and taking such other actions as may be required by Law to make the Merger eÅective
hereinafter. The Merger shall become eÅective at such date and time as the CertiÑcate of Merger is duly
Ñled with the Delaware Secretary of State or at such later date and time as may be speciÑed in the
CertiÑcate of Merger by mutual agreement of Parent, Merger Sub and the Company (the date and time
the merger becomes eÅective being the ""EÅective Time'').

1.3 EÅect of the Merger. At the EÅective Time, the eÅect of the Merger shall be as provided in this
Agreement and in the applicable provisions of the DGCL. Without limiting the generality of the foregoing,
and subject thereto, at the EÅective Time, all the assets, property, rights, privileges, immunities, powers
and franchises of the Company and Merger Sub shall vest in the Surviving Corporation, and all debts,
liabilities and duties of the Company and Merger Sub shall become the debts, liabilities and duties of the
Surviving Corporation.

1.4 CertiÑcation of Incorporation; Bylaws. At the EÅective Time and without any further action on
the part of the parties hereto, (a) the CertiÑcate of Incorporation of the Surviving Corporation shall be
amended to read in its entirety as set forth in Exhibit D attached hereto until thereafter amended as
provided by the DGCL and (b) the Bylaws of Merger Sub shall be the Bylaws of the Surviving
Corporation until thereafter amended as provided by the DGCL.

1.5 Directors and OÇcers. The directors of Merger Sub immediately prior to the EÅective Time
shall be the initial directors of the Surviving Corporation, each to hold oÇce in accordance with the
CertiÑcate of Incorporation and the Bylaws of the Surviving Corporation until their respective successors
are duly elected or appointed and qualiÑed or until their earlier death, resignation or removal in
accordance with the Surviving Corporation's CertiÑcate of Incorporation and Bylaws. The oÇcers of the
Company immediately prior to the EÅective Time shall be the initial oÇcers of the Surviving Corporation.

1.6 Conversion of Company Common Stock, Etc. At the EÅective Time, by virtue of the Merger
and without any action on the part of the parties hereto or the holders of the following securities:

(a) Subject to the provisions of this Article I, each share of Common Stock, par value $.001 per
share, of the Company (the ""Company Common Stock'') issued and outstanding immediately prior to the
EÅective Time (other than any shares of the Company Common Stock to be canceled pursuant to
Section 1.6(c) and subject to Section 1.8) will be converted automatically into the right to receive 0.527
fully paid and nonassessable shares (the ""Exchange Ratio'') of the Common Stock, par value $0.01 per
share (the ""Parent Common Stock''), of Parent (the ""Merger Consideration'').

(b) Each share of the Company Common Stock issued and outstanding immediately prior to the
EÅective Time shall automatically cease to be outstanding and shall be canceled and retired and shall
cease to exist, and each holder of a certiÑcate representing any such Company Common Stock shall cease
to have any rights with respect thereto, except the right to receive the Merger Consideration and any cash
in lieu of fractional shares of Parent Common Stock to be issued or paid in consideration therefor upon
surrender of such certiÑcate in accordance with Section 1.10 hereof, without interest.

(c) Each share of Company Common Stock, if any, owned by Parent or Merger Sub, in each case
immediately prior to the EÅective Time, shall be canceled and extinguished without any conversion thereof
and no payment or distribution shall be made with respect thereto.

(d) Each share of Common Stock, par value $0.01 per share, of Merger Sub (the ""Merger Sub
Common Stock'') issued and outstanding immediately prior to the EÅective Time shall be automatically
converted into one validly issued, fully paid and nonassessable share of common stock of the Surviving
Corporation and shall thereafter constitute all of the issued and outstanding capital stock of the Surviving
Corporation. Each stock certiÑcate of Merger Sub evidencing ownership of any shares of Merger Sub
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Common Stock shall continue to evidence ownership of such shares of capital stock of the Surviving
Corporation.

1.7 Stock Options and Warrants.

(a) The Company and Parent shall take all requisite action such that, at the EÅective Time, all
options to purchase Company Common Stock then outstanding under the Company's 1996 Stock Plan
(the ""1996 Plan''), the Company's 1996A Stock Plan (the ""1996A Plan''), the Company's 1999 Stock
Plan (the ""1999 Stock Plan''), the TransLink Stock Option Plan (the ""TransLink Plan''), the Alier 1996
Stock Option Plan (the ""Alier 1996 Plan''), the Alier 1997 Stock Option Plan (the ""Alier 1997 Plan''),
and the Company's 1999 Director's Stock Option Plan (the ""1999 Director's Plan'', together with the 1996
Plan, 1996A Plan, the 1999 Plan, the TransLink Plan, the Alier 1996 Plan and the Alier 1997 Plan, the
""Option Plans'') by virtue of the Merger and, shall be assumed by Parent in accordance with Section 5.6,
without any action on the part of the holder thereof.

(b) The Company and its Board of Directors shall promptly take all actions necessary to ensure that
following the EÅective Time no holder of any options or other rights pursuant to, nor any participant in or
party to, the Option Plans or any other Employee Plan (as deÑned herein) or other plan, program,
arrangement, agreement or other commitment providing for the issuance or grant of any interest in respect
of the capital stock of the Company or any Subsidiary of the Company will have any rights thereunder to
acquire equity securities, or any right to payment in respect of the equity securities, of Parent, the
Company, or the Surviving Corporation or any of their Subsidiaries, except as provided herein.

1.8 Adjustments to Exchange Ratio. Without limiting any other provision of this Agreement, the
Exchange Ratio shall be adjusted to reÖect fully the eÅect of any stock split, reverse split, stock dividend
(including any dividend or distribution of securities convertible into Parent Common Stock or Company
Common Stock), reorganization, recapitalization or other like change with respect to Parent Common
Stock or Company Common Stock occurring after the date hereof and prior to the EÅective Time.

1.9 Fractional Shares. No certiÑcates or scrip representing fractional shares of Parent Common
Stock shall be issued in connection with the Merger, and such fractional interests will not entitle the
owner thereof to any rights of a stockholder of Parent. In lieu of the issuance of fractional shares, each
holder of shares of Company Common Stock exchanged pursuant to Section 1.6 who would otherwise be
entitled to a fraction of a share of Parent Common Stock (after aggregating all fractional shares of Parent
Common Stock to have been otherwise received by such holder) shall receive from Parent an amount of
cash (rounded down to the nearest whole cent and without interest) equal to the product of such
fractional part of a share of Parent Common Stock multiplied by the average closing price per share of
Parent Common Stock (rounded to the nearest cent) on the Nasdaq National Market (""NASDAQ'') (as
reported in The Wall Street Journal, or, if not reported therein, any other authoritative source selected by
Parent) for the 20 trading days ending on the third trading day immediately prior to (and excluding the
date of) the EÅective Time.

1.10 Surrender of CertiÑcates.

(a) Exchange Agent. Prior to the EÅective Time, Parent shall designate a bank or trust company
reasonably acceptable to the Company to act as the Exchange Agent in the Merger.

(b) Parent to Provide Common Stock. When and as needed, Parent shall make available to the
Exchange Agent for exchange in accordance with this Article I, through such reasonable procedures as
Parent may adopt, suÇcient shares of Parent Common Stock to be exchanged pursuant to Section 1.6.

(c) Exchange Procedures. Promptly after the EÅective Time, the Surviving Corporation shall cause
to be mailed to each holder of record of a certiÑcate or certiÑcates (the ""CertiÑcates'') that immediately
prior to the EÅective Time represented outstanding shares of Company Common Stock to be exchanged
pursuant to Section 1.6, a letter of transmittal (which shall specify that delivery shall be eÅected, and risk
of loss and title to the CertiÑcates shall pass, only upon delivery of the CertiÑcates to the Exchange Agent
and shall be in such form and have such other provisions as Parent may reasonably specify) and
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instructions for use in eÅecting the surrender of the CertiÑcates in exchange for certiÑcates representing
shares of Parent Common Stock. Upon surrender of a CertiÑcate to the Exchange Agent, together with
such letter of transmittal, duly completed and validly executed in accordance with the instructions thereto,
and such other documents as may be required pursuant to such instructions, the holder of such CertiÑcate
shall be entitled to receive in exchange therefor a certiÑcate representing the number of whole shares of
Parent Common Stock and payment in lieu of fractional shares which such holder has the right to receive
pursuant to Sections 1.6 and 1.9, after giving eÅect to any required Tax (as deÑned herein) withholdings,
and the CertiÑcate so surrendered shall forthwith be canceled. At any time following the Ñrst anniversary
of the EÅective Time, all or any number of shares of Parent Common Stock (and any or all cash payable
in lieu of fractional shares of Parent Common Stock) deposited with or made available to the Exchange
Agent pursuant to Section 1.10(b), which remain undistributed to the holders of the CertiÑcates
representing shares of Company Common Stock, shall be delivered to Parent upon demand, and thereafter
such holders of unexchanged shares of Company Common Stock shall be entitled to look only to Parent
(subject to abandoned property, escheat or other similar Laws) only as general creditors thereof with
respect to the shares of Parent Common Stock for payment upon due surrender of their CertiÑcates.

(d) Distributions With Respect to Unexchanged Shares. No dividends or other distributions declared
or made after the EÅective Time with respect to shares of Parent Common Stock with a record date after
the EÅective Time will be paid to the holder of any unsurrendered CertiÑcate with respect to the whole
shares of Parent Common Stock represented thereby and no cash payment in lieu of fractional shares of
Parent Common Stock shall be paid to any such holder pursuant to Section 1.9 until the holder of record
of such CertiÑcate shall surrender such CertiÑcate pursuant to Section 1.10(c). Subject to the eÅect of
applicable Laws, following surrender of any such CertiÑcate, there shall be paid to the record holder of the
certiÑcates representing whole shares of Parent Common Stock issued in exchange therefor, without
interest, at the time of such surrender, the amount of any cash payable in lieu of fractional shares of
Parent Common Stock to which the holder is entitled pursuant to Section 1.9 and the amount of dividends
or other distributions with a record date after the EÅective Time and payable between the EÅective Time
and the time of such surrender with respect to such whole shares of Parent Common Stock.

(e) Transfers of Ownership. If any certiÑcate for shares of Parent Common Stock is to be issued in
a name other than the name in which the CertiÑcate surrendered in exchange therefor is registered, it will
be a condition of the issuance thereof that (i) the CertiÑcate so surrendered will be properly endorsed and
otherwise in proper form for transfer and accompanied by all other documents required to evidence and
eÅect such transfer and (ii) either (x) that the Person requesting such exchange will have paid any
transfer or other Taxes required by reason of the issuance of a certiÑcate for shares of Parent Common
Stock in a name other than the name of the registered holder of the CertiÑcate surrendered or
(y) established to the satisfaction of Parent, or any agent designated by Parent, that such Tax has been
paid or is not applicable.

(f) No Liability. Notwithstanding anything to the contrary in this Agreement, none of the Exchange
Agent, Parent, the Merger Sub or the Surviving Corporation shall be liable to a holder of a CertiÑcate for
any Parent Common Stock (and any cash payable for fractional shares of Parent Common Stock or any
other amount due, if any) that was properly delivered to a public oÇcial pursuant to any applicable
abandoned property, escheat or similar Law.

(g) Withholding of Tax. Parent or the Exchange Agent will be entitled to deduct and withhold
from the consideration otherwise payable pursuant to this Agreement to any holder of Company Common
Stock such amounts as Parent (or any AÇliate thereof) or the Exchange Agent shall determine in good
faith they are required to deduct and withhold with respect to the making of such payment under the
Code, or any provision of federal, state, local or foreign Tax Law. To the extent that amounts are so
withheld by Parent or the Exchange Agent, such withheld amounts will be treated for all purposes of this
Agreement as having been paid to the holder of the Company Common Stock in respect of whom such
deduction and withholding were made by Parent.
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(h) AÇliates. Notwithstanding anything to the contrary herein, to the fullest extent permitted by
Law, no certiÑcates representing shares of Parent Common Stock or cash shall be delivered to a Person
who may be deemed an ""aÇliate'' of the Company in accordance with Section 5.8 hereof for purposes of
Rule 145 under the Securities Act of 1933, as amended (the ""Securities Act''), or for purposes of
qualifying the Merger for pooling of interests accounting treatment under Opinion No. 16 (Business
Combinations) of the Accounting Principles Board of the American Institute of CertiÑed Public
Accountants, the Financial Accounting Standards Board (""APB 16'') and applicable rules and regulations
(""Regulations'') of the Securities and Exchange Commission (the ""SEC'') until such Person has executed
and delivered a Company AÇliate Pooling Agreement (as deÑned in Section 5.11) to Parent.

(i) Unvested Shares. If any shares of Company Common Stock outstanding immediately prior to
the EÅective Time are unvested or are subject to a repurchase option, risk of forfeiture or other condition
under any applicable restricted stock purchase agreement or other agreement with the Company, then the
shares of Parent Common Stock issued in exchange for such shares of Company Common Stock shall also
be unvested to the same extent and in accordance with such agreement and subject to the same
repurchase option, risk of forfeiture or other condition, and the certiÑcates representing such shares of
Parent Common Stock may accordingly be marked with appropriate legends. The Company shall take all
action that may be necessary to ensure that, from and after the EÅective Time, Parent is entitled to
exercise any such repurchase option or other right set forth in any such restricted stock purchase
agreement or other agreement.

1.11 Further Ownership Rights in Company Common Stock. All shares of Parent Common Stock
issued upon the surrender for exchange of Company Common Stock in accordance with the terms of this
Article I (including any cash paid in respect thereof) shall be deemed to have been issued in full
satisfaction of all rights pertaining to such Company Common Stock. At the EÅective Time, the stock
transfer books of the Company shall be closed, and thereafter there shall be no further registration of
transfers of shares of Company Common Stock on the records of the Surviving Corporation. From and
after the EÅective Time, the holders of CertiÑcates evidencing ownership of shares of Company Common
Stock outstanding shall cease to have any rights with respect to such shares of Company Common Stock
except as otherwise provided for herein. If, after the EÅective Time, CertiÑcates are presented to the
Surviving Corporation for any reason, they shall be canceled and exchanged as provided in this Article I.

1.12 Closing. Unless this Agreement shall have been terminated and the transactions contemplated
by this Agreement abandoned pursuant to the provisions of Article VII, and subject to the provisions of
Article VI, the closing of the Merger (the ""Closing'') will take place at 10:00 a.m. (Eastern time) on a
date (the ""Closing Date'') to be mutually agreed upon by the parties, which date shall be not later than
the third Business Day after all the conditions set forth in Article VI shall have been satisÑed (or waived
in accordance with Section 7.5, to the extent the same may be waived), unless another time and/or date is
agreed by the parties hereto. The Closing shall take place at the oÇces of Shaw Pittman,
1676 International Drive, McLean, Virginia 22102 or such other place as the parties hereto otherwise
agree.

1.13 Lost, Stolen or Destroyed CertiÑcates. In the event any CertiÑcates evidencing Company
Common Stock shall have been lost, stolen or destroyed, the Exchange Agent shall issue in exchange for
such lost, stolen or destroyed CertiÑcates, upon the making of an aÇdavit of that fact by the holder
thereof, such shares of Parent Common Stock and cash for fractional shares, if any, as may be required
pursuant to Section 1.9; provided, however, that Parent may, in its discretion and as a condition precedent
to the issuance thereof, require the owner of such lost, stolen or destroyed certiÑcates to deliver a bond in
such sum as it may reasonably direct as indemnity against any claim that may be made against Parent or
the Exchange Agent with respect to the CertiÑcates alleged to have been lost, stolen or destroyed.

1.14 Tax Consequences. For federal income tax purposes, the parties intend that the Merger be
treated as a reorganization within the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the Code,
and that this Agreement shall be, and is hereby, adopted as a plan of reorganization for purposes of
Section 368 of the Code. Unless otherwise required by Law, the parties shall not take a position on any
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Tax Return (as deÑned herein) or in any proceeding relating to the Tax consequences of the Merger
inconsistent with this Section 1.14.

1.15 Accounting Consequences. For Ñnancial reporting purposes, the Merger is intended to be
accounted for as a ""pooling-of-interests'' transaction under APB 16 and the Regulations of the SEC.

1.16 Further Assurances. If at any time after the EÅective Time the Surviving Corporation shall
consider or be advised that any deeds, bills of sale, assignments or assurances or any other acts or things
are necessary, desirable or proper (a) to vest, perfect or conÑrm, of record of otherwise, in the Surviving
Corporation its right, title or interest in, to or under any of the rights, privileges, powers, franchises,
properties or assets of either the Company or Merger Sub or (b) otherwise to carry out the purposes of
this Agreement, the Surviving Corporation and its proper oÇcers and directors or their designees shall be
authorized to execute and deliver, in the name and on behalf of either the Company or Merger Sub, all
such deeds, bills of sale, assignments and assurances and do, in the name and on behalf of the Company
or Merger Sub, all such other acts and things necessary, desirable or proper to vest, perfect or conÑrm its
rights, title or interest in, to or under any of the rights, privileges, powers, franchises, properties or assets of
the Company or Merger Sub, as applicable, and otherwise to carry out the purposes of this Agreement.

ARTICLE II

REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company hereby represents and warrants to Parent and Merger Sub, subject to the exceptions
speciÑcally set forth in writing in the disclosure schedule delivered by the Company to Parent concurrently
herewith (the ""Company Disclosure Schedule'') (each Section of which qualiÑes the correspondingly
numbered representation, warranty or covenant to the extent speciÑed therein), as follows:

2.1 Organization and QualiÑcation; Subsidiaries.

(a) The Company is a corporation duly organized, validly existing and in good standing under
Delaware law. The Company has all the requisite corporate power and authority, and is in possession of all
franchises, grants, authorizations, licenses, permits, easements, consents, waivers, qualiÑcations, certiÑcates,
Orders (as deÑned herein) and approvals (collectively, ""Approvals'') necessary to own, lease and operate
its properties and to carry on its business as it is now being conducted, except where the failure to be so
qualiÑed, existing and in good standing or to have such power, authority and Approvals could not,
individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect. The Company
is duly qualiÑed or licensed as a foreign corporation to do business, and is in good standing, in each
jurisdiction where the character of the properties owned, leased or operated by it or the nature of its
activities makes such qualiÑcation or licensing necessary, except where the failure to be so qualiÑed could
not, individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect.

(b) Section 2.1(b) of the Company Disclosure Schedule sets forth, as of the date hereof, a true and
complete list of all of the Company's directly and indirectly owned Subsidiaries, together with the
jurisdiction of incorporation or organization of each Subsidiary. The Company owns one hundred percent
(100%) of the outstanding capital stock of each of its Subsidiaries.

(c) Each Subsidiary of the Company is a legal entity, duly organized, validly existing and in good
standing under the Laws of its respective jurisdiction of incorporation or organization and has all the
requisite power and authority, and is in possession of all Approvals necessary to own, lease and operate its
properties and to carry on its business as it is now being conducted, except where the failure to possess
such Approvals could not, individually or in the aggregate, reasonably be expected to have a Material
Adverse EÅect. Each Subsidiary is duly qualiÑed or licensed as a foreign corporation to do business, and is
in good standing, in each jurisdiction where the character of the properties owned, leased or operated by it
or the nature of its activities makes such qualiÑcation or licensing necessary, except where the failure to be
so qualiÑed could not, individually or in the aggregate, reasonably be expected to have a Material Adverse
EÅect.
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(d) Section 2.1(d) of the Company Disclosure Schedule sets forth a true and complete list of each
equity investment or similar investment interest made by the Company or any of its Subsidiaries in any
Person other than the Company's Subsidiaries (""Other Interests''). Except as described in Section 2.1(d)
of the Company Disclosure Schedule, the Other Interests are owned by the Company, by one or more of
the Company's Subsidiaries, or by the Company and one or more of its Subsidiaries, in each case free and
clear of all Liens.

2.2 CertiÑcate of Incorporation and Bylaws. The Company has heretofore furnished to Parent a true,
accurate and complete copy of each of its and each of its Subsidiaries' CertiÑcate of Incorporation and
Bylaws or equivalent organizational documents, as amended or restated to the date hereof. Such CertiÑcate
of Incorporation and Bylaws and equivalent organizational documents of the Company and each of its
Subsidiaries are in full force and eÅect, and no other organizational documents are applicable to or binding
upon the Company or its Subsidiaries.

2.3 Capitalization.

(a) The authorized capital of the Company consists of 105,000,000 shares, divided into 100,000,000
shares of Company Common Stock and 5,000,000 shares of preferred stock, par value $.001 per share (the
""Company Preferred Stock''). As of May 16, 2000, (i) 25,937,281 shares of Company Common Stock
were issued and outstanding; (ii) no shares of Company Preferred Stock were issued or outstanding;
(iii) no shares of Company Common Stock were held in the treasury of the Company; (iv) no shares of
Company Common Stock were held by any Subsidiary of the Company; (v) 4,177,869 shares of Company
Common Stock were duly reserved for future issuance pursuant to employee stock options granted
pursuant to the Option Plans (the ""Outstanding Employee Options''); (vi) 641,515 shares of Company
Common Stock were duly reserved for future issuance pursuant to the Company's 1999 Employee Stock
Purchase Plan (the ""Purchase Plan''); and (vii) 36,764 shares of Company Common Stock were reserved
for issuance upon exercise of the warrant to purchase the Company Common Stock dated October 28,
1998 held by Intel Corporation. None of the outstanding shares of Company Common Stock are subject
to, nor were they issued in violation of any, purchase option, call option, right of Ñrst refusal, preemptive
right, subscription right or any similar right created by the Company or to which the Company is or was a
party, nor does the Company have knowledge of any such right. Except as set forth above and in
Section 2.3(a) of the Company Disclosure Schedule, as of the date hereof, no shares of voting or non-
voting capital stock, other equity interests, or other voting securities of the Company were issued, reserved
for issuance or outstanding. Except as described in Section 2.3(a) of the Company Disclosure Schedule,
all outstanding options to purchase Company Common Stock were granted under Company's Option
Plans. In connection with the execution of this Agreement, the Company has provided to Parent a
complete list of all outstanding options and warrants to purchase Company Common Stock as of the date
hereof, the record holder thereof and the exercise prices thereof. All outstanding shares of capital stock of
the Company are, and all shares which may be issued upon the exercise of stock options and warrants will
be, when issued, duly authorized, validly issued, fully paid and nonassessable and not subject to any kind
of preemptive (or similar) rights. There are no bonds, debentures, notes or other indebtedness of the
Company with voting rights (or convertible into, or exchangeable for, securities with voting rights) on any
matters on which stockholders of the Company may vote.

(b) Section 2.3(b) of the Company Disclosure Schedule sets forth the number of authorized and
outstanding shares of capital stock, and ownership thereof, of each of the Company's Subsidiaries. All of
the outstanding shares of capital stock of each of the Company's Subsidiaries have been duly authorized,
validly issued, fully paid and nonassessable, are not subject to, and were not issued in violation of, any
preemptive (or similar) rights, and are owned, of record and beneÑcially, by the Company or one of its
direct or indirect Subsidiaries, free and clear of all Liens whatsoever. Except as set forth in Section 2.3(b)
of the Company Disclosure Schedule, there are no restrictions of any kind which prevent the payment of
dividends by any of the Company's Subsidiaries, and neither the Company nor any of its Subsidiaries is
subject to any obligation or requirement to provide funds for or to make any investment (in the form of a
loan or capital contribution) to or in any Person.
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(c) Except as described in Section 2.3(c) of the Company Disclosure Schedule, as of the date
hereof, there are no outstanding securities, options, warrants, calls, rights, convertible or exchangeable
securities, commitments, agreements, arrangements or undertakings of any kind (contingent or otherwise)
to which the Company or any of its Subsidiaries is a party or by which any of them is bound obligating
the Company or any of its Subsidiaries to issue, deliver or sell, or cause to be issued, delivered or sold,
additional shares of capital stock or other voting securities of the Company or of any of its Subsidiaries or
obligating the Company or any of its Subsidiaries to issue, grant, extend or enter into any such security,
option, warrant, call, right, commitment, agreement, arrangement or undertaking. There are no outstanding
contractual obligations of the Company or any of its Subsidiaries to repurchase, redeem or otherwise
acquire any shares of capital stock (or options or warrants to acquire any such shares) of the Company or
its Subsidiaries. Except as described in Section 2.3(c) of the Company Disclosure Schedule, as of the date
hereof, there are no stock-appreciation rights, stock-based performance units, ""phantom'' stock rights or
other agreements, arrangements or commitments of any character (contingent or otherwise) pursuant to
which any Person is or may be entitled to receive any payment or other value based on the revenues,
earnings or Ñnancial performance, stock price performance or other attribute of the Company or any of its
Subsidiaries or assets or calculated in accordance therewith (other than ordinary course payments or
commissions to sales representatives of the Company based upon revenues generated by them without
augmentation as a result of the transactions contemplated hereby) (collectively, ""Stock-Based Rights'') or
to cause the Company or any of its Subsidiaries to Ñle a registration statement under the Securities Act,
or which otherwise relate to the registration of any securities of the Company. Except as set forth in
Section 2.3(c) of the Company Disclosure Schedule or the Company Stockholders' Agreement, there are
no voting trusts, proxies or other agreements, commitments or understandings of any character to which
the Company or any of its Subsidiaries is a party or by which any of them is bound or, to the Knowledge
(as deÑned herein) of the Company, any of the Company's stockholders is a party or by which any of
them is bound, in each case, with respect to the issuance, holding, acquisition, voting or disposition of any
shares of capital stock of the Company or any of its Subsidiaries.

2.4 Authority; Enforceability. The Company has all necessary corporate power and authority to
execute and deliver this Agreement, each Related Agreement (as deÑned herein) to which it is a party
and each instrument required to be executed and delivered by it at the Closing, and to perform its
obligations hereunder and thereunder and to consummate the transactions contemplated hereby and
thereby. The execution and delivery by the Company of this Agreement and each Related Agreement to
which it is a party, the performance of its obligations hereunder and thereunder, and the consummation by
the Company of the transactions contemplated hereby and thereby, have been duly and validly authorized
by all corporate action and no other corporate proceedings on the part of the Company are necessary to
authorize this Agreement or any Related Agreement to which it is a party or to consummate the
transactions so contemplated (other than, with respect to the Merger, the adoption of this Agreement by
the aÇrmative vote of the holders of a majority of the outstanding Company Common Stock in
accordance with Delaware law and the Company's CertiÑcate of Incorporation and Bylaws) herein or
therein. Each of this Agreement and Related Agreements to which it is a party has been duly and validly
executed and delivered by the Company and, assuming the due authorization, execution and delivery
thereof by Parent and Merger Sub, constitutes a legal, valid and binding obligation of the Company
enforceable against the Company in accordance with its terms.

2.5 Required Vote. As of the date hereof and, except as permitted by Section 5.2(c), as of the
EÅective Time, the Board of Directors of the Company has, at a meeting duly called and held,
(i) unanimously approved and declared advisable this Agreement and each Related Agreement to which
the Company is a party, (ii) determined that the transactions contemplated hereby and thereby are
advisable, fair to and in the best interests of the holders of Company Common Stock, (iii) resolved to
recommend adoption of this Agreement by the stockholders of the Company and (iv) directed that this
Agreement be submitted to the stockholders of the Company for their adoption. The Board of Directors
has not withdrawn, rescinded or modiÑed and will not, except in accordance with Section 4.2 hereof,
withdraw, rescind or modify such approvals, determination, and resolutions to recommend. The aÇrmative
vote of a majority of all outstanding shares of Company Common Stock for the adoption of this
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Agreement is the only vote of the holders of any class or series of capital stock of the Company necessary
to adopt this Agreement or to approve or authorize the Merger, the Related Agreements and the other
transactions contemplated hereby and thereby. As of May 19, 2000, the holders of the Company Common
Stock that are parties to the Company Stockholders' Agreement own (beneÑcially and of record) and have
the right to vote, in the aggregate, approximately 5,991,884 shares of Company Common Stock.

2.6 No ConÖict; Required Filings and Consents.

(a) The execution and delivery by the Company of this Agreement, the Related Agreements to
which it is a party or any instrument required by this Agreement to be executed and delivered by the
Company or any of its Subsidiaries at the Closing do not, and the performance of this Agreement, the
Related Agreements to which it is a party or any instrument required by this Agreement to be executed
and delivered by the Company or any of its Subsidiaries at the Closing, shall not, (i) conÖict with or
violate the CertiÑcate of Incorporation or Bylaws or equivalent organizational documents of the Company
or any of its Subsidiaries, state securities laws or blue sky laws (ii) conÖict with or violate any Law or
Order in each case applicable to the Company or any of its Subsidiaries or by which its or any of their
respective properties or assets is bound or aÅected, or (iii) result in any breach or violation of or constitute
a default (or an event that with notice or lapse of time or both would become a default) under, or impair
the Company's or any of its Subsidiaries' rights or alter the rights or obligations of any third party under,
or give to others any rights of termination, amendment, acceleration or cancellation of, or result in the
creation of a Lien on any of the properties or assets of the Company or any of its Subsidiaries pursuant to,
any note, bond, mortgage, indenture, Contract, permit, franchise or other instrument or obligation to which
the Company or any of its Subsidiaries is a party or by which the Company or any of its Subsidiaries or
its or any of their respective properties or assets is bound or aÅected, except (A) as set forth in
Section 2.6(a) of the Company Disclosure Schedule or (B) in the case of clause (ii) or (iii) above, for
any such conÖicts, breaches, violations, defaults or other occurrences that could not, individually or in the
aggregate, reasonably be expected to have a Material Adverse EÅect.

(b) The execution and delivery by the Company of this Agreement, the Related Agreements to
which it is a party or any instrument required by this Agreement to be executed and delivered by the
Company or any of its Subsidiaries at the Closing do not, and the performance of this Agreement, any
Related Agreement to which it is a party and any instrument required by this Agreement to be executed
and delivered by the Company or any of its Subsidiaries at the Closing, shall not, require the Company or
any of its Subsidiaries to, except as set forth in Section 2.6(b) of the Company Disclosure Schedule,
obtain any Approval of, observe any waiting period imposed by, or make any Ñling with or notiÑcation to,
any Governmental Authority, domestic or foreign, except for (A) compliance with applicable requirements
of the Securities Act, the Securities Exchange Act of 1934, as amended (the ""Exchange Act''), state
securities laws (""Blue Sky Laws''), the pre-Merger notiÑcation requirements of the Hart-Scott-Rodino
Antitrust Improvements Act of 1976, as amended (the ""HSR Act''), or Foreign Competition Laws,
(B) the Ñling of the CertiÑcate of Merger in accordance with Delaware law or (C) where the failure to
obtain such Approvals, or to make such Ñlings or notiÑcations, could not, individually or in the aggregate,
reasonably be expected to have a Material Adverse EÅect.

2.7 Material Agreements.

(a) Section 2.7(a) of the Company Disclosure Schedule sets forth a true and complete list, and if
oral, an accurate and complete summary, of all Contracts material to the business, Ñnancial condition,
prospects or commercial relationships of the Company and its Subsidiaries, taken as a whole, to which the
Company or any of its Subsidiaries is a party or by which any of them or their properties or assets are
bound as of the date hereof and the following types of agreements (collectively, ""Material Agreements''):

(i) employment Contracts with oÇcers of the Company and other Contracts with current or
former oÇcers, directors or stockholders of the Company, and all severance, change in control (except
pursuant to the Option Plans) or similar Contracts with any current or former stockholders, directors,
oÇcers, employees or agents of the Company that will result in any obligation (absolute or
contingent) of the Company or any of its Subsidiaries to make any payment to any current or former
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stockholders, directors, oÇcers, employees or agents of the Company following either the
consummation of the transactions contemplated hereby, termination of employment (or the relevant
relationship), or both;

(ii) labor Contracts (if any);

(iii) Contracts involving annual revenues, expenditures or liabilities in excess of $100,000 per
annum or $250,000 in the aggregate which are not cancelable (without material penalty, cost or other
liability) within 60 days;

(iv) promissory notes, loans, agreements, indentures, evidences of indebtedness or other
instruments and Contracts providing for the borrowing or lending of money, whether as borrower,
lender or guarantor, in each case, relating to indebtedness or obligations in excess of $100,000;

(v) Contracts containing a covenant limiting or purporting to limit the freedom of the Company
or any of its Subsidiaries to engage in any line of business or compete with any Person or operate at
any location in the world;

(vi) joint venture or partnership agreements or joint development, distribution or similar
agreements pursuant to which any third party is entitled or obligated to develop or distribute any
products on behalf of the Company or any of its Subsidiaries or pursuant to which the Company or
any of its Subsidiaries is entitled or obligated to develop or distribute any products on behalf of any
third party;

(vii) Contracts for the acquisition, directly or indirectly (by merger or otherwise) of material
assets (whether tangible or intangible) or the capital stock of another Person;

(viii) Contracts involving the issuance or repurchase of any capital stock of the Company or any
of its Subsidiaries (including newly formed Subsidiaries), other than, with respect to the issuance of
Company Common Stock, the options or warrants listed in Section 2.3(a) of the Company Disclosure
Schedule or agreements for the repurchase of Company Common Stock upon the termination of
status as an employee or consultant governed by a Stock Option Plan;

(ix) Contracts under which the Company or any of its Subsidiaries has granted or received
exclusive rights;

(x) any interest rate swaps, caps, Öoors or option agreements or any other interest rate risk
management arrangement or foreign exchange Contracts; and

(xi) Contracts for the license or supply of any geographic or similar data to the Company or any
of its Subsidiaries.

True and complete copies of all written Material Agreements have been delivered or been made available
to Parent by the Company. Section 2.7(a) of the Company Disclosure Schedule sets forth a true and
complete list of all Contracts that would purport to bind Parent or any of its AÇliates (other than the
Company or its Subsidiaries) following the consummation of the Merger.

(b) Other than Material Agreements that have terminated or expired in accordance with their terms,
each Material Agreement is in full force and eÅect, is a valid and binding obligation of the Company or
such Subsidiary and of each other party thereto and is enforceable, in accordance with its terms, against
the Company or such Subsidiary and against each other party thereto, and such Material Agreements will
continue to be valid, binding and enforceable in accordance with their respective terms and in full force
and eÅect immediately following the consummation of the transactions contemplated hereby, with no
material alteration or acceleration or increase in fees or liabilities. Neither the Company nor any of its
Subsidiaries is or is alleged to be and, to the best Knowledge of the Company, no other party is or is
alleged to be in default under, or in breach or violation of, any Material Agreement and, to the best
Knowledge of the Company, no event has occurred which, with the giving of notice or passage of time or
both, would constitute such a default, breach or violation. The designation or deÑnition of Material
Agreements for purposes of this Section 2.7 and the disclosures made pursuant thereto shall not be

A-14



construed or utilized to expand, limit or deÑne the terms ""material'' and ""Material Adverse EÅect'' as
otherwise referenced and used in this Agreement.

2.8 Compliance. The Company and each of its Subsidiaries are in compliance with, and are not in
default or violation of, (i) the CertiÑcate of Incorporation and Bylaws of the Company or the equivalent
organizational documents of such Subsidiary, (ii) any Law or Order or by which any of their respective
assets or properties are bound or aÅected and (iii) the terms of all notes, bonds, mortgages, indentures,
Contracts, permits, franchises and other instruments or obligations to which any of them are a party or by
which any of them or any of their respective assets or properties are bound or aÅected, except, in the case
of clauses (ii) and (iii), for any such failures of compliance, defaults and violations which could not,
individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect. The Company
and its Subsidiaries are in compliance with the terms of all Approvals, except where the failure to so
comply could not, individually or in the aggregate, reasonably be expected to have a Material Adverse
EÅect. Except as set forth in Section 2.8 of the Company Disclosure Schedule or as could not, individually
or in the aggregate, reasonably be expected to have a Material Adverse EÅect, neither the Company nor
any of its Subsidiaries has received notice of any revocation or modiÑcation of any Approval of any
federal, state, local or foreign Governmental Authority that is material to the Company or any of its
Subsidiaries.

2.9 SEC Filings; Financial Statements.

(a) The Company has Ñled all forms, reports, schedules, statements and documents required to be
Ñled with the SEC since August 13, 1999 (collectively, as such forms, reports, schedules, statements and
documents have been amended since the time of their Ñling, the ""Company SEC Reports'') pursuant to
the federal securities Laws and the Regulations of the SEC promulgated thereunder, and all Company
SEC Reports have been Ñled in all material respects on a timely basis. The Company SEC Reports were
prepared in accordance, and complied as of their respective Ñling dates in all material respects, with the
requirements of the Exchange Act and the Securities Act and the Regulations promulgated thereunder and
did not at the time they were Ñled (or if amended or superseded by a Ñling prior to the date hereof, then
on the date of such Ñling) contain any untrue statement of a material fact or omit to state a material fact
required to be stated therein or necessary in order to make the statements therein, in the light of the
circumstances under which they were made, not misleading. None of the Company's Subsidiaries has Ñled,
or is obligated to Ñle, any forms, reports, schedules, statements or other documents with the SEC.

(b) Each of the audited and unaudited consolidated Ñnancial statements (including, in each case, any
related notes thereto) contained in the Company SEC Reports (i) complied in all material respects with
applicable accounting requirements and the published Regulations of the SEC with respect thereto,
(ii) were prepared in accordance with GAAP (except, in the case of unaudited statements, as permitted
by Form 10-Q of the SEC) applied on a consistent basis throughout the periods involved (except as may
be expressly described in the notes thereto) and (iii) fairly present the consolidated Ñnancial position of
the Company and its Subsidiaries as at the respective dates thereof and the consolidated results of its
operations and cash Öows for the periods indicated, except that the unaudited interim Ñnancial statements
included in the Company's Form 10-Q reports were or are subject to normal and recurring year-end
adjustments that have not been and are not expected to be material to the Company.

2.10 Absence of Certain Changes or Events.

(a) Except as described in Section 2.10(a) of the Company Disclosure Schedule, since Decem-
ber 31, 1999, the Company and its Subsidiaries have conducted their, businesses only in the ordinary and
usual course and in a manner consistent with past practice, and, since such date, there has not been any
change, development, circumstance, condition, event, occurrence, damage, destruction or loss that has had
or could reasonably be expected to have, individually or in the aggregate, a Material Adverse EÅect.

(b) Except as described in Section 2.10(b) of the Company Disclosure Schedule, during the period
from December 31, 1999 to the date hereof, (i) there has not been any change by the Company in its
accounting methods, principles or practices, any revaluation by the Company of any of its assets, including,
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writing down the value of inventory or writing oÅ notes or accounts receivable, and (ii) there has not been
any action or event, and neither the Company nor any of its Subsidiaries has agreed in writing or otherwise
to take any action, that would have required the consent of Parent pursuant to Section 4.1 had such action
or event occurred or been taken after the date hereof and prior to the EÅective Time.

2.11 No Undisclosed Liabilities. Neither the Company nor any of its Subsidiaries has any liabilities
or obligations of any nature (whether absolute, accrued, Ñxed, contingent or otherwise), and there is no
existing fact, condition or circumstance which could reasonably be expected to result in such liabilities or
obligations, except liabilities or obligations (i) disclosed in the Company SEC Reports Ñled and publicly
available prior to the date hereof, (ii) disclosed in Section 2.11 of the Company Disclosure Schedule, or
(iii) incurred in the ordinary course of business since December 31, 1999 which do not have, and could
not reasonably be expected to have, individually or in the aggregate, a Material Adverse EÅect.

2.12 Litigation. Except as described in Section 2.12 of the Company Disclosure Schedule or
expressly described in the Company SEC Reports Ñled and publicly available prior to the date hereof,
there is no Litigation pending on behalf of or against or, to the Knowledge of the Company, threatened
against the Company, any of its Subsidiaries, or any of their respective properties or rights before or
subsequent to any Court or Governmental Authority where the amount in controversy could exceed
$100,000; provided, that such amount in controversy shall not be construed or utilized to expand, limit or
deÑne the terms ""material'' or ""Material Adverse EÅect'' as otherwise referenced and used in this
Agreement. Neither the Company nor any of its Subsidiaries is subject to any outstanding Litigation or
Order which, individually or in the aggregate, has had or could reasonably be expected to have a Material
Adverse EÅect.

2.13 Employee BeneÑt Plans.

(a) Section 2.13(a) of the Company Disclosure Schedule describes all employee beneÑt plans (as
deÑned in Section 3(3) of the Employee Retirement Income Security Act of 1974, as amended
(""ERISA'')), including without limitation multiemployer plans within the meaning of Section 3(37) of
ERISA, and all bonus, stock option, stock purchase, stock appreciation rights, incentive, deferred
compensation, retirement or supplemental retirement, severance, golden parachute, vacation, cafeteria,
dependent care, medical care, employee assistance program, education or tuition assistance programs,
insurance and other similar fringe or employee beneÑt plans, programs or arrangements, and any
employment or executive compensation or severance agreements, written or otherwise, which is or has
been entered into, contributed to, established by, participated in and/or maintained by the Company, any
trade or business (whether or not incorporated) which is a member of a controlled group or which is
under common control with the Company (an ""ERISA AÇliate'') within the meaning of Section 414 of
the Code, or any Subsidiary of the Company, whether or not such plan is terminated, for the beneÑt of, or
relating to, any present or former employee or director of the Company or any of its ERISA AÇliates
(together, the ""Employee Plans''). The Company has provided to Parent correct and complete copies of
(where applicable) (a) all plan documents, summary plan descriptions, summaries of material
modiÑcations, amendments, and resolutions related to such plans (b) the most recent determination letters
received from the IRS, (c) the three most recent Form 5500 Annual Reports, (d) the most recent audited
Ñnancial statement and actuarial valuation, and (e) all related agreements, insurance Contracts and other
Contracts which implement each such Employee Plan. Except with regard to outstanding options, there
are no restrictions on the ability of the sponsor of each Employee Plan (which is currently the Company
or a Subsidiary of the Company) to amend or terminate any Employee Plan, and sponsorship of each
Employee Plan may be transferred by the Company or any of its Subsidiaries to Parent or the Merger
Sub, as the case may be.

(b) There has been no ""prohibited transaction,'' as such term is deÑned in Section 406 of ERISA
and Section 4975 of the Code which is not exempt under Section 406 of ERISA and Section 4975 of the
Code, with respect to any Employee Plan; there are no claims pending (other than routine claims for
beneÑts) or threatened against any Employee Plan or against the assets of any Employee Plan, nor are
there any current or threatened Liens on the assets of any Employee Plan; all Employee Plans conform to,
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and in their operation and administration are in all material respects in compliance with, the terms thereof
and requirements prescribed by any and all statutes (including ERISA and the Code), orders, and
governmental Regulations currently in eÅect with respect thereto (including all applicable requirements for
notiÑcation, reporting and disclosure to participants of the Department of Labor, Internal Revenue Service
or Secretary of the Treasury); the Company and each of its Subsidiaries and ERISA AÇliates have
performed in all material respects all obligations required to be performed by them under each Employee
Plan and are not in default under or violation of, and have no Knowledge of any default or violation by
any other Person with respect to, any of the Employee Plans; to the Knowledge of the Company, each
Employee Plan intended to qualify under Section 401(a) of the Code is so qualiÑed, and each
corresponding trust is exempt under Section 501 of the Code, and nothing has occurred or failed to occur
which would cause the loss of such qualiÑcation or exemption; all contributions required to be made to any
Employee Plan pursuant to Section 412 of the Code or otherwise, the terms of the Employee Plan or any
collective bargaining agreement, have been made on or before their due dates and a reasonable amount
has been accrued for contributions to each Employee Plan for the current plan years; the transactions
contemplated herein will not directly or indirectly result in an increase of beneÑts, acceleration of vesting
or acceleration of timing for payment of any beneÑt to any participant or beneÑciary, except as required
under Code section 411(d)(3) or disclosed in Section 2.13(b) of the Company Disclosure Schedule; each
Employee Plan, if any, that is a voluntary employee beneÑciary association intended to be exempt under
Section 501(c)(9) of the Code has been submitted and approved or exempted by the Internal Revenue
Service and nothing has occurred or failed to occur which would cause the loss of such exemption; and
each Employee Plan, if any, which is maintained outside of the United States has been operated in all
material respects in conformance with the applicable Laws relating to such plans in the jurisdictions in
which such Employee Plan is present or operates and, to the extent relevant, the United States.

(c) No Employee Plan is an ""employee pension beneÑt plan'' (within the meaning of Section 3(2)
of ERISA) subject to Title IV of ERISA, and neither the Company nor any Subsidiary or ERISA
AÇliate has ever partially or fully withdrawn from any such plan. No Employee Plan is a ""multiemployer
plan'' (within the meaning of Section 3(37) of ERISA) or ""single-employer plan under multiple
controlled groups'' as described in Section 4063 of ERISA, and neither the Company nor any Subsidiary
or ERISA AÇliate has ever contributed to or had an obligation to contribute, or incurred any liability in
respect of a contribution, to any multiemployer plan.

(d) Each Employee Plan that is a ""group health plan'' (within the meaning of Code Sec-
tion 5000(b)(1)) has been operated in compliance in all material respects with the group health plan
continuation coverage requirements of Section 4980B of the Code and Sections 601 through 608 of
ERISA (""COBRA Coverage''), Section 4980D of the Code and Sections 701 through 707 of ERISA,
Title XXII of the Public Health Service Act and the provisions of the Social Security Act, to the extent
such requirements are applicable. Except as disclosed in Section 2.13(d) of the Company Disclosure
Schedule, no Employee Plan or written or oral agreement exists which obligates the Company to provide
health care coverage, medical, surgical, hospitalization, death or similar beneÑts (whether or not insured)
to any employee or former employee of the Company or any of its Subsidiaries following such employee's
or former employee's termination of employment with the Company or any Subsidiary, other than
COBRA Coverage.

(e) In connection with the execution of this Agreement, the Company has provided to Parent a true
and complete list of each current or former employee, oÇcer, director and investor of the Company or any
of its Subsidiaries who holds, as of the date hereof, any option, warrant or other right to purchase
Company Common Stock or Company Preferred Stock, if any, together with the number of shares of
Company Common Stock or Company Preferred Stock, if any, subject to such option, warrant or right,
the date of grant or issuance of such option, warrant or right, the extent to which such option, warrant or
right is vested and/or exercisable, the exercise price of such option, warrant or right, whether such option
is intended to qualify as an incentive stock option within the meaning of Section 422(b) of the Code, and
the expiration date of each such option, warrant and right. Section 2.13(e) of the Company Disclosure
Schedule sets forth the total number of such options, warrants and rights. True and complete copies of
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each agreement (including all amendments and modiÑcations thereto) between the Company and each
holder of such options, warrants and rights relating to the same have been furnished or made available to
Parent.

(f) Except as set forth in Schedule 2.13(f) of the Company Disclosure Schedule, (i) no event has
occurred and no condition exists that would subject the Company or any of its Subsidiaries, either directly
or by reason of its aÇliation with any ERISA AÇliate, to any Tax, Ñne, Lien, penalty or other liability
imposed by ERISA; (ii) no ""reportable event'' (as such term is deÑned in Section 4043 of ERISA) has
occurred with respect to any Employee Plan; and (iii) all awards, grants or bonuses made pursuant to any
Employee Plan have been, or will be, fully deductible by the Company or its Subsidiaries notwithstanding
the provisions of Sections 162(m) and 280G of the Code and the Regulations promulgated thereunder.

2.14 Employment and Labor Matters.

(a) Section 2.14(a) of the Company Disclosure Schedule identiÑes all employees and consultants
employed or engaged by the Company with an annual base salary or compensation rate of $100,000 or
higher and sets forth each such individual's rate of pay or annual compensation, job title and date of hire.
Except as set forth in Section 2.14(a) of the Company Disclosure Schedule, there are no employment,
consulting, collective bargaining, severance pay, continuation pay, termination or indemniÑcation
agreements or other similar Contracts of any nature (whether in writing or not) between the Company or
any Subsidiary and any current or former stockholder, oÇcer, director, employee, consultant, labor
organization or other representative of any of the Company's or Subsidiary's employees, nor is any such
Contract presently being negotiated. Except as set forth in Section 2.14(a) of the Company Disclosure
Schedule, no individual will accrue or receive additional beneÑts, service or accelerated rights to payments
under any Employee Plan or any of the agreements set forth in Section 2.14(a) of the Company
Disclosure Schedule, including the right to receive any parachute payment, as deÑned in Section 280G of
the Code, or become entitled to severance, termination allowance or similar payments as a result of the
transaction contemplated herein that could result in the payment of any such beneÑts or payments.
Neither the Company nor any Subsidiary is delinquent in payments to any of its employees or consultants
for any wages, salaries, commissions, bonuses, beneÑts or other compensation for any services or otherwise
arising under any policy, practice, agreement, plan, program or Law. Except as set forth in Section 2.14(a)
of the Company Disclosure Schedule, neither the Company nor any Subsidiary is liable for any severance
pay or other payments to any employee or former employee arising from the termination of employment,
nor will the Company or any Subsidiary have any liability under any beneÑt or severance policy, practice,
agreement, plan, or program which exists or arises, or may be deemed to exist or arise, under any
applicable Law or otherwise, as a result of or in connection with the transactions contemplated hereunder
or as a result of the termination by the Company or any Subsidiary of any persons employed by the
Company or any Subsidiary on or prior to the EÅective Time (except to the extent such terminations may
be aggregated with terminations following the EÅective Time for purposes of the Worker Adjustment and
Retraining NotiÑcation Act of 1988, as amended (""WARN'')). None of the Company's or any
Subsidiary's employment policies or practices is currently being audited or investigated by any
Governmental Authority or Court. There is no pending or, to the Knowledge of the Company, threatened
Litigation, unfair labor practice charge, or other charge or inquiry against the Company or any Subsidiary
brought by or on behalf of any employee, prospective employee, former employee, retiree, labor
organization or other representative of the Company's or Subsidiary's employee, or other individual or any
Governmental Authority with respect to employment practices brought by or before any Court or
Governmental Authority.

(b) Except as set forth in Section 2.14(b) of the Company Disclosure Schedule, there are no
material controversies pending or threatened, between the Company or any of its Subsidiaries and any of
their respective employees; neither the Company nor any of its Subsidiaries is a party to any collective
bargaining agreement or other labor union Contract applicable to Persons employed by the Company or its
Subsidiaries nor are there any activities or proceedings of any labor union to organize any such employees
of the Company or any of its Subsidiaries; during the past Ñve years there have been no strikes,
slowdowns, work stoppages, material disputes, lockouts, or threats thereof, by or with respect to any
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employees of the Company or any of its Subsidiaries. Except as set forth in Section 2.14(b) of the
Company Disclosure Schedule, there are no grievances pending or, to the Knowledge of the Company or
any Subsidiary, threatened, which, if adversely decided, could reasonably be expected to have a Material
Adverse EÅect. Neither the Company nor any Subsidiary is a party to, or otherwise bound by, any consent
decree with, or citation or other Order by, any Governmental Authority relating to employees or
employment practices. The Company and each of its Subsidiaries are in compliance in all material
respects with all applicable Laws, Contracts, and policies relating to employment, employment practices,
wages, hours, and terms and conditions of employment, including the obligations of WARN, and all other
notiÑcation and bargaining obligations arising under any collective bargaining agreement, by Law or
otherwise. Neither the Company nor any Subsidiary of the Company has eÅectuated a ""plant closing'' or
""mass layoÅ'' as those terms are deÑned in WARN, aÅecting in whole or in part any site of employment,
facility, operating unit or employee of the Company, without complying with all provisions of WARN or
implemented any early retirement, separation or window program within the past Ñve years, nor has the
Company or any Subsidiary planned or announced any such action or program for the future.

2.15 Registration Statement; Proxy Statement/Prospectus. None of the information supplied by the
Company for inclusion in the registration statement on Form S-4, or any amendment or supplement
thereto, pursuant to which the shares of Parent Common Stock to be issued in the Merger will be
registered with the SEC (including any amendments or supplements, the ""Registration Statement'') shall,
at the time such document is Ñled, at the time amended or supplemented and at the time the Registration
Statement is declared eÅective by the SEC, contain any untrue statement of a material fact or omit to
state any material fact required to be stated therein or necessary in order to make the statements therein,
in light of the circumstances under which they were made, not misleading. None of the information
supplied by the Company for inclusion in the Joint Proxy Statement/Prospectus shall, on the date the
Joint Proxy Statement/Prospectus is Ñrst mailed to the Company stockholders or Parent stockholders, at
the time of the Company Stockholders' Meeting or the Parent Stockholders' Meeting or at the EÅective
Time, contain any untrue statement of a material fact or omit to state any material fact required to be
stated therein or necessary in order to make the statements therein, in light of the circumstances under
which they are made, not false or misleading or omit to state any material fact necessary to correct any
statement in any earlier communication with respect to the Company Stockholders' Meeting or the Parent
Stockholders' Meeting which has become false or misleading. The Joint Proxy Statement/Prospectus shall
comply in all material respects as to form and substance with the requirements of the Exchange Act and
the Regulations promulgated thereunder. The Company makes no representation or warranty with respect
to any information supplied by Parent or Merger Sub which is contained in the Registration Statement or
Joint Proxy Statement/Prospectus.

2.16 Absence of Restrictions on Business Activities. Except as set forth in Section 2.16 of the
Company Disclosure Schedule, there is no agreement or Order binding upon the Company or any of its
Subsidiaries or any of their assets or properties which has had or could reasonably be expected to have the
eÅect of prohibiting or impairing any business practice of the Company or any of its Subsidiaries or the
conduct of business by the Company or any of its Subsidiaries as currently conducted or as proposed to be
conducted by the Company or any of its Subsidiaries. Except as set forth in Section 2.16 of the Company
Disclosure Schedule, neither the Company nor any of its Subsidiaries is subject to any non-competition,
non-solicitation or similar restriction on their respective businesses.

2.17 Title to Assets; Leases.

(a) Except as described in Section 2.17(a) of the Company Disclosure Schedule, the Company and
each of its Subsidiaries has good and marketable title to or the legal right to use all of their real or
personal properties (whether owned or leased) and assets, free and clear of all Liens.

(b) Section 2.17(b) of the Company Disclosure Schedule contains a list of all of the real property
and interests in real property owned by the Company or any of its Subsidiaries and all leases of real
property to which the Company or any Subsidiary is a party or by which any of them holds a leasehold
interest (collectively, ""Real Property''). Except as set forth in Section 2.17(b) of the Company Disclosure
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Schedule, (i) each Real Property lease to which the Company or any of its Subsidiaries is a party is in
full force and eÅect in accordance with its terms, (ii) all rents and additional rents due to date from the
Company or a Subsidiary on each such lease have been paid, (iii) neither the Company nor any
Subsidiary has received written notice that it is in material default thereunder, and (iv) there exists no
default by the Company or any Subsidiary under such lease. There are no leases, subleases, licenses,
concessions or any other agreements or commitments to which the Company or a Subsidiary is a party
granting to any Person other than the Company or a Subsidiary any right to possession, use occupancy or
enjoyment of any of the Real Property or any portion thereof. None of the Company nor any of its
Subsidiaries is obligated under or bound by any option, right or Ñrst refusal, purchase Contract, or other
Contract to sell or otherwise dispose of any Real Property or any other interest in any Real Property.

2.18 Taxes. For purposes of this Agreement, ""Tax'' or ""Taxes'' shall mean taxes and governmental
impositions of any kind in the nature of (or similar to) taxes, payable to any federal, state, local or foreign
taxing authority, including those on or measured by or referred to as income, franchise, proÑts, gross
receipts, capital ad valorem, custom duties, alternative or add-on minimum taxes, estimated, environmen-
tal, disability, registration, value added, sales, use, service, real or personal property, capital stock, license,
payroll, withholding, employment, social security, workers' compensation, unemployment compensation,
utility, severance, production, excise, stamp, occupation, premiums, windfall proÑts, transfer and gains
taxes, and interest, penalties and additions to tax imposed with respect thereto; and ""Tax Returns'' shall
mean returns, reports and information statements, including any schedule or attachment thereto, with
respect to Taxes required to be Ñled with the Internal Revenue Service or any other governmental or
taxing authority or agency, domestic or foreign, including consolidated, combined and unitary tax returns.
Except as set forth in Section 2.18 of the Company Disclosure Schedule:

(a) All material Tax Returns required to be Ñled by or on behalf of the Company, each of its
Subsidiaries, and each aÇliated, combined, consolidated or unitary group of which the Company or any of
its Subsidiaries is a member have been timely Ñled, and all such Tax Returns are true, complete and
correct in all material respects.

(b) All material Taxes payable by or with respect to the Company and each of its Subsidiaries
(whether or not shown on any Tax Return) have been timely paid when due, and adequate reserves (other
than a reserve for deferred Taxes established to reÖect timing diÅerences between book and Tax
treatment) in accordance with GAAP are provided on the respective company's Balance Sheet for any
material Taxes not yet due. All assessments for material Taxes due and owing by or with respect to the
Company and each of its Subsidiaries with respect to completed and settled examinations or concluded
litigation have been paid. Neither the Company nor any of its Subsidiaries has incurred a Tax liability
from the date of the latest Balance Sheet other than a Tax liability in the ordinary course of business.

(c) No action, suit, proceeding, investigation, claim or audit has formally commenced and no written
notice has been given that such audit or other proceeding is pending or threatened with respect to the
Company or any of its Subsidiaries or any group of corporations of which any of the Company and its
Subsidiaries has been a member in respect of any Taxes, and all deÑciencies proposed as a result of such
actions, suits, proceedings, investigations, claims or audits have been paid, reserved against or settled.

(d) Except as set forth in Section 2.18(d) of the Company Disclosure Schedule, neither the
Company nor any of its Subsidiaries has requested, or been granted any waiver of any federal, state, local
or foreign statute of limitations with respect to, or any extension of a period for the assessment of, any
Tax. No extension or waiver of time within which to Ñle any Tax Return of, or applicable to, the
Company or any of its Subsidiaries has been granted or requested which has not since expired.

(e) Except as set forth in Section 2.18(e) of the Company Disclosure Schedule, other than with
respect to its Subsidiaries, the Company is not and has never been (nor does the Company have any
liability for unpaid Taxes because it once was) a member of an aÇliated, consolidated, combined or
unitary group, and neither the Company nor any of its Subsidiaries is a party to any Tax allocation or
sharing agreement or is liable for the Taxes of any other person under Treasury Regulations
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Section 1.1502-6 (or any similar provision of state, local or foreign Law), as transferee or successor, by
Contract, or otherwise.

(f) Except as disclosed in Section 2.18(f) of the Company Disclosure Schedule, the Company and
its Subsidiaries have not made any payments, are not obligated to make any payments, and are not a party
to any agreements that under any circumstances could obligate any of them to make any payments, that
will not be deductible under Section 280G of the Code.

(g) The Company has not been a United States real property holding corporation within the meaning
of Section 897(c)(2) of the Code during the applicable period speciÑed in Section 897(c)(1)(A)(ii) of
the Code.

(h) The Company and each of its Subsidiaries have complied with all applicable Laws relating to the
payment and withholding of Taxes (including, without limitation, withholding of Taxes pursuant to
Sections 1441, 1442 and 3406 of the Code or similar provisions under any foreign Laws) and have, within
the time and in the manner required by Law, withheld from employee wages and paid over to the proper
Governmental Authorities all amounts required to be so withheld and paid over under all applicable Laws.

(i) Neither the Company nor any of its Subsidiaries has made an election under Section 341(f) of
the Code.

(j) None of the Company and its Subsidiaries will be required to include any material amount in
taxable income for any taxable period (or portion thereof) ending after the Closing Date as a result of a
change in the method of accounting for a taxable period ending prior to the Closing Date, any ""closing
agreement'' as described in Section 7121 of the Code (or any corresponding provision of state, local or
foreign Tax Laws) entered into prior to the Closing Date, any sale reported on the installment method
that occurred prior to the Closing Date, or any taxable income attributable to any amount that is
economically accrued prior to the Closing Date.

2.19 Environmental Matters.

(a) Except as described on Section 2.19 of the Company Disclosure Schedule, and except as could
not, individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect: (i) the
Company and each of its Subsidiaries complies and have complied, during all applicable statute of
limitations periods, with all applicable Environmental Laws, and possess and comply, and have possessed
and complied during all applicable statute of limitations periods, with all Environmental Permits; (ii) there
are and have been no Materials of Environmental Concern or other conditions at any property owned,
operated, or otherwise used by the Company now or in the past, or at any other location (including
without limitation any facility to which Materials of Environmental Concern from the Company or any of
its Subsidiaries), that are in circumstances that could reasonably be expected to give rise to any liability of
the Company or any of its Subsidiaries, or result in costs to the Company or any of its Subsidiaries arising
out of any Environmental Law; (iii) no Litigation (including any notice of violation or alleged violation),
under any Environmental Law or with respect to any Materials of Environmental Concern to which the
Company or any of its Subsidiaries is, or to the Knowledge of the Company will be, named as a party, or
aÅecting their business, is pending or, to the Knowledge of the Company, threatened; nor is the Company
or any of its Subsidiaries the subject of any investigation or the recipient of any request for information in
connection with any such Litigation or potential Litigation; (iv) there are no Orders or agreements under
any Environmental Law or with respect to any Materials of Environmental Concern to which the
Company or any of its Subsidiaries is a party or aÅecting their business; (v) to the Knowledge of the
Company, there are no events, conditions, circumstances, practices, plans, or legal requirements (in eÅect
or reasonably anticipated), that could be expected to prevent the Company from, or materially increase the
burden on the Company of: (A) complying with applicable Environmental Laws, or (B) obtaining,
renewing, or complying with all Environmental Permits; and (vi) to the Knowledge of the Company, each
of the foregoing representations and warranties is true and correct with respect to any entity for which the
Company or any of its Subsidiaries has assumed or retained liability, whether by Contract or operation of
Law.
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(b) The Company has furnished to Parent true and complete copies of all Environmental Reports in
the possession or control of the Company or any of its Subsidiaries.

(c) For purposes of this Agreement, the terms below are deÑned as follows:

""Environmental Laws'' shall mean any and all Laws, Orders, guidelines, codes, or other legally
enforceable requirement (including, without limitation, common law) of any foreign government, the
United States, or any state, local, municipal or other Governmental Authority, regulating, relating to
or imposing liability or standards of conduct concerning protection of the environment or of human
health, or employee health and safety.

""Environmental Permits'' shall mean, with respect to a Person, any and all permits, licenses,
registrations, notiÑcations, exemptions and any other Approvals required of a Person under any
Environmental Law.

""Environmental Report'' shall mean, with respect to a Person, any report, study, assessment,
audit, or other similar document that addresses any issue of actual or potential noncompliance with,
actual or potential liability under or cost arising out of, or actual or potential impact on business in
connection with, any Environmental Law or any proposed or anticipated change in or addition to
Environmental Law, that may in any way aÅect such Person or any entity for which it may be liable
or any Subsidiary of such Person.

""Materials of Environmental Concern'' shall mean any gasoline or petroleum (including crude oil
or any fraction thereof) or petroleum products, polychlorinated biphenyls, urea-formaldehyde
insulation, asbestos, pollutants, contaminants, radioactivity, and any other substances of any kind,
whether or not any such substance is deÑned as hazardous or toxic under any Environmental Law,
that is regulated pursuant to or could give rise to liability under any Environmental Law.

2.20 Intellectual Property.

(a) The Company or its Subsidiaries has sole title to and ownership of, or possesses legally
enforceable rights to use under valid and subsisting written license agreements, all Intellectual Property
used or proposed to be used in the conduct of the Company's or any of its Subsidiaries' businesses as
currently conducted and proposed to be conducted (the ""Company Intellectual Property''), and neither the
Company nor any of its Subsidiaries has misappropriated, is conÖict with or is infringing upon the
Intellectual Property of others. The Company (or, where applicable, its Subsidiaries) is the sole and
exclusive owner of the Company Intellectual Property free and clear of any Liens or other rights or claims
of others, except for Intellectual Property speciÑcally designated as not owned by the Company or its
Subsidiaries (""Third Party Intellectual Property'') in Section 2.20(a)(i) of the Company Disclosure
Schedule. Section 2.20(a) of the Company Disclosure Schedule lists all material items of Company
Intellectual Property, including, without limitation:

(i) all licenses, sublicenses and other agreements to which the Company or any of its
Subsidiaries is a party and pursuant to which the Company or any of its Subsidiaries is authorized to
use any Third Party Intellectual Property, including, without limitation, Intellectual Property that is
(or is intended to be) incorporated in, embedded in or included with any Product or service of the
Company or any of its Subsidiaries, or any product or service currently under development
(""Embedded Third-Party Components'');

(ii) all applications and registrations relating to the Company Intellectual Property, including,
without limitation, all patents and patent applications (including provisional applications, continuations
and continuations-in-part) and all trademarks, service marks, trade names, Ñctitious names, service
marks and copyright registrations owned by, or licensed exclusively to, the Company or any of its
Subsidiaries and which are currently used in connection with the business of the Company or any of
its Subsidiaries, including the jurisdictions in which each item of such Company Intellectual Property
has been issued or registered or in which any such application for such issuance or registration has
been Ñled. Each such registration was properly registered and is in good standing and enforceable

A-22



under applicable Laws and regulations, and, except as set forth in Section 2.20(a)(ii) of the
Company Disclosure Schedule, no renewal, fee payment or other actions are required to be taken with
respect to any registration within six (6) months after the date hereof. Section 2.20(a)(ii) of the
Company Disclosure Schedule lists, for each application, the current status of each application and
the next steps required to be taken in connection with such application;

(iii) all agreements or other arrangements under which the Company or any of its Subsidiaries
has provided or agreed to provide or make available source code to any Product to any third party,
including, without limitation, to end-users; and

(iv) all other material items of Company Intellectual Property.

The Company has made available to Parent correct and complete copies of all registrations and
applications and all licenses, sublicenses and agreements relating to the Company Intellectual Property,
each as amended to date. Neither the Company nor any of its Subsidiaries is a party to any oral license,
sublicense or other agreement which, if reduced to written form, would be required to be listed in
Section 2.20(a) of the Company Disclosure Schedule under the terms of this Section 2.20(a).

(b) Except as set forth in Section 2.20(b) of the Company Disclosure Schedule, with respect to each
item of Third Party Intellectual Property: (i) the license, sublicense or other agreement covering such item
is legal, valid, binding, enforceable and in full force and eÅect with respect to the Company and its
Subsidiaries, and, to the Company's Knowledge, is legal, valid, binding, enforceable and in full force and
eÅect with respect to each other party thereto; (ii) neither the Company nor any of its Subsidiaries is in
breach or default thereunder, and, to the Company's Knowledge, no other party to such license, sublicense
or other agreement is in material breach or default thereunder, and, to the Company's Knowledge, no
event has occurred which with notice or lapse of time would constitute a material breach or default by the
Company or any of its Subsidiaries or permit termination, modiÑcation or acceleration thereunder by the
other party thereto; (iii) to the Company's Knowledge, the underlying item of Third Party Intellectual
Property is not subject to any Lien that materially interferes with or may reasonably be expected to
materially interfere with the rights granted to the Company or any of its Subsidiaries with respect to such
item; and (iv) there are no royalty, commission or other executory payment agreements, arrangements or
understandings relating to such item.

(c) Except as set forth in Section 2.20(c) of the Company Disclosure Schedule, no action, suit,
proceeding or investigation with respect to the Company Intellectual Property has ever been instituted, is
pending or, to the Company's Knowledge, threatened. The Company has made available to Parent correct
and complete copies of all such suits, actions or proceedings or written notices. To the Knowledge of the
Company, neither the development, manufacturing, marketing, licensing or sale of the Products, the
performance of the services oÅered by the Company nor the conduct of the business of the Company or
any of its Subsidiaries infringe, conÖict with or misappropriate, and have not infringed, conÖicted with or
misappropriated, any Intellectual Property right of any third party. To the Knowledge of the Company,
none of the Company Intellectual Property is being infringed by activities, products or services of, or is
being misappropriated by, any third party.

(d) Except as set forth in Section 2.20(d) of the Company Disclosure Schedule, the execution and
delivery of this Agreement by the Company, and the consummation of the transactions contemplated
hereby, will not cause the Company or any of its Subsidiaries to be in violation or default under any
license, sublicense or other agreement relating to Intellectual Property, nor terminate nor modify nor
entitle any other party to any such license, sublicense or agreement to terminate or modify such license,
sublicense or agreement, nor limit in any way the Company's or any Subsidiary's ability to conduct its
business or use or provide the use of Company Intellectual Property or any Intellectual Property of others,
which violation, default, termination, modiÑcation or limitation would reasonably be expected, individually
or in the aggregate, to result in a material loss of beneÑts or material loss to the Company.

(e) Except for Embedded Third-Party Components for which the Company (or, as applicable, any of
its Subsidiaries) has valid non-exclusive licenses which are disclosed in Section 2.20(e) of the Company
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Disclosure Schedule, the Company (or, as applicable, its Subsidiaries) is the sole and exclusive owner of,
with all right, title and interest in and to all Company Intellectual Property (free and clear of any Liens),
and has sole and exclusive rights (and is not contractually obligated to pay any compensation to any third
party in respect thereof) to the use and distribution thereof or the material covered thereby in connection
with the services or products in respect of which Company Intellectual Property is being used.

(f) The Company has made available to Parent copies of the Company's and its Subsidiaries'
standard forms of end-user license agreements (""End-User Licenses''). Except as disclosed in
Section 2.20(f) of the Company Disclosure Schedule (which describes the material variations from the
standard form of End-User License), as of the date hereof, neither the Company nor any of its
Subsidiaries has entered into any End-User Licenses which contain terms materially diÅerent than as set
forth in the standard forms of such agreements made available to Parent.

(g) The Company has in eÅect a comprehensive trade secrets and conÑdential information protection
program (""Trade Secrets Program''), a description of which has been supplied to Parent. The Company
has used reasonable eÅorts to enforce its Trade Secrets Program and otherwise to safeguard and maintain
the secrecy and conÑdentiality of all Company Intellectual Property. All oÇcers, employees and
consultants of the Company and its Subsidiaries who have had access to proprietary information or
Company Intellectual Property have executed and delivered to the Company agreements (copies of which
have been provided to Parent) to maintain the conÑdentiality of the Company Intellectual Property and to
assign to the Company all Intellectual Property arising from the services performed for the Company by
such persons. No current or prior oÇcers, employees or consultants of the Company or any of its
Subsidiaries have claimed any ownership interest in any Company Intellectual Property as a result of
having been involved in the development of such property while employed by or consulting to the
Company or any of its Subsidiaries, or otherwise. To the Knowledge of the Company, there has been no
violation of the Trade Secrets Program or any conÑdentiality or nondisclosure agreement relating to the
Company Intellectual Property. Except as set forth in Section 2.20(g) of the Company Disclosure
Schedule and except for the Embedded Third-Party Components, all Company Intellectual Property have
been developed by employees of the Company and its Subsidiaries, within the course and scope of their
employment.

(h) No third party has claimed or, to the best of the Company's Knowledge, has reason to claim,
that any person employed by or aÇliated with the Company or any of its Subsidiaries has (i) violated or,
may be violating any of the terms or conditions of his employment, noncompetition or nondisclosure
agreement with such third party, (ii) disclosed or may be disclosing or utilized or may be utilizing any
trade secret or proprietary information or documentation of such third party, or (iii) interfered or may be
interfering in the employment relationship between such third party and any of its present or former
employees. No third party has requested information from the Company, which suggests that such a claim
might be contemplated. To the best of the Company's Knowledge, no person employed by or aÇliated
with the Company or any of its Subsidiaries has employed or proposes to employ any trade secret or any
information or documentation proprietary to any former employer and, to the best of the Company's
knowledge, no other person employed by or aÇliated with the Company or any of its Subsidiaries has
violated any conÑdential relationship which such person may have had with any third party, in connection
with the development, manufacture or sale of any product or proposed product or the development or sale
of any service or proposed service of the Company, and the Company has no reason to believe there will
be any such employment or violation. None of the execution or delivery of this Agreement, or the carrying
on of the business of the Company or its Subsidiaries as oÇcers, employees or agents by any oÇcer,
director or key employee of the Company or its Subsidiaries, or the conduct or proposed conduct of the
business of the Company and its Subsidiaries, will, to the Company's Knowledge, conÖict with or result in
a breach of the terms, conditions or provisions of or constitute a default under any contract, covenant or
instrument under which any such person is obligated, except where such conÖict, breach or default would
not, individually or in the aggregate, have a Material Adverse EÅect on the Company.

(i) Except as set forth in Section 2.20(i) of the Company Disclosure Schedule (i) to the Knowledge
of the Company, there are no material errors, omissions, issues or defects in the Products, (ii) the
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occurrence in or use by Products of dates on or after January 1, 2000 (the ""Millennial Dates'') will not
adversely aÅect the performance of the software with respect to date dependent data, computations, output
or other functions (including without limitation, calculating, computing and sequencing) and the Products
create, process output data related to or including Millennial Dates without errors, omissions or
ambiguities, and (iii) none of the Products contains or includes Malicious Code.

(j) No Federal, state, local or other government funding or university or college facilities were used
in the development of the Products and such software was not developed pursuant to any contract or other
agreement with any person or entity except pursuant to contracts or agreements listed in Section 2.20(j) of
the Company Disclosure Schedule.

(k) Section 2.20(k) of the Company Disclosure Schedule lists all unresolved warranty and support
claims (including any pending claims) related to the products of the Company and its Subsidiaries and the
nature of such claims, except for claims arising in the ordinary course of business pursuant to customary
product support and maintenance obligations of Company. Except as set forth in Section 2.20(k) of the
Company Disclosure Schedule, neither the Company nor any of its Subsidiaries has made any material
oral or written representations or warranties with respect to its products or services.

(l) Except as set forth in Section 2.20(l) of the Company Disclosure Schedule (i) the Company has
been and is in compliance with the U.S. Export Administration Act of 1979, as amended, and all
regulations promulgated thereunder, and (ii) neither the Products nor any other Company Intellectual
Property were conceived or developed outside of the United States.

(m) The Company and its Subsidiaries have taken reasonable actions to maintain, protect and police
the integrity and security of their Software, including the protection and policing against all unauthorized
use of, access to, or ""hacking'' into the Software or the introduction into the Software of viruses or other
unauthorized, damaging or corrupting elements.

2.21 Insurance. Section 2.21 of the Company Disclosure Schedule sets forth a true and complete list
of all material insurance policies and Ñdelity bonds covering the assets, business, equipment, properties,
operations, employees, oÇcers and directors of the Company and its Subsidiaries. There is no claim by the
Company or any of its Subsidiaries pending under any of such policies or bonds as to which coverage has
been questioned, denied or disputed by the underwriters of such policies or bonds. All premiums due and
payable under all such policies and bonds have been paid and the Company and its Subsidiaries are
otherwise in compliance in all material respects with the terms of such policies and bonds (or other
policies and bonds providing substantially similar insurance coverage). Such policies of insurance and
bonds are of the type and in amounts customarily carried by Persons conducting businesses similar to
those of the Company and its Subsidiaries and reasonable in light of the assets of the Company and its
Subsidiaries. To the Knowledge of the Company, there is not any threatened termination of or material
premium increase with respect to any of such policies or bonds.

2.22 No Restrictions on the Merger; Takeover Statutes. The Board of Directors of the Company has,
unanimously approved this Agreement and the Merger and the other transactions contemplated hereby and
such approval is suÇcient to render inapplicable to this Agreement, the Merger and any other transactions
contemplated hereby, the restrictions on business combinations of Section 203 of the DGCL. No Delaware
law or other takeover statute or similar Law and no provision of the CertiÑcate of Incorporation or Bylaws,
or other organizational documents or governing instruments of the Company or any of its Subsidiaries or
any Material Agreement to which any of them is a party (a) would or would purport to impose
restrictions which might adversely aÅect or delay the consummation of the transactions contemplated by
this Agreement, the Company Stockholders' Agreement or the Strategic Relationship Agreement, or
(b) as a result of the consummation of the transactions contemplated by this Agreement, the Company
Stockholders' Agreement or the Strategic Relationship Agreement or the acquisition of securities of the
Company or the Surviving Corporation by Parent or Merger Sub (i) would or would purport to restrict or
impair the ability of Parent to vote or otherwise exercise the rights of a stockholder with respect to
securities of the Company or any of its Subsidiaries that may be acquired or controlled by Parent or
(ii) would or would purport to entitle any Person to acquire securities of the Company.
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2.23 Pooling; Tax Matters.

(a) The Company intends that the Merger be accounted for under the ""pooling of interests'' method
under the requirements of APB 16 and the Regulations of the SEC.

(b) To the Company's Knowledge, neither the Company nor any of its AÇliates has taken or agreed
to take any action, failed to take any action or is aware of any fact or circumstance that could reasonably
be expected to prevent (i) the Merger from being treated for Ñnancial accounting purposes as a ""pooling
of interests'' in accordance with GAAP and the Regulations of the SEC or (ii) the Merger from
constituting a reorganization within the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the
Code.

(c) The Company has no Knowledge of any reason why it may not receive a letter from Deloitte and
Touche LLP (the ""Company's Accountants'') dated as of the Closing Date and addressed to the
Company in which the Company's Accountants will concur with the Company management's conclusion
that no conditions exist related to the Company that would preclude Parent from accounting for the
Merger as a ""pooling of interests.''

(d) Section 2.24(d) of the Company Disclosure Schedule contains a true and complete list of all
Persons who may be deemed to be AÇliates of the Company, excluding all of its Subsidiaries but
including all directors and executive oÇcers of the Company.

2.24 Brokers. No broker, Ñnancial advisor, Ñnder or investment banker or other Person is entitled to
any broker's, Ñnancial advisor's, Ñnder's or other fee or commission in connection with the transactions
contemplated by this Agreement based upon arrangements made by or on behalf of the Company, except
for Goldman Sachs & Co. and Thomas Weisel Partners (the ""Company Financial Advisors''). The
Company has heretofore furnished to Parent a true and complete copy of, all agreements between the
Company and the Company Financial Advisors pursuant to which such Person would be entitled to any
payment relating to the transactions contemplated hereunder.

2.25 Certain Business Practices. As of the date hereof, neither the Company nor any of its
Subsidiaries nor any director, oÇcer, employee or agent of the Company or any of its Subsidiaries has
(i) used any funds for unlawful contributions, gifts, entertainment or other unlawful payments relating to
political activity, (ii) made any unlawful payment to any foreign or domestic government oÇcial or
employee or to any foreign or domestic political party or campaign or violated any provision of the Foreign
Corrupt Practices Act of 1977, as amended, (iii) consummated any transaction, made any payment,
entered into any agreement or arrangement or taken any other action in violation of Section 1128B(b) of
the Social Security Act, as amended, or (iv) made any other unlawful payment.

2.26 Interested Party Transactions. Except as disclosed in the Company's Ñlings with the SEC
under the Exchange Act Ñled prior to the date hereof or in Section 2.26 of the Company Disclosure
Schedule, (i) there are no existing, and since December 31, 1999 there has been no Contract, transaction,
indebtedness or other arrangement, or any related series thereof, between the Company and any of its
Subsidiaries, on the one hand, and any of the directors, oÇcers, stockholders or other AÇliates of the
Company and its Subsidiaries, or any of their respective AÇliates or family members, on the other (except
for amounts due as normal salaries and bonuses and in reimbursement of ordinary expenses), and
(ii) except for the Outstanding Employee Options, at the Closing or as indicated in Section 2.26 of the
Company Disclosure Schedule, all such Contracts, transactions, indebtedness and other arrangements shall
be terminated (except for amounts due as normal salaries and bonuses and in reimbursement of ordinary
expenses).

2.27 Opinion of Financial Advisor. The Board of Directors of the Company has received the oral
opinion of Goldman, Sachs & Co. to the eÅect that as of the date hereof the Exchange Ratio pursuant to
this Agreement is fair from a Ñnancial point of view to the holders of shares of the Company Common
Stock and will receive their written opinion promptly after the date hereof. The Company shall provide
copies of such written opinion to Parent promptly after receipt. The Board of Directors of the Company
has received the oral opinion of Thomas Weisel Partners LLP to the eÅect that as of the date hereof the
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Exchange Ratio pursuant to this Agreement is fair from a Ñnancial point of view to the holders of shares
of the Company Common Stock and will receive their written opinion promptly after the date hereof. The
Company shall provide copies of such written opinion to Parent promptly after receipt.

2.28 Disclosure. The representations and warranties by the Company in this Agreement and the
documents referred to herein (including the Schedules and Exhibits hereto), taken together with all the
other information provided to Parent or its representatives in connection with the transactions
contemplated hereby, do not contain any statements of a material fact or omit to state any material fact
necessary, in order to make the statements made herein or therein, in light of the circumstances under
which they were made, not misleading.

ARTICLE III

REPRESENTATIONS AND WARRANTIES OF PARENT AND MERGER SUB

Parent and Merger Sub hereby, jointly and severally, represent and warrant to the Company, subject
to the exceptions speciÑcally set forth in writing in the disclosure schedule delivered by Parent to the
Company concurrently herewith (the ""Parent Disclosure Schedule'') (each Section of which qualiÑes the
correspondingly numbered representation, warranty or covenant to the extent speciÑed therein), as follows:

3.1 Organization and QualiÑcation.

(a) Each of Parent and Merger Sub is a corporation duly organized, validly existing and in good
standing under the Delaware law. Parent has all the requisite corporate power and authority, and is in
possession of all Approvals necessary to own, lease and operate its properties and to carry on its business
as it is now being conducted, except where the failure to be so qualiÑed, existing and in good standing or
to have such power, authority and Approvals could not, individually or in the aggregate, reasonably be
expected to have a Material Adverse EÅect. Each of Parent and Merger Sub is duly qualiÑed or licensed
as a foreign corporation to do business, and is in good standing, in each jurisdiction where the character of
the properties owned, leased or operated by it or the nature of its activities makes such qualiÑcation or
licensing necessary, except for such failures to be so duly qualiÑed or licensed and in good standing that
could not, either individually or in the aggregate, reasonably be expected to have a Material Adverse
EÅect. Merger Sub is a newly-formed single purpose entity which has been formed solely for the purposes
of the Merger and has not carried on any business or engaged in any activities other than those reasonably
related to the Merger.

(b) Section 3.1(b) of the Parent Disclosure Schedule sets forth, as of the date hereof, a true and
complete list of all of Parent's directly and indirectly owned Subsidiaries, together with the jurisdiction of
incorporation or organization of each Subsidiary and the percentage of each Subsidiary's outstanding
capital stock or other equity or other interest owned by Parent or another Subsidiary of Parent.

(c) Each Subsidiary of Parent is a legal entity, duly organized, validly existing and in good standing
under the Laws of its respective jurisdiction of incorporation or organization and has all the requisite power
and authority, and is in possession of all Approvals necessary to own, lease and operate its properties and
to carry on its business as it is now being conducted, except where the failure to possess such Approvals
could not, individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect.
Each Subsidiary is duly qualiÑed or licensed as a foreign corporation to do business, and is in good
standing, in each jurisdiction where the character of the properties owned, leased or operated by it or the
nature of its activities makes such qualiÑcation or licensing necessary, except where the failure to be so
qualiÑed could not, individually or in the aggregate, reasonably be expected to have a Material Adverse
EÅect.

(d) Section 3.1(d) of the Parent Disclosure Schedule sets forth a true and complete list of each
equity investment in an amount of $300,000 or more or that represents a 5% or greater ownership interest
in the subject of such investment made by Parent or any of its Subsidiaries in any person other than the
Parent's Subsidiaries (the ""Parent Other Interests''). Except as described in Section 3.1(d) of the Parent
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Disclosure Schedule, the Parent Other Interests are owned by Parent, by one or more of the Parent's
Subsidiaries, or by Parent and one or more of its Subsidiaries, in each case free and clear of all Liens.

(e) Parent has heretofore furnished to the Company a true, accurate and complete copy of each of
its and each of its Subsidiaries' CertiÑcate of Incorporation and Bylaws or equivalent organizational
documents, as amended or restated to the date hereof. Such CertiÑcate of Incorporation and Bylaws and
equivalent organizational documents of Parent and each of its Subsidiaries are in full force and eÅect, and
no other organizational documents are applicable to or binding upon Parent or its Subsidiaries.

3.2 Capitalization.

(a) As of the date hereof, the authorized capital stock of Parent consists of 200,000,000 shares of
Parent Common Stock and 50,000,000 shares of preferred stock, par value $.01 per share. As of May 15,
2000, (i) 32,482,297 shares of Parent Common Stock were issued and outstanding; (ii) no shares of
Parent Preferred Stock were issued or outstanding; (iii) no shares of Parent Common Stock were held in
the treasury of the Company; (iv) no shares of Parent Common Stock were held by any Subsidiary of
Parent; (v) 6,595,138 shares of Parent Common Stock were duly reserved for future issuance pursuant to
employee stock options granted pursuant to the option plans; (vi) 1,500,000 shares of Parent Common
Stock were duly reserved for future issuance pursuant to Parent's Employee Stock Purchase Plan; and
(vii) no shares of Company Common Stock were reserved for issuance upon exercise of outstanding
warrants. All of the outstanding shares of Parent Common Stock are, and all shares to be issued as part of
the Merger Consideration will be, when issued in accordance with the terms hereof, duly authorized,
validly issued, fully paid and nonassessable. None of the outstanding shares of Parent Common Stock are
subject to, nor were they issued in violation of any, purchase option, call option, right of Ñrst refusal,
preemptive right, subscription right or any similar right created by Parent or to which Parent is or was a
party, nor does Parent have Knowledge of any such right. Except as set forth above and in Section 3.2(a)
of the Parent Disclosure Schedule, as of the date hereof, no shares of voting or non-voting capital stock,
other equity interests, or other voting securities of the Company were issued, reserved for issuance or
outstanding. All outstanding shares of capital stock of the Company are, and all shares which may be
issued upon the exercise of stock options and warrants will be, when issued, duly authorized, validly issued,
fully paid and nonassessable and not subject to any kind of preemptive (or similar) rights. There are no
bonds, debentures, notes or other indebtedness of Parent with voting rights (or convertible into, or
exchangeable for, securities with voting rights) on any matters on which stockholders of Parent may vote.

(b) Except as described in this Section 3.2(b) or in Section 3.2(b) of the Parent Disclosure
Schedule, as of the date hereof, there are no outstanding securities, options, warrants, calls, rights,
convertible or exchangeable securities, commitments, agreements, arrangements or undertakings of any
kind (contingent or otherwise) to which Parent or any of its Subsidiaries is a party or by which any of
them is bound obligating Parent or any of its Subsidiaries to issue, deliver or sell, or cause to be issued,
delivered or sold, additional shares of capital stock or other voting securities of Parent or of any of its
Subsidiaries or obligating Parent or any of its Subsidiaries to issue, grant, extend or enter into any such
security, option, warrant, call, right, commitment, agreement, arrangement or undertaking. There are no
outstanding contractual obligations of Parent or any of its Subsidiaries to repurchase, redeem or otherwise
acquire any shares of capital stock (or options or warrants to acquire any such shares) of Parent or its
Subsidiaries. Except as set forth in Section 3.2(b) of the Parent Disclosure Schedule and the Parent
Voting Agreement, there are no voting trusts, proxies or other agreements, commitments or understandings
of any character to which Parent or any of its Subsidiaries or, to the Knowledge (as deÑned herein) of
Parent, any of Parent's stockholders is a party or by which any of them is bound with respect to the
issuance, holding, acquisition, voting or disposition of any shares of capital stock of Parent or any of its
Subsidiaries.

(c) As of the date hereof, the authorized capital stock of Merger Sub consists of 100 shares of
Merger Sub Common Stock, of which 100 shares of Merger Sub Common Stock are outstanding. All of
the outstanding shares of Merger Sub Common Stock are owned by Parent.
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3.3 Authority; Enforceability. Each of Parent and Merger Sub has all requisite corporate power and
authority to execute and deliver this Agreement, each Related Agreement to which it is a party, and each
instrument required hereby to be executed and delivered by it at the Closing, to perform its obligations
hereunder and thereunder and to consummate the transactions contemplated hereby and thereby. The
execution and delivery by each of Parent and Merger Sub of this Agreement, each Related Agreement to
which it is a party, and each instrument required hereby to be executed and delivered by Parent and
Merger Sub at the Closing and the performance of their respective obligations hereunder and thereunder
have been duly and validly authorized by the Board of Directors of each of Parent and Merger Sub and by
Parent as the sole stockholder of Merger Sub. Except for Ñling of the CertiÑcate of Merger and obtaining
the approval and authorization of this Agreement and the transactions contemplated hereby by votes of the
holders of a majority of the then outstanding Parent Common Stock, no other corporate proceedings on
the part of Parent or Merger Sub are necessary to authorize the consummation of the transactions
contemplated hereby. This Agreement has been duly executed and delivered by each of Parent and Merger
Sub and, assuming due authorization, execution and delivery hereof by the Company, constitutes a legal,
valid and binding obligation of each of Parent and Merger Sub, enforceable against each of Parent and
Merger Sub in accordance with its terms.

3.4 Required Vote. As of the date hereof and as of the EÅective Time, the Board of Directors of
Parent has, at a meeting duly called and held, (i) by a unanimous vote of the members present, approved
and declared advisable this Agreement and each Related Agreement to which Parent is a party,
(ii) determined that the transactions contemplated hereby and thereby are advisable, fair to and in the
best interests of the holders of Parent Common Stock, (iii) resolved to recommend approval of the
issuance of shares of Parent Common Stock in connection with the Merger pursuant to the terms of this
Agreement. The Board of Directors has not withdrawn, rescinded or modiÑed such approvals,
determination, and resolutions to recommend. The aÇrmative vote of a majority of all outstanding shares
of Parent Common Stock is the only vote of the holders of any class or series of capital stock of Parent
necessary to approve and authorize such issuance of Parent Common Stock. As of May 20, 2000, the
holders of the Parent Common Stock that are parties to the Parent Voting Agreement own (beneÑcially
and of record) and have the right to vote, in the aggregate, approximately 14,996,724 shares of Parent
Common Stock.

3.5 No ConÖict; Required Filings and Consents.

(a) The execution and delivery by Parent and Merger Sub of this Agreement, the Related
Agreements to which it is a party or any instrument required by this Agreement to be executed and
delivered by Parent or any of its Subsidiaries at the Closing do not, and the performance of this
Agreement and any such Related Agreement or instrument by Parent or Merger Sub shall not, (i) conÖict
with or violate the CertiÑcate of Incorporation or Bylaws of Parent or the CertiÑcate of Incorporation or
Bylaws of Merger Sub, or (ii) conÖict with or violate any Law or Order in each case applicable to Parent
or its Subsidiaries or by which its or any of their respective properties or assets is bound or aÅected, or
(iii) result in any breach or violation of or constitute a default (or an event that with notice or lapse of
time or both would become a default) under, or impair Parent's or any of its Subsidiaries' rights or alter
the rights or obligations of any third party under, or give to others any rights of termination, amendment,
acceleration or cancellation of, or result in the creation of a Lien on any of the properties or assets of
Parent or any of its Subsidiaries pursuant to, any note, bond, mortgage, indenture, Contract, permit,
franchise or other instrument or obligation to which Parent or any of its Subsidiaries is a party or by which
Parent or any of its Subsidiaries or its or any of their respective properties or assets is bound or aÅected,
except (A) as set forth in Section 3.5(a) of the Parent Disclosure Schedule or (B) in the case of clause
(ii) or (iii) above, for any such conÖicts, breaches, violations, defaults or other occurrences that could not,
individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect.

(b) The execution and delivery by Parent and Merger Sub of this Agreement the Related
Agreements to which it is a party or any instrument required by this Agreement to be executed and
delivered by Parent or Merger Sub at the Closing do not, and the performance by Parent and Merger Sub
of this Agreement and any such Related Agreement or instrument shall not, require Parent or Merger Sub
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to obtain the Approval of, observe any waiting period imposed by, or make any Ñling with or notiÑcation
to, any Governmental Authority, domestic or foreign, except for (A) compliance with applicable
requirements of the Securities Act, the Exchange Act, Blue Sky Laws, or the pre-Merger notiÑcation
requirements of the HSR Act or Foreign Competition Laws, (B) the Ñling of the CertiÑcate of Merger in
accordance with the DGCL, (C) the Ñling of a listing application or other documents as required by
NASDAQ or (D) where the failure to obtain such Approvals, or to make such Ñlings or notiÑcations,
would not individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect.

3.6 Material Agreements. Except as set forth in Section 3.6 of the Parent Disclosure Schedule,
Parent is not party to or bound by (a) Contracts containing a covenant limiting or purporting to limit the
freedom of Parent or any of its Subsidiaries to engage in any line of business or compete with any Person
or operate at any location in the world; (b) Contracts for the acquisition, directly or indirectly (by merger
or otherwise) of material assets (whether tangible or intangible) or the capital stock of another Person;
(c) promissory notes, loans, agreements, indentures, evidences of indebtedness or other instruments and
Contracts providing for the borrowing or lending of money, whether as borrower, lender or guarantor, in
each case, relating to indebtedness or obligations in excess of $100,000; or (d) Contracts involving the
issuance or repurchase of any capital stock of Parent or any of its Subsidiaries (including newly formed
Subsidiaries), other than, with respect to the issuance of Parent Common Stock, the options or warrants
described in Section 3.2. The Contracts required to be disclosed in the Parent Disclosure Schedule
pursuant to the foregoing clauses (a) through (d) or required to be Ñled with any Parent SEC Report
(""Parent Contracts'') are in full force and eÅect and are valid and binding obligations of Parent and are
enforceable, in accordance with its terms, against Parent, in each case except that the enforcement thereof
may be limited by (A) the eÅects of bankruptcy, insolvency, fraudulent conveyance, reorganization,
moratorium and other similar Laws aÅecting creditors' rights generally, and (B) general principles of
equity (whether in a proceeding in equity or at law). Parent is not and is not alleged to be and, to the best
Knowledge of Parent, no other party is or is alleged to be in default under, or in breach or violation of, any
Parent Contract and, to the best Knowledge of the Company, no event has occurred which, with the giving
of notice or passage of time or both, would constitute such a default, breach or violation.

3.7 Compliance. Parent and each of its Subsidiaries are in compliance with, and are not in default
or violation of, (i) the CertiÑcate of Incorporation and Bylaws of Parent or the equivalent organizational
documents of such Subsidiary, (ii) any Law or Order or by which any of their respective assets or
properties are bound or aÅected and (iii) the terms of all notes, bonds, mortgages, indentures, Contracts,
permits, franchises and other instruments or obligations to which any of them are a party or by which any
of them or any of their respective assets or properties are bound or aÅected, except, in the case of clauses
(ii) and (iii), for any such failures of compliance, defaults and violations which could not, individually or
in the aggregate, reasonably be expected to have a Material Adverse EÅect. Parent and its Subsidiaries are
in compliance with the terms of all Approvals, except where the failure to so comply could not,
individually or in the aggregate, reasonably be expected to have a Material Adverse EÅect. Except as set
forth in Section 3.7 of the Parent Disclosure Schedule or as could not, individually or in the aggregate,
reasonably be expected to have a Material Adverse EÅect, neither Parent nor any of its Subsidiaries has
received notice of any revocation or modiÑcation of any Approval of any federal, state, local or foreign
Governmental Authority that is material Parent or any of its Subsidiaries.

3.8 SEC Filings; Financial Statements.

(a) Parent has Ñled all forms reports, schedules, statements and documents required to be Ñled with
the SEC since February 10, 2000 (collectively, as such forms, reports, schedules, statements and
documents have been amended since the time of their Ñling, the ""Parent SEC Reports'') pursuant to the
federal securities Laws and Regulations of the SEC promulgated thereunder, and all Parent SEC Reports
have been Ñled in all material respects on a timely basis. The Parent SEC Reports were prepared in
accordance, and complied as of their respective Ñling dates in all material respects, with the requirements
of the Exchange Act, the Securities Act and the Regulations promulgated thereunder and did not at the
time they were Ñled (or if amended or superseded by a Ñling prior to the date hereof, then on the date of
such Ñling) contain any untrue statement of a material fact or omit to state a material fact required to be
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stated therein or necessary in order to make the statements therein, in the light of the circumstances under
which they were made, not misleading. None of Parent's Subsidiaries has Ñled, or is obligated to Ñle, any
forms, reports, schedules, statements or other documents with the SEC.

(b) Each of the consolidated Ñnancial statements (including, in each case, any related notes thereto)
contained in Parent SEC Reports (i) complied in all material respects with applicable accounting
requirements and the published Regulations of the SEC with respect thereto, (ii) were prepared in
accordance with GAAP (except, in the case of unaudited statements, as permitted by Form 10-Q of the
SEC) applied on a consistent basis throughout the periods involved (except as may be expressly described
in the notes thereto) and (iii) fairly presents the consolidated Ñnancial position of Parent as at the
respective dates thereof and the consolidated results of its operations and cash Öows for the periods
indicated, except that the unaudited interim Ñnancial statements included in the Company's Form 10-Q
reports were or are subject to normal and recurring year-end adjustments that have not been and are not
expected to be material to Parent.

3.9 Absence of Certain Changes or Events.

(a) Except as described in Section 3.9(a) of the Parent Disclosure Schedule, since March 31, 2000
Parent has conducted its, businesses only in the ordinary and usual course and in a manner consistent with
past practice, and, since such date, there has not been any change, development, circumstance, condition,
event, occurrence, damage, destruction or loss that has had or could reasonably be expected to have,
individually or in the aggregate, a Material Adverse EÅect.

(b) Except as described in Section 3.9(b) of the Parent Disclosure Schedule, during the period from
March 31, 2000 to the date hereof there has not been any change by Parent in its accounting methods,
principles or practices, any revaluation by Parent of any of its assets, including, writing down the value of
inventory or writing oÅ notes or accounts receivable.

(c) Neither Parent nor any of its Subsidiaries has any liabilities or obligations of any nature (whether
absolute, accrued, Ñxed, contingent or otherwise), and there is no existing fact, condition or circumstance
which could reasonably be expected to result in such liabilities or obligations, except liabilities or
obligations (i) disclosed in the Parent SEC Reports Ñled and publicly available prior to the date hereof or
in Parent's March 31, 2000 Ñnancial statements, (ii) disclosed in Section 3.9(c) of the Parent Disclosure
Schedule, (iii) incurred in the ordinary course of business since March 31, 2000, or (iv) which do not
have, and could not reasonably be expected to have, individually or in the aggregate, a Material Adverse
EÅect.

3.10 Absence of Litigation. Except as described in Section 3.10 of the Parent Disclosure Schedule or
expressly described in the Parent SEC Reports Ñled and publicly available prior to the date hereof, there is
no Litigation pending on behalf of or against or, to the Knowledge of Parent, threatened against Parent,
any of its Subsidiaries, or any of their respective properties or rights, before or subject to any Court or
Governmental Authority where the amount in controversy could exceed $100,000; provided, that such
amount in controversy shall not be construed or utilized to expand, limit or deÑne the terms ""material'' or
""Material Adverse EÅect'' as otherwise referenced and used in this Agreement. Neither Parent nor any of
its Subsidiaries is subject to any outstanding Litigation or Order which, individually or in the aggregate,
has had or could reasonably be expected to have a Material Adverse EÅect.

3.11 Registration Statement; Proxy Statement/Prospectus. None of the information supplied by
Parent for inclusion in the Registration Statement shall, at the time such document is Ñled, at the time
amended or supplemented, or at the time the Registration Statement is declared eÅective by the SEC,
contain any untrue statement of a material fact or omit to state any material fact required to be stated
therein or necessary in order to make the statements therein, in light of the circumstances under which
they were made, not misleading. None of the information supplied by Parent for inclusion in the Joint
Proxy Statement/Prospectus shall, on the date the Joint Proxy Statement/Prospectus is Ñrst mailed to the
Company's stockholders or Parent's stockholders, at the time of the Company Stockholders' Meeting or
the Parent Stockholders' Meeting or at the EÅective Time, contain any untrue statement of a material fact
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or omit to state any material fact required to be stated therein or necessary in order to make the
statements therein, in light of the circumstances under which they are made, not false or misleading or
omit to state any material fact necessary to correct any statement in any earlier communication with
respect to the Company Stockholders' Meeting or the Parent Stockholders' Meeting which has become
false or misleading. The Joint Proxy Statement/Prospectus will comply as to form in all material respects
with the provisions of the Securities Act. Notwithstanding the foregoing, Parent makes no representation,
warranty or covenant with respect to any information supplied by the Company which is contained in the
Registration Statement or Joint Proxy Statement/Prospectus.

3.12 Taxes. Except as set forth in Section 3.12 of the Parent Disclosure Schedule:

(a) All material Tax Returns required to be Ñled by or on behalf of Parent, each of its Subsidiaries,
and each aÇliated, combined, consolidated or unitary group of which Parent or any of its Subsidiaries is a
member have been timely Ñled, and all such Tax Returns are true, complete and correct in all material
respects.

(b) All material Taxes payable by or with respect to Parent and each of its Subsidiaries (whether or
not shown on any Tax Return) have been timely paid when due, and adequate reserves (other than a
reserve for deferred Taxes established to reÖect timing diÅerences between book and Tax treatment) in
accordance with GAAP are provided on the respective company's Balance Sheet for any material Taxes
not yet due. All assessments for material Taxes due and owing by or with respect to Parent and each of its
Subsidiaries with respect to completed and settled examinations or concluded litigation have been paid.
Neither Parent nor any of its Subsidiaries has incurred a Tax liability from the date of the latest Balance
Sheet other than a Tax liability in the ordinary course of business.

(c) No action, suit, proceeding, investigation, claim or audit has formally commenced and no written
notice has been given that such audit or other proceeding is pending or threatened with respect to Parent
or any of its Subsidiaries or any group of corporations of which any of Parent and its Subsidiaries has been
a member in respect of any Taxes, and all deÑciencies proposed as a result of such actions, suits,
proceedings, investigations, claims or audits have been paid, reserved against or settled.

(d) Neither Parent nor any of its Subsidiaries has requested, or been granted any waiver of any
federal, state, local or foreign statute of limitations with respect to, or any extension of a period for the
assessment of, any Tax. No extension or waiver of time within which to Ñle any Tax Return of, or
applicable to, Parent or any of its Subsidiaries has been granted or requested which has not since expired.

(e) Other than with respect to its Subsidiaries, Parent is not and has never been (nor does Parent
have any liability for unpaid Taxes because it once was) a member of an aÇliated, consolidated, combined
or unitary group, and neither Parent nor any of its Subsidiaries is a party to any Tax allocation or sharing
agreement or is liable for the Taxes of any other person under Treasury Regulations Section 1.1502-6 (or
any similar provision of state, local or foreign Law), as transferee or successor, by Contract, or otherwise.

(f) Parent and its Subsidiaries have not made any payments, are not obligated to make any
payments, and are not a party to any agreements that under any circumstances could obligate any of them
to make any payments as a result of the transactions contemplated by this Agreement, that will not be
deductible under Section 280G of the Code.

(g) Parent has not been a United States real property holding corporation within the meaning of
Section 897(c)(2) of the Code during the applicable period speciÑed in Section 897(c)(1)(A)(ii) of the
Code.

(h) Parent and each of its Subsidiaries have complied with all applicable Laws relating to the
payment and withholding of Taxes (including, without limitation, withholding of Taxes pursuant to
Sections 1441, 1442 and 3406 of the Code or similar provisions under any foreign Laws) and have, within
the time and in the manner required by Law, withheld from employee wages and paid over to the proper
Governmental Authorities all amounts required to be so withheld and paid over under all applicable Laws.
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(i) Neither Parent nor any of its Subsidiaries has made an election under Section 341(f) of the
Code.

(j) None of Parent and its Subsidiaries will be required to include any material amount in taxable
income for any taxable period (or portion thereof) ending after the Closing Date as a result of a change in
the method of accounting for a taxable period ending prior to the Closing Date, any ""closing agreement''
as described in Section 7121 of the Code (or any corresponding provision of state, local or foreign Tax
Laws) entered into prior to the Closing Date, any sale reported on the installment method that occurred
prior to the Closing Date, or any taxable income attributable to any amount that is economically accrued
prior to the Closing Date.

3.13 Environmental Matters. Except as described on Section 3.13 of the Parent Disclosure
Schedule, and except as could not, individually or in the aggregate, reasonably be expected to have a
Material Adverse EÅect: (i) Parent and each of its Subsidiaries complies and have complied, during all
applicable statute of limitations periods, with all applicable Environmental Laws, and possess and comply,
and have possessed and complied during all applicable statute of limitations periods, with all
Environmental Permits; (ii) there are and have been no Materials of Environmental Concern or other
conditions at any property owned, operated, or otherwise used by Parent now or in the past, or at any other
location (including without limitation any facility to which Materials of Environmental Concern from
Parent or any of its Subsidiaries), that are in circumstances that could reasonably be expected to give rise
to any liability of Parent or any of its Subsidiaries, or result in costs to Parent or any of its Subsidiaries
arising out of any Environmental Law; (iii) no Litigation (including any notice of violation or alleged
violation), under any Environmental Law or with respect to any Materials of Environmental Concern to
which Parent or any of its Subsidiaries is, or to the Knowledge of Parent will be, named as a party, or
aÅecting their business, is pending or, to the Knowledge of Parent, threatened; nor is Parent or any of its
Subsidiaries the subject of any investigation or the recipient of any request for information in connection
with any such Litigation or potential Litigation; (iv) there are no Orders or agreements under any
Environmental Law or with respect to any Materials of Environmental Concern to which Parent or any of
its Subsidiaries is a party or aÅecting their business; (v) to the Knowledge of Parent, there are no events,
conditions, circumstances, practices, plans, or legal requirements (in eÅect or reasonably anticipated), that
could be expected to prevent Parent from, or materially increase the burden on Parent of: (A) complying
with applicable Environmental Laws, or (B) obtaining, renewing, or complying with all Environmental
Permits; and (vi) to the Knowledge of Parent, each of the foregoing representations and warranties is true
and correct with respect to any entity for which Parent or any of its Subsidiaries has assumed or retained
liability, whether by Contract or operation of Law.

3.14 Pooling; Tax Matters.

(a) Parent intends that the Merger be accounted for under the ""pooling of interests'' method under
the requirements of APB 16 and the Regulations of the SEC.

(b) To Parent's Knowledge, neither Parent and Merger Sub nor any of their AÇliates has taken or
agreed to take any action or failed to take any action that could reasonably be expected to prevent (a) the
Merger from being treated for Ñnancial accounting purposes as a ""pooling of interests'' in accordance with
APB 16 and the Regulations of the SEC or (b) the Merger from constituting a reorganization within the
meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the Code.

(c) Parent has no Knowledge of any reason why it may not receive a letter from Price-
waterhouseCoopers, LLP (the ""Parent's Accountants'') dated as of the Closing Date and addressed to
Parent in which the Parent's Accountants will concur with Parent's management's conclusion that no
conditions exist related to Parent that would preclude Parent from accounting for the Merger as a ""pooling
of interests.''

(d) Section 3.14(d) of the Parent Disclosure Schedule contains a true and complete list of all
Persons who may be deemed to be AÇliates of Parent, excluding all of its Subsidiaries but including all
directors and executive oÇcers of Parent.
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3.15 Brokers. No broker, Ñnancial advisor, Ñnder or investment banker or other Person is entitled to
any broker's, Ñnancial advisor's, Ñnder's or other fee or commission in connection with the transactions
contemplated by this Agreement based upon arrangements made by or on behalf of Parent or Merger Sub,
except for Morgan Stanley & Co. Incorporated (the ""Parent's Financial Advisors'').

3.16 Opinion of Financial Advisor. The Board of Directors of Parent has received the oral opinion
of the Parent's Financial Advisors. to the eÅect that as of the date hereof the Exchange Ratio pursuant to
this Agreement is fair from a Ñnancial point of view to the holders of shares of the Parent Common Stock
and will receive their written opinion promptly after the date hereof. Parent shall provide copies of such
written opinion to the Company promptly after receipt.

3.17 Absence of Restrictions on Business Activities. Except as set forth in Section 3.17 of the Parent
Disclosure Schedule, there is no agreement or Order binding upon Parent or any of its Subsidiaries or any
of their assets or properties which has had or could reasonably be expected to have the eÅect of
prohibiting or impairing any business practice of Parent or any of its Subsidiaries or the conduct of
business by Parent or any of its Subsidiaries as currently conducted or as proposed to be conducted by
Parent or any of its Subsidiaries. Except as set forth in Section 3.17 of the Parent Disclosure Schedule,
neither Parent nor any of its Subsidiaries is subject to any non-competition, non-solicitation or similar
restriction on their respective businesses.

ARTICLE IV

CONDUCT OF BUSINESS PENDING THE MERGER

4.1 Conduct of Business by the Company Pending the Merger. The Company covenants and agrees
that, between the date hereof and the EÅective Time, except as expressly required or permitted by this
Agreement or unless Parent shall otherwise agree in writing in advance, the Company shall conduct and
shall cause the businesses of each of its Subsidiaries to be conducted only in, and the Company and its
Subsidiaries shall not take any action except in, the ordinary course of business and in a manner consistent
with past practice and in compliance with applicable Laws. The Company shall use its reasonable best
eÅorts to preserve intact the business organization and assets of the Company and each of its Subsidiaries,
and to keep available the services of the present oÇcers, employees and consultants of the Company and
each of its Subsidiaries, to maintain in eÅect its Contracts and to preserve the present relationships of the
Company and each of its Subsidiaries with advertisers, sponsors, customers, licensees, suppliers and other
Persons with which the Company or any of its Subsidiaries has business relations. By way of ampliÑcation
and not limitation, neither the Company nor any of its Subsidiaries shall, between the date hereof and the
EÅective Time, directly or indirectly do, or propose to do, any of the following without the prior written
consent of Parent:

(a) amend or otherwise change the CertiÑcate of Incorporation or Bylaws or equivalent organizational
document of the Company or any of its Subsidiaries or alter through merger, liquidation, reorganization,
restructuring or in any other fashion the corporate structure or ownership of the Company or any of its
Subsidiaries;

(b) issue, grant, sell, transfer, deliver, pledge, promise, dispose of or encumber, or authorize the
issuance, grant, sale, transfer, deliverance, pledge, promise, disposition or encumbrance of, any shares of
capital stock of any class (common or preferred), or any options (other than stock options under the 1999
Stock Option Plan granted to new employees consistent with past practice in order to continue the
employee recruitment eÅorts of the Company as mutually and reasonably determined by Parent and the
Company) warrants, convertible or exchangeable securities or other rights of any kind to acquire any
shares of capital stock or any other ownership interest or Stock-Based Rights of the Company or any of its
Subsidiaries (except for the issuance of Company Common Stock issuable pursuant to the Outstanding
Employee Options); adopt, ratify or eÅectuate a stockholders' rights plan or agreement; or redeem,
purchase or otherwise acquire, directly or indirectly, any of the capital stock of the Company or interest in
or securities of any Subsidiary (except for the repurchase of a stockholder's Company Common Stock
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upon termination of such stockholder's status as an employee or consultant pursuant to existing repurchase
agreements and the Option Plans);

(c) declare, set aside or pay any dividend or other distribution (whether in cash, stock or property or
any combination thereof) in respect of any of its capital stock (except that a wholly owned Subsidiary of
the Company may declare and pay a dividend to its parent); split, combine or reclassify any of its capital
stock, or issue or authorize the issuance of any other securities in respect of, in lieu of or in substitution
for, shares of its capital stock; or amend the terms of, repurchase, redeem or otherwise acquire, or permit
any Subsidiary to repurchase, redeem or otherwise acquire, any of its securities or any securities of its
Subsidiaries; or propose to do any of the foregoing;

(d) sell, transfer, deliver, lease, license, sublicense, mortgage, pledge, encumber or otherwise dispose
of (in whole or in part), or create, incur, assume or subject any Lien on, any of the assets of the Company
or any of its Subsidiaries (including any Intellectual Property), except for the sale of goods, licenses of
Intellectual Property involving annual revenue, payments or liabilities of less than $100,000 or having a
term of less than one year, and dispositions of other immaterial assets, in any case, in the ordinary course
of business and in a manner consistent with past practice;

(e) adopt a plan of complete or partial liquidation, dissolution, merger, consolidation, restructuring,
recapitalization or other reorganization of the Company of any of its Subsidiaries (other than the Merger);

(f) acquire (by merger, consolidation, acquisition of stock or assets or otherwise) or organize any
corporation, limited liability company, partnership, joint venture, trust or other entity or any business
organization or division thereof; incur any indebtedness for borrowed money or issue any debt securities or
any warrants or rights to acquire any debt security or assume, guarantee or endorse or otherwise as an
accommodation become responsible for, the obligations of any Person, or make any loans, advances or
enter into any Ñnancial commitments; or authorize or make any capital expenditures which are, in the
aggregate, in excess of $1,000,000 for the Company and its Subsidiaries taken as a whole;

(g) hire or terminate any employee or consultant, except in the ordinary course of business consistent
with past practice; increase the compensation or fringe beneÑts (including, without limitation, bonus)
payable or to become payable to its oÇcers or employees, except for increases in salary or wages of
employees of the Company or its Subsidiaries who are not oÇcers of the Company in the ordinary course
of business consistent with past practice, or loan or advance any money or other asset or property to, or
grant any bonus, severance or termination pay to, or enter into any employment or severance agreement
with, any director, oÇcer or other employee of the Company or any of its Subsidiaries, or establish, adopt,
enter into, terminate or amend any Employee Plan or any collective bargaining, bonus, proÑt sharing,
thrift, compensation, stock option, stock purchase, restricted stock, pension, retirement, deferred
compensation, employment, termination, severance or other plan, agreement, trust, fund, policy or
arrangement for the beneÑt of any current or former directors, oÇcers or employees, provided that nothing
in this Section 4.1(g) shall restrict the ability of the Company's Board of Directors to adopt appropriate
resolutions, with respect to persons who are oÇcers or directors of the Company, to cause the transactions
relating to the Merger that may be considered dispositions under Section 16 of the Exchange Act for such
persons to be exempt from such Section;

(h) change any accounting policies or procedures (including procedures with respect to reserves,
revenue recognition, payments of accounts payable and collection of accounts receivable) unless required
by a change in Law or GAAP used by it;

(i) revalue in any material respect any of its assets, including without limitation writing down the
value of inventory or writing oÅ notes or accounts receivable, other than in the ordinary course of business;

(j) (v) other than in the ordinary course consistent with past practice, enter into any agreement that
if entered into prior to the date hereof would be a Material Agreement set forth in Section 2.7(a) of the
Company Disclosure Schedule (excluding any conÑdentiality agreements permitted pursuant to Sec-
tion 4.2); (w) modify, amend in any material respect, transfer or terminate any Material Agreement or
waive, release or assign any rights or claims thereto or thereunder; (x) enter into or extend any lease with
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respect to Real Property with any third party; (y) modify, amend or transfer in any way or terminate any
Material Agreement, standstill or conÑdentiality agreement with any third party, or waive, release or assign
any rights or claims thereto or thereunder; or (z) enter into, modify or amend any Contract to provide
exclusive rights or obligations;

(k) make any material Tax election other than an election in the ordinary course of business
consistent with the past practices of the Company or settle or compromise any federal, state, local or
foreign income tax liability or agree to an extension of a statute of limitations;

(l) fail to Ñle any Tax Returns when due (or, alternatively, fail to Ñle for available extensions) or fail
to cause Tax Returns when Ñled to be complete and accurate in all material respects;

(m) fail to pay any Taxes or other material debts when due;

(n) pay, discharge, satisfy or settle any Litigation or waive, assign or release any material rights or
claims. The Company and its Subsidiaries shall not pay, discharge or satisfy any liabilities or obligations
(absolute, accrued, asserted or unasserted, contingent or otherwise), except in the ordinary course of
business consistent with past practice in an amount or value not exceeding $100,000 in any instance or
series of related instances or $500,000 in the aggregate or in accordance with their terms as in eÅect as of
the date hereof;

(o) engage in, enter into or amend any Contract, transaction, indebtedness or other arrangement
with, directly or indirectly, any of the directors, oÇcers, stockholders or other AÇliates of the Company
and its Subsidiaries, or any of their respective AÇliates or family members, except for (i) amounts due as
normal salaries and bonuses and in reimbursement of ordinary expenses and (ii) those items existing as of
the date hereof and listed in Section 4.1(o) of the Company Disclosure Schedule;

(p) fail to maintain in full force and eÅect all self-insurance and insurance, as the case may be,
currently in eÅect;

(q) take any action that (without regard to any action taken, or agreed to be taken, by Parent or any
of its AÇliates) could reasonably be expected to prevent (i) Parent from accounting for the business
combination to be eÅected by the Merger as a ""pooling of interests'' or (ii) the Merger from qualifying as
a reorganization within the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the Code;

(r) fail to make in a timely manner any Ñlings with the SEC required under the Securities Act or
the Exchange Act or the rules or regulations promulgated thereunder; or

(s) authorize, recommend, propose or announce an intention to do any of the foregoing, or agree or
enter into or amend any Contract or arrangement to do any of the foregoing.

4.2 Solicitation of Other Proposals.

(a) From and after the date of this Agreement until the EÅective Time or termination of this
Agreement pursuant to Article VII, the Company and its Subsidiaries shall not, nor shall they authorize or
permit any of their respective oÇcers, directors, aÇliates or employees or any investment banker, attorney
or other advisor or representative retained by any of them to, directly or indirectly, (i) solicit, initiate,
encourage or induce the making, submission or announcement of any Acquisition Proposal (as hereinafter
deÑned), (ii) participate in any discussions or negotiations regarding, or furnish to any person any non-
public information with respect to, or take any other action to facilitate any inquiries or the making of any
Acquisition Proposal, (iii) engage in discussions with any person with respect to any Acquisition Proposal,
(iv) approve, endorse or recommend any Acquisition Proposal or (v) enter into any letter of intent or
similar document or any contract, agreement or commitment contemplating or otherwise relating to any
Acquisition Proposal; provided, however, that notwithstanding the foregoing, prior to the adoption of this
Agreement by the Company's stockholders, this Section 4.2(a) shall not prohibit the Company from
furnishing nonpublic information regarding the Company and its subsidiaries to, or entering into
discussions or negotiations with, any person or group who has submitted (and not withdrawn) to the
Company an unsolicited, written, bona Ñde Acquisition Proposal that the Board of Directors of the
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Company reasonably concludes (based on the written advice of a Ñnancial advisor of national standing)
may constitute a Superior OÅer (as hereinafter deÑned) if (1) neither the Company nor any
representative of the Company and its Subsidiaries shall have materially violated any of the restrictions set
forth in this Section 4.2, (2) the Board of Directors of Company concludes in good faith, after
consultation with its outside legal counsel, that such action is required in order for the Board of Directors
of the Company to comply with its Ñduciary obligations to the Company's stockholders under applicable
Law, (3) prior to furnishing any such nonpublic information to, or entering into any such discussions with,
such person or group, the Company gives Parent written notice of the identity of such person or group and
all of the material terms and conditions of such Acquisition Proposal and of the Company's intention to
furnish nonpublic information to, or enter into discussions with, such person or group, and the Company
receives from such person or group an executed conÑdentiality agreement containing terms at least as
restrictive with regard to the Company's conÑdential information as the ConÑdentiality Agreement (as
deÑned in Section 5.4), (4) the Company gives Parent at least two business days advance notice of its
intent to furnish such nonpublic information or enter into such discussions, and (5) contemporaneously
with furnishing any such nonpublic information to such person or group, the Company furnishes such
nonpublic information to Parent (to the extent such nonpublic information has not been previously
furnished by the Company to Parent). The Company and its subsidiaries will immediately cease any and
all existing activities, discussions or negotiations with any parties conducted heretofore with respect to any
Acquisition Proposal. Without limiting the foregoing, it is understood that any violation of the restrictions
set forth in the preceding two sentences by any oÇcer, director, employee, agent or consultant of the
Company or any of its Subsidiaries or any investment banker, attorney, agent or other advisor or
representative of the Company or any of its subsidiaries shall be deemed to be a breach of this Section 4.2
by the Company.

(b) In addition to the obligations of the Company set forth in paragraph (a) of this Section 4.2, the
Company as promptly as reasonably practicable shall advise Parent orally and in writing of any request for
non-public information which the Company reasonably believes could lead to an Acquisition Proposal or of
any Acquisition Proposal, or any inquiry with respect to or which the Company reasonably should believe
could lead to any Acquisition Proposal, the material terms and conditions of such request, Acquisition
Proposal or inquiry, and the identity of the person or group making any such request, Acquisition Proposal
or inquiry. The Company will keep Parent informed as promptly as reasonably practicable in all material
respects of the status and details (including material amendments or proposed amendments) of any such
request, Acquisition Proposal or inquiry.

(c) For the purposes of this Agreement, ""Acquisition Proposal'' means any oÅer or proposal by a
third party (other than the Merger) relating to: (A) any acquisition or purchase from the Company by
any person or ""group'' (as deÑned under Section 13(d) of the Exchange Act and the rules and regulations
thereunder) of more than a 30% interest in the total outstanding voting securities of the Company or any
of its subsidiaries or any tender oÅer or exchange oÅer that if consummated would result in any person or
""group'' (as deÑned under Section 13(d) of the Exchange Act and the rules and regulations thereunder)
beneÑcially owning 30% or more of the total outstanding voting securities of the Company or any of its
subsidiaries or any merger, consolidation, business combination or similar transaction involving the
Company pursuant to which the stockholders of the Company immediately preceding such transaction
hold less than 67% of the equity interests in the surviving or resulting entity of such transaction; (B) any
sale, lease (other than in the ordinary course of business), exchange, transfer, license (other than in the
ordinary course of business), acquisition, or disposition of more than 50% of the assets of the Company; or
(C) any liquidation or dissolution of the Company.

4.3 Conduct of Business by Parent Pending the Merger. Parent covenants and agrees that, between
the date hereof and the EÅective Time, Parent shall use its reasonable best eÅorts to preserve intact the
business organization and assets of Parent and each of its Subsidiaries, and to operate, and cause each of
its Subsidiaries to operate, according to plans and budgets, to keep available the services of the present
oÇcers, employees and consultants of Parent and each of its Subsidiaries, to maintain in eÅect its
contracts and to preserve the present relationships of Parent and each of its Subsidiaries with advertisers,
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sponsors, customers, licensees, suppliers and other Persons with which Parent or any of its Subsidiaries has
business relations. Neither Parent nor any of its Subsidiaries shall, between the date hereof and the
EÅective Time, directly or indirectly do, or propose to do, any of the following without the prior written
consent of the Company:

(a) amend or otherwise change the CertiÑcate of Incorporation or Bylaws or equivalent organizational
document of Parent or any of its Subsidiaries;

(b) declare, set aside or pay any cash dividend or cash distribution in respect of its capital stock
(except that a wholly owned Subsidiary of the Company may declare and pay a dividend to its parent);

(c) take any action that (without regard to any action taken, or agreed to be taken, by Parent or any
of its AÇliates) could reasonably be expected to prevent (i) Parent from accounting for the business
combination to be eÅected by the Merger as a ""pooling of interests'' or (ii) the Merger from qualifying as
a reorganization within the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the Code; or

(d) fail to make in a timely manner any Ñlings with the SEC required under the Securities Act or
the Exchange Act or the rules or regulations promulgated thereunder.

ARTICLE V

ADDITIONAL AGREEMENTS

5.1 Registration Statement; Proxy Statement/Prospectus.

(a) As promptly as reasonably practicable following the date hereof, the Company and Parent shall
prepare and Ñle with the SEC mutually acceptable proxy materials which shall constitute the Joint Proxy
Statement/Prospectus (such proxy statement/prospectus, and any amendments or supplements thereto, the
""Joint Proxy Statement/Prospectus'') and Parent shall prepare and Ñle the Registration Statement. The
Joint Proxy Statement/Prospectus will be included in and will constitute a part of the Registration
Statement as Parent's prospectus. The Registration Statement and the Joint Proxy Statement/Prospectus
shall comply as to form in all material respects with the applicable provisions of the Securities Act and the
Exchange Act and the rules and regulations thereunder. Each of Parent and the Company shall use
reasonable best eÅorts to have the Registration Statement declared eÅective by the SEC and to keep the
Registration Statement eÅective as long as is necessary to consummate the Merger and the transactions
contemplated thereby.

(b) Parent and the Company shall, as promptly as practicable after receipt thereof, provide the other
party copies of any written comments and advise the other party of any oral comments, with respect to the
Joint Proxy Statement/Prospectus received from the SEC. Parent will provide the Company with a
reasonable opportunity to review and comment on any amendment or supplement to the Registration
Statement prior to Ñling such with the SEC, and will provide the Company with a copy of all such Ñlings
made with the SEC. Notwithstanding any other provision herein to the contrary, no amendment or
supplement (including by incorporation by reference) to the Joint Proxy Statement/Prospectus or the
Registration Statement shall be made without the approval of both parties, which approval shall not be
unreasonably withheld or delayed; provided, that with respect to documents Ñled by a party which are
incorporated by reference in the Registration Statement or the Joint Proxy Statement/Prospectus, this
right of approval shall apply only with respect to information relating to the other party or its business,
Ñnancial condition or results of operations.

(c) Parent will use reasonable best eÅorts to cause the Joint Proxy Statements/Prospectus to be
mailed to Parent's stockholders, and the Company will use reasonable best eÅorts to cause the Joint Proxy
Statement/Prospectus to be mailed to the Company's stockholders, in each case after the Registration
Statement is declared eÅective under the Securities Act.

(d) Each party will advise the other party, promptly after it receives notice thereof, of the time when
the Registration Statement has become eÅective, the issuance of any stop order, the suspension of the
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qualiÑcation of the Parent Common Stock issuable in connection with the Merger for oÅering or sale in
any jurisdiction, or any request by the SEC for amendment of the Joint Proxy Statement/Prospectus or
the Registration Statement. If at any time prior to the EÅective Time any information relating to Parent
or the Company, or any of their respective aÇliates, oÇcers or directors, should be discovered by Parent or
the Company which should be set forth in an amendment or supplement to any of the Registration
Statement or the Joint Proxy Statement/Prospectus so that any of such documents would not include any
misstatement of a material fact or omit to state any material fact necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading, the party which
discovers such information shall promptly notify the other party hereto and, to the extent required by Law,
rules or regulations, an appropriate amendment or supplement describing such information shall be
promptly Ñled with the SEC and disseminated to the stockholders of Parent and the Company.

5.2 Company Stockholders' Meeting.

(a) Promptly after the date hereof, the Company shall take all action necessary in accordance with
the applicable Law and its CertiÑcate of Incorporation and Bylaws and the rules of NASDAQ to call, give
notice of, convene and hold a meeting of its stockholders (the ""Company Stockholders' Meeting'') to be
held as promptly as practicable, and in any event (to the extent permissible under applicable Law) within
60 days after the declaration of eÅectiveness of the Registration Statement, for the purpose of voting upon
adoption of this Agreement. Subject to Section 5.2(c), the Company shall use its reasonable best eÅorts to
solicit from its stockholders proxies in favor of the adoption of this Agreement and will take all other
action necessary to secure the vote or consent of its stockholders required by the rules of NASDAQ and
applicable Law to obtain such approvals. Notwithstanding anything to the contrary contained in this
Agreement, the Company (i) may adjourn or postpone the Company Stockholders' Meeting to the extent
necessary to ensure that any necessary supplement or amendment to the Joint Proxy Statement/Prospectus
is provided to the Company's stockholders in advance of a vote on this Agreement or (ii) shall (unless
Parent otherwise consents in writing) adjourn or postpone the Company Stockholders' Meeting, if as of
the time for which the Company Stockholders' Meeting is originally scheduled (as set forth in the Joint
Proxy Statement/Prospectus ) or subsequently rescheduled or reconvened, there are insuÇcient shares of
Company Common Stock represented (either in person or by proxy) to constitute a quorum necessary to
conduct the business of the Company Stockholders' Meeting. The Company shall ensure that the
Company Stockholders' Meeting is called, noticed, convened, held and conducted, and that all proxies
solicited by the Company in connection with the Company Stockholders' Meeting are solicited, in
compliance with applicable Law, the Company's CertiÑcate of Incorporation and Bylaws, the rules of
NASDAQ and all other applicable legal requirements. The Company's obligation to call, give notice of,
convene and hold the Company Stockholders' Meeting in accordance with this Section 5.2(a) shall not be
limited or aÅected by the commencement, disclosure, announcement or submission to Company of any
Acquisition Proposal or Superior OÅer (as deÑned below), or by any withdrawal, amendment or
modiÑcation of the recommendation of the Board of Directors of the Company with respect to this
Agreement or the Merger.

(b) Subject to Section 5.2(c): (i) the Board of Directors of the Company shall recommend that the
Company's stockholders vote in favor of and adopt and approve this Agreement and approve the Merger at
the Company Stockholders' Meeting; (ii) the Joint Proxy Statement/Prospectus shall include a statement
to the eÅect that the Board of Directors of the Company has unanimously recommended that Company's
stockholders vote in favor of and adoption of this Agreement at the Company Stockholders' Meeting; and
(iii) neither the Board of Directors of the Company nor any committee thereof shall withdraw, amend or
modify, or propose or resolve to withdraw, amend or modify in a manner adverse to Parent, the
recommendation of the Board of Directors of the Company that the Company's stockholders vote in favor
of adoption of this Agreement.

(c) Nothing in this Agreement shall prevent the Board of Directors of the Company from
withholding, withdrawing, amending or modifying its recommendation in favor of the Merger if (i) a
Superior OÅer (as deÑned below) is made to the Company and is not withdrawn, (ii) the Company shall
have provided written notice to Parent (a ""Notice of Superior OÅer'') advising Parent that the Company
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has received a Superior OÅer, specifying all of the material terms and conditions of such Superior OÅer
and identifying the person or entity making such Superior OÅer, (iii) Parent shall not have, within three
business days of Parent's receipt of the Notice of Superior OÅer, made an oÅer that the Company's Board
of Directors by a majority vote determines in its good faith judgment (after having received the written
advice of a Ñnancial advisor of national standing) to be at least as favorable to the Company's stockholders
as such Superior OÅer (it being agreed that the Board of Directors of the Company shall convene a
meeting to consider any such oÅer by Parent promptly following the receipt thereof), (iv) the Board of
Directors of the Company concludes in good faith, after consultation with its outside counsel, that, in light
of such Superior OÅer, the withholding, withdrawal, amendment or modiÑcation of such recommendation
is required in order for the Board of Directors of Company to comply with its Ñduciary duties to the
Company's stockholders under applicable Law and (v) the Company shall not have violated any of the
restrictions set forth in Section 4.2 or this Section 5.2. The Company shall provide Parent with at least two
business days prior notice of any meeting of the Company's Board of Directors at which the Company's
Board of Directors is to consider any Acquisition Proposal to determine whether such Acquisition Proposal
is a Superior OÅer. Nothing contained in this Section 5.2(c) shall limit the Company's obligation to hold
and convene the Company Stockholders' Meeting (regardless of whether the recommendation of the
Board of Directors of Company shall have been withdrawn, amended or modiÑed).

(d) For the purposes of this Agreement, ""Superior OÅer'' shall mean an unsolicited, bona Ñde
written oÅer made by a third party to consummate any of the following transactions: (i) a merger or
consolidation involving the Company pursuant to which the stockholders of the Company immediately
preceding such transaction hold less than 50% of the equity interest in the surviving or resulting entity of
such transaction; (ii) a sale or other disposition by the Company of assets representing in excess of 50% of
the fair market value of the Company's business immediately prior to such sale; or (iii) the acquisition by
any person or group (including, without limitation, by way of a tender oÅer or an exchange oÅer or a two
step transaction involving a tender oÅer followed with reasonable promptness by a merger involving the
Company), directly or indirectly, of ownership of 51% or more of the then outstanding shares of capital
stock of the Company, on terms that the Board of Directors of the Company determines, in its reasonable
judgment (based on the written advice of a Ñnancial advisor of national standing) to be more favorable to
the Company stockholders than the terms of the Merger; provided, however, that any such oÅer shall not
be deemed to be a ""Superior OÅer'' unless the Company or such third party has obtained bona Ñde Ñrm
commitment letters for any Ñnancing required to consummate the transaction contemplated by such oÅer.

(e) Nothing contained in this Agreement shall prohibit the Company or its Board of Directors from
taking and disclosing to its stockholders a position contemplated by Rules 14d-9 and 14e-2(a)
promulgated under the Exchange Act.

5.3 Parent Stockholders Meeting.

(a) Promptly after the date hereof, Parent will take all action necessary in accordance with the
applicable Law and its CertiÑcate of Incorporation and Bylaws to call, give notice of, convene and hold a
meeting of its stockholders (the ""Parent Stockholders' Meeting'') to be held as promptly as practicable,
and in any event (to the extent permissible under applicable Law) within 60 days after the declaration of
eÅectiveness of the Registration Statement, for the purpose of approving the issuance of shares of Parent
Common Stock in connection with the Merger. Parent will use its reasonable best eÅorts to solicit from its
stockholders proxies in favor of approving the issuance of Parent Common Stock in connection with the
Merger and will take all other action necessary to secure the vote or consent of its stockholders required
by the rules of NASDAQ and applicable Law to obtain such approvals. Notwithstanding anything to the
contrary contained in this Agreement, Parent may adjourn or postpone the Parent Stockholders' Meeting
to the extent necessary to ensure that any necessary supplement or amendment to the Joint Proxy
Statement/Prospectus is provided to Parent's stockholders in advance of a vote on the approval of the
issuance of shares of Parent Common Stock in connection with the Merger or, if as of the time for which
Parent Stockholders' Meeting is originally scheduled (as set forth in the Joint Proxy Statement/Prospectus
) there are insuÇcient shares of Parent Common Stock represented (either in person or by proxy) to
constitute a quorum necessary to conduct the business of the Parent Stockholders' Meeting. Parent shall
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ensure that the Parent Stockholders' Meeting is called, noticed, convened, held and conducted, and that all
proxies solicited by Parent in connection with the Parent Stockholders' Meeting are solicited, in
compliance with applicable Law, its CertiÑcate of Incorporation and Bylaws and the rules of NASDAQ.

(b) (i) The Board of Directors of Parent shall recommend that Parent's stockholders approve the
issuance of shares of Parent Common Stock in connection with the Merger at the Parent Stockholders'
Meeting; (ii) the Joint Proxy Statement/Prospectus shall include a statement to the eÅect that the Board
of Directors of Parent has recommended that Parent's stockholders approve such issuance of shares at the
Parent Stockholders' Meeting; and (iii) neither the Board of Directors of Parent nor any committee
thereof shall withdraw, amend or modify, or propose or resolve to withdraw, amend or modify in a manner
adverse to Company, the recommendation of the Board of Directors of Parent that Parent's stockholders
approve such issuance of shares.

(c) Nothing contained in this Agreement shall prohibit Parent or its Board of Directors from taking
and disclosing to its stockholders a position contemplated by Rules 14d-9 and 14e-2(a) promulgated under
the Exchange Act.

5.4 Access to Information; ConÑdentiality.

(a) Upon reasonable notice, the Company shall (and shall cause each of its Subsidiaries to) aÅord to
the oÇcers, employees, accountants, counsel and other representatives and agents of Parent (collectively
""Parent Representatives''), reasonable access, during the period prior to the EÅective Time, to all its
properties, books, Contracts, commitments and records and, during such period, the Company shall (and
shall cause each of its Subsidiaries to) furnish promptly to the other all information concerning its
business, properties, books, Contracts, commitments, record and personnel as Parent may reasonably
request. The Company shall (and shall cause each of its Subsidiaries to) make available to the other party
the appropriate individuals for discussion of such entity's business, properties and personnel as Parent or
the Parent Representatives may reasonably request. No investigation pursuant to this Section 5.4(a) shall
aÅect any representations or warranties of the parties herein or the conditions to the obligations of the
parties hereto.

(b) Upon reasonable notice, Parent shall (and shall cause each of its Subsidiaries to) aÅord to the
oÇcers, employees, accountants, counsel and other representatives and agents of the Company (collectively
""Company Representatives''), reasonable access, during the period prior to the EÅective Time, to all its
properties, books, Contracts, commitments and records and, during such period, Parent shall (and shall
cause each of its Subsidiaries to) furnish promptly to the other all information concerning its business,
properties, books, Contracts, commitments, record and personnel as the Company may reasonably request.
Parent shall (and shall cause each of its Subsidiaries to) make available to the other party the appropriate
individuals for discussion of such entity's business, properties and personnel as the Company or the
Company Representatives may reasonably request. No investigation pursuant to this Section 5.4(b) shall
aÅect any representations or warranties of the parties herein or the conditions to the obligations of the
parties hereto.

(c) The parties hereto shall keep all information obtained pursuant to Section 5.4(a) and
(b) conÑdential in accordance with the terms of the ConÑdential Non-Disclosure Agreement (the
""ConÑdentiality Agreement''), between Parent and the Company. Anything contained in the ConÑdential-
ity Agreement to the contrary notwithstanding, the Company and Parent hereby agree that each such party
may issue press release(s) or make other public announcements in accordance with Section 5.14.

5.5 Reasonable Best EÅorts; Further Assurances.

(a) Upon the terms and subject to the conditions set forth in this Agreement, each party hereto shall
use its reasonable best eÅorts to take, or cause to be taken, all actions, and do, or cause to be done, and to
assist and cooperate with the other party or parties in doing, all things necessary, proper or advisable to
consummate and make eÅective, in the most expeditious manner practicable, the Merger and the other
transactions contemplated hereby, and by the Related Agreements. The Company and Parent shall use its
reasonable best eÅorts to (i) as promptly as practicable, obtain all Approvals (including those referred to
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in Sections 2.6(a) and 2.6(b) and Sections 2.6(a) and 2.6(b) of the Company Disclosure Schedule), and
the Company and Parent shall make all Ñlings under applicable Law required in connection with the
authorization, execution and delivery of this Agreement by the Company and Parent and the
consummation by them of the transactions contemplated hereby and thereby, including the Merger (in
connection with which Parent and the Company will cooperate with each other in connection with the
making of all such Ñlings, including providing copies of all such documents to the non-Ñling party and its
advisors prior to Ñlings and, if requested, will accept all reasonable additions, deletions or changes
suggested in connection therewith); (ii) furnish all information required for any application or other Ñling
to be made pursuant to the DGCL or any other Law or any applicable Regulations of any Governmental
Authority (including all information required to be included in the Joint Proxy Statement/Prospectus or
the Registration Statement) in connection with the transactions contemplated by this Agreement and the
Related Agreements; and (iii) lift, rescind or mitigate the eÅects of any injunction or other Order
adversely aÅecting the ability of any party hereto to consummate the transactions contemplated hereby and
thereby and to prevent, with respect to any threatened or such injunction or other Order, the issuance or
entry thereof, provided, however, that neither Parent nor any of its AÇliates shall be under any obligation
to (x) make proposals, execute or carry out agreements or submit to Orders providing for the sale or other
disposition or holding separate (through the establishment of a trust or otherwise) of any assets or
categories of assets of Parent, any of its AÇliates, including its Subsidiaries, the Company or the holding
separate of the Company Common Stock or imposing or seeking to impose any limitation on the ability of
Parent or any of its AÇliates, including its Subsidiaries, to conduct their business or own such assets or to
acquire, hold or exercise full rights of ownership of Company Common Stock, or (y) otherwise take any
step to avoid or eliminate any impediment which may be asserted under any Law governing competition,
monopolies or restrictive trade practices which, in the reasonable judgment of Parent, might result in a
limitation of the beneÑt expected to be derived by Parent as a result of the transactions contemplated
hereby or might adversely aÅect the Company or Parent or any of Parent's AÇliates, including its
Subsidiaries. Neither party hereto will take any action which could reasonably be expected to result in any
of the representations or warranties made by such party pursuant to Articles II or III, as the case may be,
becoming untrue or inaccurate in any material respect.

(b) The parties hereto shall use their reasonable best eÅorts to satisfy or cause to be satisÑed all of
the conditions precedent that are set forth in Article VI, as applicable to each of them, and to cause the
transactions contemplated by this Agreement to be consummated. Each party hereto, at the reasonable
request of another party hereto, shall execute and deliver such other instruments and do and perform such
other acts and things as may be necessary or desirable for eÅecting completely the consummation of this
Agreement and the transactions contemplated hereby.

(c) The Company and Parent shall cooperate with one another:

(i) in connection with the preparation of the Registration Statement and the Joint Proxy
Statement/Prospectus ;

(ii) in connection with the preparation of any Ñling required by the HSR Act or any Foreign
Competition Laws;

(iii) in determining whether any action by or in respect of, or Ñling with, any Governmental
Authority or other third party, is required, or any Approvals are required to be obtained from parties
in connection with the consummation of the transactions contemplated hereby;

(iv) in seeking any Approvals or making any Ñlings, including furnishing information required in
connection therewith or with the Registration Statement or the Joint Proxy Statement/Prospectus ,
and seeking timely to obtain any such Approvals, or making any Ñlings;

(v) in connection with the admission to NASDAQ of the Parent Common Stock to be issued in
the Merger; and

(vi) in order to facilitate the achievement of the beneÑts reasonably anticipated from the
Merger.
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(d) The Company shall use its reasonable best eÅorts to cause its AÇliates and other Persons to
transfer and assign all rights necessary for the Company to continue to conduct its business consistent with
historical operations and as currently conducted, pursuant to documentation and in a manner reasonably
acceptable to Parent.

5.6 Stock Options and Stock Plan; Options.

(a) At the EÅective Time, each Outstanding Employee Option, whether vested or unvested, shall be
assumed by Parent. Each such Outstanding Employee Option so assumed by Parent under this Agreement
shall continue to have, and be subject to, the same terms and conditions set forth in the Option Plans,
option agreements thereunder and other relevant documentation immediately prior to the EÅective Time
(including, without limitation, any restrictions on transfer, vesting provisions and restrictive covenants),
except that such Outstanding Employee Option shall be exercisable solely for that number of whole shares
of Parent Common Stock equal to the product of the number of shares of Company Common Stock that
were purchasable under such Outstanding Employee Option immediately prior to the EÅective Time
multiplied by the Exchange Ratio, rounded down to the nearest whole number of shares of Parent
Common Stock, and the per-share exercise price for the shares of Parent Common Stock issuable upon
exercise of such assumed Outstanding Employee Option shall be equal to the quotient determined by
dividing the exercise price per share of Company Common Stock at which such Outstanding Employee
Option was exercisable immediately prior to the EÅective Time by the Exchange Ratio, and rounding the
resulting exercise price up to the nearest whole cent; provided, further, that in the case of any Outstanding
Employee Option to which Section 421 of the Code applies by reason of its qualiÑcation under
Section 422 of the Code (""ISOs''), the option price, the number of shares purchasable pursuant to such
option and the terms and conditions of exercise of such option shall be determined in order to comply with
Section 424(a) of the Code. The parties intend that the assumption of options provided for under this
Section 5.6 shall meet the requirements of Section 424(a) of the Code, and this Section 5.6 shall be
interpreted in a manner consistent with such intent.

(b) Parent shall reserve for issuance a suÇcient number of shares of Parent Common Stock for
delivery upon exercise of Outstanding Employee Options assumed by Parent under this Agreement.

(c) The vesting of each Outstanding Employee Option shall not accelerate as a result of, or in
connection with, the transactions contemplated hereby, except to the extent required by the existing terms
of the Option Plan or option agreement pursuant to which it was granted. The Company shall take no
action, and shall ensure that no discretion is exercised by the Board of Directors or any committee thereof
or any other body or Person so as to cause the vesting of any Outstanding Employee Option or any other
warrant or right to acquire shares of Company Common Stock to accelerate.

(d) The parties shall use their reasonable best eÅorts to mutually agree with respect to the treatment
of the Purchase Plan in the Merger on terms not inconsistent with the Purchase Plan or the terms of this
Agreement; provided, however, that in no event may Company Common Stock be purchased under the
Purchase Plan after the EÅective Time.

5.7 Form S-8. Parent agrees to Ñle a registration statement on Form S-8 for the shares of Parent
Common Stock issuable with respect to assumed Outstanding Employee Options as soon as is reasonably
practicable after the EÅective Time (and in any event within 30 days thereof).

5.8 Employee BeneÑts.

(a) The Company agrees to provide Parent with, and to cause each of its Subsidiaries to provide
Parent with, reasonable access to its employees during normal working hours following the date of this
Agreement, to among other things, provide information about Parent to such employees. All
communications by Parent with Company employees shall be conducted in a manner that does not disrupt
or interfere with the Company's eÇcient and orderly operation of its business.

(b) All employees of the Company shall be eligible to participate in the health, vacation and other
employee beneÑt plans of Parent or a Subsidiary of the Parent to substantially the same extent as such
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beneÑts are provided to employees of Parent in similar positions and at similar grade levels (it being
understood that such employees shall be eligible to begin to participate (i) in Parent's employee stock
purchase plan upon the commencement of the Ñrst new oÅering period after the EÅective Time and in
accordance with the eligibility provisions of such plan, and (ii) in the other Parent Employee BeneÑt Plans
in accordance with the terms of such plans; provided, however, that in the case of plans for which the
Company maintains a plan oÅering the same type of beneÑt, such eligibility need not be oÅered by Parent
or its Subsidiary until the corresponding plan of the Company ceases to be available after the EÅective
Time). A Parent Employee BeneÑt Plan may, if so continued by Parent or its Subsidiaries, include
continuation of a BeneÑt Plan of the Company. As soon as administratively feasible following the EÅective
Time, Parent agrees to take all reasonable actions necessary to transition the Company's employees into
Parent's or its Subsidiaries' employee beneÑt plans as contemplated by the Ñrst sentence of this
Section 5.8(b). Further, until such time that the Company's employees are covered under an employee
beneÑt plan of Parent, they shall continue to be covered under the corresponding Company plan that oÅers
the same type of beneÑt. Parent also agrees to provide each Company employee with full credit under any
Parent Plan which is an Employee BeneÑt Plan for services as an employee of the Company prior to the
EÅective Time for purposes of eligibility, vesting and the determination of the level of beneÑts under any
Parent plan which is an Employee BeneÑt Plan (including vacation, but excluding beneÑt accruals under a
deÑned beneÑt pension plan) and shall receive credit under any Parent health plan for any deductible,
copayment or out-of-pocket limits applicable to such employee to the extent such amounts have been paid
by such employee during the calendar year in which such employee Ñrst becomes eligible for coverage
under a Parent plan.

(c) The Company agrees to take all actions necessary to amend, merge, freeze or terminate any or
all compensation and beneÑt plans, eÅective at and contingent upon the Closing Date, as requested in
writing by Parent. Without limiting the generality of the foregoing, if requested by Parent in writing at
least 10 days prior to the EÅective Time, the Company shall cause to be adopted prior to the EÅective
Time resolutions of the Company's Board of Directors to cease all contributions to the Company 401(k)
Plan (the ""401(k) Plan''), and to terminate the 401(k) Plan at least one day prior to the EÅective Time.
Such resolutions shall provide (to the extent required under Section 411 of the Code) that all participants
shall be fully vested in their account balances under the 401(k) Plan. Such resolutions shall also authorize
distributions of 401(k) Plan balances to participants (to the extent permitted under Section 401(k)(10) of
the Code) as soon as practicable following the EÅective Time and following the Company's receipt from
the Internal Revenue Service of a favorable determination letter regarding the tax-qualiÑed status of the
401(k) Plan following its termination.

(d) The Company shall deliver to Parent an executed copy of such resolutions as soon as practicable
following their adoption by Company's Board of Directors and shall fully comply with such resolutions. To
the extent permitted by Parent's 401(k) plan, Parent shall (i) cause a tax-qualiÑed deÑned contribution
plan maintained by Parent or a subsidiary of Parent (the ""Parent 401(k) Plan'') to accept rollovers
(including direct rollovers) from the 401(k) plan maintained for the beneÑt of employees of the Company
and its AÇliates in respect of distributions made on account of the transactions contemplated by this
Agreement and (ii) allow loan balances of participants who have borrowed from the Parent 401(k) Plan,
if any, to be rolled over without requiring that the participant Ñrst repay the loan. In the event that the
Parent 401(k) Plan does not permit such loans, Parent shall use commercially reasonable eÅorts to amend
such plan to permit rollovers of such loans in a direct transfer from the 401(k) Plan.

(e) The Board of Directors of Parent shall, to the extent permitted by applicable Law, take or cause
to be taken all actions necessary to obtain approval in the form required by Rule 16b-3 of the Exchange
Act so that, with respect to persons who will or may become oÇcers or directors of Parent, the
transactions relating to the Merger that may be considered acquisitions under such Rule for such persons
will be exempt from Section 16 of the Exchange Act.

5.9 Parent Option Pool. As is reasonably practicable after the EÅective Time, subject to the
approval of its Board of Directors, Parent will grant such number of stock options to purchase shares of
Parent Common Stock to the employees of the Company (the ""Company Option Grant'') as mutually
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agreed by the Company and Parent prior to the EÅective Time in order to reasonably provide incentives
for, and to retain, such employees after the EÅective Time, and as described in a letter to be delivered to
Parent prior to the Closing Date and approved by Parent promptly after the EÅective Time and consistent
with standard Parent practices.

5.10 Parent Board of Directors. The Board of Directors of Parent will take all actions reasonably
necessary, such that, eÅective upon the EÅective Time, R. James Green (""Mr. Green'') and one other
person, as determined by Parent's Board of Directors and the Company, shall be appointed to Parent's
Board of Directors.

5.11 Pooling; Reorganization.

(a) The Company shall not take, or permit any controlled AÇliate of the Company to take, any
action that could reasonably be expected to prevent the Merger from being treated (i) for Ñnancial
accounting purposes as a ""pooling of interests'' under GAAP; it being understood and agreed that if the
Company's Accountants advise the Company in writing that such an action would not prevent the Merger
from being so treated, such action will be conclusively deemed not to constitute a breach of this
Section 5.11 or (ii) as a reorganization within the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E)
of the Code.

(b) The Company shall use its reasonable best eÅorts to obtain an executed aÇliate pooling
agreement substantially in the form attached hereto as Exhibit E (each, a ""Company AÇliate Pooling
Agreement'') from each of the Persons identiÑed in Section 2.24(d) of the Company Disclosure Schedule
concurrently with the execution of this Agreement and thereafter from any other person who may be
deemed an aÇliate of the Company regarding compliance with Rule 145 under the Securities Act and the
requirements for accounting treatment of the Merger as a ""pooling of interests'' under APB 16, and the
Regulations of the SEC.

(c) Parent shall not take or permit any controlled AÇliate of Parent to take, any action that could
reasonably be expected to prevent the Merger from being treated (i) for Ñnancial accounting purposes as a
""pooling of interests'' under GAAP; it being understood and agreed that if Parent's Accountants, advises
Parent in writing that such an action would not prevent the Merger from being so treated, such action will
be conclusively deemed not to constitute a breach of this Section 5.11; or (ii) as a reorganization within
the meaning of Sections 368(a)(1)(A) and 368(a)(2)(E) of the Code.

(d) Parent shall use its reasonable eÅorts to obtain an executed aÇliate pooling agreement
substantially in the form attached hereto as Exhibit F (each, a ""Parent AÇliate Pooling Agreement'')
from each of the Persons identiÑed in Section 5.11(d) of the Parent Disclosure Schedule regarding
compliance with the requirements for accounting treatment of the Merger as a ""pooling of interests.''

5.12 NotiÑcation of Certain Matters.

(a) The Company shall give prompt notice to Parent, and Parent shall give prompt notice to the
Company, of the occurrence, or non-occurrence, of any event the occurrence, or non-occurrence, of which
results in any representation or warranty contained in this Agreement to be untrue or inaccurate in any
material respect (or, in the case of any representation or warranty qualiÑed by its terms by materiality or
Material Adverse EÅect, then untrue or inaccurate in any respect) and any failure of the Company, Parent
or Merger Sub, as the case may be, to comply with or satisfy in any material respect any covenant,
condition or agreement to be complied with or satisÑed by it hereunder; provided, however, that the
delivery of any notice pursuant to this Section 5.12 shall not limit or otherwise aÅect the remedies
available hereunder to the party receiving such notice.

(b) Each of the Company and Parent shall give prompt notice to the other of (i) any notice or other
communication from any Person alleging that the Approval of such Person is or may be required in
connection with the Merger or the Related Agreements, (ii) any notice or other communication from any
Governmental Authority in connection with the Merger or the Related Agreements, (iii) any Litigation,
relating to or involving or otherwise aÅecting the Company or its Subsidiaries or Parent that relates to the
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Merger or the Related Agreements; (iv) the occurrence of a default or event that, with notice or lapse of
time or both, will become a default under any Material Agreement of the Company; and (v) any change
that could reasonably be expected to have a Material Adverse EÅect on the Company or Parent or is
likely to delay or impede the ability of either Parent or the Company to consummate the transactions
contemplated by this Agreement or the Related Agreements or to fulÑll their respective obligations set
forth herein or therein.

(c) Each of the Company and Parent shall give (or shall cause their respective Subsidiaries to give)
any notices to third Persons, and use, and cause their respective Subsidiaries to use, its reasonable best
eÅorts to obtain any consents from third Persons (i) necessary, proper or advisable to consummate the
transactions contemplated by this Agreement, (ii) otherwise required under any Contracts in connection
with the consummation of the transactions contemplated hereby or (iii) required to prevent a Material
Adverse EÅect on the Company or Parent from occurring. If any party shall fail to obtain any such
consent from a third Person, such party shall use its reasonable best eÅorts, and will take any such actions
reasonably requested by the other parties, to limit the adverse eÅect upon the Company and Parent, their
respective Subsidiaries, and their respective businesses resulting, or which would result after the EÅective
Time, from the failure to obtain such consent.

5.13 Listing on NASDAQ. Parent shall use its reasonable best eÅorts to cause the Parent Common
Stock to be issued in the Merger to be admitted for trading on NASDAQ, subject to oÇcial notice of
issuance.

5.14 Public Announcements. Parent and the Company shall consult with and obtain the approval of
the other party before issuing any press release or other public announcement with respect to the Merger
or this Agreement and shall not issue any such press release prior to such consultation and approval,
except as may be required by Law or any listing agreement related to the trading of the shares of either
party on any national securities exchange or national automated quotation system, in which case the party
proposing to issue such press release or make such public announcement shall use its reasonable best
eÅorts to consult in good faith with the other party before issuing any such press release or making any
such public announcement. The parties have agreed on the form of a joint press release announcing the
execution of this Agreement.

5.15 Takeover Laws. If any form of anti-takeover statute, Regulation or charter provision or
Contract is or shall become applicable to the Merger or the transactions contemplated hereby or by the
Related Agreements, the Company, Merger Sub and Parent and their respective Boards of Directors shall
grant such Approvals and take such actions as are necessary under such Laws and provisions so that the
transactions contemplated hereby and thereby may be consummated as promptly as practicable on the
terms contemplated hereby and thereby and otherwise act to eliminate or minimize the eÅects of such
Law, provision or Contract on the transactions contemplated hereby or thereby.

5.16 Accountant's Letters.

(a) The Company shall use its reasonable best eÅorts to cause to be delivered to Parent a ""comfort''
letter of the Company's Accountants, dated a date within two business days before the date on which the
Registration Statement shall become eÅective and addressed to Parent and the Company, in form and
substance reasonably satisfactory and customary in scope and substance for letters delivered by
independent public accountants in connection with registration statements similar to the Form S-4.

(b) Parent shall use its reasonable best eÅorts to cause to be delivered to the Company a ""comfort''
letter of Parent's Accountants dated a date within two business days before the date on which the
Registration Statement shall become eÅective and addressed to Parent and the Company, in form and
substance reasonably satisfactory and customary in scope and substance for letters delivered by
independent public accountants in connection with registration statements similar to the Form S-4.
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5.17 IndemniÑcation; Directors and OÇcer Insurance.

(a) From and after the EÅective Time, Parent will cause the Surviving Corporation to fulÑll and
honor in all respects the obligations of the Company pursuant to any indemniÑcation agreements between
the Company and its directors and oÇcers as of the EÅective Time (the ""IndemniÑed Parties'') and any
indemniÑcation or expense advancement provisions under the Company's CertiÑcate of Incorporation or
Bylaws as in eÅect on the date hereof. The CertiÑcate of Incorporation and Bylaws of the Surviving
Corporation will contain provisions with respect to exculpation and indemniÑcation and expense
advancement that are at least as favorable to the IndemniÑed Parties as those contained in the CertiÑcate
of Incorporation and Bylaws of Company as in eÅect on the date hereof, which provisions will not be
amended, repealed or otherwise modiÑed for a period of six years from the EÅective Time in any manner
that would adversely aÅect the rights thereunder of individuals who, immediately prior to the EÅective
Time, were directors, oÇcers, employees or agents of the Company, unless such modiÑcation is required
by Law.

(b) Parent shall cause to be maintained for a period of six (6) years from the EÅective Time the
Company's current directors and oÇcers insurance policy (the ""Company's D&O Insurance'') to the
extent that it provides coverage for events occurring prior to the EÅective Time for all Persons who are
directors and oÇcers of the Company on the date of this Agreement, so long as the annual premium
therefor would not be in excess of 150% of the last annual premium paid prior to the date of this
Agreement (such amount, the ""Maximum Premium''). Upon request by Parent, the Company shall use its
reasonable best eÅorts to extend coverage under the Company's D&O Insurance by obtaining a six-year
""tail'' policy (provided, that the lump sum payment to purchase such coverage does not exceed three
times the Maximum Premium) and such ""tail'' policy shall satisfy Parent's obligations under this
Section 5.14(a). Parent's obligations under this Section 5.14(a) shall also be satisÑed if Parent's directors
and oÇcers insurance provides (or is amended to provide) substantially similar coverage and coverage
levels for events occurring prior to the EÅective Time for Persons who are directors and oÇcers of the
Company on the date of this Agreement. If the Company's existing directors and oÇcers insurance
expires, is terminated or canceled during such six-year period or a ""tail'' policy cannot be purchased on the
terms set forth above and Parent cannot or determines not to satisfy its obligations under this
Section 5.14(a) pursuant to the preceding sentence, Parent shall use its reasonable best eÅorts to cause to
be obtained as much directors and oÇcers insurance as can be obtained for the remainder of such period
for an annualized premium not in excess of the Maximum Premium, on terms and conditions no less
advantageous than the Company's D&O Insurance.

(c) The provisions of this Section 5.17 are intended to be for the beneÑt of, and shall be enforceable
by, each Person entitled to the beneÑts hereof and the heirs and representatives of such Person.

5.18 Company Stockholders' Agreement. The Company shall use its reasonable best eÅorts, on
behalf of Parent and pursuant to the request of Parent, to cause each stockholder of the Company named
on the signature pages to the Company Stockholders' Agreement to execute and deliver to Parent,
concurrently with the execution of this Agreement, and to comply with, the Company Stockholders'
Agreement. The Company acknowledges and agrees to be bound by and comply with the provisions of
Section 3.1(a) and (b) of the Company Stockholders' Agreement as if a party thereto with respect to
transfers of record of ownership of shares of the Company Common Stock, and agrees to notify the
transfer agent for any Company Common Stock and provide such documentation and do such other things
as may be necessary to eÅectuate the provisions of such Company Stockholders' Agreement.

5.19 Strategic Relationship Agreement. Contemporaneously with the execution and delivery of this
Agreement, the Company shall deliver to Parent an executed version of the Strategic Relationship
Agreement. The Company agrees to fully perform to the fullest extent permitted under applicable Law its
obligations under the Strategic Relationship Agreement.
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ARTICLE VI

CONDITIONS OF MERGER

6.1 Conditions to Obligation of Each Party to EÅect the Merger. The respective obligations of each
party to eÅect the Merger shall be subject to the satisfaction at or prior to the EÅective Time of the
following conditions:

(a) EÅectiveness of the Registration Statement. The Registration Statement shall have been declared
eÅective; no stop order suspending the eÅectiveness of the Registration Statement or the use of the Joint
Proxy Statement/Prospectus shall have been issued by the SEC, and no proceedings for that purpose shall
have been initiated or, to the Knowledge of Parent or the Company, threatened by the SEC.

(b) Stockholder Approval. (i) This Agreement shall have been adopted by the requisite vote of the
stockholders of the Company, in accordance with the DGCL and the CertiÑcate of Incorporation and
Bylaws of the Company; and (ii) the issuance of shares of Parent Common Stock pursuant to this
Agreement shall have been approved by the requisite vote of the stockholders of Parent in accordance with
the DGCL, the CertiÑcate of Incorporation and Bylaws of Parent and the rules of NASDAQ.

(c) NASDAQ Listing. The shares of Parent Common Stock issuable to the stockholders of the
Company pursuant to this Agreement shall have been admitted for trading on NASDAQ subject to oÇcial
notice of issuance.

(d) HSR Act and Foreign Competition Laws. All applicable waiting periods or approvals under the
HSR Act and Foreign Competition Laws shall have expired or been terminated or received.

(e) No Injunctions or Restraints; Illegality. No temporary restraining order, preliminary or permanent
injunction or other Order (whether temporary, preliminary or permanent) issued by any Court of
competent jurisdiction or other legal restraint or prohibition shall be in eÅect which prevents the
consummation of the Merger on substantially the same terms and conferring on Parent substantially all the
rights and beneÑts as contemplated herein, nor shall any proceeding brought by any Governmental
Authority, domestic or foreign, seeking any of the foregoing be pending, and there shall not be any action
taken, or any Law or Order enacted, entered, enforced or deemed applicable to the Merger, which makes
the consummation of the Merger on substantially the same terms and conferring on Parent substantially all
the rights and beneÑts as contemplated herein illegal.

(f) Tax Opinions. Parent and the Company shall have received written opinions of, respectively,
Shaw Pittman and Venture Law Group, in form and substance reasonably satisfactory to them to the
eÅect that the Merger will constitute a reorganization within the meaning of Sections 368(a)(1)(A) and
368(a)(2)(E) of the Code. The issuance of each of such opinions shall be conditioned on the receipt by
such tax counsel of representation letters from each of Parent, Merger Sub and the Company. The speciÑc
provisions of each such representation letter shall be in form and substance reasonably satisfactory to such
tax counsel, and each such representation letter shall be dated on or before the date of such opinion and
shall not have been withdrawn or modiÑed in any material respect.

6.2 Additional Conditions to Obligations of Parent and Merger Sub. The obligations of Parent and
Merger Sub to eÅect the Merger are also subject to the following conditions:

(a) Representations and Warranties. The representations and warranties of the Company contained in
this Agreement and the Related Agreements, shall be true and correct on and as of the EÅective Time,
with the same force and eÅect as if made on and as of the EÅective Time (other than representations and
warranties which address matters only as of a particular date, in which case such representations and
warranties shall be true and correct, on and as of such particular date), except for any failure of such
representations and warranties to be true and correct which could not, individually or in the aggregate,
reasonably be expected to have a Material Adverse EÅect; provided, however, for purposes of this
Section 6.2(a), the representations and warranties of the Company shall be construed as if they did not
contain any qualiÑcation that refers to a Material Adverse EÅect or materiality; and Parent and Merger
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Sub shall have received a certiÑcate to such eÅect signed by the Chief Executive OÇcer and Chief
Financial OÇcer of the Company.

(b) Agreements and Covenants. The Company shall have performed or complied with all agreements
and covenants required by this Agreement and the Related Agreements to be performed or complied with
by it in all material respects on or prior to the EÅective Time and Parent and Merger Sub shall have
received a certiÑcate to such eÅect signed by the Chief Executive OÇcer and Chief Financial OÇcer of
the Company.

(c) Third Party Consents. Parent shall have received evidence, in form and substance reasonably
satisfactory to it, that those Approvals of Governmental Authorities and other third parties set forth in
Section 2.6(a) or (b) of the Company Disclosure Schedule (or not described in Section 2.6(a) or (b) of
the Company Disclosure Schedule but required to be so described) have been obtained, except where
failure to have been so obtained, either individually or in the aggregate, would not reasonably be expected
to have a Material Adverse EÅect.

(d) Letter from Parent's Accountants; Pooling of Interests. Parent shall have received a letter from
Parent's Accountants in form and substance reasonably satisfactory to Parent, dated the Closing Date,
concurring with management's conclusions that the transactions contemplated by this Agreement,
including the Merger, will qualify as a ""pooling of interests'' business combination in accordance with
GAAP and the criteria of APB 16 and the Regulations of the SEC.

(e) Company AÇliate Pooling Agreements. Each of the Persons identiÑed in Section 2.24(d) of the
Company Disclosure Schedule shall have executed and delivered Company AÇliate Pooling Agreement
with Parent which shall be in full force and eÅect.

(f) Related Agreements. Each of the Company Stockholders' Agreement, the Strategic Relationship
Agreement, and the Company AÇliate Pooling Agreements (collectively, the ""Related Agreements'') shall
be in full force and eÅect as of the EÅective Time and become eÅective in accordance with the respective
terms thereof and the actions required to be taken thereunder by the parties thereto prior to the EÅective
Time shall have been taken, and each Person who or which is required or contemplated by the parties
hereto to be a party to any Related Agreement who or which did not theretofore enter into such Related
Agreement shall execute and deliver such Related Agreement, except actions required under the Company
Stockholders' Agreement which, individually or in the aggregate, would not reasonably be expected to have
a Material Adverse EÅect on or materially impede the ability of the parties to consummate the Merger as
contemplated herein.

(g) Employment Agreements. The option agreements and employment oÅer letters between Parent
and Mr. Green shall be in full force and eÅect and shall not have been anticipatorially breached or
repudiated by the individuals party thereto.

(h) Material Adverse EÅect. There shall have been no events, changes or eÅects, individually or in
the aggregate, with respect to the Company or any of its Subsidiaries that could reasonably be expected to
have a Material Adverse EÅect on the Company or its Subsidiaries.

6.3 Additional Conditions to Obligations of the Company. The obligation of the Company to eÅect
the Merger is also subject to the following conditions:

(a) Representations and Warranties. The representations and warranties of Parent and Merger Sub
contained in this Agreement shall be true and correct on and as of the EÅective Time (other than
representations and warranties which address matters only as of a particular date, in which case such
representations and warranties shall be true and correct on and as of such particular date), except for any
failure of such representations and warranties to be true and correct which would not, individually or in the
aggregate, reasonably be expected to have a material adverse eÅect on the ability of Parent or Merger Sub
to consummate the Merger; provided, however, for purposes of this Section 6.3(a), the representations and
warranties of Parent and Merger Sub shall be construed as if they did not contain any qualiÑcation that
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refers to a Material Adverse EÅect or materiality; and the Company shall have received a certiÑcate to
such eÅect signed by the Chief Executive OÇcer and the Chief Financial OÇcer of Parent.

(b) Agreements and Covenants. Parent and Merger Sub shall have performed or complied with all
agreements and covenants required by this Agreement to be performed or complied with by them in all
material respects on or prior to the EÅective Time, and the Company shall have received a certiÑcate to
such eÅect signed by the Chief Executive OÇcer and the Chief Financial OÇcer of Parent.

(c) Material Adverse EÅect. There shall have been no events, changes or eÅects, individually or in
the aggregate, with respect to Parent or any of its Subsidiaries that could reasonably be expected to have a
Material Adverse EÅect on Parent or its Subsidiaries.

(d) Board of Directors. The Board of Directors of Parent shall have taken all such actions, such that,
eÅective upon the EÅective Time, Mr. Green and one other person designated by the Company, who shall
be reasonably satisfactory to Parent's Board of Directors, shall have been appointed to Parent's Board of
Directors.

(e) Parent AÇliate Pooling Agreements. Each of the Parent AÇliate Pooling Agreements shall be in
full force and eÅect as of the EÅective Time.

(f) Employment Agreements. The option agreements and employment oÅer letters between Parent
and Mr. Green shall be in full force and eÅect and shall not have been anticipatorially breached or
repudiated by Parent.

ARTICLE VII

TERMINATION, AMENDMENT AND WAIVER

7.1 Termination. This Agreement may be terminated and the Merger contemplated hereby may be
abandoned at any time prior to the EÅective Time, notwithstanding approval thereof by the stockholders of
the Company:

(a) By mutual written consent duly authorized by the Boards of Directors of Parent and the
Company;

(b) By either Parent or the Company if the Merger shall not have been consummated on or before
November 30, 2000; provided, however, that the right to terminate this Agreement under this
Section 7.1(b) shall not be available to any party whose willful failure to fulÑll any material obligation
under this Agreement has been the cause of, or resulted in, the failure of the Merger to have been
consummated on or before such date;

(c) By either Parent or the Company, if a Court or Governmental Authority shall have issued an
Order or taken any other action, in each case which has become Ñnal and non-appealable and which
restrains, enjoins or otherwise prohibits the Merger;

(d) By either Parent or the Company, if, (i) at the Company Stockholders' Meeting (including any
adjournment or postponement thereof), the requisite vote of the stockholders of the Company to adopt this
Agreement shall not have been obtained; or (ii) at the Parent Stockholders' Meeting (including any
adjournment or postponement thereof), the requisite vote of the stockholders of Parent to approve the
issuance of shares of Parent Common Stock in connection with the Merger shall not have been obtained;

(e) By Parent, if the Company or Board of Directors of the Company or any committee thereof shall
have (i) approved or recommended, or proposed to approve or recommend, any Acquisition Proposal other
than the Merger, (ii) breached its obligation to present and recommend the adoption of this Agreement by
the stockholders of the Company, or withdrawn or modiÑed, or proposed to withdraw or modify, in a
manner adverse to Parent or Merger Sub, its recommendation or approval of the Merger, this Agreement
or the transactions contemplated hereby, (iii) failed to mail the Joint Proxy Statement/Prospectus to the
stockholders of the Company when the Joint Proxy Statement/Prospectus was available for mailing or

A-50



failed to include therein such approval and recommendation (including the recommendation that the
stockholders of the Company vote in favor of the adoption of the Merger Agreement), (iv) upon a request
by Parent to publicly reaÇrm the approval and recommendation of the Merger, this Agreement and the
transactions contemplated hereby, failed to do so within ten days after such request is made, (v) entered,
or caused the Company or any Subsidiary to enter, into any letter of intent, agreement in principle,
acquisition agreement or other similar agreement related to any Acquisition Proposal, (vi) materially
breached any provision of Section 4.2 or Section 5.2, (vii) materially breached the Strategic Relationship
Agreement or (viii) resolved or announced its intention to do any of the foregoing;

(f) By Parent, if (i) any Person (other than Parent or an AÇliate of Parent) acquires beneÑcial
ownership of or the right to acquire 20% or more of the outstanding shares of capital stock or other equity
interests of the Company or any Subsidiary in a transaction or series of transactions that has been
approved by the Board of Directors of the Company; or (ii) a tender or exchange oÅer relating to
securities of the Company shall have been commenced by a Person unaÇliated with Parent, and the
Company shall not have sent to its security holders pursuant to Rule 14e-2 promulgated under the
Securities Act, within ten Business Days after such tender or exchange oÅer is Ñrst published, sent or
given, a statement that the Company recommends rejection of such tender or exchange oÅer.

(g) By Parent, if neither Parent nor Merger Sub is in material breach of its obligations under this
Agreement, and if (i) at any time that any of the representations and warranties of the Company herein
become untrue or inaccurate such that Section 6.2(a) would not be satisÑed (treating such time as if it
were the EÅective Time for purposes of this Section 7.1(g)) or (ii) there has been a breach on the part of
the Company of any of its covenants or agreements contained in this Agreement such that Section 6.2(b)
would not be satisÑed (treating such time as if it were the EÅective Time for purposes of this
Section 7.1(g)), and, in both case (i) and case (ii), such breach (if curable) has not been cured within
30 days after notice to the Company;

(h) By the Company, if it is not in material breach of its obligations under this Agreement, and if
(i) at any time that any of the representations and warranties of Parent or Merger Sub herein become
untrue or inaccurate such that Section 6.3(a) would not be satisÑed (treating such time as if it were the
EÅective Time for purposes of this Section 7.1(h)) or (ii) there has been a breach on the part of Parent
or Merger Sub of any of their respective covenants or agreements contained in this Agreement such that
Section 6.3(b) would not be satisÑed (treating such time as if it were the EÅective Time for purposes of
this Section 7.1(g)), and such breach (if curable) has not been cured within 30 days after notice to
Parent; or

(i) By Parent, if any of the stockholders of the Company that is a party to the Company
Stockholders' Agreement shall have breached or failed to perform in any material respect any
representation, warranty, covenant or agreement contained therein, that, individually or in the aggregate,
would reasonably be expected to materially impede the ability of the parties to consummate the Merger as
contemplated herein.

7.2 EÅect of Termination. Except as provided in this Section 7.2 and Section 7.3, in the event of
the termination of this Agreement pursuant to Section 7.1, this Agreement (other than this Section 7.2,
Sections 5.4(c), 5.14, and 7.3 and Article VIII, which shall survive such termination) shall forthwith
become void, and there will be no liability on the part of Parent, Merger Sub or the Company or any of
their respective oÇcers or directors to the other and all rights and obligations of any party hereto will
cease, except that nothing herein will relieve any party from liability for any breach, prior to termination of
this Agreement in accordance with its terms, of any representation, warranty, covenant or agreement
contained in this Agreement.

7.3 Fees and Expenses.

(a) Except as set forth in this Section 7.3, all fees and expenses incurred in connection with this
Agreement and the transactions contemplated hereby shall be paid by the party incurring such expenses,
whether or not the Merger is consummated; provided, however, that Parent and the Company shall share
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equally all fees and expenses, other than attorneys' fees, incurred in relation to the printing and Ñling of
the Joint Proxy Statement/Prospectus (including any preliminary materials related thereto), the
Registration Statement (including Ñnancial statements and exhibits) and any amendments or supplements
thereto and all Ñling fees payable in connection with Ñlings made under the HSR Act or Foreign
Competition Laws.

(b) In the event that Parent terminates this Agreement pursuant to (x) Section 7.1(e),
Section 7.1(f), or Section 7.1(i), then the Company shall pay to Parent, no later than the second Business
Day after such termination of this Agreement, a fee in cash equal to $50,000,000 plus the amount of
Parent Expenses (as deÑned below), or (y) Section 7.1(d)(i), then (A) the Company shall pay to Parent
no later than the second Business Day after such termination of this Agreement, a fee in cash equal to
$10,000,000 plus the amount of Parent Expenses and (B) if, and only if, within twelve months following
termination of this Agreement, the Company or any of its Subsidiaries enters into a deÑnitive agreement
with a third party with respect to a Business Combination, then the Company shall pay to Parent, not later
than two Business Days after the date of consummation of the transaction pursuant to such deÑnitive
agreement or a successor agreement, $40,000,000 (such amounts in either (x) or (y), the ""Termination
Fee'') which Termination Fee and Parent Expenses shall be payable by wire transfer of immediately
available funds to an account speciÑed by Parent. As used in this Agreement, the term ""Parent Expenses''
shall mean those fees and expenses actually incurred by Parent in connection with this Agreement, the
Related Agreements and the transactions contemplated hereby and thereby, including fees and expenses of
counsel, investment bankers, accountants, experts, consultants and other Parent Representatives. As used
in this Section 7.2, ""Business Combination'' mean any of the following transactions (i) a merger,
consolidation, business combination, recapitalization, liquidation, dissolution or similar transaction involving
the Company pursuant to which the stockholders of the Company immediately preceding such transaction
hold less than 50% of the aggregate equity interests in the surviving or resulting entity of such transaction,
(ii) a sale or other disposition by the Company of assets representing in excess of 50% of the aggregate
fair market value of the Company's business immediately prior to such sale, or (iii) the acquisition by any
person or group (including by way of a tender oÅer or an exchange oÅer or issuance by Company),
directly or indirectly, of beneÑcial ownership or a right to acquire beneÑcial ownership of shares
representing in excess of 50% of the voting power of the then outstanding shares of capital stock of the
Company.

(c) The Company acknowledges that the agreements contained in Section 7.3(b) is an integral part
of the transactions contemplated by this Agreement, and that, without these agreements, Parent would not
enter into this Agreement. Accordingly, if the Company fails to pay in a timely manner the amounts due
pursuant to Section 7.3(b) and, in order to obtain such payment, Parent makes a claim that results in a
judgment against the Company for the amounts set forth in Section 7.3(b), the Company shall pay to
Parent its reasonable costs and expenses (including reasonable attorneys' fees and expenses) in connection
with such suit, together with interest on the amounts set forth in Section 7.3(b) at the prime rate of
Citibank, N.A. in eÅect on the date such payment was required to be made. Payment of the fees
described in Section 7.3(b) shall not be in lieu of damages incurred in the event of breach of this
Agreement. Nothing in this Section 7.3 shall be deemed to be exclusive of any other rights or remedies
any party may have hereunder or under any Related Agreement or at law or in equity for any breach of
this Agreement or any of the Related Agreements.

7.4 Amendment. This Agreement may be amended by the parties hereto by action taken by or on
behalf of their respective Boards of Directors at any time prior to the EÅective Time; provided, however,
that, after adoption of this Agreement by the stockholders of the Company, no amendment may be made
which would reduce the amount or change the type of consideration into which each share of Company
Common Stock shall be converted upon consummation of the Merger or as otherwise prohibited by the
DGCL. This Agreement may not be amended except by an instrument in writing signed by all of the
parties hereto.

7.5 Waiver. At any time prior to the EÅective Time, any party hereto may extend the time for the
performance of any of the obligations or other acts required hereunder, waive any inaccuracies in the
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representations and warranties contained herein or in any document delivered pursuant hereto and waive
compliance with any of the agreements or conditions contained herein. Any such extension or waiver shall
be valid only if set forth in an instrument in writing signed by the party or parties to be bound thereby.

ARTICLE VIII

GENERAL PROVISIONS

8.1 Survival of Representations and Warranties. The representations, warranties and agreements of
each party hereto will remain operative and in full force and eÅect regardless of any investigation made by
or on behalf of any other party hereto, any Person controlling any such party or any of their oÇcers,
directors, representatives or agents whether prior to or after the execution of this Agreement. The
representations and warranties in this Agreement will terminate at the EÅective Time.

8.2 Notices. All notices or other communications which are required or permitted hereunder shall be
in writing and suÇcient if delivered personally or sent by nationally recognized overnight courier or by
registered or certiÑed mail, postage prepaid, return receipt requested, or by electronic mail, with a copy
thereof to be delivered or sent as provided above or by facsimile or telecopier, as follows:

(a) If to Parent or Merger Sub:

webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030
Attention: Phillip Merrick
President and CEO

With a copy to:

Shaw Pittman
1676 International Drive
McLean, Virginia 22102-5000
Attention: Lawrence T. Yanowitch

(b) If to the Company:

Active Software, Inc.
3333 Octavius Drive
Santa Clara, California 95054
Attention: R. James Green,

Chairman, CEO, and Founder

With a copy to:

Venture Law Group
2800 Sand Hill Road
Menlo Park, California 94025
Attention: Mark Medearis

Steven J. Tonsfeldt

or to such other address as the party to whom notice is to be given may have furnished to the other party
in writing in accordance herewith. All such notices or communications shall be deemed to be received
(i) in the case of personal delivery, nationally recognized overnight courier or registered or certiÑed mail,
on the date of such delivery and (ii) in the case of facsimile or telecopier or electronic mail, upon
conÑrmed receipt.

8.3 Disclosure Schedules. The Company Disclosure Schedule and the Parent Disclosure Schedule
each shall be divided into sections corresponding to the sections and subsections of this Agreement.
Disclosure of any fact or item in any section of a party's Disclosure Schedule shall not, should the
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existence of the fact or item or its contents be relevant to any other Section of the Disclosure Schedule, be
deemed to be disclosed with respect to such other section.

8.4 Certain DeÑnitions. For purposes of this Agreement, the term:

""AÇliate'' means any Person that directly or indirectly, through one or more intermediaries, controls,
is controlled by, or is under common control with, the Ñrst mentioned Person, including, with respect to
the Company, any corporation, partnership, limited liability company or joint venture in which the
Company (either alone, or through or together with any other Subsidiary) has, directly or indirectly, an
interest of 10% or more.

""Balance Sheet'' means the balance sheet of the Company contained in the Company's Quarterly
Report on Form 10-Q for the quarter ended March 31, 2000.

""beneÑcial owner'' (including the terms ""beneÑcial ownership'' and ""to beneÑcially own'') with
respect to a Person's ownership of any securities means such Person or any of such Person's AÇliates or
associates (as deÑned in Rule 12b-2 under the Exchange Act) is deemed to beneÑcially own, directly or
indirectly, within the meaning of Rule 13d-3 under the Exchange Act.

""Business Day'' means any day other than a Saturday, Sunday or day on which banks are permitted
to close in the State of New York or the State of California.

""Contract'' means any contract, plan, undertaking, understanding, agreement, license, lease, note,
mortgage or other binding commitment, whether written or oral.

""control'' (including the terms ""controlled by'' and ""under common control with'') means the
possession, directly or indirectly, of the power to direct or cause the direction of the management or
policies of a Person, whether through the ownership of stock, as trustee or executor, by Contract or credit
arrangement or otherwise.

""Court'' means any court or arbitration tribunal of the United States, any domestic state, or any
foreign country, and any political subdivision or agency thereof.

""Exchange Agent'' means any bank or trust company organized under the Laws of the United States
or any of the states thereof and having a net worth in excess of $100 million designated and appointed to
act as the exchange agent in the Merger.

""Foreign Competition Laws'' means any foreign statutes, rules, Regulations, Orders, administrative
and judicial directives, and other foreign Laws, that are designed or intended to prohibit, restrict or
regulate actions having the purpose or eÅect of monopolization, lessening of competition or restraint of
trade.

""GAAP'' means United States generally accepted accounting principles, consistently applied.

""Governmental Authority'' means any governmental agency or authority of the United States, any
domestic state, or any foreign country, and any political subdivision or agency thereof, and includes any
authority having governmental or quasi-governmental powers, including any administrative agency or
commission.

""Intellectual Property'' means all (i) patents, patent applications, patent disclosures, (ii) trademarks,
service marks, trade dress, trade names, logos and corporate names and registrations and applications for
registration thereof together with all of the goodwill associated therewith, (iii) copyrights (registered or
unregistered) and copyrightable works and registrations and applications for registration thereof, together
with all authors' and moral rights, (iv) mask works and registrations and applications for registration
thereof, (v) computer software (including, without limitation, source code, object code, macros, scripts,
objects, routines, modules and other components), data, data bases and documentation thereof, (vi) trade
secrets and other conÑdential information (including, without limitation, ideas, formulas, compositions,
inventions (whether patentable or unpatentable and whether or not reduced to practice), know-how,
products, processes, techniques, methods, research and development information and results, drawings,
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speciÑcations, designs, plans, proposals, technical data, marketing plans and customer, prospect and
supplier lists and information), (vii) other intellectual property rights, (viii) ""technical data'' as deÑned in
48 Code of Federal Regulations, Chapter 1, and (ix) copies and tangible embodiments thereof (in
whatever form or medium).

""Knowledge'' means (i) in the case an individual, knowledge of a particular fact or other matter if
(A) such individual is actually aware of such fact or other matter, or (B) a prudent individual could be
expected to discover or otherwise become aware of such fact or other matter in the course of conducting a
reasonable investigation concerning the existence of such fact or other matter, and (ii) in the case of an
entity (other than an individual) such entity will be deemed to have ""Knowledge'' of a particular fact or
other matter if any individual who is serving, or has at any time served, as a director, oÇcer, partner,
executor, or trustee of such Person (or in any similar capacity) has, or at any time had, Knowledge (as
contemplated by clause (A) above) of such fact or other matter.

""Law'' means all laws, statutes, ordinances and Regulations of any Governmental Agency including all
decisions of Courts having the eÅect of law in each such jurisdiction.

""Lien'' means any mortgage, pledge, security interest, attachment, encumbrance, lien (statutory or
otherwise), license, claim, option, conditional sale agreement, right of Ñrst refusal, Ñrst oÅer, termination,
participation or purchase or charge of any kind (including any agreement to give any of the foregoing);
provided, however, that the term ""Lien'' shall not include (i) statutory liens for Taxes, which are not yet
due and payable or are being contested in good faith by appropriate proceedings, (ii) statutory or common
law liens to secure landlords, lessors or renters under leases or rental agreements conÑned to the premises
rented, (iii) deposits or pledges made in connection with, or to secure payment of, workers' compensation,
unemployment insurance, old age pension or other social security programs mandated under applicable
Laws, (iv) statutory or common law liens in favor of carriers, warehousemen, mechanics and materialmen,
to secure claims for labor, materials or supplies and other like liens, and (v) restrictions on transfer of
securities imposed by applicable state and federal securities Laws.

""Litigation'' means any claim, suit, action, arbitration, cause of action, claim, complaint, criminal
prosecution, investigation, demand letter, or proceeding, whether at law or at equity, before or by any
Court or Governmental Authority, any arbitrator or other tribunal.

""Malicious Code'' means (i) any virus, Trojan horse, worm, or other software or data designed to
permit unauthorized access, or to disable, erase, modify, deactivate or otherwise harm software, hardware,
or data and (ii) any back door, time bomb, drop dead device, protect code, data destruct key, or other
software or data designed to disable a computer program automatically with the passage of time or under
the control of any person or entity other than the licensee.

""Material Adverse EÅect'' means, with respect to a Person, any fact, event, change, development,
circumstance or eÅect that (i) is materially adverse to the business, condition (Ñnancial or otherwise),
results of operations, assets, liabilities, properties or prospects of such Person and its Subsidiaries, taken as
a whole, or (ii) in the event such Person is a party to this Agreement, would materially impair or delay
the ability of the Company to perform its obligations hereunder or under the Related Agreements,
including the consummation of the Merger; provided that, a Material Adverse EÅect shall not include
(x) changes in general economic conditions, (y) changes aÅecting the industry generally in which such
Person operates (provided that such changes do not aÅect such Person in a substantially disproportionate
manner), or (z) changes in the trading prices or volume of such Person's capital stock.

""Order'' means any judgment, order, writ, injunction, ruling or decree of, or any settlement under the
jurisdiction of, any Court or Governmental Authority.

""Person'' means an individual, corporation, partnership, association, trust, unincorporated organization,
limited liability company, other entity or group (as deÑned in Section 13(d)(3) of the Exchange Act).
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""Products'' means the software, hardware or Ñrmware now or within the past three (3) years oÅered
for sale or license by the Company, together with all user documentation, data, scripts, macros, modules
and other Ñles and information supplied, sold or licensed with such software, hardware and Ñrmware.

""Regulation'' means any rule or regulation of any Governmental Authority having the eÅect of Law.

""Software'' means any and all (i) computer programs, including any and all software implementations
of algorithms, models and methodologies, whether in source code or object code, (ii) databases and
compilations, including any and all data and collections of data, whether machine readable, on paper or
otherwise, (iii) descriptions, Öow-charts and other work product used to design, plan, organize and develop
any of the foregoing, (iv) the technology supporting, and the contents and audiovisual displays of any
Internet site(s) operated by or on behalf of Company or any of its Subsidiaries, and (v) all documentation
and other works of authorship, including user manuals and training materials, relating to any of the
foregoing.

""Subsidiary'' or ""Subsidiaries'' of the Company, the Surviving Corporation, Parent or any other
Person means any corporation, partnership, joint venture, limited liability company or other legal entity of
which the Company, the Surviving Corporation, Parent or such other Person, as the case may be, owns,
directly or indirectly, greater than 50% of the stock or other equity interests the holder of which is
generally entitled to vote as a general partner or for the election of the board of directors or other
governing body of a corporation, partnership, joint venture, limited liability company or other legal entity.

8.5 Interpretation. When a reference is made in this Agreement to Sections, subsections, Schedules
or Exhibits, such reference shall be to a Section, subsection, Schedule or Exhibit to this Agreement unless
otherwise indicated. The words ""include,'' ""includes'' and ""including'' when used herein shall be deemed
in each case to be followed by the words ""without limitation.'' The word ""herein'' and similar references
mean, except where a speciÑc Section or Article reference is expressly indicated, the entire Agreement
rather than any speciÑc Section or Article. The table of contents and the headings contained in this
Agreement are for reference purposes only and shall not aÅect in any way the meaning or interpretation of
this Agreement.

8.6 Severability. If any term or other provision of this Agreement is invalid, illegal or incapable of
being enforced by any rule of Law, or public policy, all other conditions and provisions of this Agreement
shall nevertheless remain in full force and eÅect so long as the economic or legal substance of the
transactions contemplated hereby is not aÅected in any manner adverse to any party. Upon such
determination that any term or other provision is invalid, illegal or incapable of being enforced, the parties
hereto shall negotiate in good faith to modify this Agreement so as to eÅect the original intent of the
parties as closely as possible in an acceptable manner to the end that transactions contemplated hereby are
fulÑlled to the extent possible.

8.7 Entire Agreement. This Agreement and the Related Agreements (including all exhibits and
schedules hereto and thereto) and other documents and instruments delivered in connection herewith
constitute the entire agreement and supersedes all prior agreements and undertakings (other than the
ConÑdentiality Agreement), both written and oral, among the parties, or any of them, with respect to the
subject matter hereof and thereof.

8.8 Assignment. This Agreement shall not be assigned by operation of Law or otherwise, except that
Parent and Merger Sub may assign all or any of the rights of Merger Sub hereunder to another wholly
owned subsidiary of the Parent, provided that no such assignment shall relieve the assigning party of its
obligations hereunder.

8.9 Parties in Interest. This Agreement shall be binding upon and inure solely to the beneÑt of each
party hereto, and, except as set forth in Section 5.17, nothing in this Agreement, express or implied, is
intended to or shall confer upon any other Person any right, beneÑt or remedy of any nature whatsoever
under or by reason of this Agreement.
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8.10 Failure or Indulgence Not Waiver; Remedies Cumulative. No failure or delay on the part of
any party hereto in the exercise of any right hereunder will impair such right or be construed to be a
waiver of, or acquiescence in, any breach of any representation, warranty or agreement herein, nor will any
single or partial exercise of any such right preclude other or further exercise thereof or of any other right.
All rights and remedies existing under this Agreement are cumulative to, and not exclusive to, and not
exclusive of, any rights or remedies otherwise available.

8.11 Governing Law; Enforcement. This Agreement and the rights and duties of the parties
hereunder shall be governed by, and construed in accordance with, the Law of the State of Delaware. The
parties agree that irreparable damage would occur in the event that any of the provisions of this
Agreement or any Related Agreement were not performed in accordance with their speciÑc terms or were
otherwise breached. It is accordingly agreed that the parties shall be entitled to an injunction or
injunctions to prevent breaches of this Agreement or any Related Agreement and to enforce speciÑcally
the terms and provisions of this Agreement or any Related Agreement in the Court of Chancery of the
State of Delaware or the Federal District Court for the District of Delaware, this being in addition to any
other remedy to which they are entitled at law or in equity. In addition, each of the parties hereto,
(a) consents to submit itself to the personal jurisdiction of the Court of Chancery of the State of
Delaware and Federal District Court for the District of Delaware in the event any dispute arises out of this
Agreement or any Related Agreement or any transaction contemplated hereby or thereby, (b) agrees that
it will not attempt to deny or defeat such personal jurisdiction by motion or other request for leave from
any such court, (c) agrees that it will not bring any action relating to this Agreement or any Related
Agreement or any transaction contemplated hereby or thereby in any court other than the Court of
Chancery of the State of Delaware or the Federal District Court for the District of Delaware and
(d) waives any right to trial by jury with respect to any action related to or arising out of this Agreement
or Related Agreement or any transaction contemplated hereby or thereby.

8.12 Counterparts. This Agreement may be executed in one or more counterparts, and by the
diÅerent parties hereto in separate counterparts, each of which when executed shall be deemed to be an
original but all of which taken together shall constitute one and the same agreement.

®Signatures Next Page©
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IN WITNESS WHEREOF, Parent, Merger Sub and the Company have caused this Agreement to
be executed as of the date Ñrst written above by their respective oÇcers thereunto duly authorized.

Webmethods, Inc.

By: /s/ PHILLIP MERRICK

Name: Phillip Merrick
Title: President and CEO

Wolf Acquisition, Inc.

By: /s/ PHILLIP MERRICK

Name: Phillip Merrick
Title: President and CEO

Active Software, Inc.

By: /s/ R. JAMES GREEN

Name: R. James Green
Title: Chairman, CEO and Founder
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ANNEX B

May 20, 2000

Board of Directors
webMethods, Inc.
3930 Pender Drive
Fairfax, VA 22030

Members of the Board:

We understand that Active Software, Inc. (""Active'' or the ""Company''), webMethods, Inc.
(""webMethods'') and Wolf Acquisition, Inc., a wholly owned subsidiary of webMethods (""Acquisition
Sub''), propose to enter into an Agreement and Plan of Merger, substantially in the form of the draft
dated May 20, 2000 (the ""Merger Agreement''), which provides, among other things, for the merger (the
""Merger'') of Acquisition Sub with and into Active. Pursuant to the Merger, Active will become a wholly
owned subsidiary of the Company and each outstanding share of common stock, par value $0.001 per
share (the ""Active Common Stock''), of Active, other than shares held in treasury or held by
webMethods or Acquisition Sub, shall be converted into the right to receive 0.527 shares (the ""Exchange
Ratio'') of common stock, par value $0.01 per share, of webMethods (the ""webMethods Common
Stock''). The terms and conditions of the Merger are more fully set forth in the Merger Agreement and
certain related documents.

You have asked for our opinion as to whether the Exchange Ratio pursuant to the Merger Agreement
is fair from a Ñnancial point of view to webMethods.

For purposes of the opinion set forth herein, we have:

(i) reviewed certain publicly available Ñnancial statements and other information of Active and
webMethods, respectively;

(ii) reviewed certain internal Ñnancial statements and other Ñnancial and operating data
concerning Active and webMethods prepared by the management of Active and webMethods,
respectively;

(iii) reviewed certain Ñnancial projections prepared by the management of Active;

(iv) reviewed certain Ñnancial projections prepared by the management of webMethods;

(v) discussed the past and current operations and Ñnancial condition and the prospects of Active,
including information relating to certain strategic, Ñnancial and operational beneÑts
anticipated from the Merger, with senior executives of Active and webMethods;

(vi) discussed the past and current operations and Ñnancial condition and the prospects of
webMethods, including information relating to certain strategic, Ñnancial and operational
beneÑts anticipated from the Merger, with senior executives of webMethods;

(vii) reviewed the pro forma impact of the Merger on webMethods' present and projected Ñnancial
performance and other Ñnancial ratios;

(viii) reviewed the reported prices and trading activity for the Active Common Stock and the
webMethods Common Stock, respectively;

(ix) compared the Ñnancial performance of Active and webMethods and the prices and trading
activity of the Active Common Stock and the webMethods Common Stock with that of
certain other comparable publicly-traded companies and their securities;

(x) reviewed the Ñnancial terms, to the extent publicly available, of certain comparable
acquisition transactions;

(xi) participated in discussions and negotiations among representatives of Active and webMethods
and their Ñnancial and legal advisors;

(xii) reviewed the draft Merger Agreement and certain related documents; and

B-1



(xiii) performed such other analyses and considered such other factors as we have deemed
appropriate.

We have assumed and relied upon without independent veriÑcation the accuracy and completeness of
the information reviewed by us for the purposes of this opinion. With respect to the Ñnancial projections,
including information relating to certain strategic, Ñnancial and operational beneÑts anticipated from the
Merger, we have assumed that they have been reasonably prepared on bases reÖecting the best currently
available estimates and judgments of the future Ñnancial performance of Active and webMethods. We
have relied upon the assessment by the management of Active and webMethods of their ability to retain
key employees of Active We have also relied upon, without independent veriÑcation, the assessment by the
management of Active and webMethods of Active's technologies and products, the timing and risks
associated with the integration of Active with webMethods and the validity of, and risks associated with,
Active's existing and future products and technologies. In addition, we have assumed that the Merger will
be consummated in accordance with the terms set forth in the Merger Agreement, including, among other
things, that the Merger will be accounted for as a pooling of interests and it will be treated as a tax-free
reorganization pursuant to the Internal Revenue Code of 1986. We have not made any independent
valuation or appraisal of the assets or liabilities of Active, nor have we been furnished with any such
appraisals. Our opinion is necessarily based on Ñnancial, economic, market and other conditions as in eÅect
on, and the information made available to us as of, the date hereof.

We have acted as Ñnancial advisor to the Board of Directors of webMethods in connection with this
transaction and will receive a fee for our services. In the past, Morgan Stanley & Co. Incorporated and its
aÇliates have provided Ñnancial advisory and Ñnancing services for webMethods and have received fees for
the rendering of these services.

It is understood that this letter is for the information of the Board of Directors of webMethods and
may not be used for any other purpose without our prior written consent. In addition, this opinion does not
in any manner address the prices at which webMethods Common Stock will trade at any time or following
consummation of the Merger, and Morgan Stanley expresses no opinion or recommendation as to how the
shareholders of Active and webMethods should vote at their respective shareholders' meetings held in
connection with the Merger.

Based on the foregoing, we are of the opinion on the date hereof that the Exchange Ratio pursuant to
the Merger Agreement is fair from a Ñnancial point of view to webMethods.

Very truly yours,

MORGAN STANLEY & CO. INCORPORATED

By:

Michael J. Boublik
Managing Director
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ANNEX C

May 20, 2000

Board of Directors
Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

Gentlemen:

You have requested our opinion as to the fairness from a Ñnancial point of view to the holders of the
outstanding shares of Common Stock, par value $0.001 per share (the ""Shares''), of Active Software, Inc.
(the ""Company'') of the exchange ratio of 0.527 shares of Common Stock, par value $0.01 per share (the
""webMethods Common Stock''), of webMethods, Inc. (""webMethods'') to be received for each Share
(the ""Exchange Ratio'') pursuant to the Agreement and Plan of Merger, dated as of May 20, 2000,
among webMethods, AW Acquisition, Inc., a wholly-owned subsidiary of webMethods, and the Company
(the ""Agreement'').

Goldman, Sachs & Co., as part of its investment banking business, is continually engaged in the
valuation of businesses and their securities in connection with mergers and acquisitions, negotiated
underwritings, competitive biddings, secondary distributions of listed and unlisted securities, private
placements and valuations for estate, corporate and other purposes. We are familiar with the Company
having provided certain investment banking services to the Company from time to time, including having
acted as managing underwriter of a public oÅering of 3,500,000 Shares in August 1999, and having acted
as its Ñnancial advisor in connection with, and having participated in certain of the negotiations leading to,
the Agreement. Goldman, Sachs & Co. provides a full range of Ñnancial advisory and securities services
and, in the course of its normal trading activities, may from time to time eÅect transactions and hold
securities, including derivative securities, of the Company or webMethods for its own account and for the
accounts of customers. As of the date hereof, Goldman, Sachs & Co. and certain investment funds
aÇliated with Goldman, Sachs & Co. hold 1,816,758 shares of webMethods Common Stock.

In connection with this opinion, we have reviewed, among other things, the Agreement; the Annual
Report on Form 10-K of the Company for the year ended December 31, 1999; the Registration Statement
on Form S-1 of the Company, including the Prospectus contained therein dated August 12, 1999; the
Registration Statement on Form S-1 of webMethods, including the Prospectus contained therein dated
February 10, 2000; certain interim reports to stockholders and Quarterly Reports on Form 10-Q of the
Company; certain other communications from the Company and webMethods to their respective
stockholders; and certain internal Ñnancial analyses and forecasts for the Company and webMethods
prepared by their respective managements, including certain operating synergies projected by the
managements of the Company and webMethods to result from the transaction contemplated by the
Agreement (the ""Synergies''). We also have held discussions with members of the senior managements of
the Company and webMethods regarding their assessment of the strategic rationale for, and the potential
beneÑts of, the transaction contemplated by the Agreement and the past and current business operations,
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Ñnancial condition and future prospects of their respective companies. In addition, we have reviewed the
reported price and trading activity for the Shares and the webMethods Common Stock, which like many
Internet related stocks have been and are likely to continue to be subject to signiÑcant short-term price
and trading volatility, compared certain Ñnancial and stock market information for the Company and
webMethods with similar information for certain other companies the securities of which are publicly
traded, reviewed the Ñnancial terms of certain recent business combinations in the software industry
speciÑcally and in other industries generally and performed such other studies and analyses as we
considered appropriate.

We have relied upon the accuracy and completeness of all of the Ñnancial and other information
discussed with or reviewed by us and have assumed such accuracy and completeness for purposes of
rendering this opinion. In that regard, we have assumed with your consent that the Synergies have been
reasonably prepared on a basis reÖecting the best currently available estimates and judgments of the
Company and webMethods. In addition, we have not made an independent evaluation or appraisal of the
assets and liabilities of the Company or webMethods or any of their subsidiaries and we have not been
furnished with any such evaluation or appraisal. We have assumed with your consent that the transaction
contemplated by the Agreement will be accounted for as a pooling of interests under generally accepted
accounting principles. We were not requested to solicit, and did not solicit, interest from other parties with
respect to an acquisition of or other business combination with the Company. Our advisory services and
the opinion expressed herein are provided for the information and assistance of the Board of Directors of
the Company in connection with its consideration of the transaction contemplated by the Agreement and
such opinion does not constitute a recommendation as to how any holder of Shares should vote with
respect to such transaction.

Based upon and subject to the foregoing and based upon such other matters as we consider relevant,
it is our opinion that as of the date hereof the Exchange Ratio pursuant to the Agreement is fair from a
Ñnancial point of view to the holders of Shares.

Very truly yours,

(GOLDMAN, SACHS & CO.)
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ANNEX D

May 20, 2000

Board of Directors
Active Software, Inc.
3333 Octavius Drive
Santa Clara, California 90504

Gentlemen:

We understand that Active Software, Inc., a Delaware corporation (""Seller''), webMethods, Inc., a
Delaware corporation (""Buyer'') and Wolf Acquisition, Inc., a Delaware corporation and a wholly owned
subsidiary of Buyer (""Merger Sub''), propose to enter into an Agreement and Plan of Merger (the
""Merger Agreement''), pursuant to which Merger Sub will be merged with and into Seller, which will be
the surviving entity (the ""Merger''). Pursuant to the Merger, as more fully described in the Merger
Agreement and as further described to us by management of Seller, we understand that each outstanding
share of the common stock, par value $0.001 per share (""Seller Common Stock''), of Seller will be
converted into the right to receive 0.527 (the ""Exchange Ratio'') of a share of the common stock, par
value $0.01 per share, of Buyer (""Buyer Common Stock''). The Merger is intended to qualify as a
reorganization within the meaning of Section 368(a) of the United States Internal Revenue Code of 1986,
as amended and to be recorded as a ""pooling of interests'' under generally accepted accounting principles.
The terms and conditions of the Merger are set forth in more detail in the Merger Agreement. You have
requested our opinion as to whether the Exchange Ratio is fair from a Ñnancial point of view to the
stockholders of Seller as of the date hereof.

In connection with our opinion, we have, among other things: (i) reviewed certain publicly available
Ñnancial and other data with respect to Seller and Buyer, including the consolidated Ñnancial statements
for recent years and for the most recent Ñscal quarters for which published results are available and certain
other relevant Ñnancial and operating data relating to Seller and Buyer made available to us from
published sources and from the internal records of Seller and Buyer; (ii) reviewed the Ñnancial terms and
conditions of a draft of the Merger Agreement dated May 19, 2000 (the ""Draft Merger Agreement'');
(iii) reviewed certain publicly available information concerning the trading of, and the trading market for,
Seller Common Stock and Buyer Common Stock; (iv) compared Seller and Buyer from a Ñnancial point
of view with certain other companies in the software industry which we deemed to be relevant;
(v) considered the Ñnancial terms, to the extent publicly available, of selected recent business
combinations of technology companies which we deemed to be comparable, in whole or in part, to the
Merger; (vi) reviewed and discussed with representatives of the management of each of Seller and Buyer
certain information of a business and Ñnancial nature regarding Seller and Buyer, furnished to us by them,
including Ñnancial forecasts and related assumptions of Seller and Buyer; (vii) made inquiries regarding
and discussed the Merger and the Merger Agreement and other matters related thereto with Seller's
counsel; and (viii) performed such other analyses and examinations as we have deemed appropriate.

In connection with our review, we have not assumed any obligation independently to verify the
foregoing information and have relied on its being accurate and complete in all material respects. We have
also assumed that there have been no material changes in Seller's or Buyer's assets, Ñnancial condition,

Thomas Weisel Partners LLC, One Montgomery Street, San Francisco, CA 94104

Tel 415.364.2500 www.tweisel.com

San Francisco Z New York Z Boston Z London
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results of operations, business or prospects since the respective dates of their last Ñnancial statements made
available to us and that neither Buyer nor Seller is currently involved in any material transaction other
than the Merger, other publicly announced transactions, other preliminarily discussed transactions
conÑdentially disclosed to us and those activities undertaken in the ordinary course of conducting their
respective businesses. We have assumed that the Merger will be consummated in a manner that complies
in all respects with the applicable provisions of the Securities Act of 1933, as amended (the ""Securities
Act''), the Securities Exchange Act of 1934 and all other applicable federal and state statutes, rules and
regulations. In addition, we have not assumed responsibility for making an independent evaluation,
appraisal or physical inspection of any of the assets or liabilities (contingent or otherwise) of Seller or
Buyer, nor have we been furnished with any such appraisals. You have informed us, and we have assumed,
that the Merger will be recorded as a pooling of interests under generally accepted accounting principles.
Finally, our opinion is based on economic, monetary and market and other conditions as in eÅect on, and
the information made available to us as of, the date hereof. Accordingly, although subsequent
developments may aÅect this opinion, we have not assumed any obligation to update, revise or reaÇrm
this opinion.

As you are aware, we were not retained to nor did we advise Seller with respect to alternatives to the
Merger or Seller's underlying decision to proceed with or eÅect the Merger. Further, we were not
requested to nor did we solicit or assist Seller in soliciting indications of interest from third parties for all
or any part of Seller.

We have further assumed with your consent that the Merger will be consummated substantially in
accordance with the terms described in the Draft Merger Agreement, without any further material
amendments thereto, and without waiver by Seller of any of the conditions to Buyer's obligations
thereunder.

We have acted as Ñnancial advisor to Seller in connection with the Merger and will receive a fee for
our services, including rendering this opinion. In the ordinary course of our business, we may actively trade
the equity securities of Seller and Buyer for our own account and for the accounts of customers and,
accordingly, may at any time hold a long or short position in such securities.

Based upon the foregoing and in reliance thereon, it is our opinion as investment bankers that the
Exchange Ratio is fair from a Ñnancial point of view to the stockholders of Seller (other than Buyer and
its aÇliates) as of the date hereof.

We are not expressing an opinion regarding the price at which the shares of Buyer Common Stock
may trade at any future time. The Exchange Ratio is a Ñxed exchange ratio and, accordingly, the market
value of the shares of Buyer Common Stock to be received by the stockholders of Seller may vary
signiÑcantly.

This opinion is directed to the Board of Directors of Seller in its consideration of the Merger and is
not a recommendation to any stockholder as to how such stockholder should vote with respect to the
Merger. Further, this opinion addresses only the Ñnancial fairness of the Exchange Ratio to the
stockholders and does not address the relative merits of the Merger and any alternatives to the Merger,
Seller's underlying decision to proceed with or eÅect the Merger, or any other aspect of the Merger. This
opinion may not be used or referred to by Seller, or quoted or disclosed to any person in any manner,
without our prior written consent, which consent is hereby given to the inclusion of this opinion in the
Joint Proxy Statement/Prospectus to be Ñled with the Securities and Exchange Commission in connection
with the Merger. In furnishing this opinion, we do not admit that we are experts within the meaning of the
term ""experts'' as used in the Securities Act and the rules and regulations promulgated thereunder, nor do
we admit that this opinion constitutes a report or valuation within the meaning of Section 11 of the
Securities Act.

Very truly yours,

THOMAS WEISEL PARTNERS LLC
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ANNEX E

VOTING AGREEMENT

THIS VOTING AGREEMENT is dated as of May 20, 2000 (this ""Agreement''), among Active
Software, Inc., a Delaware corporation (the ""Company''), and each other party who is a signatory hereto
(each a ""Stockholder'' and collectively the ""Stockholders''). Capitalized words not otherwise deÑned in
this Agreement shall have the meaning set forth in the Merger Agreement.

WHEREAS, each Stockholder desires that, the Company, Parent and Merger Sub enter into an
Agreement and Plan of Merger dated as of the date hereof (as the same may be amended or
supplemented, the ""Merger Agreement''), pursuant to which it is intended that the Company shall merge
with Merger Sub (""Merger'');

WHEREAS, as of the date hereof, each Stockholder is beneÑcial owner of, and has the right to vote
and dispose of the number of shares of Parent Common Stock which is set forth opposite such
Stockholder's name in Schedule A hereto;

WHEREAS, as the Company has solicited proxies from the individuals and entities as indicated on
Schedule A hereto; and

WHEREAS, each Stockholder is executing this Agreement as an inducement to the Company to
enter into and execute the Merger Agreement;

NOW, THEREFORE, in consideration of the execution and delivery by the Company of the Merger
Agreement and the representations, warranties, covenants, conditions and agreements contained herein and
therein, the parties agree as follows:

Section 1. Representations and Warranties of Stockholders. Each Stockholder, severally, and not
jointly, represents, warrants and covenants to the Company as of the date of this Agreement, as follows:

(a) Stockholder is the record holder and/or beneÑcial owner of the number of shares of Parent
Common Stock set forth opposite such Stockholder's name in Schedule A hereto, as such Schedule is
amended or modiÑed pursuant to Section 5 hereof (the ""Stockholder's Shares'' or ""Shares''). Except
for the Stockholder's Shares, Stockholder is not the record or beneÑcial owner of any other shares of
Parent Common Stock.

(b) This Agreement has been duly authorized, executed and delivered by the Stockholder and,
assuming due execution and delivery of this Agreement by the other parties hereto, shall constitute
the legal, valid and binding obligation of the Stockholder, enforceable against the Stockholder in
accordance with its terms (except as enforceability may be limited by applicable bankruptcy,
insolvency, moratorium or similar laws aÅecting creditors' rights generally or by principles governing
the availability of equitable remedies). Neither the execution and delivery of this Agreement nor the
performance by the Stockholder of this Agreement will result in a violation of, or a default under, or
conÖict with, any contract, trust, commitment, agreement, understanding, arrangement or restriction of
any kind to which the Stockholder is a party or bound or to which the Stockholder's Shares are
subject. No trust of which the Stockholder is a trustee requires the consent of any beneÑciary to the
execution and delivery of this Agreement or to the consummation of the transactions contemplated
hereby. If the Stockholder is married and the Stockholder's Shares constitute community property,
this Agreement has been duly authorized, executed and delivered by, and constitutes a valid and
binding agreement of, the Stockholder's spouse, enforceable against such person in accordance with its
terms (except as enforceability may be limited by applicable bankruptcy, insolvency, moratorium or
similar laws aÅecting creditors' rights generally or by principles governing the availability of equitable
remedies). The execution and delivery of the Agreement by the Stockholder and performance of this
Agreement will not violate, or require any consent, approval, or notice under, any provision of any
judgment, order, decree, statute, law, rule or regulation applicable to the Stockholder or the
Stockholder's Shares.
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(c) The Stockholder understands and acknowledges that the Company is entering into the
Merger Agreement in reliance upon the Stockholder's execution and delivery of this Agreement.

(d) Each Stockholder is acting individually and not part of a ""group'' in Section 13(d) of the
Exchange Act.

Section 2. Representations and Warranties of the Company. The Company represents, warrants and
covenants to each Stockholder, as of the date of this Agreement, as follows:

(a) This Agreement and the Merger Agreement have been duly and validly executed and
delivered by the Company, as applicable, and assuming due execution and delivery of this Agreement
by the other parties thereto, shall constitute the legal, valid and binding obligation of the Company, as
applicable, enforceable in accordance with their terms, except as enforceability may be limited by
bankruptcy and other similar laws and general principles of equity. Neither the execution and delivery
of this Agreement or the Merger Agreement nor the consummation of the Merger or the transactions
contemplated hereby will result in the violation of, or a default under, or conÖict with, any contract,
trust, commitment, agreement, understanding, arrangement or restriction of any kind to which the
Company is a party or bound. Execution and delivery by the Company of this Agreement and the
Merger Agreement and performance of the transactions contemplated thereby will not violate or
require any consent, approval, notice under any provision of any judgment, order, decree, statute, law,
rule or regulation applicable to the Company, except for (i) applicable requirements, if any, of the
Exchange Act, the Securities Act, the Blue Sky Laws and the HSR Act, in each case, including rules
and regulations promulgated thereunder and (ii) the CertiÑcate of Merger.

(b) The Company understands and acknowledge that each Stockholder is entering into this
Agreement in reliance upon the covenant and agreement of the Company to perform their respective
covenants and obligations under the Merger Agreement in accordance with its terms.

Section 3. Voting Agreement. Each Stockholder hereby agrees, severally and not jointly, that it shall,
and shall cause the holder of record of any Shares beneÑcially owned by such Stockholder on any
applicable record date and stockholder meeting date or the date the Shares are voted by written consent
(as the case may be) to, from time to time, at the request of the Company, at any meeting (whether
annual or special and whether or not an adjourned or postponed meeting) of stockholders of the Parent,
however called, or in connection with any written consent of the holders of Parent Common Stock, (a) if
a meeting is held at which matters relating to approval of the issuance of shares of Parent Common Stock
in connection with the Merger are considered, appear at such meeting or otherwise cause the Shares to be
counted as present thereat for purposes of establishing a quorum, and (b) vote or consent (or cause to be
voted or consented), in person or by proxy, all Shares, and any other voting securities of the Company
(whether acquired heretofore or hereafter) that are beneÑcially owned or held of record by such
Stockholder or as to which such Stockholder has, directly or indirectly, the right to vote or direct the
voting, in favor of the issuance of shares of Parent Common Stock in connection with the Merger.

Section 4. Grant of Proxy. Each Stockholder indicated on Schedule A as having its proxy solicited,
hereby irrevocably appoints and constitutes the Company and R. James Green, in his capacity as an oÇcer
of the Company, agents, attorneys and proxies of the undersigned, from the date hereof until the earlier to
occur of the termination of this Agreement or the EÅective Time, with full power of substitution and
resubstitution, to the full extent of the undersigned's rights with respect to the Shares then held by such
Stockholder on any applicable record date and stockholder meeting date or the date the Shares are voted
by written consent (as the case may be), to vote such Shares as follows: the agents and proxies named
above are empowered at any time prior to termination of this proxy to exercise all voting and other rights
(including, without limitation, the power to execute and deliver written consents with respect to such
Shares) of the undersigned at every annual, special or adjourned meeting of Company stockholders, and in
every written consent in lieu of such a meeting, or otherwise, in favor of the approval of the issuance of
shares of Parent Common Stock in connection with the Merger.
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Section 5. Transfer Restrictions.

(a) Each Stockholder, indicated on Schedule A as agreeing to the provisions of this Section 5,
severally and not jointly, hereby agrees, while this Agreement is in eÅect, and except as contemplated
hereby, upon any sale, transfer, pledge, or other disposition of any shares to any person or entity, such
person or entity shall agree to be bound by all of the terms and conditions of this Agreement and the
Stockholder shall deliver a duly executed copy of the Agreement to the Company to evidence such
Agreement prior to any such sale, transfer, pledge or other disposition.

(b) Except with respect to transfers permitted under Section 5(a), each Stockholder shall not
request that the Parent or its transfer agent register the transfer (book-entry or otherwise) of any
certiÑcate or uncertiÑcated interest representing any of such Stockholder's Shares, and hereby
consents to the entry of stop transfer instructions by the Parent of any transfer of such Stockholder's
Shares, unless such transfer is made in compliance with this Agreement.

Section 6. Further Assurances. Each Stockholder shall, upon request of the Company, execute and
deliver any additional documents and take such further actions as may reasonably be deemed by the
Company to be necessary or desirable to carry out the provisions hereof.

Section 7. No Ownership Interest. Nothing contained in this Agreement shall be deemed to vest in
the Company any direct or indirect ownership or incidence of ownership of or with respect to any Shares.
All rights, ownership and economic beneÑts of and relating to the Shares shall remain vested in and belong
to the Stockholders, and the Company shall have no authority to manage, direct, superintend, restrict,
regulate, govern, or administer any of the policies or operations of the Parent or exercise any power or
authority to direct the Stockholders in the voting of any of the Shares, except as otherwise provided
herein, or in the performance of the Stockholders' duties or responsibilities as stockholders of the Parent

Section 8. Documents Delivered. Each Stockholder acknowledges receipt of copies of the Merger
Agreement and all exhibits and schedules thereto. Each Stockholder also acknowledges that such
Stockholder possesses all the information which such Stockholder deems relevant or material to such
Stockholder's entering into this Agreement.

Section 9. No Inconsistent Agreements. Each Stockholder hereby covenants and agrees that, except
as contemplated by this Agreement and the Merger Agreement, the Stockholder (a) has not entered, and
shall not enter at any time while this Agreement remains in eÅect, into any voting agreement or voting
trust with respect to the Shares and (b) has not granted, and shall not grant at any time while this
Agreement remains in eÅect, a proxy or power of attorney with respect to the Shares, in either case, which
is inconsistent with such Stockholder's obligations pursuant to this Agreement.

Section 10. Termination. This Agreement shall terminate and no party shall have any rights or
duties hereunder upon the earlier of (a) the EÅective Time or (b) the date termination of the Merger
Agreement in accordance with its terms. Nothing in this Section 5 shall relieve or otherwise limit any
party of liability for breach of this Agreement.

Section 11. Survival of Representations, Warranties and Covenants. All representations, warranties
and covenants made by each Stockholder in or pursuant to this Agreement or in any document delivered
pursuant hereto shall be deemed to have been made on the date of this Agreement (except as otherwise
provided herein).

Section 12. Remedies Cumulative. Prior to the EÅective Time, the remedies set forth in this
Agreement shall be cumulative and shall not be construed to restrict or otherwise aÅect any other
remedies that may be available to the parties under any other agreement or pursuant to statutory or
common law.

Section 13. Miscellaneous.

(a) All notices, requests, claims, demands and other communications under this Agreement shall
be in writing and shall be deemed given if delivered personally or sent by overnight courier (providing
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proof of delivery) to the parties at the following addresses (or at such other address for a party as
shall be speciÑed by like notice): (i) if to the Company, to the address set forth in Section 8.2 of the
Merger Agreement; and (ii) if to a Stockholder, to the address set forth in Schedule A hereto, or
such other address as may be speciÑed in writing by Stockholder.

(b) The headings contained in this Agreement are for reference purposes only and shall not
aÅect in any way the meaning or interpretation of this Agreement.

(c) This Agreement may be executed in two or more counterparts, all of which shall be
considered one and the same agreement and shall become eÅective as to a Stockholder when one or
more counterparts have been signed by each of the Company and such Stockholder and delivered to
each of them.

(d) This Agreement (including the documents and instruments referred to herein) constitutes
the entire agreement, and supersedes all prior agreements and understandings, both written and oral,
among the parties with respect to the subject matter hereof.

(e) This Agreement shall be governed by, and construed in accordance with, the laws of the
State of Delaware, regardless of the laws that might otherwise govern under applicable principles of
conÖicts of laws thereof.

(f) Neither this Agreement nor any of the rights, interests or obligations under this Agreement
shall be assigned, in whole or in part, by operation of law or otherwise, by any of the parties without
the prior written consent of the other parties, except by laws of descent.

(g) If any term, provision, covenant or restriction herein, or the application thereof to any
circumstance, shall, to any extent, be held by a court of competent jurisdiction to be invalid, void or
unenforceable, the remainder of the terms, provisions, covenants and restrictions herein and the
application thereof to any other circumstances, shall remain in full force and eÅect, shall not in any
way be aÅected, impaired or invalidated, and shall be enforced to the fullest extent permitted by law.

(h) The Company and each Stockholder agree that irreparable damage would occur and that the
Company would not have any adequate remedy at law in the event that any of the provisions of this
Agreement were not performed in accordance with their speciÑc terms or were otherwise breached. It
is accordingly agreed that the Company shall be entitled to an injunction or injunctions to prevent
breaches by Stockholder or the Company of this Agreement and to enforce speciÑcally the terms and
provisions of this Agreement in any court of the United States.

(i) No amendment, modiÑcation or waiver in respect of this Agreement shall be eÅective against
any party unless it shall be in writing and signed by such party. The Company agrees not to amend or
modify the Merger Agreement unless each Stockholder shall have consented to such amendment or
modiÑcation.

Section 14. Several Obligations; Capacity.

(a) The representations, warranties, covenants, agreements and conditions of this Agreement
applicable to the Stockholders are several and not joint.

(b) The obligations of the Stockholders hereunder are several and not joint and the covenants
and agreements of the Stockholders herein are made only in their capacity as stockholders of the
Parent and not as directors or oÇcers.
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IN WITNESS WHEREOF, the Company and each Stockholder have caused this Agreement to be
duly executed and delivered as of the date Ñrst written above.

ACTIVE SOFTWARE, INC.

By: /s/ R. JAMES GREEN

Title: CEO

STOCKHOLDERS:

/s/ CHARLES ALLEN

Charles Allen

/s/ CHASE BAILEY

Chase Bailey

/s/ ROBERT E. COOK

Robert E. Cook

DELL USA L.P.

By: /s/ ALEX C. SMITH

Title: Vice President

/s/ CAREN DEWITT

Caren DeWitt

/s/ MARY DRIDI

Mary Dridi

FBR TECHNOLOGY VENTURE PARTNERS, L.P.

By: /s/ GENE REICHERS

Title: Managing Director

THE GOLDMAN SACHS GROUP, INC.

By:

Title:
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/s/ DENNIS H. JONES

Dennis H. Jones

/s/ MICHAEL J. LEVINTHAL

Michael J. Levinthal

/s/ JACK L. LEWIS

Jack L. Lewis

MAYFIELD ASSOCIATES FUND IV

By: /s/ MICHAEL J. LEVINTHAL

Title: General Partner

MAYFIELD IX

By: /s/ MICHAEL J. LEVINTHAL

Title: General Partner

/s/ PHILLIP MERRICK

Phillip Merrick

/s/ DAVID MITCHELL

David Mitchell

/s/ GENE RIECHERS

Gene Riechers

/s/ ROBERT T. VASAN

Robert T. Vasan
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SCHEDULE A
Number of Agreed to

Name and Address of Stockholder Stockholder Shares Proxy Solicited Section 5

Charles Allen ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 378,852 x x
c/o webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030

Chase Bailey ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68,933 x
930 Tahoe Boulevard, No. 802
PMB 194
Incline Village, Nevada 89451

Robert E. Cook ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,178,197 x x
P.O. Box 4137
572 Park Avenue
Park City, Utah 84060

Dell USA L.P. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,450,944 x
One Dell Way
Round Rock, Texas 78682
Attn:

Caren DeWitt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,315,296 x x
c/o webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030

Mary Dridi ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,921 x
c/o webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030

FBR Technology Venture Partners, L.P.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,746,822 x x
11600 Sunrise Valley Drive
Reston, Virginia 20191
Attn: Gene Riechers

The Goldman Sachs Group, Inc. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,816,758
85 Broad Street
19th Floor
New York, New York 10004
Attn:

Dennis H. Jones ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68,464 x
c/o FDX Corporation
942 South Shady Grove Road
Memphis, Tennessee 38120

Michael J. Levinthal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,625,817 x
c/o MayÑeld Fund
2800 Sand Hill Road Suite 250
Menlo Park, California 94025

Jack L. Lewis ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,163,776 x x
c/o Shaw Pittman
1676 International Drive
McLean, Virginia 22102
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Number of Agreed to
Name and Address of Stockholder Stockholder Shares Proxy Solicited Section 5

MayÑeld Associates Fund IV c/o MayÑeld Fund ÏÏÏÏÏÏÏÏÏÏÏ 5,608,978 x x
2800 Sand Hill Road Suite 250
Menlo Park, California 94025
Attn: Michael Levinthal

MayÑeld IX c/o MayÑeld FundÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,608,978 x x
2800 Sand Hill Road Suite 250
Menlo Park, California 94025
Attn: Michael Levinthal

Phillip Merrick ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,315,296 x x
c/o webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030

David Mitchell ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 229,236 x x
c/o webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030

Gene Riechers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,752,954 x
c/o FBR Technology Venture
Partners, L.P.
11600 Sunrise Valley Drive
Reston, Virginia 20191

Robert T. Vasan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,786,256 x
c/o MayÑeld Fund
2800 Sand Hill Road Suite 250
Menlo Park, California 94025
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ANNEX F

STOCKHOLDERS AGREEMENT AND IRREVOCABLE PROXY

THIS STOCKHOLDERS AGREEMENT AND IRREVOCABLE PROXY, dated as of May 20,
2000 (this ""Agreement''), among WEBMETHODS, INC., a Delaware corporation (""Parent''), WOLF
ACQUISITION, INC., a Delaware corporation and a wholly owned subsidiary of Parent (""Merger
Sub''), and the several stockholders of ACTIVE SOFTWARE, INC., a Delaware corporation (the
""Company''), that are parties hereto (each, a ""Stockholder'' and, collectively, the ""Stockholders'').
Capitalized terms used without deÑnition herein having the meanings assigned to them in the Merger
Agreement.

WHEREAS, Parent, Merger Sub and the Company are, concurrently with the execution and delivery
of this Agreement, entering into an Agreement and Plan of Merger, dated as of the date hereof (the
""Merger Agreement''), pursuant to which Merger Sub will merge with and into the Company (the
""Merger'');

WHEREAS, as of the date hereof, each Stockholder is the record and beneÑcial owner of the
number of shares of Company Common Stock set forth on the signature page hereof beneath such
Stockholder's name (with respect to each Stockholder, such Stockholder's ""Existing Shares'' and, together
with any shares of Company Common Stock acquired after the date hereof, whether upon the exercise of
warrants, options, conversion of convertible securities or otherwise, such Stockholder's ""Shares'') and the
record and beneÑcial owner of options or warrants to purchase the number of shares of Company Common
Stock set forth on the signature page hereof beneath such Stockholder's name;

WHEREAS, as Parent has solicited proxies from the individuals and entities as indicated on
Schedule A hereto;

WHEREAS, as an inducement and a condition to entering into the Merger Agreement, Parent and
Merger Sub have required that the Stockholders enter into this Agreement; and

WHEREAS, among other things, the Stockholders, Parent and Merger Sub desire to set forth their
agreement with respect to the voting of the Shares in connection with the Merger, upon the terms and
subject to the conditions set forth herein.

NOW, THEREFORE, in consideration of the foregoing and the mutual representations, warranties,
covenants and agreements herein contained, and intending to be legally bound hereby, the parties hereto
agree as follows:

1. Voting.

1.1. Agreement to Vote. Each Stockholder hereby agrees, severally and not jointly, that it shall, and
shall cause the holder of record on any applicable record date to, from time to time, at the request of
Parent, at any meeting (whether annual or special and whether or not an adjourned or postponed meeting)
of stockholders of the Company, however called, or in connection with any written consent of the holders
of Company Common Stock, (a) if a meeting is held, appear at such meeting or otherwise cause the
Shares to be counted as present thereat for purposes of establishing a quorum, and (b) vote or consent (or
cause to be voted or consented), in person or by proxy, all Shares, and any other voting securities of the
Company (whether acquired heretofore or hereafter) that are beneÑcially owned or held of record by such
Stockholder or as to which such Stockholder has, directly or indirectly, the right to vote or direct the
voting in favor of adoption of the Merger Agreement and any action required in furtherance thereof.

1.2. Grant of Proxy. Each Stockholder indicated on Schedule A as having its proxy solicited, hereby
irrevocably appoints and constitutes the Parent and each of Mary Dridi and Craig Chapman in their
respective capacities as oÇcers of Parent, agents, attorneys and proxies of the undersigned, with full power
of substitution and resubstitution, to the full extent of the undersigned's rights with respect to the Shares,
to vote the Shares as follows: the agents and proxies named above are empowered at any time prior to
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termination of this proxy to exercise all voting and other rights (including, without limitation, the power to
execute and deliver written consents with respect to the Shares) of the undersigned at every annual,
special or adjourned meeting of Company stockholders, and in every written consent in lieu of such a
meeting, or otherwise, in favor of adoption of the Merger Agreement.

1.3. No Ownership Interest. Nothing contained in this Agreement shall be deemed to vest in Parent
any direct or indirect ownership or incidence of ownership of or with respect to any Shares. All rights,
ownership and economic beneÑts of and relating to the Shares shall remain vested in and belong to the
Stockholders, and Parent shall have no authority to manage, direct, superintend, restrict, regulate, govern,
or administer any of the policies or operations of the Company or exercise any power or authority to direct
the Stockholders in the voting of any of the Shares, except as otherwise provided herein, or in the
performance of the Stockholders' duties or responsibilities as stockholders of the Company.

1.4. Evaluation of Investment. Each Stockholder, by reason of its knowledge and experience in
Ñnancial and business matters, believes itself capable of evaluating the merits and risks of the investment
in shares of Parent Common Stock contemplated by the Merger Agreement.

1.5. Documents Delivered. Each Stockholder acknowledges receipt of copies of the following
documents: (a) the Merger Agreement and all exhibits and schedules thereto, (b) the Option Agreement,
(c) the License Agreement, dated as of the date hereof, between Parent and the Company, (d) Parent's
prospectus dated February 20, 2000. Each Stockholder also acknowledges that such Stockholder possesses
all the information relating to the Company which such Stockholder deems relevant or material to such
Stockholder's investment in Parent Common Stock should the Merger be consummated and its entering
into this Agreement.

1.6. No Inconsistent Agreements. Each Stockholder hereby covenants and agrees that, except as
contemplated by this Agreement and the Merger Agreement, the Stockholder (a) has not entered, and
shall not enter at any time while this Agreement remains in eÅect, into any voting agreement or voting
trust with respect to the Shares and (b) has not granted, and shall not grant at any time while this
Agreement remains in eÅect, a proxy or power of attorney with respect to the Shares, in either case, which
is inconsistent with such Stockholder's obligations pursuant to this Agreement.

2. Representations and Warranties of Each Stockholder. Each Stockholder hereby, severally and not
jointly, represents and warrants to Parent and Merger Sub as follows:

2.1. Authorization; Validity of Agreement; Necessary Action. Such Stockholder has full power and
authority to execute and deliver this Agreement, to perform such Stockholder's obligations hereunder and
to consummate the transactions contemplated hereby. The execution, delivery and performance by such
Stockholder of this Agreement and the consummation by it of the transactions contemplated hereby have
been duly and validly authorized by such Stockholder and no other actions or proceedings on the part of
such Stockholder are necessary to authorize the execution and delivery by it of this Agreement and the
consummation by it of the transactions contemplated hereby. This Agreement has been duly executed and
delivered by such Stockholder, and, assuming this Agreement constitutes a valid and binding obligation of
Parent and Merger Sub, constitutes a valid and binding obligation of such Stockholder, enforceable against
it in accordance with its terms.

2.2. Consents and Approvals; No Violations. Except for Ñlings required under applicable federal and
state securities laws and regulations and the HSR Act, none of the execution, delivery or performance of
this Agreement by such Stockholder nor the consummation by it of the transactions contemplated hereby
nor compliance by it with any of the provisions hereof will (i) require any Ñling with, or Approval of, any
Governmental Authority, (ii) result in a violation or breach of, or constitute (with or without due notice
or lapse of time or both) a default (or give rise to any right of termination, amendment, cancellation or
acceleration) under, any of the terms, conditions or provisions of any note, bond, mortgage, indenture,
guarantee, other evidence of indebtedness, lease, license, contract, agreement or other instrument or
obligation to which such Stockholder is a party or by which it or any of its properties or assets may be
bound or (iii) violate any Order or Law applicable to it or any of its properties or assets.
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2.3. Shares. Such Stockholder's Existing Shares are, and all of its Shares on the Closing Date shall
be, owned beneÑcially and of record by such Stockholder. As of the date hereof, such Stockholder's
Existing Shares constitute all of the shares of Company Common Stock owned of record or beneÑcially by
such Stockholder. All of such Stockholder's Existing Shares are issued and outstanding, and, except as set
forth on the signature pages hereto, such Stockholder does not own, of record or beneÑcially, any warrants,
options or other rights to acquire any shares of Company Common Stock or any other capital stock of the
Company. Such Stockholder has sole voting power, sole power of disposition, sole power to issue
instructions with respect to the matters set forth in Article I hereof, and sole power to agree to all of the
matters set forth in this Agreement, in each case with respect to all of such Stockholder's Existing Shares
and will have sole voting power, sole power of disposition, sole power to issue instructions with respect to
the matters set forth in Article I hereof, and sole power to agree to all of the matters set forth in this
Agreement, in each case with respect to all of such Stockholder's Shares on the Closing Date, with no
limitations, qualiÑcations or restrictions on such rights, subject to applicable federal securities laws and the
terms of this Agreement. Such Stockholder has good and marketable title to its Existing Shares and at all
times during the term hereof.

2.4. No Finder's Fees. Except as previously disclosed to Parent in writing, no broker, investment
banker, Ñnancial advisor or other Person is entitled to any broker's, Ñnder's, Ñnancial advisor's or other
similar fee or commission in connection with the transactions contemplated hereby or the Merger based
upon arrangements made by or on behalf of such Stockholder.

2.5. No Group. Each Stockholder is acting individually and not as part of a ""group'' as deÑned in
the Exchange Act.

3. Miscellaneous.

3.1. Further Agreements of Stockholders.

(a) Each Stockholder, severally and not jointly, hereby agrees, while this Agreement is in eÅect, and
except as contemplated hereby, upon any sale, transfer, pledge, or other disposition of any shares to any
person or entity, such person or entity shall agree to be bound by all of the terms and conditions of this
Agreement and the Stockholder shall deliver a duly executed copy of the Agreement to Parent to evidence
such Agreement prior to any such sale, transfer, pledge or other disposition.

(b) Each Stockholder shall not request that the Company or its transfer agent register the transfer
(book-entry or otherwise) of any certiÑcate or uncertiÑcated interest representing any of such
Stockholder's Shares, and hereby consents to the entry of stop transfer instructions by the Company of any
transfer of such Stockholder's Shares, unless such transfer is made in compliance with this Agreement.

(c) In the event of a stock dividend or distribution, or any change in the Company Common Stock
by reason of any stock dividend or distribution, or any change in the Company Common Stock by reason
of any stock dividend, split-up, recapitalization, combination, exchange of shares or the like, the term
""Shares'' shall be deemed to refer to and include the Shares as well as all such stock dividends and
distributions and any shares into which or for which any or all of the Shares may be changed or
exchanged. Each Stockholder shall be entitled to receive any cash dividend paid by the Company during
the term of this Agreement until the Shares are canceled in the Merger or purchased hereunder.

(d) Each Stockholder shall not, nor shall it authorize or permit any AÇliate, director, oÇcer,
employee, or any investment banker, attorney or other advisor, agent or representative of, such Stockholder
(collectively, the ""Representatives'') to, directly or indirectly, (i) solicit, initiate, encourage or induce the
making, submission or announcement of any Acquisition Proposal, (ii) participate in any discussions or
negotiations regarding, or furnish to any person any non-public information with respect to, or take any
other action to facilitate any inquiries or the making of any Acquisition Proposal, (iii) engage in
discussions with any person with respect to any Acquisition Proposal, (iv) endorse or recommend any
Acquisition Proposal or (v) enter into any letter of intent or similar document or any contract, agreement
or commitment contemplating or otherwise relating to any Acquisition Proposal. From and after the date
hereof, each Stockholder shall and shall cause its Representatives to, immediately cease any and all
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existing activities, discussions or negotiations with any parties conducted heretofore with respect to
Acquisition Proposal.

(e) Each Stockholder covenants and agrees with the other Stockholders and for the beneÑt of the
Company (which shall be a third party beneÑciary of this Section 3.1(e)) to comply with and perform all
its obligations under this Agreement.

(f) Each Stockholder which holds any option to purchase Company Common Stock hereby consents
to the treatment of such option as set forth in Section 1.7 and 5.6 of the Merger Agreement.

3.2. Termination. This Agreement shall terminate and no party shall have any rights or duties
hereunder upon the EÅective Time. Nothing in this Section 3.2 shall relieve or otherwise limit any party
of liability for breach of this Agreement.

3.3. Several Obligations; Capacity.

(a) The representations, warranties, covenants, agreements and conditions of this Agreement
applicable to the Stockholders are several and not joint.

(b) The obligations of the Stockholders hereunder are several and not joint and the covenants and
agreements of the Stockholders herein are made only in their capacity as stockholders of the Company
and not as directors.

3.4. Further Assurances. From time to time, at the other party's request and without further
consideration, each party hereto shall execute and deliver such additional documents and take all such
further action as may be necessary or desirable to consummate the transactions contemplated by this
Agreement.

3.5. Notices. All notices or other communications which are required or permitted hereunder shall
be in writing and suÇcient if delivered personally or sent by nationally recognized overnight courier or by
registered or certiÑed mail, postage prepaid, return receipt requested, or by electronic mail, with a copy
thereof to be delivered or sent as provided above or by facsimile or telecopier, as follows:

(a) If to Parent or Merger Sub:
webMethods, Inc.
3930 Pender Drive
Fairfax, Virginia 22030
Attention: Phillip Merrick
Facsimile: (703) 460-2599

With copies to:

Shaw Pittman
1676 International Drive
McLean, Virginia 22102
Attention: Lawrence T. Yanowitch
Facsimile: (703) 790-7901

(b) If to any of the Stockholders, to it at the address set forth under its name on the signature pages
hereto or to such other address as the party to whom notice is to be given may have furnished to the other
party in writing in accordance herewith. All such notices or communications shall be deemed to be
received (i) in the case of personal delivery, nationally recognized overnight courier or registered or
certiÑed mail, on the date of such delivery and (ii) in the case of facsimile or telecopier or electronic mail,
upon conÑrmed receipt.

3.6. Interpretation. When a reference is made in this Agreement to Sections, subsections, Schedules
or Exhibits, such reference shall be to a Section, subsection, Schedule or Exhibit to this Agreement unless
otherwise indicated. The words ""include,'' ""includes'' and ""including'' when used herein shall be deemed
in each case to be followed by the words ""without limitation.'' The word ""herein'' and similar references

F-4



mean, except where a speciÑc Section or Article reference is expressly indicated, the entire Agreement
rather than any speciÑc Section or Article. The table of contents and the headings contained in this
Agreement are for reference purposes only and shall not aÅect in any way the meaning or interpretation of
this Agreement.

3.7. Severability. If any term or other provision of this Agreement is invalid, illegal or incapable of
being enforced by any rule of Law, or public policy, all other conditions and provisions of this Agreement
shall nevertheless remain in full force and eÅect so long as the economic or legal substance of the
transactions contemplated hereby is not aÅected in any manner adverse to any party. Upon such
determination that any term or other provision is invalid, illegal or incapable of being enforced, the parties
hereto shall negotiate in good faith to modify this Agreement so as to eÅect the original intent of the
parties as closely as possible in an acceptable manner to the end that transactions contemplated hereby are
fulÑlled to the extent possible.

3.8. Entire Agreement; No Third Party BeneÑciaries. This Agreement, the Merger Agreement and
the other Related Agreements constitute the entire agreement and supersedes all prior agreements and
understandings (other than the ConÑdentiality Agreement), both written and oral, among the parties with
respect to the subject matter hereof and thereof, and is not intended to confer upon any Person other than
the parties hereto any rights or remedies hereunder.

3.9. Amendments; Assignment. This Agreement may not be amended except by written agreement
by all the parties. This Agreement shall be binding upon and inure to the beneÑt of the parties and their
respective successors and permitted assigns. Neither this Agreement nor any of the rights, interests or
obligations under this Agreement shall be assigned, in whole or in part, by any of the parties without the
prior written consent of the other parties, and any purported assignment without such consent shall be
void; provided that Parent may assign its rights and obligations hereunder to any direct or indirect wholly
owned subsidiary of Parent without such consent.

3.10. Failure or Indulgence Not Waiver; Remedies Cumulative. No failure or delay on the part of
any party hereto in the exercise of any right hereunder will impair such right or be construed to be a
waiver of, or acquiescence in, any breach of any representation, warranty or agreement herein, nor will any
single or partial exercise of any such right preclude other or further exercise thereof or of any other right.
All rights and remedies existing under this Agreement are cumulative to, and not exclusive to, and not
exclusive of, any rights or remedies otherwise available.

3.11. Governing Law; Enforcement. This Agreement and the rights and duties of the parties
hereunder shall be governed by, and construed in accordance with, the Law of the State of Delaware. The
parties agree that irreparable damage would occur in the event that any of the provisions of this
Agreement were not performed in accordance with their speciÑc terms or were otherwise breached. It is
accordingly agreed that the parties shall be entitled to an injunction or injunctions to prevent breaches of
this Agreement and to enforce speciÑcally the terms and provisions of this Agreement in the Court of
Chancery of the State of Delaware or the Federal District Court for the District of Delaware, this being in
addition to any other remedy to which they are entitled at law or in equity. In addition, each of the parties
hereto, (a) consents to submit itself to the personal jurisdiction of the Court of Chancery of the State of
Delaware or the Federal District Court for the District of Delaware in the event any dispute arises out of
this Agreement or any transaction contemplated hereby, (b) agrees that it will not attempt to deny or
defeat such personal jurisdiction by motion or other request for leave from any such court, (c) agrees that
it will not bring any action relating to this Agreement or any transaction contemplated hereby in any court
other than the Court of Chancery of the State of Delaware or the Federal District Court for the District of
Delaware and (d) waives any right to trial by jury with respect to any action related to or arising out of
this Agreement or any transaction contemplated hereby.

3.12. Counterparts. This Agreement may be executed in one or more counterparts, and by the
diÅerent parties hereto in separate counterparts, each of which when executed shall be deemed to be an
original but all of which taken together shall constitute one and the same agreement.
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IN WITNESS WHEREOF, Parent, Merger Sub and each of the Stockholders have caused this
Agreement to be signed by their respective oÇcers or other authorized person thereunto duly authorized as
of the date Ñrst written above.

WEBMETHODS, INC.

By: /s/ Phillip Merrick

Name: Phillip Merrick
Title: President and CEO

WOLF ACQUISITION, INC.

By: /s/ Phillip Merrick

Name: Phillip Merrick
Title: President and CEO

JON A. BODE

By: /s/ Jon A. Bode

Name: Jon A. Bode
Title: CFO

Number of Existing Shares: 167,500
Shares subject to options or warrants: 45,000
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

RAFAEL BRACHO

By: /s/ Rafael Bracho

Name: Rafael Bracho
Title:

Number of Existing Shares: 535,500
Shares subject to options or warrants: 135,000
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054
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KEVIN COMPTON

By: /s/ Kevin Compton

Name: Kevin Compton
Title: General Partner

Number of Existing Shares: 1,207,470
Shares subject to options or warrants: 5,000
Notices Address:
Kleiner Perkins CauÑeld & Byers
2750 Sand Hill Road
Menlo Park, CA 94025

JOHN M. DEMPSEY

By: /s/ John M. Dempsey

Name: John M. Dempsey
Title: VP

Number of Existing Shares: 0
Shares subject to options or warrants: 140,000
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

JAMES GAUER

By: /s/ James Gauer

Name: James Gauer
Title: G.P.

Number of Existing Shares: 322,707
Shares subject to options or warrants: 0
Notices Address:
c/o Palomar Ventures
100 Wilshire Blvd, Suite 400
Santa Monica, CA 90401

F-7



R. JAMES GREEN

By: /s/ R. James Green

Name: R. James Green
Title: CEO

Number of Existing Shares: 0
Shares subject to options or warrants: 150,000
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

R. JAMES GREEN AND CAROL E. GREEN,
TRUSTEES OF THE GREEN FAMILY TRUST
UTA DATED AUGUST 23, 1996

By: /s/ R. James Green

Name: R. James Green
Title:

Number of Existing Shares: 1,065,000
Shares subject to options or warrants: 0
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

MICHAEL J. ODRICH

By: /s/ Michael J. Odrich

Name: Michael J. Odrich
Title:

Number of Existing Shares: 0
Shares subject to options or warrants: 5,000
Notices Address:
c/o Lehman Brothers, Inc.
3 World Financial Center
New York, NY 10285
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TODD RULON-MILLER

By: /s/ Conway Rulon-Miller

Name:
Title:

Number of Existing Shares: 67,500
Shares subject to options or warrants: 0
Notices Address:
820 Hillsborough Blvd
Hillsborough, CA 94010

ROGER S. SIBONI

By: /s/ Roger S. Siboni

Name:
Title:

Number of Existing Shares: 2,500
Shares subject to options or warrants: 54,000
Notices Address:
c/o Epiphany, Inc.
1900 South Norfolk Street
San Mateo, CA 94403

SYDNEY SPRINGER

By: /s/ Sydney Springer

Name: Sydney Springer
Title: VP, Engineering

Number of Existing Shares: 132,500
Shares subject to options or warrants: 30,000
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054
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M. ZACK URLOCKER

By: /s/ M. Zack Urlocker

Name: M. Zack Urlocker
Title: VP MKT.

Number of Existing Shares: 60,750
Shares subject to options or warrants: 182,250
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

EDWIN WINDER

By: /s/ Edwin C. Winder

Name: Edwin C. Winder
Title: EVP Worldwide Sales

Number of Existing Shares: 317,400
Shares subject to options or warrants: 30,000
Notices Address:
c/o Active Software, Inc.
3333 Octavius Drive
Santa Clara, CA 95054

KLEINER PERKINS CAUFIELD &
BYERS VII, L.P.

By: /s/ Kevin Compton

Name: Kevin Compton
Title: General Partner

Number of Existing Shares: 358,777
Shares subject to options or warrants: 0
Notices Address:
Kleiner Perkins CauÑeld & Byers
2750 Sand Hill Road
Menlo Park, CA 94025
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KPCB INFORMATION SCIENCES ZAIBATSU
FUND II, L.P.

By: /s/ Kevin Compton

Name: Kevin Compton
Title: General Partner

Number of Existing Shares: 4,105
Shares subject to options or warrants: 0
Notices Address:
Kleiner Perkins CauÑeld & Byers
2750 Sand Hill Road
Menlo Park, CA 94025

KPCB JAVA FUND, L.P.

By: /s/ Kevin Compton

Name: Kevin Compton
Title: General Partner

Number of Existing Shares: 825,853
Shares subject to options or warrants: 0
Notices Address:
Kleiner Perkins CauÑeld & Byers
2750 Sand Hill Road
Menlo Park, CA 94025

LBI GROUP INC.

By: /s/ Michael J. Odrich

Name: Michael J. Odrich
Title: Vice President

Number of Existing Shares: 1,993,479
Shares subject to options or warrants: 0
Notices Address:
c/o Lehman Brothers, Inc.
3 World Financial Center
New York, NY 10285
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LEHMAN BROTHER MBG VENTURE
CAPITAL PARTNERS 1997 (A), L.P.
by: LBI Group Inc., its GP

By: /s/ Michael J. Odrich

Name: Michael J. Odrich
Title: Vice President

Number of Existing Shares: 144,837
Shares subject to options or warrants: 0
Notices Address:
c/o Lehman Brothers, Inc.
3 World Financial Center
New York, NY 10285

LEHMAN BROTHER MBG VENTURE
CAPITAL PARTNERS 1998 (A), L.P.
by: LBI Group Inc., its GP

By: /s/ Michael J. Odrich

Name: Michael J. Odrich
Title: Vice President

Number of Existing Shares: 21,850
Shares subject to options or warrants: 0
Notices Address:
c/o Lehman Brothers, Inc.
3 World Financial Center
New York, NY 10285

LEHMAN BROTHER MBG VENTURE
CAPITAL PARTNERS 1998 (B), L.P.
by: LBI Group Inc., its GP

By: /s/ Michael J. Odrich

Name: Michael J. Odrich
Title: Vice President

Number of Existing Shares: 403
Shares subject to options or warrants: 0
Notices Address:
c/o Lehman Brothers, Inc.
3 World Financial Center
New York, NY 10285
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LEHMAN BROTHER MBG VENTURE
CAPITAL PARTNERS 1998 (C), L.P.
by: LBI Group Inc., its GP

By: /s/ Michael J. Odrich

Name: Michael J. Odrich
Title: Vice President

Number of Existing Shares: 2,488
Shares subject to options or warrants: 0
Notices Address:
c/o Lehman Brothers, Inc.
3 World Financial Center
New York, NY 10285

OCEAN PARK VENTURES, L.P.

By: /s/ James Gauer

Name: James Gauer
Title: G.P.

Number of Existing Shares: 302,743
Shares subject to options or warrants: 0
Notices Address:
c/o Palomar Ventures
100 Wilshire Blvd, Suite 400
Santa Monica, CA 90401
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ANNEX G

CERTIFICATE OF AMENDMENT OF THE
FIFTH AMENDED AND RESTATED
CERTIFICATE OF INCORPORATION

OF WEBMETHODS, INC.

(Under Section 242 of the General Corporation
Law of the State of Delaware)

WEBMETHODS, INC. (the ""Corporation''), a corporation duly organized and existing under the
General Corporation Law of the State of Delaware (the ""DGCL''), does, by Phillip Merrick, its President,
attested by Jack L. Lewis, its Secretary, under its corporate seal, hereby certify that:

I. The original CertiÑcate of Incorporation of the Corporation (previously known as ""TransactNet,
Inc.'') was Ñled with the Secretary of State of the State of Delaware on June 12, 1996. CertiÑcates of
Amendment of the CertiÑcate of Incorporation of the Corporation were Ñled with the Secretary of State of
the State of Delaware on January 21, 1997 and October 9, 1997. A CertiÑcate of Designation of the
Corporation was Ñled with the Secretary of State of the State of Delaware on October 21, 1997, and a
CertiÑcate of Amendment and Restatement of the CertiÑcate of Incorporation of the Corporation was Ñled
with the Secretary of State of the State of Delaware on December 12, 1997. A CertiÑcate of Amendment
was Ñled with the Secretary of the State of Delaware on March 18, 1998. A CertiÑcate of Second
Amendment and Restatement of the CertiÑcate of Incorporation was Ñled with the Secretary of the State
of Delaware on September 18, 1998. A CertiÑcate of Third Amendment and Restatement of the
CertiÑcate of Incorporation was Ñled with the Secretary of the State of Delaware on September 28, 1999.
A CertiÑcate of Fourth Amendment and Restatement of the CertiÑcate of Incorporation was Ñled with the
Secretary of the State of Delaware on November 3, 1999. A CertiÑcate of Fifth Amendment and
Restatement of the CertiÑcate of Incorporation was Ñled with the Secretary of the State of Delaware on
February 15, 2000.

II. This CertiÑcate of Amendment of the Fifth Amended and Restated CertiÑcate of Incorporation
further amends the Fifth Amended and Restated CertiÑcate of Incorporation by deleting from such Fifth
Amended and Restated CertiÑcate of Incorporation Article FOURTH and substituting in lieu of such
provisions the text of the following paragraphs:

ARTICLE IV

The Corporation is authorized to issue two classes of stock to be designated common stock
(""Common Stock'') and preferred stock (""Preferred Stock''). The number of shares of Common
Stock authorized to be issued is Ñve hundred million (500,000,000), par value $.01 per share, and the
number of shares of preferred stock authorized to be issued is Ñfty million (50,000,000), par value
$.01 per share.

The board of directors is authorized, subject to any limitations prescribed by law, to provide for
the issuance of shares of preferred stock in series, and by Ñling a certiÑcate pursuant to the applicable
law of the State of Delaware (such certiÑcate being hereinafter referred to as a ""Preferred Stock
Designation''), to establish from time to time the number of shares to be included in each such series,
and to Ñx the designation, powers, preferences, and rights of the shares of each such series and any
qualiÑcations, limitations or restrictions thereof. The number of authorized shares of Preferred Stock
may be increased or decreased (but not below the number of shares thereof then outstanding) by the
aÇrmative vote of the holders of a majority of the Common Stock without a vote of the holders of
the Preferred Stock, or of any series thereof, unless a vote of any such holders is required pursuant to
the terms of any Preferred Stock Designation.
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Except as otherwise expressly provided in any Preferred Stock Designation, any new series of
Preferred Stock my be designated, Ñxed and determined as provided herein by the board of directors
without approval of the holders of the Common Stock or the holders of Preferred Stock, or any series
thereof, and any such new series may have powers, preferences and rights, including, without
limitation, voting rights, dividend rights, liquidation rights, redemption rights and conversion rights,
senior to, junior to or pari passu with the rights of the Common Stock, or any future class or series of
Preferred Stock or Common Stock.

III. Pursuant to Sections 141 and 242 of the DGCL, at a meeting of the Board of Directors of the
Corporation held on July 7, 2000, the Board of Directors of the Corporation deemed it advisable and in
the best interests of the Corporation to amend the Fifth Amended and Restated CertiÑcate of
Incorporation as set forth in this CertiÑcate of Amendment of the Fifth Amended and Restated CertiÑcate
of Incorporation and directed that this CertiÑcate of Amendment of the Fifth Amended and Restated
CertiÑcate of Incorporation be submitted for consideration and action thereon by the Stockholders of the
Corporation.

IV. Pursuant to Sections 211 and 242 of the DGCL, the holders of a majority of the outstanding
shares of capital stock of the Corporation entitled to vote thereon voted in favor of, approved and adopted
this CertiÑcate of Amendment of the Fifth Amended and Restated CertiÑcate of Incorporation, including
the text set forth in Article II hereof.

V. The text of the CertiÑcate of Amendment of the Fifth Amendment and Restated CertiÑcate of
Incorporation set forth in Article II hereof was duly adopted by the Board of Directors and by the holders
of two-thirds of the outstanding shares of capital stock of the Corporation entitled to vote thereon and in
accordance with the provisions of Sections 141, 211 and 242 of the General Corporation Law of the State
of Delaware.

IN WITNESS WHEREOF, the Corporation has caused this CertiÑcate of Amendment of the Fifth
Amended and Restated CertiÑcate of Incorporation to be signed and executed in its corporate name by
Phillip Merrick, its President, and attested to by Jack L. Lewis, its Secretary, who declare, aÇrm,
acknowledge and certify under the penalties of perjury, that this is their free act and deed and that the
facts stated herein are true, as of the  day of , 2000.

ATTEST: WEBMETHODS, INC.

By:
Jack L. Lewis, Secretary Phillip Merrick, President

G-2



ANNEX H

CHARTER OF THE AUDIT COMMITTEE OF
THE BOARD OF DIRECTORS OF WEBMETHODS, INC.

I. DEFINITIONS

When used herein, the following terms shall have the meanings set forth below:

‚ ""Audit Committee'' means that certain committee of the Board established at a meeting of Board
held on February 17, 1999, having such attributes, duties and responsibilities as set forth in this
Charter.

‚ ""Board'' means the Board of Directors of the Corporation.

‚ ""Charter'' means this Charter of the Audit Committee of the Board of Directors of webMethods,
Inc., as amended from time to time.

‚ ""Committee'' means the Audit Committee.

‚ ""Corporation'' means webMethods, Inc., a Delaware corporation.

‚ ""Independent Director'' means a director of the Corporation other than (i) an oÇcer or employee
of the Corporation or its subsidiaries or (ii) any other person having a relationship which, in the
opinion of the Board, would interfere with his or her exercise of independent judgment in carrying
out the responsibilities of a director or member of the Audit Committee.

II. PURPOSE

The purpose of the Audit Committee is to assist the Board in fulÑlling its oversight responsibilities by
reviewing and improving, as necessary:

‚ the Ñnancial reports and other Ñnancial information provided by the Corporation to the public or
any governmental authority or agency;

‚ the Corporation's systems of internal controls regarding Ñnance, accounting, legal compliance and
ethics, as established by the Board and management of the Corporation; and

‚ the Corporation's auditing, accounting and Ñnancial reporting processes generally.

III. DUTIES AND RESPONSIBILITIES

Consistent with the foregoing purpose, the Audit Committee shall encourage continuous improvement
of, and shall foster adherence to, the Corporation's policies, procedures and practices at all levels. The
Audit Committee's primary duties and responsibilities are to:

‚ serve as an independent and objective party to monitor the Corporation's Ñnancial reporting
processes and internal control system;

‚ review and appraise the audit eÅorts of the Corporation's independent accountants and internal
auditing personnel; and

‚ provide an open channel of communication among the independent accountants, Ñnancial and
senior management, the internal auditing personnel, and the Board.

In furtherance of the foregoing duties and responsibilities, the Audit Committee is speciÑcally
authorized, empowered and directed to:

1. Review and update this Charter from time to time, but not less than annually, as conditions
dictate.
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2. Review the Corporation's annual Ñnancial statements and any reports or other Ñnancial
information submitted to any governmental authority, or the public, including any certiÑcation, report,
opinion, or review rendered by the Corporation's independent accountants.

3. Review the regular internal reports to management prepared by the Corporation's internal
auditing personnel and management's response.

4. Review with Ñnancial management and the independent accountants the 10-Q prior to its
Ñling or prior to the release of earnings. The Chairman of the Committee (if any) may represent the
entire Committee for purposes of this review.

5. Recommend to the Board the selection or termination of the independent accountants,
considering independence and eÅectiveness and approve the fees and other compensation to be paid to
the independent accountants. On an annual basis, the Committee shall review and discuss with the
accountants all signiÑcant relationships the accountants have with the Corporation to determine the
accountants' independence.

6. Review the performance of the independent accountants and approve any proposed discharge
of the independent accountants when circumstances warrant.

7. Periodically consult with the independent accountants out of the presence of management
about internal controls and the completeness and accuracy of the Corporation's Ñnancial statements.

8. In consultation with the independent accountants and the internal auditors, review the
integrity of the Corporation's Ñnancial reporting processes, both internal and external.

9. Consider the independent accountants' judgments about the quality and appropriateness of the
Corporation's accounting principles as applied in its Ñnancial reporting.

10. Consider and approve, if appropriate, major changes to the Corporation's auditing and
accounting principles and practices as suggested by the independent accountants, management, or the
internal auditing department.

11. Establish regular and separate systems of reporting to the Audit Committee by each of
management, the independent accountants and the internal auditors regarding any signiÑcant
judgments made in management's preparation of the Ñnancial statements and the view of each as to
appropriateness of such judgments.

12. Following completion of the annual audit, review separately with each of management, the
independent accountants and the internal auditing department any signiÑcant diÇculties encountered
during the course of the audit, including any restrictions on the scope of work or access to required
information.

13. Review any signiÑcant disagreement among management and the independent accountants or
the internal auditing department in connection with the preparation of the Ñnancial statements.

14. Review with the independent accountants, the internal auditing department and management
the extent to which changes or improvements in Ñnancial or accounting practices, as approved by the
Audit Committee, have been implemented. This review should be conducted at an appropriate time
subsequent to implementation of changes or improvements, as determined by the Committee.

15. Establish, review and update periodically a Code of Conduct and ensure that management
has established a system to enforce such Code.

16. Review management's monitoring of the Corporation's compliance with the Corporation's
Code of Conduct, and ensure that management has the proper review system in place to ensure that
Corporation's Ñnancial statements, reports and other Ñnancial information disseminated to governmen-
tal organizations, and the public satisfy legal requirements.

17. Review activities, organizational structure, and qualiÑcations of the internal audit department.
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18. Review, with the Corporation's counsel, legal compliance matters including corporate
securities trading policies.

19. Review, with the Corporation's counsel, any legal matter that could have signiÑcant impact
on the Corporation's Ñnancial statements.

20. Perform any other activities consistent with this Charter, the Corporation's Bylaws and
governing law, as the Committee or the Board deems necessary or appropriate.

IV. COMPOSITION

The Audit Committee shall be composed of such number of Independent Directors as shall be
determined by the Board from time to time. No person who is not an Independent Director shall be
eligible to serve on the Audit Committee. All members of the Committee shall have a working familiarity
with basic Ñnance and accounting practices, and at least one member of the Committee shall have
accounting or related Ñnancial management expertise. Committee members may enhance their familiarity
with Ñnance and accounting by participating in educational programs conducted by the Corporation or an
outside consultant.

The members of the Committee shall be elected by the Board at the annual meeting of the Board or
until their successors shall be duly elected and qualiÑed. Unless a Chairman is elected by the full Board,
the members of the Committee may (but shall not be required to) designate a Chairman by majority vote
of the full Committee membership.

V. MEETINGS

The Committee shall meet not less than two times annually, and shall Ñx its own rules of procedure.
The Committee may act by written consent in lieu of meeting, except as set forth below. As part of its
duty to foster open communication, the Committee shall meet at least annually with management, the
director of internal auditing personnel and the Corporation's independent accountants in separate executive
sessions to discuss any matters that the Committee or each these groups believes should be discussed
privately. In addition, the Committee shall meet with the independent accountants and management
quarterly to review the Corporation's Ñnancial statements consistent with the provisions of this Charter.

* * * * *
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ANNEX I

WEBMETHODS, INC.
AMENDED AND RESTATED STOCK OPTION PLAN

1. PURPOSE.

This Stock Option Plan (hereinafter referred to as this ""Plan'') is intended to promote the best
interests of the Corporation and its stockholders by (a) enabling the Corporation and any Parent or
Subsidiary to attract and retain persons of ability as employees, directors, consultants and advisers,
(b) providing an incentive to such persons by aÅording them an equity participation in the Corporation
and (c) rewarding those employees, directors, consultants and advisers who contribute to the operating
progress and earning power of the Corporation or any Parent or Subsidiary.

2. DEFINITIONS.

The following terms shall have the following meanings when used herein unless the context clearly
otherwise requires:

A. ""BOARD OF DIRECTORS'' means the Board of Directors of the Corporation.

B. ""CODE'' means the Internal Revenue Code of 1986, as amended, or any successor provisions.

C. ""COMMON STOCK'' means the Common Stock of the Corporation, par value One Cent
($0.01) per share.

D. ""CONTROLLING PARTICIPANT'' means any Eligible Person who, immediately before any
Option is granted to that particular Eligible Person, directly or indirectly possesses more than ten percent
(10%) of the total combined voting power of all classes of stock of the Corporation (or any Parent or
Subsidiary).

E. ""COMMITTEE'' means any committee to which the Board of Directors delegates any
responsibility for the implementation, interpretation or administration of this Plan.

F. ""CORPORATION'' means webMethods, Inc. a Delaware corporation.

G. ""ELIGIBLE PERSON'' means any employee or director of, or consultant or adviser to, the
Corporation or any Parent or Subsidiary.

H. ""EXERCISE PRICE'' means the price at which a share of Incentive Stock may be purchased by
a particular Participant pursuant to the exercise of an Option.

I. ""FAIR MARKET VALUE'' means the value of a share of Incentive Stock as determined by the
Board of Directors in a manner that the Board of Directors believes to be in accordance with the Code.

J. ""INCENTIVE STOCK'' means shares of Common Stock issued pursuant to this Plan.

K. ""ISO'' means an Option (or a portion thereof) intended to qualify as an ""incentive stock option''
within the meaning of Section 422 of the Code, or any successor provision.

L. ""NQSO'' means an Option (or a portion thereof) which is not intended to, or does not, qualify for
any reason as an ""incentive stock option'' within the meaning of Section 422 of the Code, or any successor
provision.

M. ""OPTION'' means the right of a Participant to purchase shares of Incentive Stock in accordance
with the terms of this Plan and the Stock Option Agreement between such Participant and the
Corporation.

N. ""PARENT'' means any corporation (other than the Corporation) in an unbroken chain of
corporations ending with the Corporation if, at the time of granting of an Option, each of the corporations
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(other than the Corporation) owns stock possessing at least Ñfty percent (50%) of the total combined
voting power of all classes of stock in one of the other corporations in such chain.

O. ""PARTICIPANT'' means any Eligible Person to whom an Option has been granted pursuant to
this Plan and who is a party to a Stock Option Agreement.

P. ""SAR'' means the right of a Participant to receive cash or other consideration equal to the
diÅerence between the Fair Market Value of the Incentive Stock covered by all or any unexercised portion
of an Option on the date of exercise of the SAR and the Fair Market Value of such Incentive Stock on
the date of grant of the SAR.

Q. ""STOCK OPTION AGREEMENT'' means an agreement by and between a Participant and the
Corporation setting forth the speciÑc terms and conditions of an Option and/or SAR, which shall establish
the speciÑc terms and conditions under which Incentive Stock may be purchased by such Participant
pursuant to the exercise of such Option. Such Stock Option Agreement shall be subject to the provisions
of this Plan (which shall be incorporated by reference therein) and shall contain such provisions as the
Board of Directors, in its sole discretion, may authorize.

R. ""SUBSIDIARY'' means any corporation (other than the Corporation) in an unbroken chain of
corporations beginning with the Corporation if, at the time of granting of an Option, each of the
corporations (other than the last corporation in the unbroken chain) owns stock possessing at least Ñfty
percent (50%) of the total combined voting power of all classes of stock in one of the other corporations
in such chain.

3. ADOPTION AND ADMINISTRATION OF PLAN.

A. This Plan shall become eÅective upon its adoption by the Board of Directors; provided, however,
that if the stockholders of the Corporation shall not approve this Plan, in accordance with applicable state
law, within twelve (12) months before or after the adoption of this Plan by the Board of Directors, this
Plan shall expire by its terms. No Option, SAR or other award hereunder shall be exercisable or payable
in any respect prior to such approval of this Plan by the stockholders of the Corporation.

B. Any Option granted pursuant to this Plan shall be granted within ten (10) years from the date
that this Plan is adopted by the Board of Directors or the date that this Plan is approved by the
stockholders of the Corporation, whichever is earlier.

C. The Board of Directors shall implement, interpret (except as expressly provided in this Plan) and
administer this Plan. Without limiting the powers and authority of the Board of Directors in any respect,
the Board of Directors shall have authority (i) to construe and interpret this Plan and any Stock Option
Agreement entered into hereunder; (ii) to determine the Fair Market Value of Incentive Stock; (iii) to
select Eligible Persons to whom Options may from time to time be granted hereunder; (iv) to determine
whether any Option or any portion thereof shall be an ISO or a NQSO; (v) to determine the number of
shares of Incentive Stock to be covered by any Option and the Exercise Price applicable to any Option;
(vi) to determine the terms and conditions, not inconsistent with the terms of this Plan, of any Option and
to approve forms of Stock Option Agreement; (vii) to determine whether, and under what circumstances,
an Option may be settled or paid in cash or other consideration; (viii) to amend, cancel, accept the
surrender of, modify or accelerate the vesting of all or any portion of an Option, including amendments or
modiÑcations that may cause an ISO to become a NQSO; (ix) to authorize and implement any
amendment, as required by the Code or with the consent of the Participant, to any Stock Option
Agreement and the terms of any Option evidenced thereby; and (x) to establish policies and procedures
for the exercise of Options and the satisfaction of withholding or other obligations arising in connection
therewith.

D. To the extent not prohibited by the General Corporation Law of the State of Delaware or the
charter or bylaws of the Corporation, the Board of Directors may delegate any or all of its responsibilities
hereunder to the Committee, and all references herein or in any Stock Option Agreement to the Board of
Directors shall, to the extent applicable, be deemed to refer to and include the Committee.
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E. The Committee shall consist solely of two (2) or more persons who qualify as Outside Directors
(within the meaning of Treasury Regulations under Section 162(m) of the Code); provided, however, that
the Board of Directors may delegate administrative authority with respect to Eligible Persons who are not
reasonably expected to become covered employees within the meaning of Section 162(m) of the Code to a
committee of other than Outside Directors.

F. Any action taken by the Board of Directors (or the Committee) with respect to the
implementation, interpretation or administration of this Plan shall be Ñnal, conclusive and binding.

4. TOTAL NUMBER OF SHARES OF INCENTIVE STOCK.

The number of shares of Incentive Stock which (a) may be issued in the aggregate by the
Corporation under this Plan pursuant to the exercise of Options granted hereunder and (b) may be
covered by SARs granted hereunder which have not expired unexercised shall not be more than
20,731,000, which number may be increased only by a resolution adopted by the Board of Directors and
approved within twelve (12) months after such adoption by the stockholders of the Corporation in
accordance with applicable state law. Such shares of Incentive Stock may be issued out of the authorized
and unissued or reacquired Common Stock of the Corporation. Any shares subject to an Option, SAR or
portion thereof which expires or is terminated unexercised (unless by virtue of the exercise of an Option or
SAR granted in tandem therewith) as to such shares may again be subject to an Option or SAR under
this Plan. To the extent there shall be any adjustment pursuant to the provisions of Article 9 hereof, the
aforesaid number of shares shall be appropriately so adjusted.

5. ELIGIBILITY AND AWARDS.

A. The Board of Directors shall determine, at any time and from time to time, (i) any Eligible
Person to whom the award of an Option or SAR may further the purposes of this Plan in the view of the
Board of Directors, (ii) whether any Option to be awarded to an Eligible Person shall be intended as an
ISO or as a NQSO, the number of shares of Incentive Stock to be covered by such Option or a SAR, the
Exercise Price of such Option or SAR, whether such Option contains a SAR and all other terms and
conditions of such Option, (iii) the Fair Market Value on the date of grant of the Option or SAR and
(iv) the terms and conditions of the Stock Option Agreement to evidence such Option or SAR, including
the restrictions, if any, applicable to the shares of Incentive Stock that may be acquired upon exercise of
any portion of such Option. The Board of Directors may delegate to the appropriate oÇcer or oÇcers of
the Corporation the authority to prepare, execute and deliver any Stock Option Agreement evidencing any
Option or SAR granted under this Plan; provided, however, that any such Stock Option Agreement shall
be consistent with the terms and conditions of this Plan.

B. For any Option intended to qualify as an ISO, in whole or in part, (i) the Eligible Person shall
then be an employee of the Corporation or a Parent or Subsidiary, as provided in the Code, (ii) the term
during which such Option shall be in eÅect shall not be greater than ten (10) years provided, however,
that the term shall not be greater than Ñve (5) years for any Option granted to a Controlling Participant,
(iii) the Exercise Price shall not be less than one hundred percent (100%) of the Fair Market Value on
the date that such Option is granted provided, however, that, if an ISO shall be granted to a Controlling
Participant, the Exercise Price shall not be less than one hundred ten percent (110%) of the Fair Market
Value on the date that such Option is granted and (iv) such Option is exercisable only by the Participant
during his or her lifetime and shall be nontransferable by the Participant unless the Stock Option
Agreement permits such Option to be transferred by will or the laws of descent and distribution.

C. Subject to adjustment in accordance with Section 9 hereof, no employee shall during any calendar
year be granted Options or SARs for more than 1,000,000 shares of Common Stock.

D. As soon as practicable after the Board of Directors determines to award an Option or SAR
pursuant to Section 5A hereof, the appropriate oÇcer or oÇcers of the Corporation shall give notice
(written or oral) to such eÅect to each Eligible Person designated to be awarded an Option or SAR,
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which notice shall be accompanied by a copy or copies of the Stock Option Agreement to be executed by
such Eligible Person.

E. Upon receipt of the notice speciÑed in Section 5D hereof, an Eligible Person shall have an Option
or SAR, and shall thereby become and be a Participant, only after the due execution and delivery by such
Eligible Person and the Corporation of a Stock Option Agreement (in such form and number as the
oÇcer or oÇcers of the Corporation shall direct) by such date and time as shall be speciÑed in such notice
(unless waived by the Corporation).

F. In the event that the Corporation or any Parent or Subsidiary assumes an option granted by
another entity, which option is to be covered by this Plan and upon the exercise of which shares of
Incentive Stock are to be issued, the terms and conditions of such option shall remain unchanged (except
the exercise price and the number and nature of shares issuable upon exercise thereof, which shall be
adjusted appropriately in accordance with the Code, and references to such other entity, which shall be
deemed to refer to the Corporation). In the event that the Board of Directors elects to grant an Option or
SAR under this Plan to replace an option or SAR granted by another entity (rather than assume such
option or SAR), the holder of such option or SAR shall be eligible to receive such replacement Option or
SAR, which may be granted with a similarly-adjusted Exercise Price.

6. EXERCISE AND TERMINATION OF OPTIONS.

A. An Option of a Participant may be exercised during the period such Option is in eÅect and as set
forth herein and in the Stock Option Agreement, and only if compliance with all applicable Federal and
state securities laws can be eÅected. An Option may be exercised only by (i) the Participant's completion,
execution and delivery to the Corporation of a notice of such Participant's exercise of such Option and an
""investment letter'' (if required by the Corporation) as supplied by the Corporation and (ii) the payment
to the Corporation of the aggregate Exercise Price, in accordance with Section 6 hereof and the Stock
Option Agreement, for the shares of Incentive Stock to be purchased pursuant to such exercise (as shall
be speciÑed by such Participant in such notice). Except as speciÑcally provided by a duly executed Stock
Option Agreement or unless waived by the Board of Directors, an Option or any of the rights thereunder
may be exercised by such Participant only, and may not be transferred or assigned, voluntarily,
involuntarily or by operation of law (including, without limitation, the laws of bankruptcy, intestacy,
descent and distribution and succession).

B. Payment by each Participant for the shares of Incentive Stock purchased hereunder upon the
exercise of an Option shall be made by good check or in accordance with the terms of any Stock Option
Agreement executed by such Participant.

C. The Board of Directors at any time or from time to time may oÅer to buy out for a payment in
cash or Incentive Stock all or a portion of an outstanding Option held by a Participant, based on such
terms and conditions as the Board of Directors shall establish and communicate to the Participant at the
time that such oÅer is made. The Board of Directors may provide for the surrender of all or any portion of
an Option in satisfaction of speciÑed obligations of a Participant, including tax withholding obligations.

D. As a condition to the exercise of any Option or SAR (for non-cash consideration), the
Corporation shall have the right to require that the Participant (or the recipient of any shares of Incentive
Stock or noncash consideration) remit to the Corporation or any Parent or Subsidiary an amount
calculated by the Corporation to be suÇcient to satisfy applicable Federal, state, foreign or local
withholding tax requirements prior to the delivery of any stock certiÑcate evidencing shares of Incentive
Stock or other form of non-cash consideration; in lieu thereof, the Participant may satisfy applicable
withholding tax requirements by electing to have the Corporation withhold from the Incentive Stock
issuable upon exercise of an Option a number of whole shares having a Fair Market Value (determined on
the date that the amount of tax to be withheld is to be Ñxed) at least equal to the aggregate amount
required to be withheld. Whenever any payments are to be made in cash (upon the exercise of a SAR or
otherwise), the Corporation shall be entitled, in its sole discretion, to deduct from such payment such
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amount calculated by the Corporation to be suÇcient to satisfy applicable Federal, state, foreign or local
withholding tax requirements thereon.

7. COSTS AND EXPENSES.

All costs and expenses with respect to the adoption, implementation, interpretation and administration
of this Plan shall be borne by the Corporation; provided, however, that, except as otherwise speciÑcally
provided in this Plan or the applicable Stock Option Agreement between the Corporation and a
Participant, the Corporation shall not be obligated to pay any costs or expenses (including legal fees)
incurred by any Participant in connection with any Stock Option Agreement, this Plan or any Option,
SAR or Incentive Stock held by any Participant.

8. NO PRIOR RIGHT OF AWARD.

Nothing in this Plan shall be deemed to give any director, oÇcer or employee of, or advisor or
consultant to, the Corporation or any Parent or Subsidiary, or such person's legal representatives or assigns,
or any other person or entity claiming under or through such person, any contract or other right to
participate in the beneÑts of this Plan. Nothing in this Plan shall be construed as constituting a
commitment, guarantee, agreement or understanding of any kind or nature that the Corporation or any
Parent or Subsidiary shall continue to employ, retain or engage any individual (whether or not a
Participant). This Plan shall not aÅect in any way the right of the Corporation and any Parent or
Subsidiary to terminate the employment or engagement of any individual (whether or not a Participant) at
any time and for any reason whatsoever and to remove any individual (whether or not a Participant) from
any position as a director or oÇcer. No change of a Participant's duties as an employee of the Corporation
or any Parent or Subsidiary shall result in a modiÑcation of the terms of any rights of such Participant
under this Plan or any Stock Option Agreement executed by such Participant.

9. CHANGES IN CAPITAL STRUCTURE.

Subject to any required action by the stockholders of the Corporation and the provisions of the
General Corporation Law of the State of Delaware, the number of shares of Incentive Stock represented
by the unexercised portion of an Option or SAR and the number of shares of Incentive Stock which has
been authorized or reserved for issuance hereunder (whether such shares are unissued, reacquired or
subject to an Option or SAR that expired, was cancelled, surrendered or terminated unexercised as to such
shares), as well as the Exercise Price under the unexercised portion of an Option or SAR, shall be
proportionately adjusted for (a) a division, combination or reclassiÑcation of any of the shares of Common
Stock of the Corporation or (b) a dividend payable in shares of Common Stock of the Corporation.

10. AMENDMENT OR TERMINATION OF PLAN.

Except as otherwise provided herein, this Plan may be amended or terminated in whole or in part by
the Board of Directors (in its sole discretion), but no such action shall adversely aÅect or alter any right
or obligation with respect to any Option, SAR or Stock Option Agreement then in eÅect, except to the
extent that any such action shall be required or desirable (in the opinion of the Corporation or its counsel)
so that any Option intended to qualify as an ISO complies with the Code or any rule or regulation
promulgated or proposed thereunder.

11. BURDEN AND BENEFIT.

The terms and provisions of this Plan shall be binding upon, and shall inure to the beneÑt of, each
Participant and such Participant's executors and administrators, estate, heirs and personal and legal
representatives.
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12. HEADINGS.

The headings and other captions contained in this Plan are for convenience and reference only and
shall not be used in interpreting, construing or enforcing any of the provisions of this Plan.

13. INTERPRETATION.

Notwithstanding any provision of this Plan or any provision of any Stock Option Agreement
evidencing an Option that is intended, in whole or in part, to qualify as an ISO, this Plan and each such
Stock Option Agreement are intended to comply with all requirements for qualiÑcation under the Code
and with any rule or regulation promulgated or proposed thereunder, and shall be interpreted and
construed in a manner which is consistent with this Plan and each such Stock Option Agreement being so
qualiÑed. This Plan shall be governed by, and construed in accordance with, the substantive laws of the
State of Delaware (other than rules of conÖicts-of-law or choice-of-law).

I-6



PART II

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 20. IndemniÑcation of Directors and OÇcers

Article Seven of the Registrant's Fifth Amended and Restated CertiÑcate of Incorporation provides
for the indemniÑcation of directors to the fullest extent permissible under Delaware law.

Article Six of the registrant's Amended and Restated Bylaws provides for the indemniÑcation of
oÇcers, directors and third parties acting on behalf of the registrant if such person acted in good faith and
in a manner reasonably believed to be in and not opposed to the best interest of the registrant, and, with
respect to any criminal action or proceeding, the indemniÑed party had no reason to believe his or her
conduct was unlawful.

Section 145 of the Delaware General Corporation Law provides that a corporation has the power to
indemnify a director, oÇcer, employee or agent of the corporation and certain other persons serving at the
request of the corporation in related capacities against amounts paid and expenses incurred in connection
with an action or proceeding to which he is or is threatened to be made a party by reason of such position,
if such person shall have acted in good faith and in a manner he reasonably believed to be in or not
opposed to the best interests of the corporation, and, in any criminal proceeding, if such person had no
reasonable cause to believe his conduct was unlawful; provided that, in the case of actions brought by or in
the right of the corporation, no indemniÑcation shall be made with respect to any matter as to which such
person shall have been adjudged to be liable to the corporation unless and only to the extent that the
adjudicating court determines that such indemniÑcation is proper under the circumstances.

In addition to indemniÑcation provided for in the registrant's Amended and Restated Bylaws, the
registrant has entered into indemniÑcation agreements with its directors and executive oÇcers to provide
additional contractual assurances regarding the scope of the indemniÑcation set forth in the Registrant's
Fifth Amended and Restated CertiÑcate of Incorporation and to provide additional procedural protections.
At present, there is no pending litigation or proceeding involving a director for which indemniÑcation is
sought, nor is the Registrant aware of any threatened litigation that may result in claims for
indemniÑcation.

The Registrant has obtained directors' and oÇcers' liability insurance with a per claim and annual
aggregate coverage limit of $100 million.

Item 21. Exhibits and Financial Statement Schedules

(a) Exhibits

Exhibit
Number Description

2.1‰ Agreement and Plan of Merger dated as of May 20, 2000, by and among the Registrant, Wolf
Acquisition, Inc. and Active Software, Inc.

3.1* Fifth Amended and Restated CertiÑcate of Incorporation of the Registrant
3.2* Amended and Restated Bylaws of the Registrant
4.1* Specimen certiÑcate for shares of webMethods Common Stock
5.1 Opinion of Shaw Pittman
8.1 Opinion of Shaw Pittman as to Tax Matters
8.2 Opinion of Venture Law Group as to Tax Matters

10.1* Second Amended and Restated Investor Rights Agreement
10.2* Stock Option Plan
10.3* Employee Stock Purchase Plan
10.4* IndemniÑcation Agreement entered into between the Registrant and each of its directors
21*‰ Subsidiaries of the Registrant
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Exhibit
Number Description

23.1 Consent of PricewaterhouseCoopers LLP
23.2 Consent of Deloitte and Touche Ì Independent Auditors
23.3 Consent of Shaw Pittman (included in Exhibit 5.1)
23.4 Consent of Shaw Pittman (included in Exhibit 8.1)
23.5 Consent of Venture Law Group (included in Exhibit 8.2)
24‰ Power of Attorney (included on page II-5)
27‰ Financial Data Schedule
99.1‰ Opinion of Morgan Stanley & Co. Incorporated
99.2 Opinion of Goldman, Sachs & Co.
99.3‰ Opinion of Thomas Weisel Partners
99.4‰ Form of Proxy Card of webMethods, Inc.
99.5‰ Form of Proxy Card of Active Software, Inc.
99.6‰ Consent of Morgan Stanley & Co. Incorporated
99.7 Consent of Goldman, Sachs & Co.
99.8‰ Consent of Thomas Weisel Partners
99.9‰ Consent of R. James Green
99.10‰ Consent of James P. Gauer

* Incorporated by reference to the Registrant's Registration Statement on Form S-1, as amended (File
No. 333-91309).

‰ Previously Ñled.

(b) Financial Statement Schedules

None

All schedules have been omitted because they are not required or because the required information is
given in the Registrant's Financial Statements or Notes thereto.

Item 22. Undertakings

The undersigned Registrant hereby undertakes as follows: that prior to any public reoÅering of the
securities registered through use of a prospectus which is a part of this registration statement, by any
person or party who is deemed to be an underwriter within the meaning of Rule 145(c), the issuer
undertakes that such re-oÅering prospectus will contain the information called for by the applicable
registration form with respect to reoÅerings by persons who may be deemed underwriters, in addition to
the information called for by the other items of the applicable form.

The Registrant undertakes that every prospectus: (i) that is Ñled pursuant to the paragraph
immediately preceding, or (ii) that purports to meet the requirements of Section 10(a)(3) of the
Securities Act and is used in connection with an oÅering of securities subject to Rule 415, will be Ñled as
a part of an amendment to the registration statement and will not be used until such amendment is
eÅective, and that, for purposes of determining any liability under the Securities Act, each such post-
eÅective amendment shall be deemed to be a new registration statement relating to the securities oÅered
therein, and the oÅering of such securities at that time shall be deemed to be the initial bona Ñde oÅering
thereof.

Insofar as indemniÑcation for liabilities arising under the Securities Act may be permitted to
directors, oÇcers and controlling persons of the Registrant pursuant to the provisions contained in the
Restated CertiÑcate of Incorporation of the Registrant and the laws of the State of Delaware, or otherwise,
the Registrant has been advised that in the opinion of the Securities and Exchange Commission such
indemniÑcation is against public policy as expressed in the Securities Act and is, therefore, unenforceable.
In the event that a claim for indemniÑcation against such liabilities (other than the payment by the
successful defense of any action, suit or proceeding) is asserted by such director, oÇcer or controlling
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person in connection with the securities being registered, the Registrant will, unless in the opinion of its
counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction
the question whether such indemniÑcation by it is against public policy as expressed in the Securities Act
and will be governed by the Ñnal adjudication of such issue.

The undersigned Registrant hereby undertakes to respond to requests for information that is
incorporated by reference into the prospectus pursuant to Item 4, 10(b), 11 or 13 of this form, within one
business day of receipt of such request, and to send the incorporated documents by Ñrst class mail or other
equally prompt means. This includes information contained in documents Ñled subsequent to the eÅective
date of the registration statement through the date of responding to the request.

The undersigned Registrant hereby undertakes to supply by means of a post-eÅective amendment all
information concerning a transaction, and the company being acquired involved therein, that was not the
subject of and included in the registration statement when it became eÅective.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant has duly caused this
Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in
Fairfax, Virginia on this 14th day of July, 2000.

WEBMETHODS, INC.

By: /s/ PHILLIP MERRICK

Phillip Merrick
President and Chief Executive OÇcer

Pursuant to the requirements of the Securities Act of 1933, amended, this Registration Statement has
been signed by the following persons in the capacities and on the dates indicated below.

Signature Title Date

/s/ PHILLIP MERRICK Chairman of the Board, President and Chief July 14, 2000
Executive OÇcerPhillip Merrick

/s/ MARY DRIDI Chief Financial OÇcer and Treasurer July 14, 2000

Mary Dridi

* Director July 14, 2000

Robert E. Cook

* Director July 14, 2000

Chase Bailey

* Director July 14, 2000

Gene Riechers

* Director July 14, 2000

Jack L. Lewis

* Director July 14, 2000

Michael J. Levinthal

* Director July 14, 2000

Robert T. Vasan

* Director July 14, 2000

Dennis H. Jones

*By: /s/ MARY DRIDI

Attorney-in-fact

II-4


	QUESTIONS AND ANSWERS ABOUT THE MERGER
	SUMMARY OF THE JOINT PROXY STATEMENT/PROSPECTUS
	RISK FACTORS
	WEBMETHODS ANNUAL STOCKHOLDERS' MEETING
	ACTIVE SOFTWARE SPECIAL STOCKHOLDERS' MEETING
	THE MERGER
	THE MERGER AGREEMENT AND RELATED AGREEMENTS
	SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA FOR WEBMETHODS
	MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF WEBMETHODS
	SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA FOR ACTIVE SOFTWARE
	MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF ACTIVE SOFT�
	UNAUDITED PRO FORMA CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
	COMPARATIVE PER SHARE DATA
	COMPARATIVE PER SHARE MARKET PRICE DATA
	BUSINESS OF WEBMETHODS
	WEBMETHODS' MANAGEMENT
	PRINCIPAL STOCKHOLDERS OF WEBMETHODS
	CERTAIN TRANSACTIONS RELATING TO WEBMETHODS
	BUSINESS OF ACTIVE SOFTWARE
	ACTIVE SOFTWARE'S MANAGEMENT
	PRINCIPAL STOCKHOLDERS OF ACTIVE SOFTWARE
	CERTAIN TRANSACTIONS RELATING TO ACTIVE SOFTWARE
	DESCRIPTION OF WEBMETHODS STOCK
	COMPARISON OF STOCKHOLDERS' RIGHTS
	ADDITIONAL MATTERS BEING SUBMITTED TO A VOTE OF WEBMETHODS STOCKHOLDERS ONLY
	REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS OF WEBMETHODS
	STOCK PERFORMANCE GRAPH
	BENEFICIAL OWNERSHIP REPORTING COMPLIANCE UNDER SECTION 16(a)
	LEGAL MATTERS
	EXPERTS
	FUTURE STOCKHOLDER PROPOSALS
	WHERE YOU CAN FIND MORE INFORMATION
	FORWARD-LOOKING STATEMENTS
	INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
	ANNEX A
	ANNEX B
	ANNEX D
	ANNEX E
	ANNEX F
	ANNEX G
	ANNEX H
	ANNEX I

