SOOI TN L S s

;omplain \munication #22
Script: Announcer: “Behind closed doors, Washington decides the future of our health care. With
no transparency, or accountability, they're slashing Medicare and raising taxes. And only listening to
the special interests. Onc Massachusetts leader says slow down. Get health care right. Scott Brown
says protect Medicare, don’t raise taxes. Listen to the people, not the lobbyists.

Call Scott Brown and tell him you agree: Washington should listen to us on health care, for a
change. Americans for Job Security is responsible for the content of this advertising.”

Graphic 1: Caﬁ Scott Brown 617 722-1555
Graphic 2: Scott Brown Protect Our Health Care
Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advocate the election ot defeat of any cleatly identified federal candidate, and, thetefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a). Sce Buckley, 424 U.S. at 44 0. 52.

| Also, this communication does not constitute express advocacy under 11 C.F.R. § i00.22(b).
The issues discussed in this advertisement pertain to government transparency and accountability,
Medicare cuté,_ raising taxes, and special interests related to health care — issues impacting AJS’s
mission. The Patient Protection and Affordable Care Act was actively being debated in late 2009
and until its passage in late March 2010, and thg related issues discussed in the communication
continue to be matters of public debate to this day. The communication specifically requests that the
viewer contact Scott Brown to discuss these issues. Seg MUR 5634 OGC Report #2at16.
Moreover, the comnmunication does not refer to Sco& Brown as a candidate, reference un election,
or exhort the public to campaign for or contribute to Mr. Bt;)wn. See 72 Fed. Reg. 5604.
Accordingly, the communication does not contain an electoral portion that is unmistakable,
unambiguous and suggestive of only one meaning and does not constitute express adv-ocacy under
11 C.FR. § 100.22(b).
Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11

C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to
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vote for or against a cleatly identified federal candidate. First, it does not mention any election,
candidacy, political party, opposing candidate, or voting by the general public. Second, it does not
take a position on the candidate’s character, qualifications, or fitness for office. Third, it focuses on
healthcare, government transparency and accountability, Medic;re, and taxes — all legislative and
executive issues — and urges the public to adopt a particular position and contact Scott Brown with .
respect to the issue. 11 C.F.R. § 114.15(b).

Even if the communication did not qualify for the safe harbor, it is still a permissible

"electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express

advocacy because the comm\.xnica_tioxn does not mex;tibn an election, candidacy, political party,
opposing candidate or voting by the genefal public and takes no position on any candidate’s or
officeholder’s character, qualifications or fitness for office. Id. § 114.15(c)(1). The communication
includes content that would support a. determination that it has an interpretation other than as an
appeal to vote for Mr. Brown because it focuses on a public policy issue and urges the public.to
contact Mr. Brown about the issue, and includes a call to action ufging something other than voting
for or against or contributing to Mr. Brown — namely, to call him. § 114.15(c)(2). The balancing

test in § 114.15(c) clearly indicates that this is a permissible electioneering communication.



Complaint C ication
Script: Person 1: “Thank you, Bill Halter. Thank youl”

Announcer:  “While millionaire Bill Halter was a highly paid director of a US company, they
exported American jobs ta Bangalore, India.”

Person 2: “Bangalore needs many, many jobs. Thank you, Bill Halter.”
Announcer: “With almost 65,000 Arkansans out of work, we needs jobs, too.”
Person 3: “Thank you, thank you, Bill Halter!”

Announcer:  “Bangalore says thanks, Bill Halter. Arkansas, tell Bill Halter thanks for nothing.
Americans for Job Security is responsible for the content of this advertising.”

Graphic: Tell Bill Halter: Support Arkansas jobs, not jobs in India
Call (501) 682-2144

Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advocate the election or defeat of any clearly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a2). See Buckley, 424 U.S. at 44 n. 52.
Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(b).
Tlhe issues discussed in this advertisement pertain to job creation and outsourcing, issues central to
AJS’s mission. The issues of job creation and outsourcing wete topics of debate in Atkansas and
acx;pss the country at the time this communication aired. The issue of outsourcing jobs was a
serious issue, and one that as Lieutenant Governor of Arkansas, Bill Halter was in a position to
affect in Arltansa;s. The communication specifically reqﬁess that the viewer contact Bill Halter to
discuss these issues. See MUR 5634 OGC Report # 2 at 16. Moreover, the communication does not
refer to Lt. Governor Halter as a candidate, reference an el.ection, ot exhott the public to campaign
for or contribute to his opponent. See 72 Fed. Reg. 5604. Accordingly, the communication does not
contain an electoral portion that is unmistakable, unambiguous and suggestive of only one meaning

and does not constitute express advocacy under 11 C.F.R. § 100.22(b).



Hmmemmmméﬁw'

Functional Equivalent Analysis: This communication also qualifies for the safe hatbor under 11_
C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to

vote for or against a clearly identified federal candidate. First, it does not mention any election,

- candidacy, political party, opposing candidate, or voting by the general public. Second, it does not

take a position on Lt. Governor Halter’s character, qualifications, or fitness for office. Third, it
focuses on jobs and outsourcing — legislaﬁve and executive issues — and urges the public to adopt
a particular position and contact Lt. Governor Halter with respect to these issues. 11 C.F.R. §
114.150).

Even if the_co_mmunication did not qualify for the safe harbor, it is still a permissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candidacy, political party,
opposing candidate or voting by the general public and takes no position on any candidate’s or
officeholder’s character, qualifications or fitness for office. Id, § 114.15(c)(1). ’I"he communication
includes content that would support a determination that it has an ﬁtewzemﬁon other than as an
appeal to vote against Lt. Governor Halter because it focuses on public policy issues, urges the
public to contact him about the issue, and includes a call to action urging something other than
voting for or aga.inst- or contributing to Lt. Governor Haltet — namely, to call him. § 114.15(c)(2).
The balancing test in § 114.15(c) cleatly indicates that this is a permissible electioneeting

communication.




Script: Announcer: “Arkansas families are struggling — thousands out of work. Politicians? They
say one thing and do another. Bill Halter says he has never outsourced American jobs. But the facts
tell a diffcrane story. When he was a highly paid corporate ditector, his company outsourced jobs to
India. Thoso jobs could have boosted a community here in Arkansas. But all they boosted was Bill
Halter’s campany’s bottorn line.”

“Call Bill Halter. Tell him to support policies for job creation here in America. Americans for Job
Security is responsible for the content of this advertising.”

Graphic: Call Bill Halter at (501) 682-2144 and tell him to support policies to create jobs in America.
Express Advocacy Analysis: As can be seen, this communication does not ;:onunin any terms that
expressly advoaate the eleotion ot defeat of any clearly identified federal candidate, and, therefore,
does not constitute exptess advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U.S. at 44 n, 52..

Also, this communication does not constitute express advocacy under 11 C.E.R. § 100.22(b).
The issues discussed in this advertisement pertain to job creation and outsourcing, issues central to
AJS’s mission. The issue of job creation was a topic of debate in Arkansas and across the country at
the time this communication aired. ’I‘l.xe issue of outsourcing jobs was a serious issue, and one that
as Lieutenant Governor of Arkansas, Bill Halter was in a position to affect economic development
policy in Arkansas. The communication specifically requests that the viewer contact Bill Halter to
discuss these issues. See MUR 5634 OGC Report # 2 at 16. Moreover, the communication does not
refer to Lt. Governor Halter as a candidate, reference an election, or exhort the public to campaign
against him ot cantritnte to his opponent. See 72 Fed. Reg. 56014. Accordingly, the cammunication
does not contain an ele.:ctoral portion that is unmistakable, unambiguous and suggestive of only one
meaning and does not constitute express advocacy under 11 C.F.R. § 100.22(b). |
Functional Equivalent Analysis:_ This communication also qualifies for the safe harbor under 11
C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to
vote for or against a clearly identified federal candidate. First, it does not mention any election,

candidacy, political party, opposing candidate, or voting by the general public. Second, it does not



take a position on Lt. Governor Halter’s character, qualiﬁca;u'ons, or fitness for office. Third, it
focuses on job creation and outsourcing — legislative and executive issues — and urges the public
to adopt a particular position and contact Lt. Governor Halter with respect to these issues. 11
C.FR. § 114.150).

Even if the communication did not qualify for the safe harbor, it is still a permissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candihacy, political party,
opposing candidate or voting by the genaral public and talies no: position on any candidate’s or
officeholder’s character, qualificatians or fitness for office. Id. § 114.15(c)(1). The cammunication
includes content that would support a determination that it has an i_nterpretation other than as an
appeal to vote against Lt. Governor Halter because it focuses on public poﬁcy issues, urges the
public to.contact Lt. Governor Halter about the issue, and includes a call to action urging something
other than voting for or against or contributing to Lt. Governor Halter — namely, to call him. §
114.15(c)(2). The balam;ing test in § 114.15(c) clearly indicates that this is a permissible

electioneering communication.



mplai ommunication #25

Script: Announcer: “Washington is a cesspool. Filled with political insiders who think government
is the solution.

“Not Ken Buck. Ken Buck stands up to the insiders in both parties. Ken Buck’s conservative plan
to get Colorado back to wotk: No to bailouts. No to debt. No to big government spending. Yes
to low taxes for job creation that helps families.

“Call Ken Buck. Tell him keep fighting for smaller government and policies that suppott taxpayers.
Americans for Job Secuity is responsible for the content of this advertising.”

Graphic: Call Ken Buck at 970-356-4010 and tell him to keep supporting laws to lower taxes and

reduce government so Colorado gets back to work.

Fixpress Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advacate the election or defeat of any clearly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U S. at 44 n. 52.
Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issues discussed in this advertisement pertain to government bailouts, debt, spending, and tax
increases, issues central to AJS’s mission. These topics relating to fiscal issues wete major issues
being debated in Conggess in 2010 and continue to be debated to this day. The communication
spedﬁcaﬂy requests that the viewer contact Ken Buck to discuss these issues. See MUR 5634 OGC
Report # 2 at 16. Moreover, the communication does riot refer to Ken Buck as a candidate,
reference an election, or exhart the pt-lblic to campaign for or contribute to Mr. Buck. See 72 Fed.
Reg. 5604. Accordingly, the communication does not contain an ele.etoml- pontion that is
unmistakable, unambiguous and suggestive of only one meaning and does not constitute express
advocacy under 11 C.F.R. § 100.22(b).
Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11
C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to

vote for or against a clearly identified federal candidate. First, it does not mention any election,
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candidacy, political party, opposing candidate, or voting by the general public. Second, it does not
take a position on Mtr. Buck’s charactet, qualifications, or fitness for ofﬁ.ce. Third, it focuses on job
creations, bailouts, and government debt and spending — all legislative and executive issues — and.
urges the public to adopt a particular position and contact Mr. Buck with respect to these issues. 11
C.ER. § 114.15().

Eve.n if the communication did not qualify for the safe harbor, it is still a permissible
electioneering communleation under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy becanse the commuanication does not mention any election, candidacy, political paty,
opposing candidate or voting by the general pnblic and takes no. position on any candidate’s or
officeholder’s character, qualifications ot fitness for office. Id. § 114.15(c)(1). The communication
includes content that would suppott a determination that it has an interpretation other than as an
appeal to vote for Mr. Buck because it focuses on public policy issues, urges the public to contact
Mr. Buck about the issue, and includes a call to action urging something other than voting for or
against or contributing to Mr. Buck — namely, to call him. § :114.15(c)(2). The balancing test in §

114.15(c) clearly indicates that this is a permissible electioneering communication.




Script: Announcer: “Our country is at the brink. Colorado families and workers need relief. Yet,
Jane Norton supported the largest tax hike in Colorado history, costing us billions.

“And Jane Norton’s record on government spending? The state bureaucracy she managed grew by
forty-three millian dollars in just three years. Record taxes and reckless spending has cost Colorado
jobs. Call Jane Norton tell her no more tax hikes and big government spending. Ameticans for Job
Security is responsible for the content of this advertising.”

Graphic: Call Jane Norton at 303-488-2010 and tell her to oppose higher taxes and reckless
government spending. '

Analysis: As can be seen, this communication does not contain any terms that expressly
advocate the election or defeat of any cleatly identified federal candidate, and, therefore, does not
constitute express advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U.S. at44 n, 52,

Also, this communication daes not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issues discussed in this advertisement pertain to taxes, government spending, and job creation,
issues central to A)JS’s mission and that AJS continues to discuss. These topics relating .to fiscal
issues. were major issues being debated in Colorado in 2010 — with Constitutional Amendments 60
and 61 and Proposition 101 pending as ballot initiatives and a pending state budget crunch —and
continue to be debated across the country to this day. The communication specifically requests that
tﬁfxe viewer contact Jane Norton to discuss these issues. See MUR 5634 OGC Report # 2 at 16.
Moreover, the communication does not refer to Jane Norton as a candidate, :eference. an election,
or exhort the pl:l.blic to cn.mpaign against Ms. Notton or contribute to her opponents. See 72 Fed.
Reg. 5604. Accordingly, the communication does not contain an electoral portion that is
unmistakable, unambiguous and suggestive of only one meaning and does not constitute express
advocacy under 11 C.F.R. § 100.22(b).

Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11
C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other tlﬁn as an appeal to

vote for or against a clearly identified federal candidate. First, it does not mention any election,



candidacy, political party, opposing candidate, or voting by the general public. Second, it does not
take a position on Ms. Norton’s character, qua.lit_ications, or fitness for ofﬁce. Third, it focuses on
government spending and tax hikes — both legislative and executive issues — and urges th-e public
to adopt a particular position and contact Ms. Norton with respect to theseissues. -11 C.F.R. §
114.15(b).

Even if the communication did not qualify for the safe harbor, it is still a p&missible
electioneering communieation under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candidacy, political party,
opposing candidate or voting by the general public and takes no position on 9.,ny candidate’s or
officeholder’s character, qualifications or fitness for office. Id. § 114.15(c)(1). The communicatian
includes content that would support a determination that it has an interpretation other than as an
appeal to vote against Ms. Norton because it focuses on public policy issues, urges the public to
contact Ms. Norton about the issue, and includes a call to action mgmg something other than voting
for or against or contributing to Ms. Norton — namely, to call her. § 114.15(c)(2). The balancing

test in § 114.15(c) clearly indicates that this is a permissible electioneering communication.
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mplai m

Script: Announcer: “Liberal politicians will say anything — but talk is cheap. Take Jane Norton.
The federal government, it’s over spending, it’s over taxing, it's over regulating...

‘‘But wait...What's the real Norton record? Norton pushed the largest tax hike in Colorado history.
As a regulator, she managed a multi-million dollar sutge in government spending.

“Yup, talk is cheap, but Jane Norton’s real record has cost us plenty. Tell Jane Norton, no more
high taxes and spending. Americans for Job Security is responsible for the content of this
advertm_ng

Graphic: “Ca\l)ane Norton at 303-488-2010 and tell her to oppose higher taxes and government
spending.” '

Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advacate the elecﬁc;n or defeat of any clearly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U.S. at 44 n. 52.
Also, this communiutior_x does not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issues discussed in this advertisement pertain to taxes, government spending, and job creation,
is_sues central to AJS’s mission and that AJS continues to discuss. These topics relating to fiscal
issues were @ior issues being debated in Colorado in 2010 — with Constitutional Amendments 60
and 61 and Proposition 161 pending as ballot initiatives and a pending budget crunch —and
continue to be debated across the country to this day. The communication specifically requests that
t};e viewer contact Jane Norton to discuss these issues. See MUR 5634 OGC Report # 2 at 16.
Mureover, the communication dbes not tefer to Jane Norton as a candidate, reference an election,
or exhort the public to campaign against Ms. Norton or contribute to her opponeats. See 72 Fed.
Reg. 5604. Accordingly, the communication does not contain an electoral portion that is
unmistakable, unambiguous and suggestive of only one meaning and does not constitute express
advocacy under 11 C.F.R. § 100.22(b). .
Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11

C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to



vote for or against a clearly identified federal candidate. First, it does not mention any eleg‘tion,
candidacy, political party, opposing candidate, or voting by the general public. Second, it dc;es not
take a position on Ms. Notton’s character, qualifications, or fitness for office. Third, it focuses on
governnient spending and tax hikes — both legislative and executive issues — and urges the public
to adopt a particular position and contact Ms. Norton with respect to these issues. 11 C.F.R.§
114.15().
Even if the communication did not qualify for the safe harbor, it is still a permissible
electioneering communication under 11 C.ER.§114.15(c). Here, there is no indicia of express
advocacy because the commudcaﬁon does not mention any election, candidacy, political paty,
opposing candidate ot voting by the general public and takes no position on any candidate’s or
officeholder’s character, qualifications or fitness for office. Id. § 114.15(c)(1). The communication
iricludes content that would support a detetminatic;n that it has an interpretation other than as an
appeal to vote against Ms. ﬁonon ‘because it focuses on public policy issues, urges the public to
contact Ms. Norton about the issue, and includes a call to action urging something other than voting
for or against ot contributing to Ms. Norton — namely, to call her. § 114.15(c)(2). ’ihe balancing

testin § 1 14.15(_c) clearly indicates that this is 2 permissible electioneering communication.
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Complaint Communication #30
Script: Announcer: “Reckless spending. Earmarks. Debt. Bankrupting our country. Political
insiders are at the trough. Take Billy Long. He says he is against earmarks but while on the Airport
Boatd of Directors he voted to use more than 3 million doilars iu congressional earmarks for a
brand new bus terminal...a terminal that now sits empty.
“The Billy Long bus terminal to nowhere. Call Billy Long and tell him, youw’re sick of earmarks, and
bus terminals to nowhere. Americans for Job Security is responsible for the content of this
advertising.”

Graphic: Call Billy Long at 417-883-3387 and tell him to no earmarks!

Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advocate the election oc defeat of any clearly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a). Seec Buckley, 424 U.S. at 44 n. 52.
Also, this communication does not c.onstitute express advocacy under 11 CER. § 106.22(b).
The issues discussed in this advertisement pertain to government spending, earmarks, and wasteful
spending, issues central to A]JS’s mission and tllxat' it continues to engage with to the present. The
issues of government spending, debt, earmarks, and waste were topics of debate in Missouri and the
U.S. Congtess at the time this communication aired and continue to be debated today. The
communication specifically requests that the viewer contact Billy Long to discuss the issue of
earmarks. See MUR 5634 OGC Report # 2 at 16. Moreovet, the communication does not refer to
Billy Long as a candidate, reference an election, or exhort the puhlio to eampaign for or contrihute
to Mr. Long’s opponent. See 72 Fed. Reg. 5604. Accordingly, the comnmnication does not contain
an electoral portion that is unmistakable, unambiguous and suggestive of only one meaning and does

not constitute express advocacy under 11 C.F.R. § 100.22(b).

Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11 '

C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to

vote for or against a clearly identified federal candidate. First, it does not mention any election,
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candidacy, political party,- opposing candidate, or voting by the general public. Second, it does not
take a position on Mt. Long’s charactet, qualifications, or fitness for office. Third, it focuses on
government spendi‘ng; debt, and earmarks — all legislative and executive issues — and urges the
public to adopt a particular position and contact Mr. Long with respect to these issues. 11 C.F.R. §
114.15(b).

Even if the communication did not qualify for the safe harbor, it is still a petmissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy becanse the communication does not tﬁention any election, candidacy, politicat party,
opposing candidate or voting by the general public and takes no.position on any candidate’s or
officeholder’s character, qualifications or fitness for office. Id. § 114.15(c)(1). The communication
includes content that would support a determination that it has an interpretation other than as an
appeal to vote against Mr. Long becaus.e it focuses on public policy issues, urges the public to
contact him about the issue, and includes a call to actipp urging something other than voting for or-
a‘i‘éinst or contributing to Mr. Long — namely, to call him. § 114.15(c)(2). The balancing test in §

114.15(c) cléa:ly indicates that this is a permissible electioneering communication.
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Complaint Communication #31

Script: Announcer: “The economy’s in a tailspin. Unemployment on the rise. And they just
continue the spending, taxing and bailouts. '

‘“Harry Teague was ‘instrumental’ in passing a job-killing cap and trade bill. Teague’s tax would
mean higher electric rates for families, higher gas prices and cost us up to 12,000 jobs in New
Mexico. Tell Harry Teague to stop his reckless spending, bailouts and job-killing taxes. Americans
for Job Security is responsible for the content of this advertising.”

Graphic: “Call (202) 225-2365... Tell Harry Teague to stop his reckless spending. . bailouts.. .job
killing taxes.”. '

Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advacate the eleatien or defeat of any clearly identified federal candidate, ami,-therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U.S. at 44 n. 52.
Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(|':>).
The issues discussed in this adv_enise;t'xent [-aettain to cap-and-trade, taxes, spending, and bailouts,
issues that affect AJS’s mission. These topics relating to fiscal issues were major issues being
debated in Congress in 2010 and continue to be debated to this day. In 201 Q, the House had passed
a cap-and-trade bill and the Senate was still considering the issue; at the time, it was unclear whether
the issue would be revived in Congress. Congressman Teague was in a position to continue vote on
or séonsc_u: new cap-and-ttade legislation, as well as general government fiscal issues discussed in the
¢ommunication including taxes, job creation, spending, and bailouts. The communication
specifically requests that the viewer contact Cong:es;sman Teague to discuss these issues. See MUR
5634 OGC Repott # 2 at 16. Moreover, the communication does not refer to Harty Teague as a
candidate, reference an election, ot exhort the public to campaign for or contribute to Congressman
Teague’s political opponents. See 72 Fed. Reg. 5604. Accordingly, the communication does not
contain an electoral portion that is unmistakable, unambiguous and sl-xggestive of only one meaning

and does not constitute express advocacy under 11 C.F.R. § 100.22(b).

%
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Eunctional Equivalent Analysis: This communication also qualifies for the safe harbor under 11
C.F.R. § 114.15(a) because it is susceptible of a reasonable inte;pretation other than as an appeal to
vote for or agains.t a clearly identified fedeéral candidate. First, it does not mention any election,
candiaacy, political party, opposing candidate, or voting by the general public. Second, it does not
take a position on Congressman Teague’s character, qualifications, or fitness for office. Third, it
focuses on cap and trade, government spending and bailouts, and taxes — all legislative and
executive issues — and urges the public to adopt a particular position and contact Congressman
Teague with respect to these issues. 11 C.F.R. § 114.15(b).

Even if the communication did not qualify for the safe hatbor, it is still a permissible
electioneering communication under 11 CER. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candidacy, political party,
opposing candidate or voting by the general public and takes no position on aay candidate’s or
officeholder’s character, qualifications or fitness for office. Id. § 114.15(c)(1). The communication
includes content that would support a determination that it has an interpretation other than as an
appeal to vote again;t Congressman Teague because it focuses on public policy issues, urges the
public to contact him about the issue, and includes a call to action urging something other than
voting for or against or contributing to Congressman Teague — namely, to call him. § 114.15(c)(2).
The balancing test in § 114.15(c) clearly indicates that this is 2 permissible electioneering

communication.
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Compliant Communication #32

Script: Announcer: “You've heard how Joe Manchin supported the Obama stimulus. .. that wasted
money on turtle tunnels...ant research...and cocaine for monkeys Buc that’s not their only waste.
Their ‘stimalus’. .. wasted money on studying the atmosphere af Neptune. . huntmg for dinpsaur
eggs i1 China...and even the International Accordion Festival.

“We asked for jobs. What we got was waste. Really, tell Obama and Manchin not to stimulate us any
fhore. Americans for Job Security is responsible for the content of this advertising.”

GRAPHIC: Call Joe Manchin. Tell him no more wasteful stimulus. (304) 558-2000
Express Advocaoy Analysis: As can be seen, this communication does not cot.xtzin any terms that
expressly advocate the election or defeat of any cleatly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U.S. at 44 n. 52.
Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issue discussed in this advertisement pertain to wasteful spending in government stimulus
projects, a central issue AJS continues to discuss to this day. The i.r;sues of government stimulus and
wasteful spending were topics of debate at the time this communication aired. During his term as
Govermnor of West Virginia, Joe Manchin had been highly supportive of President Obama’s federal
stimulus projects and immediately prior to this communication airing, Governor Manchin continued
to defend the stimulus, expressing confidence that it would improve the job market. As Govemor,
Joe Manchin was in a position to stop accepting stimulus money in that state. The comMudon
specifieally requiests that the viewer cantact President Obama and Gavernot Manchin to discuss this -
issue. See MUR 5634 OGC Repost # 2 at. 16. The commmlicadon- does not refer to Govgrnor
Manchin as a candidate, reference an election, of exhort the public to campaign for or contribute to
Governor Manchin’s opponent. Moreover, the communication also singles out President Obama’s
position on this issue duting a year when the President was not facing an election. See 72 Fed. Reg.

5604. Accordingly, the communication does not contain an electoral portion that is unmistakable,

sl
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unambiguous and suggestive of only one meaning and does not constitute express advocacy under
1 CFR § 100.22(b).

Functional Equiva.lent Analysis: This communication also qualifies for the safe harbor under 11
C.E.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to
vote for or against a clearly identified federal candidate. . First, it does not mention any election,
candidacy, political party, opposing candidate, or voting by the general public. Second, it does not
take a position on Governor Manehin’s character, qualifications, or fitness for office. Third, it
focuses an government stimulus and waste — legislative and exeantive issues — and urges the
public to adopt a particular position and contact Goyemo;.Manchin with respeet to these issues. 11
C.ER. § 114.15(b).

Even if the communication did not qualify for the safe harbor, it is still a permissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candidacy, political party,
opposing candidate or voting by the general public and takes nio position on any candidate’s or
officeholder’s character, qualifications or fitness for office. Id. § 114.15(c)(1). The communication
includes content that would support a determination that it has an interpretation other than as an
appeal to vote against Governor Manchin because it focuses on public policy issues, urges the public
to contact ht about the issue, and il'n:lndes-a call to action urging something other than voting for
or against or contributing to Gavernor Manchin — namely, to cgll him. §114.15(c)(2). The

balancing test in § 114.15(c) clearly indicates that this is a permissible electioneering communication.




omplaint Communication #3

Radio Script: Announcer: “Washington politicians are on a spending spree. Bigger Government.
Earmarks. Bailouts and debt have pushed our country to the btink. Pennsylvanians need relief.
“Barack Obama and Washington politicians don’t get it. They want higher taxes and bigger
govemment. Pat Toomey has a commonsense plan to get Pennsylvania back to: work. Cut the red
tape, so Pennsylvania small businesses are free to create jobs. Cut the spending, No more earmarks
and no more bailouts. Toomey wants to end deficit spending- and return money to families and job
creators. The Toomey plan - getting Pennsylvania working again.
“As a small businessman Toomey created jobs and knows what it takes to make a payroll. Pat
Toomey- fiscal discipline, lower taxes and common sense economic policies. Call Pat Toomey at
484-809-7994 and tell him you support his common sense plan ta get Petinsylvania back to work.
“Paid for by Americans for Job Security and not authorized by any candidate or candidate's
committee. savejobs,org. Americans for Job Security is responsible for the content of this
advertisement.”
Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advocate the election or defeat of any clearly identified federal candidate, and, therefore,
aoqs not constitute express advocacy under 11 C.F.R § 100.22(a). See Buckley, 424 U.S. at 44 n. 52.

Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issues discussed in this advertisement pertain to the size of the federal g_overﬁment, job
creation, cﬁxbing bureaucracy, ana fiscal issues such as taxes, spending, earmarks, and government
bailouts. The issues of the size of ‘federal government, job creafion, and other govermment fiscal
issues are central to AJS’s mission and wete topics of debate in Pennsylvania and the U.S. Senate at
the time this communication aired and continue to be deba_ted to this day. 'fhe communication
specifically requests that the viewer contact Mr. Toomey to discuss this issue. See MUR 5634 OGC
Report # 2 at 16. Moreover, the communication does not refer to Pat Toomey as 2 candidate,

reference an election, or exhort the public to campaign for or contribute to Mr. Toomey. See 72

Fed. Reg. 5604. Accordingly, the communication does not contain an electoral portion that is
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unmistakable, unambiguous and suggestive of only one meaning and does not constitute express
advocacy under 11 C.F.R. § 100.22(b).
Fun(l:tional Equivalent Analysis: This communication also qualifies for the safe harbor unde;: 11
C.F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to
vote for or against a clearly identified federal candidate. First, it does not mention any election,
candidacy, political patty, opposing candidate, ot voting by the general public. Second, it does not .
take a position on Mr. Toomey’s character, qualifications, or fitness for office. Third, it focuses on
job creation, ;ize of govarnment, fiscal discipline, and lower taxes — all legislative and executive
issues — and urges the public to adopt a particular position and contact Mr. Toomey with zespect to
these issues. 11 C.F.R. § 114.15().

| Even if the communication did not qualify for the safe harbor, it is still a permissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candidacy, political party,
opposing candidate or voting by the general public and takes no position on any candidate’s or
officeholder’s character, qualifications ot fitness for office. Id. § 114.15(c)(1). The communication
includes content that would support a determination that it has an interpretation other than as an
appeal to vote for Mr. Toomey because it focuses on public policy issues, urges the public to contact
him about the issue, and includes a cail to action urging something other than voting for at
conttibuliné to Mr. Toomey — namely, to callhim. § 114.15(c)(2). The balancing test in §

114.15(c) clearly indicates that this is a permissible electioneering communication.
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Al Americans for Job Securlty our core busingss is a pro-growth, pro-jobs message and our
Issus advocacy campaigns refleci that misalon. Accanding lo The Annenberg Public Policy
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April 23, 2012 A48 News
OD_OMI'S Blg Lottery Gamble Guama's Big Lotlery Gamblo - Rod Stae
State governments are the lottery’s real *big winners,’ .
collecting $17 bition of revanue ennually from lickel 2,.,",",:,': Fka 1 ¢ Dangaous Distraetion - Roo!
sales, whndi are really @ dlespun and hiddsn tax :
that expand the ¢x While the AJS Sanste for
ticketh rs hal of 9 (ha recant Mege Obsma’s NLRB Ap
Milions jackpol were about one In 176 mition, siate
govemmenis ere always guarantaad huge payosts. Looking Boyond tho Jobs Numbers - RedSrate.com
Last Doumbnr the Obama admzmslralm once
again b d ¢ ally d the Must Reform tha Expors-tmpart Gank (0
intemet for gambling. and mads it easier than ever 8avU.6, Jobs - TawoMallcam
for state governmeants o collact tha loftery tax and
ilegal fareign operstors to further larget Americang in The Buprame Test - Tawubiell com
thelr homes. Now, Amaricans need only an Intomel
connection and 8 credit card (o play their state’s e ivu 1 Mo Moy Denese the Ea-t
fotlary or gambiewith an illegel foreign operator. ¢
DOMAURA: Obame unisashes his lobbylsts - The
In 1881, Congrass passed the Intersiate Wire Act, Washngron Tines
which prohiblted certain lorms of gambling. Since
then, onlina gambiing of any kind has bean lilegsl. As fgniting Ths Econcmy - RedSlate
tawmakars lgft Washington for Chrisiman in 2011,
howevar, Obama’s Departmant of Justice r l"'"-'! Award
decadas of precedant without congrassional censult, "f':'."'.""""" Embranr a “Win® Fos American
m the Wire Acl is fimited to sports bMunm
lively lagalizing Intarnet gambling by re; ng Anoricans for Job Becurity Finds Lagh ot
the cangressional prohibition. ﬂnnl::;‘n:; # Growing P’nln: in o.nm
Adminisiration
Looking to bump lax revenues for the year and
axpand the size of govurniment, statessre now AJS Apg! 10 Refoem
moving quickly to take advantage of the nsw nling. tha Corporate Yax Rate
Obama's hame stato of lilinnis bagame the first in the YoM Oharms 10 810p Oulsourcing Juba ar Dur
L
country :o ﬂ::I'I"l"t?umy mtols anln- - just Ihg;mm National Becurity
New York, Maryland, Ohlo and Callbmla are .
preparing for an online launch as well. ALine Inthe Sand- Redsate
L] .
Not only did the Obama administration cams to this A8 yigen ] Legipiatute 1n Pass 8,300
radical verdict withaut congrasaional insight, the Obama's Roress Agpointmonis to NURD Bad for
Depariment of Justice awsided @ public dislogue, Smali Gersinass, Good for Big Labor
Ieaving meny concems about Interei gambling aut
of the natianal pokitical debate. DoMaurn and Segol: All Candidates Snoutd Re
Concornsd Abau) 8OPA - Aol Calf
Read tha full erticle hare Empoworing Telocom Job Crestors - A7 wada Dally
Stephen DaMsura Opest
Preaident, Amertcans for Job Securlty Curhs almad ai pirscy may hard tachnology sector «
Tho Roonoke Thnes
Read more: Red Swate
NJ Logislature shouls move lo (1 regulations on
telscom companiss « Phe Starlecpar
Onfine aolios tax loophule is anticompetitive, had for
hustness - The Oaliy Cesar .
N3 Sunator Dob Smithe R.3083 Creates More
Ragulations, Throatans Jabs, 8ays AJS Chis!
AJS Raises Concems Owar SOPA
Call Congressman Lamar Smilh 3l 5923080439 - Tsl)
Wiz BOPA Wi Hurt Tanas Joba
Lagistation in Cangress (Rraateny Austin's
techneloyy companiss
*AJS Lyunches Now Campaign Yergeting Job-KiBing,
Antinnuvtiion Bl
AJS Calls on Obama 10 Roploce NLRB Lawyer
The Job-Killing Bumulus A - RogSialo
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AJS Suppons lhvl-a-u_n Repsal

Firston tha Fix
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swipe 00 stance

'Ihl; to Sow the Soeds ol Compathion

Open Latler to the United Stalos Senste: Suppon
Boath Taz Repoot

The Conalliution Birlikes Back

Hammering Malter

Page 2 of 3

4/25/2012
AJS000009



R o SN [ TR SR N e § SO

Americans for Job Security - Media Center

‘Wandulbos flosts N.N. budgst salutian 1o madieal
mipraciles fund dispute
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Washington Aftacks
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FEC Disclosure Report Search Results . '

Presented by the Federal Election Commission

‘Committees that match specified criteria:

AMERICANS FOR JOB SECURITY

Address: ~ JALEXANDRIA, VA 22314
{Committee Designation: ' UNAUTHORIZED
|Committee Type: _ UNAUTHORIZED -

lAM ER]CANS'FQR JOB SECURITY =~

Address: - JALEXANDRIA, VA 22314
{Committee Designation: ~ JUNAUTHORIZED

Committee Type:

NDIVIDUAL OR GROUP WHO MAKES
INDEPENDENT EXPENDITURES (NOT A

COMMITTEE).
Total of 2 Committee(s) matched criteria '

TRY A: NEW SEARCH NEW ADVANCED SEARC!H
RETURN TO: FEC HOME PAGE

http://query.nictusa.com/cgi-bin/qcom/
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REPORTS IMAGE INDEX FOR COMMITTEE ID C30001135 Page ! of 3

FeDERAL ELECTION COMMISSION

HOME / CAMPAIGN FINANCE REPURTS AND DATA / REPQRT IMASGE SEARCH 7 REPORTS IMAGE INDEX

Reports Image Index for Committec ID: C30001135
FECHOME NEWSEARCH NEW ADVANGED SEARCI
AMERICANS FOR JOB SECURITY

107 SOUTH WEST STREET PMR 551
ALEXANDRIA, VA 22314

Tressurer Namet
Committee Deslgnation: U (UNAUTHORI2ED)
Committes Yype: E(N/A)

Candidate listinge may appear here 2 a result of draft committees or Indopendent
diture Ang wirh the FEC. If no official documents of an
authorized committee appear below, the individual identified here has taken no sction

to become s candidate.

Click herg if you have s p 8 the g oo ’

NOTE: Imuges are best viewad using tha latest version af Adabe Reader. [LLa. i euer

1 : Year 2010

Dacument Flledmmandud}l Filed On | From Date | End Date [Pages{ Display Dllp:llV‘
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mplaint Communication #22
Script: Announcer: “Behind closed doors, Washington decides the future of our health care. With
no transparency, or accountahility, they’re slashing Medicare and raising taxes. And only listening to
the special intcrests. Onc Massachusetts leader says slow down. Get health care right. Scott Brown
says protect Medicate, don't raisc taxes. Listen to the people, not the lobbyists.

Call Scott Brown and tell him you agree: Washington should listen to us on health care, for a
chaoge. Americans for Job Security is responsible for the content of this advertising.”

Graphic 1: Call Scott Brown 617 722-1555
Graphic 2: Scott Brown Protect Our Health Care

Express Advocacy Analysis: As can be seen, this communication does not contain any tcrms that
expressly advocate t.he election or defeat of -any clearly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.F.R § 100.22(x). See Buckley, 424 U.S. at 44 n. 52.
Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issues discussed in this advertisement pertain to government transparency and accountability,
Medicare cuts, raising taxcs, and special interests related to health cate — issu_es impacting AJS’s
mission. The Patient Protection and Affordable Carc Act was actively being debated in late 2009
and uatil its passage in late March 2010, and the related issues discussed in the communication
continue to be matters of publin debate to this day. The communication specifically requests that the
viewer contact Scott Brown to discuss these issues. See MUR 563¢ OGC Report # 2 at 16.
Moreover, the communication does not refer to Scott Brown as a candidate, reference an election,
or exhort the public to cnmpa-ign for or contsibute to Mr. Brown. See 72 Fed. Reg. 5604.
Accordingly, the communication does not contain an electoral portion that is unmis.tnkable,
unambiguous and suggestive of anly one meaning and does not constitute express advocacy under
11 C.FR. § 100.22(b). '
Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11

C.FR. § 114.15(a) because it is susceptible of a tcasonable interpretation other than as an appeal to

AJS000022
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vote for or against a clearly identified federal candidate. Fisst, it does not mention any election,

candidacy, political party, opposing candidate, or voting by the general public. Second, it does not
take a position on the candidate’s character, qualifications, or fitness for office. Third, it focuses on
healthcare, government transparency and accountability, Medicare, and taxes - all legislative and
executive issues — and urges the public to adopt a pasticular position and contact Scott Brown with
respect to the issue. 11 C.F.R. § 114.15(b).

Even if the communication did not qualify for the safe harbor, it is still a permissible '
electioneering communication under 11 C.FR. § 114.15(c). Here, there is no indicia of express .
advocacy because the communication does oot mention an election, candidacy, political party,
opposing candidate or voting by tl.\e general public and takes no position on any candidate’s or
officeholdcrt’s character, qualifications or fitness fot office. Id, § 114.15(c)(1). The communication
includes content that would support a determination that it has an interpretation other than as an
appeal to vote for Mr. Brown because it focuses on a public policy issue and urges the public to
contact Mt. Brown about the issue, and includes a call to action urging something other than voting
for or against or contributing to Mr. Brown — namely, to call him. § 114.15(c)(2). The balancing

test in § 114.15(c) cleatly indicates that this is a permissible electioneeting communication.
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The Washington Times - Bow  em

Originally published 05:45 a.m,, January 5, 2010, updated 11:27 a.m., January 5, 2010

EDITORIAL: Hiding health bills behind
closed doors

THE WASHINGTON TIMES

It may be a new year, but congressional Democrats are planning the same old sorts of sleazy
tactics in their bid to take over America's health care system. Congressional Republicans,
especially in the Senate, should not let them get away with it. Transparency and ethics should be
Republican rallying cries, and obstruction on those grounds should be a point of pride.

By now it's almost trite to'complain that President Obama repeatedly has broker his campaign

‘pledge to "broadcast [health care] negotiations on C-SPAN so that the American people can see
- ~what the choices-are.” That doesn't make-the complaint invalid. For legislation that could so -

profoundly and personally affect the daily lives of every Amencan, Congress. and the White

-House should be moge: xnansparent and more accessxble. lhan ever beiore Iqstead, the.process ha~

“been secretive and sordid throughout.

The House passed its version of the bill on a Saturday night. The Senate held its key procedural
vote at 1 in the moming, and then provided a lump of coal in our stockings by forcing full

 passage of its bill on Christmas Eve. The House leadership banned consideration of all but one

amendment not offered by leadership itself - forbidding debate on more than 150 of them - then
provided just 24 hours for members to study the bill's final text. The Senate leadership inserted
so many tawdry last-minute items that analysts are still finding jokers in the deck 11 days later.

All these shenanigans have driven approval for the government health care bills even lower in
public polls than the stfong majorities that already opposed them a month ago. Yet that hasn't
fazed congressional leaders. Now comes word from multiple sources that not only will ' '
Congress refuse to televise the usual Conference Committee to reconcile the two chambers'
versions of the bill, but it won't allow a formal conference at all. Instead, a chosen few

‘negotiators will concoct the final version out of sight, without formal rules governing the

1/14/2010 11:46 AM
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Washiﬁgtoq Times - EDITORIAL: Hiding health bills behind closed ...  http://www.washingtontimes.com/news/2010/jan/05/hiding-health-bil...

process and without a single Republican at the table.

TWT RELATED STORIES:

* Democrats look to skip formality on health bills
* Making progress on pork busting

* Obama returns to terror scrutiny

* PRUDEN: A little religion for the messiah

Democratic Rep. Henry Waxman of California, chairman of the House Energy and Commerce
Committee, candidly totd aJan. 3 home-state Democratic gathering that the sleight-of-hand is
intended to enable his colleagues to avoid any more tough votes until the one on final passage.
David Dayen of the liberal Web site Firedoglake reported from the meeting that, "this will not be
a traditional conference committee, Waxman said, because the motions to select and instruct
conferees in the Senate ‘would need 60 votes [in the Senate] all over again.”

(Corrected paragraph:) Back in October, Rep. Vern Buchanan, Florida Republican, offered this
simple resolution: "Resolved, that it is the sense of the House of Representatives that any
conference committee or other meetings held to determine the final content of sweeping national
health care ]eg1slat10n be held in full pubhc view and not behind closed doors

If congressional leaders de not abide this 51mple request Republicans should bring the whole
- Senate to a halt. Senste rules provide.for-so many procedural obstacles, if a determined minority
wants to exercise them, that the entire body could be tied up in knots for weeks on end. In.the
__name of open and accountable 5ovemment, thats what senamors §hou]d do,;j the pubhc mterest
cOntinues tobe u'ampled )

d Ggople (@ Senale Bl Senate Yoles Congrassional Newe  Senale Commiltes  Senate Minorily Whip

20f2 1/14/2010 11:46 AM
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The Washington Post

Small Group Now Leads Closed ghies
Negotiations on Health-Care Bill : .
By Petry Bacon Jr. ) ? H :A.T
el iy LASTS

Three months before he was clected president, _ PA%K?

Barack Obama vowed not only to reform health care ST NNTEY YAt
but also to pass the legislation in an unprecedented N ’ ’
- way. '

"I'm going to have all the negotiations around a big @/éightWatchers'
table,” he said at an appearance in Chester, Va,, 6bop Dlsting. S5art Uving.
repeating an assertion he made many times. He said
the discussions would be "televised on C-SPAN, so that people can see who is making arguments on
behalf of their zonstituents and who are makihg arguments on bchalf of the drug companies or the
insurance companies."

But now, as a Senate vote on health-care legislation nears, those negotiations are ogourring in a setting
that is anything but revolutionary in Washington: Three senators are working on the bill behind closed
doors ey o e PO, .

.. Senate Majority Leader Harry M. Reid (D-Nev.) sits at the head of a wooden table at his office as he |
and Sens. Christopher J. Dodd (D-Conn.) and Max Baucus (D-Mont ) work to merge two competing
versions of heajth-care législation into one bill. The three e will be joinéd by top aides as well as by

.. members of Presidént Obaina's health-caré earn, led by.WhiteHouse Chxef of Staff_Rahm Ematxus.l‘ .
* The sessions staftéd on ' Wednesday and could bé'completed this week. ~ -

The group will make such key decisions as whether to include a government-run insuranee plan
designed to compete with private insurance companies. The bill passed in July by the Senate Health,
Education, Labor and Pensions Committee, which Dodd led while Sen. Edward M. Kennedy
(D-Mass.) was ailing, included such a provision, but the legislation passed last week by Baucus's
Finance Committee did not.

The bills also differ on how inuch Americans who do nol buy insurance should be fined as the
government seeks to get everyone covered.’

In the sessions, Dodd in effect represents advocates of the government-insurance option and Baucus
represents those less committed to that proposal. The tie-breaking votes are likely to be Reid and, on
Obama's behalf, Emanuel. Obama and Reid have said they personally back the govarnment-insurance
option but have not ruled out supporting a bill that lacks such a provision.

Although much of the writing of legislation happens in closed-door meetmgs. congressional
Republlcans have sharply criticized the ongoing process.

"This bill is being written in the dark of night," said House Minority Leader John A. Boehner {R-Ohie),

11472010 11:46 AM
AJS000026
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adding that "the president ought to keep his promise to the Amerlcan people and open this process
up n

"It's ironic that Congressman Boehner would be complaining since he has refused every step of the
way to participate in the effort to reform health insurance,” Reid Cherlin, a White House spokesman,
said in a statement. "The House and Senate have held scores of hearings on health insurance reform --
8s Congressman Boehner well knows -- and at the White House we've held an unprecedented series of
webcast meetings with key health care stakeholders to gather their input in a public forum."

Baucus played down the privale nature of the group's meetings. "In a real sense, all senators who want
healith-care reform are in the room because we'll be talking to all of them, they'll be talking to us," he
said.

The three senators and Emanuel won't be the only ones playing a role in shaping the legislation. Every
member of the Senate will have a chance to offer amendments to the bill the three senators write. And
even though the. final legislation is expected to resemble more closely the version in the Senate, where
final passage would require support from more-conservative Democrats, House Democrats have been
meeting for weeks on their version of the bill.

The House Democratic leadership and several key chairmen meet daily, and are regularly briefing
smaller groups of lawmakers. As in tiie Senate, Hbuse moderates and liberals remain divided over the
government-insurance option, which Speaker Nancy Pelosi (D-Calif.) strongly favors.

The Hauose meetings are also not televised on C-SPAN or open to the public. But unlike the Senate
negotiat_:ions, the House discussions tend to be open to more lawmakers. . )

"We have meetings and more meetings and grlpe sessions," saxd Anthonx Weme (D-N Y) "Thls
" process ‘has been almost open to death.”- :

: ‘Bt aﬁq; weeks of Seriiite Finance: COmrmttee pubhc hedrings, the Senate negbtmtlons are lowan -
e -'5mvxmffbn-only'uffdag Hy Reld‘s offi ceﬁ‘]‘ﬁé*niﬁaontﬂea‘der SL3 uﬁhke\ly“to‘ eicpand-—his Broup; eVen—as- L LY
" some senators unliappy with parts of the legisiation, such as John'D. Rocketeller 1V. (D-W Vayhave ~ 7 7
asked to be in the room.

Instead, lawmakers try to influence the three senators however they can. Sen. Charles E. Schumer
(D-N.Y.), a close Reid ally, annoyed him recently by publicly pressing the majority leader to include a
government-run public insurance option. Moderate Democrats are privately prodding Baucus to
defend the approach in the bill passed by his committee.

In addition to being weli-versed in health-care policy, some of the negotiators gathering in Reid's
office are quite health-conscious. Baueus has run 50-mile "ultramarathons" and wants to complete a
100-mile race. Reid and Emanuel fla yoga, and Dodd tunied the recent announcement of liis prostate
caucer diagnosis into a virtual public health campaign.

While fellow lawmakers seek to influence them, Dodd and Reid are dogged by low approval ratings in
their home states and are facing reelection next year. As they emerged from a health-care session last
week, Dodd and Reid touted the number of umnsured in their home states who would benefit from the
legislation.

"All of my polling numbers are good," Reid said, even as polls show him trailing several potential
challengers. On Friday, he took the highly unusual step of starting to run campaign ads more than a

20f3 1/1472010 11:46 AM
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year before the election.

Reid, in particular, faces a balancing act. As majority leader, he is tasked with shepherding the bill and
ensuring that it has the support of conservative Democrats necessary for passage, But liberal activists
who could raise money and help him win next yeat, including the group MoveOn.org, are demanding
he aggressively back the public option.

Reid, like the other members of the group, seems prepared to disappoint some people 1o get the
broader bill finished.

"Neither I nor any othier senator has the luxury of passing a perfect bill -- I wish we could -- that
conforms exactly to his or her beliefs,” he said. "But we must act."”
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Post a Comment

View all comments that have been posted about this article.

Comments that include profanity or personal attacks or other inappropriale comments or materlal will be removed from the site.
Additionally, entries that are unsigned or contain "signatures” by someons other than the actual suthor will be removed. Finally, we
will taka steps to block users who violate any of our posting standards, lerms of use or privacy poficles or any ather policies
governing this site. Please review the full rules gwernmg commentaries and discussions. You are fully responsible for the content
that you post
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Since it's basically one-party rule in Washington nowndays, Democretic leaders including Harry No Jl'h -

Ameri S Horry
Reid and Nancy Pelosi are serigusly considering pusbing President Obamas beloved bealthcare Reld'to meet s veek January 13, 2010. 4:51
legislation through Congress without the normal conference committes work lovolving both party’s R T R ST T
members from botl houses. Haitl devastulion could speed immigration

debate | Janunry 19, 2010, 10:08am »
Such a select conference committoe is normally changed with recoaciling differiug House and Senate
bills oun the anme igsue before finul votes in ench house on the compromise version.
But since American voters collactively wanted 80 muc change 8o badly in 2008, they hunded over the I_{Ecgnt_Coinments s
White House, House of Represcatatives and S8enate to Demucrats with such lopsided mojorities that, RE: Qu ber ncw Twitter page, Saroh Pnlin oﬂm
much as In Chicogo, the ruling parly doesn't really need any Republican belp driving the differing bills 8 more personal 1ook | comment by faceswithin

through 8 blender to produce a final version, possibly by early February. RE: Afghnn President Karzai bopes Obama will

Gougresslonal Democrats will nieet with Obama at the White Houss this evealag to discuss the.... ;::::m 'c;,:::u?:;e ;mb”k compnters
..Atrotegy, some in person, some via videutonferencing. House Democrats will epucus Thursday fo RE: Schwarzenegger now oppases Obama's
discuss o final decision on stratcgy for when they reconveue next week.
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Democrats Reid, Pelosi ponder crafting Obama's final healthcare bill...

Az our colleague James Oliphant reports, such a beeline has some sdvantages for Democrats, While
they don't need Republican help, they also dou't need the GOP's avowed ebstructionlom. Simply

chousing conferenco committee memhbers offera numerous apportunities for long procedural deleysiu |

a democracy,

And the president bas stressed bealthcare urgeucy for months; remeinber, be wanted all this dove by
the first week of August lust year becavse he saw pol) support dropping ond wauted to avuid
entanghemunt with the 2010 clections.

But here we arc in 2010. Aud there are the elections just 305 days away.

A new Rassmussen Repuris poll out Mouday finds that o majority of Americans belleve the new plans
will burt hiealthcare qunlity, 59% figure it will actually incrcase healthcare costs, 579% oppose the bills'
intent to cut Medicare beaefits by hundreds of billlons of dollars and, for some reason, 78% of
Americaus suspect the Obama admidistration cost estimates are way under the actual expenges,

Democrals simply rammieg the immense moagire tlmough, however, might look beavy-bonded to
some moxterate Americans, while baving oue pucty's lendarship secrctly craft the final bill hehind
closed doors fits more with a policy of officin] opacity than oR-promised transparency.

Lok With no Republican erassing the aisle in favor of
/> Oboma’s healthcare - {ndeed, one Democrat
House member changed partics over the bill last
"% month - the portisan llues are clearly drawn for
Y the opening of the midéerm election campalgus.

d With no palitical cover offercd by defecting
Republicans, Democrats Heit aud Palosl are
counting oa soms kind of healtlicars leglslatian,
even without a governnieut plan, briugiog ont party
i loyolists on Mov. &.

This desplte the cxpenence last Navumber when with Obamin’s name on no ballot, the loyalists stuyed
hame sufficienily to deliver to Republicans the goveruors' offices in Virginia and New Jerscy.

And despite sume very vocnl intra-party opposition gathering bebind suubbed former party chairman
Howard Dean, hiniself a doctor, and fofluentiol left websites like firadogloke.cnm.

The GOP, ou the other hand, will scek to tie every Democrat candidate everywlere to the hopey-
changey guy in the White House, mueh as Democrats successfully associsted many Repuhlicans with

the ynpopwlar presidency of Genrge W, Bush, in,2008. The GOP might oven mention the stubboruly -

igh unemployment rate despite all of Joe Biden's revitalization talidug.
Republlnub are counting on the sheer scale of the henllhunreblll its immediate'costs, dtlnyad

bencfm, nmmpgmnylng Medicare cms nnd oewW tAxes 16 emerge ‘b coming’ momhl and drive o their

- ﬂde’not'only GOPbascrof wortied' ﬂsal'consemlwu‘bul emchl ﬂdcpenuallswhwhnu;hnhey
" wEre voting for i todcrdte Quama ini 2608,

11 that hoppens, 2010's change to believe in would be over ou the right, not the left,
-- Andrew Malcolm
For Twitter alerts 0o each new Ticket item, Democrnts should click hiere. Republicans should click

over heve an the right siile, They both go to the same place, but everyouc can feel really loyal, Or follow
us lntimestol, Or join us aver here on The Nickut's new Facchouk FAN page.

Photos: Associated Press
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Medicare cuts stay in Senate s health care bill

AARP, the seniors’ lobby, threw its weight behind the Democrats

The Assacilated Press
updatad 7:49 p.m. ET, Thurs,, Dec . 3, 2009

WASHINGTON - Unfiinching on a critical first test,
Senate Democrats closed ranks Thursday behind
$480 billion in politically risky Medicare cuts at the
heart of health care legislation, thwarting &

Republican attempt to doom President Barack Obama's
sweeping overhaul.

The bld by the bill's critics 10 reverse cuts to the
popular Medicare program failed on a vote of 58-42,
drawing the support of two Democralic defectors.
Approval would have stripped out money needed to

pay for expanding coverage.to tens of milliens of
uninsured Americans. -

The broader legisiation aims to extend health
‘coverage'to 31 milllion who fiow iack It, whilé barring’
insurance Industry practices such as denying
coverage on the basls. of pre-existing madical -

T‘irllllqn over.a de,cade,jhe Contretsional
Budget Office has sald t would cut fedefal deficits by
$130 blllion over that period, and probably reduce
them further in thé 10 years beyond that.

"Our bill does nothing to reduce guaranteed Medicare
benefits,” said Sen. Max Baucus, D-Mont,, as several
fellow Democrals accused Republican cntu:s of
making false claims of potential herm during three
days of debate.

The AARP supparted the 10-year package of cuta in
projerted spending, giving Democrats political cover
for their decision to pare back subsidies to private
Medicare plans as well as paymentis to hospitals,
hospices, homs health agencies and other providers.

Republicans disagreed vigorously. “Medicare Is
already In trouble. The program needs to be fixed,
not raided to create another new govemment

hs, Thoughi the overhaul |3, éstiiriated lo.cost

program,” said the partly's leader, Sen. Mitch
McConnell of Kentucky.

The Medicare vote came not long after the
Senate backed a guarantee for all insured
women age 40 and older to receive
mammograms with no out-of-pocket
costs. The breast cancer screening test
would be included in an array of
preventive measures that insurance plans
would be required to cover. The proposal

Sleared on a near party-ling vote of 61-39,

one more than the 60 needed for passage.
It essentially wiped out a federal advisory
committee recommendation to defer
routine mammograms until women reach
the age of 50 .

PSRRI U F T TR

The day s votes were the firet since the Senaie's health
adverisement
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care debate began on Monday, and demonstrated the
abllity of Democrats to move ahead In the face of
implacable Republican opposition.

Al the sama time, Democrats worked In private
meetings to settld controversies within the party that
are still standing in the way of the bill's passage. The
most contentleus of these involves proposals for the
govemenant a soil insurance in competitinn with
private companies, an approach supperted by liberale
but opposed by masl Demoaralic moderates and
conservatives.

"Our caucus is now in the process of negotiating with
ourselves because we need all 80 of us lo get this
done,” sald Sen. Mary Landrieu, D-La., efter one
closed-door meeting. Senate procedures require 60
votes to overuoma Republican delaying taotics
designed to kill the biil,

Malority Leader Harry Reid, D-Ney,, sald he expeated”

all such issues ta be worked out soon, but he did not
specify pracisely when.

For the time being, that left the two ™~
parties free to engage inan intensely

thaf is-certain to play a-Tole in.next.years
midterm elections.

Unwilling to aliow Repubfican charges on Medicare to
go unanswered, Democrats responded with an
alternative that stated ne guaranteed tienefits would
be cut from the program and its finances would be
strengthened.

The lead proponent of thet provision was Sen.
Michael Bennel if Colorado, wha was appolnted th
his seat eatller in the year and faces a difficuit
campalgn In 2010, "This is 8 message amandment,”
his office Informed feflow Democrats In an e-mail
unintended for publfication, Indicating its purpose
was political. “The Senate bill already does these
things and this amendmertt makes these facts
absolulely clear and.succlinoi.” itipassed 100-0.

. rgegd: helsu n Indug}ry_ ),
’ 'emx%e‘t‘fp inEdB lﬂll%; w!ﬁ preva Wive

http://www.msnbc.msn.com/cleanprint/CleanPrintProxy.aspx?12634..,

Sen. John McCaln of Arizona, Obama's Republican
opponerit in last year's presidential race, laid bare the
political nature of the debate by making a recording

to be telephoned automatically to thousands of voters
in states represented by Democrats, urging the
deletion of the Medicare cuts. The calis were pald for
by the National Republican S¢natbrial Committee and
took aim at Bennet a8 wali as Sens. Blanche Lincolo of
Arkansas, whe Is saeking a new term nox year, and
Ben Nelsan of Nebraska.

in the end, Nelson and Sen. Jira Wobb ef Virginte wete
the only Demacrats to support McCain's proposal.

On the other side, Republicans would not allow the
Democrats to go unchallenged on women's health
with a proposal long backed by Sen. Barbara Mikulski
requiring the government to develop a list of tests to -
be covered at no additional cost {0 the patiant.

Qn Wednesday, Sen. David Vitter, R-La,, made it
explicit that mammegrams would be covered for
women at age 40.

‘Moré broddly, Sén. Lisa Miifkowskl, R-Alaska, batked oo
an alterative that  gave GOP senators opposed 1o the

Democratlc propodal a measire they could support. Ru

ngult y with Jmadice

vanests fo:provide, .

!
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But it provided no government guarantee that any

would be requiréd, and did not rule out co-pays for
patlents undergoing the procedures.

it falled on a vote of 59-41 with Nelsan siding with
the Republicans.

Politieal philosophy played a hidden role in the
struggle over womsn's health. Republicans have
accused Demoacrats for months of supporting 8
federal takeover of heaith care. Murkowski quiatly
shelved an earller draft of her amandment that would
have given the government authority to require
additional preventive tests and ralsed the cost of the
bill by $30 biilion over a decade. One Republican
sald conservatives abjected, forcing the switch.

Overail, the $1 trillion legislation would require most
Americans to purchase insurance and provide federal
subsidies to lower and middle income individuals

and families t0.dafray the cast, Businesses would not
be required to provide coverage to their employees,
but large firms would face a penally if they did not

and if any of thelr workers recelved ledera! subsldles

Consumers would be allowed to shop for Insurance
\In.a pew markeiplace in-which eompanlesmuld
~-Cofpete for,bu méfsé  8¢lling. pp“

g_rovlde'
benems pccnf.d ho'Ip:slerbiardE wstab |ls'h&ﬁ by he
federal governmiant.

Copyright 2009 The Assoclatod Press. All rights
reserved. This melerial may not be published,
broadcas!, rewritlen or redistribuled.
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Medicare Cuts Stay In Health Care Bill : NPR
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Medicare Cuts Stay In Health Care Bill

December 3, 2009 wismAAA

The Sunatq had voled |o. keep aignificant Medicare culs Inils health care overhau blll deapile palls showing
sanlors ere concerned about thelr benefils.

Sensiors volad 58-42 to mjsct an armandmant by Republican Sen John McCain of Arizona that would have
siripped moro than 8400 biflon In Medicare cuts from the heaith care bil. The measure would have sent
the tilt back to tho Senate Fluapse Canvaiites for-a redo.

Republicans sald tha cuts (o heatth nsurance plans and medical providers woukd maan senjors in the
popuar Medicere Advantage program will lyse some benelits, Democrale sald no guaranteed baneflle will
be loat, and the cuts wif halp keep Medicars solvert. AARP threw Re support to the Demmocrate.
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Discussions for this story are now closed. Please soe the Community FAQ for mure information.
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Obama: We can afford - sharesuiLper®
health care reform E
President proposed $313 billion in cuts

to Medicare and Medicaid to help pay
for §1 trillion health care reforms.

WASHINGTON (Reuters) -- President Barack Obams : ING M DIRECT
Saturday proposed an additional $313 billion in cuts to |
Medicare, Medicaid and other programs to-pay-for health

care reforms expected to cost about $1 trillion over the next decade.

wresponsxble to Wot-act;"-Obama $aid-in-dn" “advance text of his weekly radio-address.

Obama wants a health care reform bill on his desk by October, but faces opposition from Republicans who
oppose creation of a government-run insurance plan to compete with pr_ivate insurers.

Many of his fellow Democrats are wary of making deep cuts to Medicare and Medicaid, the U.S. health care
prograins for seniors and poor people, to pay for reforms.

With the cost of U.S. health care continuing to rise rapidly, Obama argued the country could not afford to wait
another year for sweeping changes.

But he acknowledged the ambitious plan would increase government costs in the short run.

To address those concerns, Obama has pledged to come up with enough spending cuts and new revenue to pay
for reforms.

"So today, | am announcing an additional $313 billion in savings that will rein in unnecessary spending, and
increase efficiency and tha quality of care -- savings that will ensure that we have nearly $950 billion set aside to
offset the cost of health care reform over the next ten years," Obama said.

About $110 billion of the new cuts would come from reducing scheduled increases in Medicare payments. That
wouldl encourage health care providers to increase productivity, White House budget dlrector Peter Orszag told
reporters.

11412010 11:53 AM
AJS000035



e o, P NN P P P s

Obama proposes budget cuts to pay for health cure reform - Jun. 13,2009  http:/cnnmoney.printthis.clickabi lity.com/pV/cptTaction=cpt&litle=0...
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Obama also proposed cutting payments 40 hospitals to treat uninsured patients by $106 billion on the assumplion
those ranks would decline as health care reforms phase in.

An additional $75 billion would come from "better pricing of Medicare drugs,” Orszag said, adding the White
House was in talks with stakeholders over the best way to do that.

The remaining $22 billion in proposed cuts would come from smaller reforms, such as adjusting payment rates for
physicidn imaging services and cutting waste, fraud and abuse.

The new cuts are in addition to a $635 billion "down payment” on health care reform that Obama outlined in his
budget to Congress earlier this year. :

About half of that came from cuts in Medicare and Medicaid and the rest from revenue proposals such as cutting
tax dt_zductions for families that make over $250,000 a year.

Altogether, the Obama admin-_istration is now asking Congress to trim spending on Medicare and Medicaid by
more than $600 billion over the next decade, which is more than some Democrats are willing to swallow.

Housc Ways and Means Committee Chairman Charles Rangel téld reporters after a closed-dbor meeting with
fellow Deimocrats on the panel that tite committee would include about $400 billion in Medicare and Medicaid
savings in the health care overhaul legislation being drafted.

*We don't think we can do all the things he (Obama) is recommending. ... We think his 600 (billion) is our 400,"
Rangel told reporters. w

Find this article at:
hitp://monay.cnn.cony2009/08/13/news/economy/Obama_health_Care.reutindexhtm

& Click to Peint_
O Check the box to inchude the Bst of linka referenced In the erticle.
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Ehe Washington Post

Report: Bill would reduce senior care Advartaman:
Medi_care cuts approved by House may affect access to providers
By Lori Montgomery

Washington Post Staff Writer
Sunday, November IS, 2009

A plan to slasht more than $500 billion from future Medicare spending -- Ne“ﬂﬂf'ﬂ l-°°a|

one of the biggest sources of funding for President Obama's proposed g°"‘ Makes §77/hr

A nline!
overhaul of the nation's health-care system -- would sharply reduce . . Unemployed Mom Mekea
benefits for some senjor citizens and could jeopardize access to care for $8,387/Nbnth Working
millions of others, according to a government evaluation relcased Saturday, ~ Onin®! Read How She Oid

The report, requested by House Republicans, found that Medicare cuts
contained in the health package approved by the House on Nov, 7 are
likely to prove so costly to hospitals and nursing homes that they could
stop taking Medicare altogether.

. . ) (1) WHITE Teeth Trick
Congress could intervane to avoid such an autcome, but “so doing would The dentists don't want you
likely result in significantly smallor actual savings" than is cutrently . v";‘h‘"’m:" Ebaut THS teoth
projected; according to the analysis by the chief actuary for the agency. iy

Morajnfo,..
that administers Medicare and Medicaid. That would wipe out a bigchunk . -
of the financing for the health-care reform package, which is projected to

cost $1 05 trillion over the next decad'e

More generally, the report questions whether the country's network of
‘doctors-and hospltals would be able to cope with the effects ofa reform
p’aekugeexpected to add- more s 30 mitligrrpebple 10 1:l'l'e'!’a’tiks g_f:x}_re‘ v ‘ o e e
insured, many of them through ‘Medicaid, the public health program for the s,,?“ic: Koy

poor, 1105t my fat gut In just 4 week
by foliowing this 1 Easy

In the face of greatly increased demand for services, providers are likely to EL';;
charge higher fees or take patients with better-paying private insurance =
over Medicaid recipients, “exacerbating existing access problems" in that

program, according to the report from Richard S. Foster of the Centers for

Medicare and Medicaid Services.

Though the repoft does not attempt to quantify that impact, Foster writas: "It is reasonable to expect
that a significant portion af the increased demand for Medicaid would not be realized."

The report offers the clearest and most authoritative assessment to date of the effect that Democratic
health reform proposals would have on Medivare and Medicaid, the nation's largest public health
programs. It analyzes the House bill, but the Senate is also expected to rely on hundreds of billions of
dollars in Medicare cuts to finance the package that Majority Leader Harry M. Reid (D-Nev.) hopes'to
take to the floor this week. Like the House, the Senate is expected to propose adding millions of
people to Medicaid.

The Centers for Medicare and Medicaid Services administers the two health-care programs. [Foster's
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office acts as an independent technical adviser, serving both the administration and Congress. In that
sense, it is similar to the nonpartisan Cengressienal Budget Office, which also has questioned the
sustainability of proposed Medicare cuts.

In its most recent analysis of the House bill, the CBO noted that Medicare spending per beneficiary
would have to grow at roughly half the rate it has over the past two decades to meet the measure's
savings targets, a dramatic reduction that many budget and health policy experts consider unrealistic. .

"This report confirms what virtually every independent expert has been saying: [House] Speaker
[Nancy] Pelosi's health-care bill will increase costs, not decrease them," said Rep. Dave Camp
(Mich.), the senior Republican on the Houso Ways and Means Committee. "This is a stark warning to
every Republican, Deniocrat and independent worried about the financiai future of this nation."

Democrats focused Saturday on the positive aspects of the. report, noting that Foster concludes that
overall national spending on health care would increase by a.little more than 1 percent over the next
decude, even though millions of additional people would gain insurance. Out-of-pocket spending
would decline more than $200 billion by 2019, with the government picking up much of that. The
Medicare savings, if they materialized, would extend the life of that program by five years, meaning it
would nol begin to require cash infusions until 2022,

"The president has made it clear that health insurance refenn will protect and strengthen Medicare,"
said White House spokeswoman Linda Douglass. "And he has also made clear that no guaranteed
Medicare benetfits will be cut.”

Republicans argued that the report forecasts-an increase in total health-care spending of more than
$289 billion. ’
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H Published by The Heritage Foundation

Taxes Proposed to Pay for Health Care Reform
Curtls S. Dubay

The U.S. Senate recently released its long-
awaited proposal for a government-run hostile take-
over of the entire U.S. health care system. Predict-
ably, it includes a barrage of higher taxas to pay for
the bill’s immense price tag.

An important addition to the list of tax hikes
included in the Senate bili was an increase in the
Medicare portion of the payroll tax. The current
Medicare tax is 2.9 percent, paid half each by work-
ers and employers. The proposal in the Senate bill

“raises this to 3:4 percent for workers making more

than $200,000 a year ($250,000 for joint filers).

Under a long-standing principle, taxpayers pay
the Medicare tax during their workmg years and
receive .coverage for hospitalization during their
retiremenit. Using the additiomal payroll tax reverue

tie between the tax and the benefits taxpayers
receive [or paying it.

Using new revenue [rom the Medicare tax to
fund health care reform would be as illogical as
ruising the federal gas tax, which funds highway
construction and maintenance, to pay for a new
welfare entitlement.

Higher Taxes Than Frunce. Higher Medicare
taxes would push the top average marginal tax
rate even higher than already scheduled. Cur-
rently, the top federal tax rate is 35 percent, but
President Obama has proposed to allow it l.o
increase o 39.6 percent.

In addition, the House of Representatives' ver-
sion of health care reform includes a 5.4 percemt

: hig-Tate 10 pay for & 1iEw; sepatate entie-—
tlerrient program would break the Tong-estthshcd

surtax on incomes over $500,000 a year. All these
increases, combined with state and local income
taxes, would raise the average top marginal rate in
the U.S. to bver 52 percent. This would be higher
than traditionally high-tax cauntries such as laly,
Spain, and even France.

A Growing List. Below is a list of the tax
increases Congress and the Administration have
proposed 1o finance health care reform. This list
includes taxes in the bill passed by the House of
Represeritatives, thie bill the Senmite is currently
debating, and other taxes mentioned as a possible
way 10 pay | for heallh care reform ’

* An income surax on taxpayers earnmg more
lhan $500 000 a year,}

. An exc1se tax_on hlgh -cost “Cadillac” health
-insurance plans that-cost more than $8,500 a =
year for individuals or $23,000 for families,?

* An excise tax on medical devices such as wheel-
chalrs, breast pumps, and sxrmges used by dia-
betics for insulin injections,

* A cap on the exclusion of employer-provided
health insurance without offsetting tax cuts,

* Alimit on itemized deductions for taxpayers with
4 (0p income tax rate greater than 28 percent,’
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A windfall prolits tax on health insurance
companies,

A value-added tax, which would tax the value
added to a product at each stage of production,’

An increase in the Medicare portion of the pay-
tolt tax 10 3.4 percent for incomes great than
$200,000 a year ($250,000 for married filers) 8
An excise tax on sugar-sweetened beverages
including non-diet soda and sports drinks,?
Higher taxes on alcoholic beverages including
beer, wine, and spirits,*?

A tax on individuals without acceptable health
care coverage of up to 2.5 percent of their
adjusted gross income,

A limit on contributions to health savings
accounts,

* An 8 percent tax on all wages paid by employers

that do not provide their employees health insur-
ance that satisfies the requirements delined by
the Secretary of Health and Human Services,}

A limit on contributions 1o flexible spending
arrangements,

Elimination of the deduction for expenses asso-
ciated with Medicare Part D subsidies,!?

An increase In taxes on international businesses,
Elimination of the tax credits paper companies
take for biofuels they create in their production
process—the so-called “Black Liquor credit,”
Fees on insured and self-insured health plans,18

A limit or repeal of the itemized deduction for
medical expenses,

16

The Affordable Health Care for America Act, H.R. 3962, § 551.

Americab Healthy Future Act of 2009, S. 1796, § 6001,
ibid., § 6009.

‘Teddy Davis, *Will Obama Tax Your Health Ben:ﬁls’ " ABC News, May 12,2009, at hup llabmews go.com/Politics/Business/

siory?d=75628) 4&pnge=] (November 18, 2009).

. White House Office of Management and Budget, *The President$ 2010 Budgel Summary Tables,” August 2009, Table -2,

at hitp:/fwww. whuzhouse gavlomb/budgellfyzm OIassetslsummuy pdf (Nuvember 18 2009)

at hilp: Hthehill som/Momenews/liouse/62211- hausz-dems—consldenng-wlndjall-projlts lax-on-lusuranu-lnduslry (November

18,2009). - .. --

R ---Lofa Mohtgomery,“Once- Comdei'ed UnlhinkaEIqU.S.-Sales Tax-Gets. I‘ush.Loak, The-Washington. Post, May 27 2009 at—.

* hitp:liwwwwdshingtonpist: tam/wrdyrﬁcam:ndam‘dd2009/05126MR2009052602909 il (Novembeér-18, 2009).

8. Joint Committee on Takation, “Estimated Revenue Effects of the Revenue Provisions Contained in ‘The Patient Protection
and Affordable Care Act,” November 18, 2009, at http://wwwjct.gov/publications.html2func=startdown&4d=3635 (November
19, 2009).

9. Financing Comprehensive Health Care Reform: Proposed Health System Savings and Revenue Options, Committee on Finance, U.S.
Senate, 111th Cong., st Sess., May 20, 2009, at http://finance.senate.gov/Roundiable/
complete%20text%200/%20/\nancing%20policy%20options.pdf (November 18, 2009).

10. Ibid, . ' '

11. The Aflordable Health Care for America Act, H.R. 3962, § 501.

12. Ibid., § 533.

13, Ibid., 5 513.

14. bid., § 332,

15. Ibid., § 534.

16. Ibid., 8 553, 554, 561-563.

17. Katie Howell, "Black Liquor' Tax Credit Restriction Rides on Health Care Bill,” The New York Times, November 4, 2009,
at hup:llv;ww.nyzlmzs.comlgwlr¢1200911 1/04/04greenwire-black-liquor-lax-credit-restriction-rides-on-h-15986.htm! (November
18, 2009).
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¢ A limit on the Qualified Medical Expense
definition,

* Anincrease in the payroll taxes on students,2!

* An extension of the Medicare payroll tax to all
state and local government employees,

* An increase in taxes on hospitals, 23

¢ Anincrease in the estate tax 24

* Increased efforts to close the mythical “tax gap,"?

e A5 percent tax on cosmetic surgery and similar
procedures such as Botox treatments, tummy
tucks, and face lifts,

* A tax on drug companies,

* An increase in the corporate tax on providers of
health insurance,2® and

s A $500,000 deduction limitation for the com-
pensation paid by health insurance comganies to
their officers, employees, and directors.

More to Carae. The full list of taxes proposed to
pay for health care reform is provided because taxes
currently left out of the Senate or House bills could
reappeat at any point. For instance, the tax on cos-
metic surgery listed above (sornetimes called the
“Botox tax") was written off long ago as a laughable

7

" -way to pay for health care reform.-Nevertheless, it- - -

somehow found its way into the current version of
the Senate bj_ll. .

As the legislative process continues and Con-
gress’ desperation to pass a bill increases, it could
propose even more tax hikes to pay for its massive
expansion of government size and power. The Her-
itage Foundation will update this list with each new
proposal.

No Time for Tax Hikes. Raising taxes at any
time is economically harmful, but doing so during a
severe recession is reckless. The higher taxes in the
health care plans would depress economic activity
and delay recovery. When the recovery does (inally
come, it would be weaker than it would have been
without all the tax increases. In the long run, eco-
nomic growth would remain lower because of these
damaging tax increases.

Instead of rushing through a badly conceived
health care bill and raising taxes to pay for it, Con-
gress should focus first on economic recovery by
increasing the incentives to work, save, invest,
and take on new economic risk. Congress can do
so by dropping all talk of tax increases and
extending permanently the 2001 and 2003 tax
cuts.® That is the only way to pull the econom

out of the “Great Recession” ang get unernploye
Americans back to work.

—Curtis 5. Dubay is Senior.Analyst in Tax Policy in
the Thomas A. Roe Institute for Economic Policy Studies
at The Hzmage Foundation.

Oy A, ....._....:... emmee e e e e e

18. jolnt Comrnluee on Taxmon. “Etlmﬁ(ed Rcvtnue Er!ec:s of the Rcvenue Provmons Conmined in H R 3962 chc

“Aflfordable Health Care for America Act,” Scheduled for Conisideration by the House of Representatives,” Novemiber 7,
2009, at http://www jct. gavipublications. html?funcestartdown&id=3633 (November 18, 2009).

19. Financing Comprehenslve Health Care Reform.
20. bid
21. Ibid.
22, vid.
23. Ibid.

24. Office of Management end Budget, “The Ptesidents 2010 Budget: Summary Tables,” Table 5-11.

25. Ibid.
26. Joint Committee on Taxation, “Estimated Revenue Effects.”
27. Ibid.
28. fbid.
29. Ibid.

30. J. D. Foster and William W. Beach, "Economic Recovery: How Best to End the Recession,” Heritage Foundation WebMemo
No. 2191, Januery 7, 2009, at hitp://www.heritage.org/Research/Economy/wm2191.¢fm.
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Arianna Huffington: The Senate Heal_lh Care Bill: Leave No Special ...  hitp://www huffingtonpost.com/arianna-huffington/the-senate-health-c...

January 14, 2010
This is the print preview: Back to normal view »

Arlanna Huffingten

Posted: December 21, 2008 07:16 PM

The Senate Health Care Bill: Leave No
Special Interest Behind

With Monday morning's 1 a.m. 60-40 vole, the Senate's health care bill took another step towards
passage, prompting a fresh round of public celebrations. "I think it's very exciting," HHS Secretary Kathleen
Sebelius told HuffPost. "It's a big day." ’

Even many of those with serious reservations about the bill were slipping on their parly hats. "Make no
misge_k‘e about #," s_ak_i SEIU president Apdy_ _S_;grn. "for working l_\mericans: this vote _sig_n_als_ pror_es§.'_'

And Paul Krugman, while calling the legislation "a seriously flawed bill we'll spend years if not decades
fixing," applauded it as "an awesome achievement." .

This typifies the current thinking of the *Don't let the perfect be the enemy of the good" crowd.
Unforturiately, there are tiree faully premises at work in this ling"of reasoning. First, that those who oppose
werm - 18Dl do SQ because. s not perfect (as opposed,to.becayse It's.a hot health care mess). Second, that

-the._ bill is.- weii,-900d. (as -qpposed, to. a $otal victery for_Pharma and Jhe-iaSurance industry —-.wiirigss. the-
spectacular spike in health care stocks following Monday's vote).

Third Is tﬁe premise that this is as good a bill as we can get right now, and we can elwaya go back and
improve it later.

It doesn't work that way. We heard the same kinds of sentiments about No Child Left Behind when it
passed in 2001. Backers on both sides of the aisle had problems with It, but both sides celebrated It as a
major step forward — and promised to make it better in the future.

"The agreement we reached reflects the best thinking of both sides," said Sen. Joe Lieberman.

"This was a refarm bill. We can't have reform without reaourges, and that will be the next step,” said
Sen. Tom Daschle. ' '

"This is a good bill... And there are going to be many additional steps that will be necessary along the
way, but all of us are committed to following in those steps,” said Sen. Ted Kennedy, the primary
Democratic co-sponsor of the bill. :

But despite the widespread commitment to taking the “many additional steps” needed, the steps were
never taken, the resources were never allocated, the bill was never improved, and, indeed, is now
generally regarded as a disaster (or, as Bill Clinton put it last year, "a train wreck").

In an ominous sign of things to come, Vicki Reggie Kennedy, Sen. Kennedy's widow, made many of the
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same arguments that were used in support of No Child Left Behind in her Washinglon Post op-ed
promoting oassage of the current health care bil.

It's a moving piece of writing — and nobody doubts her late husband's heartfelt dedication to health care
reform. But nobody doubted his dedication to education reform, either.

If the miserable Senate health care bill becomes the faw of the land, it's only going to encourage the
preservation of a hideously broken system. Just how broken the system Is is summed up In the fate of
Byron Dorgan's drug re-impartation amendment.

This is an idea that Obama co-sporisored when he was in the Senate and unequivocally champloned on
the campaign trail: "We'll aliow the safe re-importation of low-cost drugs from countries like Canada.”

But when Dorgan introduced an amendment that would do just that, the White House, sticking to the
deal it made with the pharmaceutical industry, lobbied against it -- and the commissioner of the supposedly
non-political FDA Just happened to release a letter citing "significant safety concerns™ about all those

dangerous drugs from Canada. Big Pharma's many congressional lackeys trumpeted the letter and the
amendment was killed.

But that didn't stop David Axelrod from insisting in an interview with John King this weekend that “the
president supports safe re-importation of drugs into this country. There's no reason why Americans should
pay a premium for the pharmaceuticals that people in other countries pay less for."

No reason other than our broken system surrendering to the special interests.

From start to finigh, the insurance and drug industries -- and their army of lobbyists — had control over
the process that resulted in a bill that is reform in name only. The postmortems of how they pulled it off
have already begun. On Sunday, the Chicago Tribune published an exhaustive fronf-page analysis by
Northwestern University's Medill News Service and the Center for Responsive Politics of how it was done.
Trie main culprit’ "a revolvig door betwéen Capitol Hill Staffers and -Iobbying jobs for corhpariles with a
stake in health care legislation."

- The studyfound that-13 former congressmen and 166 congressional-staffers were -actively engaged in
lobbying their former colleagues on the bill. The companies they were working for — some 338 of them --
spent $635 miliion on Iobbylng Itwas money extremely well spent - delivering a bilj that, by forcing pegple

... ....to:buy.a shoddy: praduct Jn a_markeuvlth m.rechompetltlgn enshrmes mto_ law. the publlc sub§ldy of .o ...
' - private’ proﬁt -
As we approach the end of Obama's first year In office; this public subsidizing of private profit Is
" becoming something of a habit. It Is, alter all, exactly what the White House did with the banks. Just as he
did with insurance companies, Dbama talker tough to the bankers in public but, when pueh came to sheve,
he ended up shoving public money onto their privately-held balance sheets.

This is not just bad policy, it's bad politics.

Sharp-eyed opponents are: already selzing on the opportumty to rebrand Obama and the Democrats as
the party behdlden to speclal interests.

Sunday night, just before the post-midnight vote was taken, John McCain took to the Senate floor and,
hearkening back to his days as a crusader far campaign finance reform, lambasted Obama and the
Democrats' "negotiations with the special interests," adding: "We should have set up a tent out in front and
put Persian rugs in front of it. That's the way that this has been conducted. So the special inleresls were
taken care of, then we had {o take care of special senators."

This kind of populist rhetoric resonates with voters across the board, including independents. If
Democrats cede this turf by celebrating a bill that is a victory for special interests and special senators,
Iook ror a Iot more of this kmd of rhetonc in the run-up to 2010.

Presldent Bush brought us preemptlve waer. Presldent Obemas speclalty saems to be preamptiva
comprothiso, He gave the farm away to Pharma, ahd then had to keep on giving when Lieberman, Nelson,
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and the other industry-backed Senators came calling.

There are many reasons for hoping the current Senate bill doesn't become law. But the biggest reason
of ali is the desperate need for a DC pattern interrupt. The desperate need to draw a fine In the sand
against the continued domination of our democracy.— and the continued undermining of the public interest --
by special interests. :

Books & More From Arianna Huffington

Follow Arianna Huffington on Twitter: www.twitter.com/ariannahuff
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'Special interests' on both sides in health fight

Obama's nailed down agreements with deep-pocketed drug makers

The Assoclated Press
updated 3:34 p.m. ET,Wed., Aug 19, 2009

WASHINGTON - As public pitchman, President Barack
Obama accuses specilal interests of fighting to block
his health care overhaul. "They run their ads. And

let's face it, they scare people,” he told one weekend
audience.

Yet Obama has spent months assembiing a formidable
lineup of special Interests of his own, an essential
element of a plan to remake the health care system
and succeed where President 8ill.Clinton memorably

1a||ed

"We have the Amerlcan Nurses Assoclallon we have
the American Medical Association on board," Obama

. tald the weekend crowd'in Grand.Junction, Col, “We .
have an agreefnent from drug companies to make
prescﬂpllon drugs.more affordable’ for seniors. .

The AARP supports Yii§ poli

oAt s ¥ o2

s gt

RN LY

ln the'parlance &7 Wasﬁlnglbn 1ha urunmzaltorfs on
" botti sides are specia} Interasts — the ineurdnce
industry and business groups strongly’ opposed to t
he direction health care legislation is faking in
Congress, as well as the groups of doctors, nurses,
drug makers and labor unians working to pass an
overhaul despite any misgivings they may have.

Part of the permanent landscape in the capital, titey all
lobby Congress and federal agencies on the issues
they care most about. Many purchase poRtical ads In
carnpaign season ar try {0 tum out theit own
meowerships to votoe for preferred candltiates. They
have enormous sums at stakes in the outcoms of the
struggle over Obama's proposed remaking of the
health care system.

T.ake just two:

What's the difference?

"They're stakeholders when they're with you, and
they're interest groups when they're against you,”
Mary Matalin, a Republican, sald recently, a tongue-
in-cheek explanation that hints at the unappealing
aroma assoclated with lhe label “special interests.”

White House spokesman Robert Gibbs seemed to
understand as much when he said the administration
is benefiting from the help of “interest groups,”
avolding the more unsavory term “spaclal interests.”

“It'd be sort of odd to go to a town hall meeting and
rail agalnst Interst groups thial are-eupporting
relérm ... who hdve acknowlodged that it's timd fof
health care reform,” he sald. The president's criticism
is aimed at “interest groups that are aligned 1o keep
the s'gatus quo either.bacause it benefits them or they
have a vésted interest.”

.Eager to succeed where Clinton faded
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Obama nailed down agreements with
deep-pocketed drug makers and others.
The effect was not only to secure allies
who could pay for grass-roots and
advertising campaigns but also to drive a
wedge between Republicans and

organizations that have supported them
in the past.

Despite the obvious turbulence surrounding Obama’s
proposals, there Is evidence the stralegy I8 working.
GOP discomfort was obvious when Rep. John
Boehner, the House Republican leader, accused the
drug Industry of tryiny tb protect its own profits by
“"cutting s deal with {he bully" on health care.

it marked a turnabout from the days when
congressional Republicans recaived two-thirds of the
political contributions haitded out by thé = -
pharmaceutical industry.

" *'Ken Johnson, a senior vice president al PARMA, -

sought the high ground In responge. “We have besn

. working diligently for more ihan a yedr to advance

blpurtlsan health CAré reform.

proud of ihosﬁe

‘cord principfes"

The drug makers went first in making a
deal with the White House, agreeing lo
pick up $80 billion in-additional costs over
the next decade to help defray the
expenses of the legislation.

The American Hospital Association agreed o
shoutder an additionat $155 billion.

In exchange, both won assurances the-White House
would protact them against atiempts In Congress to
seek additional cuts in their projected Medicare and
Medicald payments.

The American Medical Assaciation's key Issue was

differsnl. Doctors hope the legisiation will allow them
to avoid a fooming 21 percent cut in payments under
Medicare. The cost to the government for that would
be about $230 blillon over @ decade.

Obama also agreed to require Individuals to purchase
Insurance, reversing a position he held during his
campaign. "My thinking on the issue of mandates has
evolved. And i think that thet Is typical of most people
who study this probiem deeper,” he sald.

It was a bow to the special interests -~ some now with
Obama, others not — that suddenly opaned up the
possibility of millions of new customers with '
Insurance to help pay for their health care.

Copyright 2009 The Associated Press. All rights
reservad. This material may not be published,
broadcas!, rewritlen or redistributed.
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White House deal with drug firms draws flak

An $80-billion pact with the pharmaceutxcal industry intended to advance the
administration's healthcare reform goals has instead created confusion and
discord.

By Tom Hamburger
August 14, 2009

Reporting from Washington

An $80-billion deal with the drug industry that th
White House thought would add momentum to its
campaign for national healthcare reform has
instead provoked a political tempest, frustrating :
and bewildering some of the presidentsmost  peylace your old.windows.and save big money
important allies. :
As complamts rolled.in, the.administration offered
varying, sometimes contradlctory explanations of
the deal. )
N U I T . (AN, S A S S S M C e - ——
e hédid a lot of conﬁxsmn dbiout what wis *‘MM—”_L“MMJM
agreed to," said Rep. Henry A, Waxman
(D-Beverly Hills), chairman of the House Energy [§
and Commerce Committee, who wrote healthcare :
legislation that would impose more cost on the mdustry than thal contained in the White House
agreement.

Under the deal, the Pharmaceutical Research and Munufacturers of America, or PARMA, agreed to
provide $80 billion in cost savings over 10 years. It also promised to promote healthcare reformin a
multimillion-dollar ad campaign. In return, the White House agreed to consider the $80 biilion as a cap
on PhRMA's costs in the overhaul legislation, In addition, the White House agreed not to require
rebates on sales of commonly prescribed drugs to patients enrolled jointly in Medicaid and Medicare.

Separately, the White House told PhRMA executives that legislation the industry has long opposed to
permil importation of cheaper drugs from Canada and Eurnpe would probably not be necessary if a
healthcare overhaul bill passed.

The drug industry's chief lobbyist, PhRMA President W.J, "Billy" Tauzin, said the unwritten
agreement was reached with Democratic Sen. Max Baucus of Montana, chairman of the Senate

1of3 114/2010 12:11 PM
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Finance Conunittee, and was closely monitored and "blessed" by the White House.

Since the agreement was announced June 20 -- with President Obama saying, "We are at a turning
point in America's journey toward healthcare reform” -- critics from the left and right have criticized
the accord. Business and conservative interests are angry that one of their most important traditional
allies -- PhRMA -- is now working with Demacrats to build support for the president's plan. Liberals
say Obama gave away too much to the industry.

House Speaker Nancy. Pelosi (D-San Francisco) said wryly that she thought if PARMA agreed to $80
billion in savings, it was likely that real savings could probably be twice that amount. She suggested
that the House might not honor the White House-PhRMA-Senate deal. Sen. Bernie Sanders (I-Vt.)
said that when he read news accaunts suggesting that the White House had told PhRRMA it would not
pursue Canadian drug importation, he sought and received assurances from White House Chief of
Staff Rehm Emanuel that there was no such deal.

After that conversation, however, White House healthcare spokeswoman Linda Douglass confirmed to
reporters that the White House had discussed the importation provision with worried drug company
executives, telling them that "health insurance reform that lowers costs, including pharmaceutical
costs, would probably make such legislation unnecessary." Sanders views that as a dubious assumption
and says he intends to continue to pursue the provision.

Waxinan became conoerned about other reparts of what was in the agreement, in part because he
feared it might underinine aspeots of his healthcare bill. In an interview this week, he expressed alarm

.about Tauzin's claim -- since revised -- that the deal included a promise not to have Medicare seek

further drug price discounts.

-"It's ridiculous to have a-program in which Medicare spends-millions-of dollars with drug companies as

a c.ustomer and does not get a better deal on pharmaceutical prlces, Waxman said.

S -Aﬂer ﬁrst declmmg to comiment;t! rthe W=h1te HduSe now says the -topic- ehd-not expllently come-up in- -

disclissions with the ifidustry.

"] think a lot of people in the room walked away with a different understanding of what was agreed
t0," Waxman said.

Tauzin, a former congressman from Louisiana, believed that he had an understanding that there would
not be negotiations over Medicare drug prices in the future, Currently, government negotiations for
lower prices are banned in the Medicare Part D program under a "noninterference” clause that the
industry lobbied for several years ago.

This week, Tauzin's top aide at PARMA, Ken Johnson, reiterated that view but said it was time to stop
puhhic diecussions ahout whether it came up in the closed-ddor White House meetings.

From the time the industry wns first asked to participate in crafting healthcare overhaul legislation,
Johnson said that Tauzin told everyone: "We'll do everything we can to help. But we will not support
price controls, because they will hurt patients by drying up research and development needed to find
new cures, and they will kill jobs in a very fragile economy."

Tauzin thought the White House and others understood that meant there would be no change in the

1/14/2010 12:11 PM
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government prohibition on price negotiations for drugs. "We thought there was an underlymg
assumption on that key point," Johnson said.

At this stage, he added, "it's counterproductive to keep talking about it."

tom.hamburger@latimes.com
Copyright © 2010, The Los Angeles Times
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Script: Petson 1: “Thank you, Bill Halter. Thank youl”

Announcer:  “While millionaire Bill Halter was a highly paid director of.a US company, they
exported American jobs to Bangalore, India,”

Person 2; “Bangalore nceds many, many jobs. Thank you, Bill Halter.”
Announcer:  “With almost 65,000 Arkansans out of work, we meeds jobs, too.”
Person 3: “Thank you, thank you, Bill Halter!”

Announcer:  “Baangalore says tharks, Bill Halter. Arkansas, tell Bill Haiter thanks for nothing.
Americans for Job Security is responsible for the content of this advertising.”

Graphic: Tell Bill Halter: Support Atkansas jobs, fiot jobs in India
Call (501) 682-2144

Exprese Advocacy Analysis: As can be secn, this communication does not contain any terms that
expressly advocate the election or defeat of any cleatly identified federal candidate, and, therefore,
does not constitute express advocacy under 11 C.FR § 100.22(n). See Buckley, 424 U.S. at 44 . 52.
Also, this communication does not constitute express adv_ocacy under 11 C.FR. § 100.22(b).
The issues discussed in this advertisement pertain to job creation and outsourcing, issues central to
AJS’s mission. The jssues of job creation and outsoutcing were topics of debate in Arkansas and
across the country at the time this communication aired. The issue of notsourcing jobs was a
sérious issue, and one that as Lieutenant Governor of Arkansas, Bill Halter was in a position to
affect in Arkansas. The communication specifically requests that the viewer contact Bill Haltee to
discuss these issues. See MUR 5634 OGC Report # 2 ac 16. Moreover, the communication docs not
tefer to Lt. Governor Halter as a candidate, reference an election, or exhort the public to campaign
for or contribute to his opponent. &.-_g 72 Fed. Reg. 5604.. Accordingly, the communication does not
contain an electoral portion that is unmistakable, unambiguous and suggestive of only one meaning

and does not constitute cxpress advocacy under 11 CF.R. § 100.22(b).

AJS000054



DT 0N D £ 0 Pl

Functional Equivalent Analysis: This communication also qualifies for the safe harbor under 11

C..F.R. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to '

vote for or against a clearly identified federal candidate. First, it does not mention any election,
candidacy, political party, opposing candidate, or voting by the general public. Second, it does not

take a position on Lt. Governor Halter’s character, qualifications, or fitness for office. Third, it

focuses <;_n jobs and autsourcing — legislative and executive issues — and urges the public tp adopt

a particular position and contact Lt. Governor Halter with respect to these issues. 11 C.F.R.§
114.15(b).

Even if the communication did not qualify for the safe hatbor, it is still a permissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, there is no indicia of express
advocacy because the communication does not mention any election, candidacy, political party,
opposing candidate or voting by the general public and takes no position on any candidate’s or
officeholder’s character, qualiﬁcationsbt fitness for office. Id. § 114.15(c)(1). The communication
includes courent that would support a detennination that it has an interpretation other thaa as an
appeal to vote agaiast Lt. Governor Halter because it focuses on public policy issucs, urges the
puhlic to contact hic about the issue, and includes a call to action nrging something other than
voting for or against ot conuiSuting to Lt. Governor Halter — namely, to call him. § 114.15(c)(2).
The balancing test in § 114.1.5(c) clearly indicates that this is a permissible electioneeriog

communication.
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mplai munication
Script: Announcer: “Arkansas families are struggling — thousands out of work. Politicians? They
say one thing and do another. Bill Halter says he has never outsourced Ametican jobs. But the facts
tell a different story. When hc was a highly paid corporate director, his company outsourced jobs to
India. Those jobs could have boosted a community here in Arkansas. But all they boosted was Bill
Halter's compaay’s bottom line.”

“Call Bill Halter. Tell him to support policies for job creation here in America. Americans for Job
Security is responsible for the content of this advertising.”

Graphic: Call Bill Halter at (501) 682-2144 and tell him to support policies to create jobs in America.
Express Advocacy Analysis: As can be seen, this communication does not contain any terms that
expressly advocate the election or defeat of any cleatly identified federal candidate, and, therefore,
does not constitute cxpress advocacy under 11 C.F.R § 100.22(). See Buckley, 424 U.S. at 44 n. 52.
Also, this communication does not constitute express advocacy under 11 C.F.R. § 100.22(b).
The issues discussed in this advertisement pertain to job creation and outsourcing, issues central to
AJS’s mission. The issue of job cxea.tion was a topic of debate in Arkansas and across the country at
tht;. time this communicadon aired. The issue of outsourcing jobs was a serious issue, and onc that
as Lieutenant Governor of Arkansas, Bill Halter was in a position to affect economic development
policy in Atkansas. The communication specifically requests that the viewer contact Bill Halter to
discuss these issues. See MUR 5634 OGC Report # 2 at 16. Morcover, the communication: does not
refer to Lt. Governor Halter as a candidate, reference an election, ot exhort the public to campaign
against him or contribute to his opponent. See 72 Fed. Reg: 5604. Accordingly, the communication
does not con.'\tnin an electoral portion that is unmistakable, unnmbigl;ous and suggestive of only one
meaning and does not constitute express advocacy under 11 C.F.R. § 100.22(b).
Functional Equivalent Analysis: This communication also qualifics for the safe harbor under 11 -
C.FR. § 114.15(a) because it is susceptible of a reasonable interpretation other than as an appeal to
vote for or against a clearly identified federal candidate. First, it does n<.>t mention any election,

candidacy, political party, opposing candidate, or voting by the general public. Second, it does not
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take a position on Lt Govemor Halter’s character, qualifications, or fitness for office. Third, it
focuses on job creation and outsourcing — legislative and executive issues — and urges the public
to adopt a pa:tic.ulzu: position and contact Lt. Governor Halter with respect to these issues. 11
C.FR. § 114.15(b).

Even if the communication did not qualify for the safe harbor, it is still a permissible
electioneering communication under 11 C.F.R. § 114.15(c). Here, thete is no indicia of express
advocacy because the communication does not mention any election, candidacy, palitical pany,
opposing candidate or voting by the gencral public and takes no position on any candidate’s or
officcholder’s character, qualifications or fitness for o_fﬂce. Id. § 114.15(c)(1). The communica_u'on
includes content that would support a determination th;lt it has an jnterpretation other than as an
appeal to vote against Lt. Governor Halter because it focuses on pubﬁc policy issues, urges the
public to contact Lt. Goveruor Halter about the issue, and includes a call to action urging something
other than voting for ot against or contributing to Lt. Govemnor Halter — namely, to call him. §
114.15(c)(2). The balancing test in § 114.15(c) clearly indicates that this is 2 permissible

electioneering communication.
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Beware: Your Customers Oppose Outsourcing

Gallup finds that nearly 80% of Americans think that outsourcing is bad
for the U.S. economy -- and not just because of the loss of jobs

by Bryant Ott

Outsourcing American jobs to countries like India and China has been a polarizing issue
ever since U.S. companies started shipping different parts of their business processes
overseas to capitalize on the differences in labor costs. Businesses of every size, including
the U.S. Chamber of Commerce, report multiple outsourcing success stories and
expound the benefits of transforming the U.S. economy by creating new trade markets
and by sending work overseas.

However, most Americans are more wary
of the practice. The majority of Americans
say that outsourcing is bad for the U.S.
economy. They also report extreme
concern with multiple aspects of call
center outsourcing specifically, including _ : :
the ability to communicate effectively with outsourced customer service
representatives. S

Simply put: American executives should be aware of the fact that, regardless of what
their companies think of outsourcing, the vast majority of their customers aren't keen on
it. '

Bad for the U.S. economy?

Gallup asked more than 39,000 members of its probability-based household panel,
which is representative of the U.S. adult population, the following question:

There has been some discussion recently about "outsourcing," which is when
American businesses hire workers in other parts of the world in order to save money.
Which comes closer to your view . .. Qutsourcing is bad for the American economy
because it sends good jobs oveérseas, or, outsaurcing is good for the American
economy because it keeps the cost of goods and services down?

Based on this definition of outsourcing, 77% of Americans say that outsourcing is bad for
the U.S. economy. Thirteen percent of the public says that outsourcing is good for the
American economic system, while another 10% say they don't know if outsourcing is
good or bad.
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Certain subgroups of the American public are more likely than others to say that
outsourcing is bad for the U.S. econony. Negative opinions about the impact of
outsourciny on America increase witit age, and positive opinians ineroase with education
levels, Also, Republicans aro nore than twice as likely as Demaarats to say that
outsourcing is good for the U.S. economy.

Outsourced service not foreign to Americans

An increasing number of industry sectors participate in outsour'cing. Whether they are

specialized manufacturing workers or general customer service representatives,
employees from multiple areas of the U.S. workforce are having their job responsibilities
outsourced. The publie recognizes the changing tides, particularly with respect to call
centér representatives: Nearly 90% of Americans say that call center representative
outsourcing has increased in the past five years.

Call centers aren't the only parts of businesses being sent overseas, but the interaction
with customer service associates might be Americans' most likely experience with the
effects of outsourcing. Most Americans (90%) say they have called a company's
customer service center to get help with a product or service or with a question related
to billing. Of those who have called for assistance, 86% say that when they called a

-customer service center to ask a question or to get help, they believed that they were

talking with a representative who is based outside of the United States.
Concern about communication |

A majority of the public says that the outsourcing of U.S. jobs is bad for the nation's
economy because the practice sends good employment opportunities from the United
States overseas. However, other aspects of call center outsourcing are of even greater
concern to Americans.

Gallup asked its panelists who said they have called a company's eustomer service
center far help at least once this hypothetical question: "If yau called a customer
service cenier and you knew you were speaking to a representative based outside the
United States, how concerned would you be about each of the following?"
Respondents answered using a scale of 1 to 5, with 1 beibg "not at all coneerned" and 5
meaning "extremely concerned.”

The results indicate that while half of the public is extremely concerned about the
outsourcing of quality U.S. jobs overseas, Americans are more concerned with possible
communication problems with customer service centers.

Specifically, more than two-thirds of Americans (68%) say they would be extremely
concernad with their own ability to understand the customer sarvice representative on
the other end of the phone, Similarly, a nearly identical percentage of Americans (67%)
indicate extreme concern with their own ability to communicate with the call center
representative.

More than half of the public (55%) is extremely concerned about outsourced customer
service associates' abilities to keep callers' personal information private, Nearly half of
Americans say they are extremely concerned about foreign representatlves knowledge
levels (48%)
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A FAILURE TO COMMUNICATE?

Gallup asied respondents this hypothetical question: “If you called a custamer
servica center and you knaw you were speaking to @ representative-besad otitside
the linited States, how concerned would you be abolit each of the folowing?” The

results Indicate that Americans are more concerned about communicating with
customsr sarvice representatives (67%%) or being able to understand them (68%)
than they are about the outsourcing of U.S. jobs overseas(S0%).

o GEVELOECONGERN
[Extrematy concarned:

Source; Gallup I " Graghic by Tommy McCall

Implications for businesses

Companies that outsource some or all of their customer service operations or those that
are considering sending this kind of work overseas might not be surprised that their
customers care more about their ability to communicate with customer service
representatives than about the fact that jobs are being sent outside the United States.
This is because a vast-majority of respondents say they've called a customer service
representative to have their questions answered and problems solved, while many
ecertomists estimatie that the jobs lost ta outsourcing represent a small percentage of the
total jobs in the U.S. economy.

According to public opinion, ensuring that customer service professionals are able to
properly communicate with customers and take care of their needs -- regardless of
whether they're in Indianapolis or India -- should be the greatest concern to businesses
that currently or prospectively outsource work overseas. Americans' concerns about
communicating effectively with customer service associates are probably more
applicable to their daily lives than the overall business strategy of outseurcing, but that
doesn't mean Americans are not concerned about sending U.S. jobs overseas. :

So, according to their customers, companies face multiple challenges: convincing the
public that outsourcing is the right thing to do for their business and reinforcing their
decisions with positive results, such as quality communication between customer service
call center associates and their consumers.

Bryant Ott is a writer and editor for Gallup.
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Americans Increasingly Concerned About
Outsourcing Personal Data, Survey Reveals

BY: News Report | June 8, 2006

A new survey spensored by global law firm ,

White & Case LLP, and developed by independent privacy think tank

Ponemon Institute, found that the majority of American consumers do not want US companies sharing
personal infonmetion with outseurcing companles oversees.

Fifty-one percont of those US adults surveyad said that they did not want a US erganization to send
sensitive personal information such as social security or driver’s license numbers to a local company in
another country. Opposition was higher when it came to sharing even more sensitive information: 60
percent didn't want their credit or debit card account numbers shared with an offshore company; 64 percent
opposed having their amployee records shared; 73 parcent opposed having their banking or home
mortgage Information shared; and a whopping 83 percent opposed having their health records shared with
a local company in another country,

"That co many Araericaris ere gencerned abeut sensitive persenal deta gaing overseas isn't aurprising
given the arowing threat nf identity theft and general misperceptions about outsourcing itself," said White &
Case partner Steve Betensky, who regularly advises companies on outsourcing issues. "But what makes
this so challenging for US companies is that while consumers don't want their information sent oversaes, 73
percent of US adults surveyed also said they are unwilling to pay higher prices for praducts or services if
that would ensure that their personal information would not be outsourced offshore."

Betensky adds that the problem Is further compounded by the fact that 82 percent of survey respondents
felc that new US regulallens were needed to ensure thet offshore companies had adequate security and
privacy safeguards in place — despite the fact that many industriss such as healthcare and financilal
services are already strongly regulated.

"When customers aran't willing to pay more far sacurity safeguards, they automatically turn to governmant
for relief. That leads to increased regulations, which genserally leads to higher costs for companies in order
to comply or risk fines. So the real message | take away from this survey is that companies better be
prepared to pay more one way or the other. The best thing that companies can to do is negotiate their
outsourcing contracts carefully so that the offshoring entity assumes some of the risk and costs associated
with privacy safeguards and takes responsibility for ensuring that those privacy safeguards are effeclive,”
said Betensky.

Larry Poneman, CEO ahd founder of Poneman Institute, seid that tho stirvdy also revealed thet Americans
do net view all counlries equally when it comes to offshering. When aeked te salect from 47 countries where
outsourcing aparatinns occur, US adults felt most comfortahle with Canada, lreland and Indla, giving them
highest overall trust rankings with respect to local companies taking steps to protect or safeguard personal
information. Phllippines. Mexico, Haiti and Russia received the lowest trust rankings.

"Those statistics seem to confirm what we see in the global market place. india and lreland have
increasingly become some of the most attractive places for outsourcing ventures -- not cnly due to a well-
educated workforee and lower salaries, but because those jurlsdictions have madé an eotive effort to
establish strong regulations when it comes fo outsourcing issues, including privacy," said Poniemon.

The study randomly surveyed 11,729 US adults via the Internet. In total, 1421 respondents completed the
survey during en 8 day-research period. Of those, 127 were rejected becausa of incomplete or inconsistent
reSponses -- results were thus drawn from a total of 1,294 people from every region of the United States.
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PR Newswire

Survey Finds Americans Increasingly Concerned About
Outsourcing Personal Data

Up to 83% of Respandents Don't Want Sensitive Data Sent Off Shore

NEW YORK, June 6 /PRNewswire/ ~~ A new survey sponsored by global law
firm White & Case LLP, and developed by independent privacy think tank
Ponemon Institute, found that the majority of American consumers do not
want US companies sharing perscnal information with outsourcing companies
overseas. !

Fifty-one percent of those US adults surveyed said that they did not
want a US organization to send sensitive personal information such as
social security or driver's license numbers to a local company in ancther
country. Opposition was higher when it came to sharing even more sensitive
information: 60 percent didn't want their crodit or debit card account
numbers shared with an offshore company; 64 percent opposed having their
employee records sharéd; 13 percent opposed having their banking or home
mortgage information shared; and a whopping 83 percent opposed having their
health records shared with a local company in another country.

"That so many Americans are concerned about sensitive personal data
going overseas isn't surprising given the growing threat of identity theft
and general misperceptions about outsourcing itself,” gaid White & Case
partner Steve Betensky, who regularly advises companies on outsourcing
issues. "But what makes this so challenging for US compenies is that while
consumers don't want their information sent ovarsees, 73 peraent of US
adults surveyed also said they are unwilling to pay higher. prices for
products or services if that would ensure that their personal information
would not be outsourced offshore."

Betensky adds that the problem is further compounded by the fact that
82 percent of survey respondents felt that new US regulations were needed
to ensure that offshore companies had adequate security and privacy
safeguards in place -- despite the fact that many industries such as
healkthcare and financial services are already strongly regulated.

"When customers aren't willing to pay more for security safequards,
they automatically turn to government for relief. That leads to increased
regulations, which generally leads to higher costs for companies in order
to comply or risk fines. So the real message I take away from this survey
is that companies better be prepared to pay more one way or the other. The
best thing that companies can to do is negotiate their outsouzcing
contracts carefully so that the offshoring entity assumes some of the risk
and costs associated with privacy safequards and takes responsibility for
ensuring that those privacy safeguards are effective," said Betensky.

Larry Ponemon, CEO and founder of Ponemon Lnstitute, said that the
survey also revealed that Americans do not view all countries equally when
it comes to offshoring. When asked to select from 47 countries where
outsourcing operations occur, US adults felt most comfortable with Canada,
Izreland and India, giving them highest overall trust rankings with respect
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to local companies taking steps to protect or safeguard personal
information. Philippines, Mexico, Heiti and Russia received the lowest
trust rankings. '

"Those statistics seem to confirm what we see in the global market
place. India and Ireland have increasingly become some of the most
attractive places for outsourcing ventures -- not only due to a
well-educated workforce and lower salaries, but because those jurisdictions
have made an active effort to establish strong regulations when it comes to
outsourcing issues, including privacy," said Ponemon.

- The study randomly surveyed 11,729 US adults via the Internet. In
total, 1421 respondents completed the survey during an 8 day-research
perlod. Of those, 127 were rejected because of incomplete or inconsistent
responses -- results were thus drawn from a total of 1,294 people from
every region of the United States. '

A complete copy of the survey can be obtained at
http://www.whitecase.com/outsourcingandprivacy

About White & Case

White & Case LLP is a leading global law firm with nearly 2000 lawyers
practicing in 36 offices in 24 countries. White & Case's Privacy practice
operates at the forefront of privacy issues and data protection laws. We
advise clients on how to adopt sound privacy practices, avoid privacy
risks, and protect their competitive advantege, including in relation to
develaping outsourcing coatracts and policies. We also represent clieats in
privaocy- related litigation. Each year we host an annual Global Privacy
symposium, write articles and publish or sponsor surveys related to complex
privacy issues. Visit http://www.whitecase.com.

About the Ponemon Institute, LLC

Ponemon Institute is a "think tank" dedicated to advancing responsible
information management practices in business and government. To achieve
this objective, Poncmon Institute conductes independent research on privacy
and information security, educates leaders from the private and public
sectors, and verifies the privacy and data protection practicee oi
organizations. The Institute is headquartered in Michigan. For more
information, visit http://www.ponemon.org or contact (880) 887.3118.

SOURCE White & Case LLP

Back to fop

Find this 5rticle at:

httpJiwww . prnewswire.com/news-releases/s urvey-finds-americans-increasingly-concerned-about-outsourcing-personal-data-

65946747 htm|

Check the boxto include the list of links refarenced in the article.
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i (0s122106) -Outsourcing of Jobs [s Top Concern in U.S,

(Angus Reld Glabal Scan) ~ Many Americane are preoccupied with the pr
using lass expensive labourers in forelgn countdes to do work previously
@ higher costIn the Unitad States, according to a poll by Greenberg Quin!
Rosnar Research and Public Opinlon Strategies for National Pubtic Radi
centof respondents sre wonled sbout globa!l economlio-zompelilion and

outsourc

(Angus Reld Global Scan) - Many Americans are preoccupled with the practice of using less expensiv
labourers In forelgn countries to do work previously done at a higher cost in the United States, accordii
poll by Greenberg Quinlan Rasner Regearch and Public Oplnion Strategies for Nataonal Public Radio.
cent of respondents are worrled about globa! economic compaetition and the outsourcing of American §

The Iraq war and continuing violence batwaon religious graups in (e cetinryis second oa tha list witr
cont, followed by Irn 1egiaiing inlemafional presgure and working to dewtep nuctear weapons with 2-
fllegal iImmigration with 14 per cent, and te foreigh awnemnship of U.S. port opamtions and lack of attar
homeland gecurify with 11 percent

On Mar. 3 In Indls, Bush discussed the iImpact of globalization, gaying, “Paople do lose Jobs (...) and It
for those who lose Jobs. But the fundamental question is, how does a govemment or society react to.t
It's basically one of two ways. One s to say, losing Jobs ia painful, therefore, leta throw up protactionis
And the other s to say, losing Jobs Is psinful, so let’'s make sure people are educated so theycan fill I}
the 218t Century. And let's make sure that there's pro-growth aconomic policies in place. Whatdoes t
mean? That means [ow taxas; it means |ess regulation; it means fawer lawsuils; it means wise energ

Polling Dats

| want you to think about some things that happening in the wor!d that could impact things here in Ame
Plaaso tall me which concems you the most.

' Globa! aconomic competition and 26%
i the outsouraing of American jobs

Iraq war and continuing Violence 23%
betwoen religious groups

Iran reslsting international pressure and 21%
working o develop nuclear weapons

}..._ r—n -

| Megal Immigration 14%
Forelgn ownershlip of U.S. port operations . 1%
and lack of attention to tomatand gecuriy

Source: Greenbarg Quinian Rosner Research /Public Opinion Strategles/ National Public Radlo
Methadology: Telophone interviews with 80O registered American voters, conducted from Mor. 12 to Me
2008. Margln of erroris 3.5 per cent.
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Barack Obama raises outsaurclng bogie, calls
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Barack Obama reiterates outsourcing
concerns, asks US firms to bring jobs
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Tags: unemployment | Outsourcing | Nasscom | Michael Dell | HCL Technologles | Dell Inc | B:

US Presldent Barack Obama once again raleed concemns on outsourcing, calling out to US firms
Jobs back home, during his final State of the Unlon speach before the Novamber elections.

Obama's speech comes at a time when the US has been battling with stubbom unemployment
continues to hover around 8.8% and sluggish economic growth. Though the President primarily re
manufacturing jobs in hle speach. he siso sald increasing adoption of technology had led to jeb k

Ads by Google

IT Outsourcing Costs

CIOs on Innovation & Outsourcing Jain the Discussion on Hidden Costs
www.enterprisecioforum.com

_Study Bioinformatics

Earn your Molecular Biotechnology Master’s from George Washington U!
NearYou.CWU.edu

“Let's remember how we got here. Long hefore the recession, jobs and manufaciuring began leav
shores. Technology made businesees mars efiiclent, but also made somae jobs obsalete,” he sait
sald companies creating jobs would be Incentiised while those mwng Jobs overseas would not ¢
deductions.

“Woe will not go back to an economy weakened by outsourcing, bad debt, and phoney financial pi
Tonight, | want to speak about how we move forward, and lay out a blueprint for an economy that'
last - an economy built on American manufacturing, American energy, skllls for American worker
renewal of American values,” he sald.

_Nasscom seid despite rhetoric, US continues to face a shortage of skilled technical staff - a trigg

offshore outsourcing of software coding and computer hardware management Jobs.

“Nagscom has always maintgined that 3%-4% unamployment in the technology sector means 8
and a crilical thome of the President's speech comoborated this thinking,” Nasscom President St
said,

*The US economy has been going though challenging times. We are hopeful that positive moves
rebullding America will bring In desired results. The Indlan T industry has baen contributing subst
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build innovation in the US economy,” he added.

America's top CEOs such as Michael Dell, the founder of computer maker Dell, say they will con
axpand overseas. ’

“America has about 4 % of the world’s populstion. So, we have & desire to sell to 100% of the wo
population, That means 88% of our customers are outside the United States. We say look we an

“ whera the customers are. indla Is a huge market for us; growing fast, great success. Chinals at

for us. We are going where the customers are. And that's a gaod thing," the founder of Dell Inc, A
said in an intendew to ET earller this month. .

On thelr part, indian teoh irms have been increasing proportion of local staff in the US. HCL Tech
said it will create 10,000 jobs in US and Europe within next five years.
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Trade Winds: Which Way Is Public

Opinion Blowing?

By Karlyn Bowman and Andrew Rugg

Plagued by slow economic growth and high unemployment, the Obama administration has been rechinking its
stance on trade. Adminiscration officials are erying w move the Suuth Korea free tvade agreement forward,

and Republicans in Congress see an opportunity to push for agreements with Colombia and Panama as well.
Does this enthusiasm from policymakers match the public mand? In tough economic times, Americans are loss
disposed w0 favor free trade, bt they recognize the benefits of an integrated global economy. This Outlook offers
a comprehensive new look at American aciitudes oward trade.

At a breakfast organizad by Bloomberg News in
early February, newly mince? Obama chief of sraff
William Daley told the assembled reporters, “We
want Korea,” referring to the long-delayed trade
pact. Daley was reinforcing words President Barack
Obama used in his State of the Union speech, when
he asked Congress to pass the Korea free trade
agreement (FTA) “as sobn a5 possible.”! Later in
Febtuary, at a speech to the Chamber of Comnwrce,
the president declased his inention to seek new
opportunities to open markets and promote US
expart=? He signaled again his administation’s
intention to secure trade pacts with Colombia and
Panawa and to bring Russia invo the intemational
tracling systein. His audience at the chamber
applauded, as did Republican leaders in Congress.
Politicians of both parties seem to be falling all
over one another to 2tk up trade. Yet lase Occober,
the Wall Street Joumal san a front-page, above-the-
fold story on its new poll titled “Americans Sour
on Trade.”? The Pew Research Center echoed
Karlyn Bowituay (kbowman®sei.org) is a senior fellow at
AEL Andrew Rugg (andrew.nuig@aci.org) is a research
assistant at AEL This Outnok is based on « longer paper
prepared at the request of Jagdish Bhagwati for thre Report
by the High-Level Group of Experts an Trade, cochaired

by Bhagwati and Peter Sutherlond, a former directar
gencral of the World Trade Organization.

1150 Seventeenth Street, N.W., Washington, D.C. 20036

thase sentiments in a November release, when it
reporeed chac “support for free crade is now ac ane
of its lowest points in 13 years of Pew Research
Center Surveys."t

Are the president and Republican congres-
sional leaders our of step with public opinion on
trade? Or have Americans become more favorably
disposed toward rade since the fall? I¢ is possible,
of course, that Americans' deep concerns about
high unemployinent could be making tvem more
receptive to anything thas moves the needle on
jobs. But it is alsa possible that the negative results
the Wall Street Josemal crumpeted on tts front page
were only part of the story. A careful review of

Topics covered in this Outlook:

Revisiting NAFTA . .. ... .2
The Salience of Trade .. ....3
TradeinGeneral. . ........4
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pulling data starting with the North American Free
Trade Agreement {(NAFTA} suggests that Americans are
deeply ambivalent about trade, secing bath positive and
negative aspecrs. Somerimes a too literal reading of any
individual poll can mislead.

Politicians of both parties seem to be falling

all over one another to talk up trade.

Polls can he valuable in understanding complex
sacietles, but they also have significant limitations, Here
we refer not to low response rates, ulthough those are a
significant problem for the business, but to the ways in
which surveys are deployed today. Questions are asked
sporadically, producing large gaps in our understanding of
articudes about trrde and other subjects and making it
difficul to draw reliable conclusions abour trends. Most
pollscers caduy poll on issves when they are in the news
and then drop the questions when the media searchlight
moves on. When pollsters ask about free trade, they
rarely ask questions about the salience of the issue. It is
impurtant to know how important trade is compared to,
for example, health care or taxes.

Perhaps more significant than these concems, however,

- there are many areas in which public opinion is tentative.

Questions about specific trade agreeinents aften produce
high "don’t know" or “no answer” responses. Suggesting
that public opinion is firm on particular agreemencs can
be wrong. The large “dan't know” responses nay also
indicare, as they did during the debate over NAFTA, that
people’s atticudes are malleable. The polls taken right
before and after NAFTA% passage, for example, shawd
shifts in opinion aver a short period of time. These fluc-
wuntions during the hear of the debate suggest that Ameri-
cans did not have strong convictions about the agreément.
Aumericans rarely give specific legislative guidance. The
polls are modx useful to analyze general concerns, ant! here,
despite low levels of specific knowledge and attention,
Americans’ opinions ea many aspects of trade are clear
and ficm—although persistentdy ambivalent.

Revisiting NAFTA

For most Americans, NAFTA has been and remains the
most visible US trade agreement. During most of the
debate leading up to its passage in Congress in late 1993,
large numbers of Americans said they did not have an

opinion about it. In five iterations of an NBC/Wall Street
Jowrndl question asked herween January and October
1993, more than a third respanded that they had not
heard enough about “the North American Free Trade
Agreement with Mexico and Canada” to have an
opinion of it. Other polls produced similar resules. Such
low levels of interest or knowledge indicate the limited
actention Americans normally pay to trade.

Americans started paying closer attention as the
final vate approached. (The iHouse of Represencatives
approved NAFTA at: November 17.) Sixry-eight percent
of respandents in late November 1993 told Gallup/CNIN/
USA Taday that they were following “news about the
North American Free Trade Agreement” closely, up
from 42 percent in Aupust. Opinions about NAFTA
were nartowly negative in most polls during 1992 and
ost of 1993, but they improved a litcle in November
and December 1993. In most of the questions asked in
late November 1993, respondents narrowly favored -

. the agreement. After NAFTA was enacted, the public

became innztentive again. A September 2003 question
from Zoghy Intemnational tald respondents that NAFTA
has “been in effect now for ten years." Thirty-seven per-
cent 3aid it had been a goud thing for the United States,
33 percent a bad ching, but a significant 29 percent were
not sure or had no opinion.

Pollsters moved on to other subjects, although they
continued to ask the occasiongl question about NAFTA.
In 2004 and 2008, che Chicago Council asked whether
NAFTA had been good or bad for various groups. In both
years, around 60 percent said it had been bad for job
segurity for American workers.

Q: Overdll, do you think ¢he Narth American Free Trade
Agreement, also known as NAFTA, is good orbad for . . . 7

NAFTA has been
Good Bad
2004 2008 2004 2008
Job security for 5% 2% 60% 64%
American workers

The US econony L7 1 43 55
Consumers like you 55 53 30 43

The Mexican cconomy 69 70 16 24
Source: Chicago Coincil/Knowledge Networks.

The polls on NAFTA reveal patterns about trade
atdtudes that remain true wday, First, Americans rarely
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follow specific trade debates clasely. In terms of general

. attitudes, they believe wade in principle Is gnod. They

almost always say trade agreements are beteer for our trad-
ing pertners than for us. They are generally more positive
about the impact of agreements on the US economy than
they are about their impact on American workers. People
almost always say trade agreements are bad for American
workers. Alinost all questions about trade thar mention
“jobs” or “American workers” produce neparive responses.

Additionally, whien the US economy is doing poorly,
opinions about trade in general (and many other iesues)
are usually neyative. Americans’ “sour” attitudes described
in the Wall Sweet Joumal headline discussed earlier reflect
the ¢conumic environment. '

Opinion Today: The Salience of Trade

Since 2001, Princeron Survey Research Associates
(PSRA )/Pew has asked people about priorities for the
president and Congress in the cominp year. In 2011,
chey asked about twenty-two separate issues. Eighty-seven
percent described the economy ™ a mop priarity, followed
by jobs (84 prrcent) and terrorism (73 percent). Thirty-
four percent wentioned “dealing with global trade” as a
top priority. The proportion viewing dealing with global
trade as a top priority since 2001 has ranged from a high
of 37 percent in 2001 and 2008 to a low of 25 percentin
2002. In these polls, the issue has consistently ranked
among the boltom five issues tosted.

Gallup oses a different approach, askiog people o say
in their own words the mast imporrant problem facing
the country. Less than 1 percent in January 2011 cokt
Gollup thac trade was the most itaporeant issue, Since
2000, in multiple iterations of dhis question, no more than
1 percent has ever spontancously mentioned trade. Five
percent is usually considered a threshold of significance. It
is passible, of course, that people are thinking abuut trade
when they say the economy or jobs (the top problems in
recent polls), but it rarely comes up unprompted,

In the 2008 election year, when people were asked by
Foruune/Aht/SRBI ahout issues that would be important ta
them in the 2008 presidential election, “rrade with foreign
nations” ranked dead Inst of eleven issues examined. on
par wich abortion, Eighreen percent said rade was
extremely important. The top issue was the country’s
economy (46 percent said it was extremely important).

Looking at the 2008 polls provides a useful perspec-
tive on the salience of trade. In 2 February 2008 debate
with Hillary Clinton in the hotly contested Democratic

primary, then-senator Obama said, “I will make sure that
we renegotiate [NAFTA] . . . I think we should use the
hammer of a potential ope-out as leverage o onsure

that we actually get labor and environmental standars
that are enforced.” A media firestorm ensued after a
Canadion television station reported that one of the
president’s senior advisers, Austan Goolsbee, now serv-
ing as chairman of the Council of Economic Advisers,
may have sugpested ro Canadian embassy officials that
Obama was not really serious about pulling back on
NAFTA and thal his tough talk was an arcempt to
appeal to ecanomically hard-hit Midwestern primary
vorters. The controversy gur quite a bit of attention, and -
it may have affected public opinion. The sentiments
about trade in the April 2008 PSRA/Pew poll when
trade was in the news were more negative than the polls
conducted before or after that date. {These PSRA/Pew
questions appear later in this Outlook.)

Even though arade is not a top-of-the-mind issue for
most Americans, it plays a significant role in politics. Our
AEI colleagues Claade Barfiekd and Philip . Levy have
written about the evolution of tmade policy and politics in
recent years, Barfield argues chat "the most fascinating and
important events and trends are encapsulated in the evolu-
tion uf political and policy divisions within the Democratic
Party."6 Barfield and Levy note that a new Demucratic era
began in 2006, when Democrats took control of hoth
houses of Congress. "Of the 42 newly elected Democratic
members of the House of Representratives, a sizeable major-
ity had run on explicidy anciglobal pladforms.”? Before
Obama taok office in January 2009, they write, these
Demuocrats put their starp on US trade policy, successfully
forcing the Bush administation to include labor and eavi-
roninental requirements into four pending FTAs8
" Barfield and Levy wrote at the end of Obama’s first six
months in office, noting the split personality of the new
administration, with the president taking action to avoid
being labeled a protectionist white not pushing trade
liberalizaticn as part of his economic recovery program.
They described the power of a vocal minority of House
Democraw who opposed moving any FTAs forward, even
thaose the president and his trarde representative had hopad
to advance, such as the Panama and Calombia FTAs.
Before the 2010 elections, other priorities such as the
health care bill wok precedence for the Obama adminis-
tration. Now it appears that trade (or at least trade malk)
has moved to center stage.

i 2010, no nonpertisan preelection national poll in the
oper Center archive that asked people about issues thac
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would be important to potential voters in the November
elecrion incliled trade as 2 “mest important” efection issue.
In ali polls, the economy or jubs were the wp issues. Our-
sourcing becamne a popular buzzword during the campaign,
and trade was a contentious subject in many places on the
campaign trail, especially the economically hard-hit indus-
trial Midwest. In the late October 2010 NBC/Wall Street
Jowrnal poll, 7 percent of registered voters said the “mes-
sage" of their vote would be to stop outsourcing jobs.
Tienty-one percent, the top response, sald ic would be to
focus more o the economy and jobs.

In the 2010 exit poll conducted by a cansortium of the
five broadeast netwodks and the Assaciated Press, the
economy was the top issue for voters nationally. In only
one state, Chio, did the exit pollsters ask about trade or
NAFTA. Two-thirds of Ohio voters in 2010 checked a
box saying that NAFTA had taken jobs from Ohio, while
9 percent said it had creared jobs there and 16 percent
said it had had no effect, OF the voters who said it had
taken jobs from Ohio, 58 percent vated for Republican
Rob Portman for the US Senawe ond 37 percont for
his upponent, Demacrac Lee Fisher. Given Portman's
experience a3 US ctrade eepresentative under President
Gerorge W. Bush, trade became an especially prominent
issue in this race. Fisher attacked his opponent on trade
with ads like this one: “Congressman Rob Portman knows

" how to grow the economy—in China. ... He voted for

billions in tax breaks for companies that export jobs.
On his watch as Bush's trade czar, our deficit with
China exploded, sending a hundred thousand Ohio
jobs overseas. . . . Qursourcing, bad trade deals,
soaring deficits. Congressman Portman—a real
econumic plan, bat not for Ohio.” Partman wun
the election by 59 t 39 percent

The political pendulum swung widely nat only
in Ohio but alsn nationally, bringing in a Republi-
can House and more Republicans in the Senate.
In the industrial Midwest, Republicans inade sig- 80
nificant gains. Democrats used negative feelings 70
about outsourcing in nmny campaigns in che fall— ]

and as is shown later in thisOumlook, it is unpopu- 2 9

lar. But given the election results, ir is difficult 1o g 40

|

]

free trade in speeches In [ndia and elsewhere, and as
described abave, he and his administratinn appear ta be
pushing trade agreements more aggressively than in the
past. At this writing, we do not have much infomnation
about how members of the large Republican freshman
class in Congress feel about trade. On March |, the
National Jowmnal reported thac “[a]t least 64 of the 87 new
House Republicans will sign a letter today urging Presi-
dent Obama to mave forward quickly on free-trade agree-
ments with Colombia, Panama, and South Kotea.” This
level of support for FTAs among Republicans is consistent
with the recent past, according tn Barfield.

Trade in General

In 1993, shortly after NAFTA became law, CBS News
and the New York Times asked about erade in general.
Two-thirds said that “trade with ather countries—

both buying and selling products~—is good for the US
economy,” while 20 percent described it as bad. Sixty-
four percent of Democracs, 66 percent of independenes,
:md 72 percenc of Republicans agreed it was gaod. When
they last asked the question in April 2009, the responses
were similar. Two-thinds said it was good and 23 percent
bad. The results were remarkably conststent across six
identical questions asked over the sixteen years from
1993 o 200Y. In each asking, Republicans were more
enthusiastic than Democrats, but their responses were
not significntly different.

Q: On balance, do you think trade with other countries—both bying
aud selling products—is good for the US economy, or is it bad for the
US economy, or does it have no effect?

Trade with other countries—both buying and selling products—is . - .

Good for the US economy

& — N &

say that trade or outsourcing were decisive issues 30 1 W‘f::“:w/.\-

in the 2010 contests. ol 2
Slow economic growth, high unemploynent, 10 *

the necd to comect a perceived antibusiness tilt, 0 Nov. 1990 Oct 196 ko 2006  Feb 3007 A 2009 ) Ape. 2009 )

and foreign policy imperatives appear to have

caused the Whin: House to rethink trade. Shordy

after the 2010 election, the president defended SouRCE: CBS/New York Times.
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At the same time, however, 56 percent in 2000
and 60 percent in 2009 in anuther question asked
by the same pollstcrs said that tade restricrions are
necessary to protect domestic industries. These two
questions sum up a persistent tension in the public's
mind. While trade is good in principle, it rarely seems
so in practice, so restrictions are necessary to protect
domestic industries.

RQ: Which of the following statements comes closer 0 your
opinion? Trade restrictions ave necessary to protect domestic
industries, ur free trade must be allowed, even if dumestic
industries are luat by foreign competition?

Trade restrictions  Free trade must

are necessary be allowed
Jul. 2000 56% 3%
Jan. 2006 64 29
Mar. 2008 68 24
Apr. 2009 60 28
Source: CBS/New Yark Times. ’

Another question, asked first by Gallup in 1992 and
then picked up by CNN and the Opinion Research
Corporation in 2007, asks people whether they see foreign
trade as wore of an oppartunity for econoinic growth
through increased US exparts or a threat to the economy
from foreign imports. In two polls in 2000, when the US
economy-was doing well, 54 and 56 percent said it was
more of an opportunity for growth, the highest responses
given on this question. In the latest asking of this question
from November 2010, far fewer, 41 percenc, gave chat
response. Half said foreign trade was more of a threat ©
the economy.

Q: What do you think foreign trade means for America? Do you
sez foreign trade mare as an opportumity for ecunumic growth
thraugh increased US exports or a threas i the ecomomy from
foreign imports?

More of an

opportunity ‘Threat to

for growth cconomy

- Sept. 1992 44% 48%

Nav. 1994 53 38
Jan, 2000 54 35
May 2000 56 36
Feb. 200t 51 ”

Feb. 2002 52 39
Nov, 2003 49 41
June 2005 44 48
Dec. 2005 45 46
Feb. 2006 43 48
QOct. 2007 46 45
June 2008 41 51
Apt. 2009 56 40
.Nov. 2010 41 50

NoTe: The Chicago Council included this quostion in theit
online poll in 2010. In the June poll, 55 percent said it was more
of an opportunity for growth and 43 percent more of a threat.
SOURCES: 1992-2006, Gallup/CNNJUSA Today; 2007-2010,
CNN/Opinion Research Corporation.

The 2010 NBC/Wall Seveet Journal question befow

has been asked five times. It gives people three
response categories. The most positive responses

came in 1999 when Americans were feeling good
about the US economy, and the most negative one
came in Seprember 2010 when Athericans were fecling
very bad about it.

Q: In general, do yuis think that free trade agreements
between the United States and foreign countries have
helped the United States, have hurt the United States,
or have not made much of a difference either way?

Have Have Not much

helped hurt difference
Ok, 1999 35% 32% 24%
Dec. 1999 39 30 24
Mar. 2007 28 46 16
Sept. 2010* 17 53 20
Nov. 2010** A ] 41 23

NOTES: ® Asked of 2 half sample. ** The November question
asked about “free trade” and not “free trade agreement.”
Source: NBC/Wall Street Joumnal.

A PSRA/Pew question also shows more positive
views sbout “free trade agreements like NAFTA and the
WTO” during good economic times and mare negative
unes in bad times. ln September 2001, nearly half,

49 percent, viewed them pusitively. In November 2010,
35 percent did.
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Q: In general, du you think that free mrade agreements like NAFTA (the North

In 2004 and 2006, the Chicago

Arierican Frec Trade Agreement) and the WTO (World Trade Organiza- Council asked whether international

tion) have been a gutl thing or a bad thing fur the United States?

Free trade agreements have been . . .

Goud thing

Doun't know/mefussd

[ g - v +

trade was good or bad for various
groups. The most negative responses in
both years were about job security for
US workers. In both years, large
majorities said the agreements were
good for consumers like them. In a
January 2008 Fortune/Abt/SRBI
question, a large majority agreed

that an increase in international trade
has made things worse for American
warkers, the most negative of five

response categories. PSRA/Pew asked

Sepl. 1997 Sept. 2001 Dec. 2003 Nov. 2007

" about FTAs specifically and whether they
Nox. 2010 create jobs or lead to job losses. In the
November 2010 asking, only 8 percent

NoOTE: Question wording varies slighly.
SouRcE: PSRA/Pew Reseorch Center.

Buth NBC/Wall Street Journal and Pew pollsters report
a significant drop in positive feelings about trade among’
Republicans in their 2010 polls. We have not seen
enough polling data to be confident of an explanation
for these results. I¢ is possible that Republicans are
souring on trade, but it is also possible that they are
simply more negative about policies that appear to be
pssociated with the current Democratic administration.

Trade: Who Benefits, Who Is Hurt

In questions about the effects of trade, concerns for
American workers and jobs are parainount, and they are
almost always negative. This was true hefore and after
NAFTA's passage, and it remains true today, as this NBC
News/Wall Sereet Journal question shows. ’

RQ: Think dhat free trade agreements between the United States
and other countries help to create more jobs in the US or cost
the US jobs? .

Create Cost Depends Not
more jobs  jobs (Vol.)  sure

Jan. 1996 1% 62% 3% 14%

Mar. 1996 25 59 4 12

Sepe. 2010* 18 69 2 1l
NOTES: * Asked of a half sample. "Vol." stands for
"volunteered responze.”

Source: NBC/Wall Street Journal,

said FTAs creare jobs, while 55 percent

thought they lead to job losses. -
Q: Overall, do you think interational erade is good or
badfor...?
Good Bad

2004 2006 2004 2006
The US economy 57% 54% 39% 42%
American companies 59 52 3 45
Consumers like you 3 B u 2
Creating jobs in the US 38 37 56 &
The environment 45 45 46 P

Job security for USworkers 31 30 64 67

Yourown standard of living 65 64 29 31
Source: Chicago Council/Knowledge Networks, latest thar of
June=July 2006.

RQ: As you may know, international trade has incveased a
great deal in vecens years. Do you think that the growth
in intemational trade has made things better or made
things worse for . . . 7

The growth in
international trade has
made things made things

' better worse

For the Unired States as awhole  28% 63%
For you personally 34 38
For American warkers 15 18
For American business 37 55
For consumers in the US 48 4“4

NOTE: Depends, neither, no answer, snd don't know canegories
not shown.
SOURCE: Fortune/Abty/SRBI, Jenuary 2008.

i
|
AJS000073 \



WP OO P D it

-7-

Q: Do free trade agreements . . . 7

Make the price of products sold in the US higher, lower,
or not muke a difference

Higher Lower  No difference

Dec. 2006 30% 32% 23%
Apr. 2008 39 29 18
Nav. 2009 33 32 20

Nov.2010 31 3l 25

Make wages of American warkeys higher, lower, or
nut make a difference )

Higher Lower.  No difference

Dec.2006  11% 4% 30%
Apr. 2008 8 56 py)
Nov. 2009 1 % u
Nov. 2010 8 45 34

Create jobs in the US, lead 10 job lusses, or not
make a difference

Create Lend to No
jabs losses differcnce
Dec. 2006 12% 48% . 25%
Apr. 2008 9 6l 18
Nov. 2009 13 53 19
Nov. 2010 8 55 24

Make tie American economy grow, slow the ecunomy
dun, or not make a difference '

Grow Slow  No difference
Dec. 2006 28% 34% 21%
Apr. 2008 19 50 17
Nov. 2009 25 42 18
Nov, 2010 19 43 24
SOURcE: PSRA/Pew Resenrch Center.

Polls show that Americans think that inteenational
trade henefits ather countries more than the United
Stares. When Fortune/Abt/SRBI asked in January 2008 if
the United States or other countries benefit more from
international trade, 68 percent said other countries.

Twenty-three percent said the United States. While
Americans do not think they come oot on top, they da
acknowledpe trade’s benefits for developing countries, as
the Pew results here show. B

Q: Are free rade agru;nems guod};or people in developing
countries, bad for people of developing coumeries, or don't
they make a diffevence?

Good Bad No difference

Dec. 2006  57% 9% 19%
Apr. 2008 58 12 19
Nov. 2009 54 8 20
Nov.2010 54 9 23
SOURCE: PSRA/Pew Rescarch Center.

As consumers, Americans are more appreciative of
free trade. In 2006, 78 percent told the German Marshall
Fund that free aade leads to lower prices and more prod-
uct choices for consumers. In the 2004 and 2006 Chicago
Council question, 73 percent said international trade was
good for “consuiners like you” and roughly 65 percent in
both years snid international trade was good for “your
own standard of living” A plurality of 48 percent told
Fortune/Abt/SRBI in January 2008 that the growth of
intemational erade had made things better for consumers
in the United Stares. Forty-four percent said it had made
things worse. Bue, comparatively, concerns about jobs out-
weigh the benefits for consumers when it comes ro trade.
In the same 2008 Foraume/Abt/ SRBI poll, when asked if
trade was goad for the United States because of lower
prices to consumers or bad for the United States because
of job losses and lower wages, 63 percent said trade was
had due to its impact on jubs and wages. Thirty percent
said it was good, In polls taken by the Chicago Council
at regular intervals since 1974, “protecting the jobs of
American workers" has been the top or one of the top
“very important foreign policy goals” of the United Stares.

Outsourcing

In a question asked in late November and early December
2010 by the National Journal's Heartland Monicor polt, 67
percent said that "decisions by American companies to
relocare jobs to other countries” had played a major role
in the high unemployment of the past few years, while
unuther 28 percent sald these decisions had played a
minor role. In the 2008 Fortune survey, Abt/SRBI asked
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people how concerned they were about a variety of issues
relaced to tade, and 68 percent said they were concerned
about US warkers losing jubs that ave outsourced to lower-
paid workers in other countries.

In the abstract, globalization is appealing.
But questions about its real-world effects
reveal uncertainty and hesitancy about
a more interconnected world.

To put these concems in context, however, it is
also important ro luok at a question the Gallup
Organization has asked yearly since 2003 as part of
an extensive battery of questions about people’s work
experience. Gallup asks people with jobs whether they are
worried that their company will “move jobs to countries
overseas." The proporzion respondirgy that they were wor-
tied about chis prospect reaclied a high of 12 percent in
2005. In August 2010, the latest asking of the question,

9 percent gave this respanse. For comparison purposes,
39 percent of chose with jobs in the same poll said they
were. warried that their henefits would be reduced and a
quarter wortied that they would be laid off,

A broader question in the 2008 Fortune/Abt/SRBI
poll found 13 percent were extremely concerned ahout
“losing your job or not getting a job you want because of
outsourcing to a foreign country ur because of foreign com-
petition.” Nine peroent were very concemed, 15 percent
somewhat concerned, 18 percent not very concemed, and
44 percent not concemed at all. The lare November—early
December 2010 Heartland Monitor poll of employed peo-
ple, students, and those looking for work found dhat 12
percent said they worried “a lut” chat their employer could
decide 1o relocate rheir job averseas w someone in another
country, 7 percent worried "some” about the prospect,

11 percent not much, and 68 percent not ae all.

It is unsurprising thet Auericans are not enthusiastic
abow autsaurcing, considering cheir concern abau jobs.
Yer they do not appear to bear animus toward India, a
country rhat is often portrayed as the répaository of many
of those outsaurced jobs. In a February 2011 Gallup ques-
tion in which Americans were asked their opinions of
twenty-one different couneries, India ranked fifch in terms

. of favorability, ahead of France and behind longtime allies

Canada, Great Britain, Germany, and Japan.
While peaple are concemed over outsourcing us it
relates v the health of the counery's economy, the level

of personal concem is relatively low. The small number

of Americans wha profess deep personal goncem ahour
outsourcing may explain why the issue, nsed by many
Democraric candidates in the 2010 election,, appeared
not to help Democrats. Outsourcing is a potent political
buzzword, but absent deep individual concem, its electoral
pawer appears limited. .

Globaljzation

American attitudes toward globalization seem to have
become more negative since the late 1990s, another
passible effect of the more negative views of US
economic performance. In October 1998, 20 percent
told the Chicago Council and Gallup that globalization
was "mostly bad.” Fifty-four percent said it was mostly !
good. When the question was fast asked in Seprember ;
2010, 41 percent said it was mostly bad, a twenty-one-
point increase from 1998, In 2000, a narrow plurality of
38 percent told Washington Post/ Kaiser/Harvard inter-
viewers that globalization was mostly good for the United
States. In January 2008, PSRA/Pew asked the same
question and found that a plurality of 37 percent thought
globalization was mostly bad, a twelve-point increase from
the 2000 Washington Post/Kaiser/Harvard study. Twenty-
four percent stated it was mostly good.

When questions do not use the word “globalization,”
attitudes tend to be more positive, especially for
younger Americans. The Pew question shown below that
asks about “growing trade and business ties” between the
United States and other countries illustrates the point.
Solid majorities rute such ties as good for the United
Stares and good for them und their Bmilies.

Q: What do you think about the growing trade and business ties
bewuren dhe United States and ather countries—dn you chink
it is a very guod thing, somewhat good, somewhat bad or a
very bad thing for e cnenery?

Very Somewhat Somewhat Very
good good bad bad

Aug-Sept. 2002 21% 57% 14% 4%
Apt-May 2007 14 45 21 15
Apr. 2008 15 38 26 l_S .
May-June 2009 16 49 20 o
Apr-May 2010 17 49 19 8
Source: PSRA/Pew Research Center. .
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£2: Now thinking about you and yoer fumily—do you thind: the
growing trade and business tics berween our covnery and other
caunries ave very goud, somewhat good, sumewhat bead, or
very bad for you and your family!

Very Somewhat Somewhat Very

Q: Do you think the fact thar the American econumy has
beomne increasingly global is good because ic has opened up
new markets for American products and resulted in more
jobs, or bad because it has subjected American companies
and empluyees 1o unfair competition and cheap labor?

good  good bad  bad Good Bad
Aug-Sept. 2002 20%  59% % 4% June 1997 42% 4%
Apr. 2008 n 44 2 12 Dec. 2007 L 51
May-June 2009 11 52 21 7 Mar 2008 L 58
SOURCE: PSRA/Pew Research Center. Sounres: NBCAWVall Street Joumal.

Once again, concern over jobs seeens to be the reason
behind negative attitudes. In 2002, 2008, and 2010, che
Chicago Council asked whether globalization was good
or bad for various groups.? [n 2002, 52 percent said
globalizatlon is bad for the job security for American
workers. In 2008 and 2010, 65 percent said globalization
was bad for job security, a thirteen-point increase from
2002. In all three askings. job security received the
mast negative response of all the categories. In another
question asked by NBC/Wall Sreen Joumal pollsters
in June 1997, 48 percent told interviewers that
globalization is bad "because it has subjected American
companies and employees to unfaic competition and
cheap labor.” Fifty-elght percent gave that response
when the question was asked again in March 2008,

a ten-point increase.

Q: Overull, do you think globalization is gocd or bad for . . . ?

Good Bad
2008 2010 2008 2010

The US economy 46% 46%  51% 50%
American companies 52 49 “ 46
Consumers like you 56 59 40 37
Creating jobs in the US 38 36 58 60
The environment 44 40 52. 55

Job security for 2 30 65 65
American workers '

Your own standard L] 51 46 44
of living

The next generation 48 45 49 51
of Ainericans

SourcEe: Chicago Council/Knuwledge Netwark.

When discussed in the abstract, globalization is
appealing. But questions about its real-world effects reveal
uncertainty and hesitancy about a more interconnected
world. The growth in negative attitudes roughly coincides
with difficult economic dmes. When uncertainty rises in
the economy, so does skepticisin toward forces of uncer-
tainty, like globalizarion. Eighty percent in a January 2011
Washington Post poll seid that the global economy was
having a great deal or a fair amount of influence on the
way things were poing in the Unired States. In another
question, only 36 percent rated America's ability to
compere economically in the world and deal with foreign
economic competition as excellent or good, Thirty-five
percent said it was just fair, and 28 percent negative or not
so gnod. When you care deeply about something, as
Americans do about our abilicyto compete globally, you
tend to werry about it. Polls seflect that concern.

Conclusion

Some general impressions emerge frowm this review.
First, trade is usually a back-bumer issue for muost
Americans. When people are asked to volunteer the
mast imporeant issuc facing the country, it barely
registers. Different polls produce different resules
abour trade generally, though support for free trade
has never been robust. Public opinion on trade is
closely tied to Americans’ feelings abnut the economy
and jobs. When times ate good, as they were in the
late 1990s and early pare of the century, Americans
feel beteer about erade (and, incidentally, many other
issues such as immigration, health care, and race
relations). As for specifics, the polls are remarkably
consistent about who trade benefits and who it hurts.
Consumers usually benefit, while workers lose. Questions
about an increasingly integrated global economy

AJS000076




OSSP CIT A PP D s

yield generally pusitive answers, as do surveys about
connecring Amerieans wich people in ather countries.
Americans appear to support a more globalized trading
economy but fear its real-world effects. This decp
ambivalence is likely to persist,
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COVER STORY

The New Global Job Shift

The next round of globalization is sending upscale Jobs offshore. They Include basic research, chip
design, engineering-—-even financial analysis. Can America lose these jJobs and still prosper? Who
wins? Who loses?

The sense ef resignation inside Bank of America (BAG ) Is clear from the e-mal! dispatch. "The handwriting Is on the wall,” writes &
vateran Informationtachnology speclalist who says he has been wamed not to talk to the press. Three years ago, the Charlotie
(N.C.)-based bank neaded IT 1alent 50 badlyithad to outbid rivals. Butiast fall, his entire 16-angineer team was told their jobs
“wouldntlast through September.” In the past year, BofA has stashed 3,700 of its 25,000 tech and back-offica jobs. An additional
1.000 will go by March,

Corporate downsizings, of course, are part of tne ebd and flow of business. These layoffs, hough, arentjust happening because
demania has dried up. Ex-BolAmanagers and convactors say one-thind of hose jobs are headed to india, where work that costs
$100 an hour in tho U.S. gets done for $20. Many former BofAwarkers are retuming to college to leam new sofware skills. Some
are gelling real estata licenses. BofA acknowledges It will outsource up to 1,100 jobs to Indian companies this year, butitingists not
all Ingla-bonndjobs sre leading tn layofis.

Cutlo India. In dazzding new technology parks rising on the dusty outskirts of the major cities, nn one's talking abautjob losses.
Inside Infosys Technologlies Lid.'s (INFY ) Impeccably landscaped 22-haclare campus in Bangalore, 260 engineers develop IT
applications for BofA Elsewhere, Infosys slaffers process home loans for Greenpoint Mortgage of Novato, Calif. Near Bangalore's
alrpon, at the offices of Wipro Lid. (WIT ), five radiologists interpret 30 CT scans a dayfor Massachusells General Hospital. Not far
away, 26-ysar-old anginaer Dharin Shah talks excitedly about his $10,000-a-year job designing third-generation mobite-phone
chips, as sun paurs lhrough a skylight at this Texas Instrument Inc. (TXN ) research coater. Five years ago, an englreer like Shah
would lieve made 8 beeline for Stilcon Valley. Now, he says, "tha skyls tbe limithere.” ’

Abaut 1,600 km north, on an sid flour mifl site autside New Delhl, all fous floors of Wipro Spactramind Ltd.'s ssndstone-and-glass
buliding sre buzzing at midnight with 2,500 young colage-aducaled men and women. They are pracessing clalms fer a major U.S,
insurance company and providing help-desk supportfor a blg U.S. Internet service provider—all at a costup to 60% lower than in the
U.S. Sevan Wipro Spectramind staff with PhDs In molecular blology sift through sclentific research for Western pharmaceutical
companiaes. Behind glass-framed doors, Wipro wice coaches drill staff on how to speak American English. U.8. customers like a
famiilar accent on the other and of the line.

Cut again to Manila, Shanghai, Budapest, ar San José, Coala Rica. Theso dies—and dbzsno more acrose the developing worla--
have become thu new back effices for Corporate Amaerica, Japan Inc., and Europe Gmbid. Never heard of Balezs Zmoy? Ho's 8
Budapest arehitect--and just might help dosign pour luture dreemn house. The name SGV & Co. probablymeeans nothing to yau. But
this Manila firm's accountants may crunch the numbers the nexttime Emst & Young Infernations! audits yourcompany. Evan
Bulgaria, Romonia, and South Africa, which have a fot of educated people but remain economic backwaters, are tapping the global
market for senvices.

it's globalization's next wave--and one of the biggest trends reshaping the global economy. The first wave slarted two decades ago
with the exodus of joba making shoes, cheap electronics, and toys to developing countries. After thal, simple service work, like
pracessing cradit-card receipts, and mind-numbing digital toil, like wrling softiware cade, began fleeing high-cost countries.

Now, all kinds of inowiedge work can be dano almost nywhero, "You wlil sae 1 explosion ef wark guing overseas,” seye Formstor
Research Ino. analyst Jutin C. McCarthy. He goos so far as to predict atleast 3.3 million white-collar jobs and $136 billion In wages
will shif from the U.S. to low-cost countries by 2015. Europe i8 jolning the trend, too. Brilish banks like HSBC Securiies Inc. (HBC )
heve huge back officas in China and India; French companies are using call centers In Mauritius; end Germon multinalionals from
Siemens (§] ) to roller-baarings maker INA-Schaeffier are hiring in Russia. the Ballics, and Eastern Europe.

The driving forces are digitization, the ntemet, and high-spead duta networks that girdle the globe. These days, tesks such as
drawing up detailed architactural blueprints, slicing and dicing a companys financial disclosures, or designing a revolulonary
microprocessor can easity be perfoimel owerseas. Thats why intel inc. (IYC ) and Texae (nstruments inc. are furlousty hiring
indian and Chinase engineers, many with graduate degtees, to desiga thip circitts, Dulch consumur-alectrenics gtant Philips (PHG
) has shifiad reaearch and developinem on mostisievisions, cell phanes, amd eudio praducts to Shanghai. in a recant PowarPoint
prasentation, Microsoft Garp. (MSET ) Senior Vice-Rreskient Brinn Velentne—~the No. 2 exac In tho companya Windows unit-urged -
managers to "pick something to movo offshore laday.” In Indls, seid the briefing, you can get "quality work at 50% to 80% of the cost.
Thal's two heads for the price of one.”

Even Wall Street joba paying $80.000 and up are gefting easler to transfer. Brokerages like Lehman Brothers Inc. (LEH ) and Bear,
Stsams & Co. (BSC ), for example, are starting to use Indian financiel analysts for number-crunching work. “Abasic business fenet
is that things go to the areas where there is the bast cost of production,” says Ann Livermore, head of senMces at Hewletl-Packard

AJS000078



Co. (HPQ ), which has 3,300 software engineers in Indie. “Now you're going 1o see the same trends in senices that happened in
manufasturing.”

The rise of a globaliy Inlagrated knowledge economy|s a blessing for developing nations. What it means for the U.S. sidiled labor
force Is less clear. Al the least, many white-collar workers maybe headed for a tough readjusiment. The unprecedentad hiring hinge
In Asia, Eastarn Europe, and Lalin America comes ata lime when companies from Wall Street to Silicon Valley are downsizing at
home. In Silicon Valley, smployment in the IT sector s down by 20% since early 2001, acconding to the nonprofit group Jolni Venlure
Silicon Valley.

Shaould the Wast panic? it's tao earlyto tell, Obviously, the bursling of the tach bubble and Wall Streefs woes are chiefly behind the
layoffs. Also, anyImpact of offshore hiring is hard to measure, since so far a iny portion of U.8. white-collar work has jumped
overseas. For sucurity and praclical reasons, carporationa are likely to keep orucial R&D and the birlk of back-ofiice oparsions
close to home. Manyjobs can't go anywhera because they require facesto-face contact with customers. Americans will continue to
deliver medical care, negotiate desis, auditfocal companies, and wage legal bates. Talented, innovative paaple will adjust as they
always have. . :

Indeed, a case can be made that the U.S. will sge a net gain from this shift-as with pravious globalizalion waves. In the 1980s,
Corporalz America had to import hundreds of thousands of immigrants to ease engineering shortages. Now, by sending routne
senice and engineaning tasks 1o nations with a surpius of educatad workers, the U.S. labor force and capital can be redeployed to
higher-vatue Industries and cuting-udye RBD. “Sillcon Valley dessnt need to have ali the fech dovelopment in the world,” says
Doug Henwn, president af Cdllaborative Economics In Mountvew, Calif. "Wa need very-pood:paying joba. Any R&D that Is mutine
can probablygo." Silicon Valiey tynes alreadytalk about the nextwavs of U.S. innovation coming from the fusien of software,
nanotach, and iifa sclances. ’

Globalization should also keep services prices in check, jusl as it did with clolhes, applisnces, and home tools when manufacturing
went offshore. Companias will be abla o keep shaving overhead costs and Improving efficlency. "Our comparative advantage may
shifi to other flelds," says City Univarsity of New York economist Robert E. Lipsey, a rade spectalist. “And il productivity is high, then
the U.S. will malntain a high standard of ivng.* By spurring economic development in nations such as India, meanwhlle, U.S.
companies will have bigger forelgn marketo for their goods &nd aervicas.

For coroparites adept at managing o global werkforce, ihe benefila can be huge. Sure, entrusting administaton and R&D 1w for-
flung foreigners saunds risky. Bot Corporate America already has become comforable hiring autside campaniea ta handlo
everything from product design and tech suppori to employoe benafits, Letting such work cross national boundarias Isnt a redical
leap. Now, American Express (AXP ), Dell Computer (DELL ), Eestman Kodak (EX ), and other compsnies can offer round-the-clock
customer care while keeping costs in check. Whal's more, immigrant Aslan engineera in the U.S. 1abs of Tl, IBM ([BM ), and intel for
decades hawe playad a big, hidden role in Americen tech breakfroughs. The difference now Is that indlan and Chinese engineers
are manaying R&D leams In thelr home countries. General Elgctric Co. (GE ), for example, employs some 8,000 sclentiats and
engingen In 10 foreign countrivs. GE Medical Servicea Intagratos inagiiet, fat-panel, end diagnostic imaging lechneloglies from
fabs in China, fsrael, Hungary, France, and (ndia in averything fom [ts new Xraydavices to $1 mifiion CT scannots. “The real
advaniage is that we can 1ap the world's best taleirt,” says GE Mudicul Global Bupply Chaln Mce-Pmasidant Dee Miler.

That's tho gnod side of the coming realignmenL Thare are hazards as well. Duting previeus go-glahal drivas, meny companies
ended up repokiating menufacturing and design work bacause theyfelt thoy were losing control of core businesses or found them
too hard to coordinats. In a recent Gartner inc. survey of 800 big U.S. companles thal outsource IT work offshore, a majority
complained of difficulty communicating and meeling deadlines. As a result, predicts Gartner inc, Research Director Frances
Karamouzs, many nowcomers will stumble in the first faw yeare as they begin using offahore service workers.

Athomier question: What happens If all (hase displaced white-collar workers can't find greener paslures? Sure, tech spediafists,
payrall adminiatretors, snd Wall Strest endlysts will and new jubs. But wils they be able to make the same maney as bafora? it's
poesitile thutdower salaries tor skifled woik will ooiweigh the galus in carporate eifiefancy. W foielgn eountries spacialize in high-
skilied areas whare wo have an ndvantage, we could be wersa off.” says Harvani Univeraity ecoilamiat Robarl Z. Lewrence, 8
prominant free-trado advocale. *I 81! have falth that globalizalion will make ue batier off, bulits no moro than faith.”

If the worries prove walld, that could reshape the globalization debate. Until now, the advers e impact of free trade has been confined
largely to blue-collar workers. Butif mora palllically péwerful middie-class Americans take a hit as white-collar jobs mowe offshere,
opposition to free trade could broaden.

When it comes to develaping nakons. however, ifs hard to ece a downside. Espocilly for thuse counlies loaded with college grads
who apeak Weslern lunyuages, outsourced white-coller wark will likely contribute {o eesnioinic development evon mora then riew
factories making aneakers or mobila phones. By 2008 in India, IT work and other sarvice exports will generate $87 billion in
ravenues, empioy 4 million pevple, nnd account for 7% af grasa domastic product, prediots @ jeint stady by McKinsey & Go. and
Neasgscom, an Indian sofiware assaociation.

What makes this trend so vigble Is the explogion of college graduates In low-wage nations. In the Philippines, a country of 76 million
that chums out 380,000 college grads each year, there's an oversupply of accountants trained In U.S. accounting standerds. India
slreadyhas 8 siaggering 520,000 IT engineers, with starting salaries of around $5,000. U.S. schools produce only 35,000
mechanical enginesrs a yeer; China graduates twice as many. *There is @ remendous pool of well-rained people in China," seys
Johan A van Splunter, Philips® Asia chiel exacutive.

William M. Gates B, for ona, is dippiny Inlo that poo!. Athough MicrosoRt started later than many rivals, It Is moving quickly o catch
up. In November, Chalrman Gates announced his companywill invast $400 million In india over the next three years. That's on top
ofthe $780 milllan Its spandiog over three yasrs on R&0 ond outsourcing in Chine. At the companys Beljing research lah, ona-third
of the 180 programmars have PhDs rom U\S. univeraities. The group helped develop the "digital ink® that makes handwriting show
up on Microsoft's new tablel PCs and submitied four sclantific papere on computer graphics atlasi year's prestglous Siggraph
confarencs in San Anlonlo. Hyderabad, India, hile, Is key lo Mcrosoft's push into business software.

This is no swaaishop work. Jus{ two years out of college, Gaurav Dags, 22, Is india project manager lor sofiware that lats programs
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running on Unix-based computers interact smaothiywith Windows applications. Daga’s $11,000 salaryls a princelysum In a nation
with a per capita annual income of $500, where a twvo-hedroom fat gaes for $126 a monih. Mcroastt e adding 10 indians @ menth
toits 160-anginaer centar and Indiraclly smploye hundreds more at IT contraniora. “ia definitely a cultural change to use forsign
workers,” says Sivaramakichenane Somasegar, Microsoft's vice-prasident for Windows englneering. “Butif | can save a dollar,
hallelujah.”

Corporations are letting forelgn operations handle Internal financas as well. Procter & Gamble Co.'s (PG ) 650 Manila employees,
maost of whom have business and finance degrees, help prepare PAG's lax returns around the world, “All the processing can be
done here, with just final submisslon dona to local tax authorites” i the U.S. ahd other countries, says Arun ithanna, P8G's Manita-
based Asla accounting director,

Virtually every sector of the finanelal industry Is undergoing a simitar rewofution. Processing Insurance clalms, selfing stocks, and
analyzing companles can all be done In Asia for one-third to half of the cost In the U.S. or Europe. Wall Street Investment banks and
brokerages, under mouniing prassure lo offer independent research (o Invastors, are bwyinp equity analysis, industry reports, and
summaries of financial disclosures frorh oulfils such as Smart Analyst inc. and OfficeTiger that employ financial analysts in india. By
mining databases over the Web, ofishore staff can scrutinize an Individual's credit history, access corporate public financlal
disclosures, and broll oceans of economic statistics. "Everybody these days is drawing on the sama electronic reservolr of data,®
says Ravi Aron, who leaches management at the Wharton School at the University of Pennsyivania,

Architactural wark is galny global, teo. Fluer Corp. (FLR ) ol Aitso Viejo, Calll., employs 1.200 engineers and drafsmon in the
Phllipgines, Poland. and tndia fo e layouts of grant industrial tocilivas info delslied specs uod biueprints. Far a muldbllifon-dollar
petrochemical plant Fluor Is designing in Saudi Arabla, a Jab requiring 50,000 separate conslruction plans, 200 young Filipino
engineers gaming less than $3,000 a year collaborate In real ime with etl{e U.S. and British enginears meking un to $80,00N vin
Waeb portals. The principal Fllipino engineer on plumbing design, 35-year-old At Aycardo, pulls down $1,100 @ month—enough to
buy a Mitsublshl Lancer, send his three children to privata school, and take his wife on a recent U.S. trip. Fluor CEO Alan
Boeckmann makes no apologles. Al 8 recent meeting in Houston, employees asked point-blank why he is sending high-paying
jobs to Manila. His response: The Manila operation knocks up 1o 15% off Fluor's project prices. "We have dewsloped s into a core
compelitive advantage,” Boeckmann says. ’

It's nol just a garae for big players: San Froncisoo srchitect Devid N. Martatt fanme outwark on Soutnem Califomnia hamse salling for
$300.000 te $1 millian, He firas off two-dimenaional layoina to architect Zimays PC In Budapest Two days laier, Marias gets haclc
blueprinte antd 3-D computer models thet he delivers to the contractor. Zimay charges $18 an hour, ve. the up to $65 Marlatt would
payin America. "In the U.S.. itis hard to find paople to do this modeling,” Zmay says. "Butin Hungary, there are o many architects.”

So far, white-collar globalizalion probablyhasntmade a measurable dentin U.S. salaries. Still, it would be a mistake to dismiss the
trend. Conslder America's 10 million-strong IT workforce. In 2000, senlor software engineers were offered up to $130,000 a year,
says Matt Milano, New York sales manager for placement firm Atlantis Partners. The same job now pays up to $100,000. Entry-level
computer help-desk staffers would fatch about $55,000 then. Now they get as ifide as $35,000. "Several Umes a day. cllents teli me
they are sending this work off shore,” says Miano. Companies thetused to pay such IT senice providers as IBM, Accenture (AGN ),
and Electronic Data Services {ELS ) $200 a nour now pay 8s Inile as $70, 8ays Vianle Mirchandanl, CEQ of IT cutsourcing
consullent Jetstream Group, Oiie reason, basides tite tech orash ilself, s that IntHan providers like Wiptn, Ifosys, aod Tate cherpe
os {itla ae $20. That's why Accenture and EDS, which hed few sfafiin lodia three yoas ago, will bave 8 faw theusand each bynext
year. :

Outsourcing experts say the big Job migration has just begun. "This trend is justsiarting to cryataliizs now baecause everychief
information officers lop agenda iiem is to cut budget” says Gartners Karamouas. Globallzation tratiblazers, such as GE, AmEx, and
Citibank (G ). have spent a decade going through the lesming curve and now are remping up fast. More cauious compsnles—
Insurers, ulilities, and the [lhe--are antering the fray. Karamouzis expects 40% of Amaerica’s top 1,000 companies will atlsasthave
en overseas pllot project under waywlihin two yesrs. The really blg offshore push wont be untl 2010 or so, she predicis, when
global white-collar sourcing practices are standardized.

Ifbig layeffs resuit et home, corporations end Was hington may hawa to brare for a backlash. Airsady, New Jarseylaegleiatnrs are
pushing a bill thal would block the slate from outs ourcing public jobs nverseas. Al Boelng Co. (A ), an an¥dous unlon Is trying to
ward off more job shils to the aircraft maker's new 350-persan R&D center in Moscow (page 42).

The truth Is, the rise of the global knowledge Industryis sc recent that most economists havent begun % fathom the implications.
For developing nalions, the blg beneficiaries will be those offering the speediestand cheapes! talecom links, Investor-friendly
policies, and ample college grads, In the West, Its far lees clear who will be the big winners and lasers. But we'l soon find oul.

By Pele Engardio, Aaton Bemstain, and Manjest Kripalan)
With Fredaerik Ballour In Manila, Brian Grow In Atlanta, and Jay Greens (n Seatile
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TI M Where the Good Jobs Are Going

Little by little, Sab Maglione could feel his job slipping away. He worked for a large insurance firm in northern New Jersey,
developing the software it uses to keep track of its agents. But in mid-2001, his employer introduced him to Tata Consultancy

" Services, Indla's largest software company. Abaut 120 Tata employees were brought in to help on a platforni-conversion project.

Magliane, 44, trained and managed a five: person Tata team. When one of them was named manager, he started to warry. By
the end of lastyear, 70% of the project had been shifted to India and neatly all 20 U.S. workers, including Maglione, were laid
off,

Since then, Maglione has been able to find only temporary work in his field, taking a pay cut of nearly 30% from his former
salary of $77,000. For a family and mortguge, he says, "that doesn't pay the bills." Worried about utility costs, he runs after his
two children, 11 and 7, to turn off the lights. And he has considered a new career as a house painter. “It doesn't require that
much skill, and I don't have to go to school for it," Maglione says. And houses, at least, can't be painted from overseas.
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CNN.com: Latest News
Jobs that stay put are becoming a lot harder to find these days. U.S. companies are expected to send 3.3 million jobs overseas in
the next 12 yeors, primatily to India, aecording to a study by Forrecter Research. If you'vo ever called Dell about a sick PC or
American Express about an error an your bill, you have already buerped the tip of this "offshore outsourcing"” iceherg. The
friendly voice that answered your questions was prabably a customer-service rep in Bangalore or New Delhi. Those relatively .
low-skilled jobs were the first to go, starting in 1997.

But more and more of the jobs that are moving abroad today are highly skilled and highly paid ~ the type that U.S. workers
assumed would always remain at home. Instead Maglione is one of thousands of Americans adjusting to the unsettling new
reality of work. “If I can get another _three years in this industry, I'll be fortunate,” he says. Businesses are embracing offshore
outsourcing in their drive to stay competitive, and almost any company, whether in marrufacturing or services, can find some
part uf its work that can ba dono oif site. By takiug advaniape af Iower wages overseas, U.S. managers believs thsy can cut thair
overall casts 25% to 40% while building a more secure, more focused work force in the U.8. Labor leaders — and nonvnion
workers, who make up most of these being displaced — aren’t buying that rationale. "How can America be competitive in the
tong run sending over the very best jobs?" asks Marcus Courtney, president of the Seattle-based Washington Alliance of
Technology Workers. "I don't see how that helps the middle class.”

On the other side of the world, though, educated Indian workers are quickly adjusting to their new status as the world's most
sought-after employees. They have never been more confident and optimistic — as Americans usually like to think of
themselves. For now, at least, in ways both tangible and emotional, educated Americans and Indians are trading places.

Uma Satheesh, 32, an employee of Wipro, one of India's ieading outsourcing companies, is among her corntry'snew eiite. She
manages 38 people who work for Hewlett<Packard's emerprise-servers group doing maintenance, fixing defects and enhmncing
the networking software developed by HP for its clients. Her unit includes more than 300 people who work for HP, about 9o of
whom were added last November when HP went through a r'a.und of cost-cutting.

"We've been associated with HP for a long time, sp it was an emotional thing,"” Satheesh says. "It was kind of a mixed feeling.
But thqt is happening at all the companies, and it's going to continue."” Satheesh says that five years ago, computer-science
graduates had one career option in India: routine, mind-numbing computer programming. Anything more rewarding required
emigrating. "Until three years ago, the first preference was to go overbgas," she says. Nowadays her colleagues are interested
only in bosiness trips to the U.S. "People are pretty conifortable with the jobs here and the pay here™--not to mention the cars
and houses that once.eeened qut of reach. Employces in her group earn from $5,200 a-year to $36,000 for the mnst
experienced managers.

And as American companies have grown more familiar with their Indian outsourcing partners, they have steadily increased the
complexity of work they are willing to hand over, Rajeshwari Rangarajan, 28, lcads a team of seven Wipro workers enhancing
the intranet site on which Lehman Brothers employees manage personal benefits like their 401(k) accounts. "I see myself
growing with every project that I do here," Rangarajan says. "I really don't have any doubts about the growth of my career.”

Her experience with a leading brokerage will probably help. Financial-services companies in the U.S. are expected to move more
than 500,000 jobs overseas in the next five years, according to a survey by management consultant A.T. Kearney, and India is
by far tim 1op destination. U.S, banks, insurance firms and mortgage eompauies huve been using oatsourcing to haadle tech
support for years. Now these firms are using Indian workers to handle the business operations — say, essessing loan applications
and credit checks — that the technology supports. Kumar Mahadeva, CEO of the thriving outsourcing firm Cognizant, explains
the appeal: "It becomes logical for them to say, 'Hey, you know everything about the way we do claims pracessing. Why not
take a plece of {1?"

AJS000082




OO PR TIONA L P D Pt

The next logical step, says Andrea Bierce, a co-author of the A.T. Kearney study, is jobs that require more complex financial
skills such as equity research and analysis or market research for developing new business. Evalueserve, a niche outsourcing
company in Delhi, already performs research for patent attorzeys and consulting fiems in the U.8. In April, J.P. Morgan Chase
said it would hire about 40 stock-research analysts in Bombay — about 5% of its total research staff, Novartis employs 40
statisticlans.in Bombay who procese data from the drug company's clinical research.

But as educated workers in India are finding new apportunities, those in the U.S. feel the doors closing. Last week Bernie Lantz
drove 1,400 miles from his home in Plano, Texas, to begin a new life in Utah. He is 58 years old, a bachelor, and had lived in the.
Dallas avea for 24 years. “I'm leaving all my friends,” he says with a sigh. "It's quite an upheaval.” Lantz used to earn $80,000 a
year as a troubleshooter for Sabre, a company based in Southlake, Texas, whose software powers altline-reservations systems.
But over the past two years, Sabre has gradually standardized and has centralized its software service. As Sabre began to
outsvurce its internal IT services, Lantz says, he became convinced that jobs like his were becoming endangered. He was lhid off
In December. {A company spokesman denies that Lantz's Firing was related to outsourcing.)

Discouraged by a depressed job market in Dallas, Lantz realized he would have tn do something else. In the fall he will begin
teaching computer science at Utah State University in Logan, and in the meantime he has learned a lesson of his own: "Find 2
job that requires direct hands-on work on site,” Lantz advises. "Anything that can be sent overseas is going to be sent overseas.”

Pat Fluno, 53, of Orlando, Fla., says she, like Maglione, had to train her replacement — a common practice in the domestic
outsourcing industry — when her data-processing unit at Germany-based Siemens was outsourced to India's Tata last year. "It's
extremely insulting,” she says. "The guy's sitting there doing my old job." After 10 months of looking, she is working again, but
she had to take a $10,000 pay cut. ’

To protect domestic jobs, U.S. labor activists are pushing to limlc the nuntber of H-1B and L-1 visas gmated to fareign workers.
That would make it harder for offshore companies to have their employees working on site in the U.S. "Those programs were
designed for a booming high-tech economy, not a busting high-tech economy," says Courtney of the Washington Alliance of
Technology Warkeis. Courtney and his allies are starting to get the attention of lawraakers. Several congressional committees
have held hearings on the impact of offshore outsourcing on the U.S. economy, and lawmakers in five states have introduced
bills that would limit or forbid filling government contracts through offshore outsourcing.

Stephanie Moore, a vice president of Forrester Research, says companies are concerned about the backlash but mainly because
of the negative publicity. "The retail industry is very hush-hush about its offshoring,” she says. But within the boardroom, such
outsourcing enjoys wide support. In & June survey of 1,000 firms by Gartner Research, 80% said the backlash would have no
effect on their plans.

The advantages, businesses say, ave just too great to ignore. They begin with cost.but don't end there. Jennifer Cotteleer, vice
president of Phase Forward, a Waltham, Mass., company that designs software for measuring clinical-trials data for drug
companies, has for the past two years used offshore employees from Cognizant to customize the application for specific drug
trials. Lately she has been relying on their expertise to develop even more-tailored programming. "I certainly couldn't have
grown this fast without them," Cotteleer says. Her company is growing 30% annually, on track to reach $65 million in revenue
this year. "What F've been able to do in very tough economic times is manage very directly to my margins,” she says. "I'm
providing job security for the workers I do have.”

Creative use of offshore outsourving, says Debashish Sinha of Gartner Research, offers bermfits that vutweigh the direct loss of
jobs, In an economy that has shed 2 milliaa jobs over two years, be contends, the 200,000 that have moved overaeas are less
sigrtificant than thie potential for cost savings and strategic growth. But he tonredes that "when you're a laid-eff employee who
can't find a job, that's hard to umderstand.”

Perhaps some will follow the example of Dick Taggart, 41, of Old Greenwich, Conn. After 18 years in financial services, mast
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recently at J.P, Morgan Chase, he now works for Progeon, an affiliate of the Indian outsourcing giant Infosys, as its man on
Wall Street. One week out of every six or seven, he takes securities firms to India to show them the savings that are possible. He
knows the transition is painful for the workers left behind, but he has seen it before. "It was the same thing when we moved
from Wall Street to New Jersey and then to Dallas,” he says. "Gness what? This is next."

Click to Print
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BUFFALO, N.Y., July 28 — Lt. Gov. BIl Halter, D-Ark., Issued the following news release:

Arkansas Lieutenant Govemor Bill Halter has been elected Southem Region Chair of the National Lieutenant
Govemors Assaciation (NLGA). Haller was elected Southem Region Chalr of the NLGA at the Association's
annual meeting in Buffalo, New York.

“Lieutenant Govemor Halter was selected by a bi-partisan group ef his peers from every ragion on the nation as a
leader among his collnagues,” NLGA Executive Director Julia Hurst sald.

“I am honored that my colleagues asked me to serve in NLGA leadership this year,” Lieutenant éovemor Halter
sald. "I ook farward to working with them to continue the good work NLGA has done in the past and help direct the
Assaclation' 5 attention toward important issues currently facing Arkansas and othar states.”

The NLGA was fored in 1862 and is the only professionat association for elected officials who are first in line of
succession to the Govemors of the 50 states and five U.S. tenitories. The NLGA provides membets an
‘Spportunity T retwork, discuss and work on 1§sUos of common interest, Share best practices and foster irterstate
cooperation. The NL.GA seeks to promole the effectivensss of the Office of Lieutenant Govemor.

The Southem Region Includas the.states and tarritories of Alabama;-Arkansas; Florida-Georgia; Kentueky,-- - - - -- -

Louisiana, Maryland, Mississippl, North Cerolina, Okiahoma, Puerto Rico, South Carolina, Tennessee, Taxas,
Virginia and West Virginia.

Bill Halter was elected Lieutenant Governor of Arkansas in 20068. As Arkansas’ 14th Lieutenant Govemor, Bill
Halter is focused on education and jobs . He befieves the state must develop a skilled work force to meet the
challenges of a 21st century economy.
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LT. GOV. HALTER APPLAUDS COMMUNITY COLLEGE GRADUATES IN DE

QUEEN
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10 May 2008
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INDFED

English

© Copyright 2008. HT Media Limited. All rights reserved.

OE QUEEN, Ark., May 10 - Lt. Gov..BIll Halter, D-Ark., issued the following news release:
Lieutenant Govemor Bill Halter addressed the graduating classes at Cossatot Community College of the

University of Arkan_sas in De Queen. He applauded the 142 students for eaming associate of arts degrees,
technical certificates, certificates of profiency or general education diplomas.

The Lieutaront Governor stressed the noed for Arkansas to dramatically inarease its percantaga of adults with
college dagrees to compete for new industry and geod jobs in an Increasingly knawledge-based economy. His
messagse complemented Chancellor Frank G. Adams description of Cossatot as "a college for the 21st Century.”

Cossatot Community College, which is 8 miles east of the Oklahoma border in southwest Arkansas, was founded

In 1975 as a vocational-technical school and joined the University of Arkansas System in 2001. Spring enroliment

8t Cossatot wag 1,262, -
HTS adad 080520-1557535 D-KumarAd
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AP Associated Press

Arkansas lieutenant governor heads to China for summit organized by World

Economic Forum

133 words

22 September 2008

12:38 PM

Associated Press Newswires

APRS ’

English

() 2008. The Associated Press. Al Rights Reserved.

LITTLE ROCK, Ark. (AP) - Lt. Gov. Bill Halter heads to China this week to represent the stale at a summit of

business, govemment and media leaders.

Halter's office said Monday that the lieutenant govemor ammives in Chia an Thursday for the second annual
Meeting of the New Champions, organized by the World Economic-Forum. The summit, held in the city of Tianjin,
will bring together more than 1,500 participants from more than 80 countries. ’

Halter says he hopes to make contacts that will bring more high-tech jobs and businesses to the state. He will
lead a discussion focusing on what industries will drive the nation's economic recovery.

Malter will retum to Arkansas on Sept. 29.
v . . .
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Arkansas lieutenant governor heads to China for summit organized by World

Economic Forum
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LITTLE ROCK, Ark. (AP) - Lt. Gov. Bill Halter heads to China this week to represent the state at a summit of

business, government and media leaders.

Halter's office sald Monday thet the lieutenant govomor arrives in China on Thursday for the second aonual
Meeting af the New Champions, organized by the World Economic Forum. The summit, held in the city of Tlan]in,.
wil bring together more than 1,500 participants from more than 80 countries.

Halter says he hopes to make contacts that will bring more high-tech jobs and buslnesse; 1o the state. He will
lead a discussion facusing on what industries will drive the nation’s economic recovery.

. Halter will retumto Arkansas on Sept. 29.
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FIRST YEAR IN OFFICE REFLECTED EMPHASIS ON EDUCATION, JOBS

709 words
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® Copyright 2008. HT Media Limited. Afl rights reserved.

LITTLE ROCK, Ark,, Jan. 22 - Lt. Gov. Bill Halter, D-Ark,, Issued the following news release:

Education and jobs. The two issuss that formed the core of my campalgn for Lieutenant Governor in 2008 also
defined my first year in office.

in 2007, 1 had countless discussions with Arkansans about working together to expand educational opportunities
for famities and to fift aur state frorn the bottom rungs of personal and household income.

The links between educationa! excellence and aoonomic success are clear. A world-class higher-education opens
the door {o higher-paying fobs and to a better quelity of life.

A better-educated workforce will help Arkansas attract new industry and better-paying jobs.

An lgtiividuel with @ bechelor's degres will eam neerly $1 milion mare, on average, over the course of a work life

than someone with a high-schoo! dipioma, acdos_’ding to the U_S. Census Bureau.

Fortunately, the 86th Genersl Assembly of the Arkansas Legislature took action early In 2007 to address some of
our gaps in educatianal programe and fihding. These initialives included propesals that | had advanced during the
campaign for Lieutenant Govemor:

* Makinig pré-ldndetrganan priigrams universally aveilanie to sk ehildren, ot T m ot e e e

* Expanding the Career Pathways program from 11 to all 22 community colleges and doubling the funding
available for people who qualify for this education and job-training program.

* Egtablishing a stalo fund to nfatch the investmartts thet low- and moderate-income families make to 529 college
savings plans. ' '

* Encouraging the development of biofuels to enhance our energy security and to help Arkansas farmers.

As Lieutenant Governor, | was both proud and humbied to preside over the stale Senate during the legislative
session. Just down a flight of steps, on the second floor of the state Capltol, | met privately with nearly every state
legislator to share ideas and discuss policy issues. In most cases, the convarsation eventually turned to two
issues: Education and jobs.

One of my proposals for furthering this twin agenda fell one vote shy of clearing a House committee, but the effort
to place a constitutional amendment establishing a Scholarship Lottery before Arkansas voters continues through
a signature-petition drive led by the Hape for Arkansas Committee. The signature gathering is under way.

The Hope for Arkansas Committee must submit the nemes of more than 77,000 registered voters to the Arkansas
Secretary of State's Office by July 7, 2008. As 2007 draws to a close, | am confident that the people will have the
opportunity to decide the merits of this schalarship plan during the November 2008 general election. if approved,
every dime of the net reyvenue - and first-year estimates are $100 million - will be dedicated to scholarships and
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LT. GOV. HALTER TRAVELS TO CHINA FOR GLOBAL ECONOMIC SUMMIT
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® Copyright 2008. HT Medla Limited. All rights reserved.

LITTLE ROCK, Ark., Sept. 22 — Lt. Gov. Bill Haiter, D-Ark., issued the follt_:wing news release:

Lleutenant Governor Bill Halter will represent Arkansas at an intemational summit of business, government and
media leaders Thursday through Sunday in Tianjin, China.

The pecond Annual Mesting uf the New Champlons, organized by the Werld Eeaaomic Forum, will bring together
more than 1,600 partjciponts from ouer BO countries.

“1 am delighted for the opportunity to advance economic development in Arkansas by meeting these businass
leaders from around the world," Halter sald. "As home to the worid's largest retailer, the worid's largest meat
producer and world's largest rice miller, Arkansas aiready is an intemational player.

"One of our challenges is bringing more high-tech industry and hlgh-gmwlh enterprises to the state,” Halter added.
.--"My goal is to make contacts that move us further down the road.” - - . . .

The World Economic Forum is an independent intemational foundation dedicated to improving the state of the
world by establishing pertnerships {o shape global, regionel and industry agendas. The Geneva-based foundelion - - .« - .
has no ties 1o pnlmcal partisan or national ifterests, and is under the supervision of the government of Switzertand.

meellng of the World Economic Forum in the resort vnllage of Davos. ‘Switzeriand.

The perticipants et the Tianjin forum include chairmen and chief executive officers of some of the world's
most-influential and fastest-growing companies; technology pioneers in the fields of energy, health care,
biopharmaceutical research and communications technology; and educators and elected officials from
fast-growing regions.

Halter wili sesve es a discussiva leader for a Saturday session titied “Market insight! North America,” which wilf
focus on what will slgnal a U.S. ecenomic reravery and whioh industries witl drive it.

The Lleutenant Governor has met with Maria Haley, executive diractor of the Arkansas Economic Development
Commission, about his trip to China. They will meet again after Halter returns.

Halter is scheduted to arrive in the Chinese capital of Beijing on Thursday and will fly back to Arkansas on Monday,
Sept. 29.

Tiar§in is about 70 milea east of Beijing. Thn Meating of Champlons will teke place at the Tianjin Binhal Convention
and Exhibition Center.
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Non-Traditional Students are Motivated to Succeed, Halter Says
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HEBER SPRINGS, Ark., July 21 - Lt. Gov. Bill Halter, D-Ark,, issued the following news release :

Lieutenant Govemor BIlll Halter said Tuesday that the fastest way for Arkansas to improve its competitive position
in a 21st century economy is to provide aduits who didn't finish college the opportunity to return to achool and eam
adegres. '

"When they go back, | mean they bear down,” Halter said of non-traditional adult students. “These folks know why
they're there. They've experienced the altemstive without a highar education and they frankly don'tlike it very
much.”

Halter led a public discassian on the Scholarship Lottery in the Enterny Room of Arkansan State University at
Beebe-Heber Springs. Earlier, he spoke to the Hebar Springs Rotary Club at McPherson's Restaurant.

"So many of owr (Arkansas‘)' issues in terms of economic development, in terms of health, in terms of our ahility to
secure Industry are tied to doing better in education, and, specifically, in higher education, and that's what this (the
Scholarship Lottery) is about,” Hatter said at the public forum. "It's about impraving the access and affordabifity and

.. ability of our students to access.a highereducation. . ... ...

"So that's why we did it ard, if we stay focuscd on that, | think this will be animprovement to help Arkansas

. .<compete for the jobs and the opportunities of.the 215t century.” . e T e e e e

Cumently, under the Arkansas Scholarship Lottery Act, non-traditional students will qualify for a lottery-funded
scholarship if they have graduated from anArkansas h(gh schoglwitha 2.5 grade point average or higher, saored
aidor hngher'on the AGT college entrance exam, or completed 12 credit hours in coliege and achieved atleasta
2.5 grade point average.

The Lieutenant Governor said he hoped to work with state legisiators to make it simpler for non-traditional aduit
students to qualify for a college financial aid funded by the Arkansas Scholarship Act. Halter proposed providing a
fullHuition scholarship for non-traditional students who want to go back to college part time and, if they achleve a
2.5 grade point average or higher, renewing the scholarship for thelr second year, and 50 on.

"They're motivated,” Halter sald of non-taditienal students, ariding that they are well worth Iha risk.

Act 606 of 2009, the Arkansas Scholarship Lottery Act, established the nation's first state lottery that devotes all
net proceeds lo college scholarships. Arkansas voters approved Amendment 3, authorizing the Scholarship
Lottery, in the November 2008 General Election.

"it feels good to me (o see that {he state actually has done something big, took a risk, votad aimost 2 to 1 t0 do
this,” the Lieutenant Govemor szld. "The people decided, now let's go Implement this."

TNS PA-JF78-000724-23468171 StaffFurigey
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LITTLE ROCK, Ark., Aug. 20 -- Lt Gov. BIli Halter, D-Ark., issued the following news release:

Lieutenant Govemor Bill Halter_. will promote Arkansas economic interests while in China next week as pant of an
aconomic development misslon coordinated by the National Lieutenant Govemors Assoclation (NLGA).

"I'm going to China with one overtiding purpose, which is to hélp Arkansas farmers and businesses access ona of
the worid's largest markets,” Halter said. "Mealings ere set with Chingse govemment officlals and businese
executives to discuss existing and potential market opportunities for Arkansans. China has more than 1.3 billion
consumers, more than four imes the U.S. population. Arkansas needs our share of that market."

leave for China on Saturday morning, arrive in the Chinese capital on Sunday and retum lo Litle Rnck on Saturday,
Aug. 30.

In preparing for the trip, Halter spoke with the presidents of international operations for both Bentonviile-based
Wal-Mart Stores and Springdale-based Tyson Foods as-well-as with the presidents and chief-executives of Little
Rock-based Acxiom Corporation, Fort Smith-based Baldor Electric Company, the Arkansas Farm Bureau, the
Arkansas Rice Growers Association and the Rogers-based Arkansas Worid Trade Center whlch works m

" promiate intérnational trads throlghott the™state aiid regloi.™ ~ =™ -

"China already provides a significant market for Arkansas soybaeans and cotton prodiiction” said Randy Veach of

Manila {Mississippi-County),-president.of the Arkansas-Farm Bureau. "Going forward, the.Chinese markat presents... .- . - .
potentially very large opportunities for Arkansas rice growers, beef producers and pouitry producers. We

commend Lieutenant Govemor Halter for his work in expandlng opportunities for Arkansas farmers during his trip

to China."

Arkansas is the nation's largest rice-growing state, accounting for roughly 50 percent of the U.S. crop.

"The opening of the Chinese market to U.S. riee would epen up tha largest single consumer market in the world to
Arkansas producers,” said Greg Yielding of North Little Rock, executive director of the Arkansas Rice Growers
Association. "It will be a value-added profitable market benefiting the entire U.S, rice industry.”

Yielding surveyed Chinese grocery store customers about what kind of rice they liked during a visit to Shanghal in
June. He seea an opportunity, especially among China's growing base of middle- and upper-income consumers,
whom he believes would be willing to pay a premium for the higher-quality, long-grain rice grown in the United
States.

accordlng to the compaily’s China Fact Sheet. Wal-Mart currenlly operates 236 retall unm in Chlna. lncludlng 144
Supercenters and 104 Trust-Mart Hypemnharitets. Wal-Mart purchased a 35 percent stake in Trust-Mart in 2007.
The Arkanass retail giant employs 54,443 people in Chins and Trust-Mart has another 36,086 employees,
according to the Fact Sheet.
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Another Trip to Wal-Mart ... This Time in China
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BEIJING, China, Aug. 24 — Lt Gov. Bill Halter, D-Ark., issued the following news release :

Lieutenant Governor BIll Haiter ‘toured a Wal-Mart in Beljing this moming, accompanied by representatives of
Wal-Mart China. Wal-Mart associates at the Supercenter greeted the Lieutenant Govemor with a song and cheer,
after which he joined them in front of the store behind a Wal-Mart banner.

Wal-Mart is the world's fargest retailer. The Bentonville-based retaller operates 256 retail units in China, Including
144 Supercenters and 104 Trust-Mart Hypenrnarkels. Wal-Mart employs 54,443 people in China and Trust-Mart
has another 36,086 employees. '

Earller Mondoy moming, the Lieutenant Governor met with the Arkansas Economic Developmant Commission's
consultants in China to discuss the current political and economic condition in the country. After the Wal-Mart tour,
the Lieutenant Gavemor and others in the National Lieutenant Goverriors Association delegation visited the Great
Wall of China and the Olymnic Vanue for the 2008 Summer Games. '

The Lieutenant Govemor is staying at the Park Hyatt during the Beijing leg of this weekling trip. He is in China to

. promate Arkansas economic interests as part of an.economic development mission coordinated by the National .

Lieutenant Govemors Association (NLGA).

..On Tuesday,-Lieutenant Governor Halter's day will bagin witn an agricultural énd trade briefing at the U.S. Embassy. .. ...

in Beijing. The foous will bs an com, soyeans and livestock, s well as a disousaion or traée prospects for
Arkansas rice. Later, the lleutenant governora will visit an engine-manufacturing plant that is a 50-50 joint venture of

. anAmerican and. Chinese COMPBNY. . . .. ... ... .oocne e v oie mammm o ecvsmes e eee s

The liautenant govemors of Arkansas, 1daho, Minnesota, Mississippl, Montana, and North Dakota are on the
economic development mission, along with the Puerto Rico secretary of state. The Chinese People’s Association
for Friendship with Forelgn Countries is paying all trip expenses.
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Halter Urges Chinese Official to Expand Markets for Arkansas Products
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\ BEIJ_ING. China, Aug. 25 -- Lt. Gov. Bill Halter,, D-Ark,, issued the following news release :

Arkansas Lieutenant Govemor BIil Halter expressed his concems to Vice Minister of Foreign Atfairs Zhang
Zhijun about China's restrictions on Arkansas-produced poultry and rice. He spoke with the vice minister, whose
position Is equivalent to the U.S. deputy aacretary of state, about expanding market opportunities for Arkansas rice
farmers and poudtry producers during a meeting at the Chinese Foreign Ministry Building.

Just prior te this meeting, Halter and six other lieutenant governora from the United States met with U.S. Embassy
staff in Beljing fo discuss agricultural and other trade topios. China's market is the third-largest export market for
Arkansas products, after Canada and Mexico. Our state exponed $320 miflion wonh of Arkansas products to
China in 2008, a lenfold increase from 2000.

"While there are terific market opportunities for Arkansas p'_mducts, there are two markets that are closed lo
Arkansas exports cumently,” Halter sald. “The first Is poultry products produced in Arkansas, which are cumrently
banned in the Chinese market due 1o a concern about Avian fiu; the second product that is not Imported inte China
from Amansas ls Arkansas-prodmd dce "

DO TN ST

Aﬂer a boxed Iunch served aboard a bus travehng |hrdugh Be|j|ng, lhe hautenam govamors toured Ihe Beijing
Foton Cummins Engine Company plant. This Fortune 500 Company is a 50-50 venture of Columbus,

- Indiang-based Cummins Inc: ard China's Beiqui Foton Motor Company. The company produces dieselenglnes in - = = =~
China at the rate of roughly 400,000 a year.

we =+s. - ... Lieutenant Governor Halter.is.in China to promote Arkansas economic interests.as partof aneconomic __...... ... .. ...
development mission coordinated by the National Lieutenant Govemors Association (NLGA). On Wednesday, the
lisutenant governors are scheduled to meet with China's minisier of construction and assistant minister of
commerce. They are to have lunch in a Beijing art before visiting the Forbidden City and Tiananmen Square.
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Leader of China's Largest Province Enthusiastic About Arkansas

324 words

27 August 2009

Targeted News Senvice

TARGNS

English

Copyright 2009 Targeted News Service ALL Rights Reserved

ZHENGZHQU, China, Aug. 27 - Lt. Gov. Bill Halter, D-Ark,, issued the following news release:

Blll Halter and five other visiting lieutenant governors met today with the senior leader of China's Henan Province,
the country's largest by poputation with 100 million residents. During their discussion, "Party Secretary Xu
Guangchun expressed great enthusiasm about deepening business relationships with Arkansas,” Halter said.

"Henan s, in essence, the first province in terms of Chinase history," Halter noted. "This is where China's capital
was for the first 3,000 years of its history. Today it has significant agricultural and industrial operalions, and serves
as a fransportation hub within China."

Establishing greater market acoess to China for Arkanaes products, notably rioe and pouitry, has been a stapls of
Halter's discussions this waek with Chinase officials. He also has talked with China's vice minister for foreign
affalrs and the assistant minister of commerce.

Secretary Xu (pranounced shoo) is a former journalist and has authored several books, including "Philosophy and
Journalism* and an award-winning book of photography.

Also Thursday, the NLGA contingent visited the historic Shaolin Temple in the city of Dengfeng, where they
witnessad a martial exts demonastration. Founded in tho 5th cantury, this Buddhist monastery is perhaps best

.. known to the Westemworld .as the bithplace.of KungFu. ... . .. .... .

The lisutenant govemnors have been in China all weelt on an economic develapment mission arranged by the
Natlonal Lleutanant Govemors Assoclallon (NLGA) Thelr hosts are the Chlnese People s Asseolat!on for
Fnendshlp "with Forelgn Countries.”

Friday's schedule includes a visit {o a local farm, a tour of a bus factory and meeting with the mayor of Zhengzhou,
population 7.5 million, or nearly twice the size of Los Angeles. The lisutenant governors ere scheduted to fly back
to Chlnas capltal clty, Beijing, on Friday night.
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China's Largest Province Wants Commercial, Cultural Ties with Arkansas
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LITTLE ROCK, Ark,, Aug. 31 - Lt. Gov. Bill Halter, D-Ark., Issued the following news release:

Lieutenant Govemnor BIlI Halter today announced that the state of Arkansas and China's most populbun province,
Henan Province, have signed a letter of infent to promote common business interests and generate trade and
invesiment opportunities.

Halter and Feng Yongchen, director-genersdl of the Foreign and Overseas Chinese Affairs Office of the People's
Government of Henan Prevince, signed English and Chinese versions of the latter while Halter was in the
provincial capital of Zhengzhou, China, on Friday as part of an economic development mission arranged by the
Nationat Lieutenant Govemors Assoclation (NLGA).

"Government officials | met with during our two days In Zhengzhou repeatedly expressed their excitement about
formalizing a commercial relationship and developing a cultural exchange with Arkansas,” Halter sald. "l am
pleased to return with a document that reflacts their interest and enthusiasm. This is an exciting opportunity for
Arkansas, espscially our farmers-and businesses.”

The letter of Intent establishing a *friendly-exchange relationship" between Henan Province .and the state of
Arkansas reads, in part:

various forms in the fields of el:onémy. trede, sciance and technology, oulture, education, sperts, health and
qualified personnel ... to premote common development. .

"Reguler contacts shall be maintsinad between the leaders of both governments and reievant departments of both

sides to facllitate consultations on the issues of exchanges and'c_:ooperation as well as matters of common’
concem.”

China is Arkansas' third-largest export market, behind Canada and Mexico. Currently, China effectively bans
imports of U.S. rice and Arkansas-based poultry. Halter encouraged Chinese removal of these trade restrictions
last week In discusalions with China's vice minister. of foreign affairs, the assisiant minfster of commerce and
Henan Pryvince Party Secretary Xu Guangehun.

“Secretary Xu expressed grest enthusiasm ebout doapening businese ratstionships with Arkansas,” Halter said.

Located In east-central China, Henan is China's largest province by population, with 100 million residents. if Henan
were a country, it would be the world's 12th largest behind Mexico.

Henan hes long been a pofitical, economic and cultural base in China as well as the pivot point of transportation in
all directions for a country of more than 1.3 billion people. Historically, mora than 20 dynasties initially established
or [ater moved their capitals to Henan Province. Of China's 8 mejor ancient capilals, 4 are located there. The
province also Is home Shaolin Temple, a 5th century Buddhist monastery best known fo the Western word for its
assoclalion with Chinese martial arts, inoluding Shaolin Kung Fu.

Signs of Hennn's vigorous economy are evident in Its ‘eapital of Zhengzhou, whore ongaing construction of modemn
buildings and new roads, Is giving this city of 7.5 million people 2 virtua! facelift.

M
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Lieutenant Governor Halter Renews 'Friendly Exchange,' Looks to Future

with Chinese Foreign Minister

413 words

22 October 2008

Targeted News Service
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English

Copyright 2009 Targetad News Service ALL Rights Reserved

LITTLE BOCK, Ark., Oct. 22 - L1, Gov. Bl Halter, D-Ark., issued the following news release :

Lieutenant Governor Blll Halter and a Chinese foreign minister renewed their discussions Thursday about
advancing commercial, cultural and educational exchanges between China's largest province and the state of
Arkansas. '

Halfer and Feng Yongchen, director-gencral of the Foreign Affeirs Office of the Pecple’s Government of Henan
Provinae, first met last August in Zhengzhou, Henan's capital city, where they co-signed a letter of intent
establishing a "friendly-exchange relationship” between Arkansas and Henan.

" *Today marked another step toward sirengthening ties with China, which is Arkansas's third largest trading partner,

and maintaining communications with representatives of a prowince that is homa to 100 million people,” Halter said.
"Increased market opportunities and expanded market access to China, particularly for Arkansas poultry and
Arkansas rice, again ware prime topics of discussion ... just as they were when | was in China.

-*Director Feng -rer'nains enthusiastic about developing trade and investment opportunities between Henan

Province and Arkansas,” Halter added.

- “We have firstof all o know each other to have further-cooperation and to-promote ourfriendship with one each - -~

another,” Mr. Feng told the Lleutenant Gevegior at a breakfast méellng. *| want to meke good uae of the day hare
80 | will know more abeut Arkanses.”

" Mr. Feng was pait of a three-person delegation from Henan who arrved in Litte Rack on Wednesday nightand

spent Thursday visiting with Arkansas state economic development officials as well as business and agricultural
leaders. The trio also was scheduled to tour the Willlam J. Clinton Presidential Center.

Accompanying Mr. Feng were Lee Guosheng, director of the Euro and American Division of the Foreign Office In
Henan, and Yan Jingwel, interpreter for the Euro and American Division of the Henan office.

"Arkaneas has significant economic interests in.China and thare is tremendous potential for an expanded
presence," Halter said. "My hope Is that we will soon see students, teachers, farmers and business executives
from Arkansas visiting Henan and from Henan visiting Arkansas. That would create a healthy environment fon
econemic growth and development” '

Henan Province has long been a political, ecanamic and cultural basa in China as well as the pivot point of
transportation in all directions for a country of more than 1.3 billion people.

TNS PA-PA 081023-2445153 81PoojaAnand
Document TARGNS0020091023e5am001mi

© 2012 Factiva, Inc. All rights reserved.
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Halter Sees Higher Education, Training, Skills as Keys to Global Marketplace
585 words

14 January 2010
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English

Copyright 2010 Targated News Service ALL Rights Reserved

LITTLE ROCK, Ark., Jan. 14 — Lt. Gov. Bill Halter, D-Ark., issued the following news relsase:

Lieutenant Govemor BIlt Halter sald Thursday that Arkansas needs a highly skilled, highly trained, wefl-educated
work force to compete in the global economy

"We're not competing with Just Mississippl or Oklahoma any more. We're competing literally all around the globe,”
Halter told several hundred locdl and state officlals gathered for the Arkansas Municipal League Winter
Conference in Little Rock.

"Companies now that make big investmaut decisione ... are comparing places In Arkansas with places In Indiain
meking those decisions,” Halter sald. "Our best way to compete in that environment is to compete based on the
training and skili level of our work force and not to compete with lower wages. if we compete with lower wages, we
can't possibly move ahead as a state.”

The Lieutenant Govemor spoke at the Municipal League's Voluntary Community of the Year Award Luncheon in
the Peabody Ballroom of the Statehouse Convention Center.

Ad-dr"eséi-ng trie—;-)uabé-e of the luni:heon. Halter related his firsthand a-)'tp"e}iénae' with volunteer activity when more
than 1,200 Arkansans tumed out on a "Razorback Saturday” in November tu help provide basic medical care for
other Arkensans during the-Freg Health Clinic - elso atthe Statehecse Convention Center.. . -.. ... . .

"l dob't know any piaoe that coul& have done that faster with more enthusiasm. | don't know of ey state in the
country where the folks who were asked to help would have poured In the way than your fellow Arkansans did," the
Lieutenant Govemnor said, addmg that the Salurxiey the clinic was held also was the first day of duck-huntmg
season.

Haller drew applausa when he informed his audience that Arkanaas Schalarship Lottery Director Ernie
Passailaigue had recently revised his revenue estimate upward. :

"He (Passallaigue) believes that In the first 12 months of the loftery's operation, it will produce $142 million for
Arkansas students to go to Arkansas schools,” Halter sald, after noting this was no secret because the statewide
newspeeer was aware of the revisad forecast. “That will inore than triple what spend from tbe atate govomnient
budget for scholarships for ow students.”

Halter observed that Arkansas, along with the rest of the country, was facing the toughest economic times in
decades - with families digging deep in hopes of finding the funding they need to send their chiidren to college.

In light of that, he said, "We need to coma together as a state around the idea; around the principle, around &
one-aontance missien statament that every Arkansans who works hard and piays by the rules ought to have the
opportunity for a higher education.”

Begirning in August, Halter sgid, he believes Ariiansans who qualify for the new lattery-funded scholatships will
wind up with $5,000 a year In financial assistance if enrolled at a four-year university in Arkansas and $2,500 a year
if enrolled at a two-yaar college in the state. '
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. several other U.S. states. On Monday, he sotd he signed a fetter of intent on Arkansas’ hehalf wlth

. ~Askéd-Whéther-he- expected-the letterdfintent toxbg mostlysynbollc or resulunnealegpncmk--. :
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Halter: Ark. may see inroads to China's
consumers

By The Assoclated Press ) [_T&zl
;h;:uqdnmuuww pubiished August 34, 2009 at 2:51 p.m. Updated August 31, 2009 st -_— s —f
01 p.m.

Conwments Font Stze Share

Lt. Gov. Bill Halter said Monday that he signed an agreement with one of China's most populous
provinces that could help Arkansas sell products to a country expected to become the world's
largest consumer market. .

Halter retumeo Saturday from a weeklong trip to Cbina with a group ef lieutenant govemors from

t.op officials of Henan pmvlnce. tocated south of Beljlng ‘and west of Shanghal ‘He sald the ietter”
comm'lts Arkansas and Henarn to work to improve relations, though lt contains no formal/ plans

gaing for Arkansas, Halter decliiéd to speéuht’e

IS
"You can never say how these relationships are going to pan out,” he said. N u'u:

Henan is home to nearly 94 miltion of China's 1.3 bilion residents, making {t the country’s third
most populous province. It has 2 1/2 times California’s poputation - and about 32 times Arkansas’
population.

Halter sald Henan, like Arkansas, has major agricutwure and manufacturing components to its
economy and is a distributfon hub because of its central location.

“This (agreement) has the potential to provide Arkansas with greater access to the China market,”

Halter said. MOST DISCUSSED STOF
Arkansas-based companles ln'cluding wal-Mart and Tyson Foods are already activeitrading partners
with China, Halter said. State exports to China amounted to abaut $320 miltion last year, he said.

Petrino In stable condition following
accident (17 comments)
China's population also offers great potential to livestock producers in Arkansas, Halter said. Arkansas surgeon general arrested &
comments) .

Mass layoffs at an all-time high in Arl
comments)

He acknowledged that China doesn't currently allow imports of poultry products from Arkansas
under a ban that stems from concerns about avian flu following a spike in the disease a few years

f .S, st )
ago. But he said Tyson se.lls poultry in China that was produced in other U.5. states Bil Clinton: Obama can argue he ste

Arkansas Is the largest rice-producing state in the U.S., but sells no rice to China. Atthough China economy (13 camments)
fs the world's largest consumer of rice, it afsa fs its largest praducer. Recycling program kicks off (a LR to
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"The rice issue {s more compticated {than the poultry ban) and will take a longer time to resoltve ...
because of the fmportant role of rice in the Chinese diet,” he said when asked about the
commodity. '

He sald the formal agreement was "the beginning of a process to create concrete relations.”

The next step, he sajd, would be visits by an Arkansas delegation to Henan, and a visit by Henan
representatives to Arkansas,

Halter said Henan also has a sister-state relationship with Kansas.

'i.‘w"...‘.;;'é] g;;: fest o
friends o
recoqu

More Arkansas

Authoritles arrest Cabot man for assaulting 2...
Two arrested in motor thefts

Arkansas surgeon general arrested ot his home
UCA board approves Aramark contract extension
Rogers police investigate shooting

Sen. Pryor to receive Bumpers leadership awar...
Police look for veteran’s artifacts

Petrino in stable condition following motorcy...

Recycling program kicks off in LR today

- Comments.on: Halter: Ark. mayseammads to. Chmasconsumexs et '""”S_HUPPING e e

Yo, report abuse gr misuse of this area please hit the 'Suuest Removal” link in the comment to alert our on\he
manngen Read our Terns of Use pollcy RN e .

Vou mus! lo[ln [} malre mmment!.

Obama: End tax breaks for big ofl (&:

.More Arkansas wtories 2 ..

TOP JOBS

Driver

driver. Tango hes immediate opentn;
&OTRSIT...
LITTLE ROCK, AR

Precious metal buyer

precious metals buyerour growing b
ftooking for pre...
NORTH UTTLE ROCK, AR

Driver

Dry Van Regionale Dafly or weekly pt
Hometimels ...
LITTLE ROCK, AR

Cross county school district has
openings for the following Teaching

. the 2012-...

CHERRY VALLEY, AR

Therapist, for early interventior |

program need OT, PT speech & dev
therapist. Call ...
LITTLE ROCK, AR

Arkansas Daily Deal

i "73 d Iﬂdnorih?"lﬁtior-_‘-. .

\§  an'afr conditionin
* plus 10 air duces .«

See more Deals

Real Esute

Little rock; 1,750
BA) $155,500; Kev
Janet Jones Comy
Search 16,312 hoi

Autos

0

B 2009 Nissan Maxima
$20,991; 62000 miles
North Point Nissan
Search 2,207 vehicles

Oriver

driver. Tango has
openings for... LT
“ AR

Search 709 jobs
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William A. Halter Is Elected to webMethods’ Board of Directors Former
Deputy Commissioner of Social Security Admiaistration and OMB Senior
Advisor Adds Substantial Economics and Public Policy Experience to

webMethods' Board

955 words

29 August 2003

08:00 AM

PR Newswire

PRN

English

Copyright (¢) 2003 PR Newswire Assaciation LLC. All Rights Resarved.

FAIRFAX, Va., Aug. 29 /PRNewswire/ - webMethods, Inc. , the leading provider of integration software enabling
Global Business Visibility(TM), today announced that William A. Halter was elected to the company’s board of
directors et the 2003 annual meeting of stockholders. Mr. Halter s the former Deputy Commissianer and Acting
Commissioner of the Social Security Administration (SSA) and previously served as a Senior Advisor inthe U.S.
Office of Management and Budget, Executive Office of the President. Mr. Halter will bring significant kinowledge
and experience in the public sector, as well as his background in management consulting, to the webMethods
board.

Mr. Halter has extensive experience with the public sector. As the Acting Commissioner and Deputy
Commissioner of the Social Security Administration, he was responslble for the overall operation and direction of
one of the largest financial services organizations in ths world. Prior to his role at SSA, Mr. Halter held hlgh profile

- advisor positions In-the-Clinton Administration, serving as Senior Advisor; Director's Office;-Office of Management

and Budget, Executive Office of the President, and as Senior Policy Advisor to the ClintorvGore 1892 campalgn.
Mr. Halter also held the poslllons of Chief Economist to the United States Senate COmmIltee on Flnance and

Ecoroftiist for the Joint EConoMilc Commiittes sf Congresy: = &= i - T TR : IR

“Bill's wealth of experience in economics and public policy make him ar‘ideal choice for webMethods ' board of

. directors,":sald Plillip Marrick, chaioman-and. CEQ,.wehMethads., inc.."As we cofitinuedo Jodk to:thé-public. .= - .. .. ...

sector 3§ @ temindous grbowili aéa, his bEEKgTound in that market ail RS0 io"stréRgthén the ties thét driveé sur
business. We welcome him to our board and look forward to a fruitful refationship.”

In the past several years, Mr. Halter has served on the boards of market- leading companies and one of the
nation's top universities. He currently serves as a member of the board of directors for Akamal Technologies, Inc
and InterMune, Inc. Previously, Mr. Halter held a board position with FirstGov. Mr. Halter s actively involved with
Stanford University, having served on its Board of Trustoes for seven years and chairlng the A_éademk: Policy,
Planning and Management Committee. He Is also a member of Stanford University's Humanities and Sciences
Council and of the Advisory Council for the Stanford University Libraries and Academic Information Resources.
Previously he served on the Natidnal Advisory Board of Stanford University's Haas Center for Public Service.

"wehMethods' ability to maintain a solid, healthy businass despite the difficuit economic environment s a tribute
to the company's business acumen and a testament to the importance of its software to the world's leading
organizations,” said William A. Halter. "l look forward to working closely with the company and providing whatever
guidance | can to help further its growth.”

A Rhodes Scholar at Oxford University, Mr. Halter has taught universily classes on economics and public poticy
for Stanford University.

R. James Green and Robin Vasan were re-elected 1o ths webMsthods ' board at the 2003 annual meeting of
stockholders, and the stockholders ratified the selection of PricewaterhouseCoopers LLP as independent public
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accountants to webMethods for ils cument fiscal year.
About webMethods, Inc.

As the leading independent provider of integration software, webMethads, Inc. delivers the industry's most
comprehensive platform for enterprise-wide integration, including complete support for Enterprise Web Services.
The webMethods Integration Platform allows customers to achleve quantifiable R.O.I. by linking business
processes, enterprise and legacy applications, databases, Web services and workflows both within and across
enterprises. Through this seamlass flow of information, companies can reduce costs, create new revanue
opportunities, strengthen relationships with customers, substantially increase supply chain efficiencies and
streamline internal busineis processes.

Founded in 1896, webMethods is headquartered In Falirfax, Va.. with offices throughout the U.S., Europe and
Asia Pacific. webMethods has more than 850 customers worldwide including Globa! 2000 leaders such as Bank-
of America, Citibank, Dell, Eastman Chemical, Grainger, and Motorola. webMethods' strategic partners include
Accenture, AMS, BearingPoint, BMC Software, BroadVision, Cap Gemini Emst & Young, CSC, Deloitte
Consulting, EDS, HP, i2 Technologles, J.0. Edwards, SAP AG, Slebel Systems and TCS. More information about
the company can be found at hitp://www.webmethods.com/ (http:/Mww.webmethods.com/).

webMathods is a registered tradamark, and Global Business Visibility is a trademark, of webMethods, inc. ln
the USA and certain other countries. All other company and product namas are the property of their respective
owners.

This press release may contain various remarks about the future expectations, plans and prospects of
webMethods that constitute forward- looking statements for purposes of the safe harbor provisions of U.S.
securities faws. The ‘actual results of webMeéthods may differ materially from those indicated by these forward-
lookirg siatdments as a résull of vanous impartan factors, including those discussed under the heading "Factors
That May Affect Future Opereting Resuits” in tha Business section of webMethods ' Form 10-K for the year

ended March 31, 2003, and in the "Management's DisSussion and Analysis” section of webMethods' Form 10-Q . .

for the Quarter erided June 30, 2003, which are on fllé with the' U. S. Seeutitiés and Ei:ch‘aﬁga Commiission and
may.be accessed at hitp:/imww.sec.gov/ [hitp:/iwww.sec.gov/] or webMethods ' irvestor reletions webpage at

_ hitp:/Maw webm_gghgds com( fhitp: {hmuwebmelhoqs gor/], webhleBwods disciaims arlzobll_ga'(lan toupdateon

correct any forward-looking stalements made hareln ‘due to the occurrence of everis-after the issuance of this
press reloase.

Web site; http:/mwww.webmethods.com/ [hitp://www.webmethods.com/}
CONTACT: Sarah Welz of wabMethods, Inc., +1-703-251-3207, or sarah.welz@webmethods.com
Document PRNOCOD020030829d28100152

© 2012 Factiva, inc. All rights reserved.
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The Washington Post

Finenclal

WebMethods Names New Finance Chief; Hiring Follows Spate of Departures
[Corrected 3 January 2007]

Kim Hart

Washington Post Staff Writer
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PUBLISHED CORRECTIONS: A Dec. 21 article about WebMethods Ing. incomectly said that the company has
outsourced all research-and-development personnel. The company recently bought a company located in india

but maintains mast of its development staff in the United States. (Published 12/22/2008)

WebMethods announced yesterday that it has chosen a new chief financial officer, its first major first hire aftera
two-year exodus of top managers and recent disappointing eémings.

The appointment of Ken Sexton, who will alse become the Fairfax software company's executive vice presldént
and freasurer when he starts the job Jan. 2, coines six weeks after the resignation of WebMethods * chief

WebMethads , which sells seftwate lhal integretes muttiple busmess applncstmns in computer eystems has
struggled with accounting problems end inconsistent sales over the past four years. it lost $4.1 millionIn the
quarter ended Sept.-30, compared with a profit of $2.6 million during.the.comparable-period.a yeaz.ago.—.- .~ - - v ev w0 ame &

Eleven top-level managers have left the company since 2004.

“Clearly, ws need to improve our execution, and we've laken immediate steps to do 50," chief executive David
Mitchell said in a Noverober press release accompanying the company's financlal report.

Hiring Ken Sexton was one such stop in the right direction, said Deborah Rosen, WebMethods * executive vice
president of marketing.

"Thig is a textbook case of how you replace a CFO," she said. Sexton "has the right profile — someone who's been .
working as a CFO in the software industry for a long lime."

Sendn was most recently finance chief of Infor, a private software company. Before joining Infor, he served as
finance chief for three ofher publicly raded software firms.

Although Bextan’s experienos invelves helping struggling compaenies uebound analysts asy his work at
WebMethods will not be solely facused on financiats.

“They weren't shopping for snmeone who le a tumaround expert.” sald Gregg Moskowit2, an analyst with
Susquehanna Financial Group.

Even with naw leadership in place, the company's greatest challenge is to i |mprove sales and market its latest
products.
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The company plans to make major changes (o its sales department sfter the departure of Chiarello, who also was
head of global sales.

Meanwhile, the company Is going Into cost-cutting mode. Management expects to save $2 million by the end of
March by slashing facilities and personnel expenses. It has already outsourced all of its research-
and-development efforts to Indla through recent acquisitions.

hitp://www.washingtonpost.com [hitp://www.washingtonpost.com]
WP20061221WEBMETHODS21
Document WP00000020051221e2¢100049

® 2012 Factiva, Inc. All rights reserved.

AJS000104




O 0NN Lo P ) sl

Factiva

1afl

http://global. factiva.com/hp/printsavews.aspx?ppstype=Article&pp=Pr...

Jasinowski, Mitchell and Mullarkey Reelected to webMethods' Board of

Directars at the 2005 Annual Meeting of Stockholders
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FAIRFAX, Va, Sept. 6 /PRNewswire/ -~ webMethods Inc. , a leading business integration and optimization
software company, today announced tat Jemy J. Jasinowski, David Mitchell and Vincent J. Mullarkey were
reelected to the company's board of directars by aver 89% of the sharas voting at wabMathods' 2005 annual
meeting of stockholders. Mr. Mitchell is webMethods' President and Chief Executive Officer, and Mr. Jasinowski
and Mr. Mullarkey serve as independent directors of webMethods . Each was elected to a three-year term. Other
members of webMethods ' Board include James P. Gauer, R. James Green, William A, Halter, Jack L. Lewls,
Gene Rlechers and Bill Russell,

Stockholders also ratified the selection of PricewaterhoueaCoopors LLP as the registared independent public
accounting firm for webMethods for the fiscal year ending March 31, 2006. That action was also by over 98% of
the shares voting at webMethods ' 2005 annual meeting of stockholders. PricewaterhouseCoopers LLP has
audited webMethods ' financial stataments sinoe the company’s inception in 1996.

About webMethods, inc.

webMethads provides Husiness: intsgration software to inteprate, assemble and aptimize avallable IT assets to

_drive business process productivity. webMethods delivers an innovative, enterprise-class business Integration

platform that [actirporates proveh inteégrition technology with next generation capabilities into orie itervperable set '

of tools that delivers a unique combination of efficiency, agility and control. webMethods combines industry

Ieaderg_h_lp with a zealous commitment to customers to deliver tanglbte Iguslnsss vaiue to more than 1,300 global
customers. wehMethods is haodqunn-ned in Falrfax Va. with'atfices throughout the U. s Eurone Asia Pactfic

and Jqpan Mere information ebout the campany can be found at http/Mww.wabmethods.com/
[hitp://iwww.webmethods.com/].

The webMethods name and logo are registered trademarks of webMethods , inc. All other marks mentioned
are trademarks or service marks of their respective companiles.

Web site: hitp:/mww.webmethods.com/ [hitp:/imww.webmethods.com/)

CONTACT. John Conley of webMethods inc., +1-703-460-5996, orjohn.conley@webmethods.com
Document PRNO0O00020050906e 186002yd

©® 2012 Factiva, Inc. All righta reserved.

AJS000105.



http://www.webmethods.com/
http://www.webmethods.com/%5bhttp://www.webmethods.com/

Factiva http://global.factiva.com/hp/printsavews.aspx?ppstype=Article&pp=Pr...

Q1 2006 webMethods, Inc. Earnings Conference Call - Final
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OPERATOR: | will be your conference facilitator. At this time | would like to welcome to webMethods fiscal first
quarter eamings release conference call. (OPERATOR INSTRUCTIONS) After the speakers’ remarks there will
be a question and answer peried. At this ime I'd llke to introduce our host, Christophar Marlin, Vico Prealdent of
Investor Relations. Please go ahead sir. -

CHRISTOPHER MARTIN, VP IR, WEBMETHODS, INC.: Thank you operator. Good afternoon everyohe and
thank you far joining us. My name is Christopher Martin, Vice President Investor Relations at webMethods . The
purpose of today's Webcast to discuss our first quarter fiscal year 2008 financial resutts. Joining me today are
David Mitchell, our President and CEO, and Mark Wabschall, our Chief Accounting Officer. Rich Chiaretio, our
EVP of Operations, will alsc be joining us for the question and answer portion of today’s call. The press release
we [ssued this afternoon regarding our resuits is available on our Website. That is www.webmethods.com
{hitp:/Awww.webmethods.coro). Odr press releasg end ewt Form 8-K have also been filed with the Seourities and
Exchange Commission.

Before we begin, please note that this conference call is being broadcast over the phone and via live Webcast

- opento all interested parties. This callIs being recorded and will be-available for replay on our Website or by-
dialing the following numbers; 1-800-842-1687 in North America and 1-708-845-8291 outside of North America.
The confirmation number is 7783540. And the conference call replay is available thrnugh August 5. As we will
provide non-GAAP financial lnformatlon in this call, piéase refer ic our eamings reiease for a recondiliation of that
infornration lc GAAP megsutas and explana!lons and cautions on tho use of nnn-GAAP mformatlon

e DG fha" Urse of: is cenference call mamgehéﬁhﬂayin‘ake‘-comménts “Whichiaig- fOrward-lodhng [n nlture: -
These comments are inténdid io ba forward-IGoking staternents for purposes of the Safe Haibor provided t by the
Private Securities Litigation Reform Act of 1995. These projections and other forward-looking statements
regarding expectations, may Include comments regarding future busingss and financial metrics, our pipeline, future
cost savings and expense lavels, cost of investigations, legal compliance matters or intemal control matters,
anticipated results of marketing and selling models and expectations of future financial performance including, total
end license revenue, future profitability, margins, anticipated charges, net loss, loss per share and pro forma
resuits per share. Which are subject to various risks and uncertainties that are on file on with the SEC and avai(aple
electronically through EDGAR or [E-Links] on our investor Relalions Wabsite. These forward-looking statements
should net be viewed ac a guarantee of or a committment to any actual rosults. And our actual performance may
diffar materially from thoso measures indidated in our ferward-looking statements.

These statements reflect the beliefs of management based on information available to us on August 1, 2005. And
webMethods does not undertake any obligation to update or correct any forward-looking statements due to the
occurrence of events after this call. l would now like to tumn the call over to David Mitchell, webMethods President
and CEO. David?

DAVID MITCHELL, CEOQ, PRESIDENT, COO, WEBMETHODS, INC.: Thank you Chris. Good aftemoon
everyone and thank you foc joining ua. On July 5, we shared with you our first quarter fisoal year 2006 prsiiminaty
resulte. At that timo we expeoted our Q1 revenues to be epproximately $47 to $48 million. Tad2y wa are reporting
total revenue in Q1 of $47.7 miliion, representing a 14% increaso ovar last year's first quarter. This increase was
primarily driven by new license revenue, which grew 25% year over year. On July 5§ we said we expected a GAAP
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loss of approximately $0.04 to $0.02 per share Our final Q1 GAAP rasults were aloss of $0.01 per shara This is
a slgnificant improvement from our GAAP loss of $0.20 per share in last yaar's Q1.

On July 5 we expected pro forma results for Q1 within the range of aloss of 30.01 per share to a profit of $0.01
per share. We are pleased that we are reporting a profitfor Q1 of $0.01 per share. This represents a significant
Improvement versus last year when we posted a Q1 pro forma loss of $0.18 per share. Please refer to our
eamings release concerning the calculation of pro forma results and related information. These restilts represent
the first time webMethods has generated a pro forma profit in our fiscel first quarter and signifies the fourth
consecutive: quarter of pro forma profitability.

Itis worthwhile to nate, that we have shown consistent improvement every quartér in each of the last four quarters
on a year over year basis in both our GAAP and pro forma results. And as our first fiscal quarter has historically
been our most ohsllenging duiarter, this significant accomplishinent demonstrates our commitinent to running a
profitable business. We've significantly reduced our averall operating expenses gnd we will continue fo executa on
gaining operational efficiancies and licensed growth as we work our way to increasing our operating margins. As |
have said In the past, one of my primary objectives is to get this Company to double-digit operating leverage by
the end of our fiscal year. From a geographical perspective North America showed both year over year and
sequential improvement in revenue. Driven in part by the strength of our govermment business, which represented
epproximately 20% of Q1 bookings.

We receontly announced the hiring a new manaper to run our gavernment business with the expectation that we
could drive greater returns from this market segment. Given that the September quarter is traditionelly stronger for
our govemment business, our expectation is that we will have another great quarter in this vertical. As we
mentionad on July 5, the strength that we saw North America was offset by maderate shart talls veraus our ariginal
expectations across parts of Eyrope and Japan. in gengral, Europe's economy Is not lmpmvlng as quickly as that . .
of the U.S. We believe while there may have been some impact due to economic issues we had some execution
chaltenges.

Overall ths sharﬂall ln EMEA vias modnrate and glvan the prévmus two strang qua&érs ui'!hat :eg|on I am very ST
pleased with the effoit of the shtire EMEA team. As you lmow, we are headlng Into. b‘le seabonallyslow summer

in the Seplember quarter. Butwe do-expect gradual lmprovemenuhroughouﬂhe ramalnderof our fiscal year.

With regard to our Asla-Pacific business; our Japanese business Is taking a littlé loriger to recover than we had
originally expected. This was offset by as a positive performance in the Australia/New Zealarid region, where we
reponted a significant year over year improvement. As a part of our effort to improve the entire region's
improvement we have hired Andy Wilkinson as General Manager of the Asla-Pacific/Japan region. Andy brings
with him more than 20 years of proven success in the IT industry and a track record of success in expanding into
new markets. While working with at companies as IBM, Peregrin Systems and the Advantage Group. We look
forward tc him gulding end expanding our Asla-Pacific/Japan business, which ié an important part of
webMethads growth strategy. This is a newly craated position and one we bslieve is neceseary in order to
generate the desired raturn on investment we expect to aghfeve from the entire Asia-Pacific/Japan region. With
that, | will now tum the call over to Mark for a more dotailed look at our finencial performanoe in the quador. Mark?

MARK WABSCHALL, PRINCIPAL FINANCIAL OFFICER, PRINCIPAL ACCOUNTING OFFICER AND SVP OF
FIN., WEBMETHODS, INC.: Thanks, David. | will start by reviewing our standard financia! Information and metrics
for our fiscal first quarter and then | will provide guidance for the second fiscal quarter. Total revenues for the first
quartar where $47.7 million as compared to $52.8 milion in the prior quarter and $41.8 million in the prior year's
first qrrarter. This reprasents a 10% sequential decfine and a 14% Increase on a year over ypar basis.

We typically see a aequential decline following our traditiosally strong fourth quarter due to seasonal factors and
historical IT spending trends. However, cur first quarter parformance was better um_wt we hava seen over the
past couple of years. License revenues for the first quarter were 18.5 million, representing 39% of total revenue.
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This compares to 22.1 million in the prior quarter and 14.8 million in the prior year's first quarter. And represents a
17% sequentialidecrense and a 25% yeer over yearinarease. The quarter’s sequentiel decline froen the fourth
quarter wag less than what we've seen over the past couple of yeas.

Professional services revenues were approximately $11.7 million as compared to 12.8 million in the prior quarter
and 12.5 million in the prior year’s first quarter. This represents an 8% sequentlal decrease and a 7% year over
year decrease. This decline was primarily atiributable to lower subcontractor revenue as we have either shifted
more of this business to our own employees or to our system Infegration partners; which had a favorable Impact on
our service margin. Billable hours were aiso impacted by protessional service employees attending training
programs for webMethods Fabric 8.8, whieh was successtully launohed during Q1.

Maintenance revenues were approximately $17.6 million as compared to approximately 18.0 million, in the prior
quarter and 14.8 milllon in the prior year's quarter. This represents a 2% sequential decrease and a 20% year over
year increase. As you may recall we mentioned on our May 2 conference call that we expected to see a sequential
decline due to approximately $600 to $700,000 of true up items that were reflected in our fourth quarter
maintenance revenue results. Americas revenues were $30.2 million. This is an 18% increase compared to last
year's Q1 and equal to our revenue performance in Q4.

For the first tiare in tha Compeny’s history we have msintained a level of Americas revanues from the fourth

quanter into our first quearter. As David mantioned eariar, this strength was driven in part by our Federal

Government business, which represented approximately 20% of total Q1 bookings. Intemational revenues were

approxirnately $17.6 million or 37% df our tolal revenuss. Revanues from EMEA wera appreximately $10.8 million,

which is the highoat lavel we have had in three years in a first querter. Thie represents a 30% sequentinl decline

and a year over year grawth of 38%. The sequential declina was more pronounced this Q1 benause EMEA had
_record revenues in the second half of last fiscal year.

Asia-Pacific revenues excluding Japan were $4.2 million. This represents a 4% sequential increase and a year

. over year increese of 10%. This was Asia-Pacific's strongest Q1 revenue perfonnance since 2001. Japan  _
reveruee ware $2.6 millien, representing a 23% sequential decline-and a 46% déclihe when Coiripéired to last
years Q1. We were dlsappoln!ed with Japan s performance as our Japanese buslness is taking Ionger to recover

Genersi; Mamgar of our Asla-Paclﬂc and Japaneae regmmwa expaat{o ‘see a gmdual Jmpmvemunt in Japana
performance thraughout the rest of the fiscal year.

We clased four contracts in the quarter which were greater than §1 million. The largest transaction was in Europe
and the other three were in the United States including one with the intemal Revenue Service. In addition, we
closed another contract in the first quarter in excess of $1 million with the U.S. Goverment, which we deferred
revenue recognition until July. No single customer represented 10% or more of our total revenue in the first
quarter. Qur average deal size of transactions over $100,000 was approximately 400,000, which compared to
$350,000 in Q4 and Q1 of last year. '

Approximately 60% of our boakings in the quarter were from existing customers incfuding AVNET, Alcetel, Cable
and Wireless, D'élactricité De France, Hibemia National Bank and Selectron. After the more than 30 new
customers during the quarter, which includes companies like Cax(ph) and Assoclates, ETrade Financial
Corporation, By Serve(ph) Solutions, Genentech, Nokia and Westem Power Corporation. Approximately 42% of
our bookings In the quarter were influenced by our partners. Moving now to our gross margins, which exclude
non-cash and other charges, we achigved total gross profit of approximately $34 million as compared to 38.2
million In the prior year quarter and 27 million in the prior year period. Gross margin was approximately 71% of tota}
ravenues as compared to 72% in the prior quarter and 84% In last year's Q1.

Servioes margins were 54% as compared to 52% in the prior quarter and 47% in the prior year period. The
improvmg our services margin has been a focus of the Company and this quarter we achleved the highest service
marglns in the Company's history. Our pro forma operatlng expenses for tha quarter were approximately-$33.9

1 8N

AJS000108



N s nn  EAY O o iy 2

Factiva

a-on

hitp://global.factiva.com/hp/printsavews.aspx?ppstype=Article&pp=Pr...

million, as compared to 38 million in the prior quarter and 37.2 milllon in last year's Q1. This represents a
sequaritial decline of $4 miilion or 11%, and o year over yeat decline of 9%. it also represents the lowest total
opersting expenses at webMethods in five years. We were able to achlieve this reduction through more
disciplined cost controls and improved productivity.

We ended the first quarter with 807 employees, which compares to 833 at the end of Q4 and 836 a year ago. With
respect to the specific line item operating expenses the results of the quarter are as follows; Sales and marketing
expenses were $16.6 million, compared to 18.5 million in the prior quarter and 21.1 million in the prior year period.
The sequential and year over year decreases were primarily due {o lower headcount and reduced travel and
consulting costs. Due to improved sales farce productivity, we were able to achiave higher year over year license

revenue with fawer headcouat. We anded the nuader with approximately 75 quota beoring reps th line with what we
told yay on May 2.

Research and development expenses were approximately $11.1 million, compared to 11.8 million in the prior
quarter and 11 million in the prior year period. The sequential decrease was due primarily to a decrease In
personnal. In the June quarter we consolidated our R&D operations in Boston with our R&D team in Bellevue,
Washington. We also employ over 10% of our R&D staff In our India development center. We will continue
leveraging the center to reduce our overall R&D costs as a percent of revenue.

G&A expenses were approximetely $6.2 million compared to 7.7 million in the prior quarter and 5.1 milllon in the
prior year period. Tha sequential decline was primarily due to less expense associated with the Japan matter and
related restatements. The year over year Increase was primarily due to higher auditing and consulting fees
associated with Sarbancs-Qxley compliance. Excluding non-cesh and other chargés, this resulted in a-first quarter
pro forma opereting income of $21,000 as compared to 211,000 in the prior quarter, and an operating loss of 10.2
million in the prior year period. This is the first ime that webMethods has achieved positive operating Income in
the first quarter of a fiscal year.

.. Ona GAAP basis, our operating losy for the first quarter was approximately $1.5 ralllion, compsred to a loss of 4.5

milliati lo the prior quarter and 141.5 million ivthe prios year querer. Included in the GAAP operoting loss for the firel
quarter is $1.5 millian of amortization of warrant charges, amortization of Inlanglble assets and restructuring

) __chargas This comparesto 4. 7*rmlllon inQs, pnd 1.3 mllllon_ ayearago. Net tinterest and other income in tha first

quaner was approxlmately $t.2 mtllion Our first- quaner pre.foma het Inﬂomq after ap'plying' apro: forma 35% tax
rate, was $764,600, or $0.01 per share. Which is higher then $579,000 or $0.01 per share reported in the fourth
quarter and the logs of $9.6 nolllion or a loss of $0.18 per shere in the prior year quartor.

Our GAAP net loss for the first quarter was approximately $514,000 or a loss of $0.01 a share, as compared to a
loss of $3.9 miilllon In the prior quarter and a loss of 10.8 millllon or a loss of $0.20 per shere in the prior year
period. Our pro forma resuits for the first quarter include pro forma takes of $412,000 and exciude $661,000 in
warant chi:rges. 599,000 in émortizalion of acquisition related Intangibtes, and 288,000 In chargas related to a
restructuring cost. Today’s earning press release contains further information on the cafculation of our quarterly pro
forma resuits and a fecanciilation of pro fornia results to GAAP results.

The basic weighted average shares outstanding during the quarter totaled 53.4 million and the ending share was
approximately 53.5 million. The fully diluted weighted-average shares outstanding during the quarter totaled §3.7
million. With respect to the balance sheet, we ended the quarter with $144 miliion in cash and marketable
securities. Represeriting a decrease of $6.1 million as compared to the prior quarter balance. Net cash used in
operdting activities was $3.2 million, as compared to 7.4 million a year ago. Day sales outstanding for the quarter,
increased three days to 83 days, but remalns consistent with what we have seen over the past year. Total deferred
revenue as of June 30, 2005, decreased by approximately 3.2 million, to 46.2 million. This seasonal decline is
consistent with previous fiscal years and is primarily related to the timing of our customers' maintenance renewals.

| will new provide some forward-looking guidonce. Before doing so | would like to remind overyone of the
comments Chris Martin made at the beginning of this eamings céll regarding forward-looking statements for
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purposes of the Safe Harbor provided by the Private Securitles Litigation Reform Act of 1995. These forward-
looking statemonts reflect tha heliefs of management based on the informatian available to us on August 1 and we
are not undeitaking eny obligatinn te update these numbers or ptovide additional refinement, Wa expect total
revenue for the second quarter of fiscal year 2008 to be In the range of $47 to $50 million. We expect Q2 license
revenue between 18 million and 20.5 million. And we expect our quarter maintenance revenue to be in the range of
$18 to $18.5 million. And services revenue to be approximately $11 mitlion.

While we are focused oa growing our lieense revenize et guidance takos Into account the seasonally siow summer
months in Europe. And our Japanese business taking a little longer to recover than we had originally expected. If
we achieve the higher end of our ravenue guidance, we will show 5% growth of total rovenues for the firut half of
fiscal yaar 2006 over last year and e slight increaso in ficense revenue. Nebintarast and other lscome is expected
to be in the range of $750 to $850,000. Nesed on thage expectations and assumptioas and onir coatinued focus
on cost efficiency, we expect our pro forma eamings per share tn be In the range of $0.01 to $0.04 per ahare after
pro formataxes. We are utilizing a 35% pro forma tax rate despite the fact that the Company has approximately .
$230 miltion of net operating losses available to offsét future taxable income.

Woe expect our GAAP results to Include approximately $680,000 [11 amortization of inlangibles related to the
October, 2003 acquisilons. Amortizatioa of warrant charges oi approximately $866,000, and restructuring charges
that have not yet been finalized. Agalin these forward-looking statements are management's beliefs based on
currently available information and should not be isken as a guarantee of future results, which may differ materially
as a reqult of a variety of faotora discuseed in gor earning release and our tatast Form 10-K filed with the Seourtiss
and Exchange Commission. With that | will turn &k back over to you, David.

DAVID MITCHELL: Thank you, Mark. We have talked to you over the past year about our strategy for growth.

webMethods has remalned focused on Improving business process. pmducuvlty for our customers through our .

continued techhology Innovation, solutlons selling and alllance and pariner relationships. Business process
prodiuictivity is aboul driving continuous incremental business improvement and represents a shift from the
monolithic multi-year software implementations of the past. With webMethods Fabric 6.5 we have delivered the
mdustrys flrst solutlon thel allows abusiness snalyst to model, monltor. manage am! optlmlze abusiness process
that can be depluyed hom tha modellng tool across, the c::mpany's enllra Infreslructure ] -

. . L. L) .
(R . SR SR S L FOR U, A, et e M ey eyl it .._..—,-..._____ e o 4 4 o i 1 gt i o e s fon n eta e

Increaslngly the value that we anam from our customer: relahonshlps {8 growing whan those' customers: reallza
webMethods has this unique capability. A key component of buginess process producllvlly is the ability to
{feverage the existing 1T assets. Global 2000 companies are looking o accomplish this through deploying a
service ariented architecture. SOA Is the systematic approach to software implementation where entire eystems
are composed of reusable comporients, or services combined with enterprise class management, monitoring,
orchestration, optimization and security. However, just like past attempts at reuse, such as object-oriented
programming, SOA requires a powerful platform that endbles assets to be easily idantified and readily reusable by
the target audlence. This is what webMethods' Fabric 8.5 does for our customers every day.

Keep in mind, webMethods has been allowing our customars to deliveron the promisa of 80A singe we
shipped our first imegr'alion server back in 1998. In fact the term, webMethods , means Web Service, a.core
component of a service oriented architecture. And with the delivery of webMethods' Fabric 6.5 we have
extended our leadership in SOA enabling technology. This leadership is also extended with our participation in
several standards working groups. And our participation on the board of the Web Service Interoperability
Organization.

Others have &lse recognized webMethods as a leader in this area. Recently webMethods was recognized as a
leeder in the: recently released Fomester Wave analysis of integration suites. The report noted webMethods
influence in the area ef service-ariented architeatura, nr SOA, calling the Campany, “the laadsr in promoting a
service-oriented approach to computing”. The roportialso noled webMsthods® otrang product stretegy and vision
and our laadership in providing advanced Web services tachnology. In addition, webMethods was named the
{nlegration Consortium's Premier Solution Provider of 2005. webMethods won this award based on delivering
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the most complete and Innovative real-time SOA based application.

We were recognized ahead of other vendors as building the most comprehensive and complete customized
supply chain, business integration solution laveraging a service-orlanted architecture. Bayond reinforeing our
cutrent technology leadership, this type of consistent recognition also underscores the continuing strength of our
product development team. | taka great provide in knowing that we are recognized as a technology leader today:
As we hava said, wa have been supporting service oriented approaches for many years and as such every day
webNiethods ' customers are using our platfonn ta bulld and deploy Web services. Examples Include companies
like Bank of America, and of AVNET, who run their critical business services on the webMethods ' platform.

At Bank of America, the webMethods' integrstion platform supports 250 million transection @ month and 8C pius
production services including, support of all voice response for the call centers and support of their value-added
online hanldnp functions. They expect these volumes te triple by the end of 2005. Just this past June quarier
AVNET, aleader distributor of technology solutions and electronic components, selected wabMethods as their
enterprise SOA standard. Based on AVNET's past and present success with webMethods , we had the
opportunity to explain why webMethods ' for SOAIng. We competed against IBM. But In the end webMethods
was selected as the standard for service oriented architecture and Integration globally at AVNET. AVNET is
currently running more than 25 critical services and this number is growing rapldly.

These are just a cauple of examples ef global 2000 companies or government agencies that are partnering with

webMethods as they execute on thelr Web senvices and SOA strategy. We are heginning to see companies

make larger invesiments in Web services and SOA in order to drive business pracess productivity. And we .
believa our solution, webMethods Fabrig, is uniquely position to do cupitalize on this trend geing forward. '

In closing we are pleésed with our Q1 results. Year over year we grew our total revenue 14% and our license |
revenia 25%. From a boltor ing perspective our résults repreéent the total'lowsst operating éxpenses in five
years and the first ime wehMethods has generated a pro forma operating profit in our first quarter. More

i
. rmponant!y this signifies the fourth consecutrve quarter of achrevmg pro forma profi Iabmy e . |
1

We have ehown conaistent |mpmvemont every quarter for the lest faur quarters en a yaar over year basie onboth
a GAAP and pro forma bes:s We believe these aceompnshments nre @ diréct reauilt of our ongding commltmem
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to attaln greater operating Ieverage and ensure we conlinue to bulld on the momentum that we have' camed Into ;
fiscal year 2008. So with that | would like to open It up for Q&A. Qperator? i

OPERATOR: [OPERATOR INSTRUCTIONS] Our first question comes from John Difucci from Bear Steams.

JOHN DIFUCCI, ANALYST, BEAR STEARNS: David, | was wondering if you could addrass guldanoe? it implies
a docline from last year. I'm just wondering if this is a litle more conservative approach to guidance or has the
environment deteriorated? Also realize that currency Is likely of two negative impact after having a positive impact
in the past. And last year you aiso probably - - your first quarter last year was pretty tough and seemed like there
was some push off Into the second quarter. | was just wondering if you could address that please.

DAVID MITCHELL: Sure. I'll address it and I'll have Mark provide you with more detail, John, The issue doesn't
mean that remain that we want fo remain conservative in terms of the guidance. | think you hit the nalil on the hit,
though, when you looked at Q2 and Q1 of Iast year versus Q2 and Q1 of this year. | think if you were to look at the
business on a six-month basis for our liscal year what you will find is that at the higher end of the range we are
showing growth both on the license line, aithough It's slight, but also growth In total revenue. The great news to that
is that even at slightly flat revenue attainment, the operating margin has expanded quite a bit. We also want to know
what's gaing on in Japan, Antl we want to be prétty trepidatious aboul how we grow that bubiness back to its ' H
originel capacity. And we think that wilh the addition of this new exeoutive hire we ore going to get there quicker but
we didn't think it was prudent to reflect that in our guidance. Mark. why don't you provide him additional detail?

MARK WABSCHALL: Yes absolutely. John, 1 think you hit a fot of pdints on the head there. That we had a year agp
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in Q1 we did have a number of deals that slipled into Q2. In addition, we had the one transaction that we talked
about on July 5 that we ware able close. However, we €ld not recognize the revenus until July. As a result of that §
tended to take a look at it on a six-month versus six-month basis. And in doing our guidance wa also took into
account the same factors you just mentioned. That in Europe most people are not working during the month of
August. That Japan has taken longer to recover than originally expected. And also the impact of exchange rates
are all baked into the guidance that we gave. So on a six-month basis, as | mentioried in my brief comments, is that
we are going to have a 5% total revenue growth, six-month over six-month. And we're also going to have a 1%
increase In license revenue. It's also kind of interesting John, is if you take a look historically over the last four, five
years, is that our Q2 has traditionally been eur most difficult quarter that we've - - ether then the aberration that had
you last year where we had a very low Q1 and a very strong Q2 is that Q2 has terxied to be slightly down from Q1.
So we baked all of those into our guidarice.

DAVID MITCHELL: Reflective of some of the summertime spending in Europe.

JOHRN DIFUCC!: Okay. Fair enough. If | can squeeze one quick one in there for Mark. Mark, interest and ather
income was higher by about 0.8 miliion than we were fboking for. anyway, than that you've been seeing. | was
wondering if you can just address that?

MARK WABSCHALL: ii's two paris. One is of aowse the Fed bas been raising up the interast rates and mostof °
our securities have been of a ahort term nature. And 50 the basis pomt Increase on our cash balances is what's
been driving that what we have in securities. In addition, we had a small amount of foreign exchange gams and
losses. That's included in there ae well,

JOHN DIFUCCI:_ So what should we be modeling going forward?
MARK WABSCHALL.: | balieve | gave you some 750 to 850 in the coming quarter.

JOHN DIFUCCI: Thanks a lot. Thank you.

DAVID HI LAL ANALYST, FRIEDMAN BILLINGS, RAMSEY & CO.: David on your goa]of genlng to double—dlglt

‘ -opera'hng maigifi byyearénd what revenus Tun'rate- are yoo assuming' youneed Baserd eitthe cusi sbucture toget -+ -

there?

DAVID MITCHELL: Well, as you know as someone who has tracked our model for quite sometime our, the
second half of our year tends to be a little stronger than the first based on the seasonality and the customer buying
behavior. Q3 tends to be a [ittle stronger because it's the December quarter and then Q4 either trails up a little or
stays flat with Q3. So, what | belleve is going to happen Is that we are going to continue to see strength in our
business. | can't offer guidance out past the current quarter but | do belisve that with the better productivity metrics
that we have with the sales force, the fact that we continued to see more efficiencies In our cost model, 1 belleve |
have a real shot at it.

DAVID HILAL: Okay. Maybe a question for Rich, | think if you are on there for Q3A.
DAVID MITCHELL: He's here.

DAVID HILAL: Rich, what are the goals? ) know you added about five heads this quarter. Do you fee! like you are
at alevel that you need to be in terms of sales capacily or are you still loaking et that?

RICH CHIARELLO, EVP WORLDWIDE OPERATIONS, WEBMETHODS, INC.: Well, we reached our goal and
we also said we plan on adding five net heads a quarter. We are continuing to do that and right now we don't see a
challenge in being able to add on a global basis five new sales heads a quarter.

DAVID HILAL: And then finally on Asia, David, is the problem getting maybe some of the new leam ramped up or
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is there damage to the webMethods name in Asia? What is it that's taking that geography to recover as qulck as
would ynulike it te?

DAVID MITCHELL: Yes, there isn't a Iot of - - obviously we had to some damage control with very key partners.
The gaod news is we were able fo leverage a contact that Bill Russell, our Chairman had from the Hewlett Packard
days, Masao Terazawa, who is a renowned and very senior executive. | think he actually had the titie of CEQ, HP
Japan. And he parachuted in there on a consulting basls and really helped us get the parinership to the next level.
At the end of the day it's just getting enough deals in the pipeline and really getting that business going apain, The
pipeline is continuing to building | don't know, Rich, my expectation Is that we will be approach traditional capacilies
probably by the Q4 time frame. But Andy does have some work to do there,

RICH CHIARELLQ: We are still in a business, still a challenging spending anvironment. So meaningful
expenditures in any part of the globe takes nine months to build. So, i takes you nine months from when you
decide to do it and have the right people In place fa really fully ramped that up and be getting the benefit of that.

DAVID MITCHELL: But with Terazawa san there on a weekly basis and then Andy taking over our expectation is
that we will see some recoverythere this year.

OPERATOR: Our next question comes frem Tire Klgsell with Thomas Weisel Parinens.

TIMKLASELL, ANALYST, THOMAS WEISEL PARTNERS: Question on the product side, what percentage of
your install base do you think will upgrade to 8.57 Obviausly soma will be happy to stay on older versions if they
are working fine for them. And how much of that when they upgrade [s there an opportum!y to upsell them the band
product line?

DAVID MITCHELL: Well, the upgrade itself is certainly a great opportunity to sell them the additiona components.
A lot of companies that run our platform 1o run thelr business and most of them do, tend to want to take & very
measured approach to new releases of the soflware. And so my expactation. just like when the 8.0 got released.

that process was.a little.over about year, year and a half, to get most.of the_existing base onfo.that newplatform. . .. . _.

The exclting thing about 6.5 is that they've started ihat pianning riow. And what they are doing is béing exposed fo
all the ather componerts In the wabMethods Fabric suite that they don't have access to today that works with

. .theit hnst versions of the, mmuare And 9. what we are sewing Js, hal this s stating sales cycles for qptimized . _

service net an'variety-of others that ere not dependent ofithem upgtadiog to the 6.5 pla!faan

TIM KLASELL: Okay. And then real quick foilsw-on. Can you give us the color of the amount that you signed in
July for the one {arge deal?

DAVID MITCHELL: It was greater than 1 million. -

TIM KLASELL: Any bettar color than that, lese than 2 million or greater than 2 million?
DAVID MITCHELL. It's about as colorful than | can get.

OPERATOR: Next question comes from Gary Abbott with Meriman Curhan Ford.

GARY ABBOTT, ANALYST, MERRIMAN CURHAN FORD & CO.: H], guys. Nice job on the profitability. Question
is this, Dave, Rich, maybe elther or both of you can take a crack from your experlence. I'm interested in your
perspective from the field particularly joint customers you've had with Cybian(ph) and Tibco. Cybian obviously
being bought out customers have to be thinking things. And Tibco obviously has had two tough quarters in a row.
So, at the very least thare's some vulnerability. What are you guys seeing and hearing?

DAVID MITCHELL: Our competitors seems to still remain to be IBM. We are seeing Tibco slide down a
competitive sale. | don't think it's a metter of them getting less coverage. | think we're just hitting different parts of
the market. If you Idok atfinancial services, for example where we've always strong, they are stfong in financial
services. Yel we nevir ses them in these accounts for payment processing. So, | can't really speak to Tibco's
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vuinerabliities. | know that there's a lot of internal focus in the company to try to right the ship. | think the Staffware
acquisition provides them with a lot of chellsnges. Last ddta |} showed was license revanue baok to {evele before
they even did that acquisition. So some pant of their business has cullapsed dramatically. With regards to Cybian,
wa never saw them for the last two years anyway. We did see them ane tine last quarter in a large situation
strateglc situation, where they were essentially bidding at approximately a quarter of the price that we were. And .
after doing a proof of concept we were able to win the day at four times their cost, approximately. And my guess is
they tried to bring the Sun relationship to bear on that and weren't that successful. So wa are not seerrrg alot of
Cybian anyway. And In the govemment it's wide open we dcn‘t see anybady but18M.

OPERATOR: Our next queslren comass from Greg Moskowitz with Susquehanna Financial Group.

GREG MOSKOWITZ, ANALYST, SUSQUEHANNA FINANCIAL GROUP: Hi, David. | guess in Europe you are
expect ago gradual improvement | think as you call it over the remainder of fiscal "06. | wanted to ask on North
America:because with several management changes under your heit. and as you discussed following pretty good
results certainly for Q1 in North America. Do you think things are in place now for continued exscution , here in
North America going forward? Or are there some adjustments either minor ones that you are still making to the
sales model aside from adding five heads a quarter?

DAVI) MITCHELL: There is always oppuartunities far parsonal growth when it comes to sales execution
partioulerly in this anvironment. But 1 wifl tell you that as Mark highlighted In his part of the conference call this where
was the first time in Company history where we saw North America stay fiat from Q4 fo Qf where they should have
gone backwards relative to other reglons performance and we have seen histerically. So | am very happy auite,
frankly, that Norik Americais cantinuing to charge ahead. Sinoe this reports directly to the Rich | will let Rich
address the question as well.

RICH CHIARELLO: Well, again, not to repeat everylhlng David just sald but we are conﬁnually go looking to
improve our hands and add more saleapeople and improve the process. But we helieve that we are directionally
sound i rrr what wa ve done |n Norm Amerrca And remember th|s seven figure deal thatwas deferred In Julywe

we think that's an area where the changes that | mede slx months ago are reatly starting to pair out nowand lhe

major overhaul of North Amenca has been done already

MARK WABscHALL Now, rt‘s timé to edd more humans lo the mlx whlch‘we are dolng
OPERATOR: We have {irhe 1or one final question. And thaf question does come from Dbn Wang with Prudiential.

DON WANG (ph), ANALYST, PRUD_ENTIAL: When you added the director of the govermment business, was that
a new position or was that a replacement? Was there somebody there thet that individual replaced?

DAVID MITCHELL.: That was a replacement and upgrade from my perspective. She has raa!l'y brought alot to the
role. We are really happy with what she has done so far.

DON WANG (ph): Okay. And could you just alk about maybe an update on the partner front, where you see any
emphasis or where you are locusing on'S! partners or OEM's?

DAVID MITCHELL: Yes, untike my competitor at Tibco who seems 10 be wanting to'do more and more of the
services themselvea and they seem to be disenchanting some of the bigger Si's, we continue to look for leverage
with those SI relationships. So, we are traditionally doing business with all the Si's that you would thinking of,
Accenture, EDS, Bearing Point, Cap Geminl, Deloitte. We asre gelfing aggreesive with these different SI's on
different solutions. Particularly with ereas around compliancy or the data driven supply chain. And we are seeing
good pipeline being created and we are going to continue to invest with those systems integrators. Key to
differentiation has been really in the business activilty monitoring. Where we seem to have a very unique spproach
10 the optimization of these businese processes, which isn't a service that's readily available with offshore
organizations. Anhd | think we are finding the bkes of Aucenturs, Deloitie and Begring Peint very excited that they

AJS000114



(= 00 P S

Factiva

10 0f 10

(9

http://global.factiva.convhp/printsavews.aspx?ppstype=Article&pp=Pr...

are able to get higher realization on that work In terms of their hourly rate. And, of course, that allows us to look at
some bigger transactiona within the snvironment Rich, do you have a perspective? :

RICH CHIARELLO: One thing why add Is you are continually seeing the large S build their Integration practices
around the ERP practices, which in essen becomes SAP. And in that case the technology they need is integration
and B-to-B and process optimization. And it's perfect because as you know the Si's just want ta train their folks in
one tool 1o utilized across as much of the project as possible. And so we've seen more of instances where we are
priming and sharing with them, they are priming and sharing with us, as they move more and more towards
focusing on ERP.

OPERATOR: And that does close lhe time we have allotted for questions. Mr. Mitchell, are there any closing
remarks?

DAVID MITCHELL: Just want to say thanks to everyone for particlpating this evening. And we look forward to
talking to you next quarter. Take care.

OPERATOR: That does conciude loday’s teleconference. You may now disconnect. ) )
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® Voxant Inc. Al rights reserved.

OPERATOR: Good aftemoon. My name is Katina and | will be your canference facilitator today. At this time

would fike to welcome every to the webMethods fiscal year 2006 second quarter earnings resuits conference
call. '

All lines have been placed on mute to prevent any background noise. After the speakers’ remarks there willbe a
question-and-answer period. [OPERATOR INSTRUCTIONS] Thank you. Mr. Martin, you may begin your
conference.

CHRISTOPHER MARTIN, VP INVESTOR RELATIONS, WEBMETHODS, INC.: Thank you, Operator.

Good aftemoon, everyons, and thank you for joining us. My name Is Christopher Martin, Vice President, investor
Relations at webMethods . The purpose of today’s conference call is to disouss our second quarter fiscal year
2006 financial results.

Joining me today are David Mitchell our President and CEOQ, and Mark Wabschall, our Chief Accounting Officer.

Rich Chiarello, our EVP of Operations will aiso be joining us for the question-and. :ar!swer-pon_ion of toda_y’s call..

" The press release we issued this aftemoon regarding our results is available on our Web slte that is
www.webmethods.com [http/Aww.wabmethods. com] Our press ralease and 8 Form 8 K are also belng ﬂled wlth
" the Socuntles and Exchange Commiesion. '

. Befdre wa begin please ncte that this conference ocall is heing broadcast nver thé phone and viaa Ive Wab caat.

This-calts bging récdrded and-wil.tie- avallable faFrepleydn ourWeb:site-or by didlirig: i fcndwmg fiuiribars: -~ -

1-800-842-1687 In Noith Amerlca. or 1-708-845-9291 outside of North América. The confirmation number is
1209334, and the conference call replay is avallable through November 1, 2005.

As we will provide non-GAAP financial information in this call, please refer to our earings release fora
reconciliation of that information to GAAP measures, explanations of why our management uses those measures
and cautions on the use of non-GAAP information.

During the course of this conference call, management may make comments which are forward-looking in nature.
Thesa comments arerintended to be forward-inoking statoments for purposes of the Safe Harbor providerd by the
Private Securities Litigation Reform Act of 1995. These projections and other forward-iooking statements
regarding expectations may include comments regarding future business and financial metrics, our pipetine, future
cost savings and expeﬁse levels, costs of legal compliance matters or internal control matters, anticipated results
of marketing and seliing models, and ‘expactations of future financial performance, including total end-license
revenue, margin, anticipated charges, net income, earnings per share, and non-GAAP results per share. Any
forward-looking stetements are subject to various risks and uncertainties that could cause the actual results of
webMethods to differ materially.

Piease refer to the biscussion of risks and uncertainties in webMethods eainings press relase and SEC filings.
Specifically, review the discussion af factors that miy affact future operating resuits in wahMethods ' most recent
Forms 10-K and Form 10-Q which are on file with the SEC and available elactronically through EDGAR or alink on
our invester Relations Wob site. These forward-looking statements should not be viewad as a guarantee of or a
commitment to any action or result And our actual performance may differ materially from those measures
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indicated In our forward-looking statements. These statements reflect the beliefs of management based on
information avoiloble fous on October 25, 2005, and wabiMethods does nof undertake any obligation te update
or correct any forward-looking statements due to the accurrance of events after this call. | would naw (ike to tum
the call over to David Mitchell, wabMethods ' President and CEO. David?

DAVID MITCHELL, PRESIDENT, CEO, WEBMETHODS, INC.: Thanks, Chris. Good evening, and thank you for
joining us. -

Hopefully by now you've had an opportunity to read through our eamings press release. | have to say that I'm very
pleased with the results and | would like to reiterate some of the key metrics from the quarter.

Total revenues ware $49.2 million, total license revenues were $19.4 miliion, GAAP eamings per share, as well as
non-GAAP earnings per share were $0.05. total revenues were at the high end and license revenues were above
the midpoint of the ariginal guidance that we pravided on August 1st. The non-GAAP eamnings per share of $0.05 .
exceeded our guidance of $0.01 to $0.04 per share. '

These resulls represent the best quarterly bottom line performance in the Company’s history and the first quarter
in which webMethods has recorded positive GAAP samings per share. The transformation of our cost structure
has resulted in recording the lowest quarterly expenses since the Company's initial public offering in February of
2000. .

In Q2, we had more head count on the payroll than in the previous year, including 20 additional quota bearing reps,
yet our total operating costs were down 10% on a year-over-year basis, Our resources are now more closely
aligned with our objective of improving the yleld on our sales and marketing investments.

Based on non-GAAP operafing ingome of approxlmately $3.4 million, we reported 7% operating margins for the
quarter. This represents a better than 4x Improvement when compared to last year, and certainly Mustrates our
commitment to deliver double-digit operating margina by the end of our fiscal year.

SIncé uecbﬂung CEO apprcxlmamy one year ago | have worked wlth the lﬂanﬁgemem iaan‘i to Cbnilis'feiiﬂy
exacute egainst three key objectives to drive greater sharehaicler vatiie. Thess are deliver consisfent profitability,

As | have hlghnghted we've shown demonsfrable progress against the first two ob]ectlves of consistent
profitability and double-digit operating margins. Therefore returning license growth to the business remains the
final plece of the puzzle. We balieve that we have laid the foundation to achieve this. Before | provide further
detalls, | would like to turn the call over to Mark Wabschall so that he can provide additional commentary on our
financlal results. Mark?

MARK WABSCHALL, CAO, WEBMETHODS, INC.: Thanks, David. And good evening, everyone. As David
indiceted, this pas! quarter webMetheus generatod the highast level of profit in ils hislery. This achievement wea
a result of our continuod focus on operationel efficiencies as well as our commitment to running a prafitablo
enterprise software business.

Total revenues for the second quarter were 49.2 million, which was at the high end of the guidance we provided
you back [n August. This compares to 47.7 million in the prior quarter, and 50.8 milion In the prior year second
quarter. This represents a 3% sequential increase and a 3% year-over-year decfine.

For the first six months eut total revenues were 86.9 million, as compared to 92.7 million in the first six months of
last fiscal year. This represents an increase of 5% as well as the highest level revenues for the first half _of afiscal
year.

License revenue for the second quarter was 19.4 million, which was above the midpoint of the guidance we
provided you back in August, and represents 39% of our total revenue. This compares to license teveriug of 18.5
million in the prior quarter, and 23.9 miliion In the prior year second quarter and represents a 5% sequential
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increase and a 19% year-over-year decline. Last year's strong Q2 performance was assisted by a number of
deals that we were unable to cloge in Q1. Tharefore, looking at ticensa revenues ovena six-month perlod is more
Indicative of our perfermance.

For the first six months, total license revenues were 37.9 million as compared to 38.7 million for the six months of
last fiscal year. This 2% year-over-year decline was primerily duse to our Japanese business which has not yet
recovered to its historical license revenue levels. The Americas and EMEA reglons recorded license revenue
growth for the first half of the year.

Professional services cevenues were 11.3 million as compared to 11.7 million in the prior quarter, and 12.1 million
in the prior year's second quarter. This represents a 3% sequential decrease and a 6% year-over-year decrease.
This decline waa primarily atitributahle to lewer subcontractor revenue as we have either shifted more of thig
business to our own employees or to system integration partners whlcb hed an intended faverable impact on our

service margin. On a sequantiat basls, training and blllable hours were aleo lmpacled due to the summerhohday
period.

Maintenance revenues were 18.5 mlillion as compared to 17.8 million In the prior quarter, and 14.8 miilion in the
priar year's quarter. This represents a 5% sequential increase and a 24% year-over-year increase. Year-to-date
our maintenance revenues have increased 22% when compared to the first six months of last fiscal year.

Americes' ravanudes were 30.8 million. This is a 2% saquential increase and a 5% decreasa when compared to
last year's Q2. Year-to-date the Americas' revenues grew 5% to 61 million when compared to the first six months
of last fiscal year. This strength In the Americas was driven in part by our federal govemment business which, for
the secand consecutive quarter, represented approximately 20% of total bookings.

Govemmertit agencies continue to undertake system modernization initiatives with a service-oriented approach in
order to provide them with the means for rationalizing their IT portfolio.

International revenues were 18.3 million, or 37% of total revenues: Revenues from EMEA were-12.1 million,-which
is the hlohast level we have had In tho second quarter. This represents 12% saeuontlal lnereasa and
year-aver-year growth af 15%. Year-to-dste, EMEA's raveriues ‘graw 25% 10-22.9 million, arid represents thé best
v me e - firsthalf, perfounance for. that.region. Asla-Pacrﬁc revenues excluding. Japan were 3.5 milllon-This represents an.- S
18% eaipiehtial declios anv a yoer-cvsr-yea! incraase of 21%. Japen tavences vraie 2.7 million, réprésertingia
7% seguential increase and a 44% dacling whan compared 10 last y2ar's Q2. Our Japanese busiriess Is slowly
recovering from the problams we encountered aadier this calendar year.

We closed six conlracis In the quarter which were greater than $1 million. Four of tiese transactions were in the
United States and two ware in Europe. No singte customer rapresented 10% or more of total revenue. Our
average deal size of transactions over $100,00U was approximately 400,000, which compares te 400,000 in Q1,
and 475,000 in Q2 of last year. Approximately 75% of our bookiegs in ths quarter were from existing customars
including Adobe, Amtrak, Chartered Semiconductor, Eastman Kodak, GXS, ING North America, and the U.S.
Navy. We added mote than 30 naw customars which included compaoias like Agos, British Plasterboard PLC,
Hiscox, Jepar Intermational Cooperation Agoncy, National Commarce Bank, Taiho Pharmeceutical, [Wright] Move,
U.S. Forest Service, and Wales and West Utilities Limited. Approximately 40% of our bookings in the quarter were
influenced by our partners.

Moving now to our non-GAAP gross margins, which excludes certain non-cash and other charges, we achieved
total no-GAAP gross profit of 35.4 million as compared to 34 million in the prior quarter, and 38.2 miilion in the
prior yeer period. Non-GAAP gross margin was 72% of total revenues as compared to 71% in the piior quarter
and 71% in iast year's Q2.

Services margins were 55% as compared to 54% In the prior quarter, and 47% in the prior year period. improving
our sarviges margins has.been a focus of the Company, and this quarter we achieved the highest servica margins
in the Company's history. This also represents the third consecutive quarter of servicas margin improvement.
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Our non-GAAP operating expenses for the quarter were 31.9 million as compared to 33.9 million in the prior
quarter, and 35.6 million in last year's Q2. This represents a sequential decline of $2 miliiom, or 6% and a
year-over-year decline of 10%. We were able to achieve this year-over-year reduction deepite having higher head
count. We ended the second quarter with 785 employees, vhich compares to 807 at the end of Q1 and 784 one
year ago.

With reepect to specific line tem non-GAAP operating expenses, which excludes certain non-cash and other
charges, the results for the quarter are as follows. Sales and marketing expenses were 16.4 rillion compared to
16.6 million in the prior quarter, and 19.8 milion in the prior year period. Due to improved sales force productivily,
we're sble to achiéve comparable licénse revenues for the first half of the fiscal year with lower salos and
marketing costs. As David mentioried earller, over the pasl year we have eligned our resoarces more closely with
our abjective of improing the yield on our sales and marketing investmsnts. We ended the quarier with
approximately 80 guota bearing reps.

Research and development expenses were 10.1 millilon compared to 11.1 million in the prior quarter, and 10.8
miltion in the prior year period. On the [ast call, we mentioned the consolidation of our R&D operation in Boston
and we saw some additional cost benefits fram this consolidation this quarter. We also continue to leverage our
India development center, where we now employ over 15% of our worldwide R&D staff.

G&A expensas were 5:4 million compared to 6.2 millien io the prior quarter, and 4.8 million in the prior yeer period.
The soquential decline was primarily due to lees consulting fees and the-year-over-yeer increase was primarily due
to higher auditing and consulting fees associated with ongoing Sarbanes-Oxley compliance. As a result, our
second quartor nen-GAAP operating income was 3.5 million which rapresents a 7% operaiing margin. This
compares to 21,000 in the prior quarter and 627,000 in the prior year period. '

We are pleased withi the progress we have seen on both a sequentlal and year-over-year basis. On @ GAAP basis
our operating income for the second quarter was 1.8 million, which represents a 4% operating margin. This

.. compares 10.a10&s of. 1.5 million In the prior quarter and.3.4.million in the prior year quarter. Net interest and other . .

_Income |n the second quarier was $93,000. On a GAAP basis our income tax expense in the second quarter was
243,000, which was dus to tax expense lhat could not be offset with net operating losses generated in prior years.

I

) Non-GM'lg éoma tax expense was approximately 1.8 milion Wwhich assjimes an effective tax rate of 3’5%.‘§ﬁ'¢i' T
disregards the availabllity of approximately 230 million of net operating loss camy-forwards. Our non-GAAP net
incoma for the second quarter was 2.9 million, or $0.05 per share which is higher than the 764,000, or $0.01 per
share reported in the first quarter, and the 659,000, or $0.01 per share inthe prior year quarter. Our non-GAAP
results for the second quarter exclude 599,000 in amortization of acquired intangible assats, 661,000 in
amortization and deferred warrant charges, and 431,000 restructuring costs, and include income tax expense
assuming an effective tax rate of 35%. -

Our second quarter GAAP net profit was approximately 2.8 million, or $0.05 per shere as compared to a loss of
$14,000 in the prior quarter, or a loss of $0.01 per share and a loss of 4.1 million, ar a loss of $0:08 pac share in
the prior yeer period. Todey’s eamings press release contains further information on the reconcilistion ef
non-GAAP ta GAAP results.

The basic weighted average shares outstanding during the quarter totaled approximately §3.6 million and the
ending share count was approximately 53.7 milllon. The fully diluted welghted average shares outstending during
the quarter totaled approximately 54.3 million.

Wi.th respect to the balance sheet, we ended the quarter with approximately 148 million in cash and marketable
securities, representing an increase of 4.3 million as compared to the prior quarter balance. Net cash provided by
operoting activities wae approximetely 6 million as cempared te a ose of cash of 3.8 milion a yeanago.

DSOs for the quarter decreased eight days to 75 days ;ales outstanding. Total deferred revenue as of September
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30, 2005, decreased by approximately 1.7 million to 44.6 million.

1 will now provide some forward-looking guldance. Before doing so, I'd llke to remind everyone of the comments
Chris Martin made at the beginning of this eamings call regarding forward-loaking statements for purposes of the
Safe Harbor provided by the Private Securities Litigation Reform Act of 1985. These forward-looking statements
reflect the beliefs of management based on information available to us on Oclober 25th, and we are not
undertaking any obligation to update these numbers or provide additional refinement.

We expect total revenue for tbe third quorier of fiscal year 2008 to be in the range of 50 to 53 million. We expect
Q3 license revenue to be in the range of 20 to 23 milllon. We expect Q3 maintenance revenue to be
approximately 519 million, and services revenue to bo approximately 11 million. Selag arid marketing expenses will
include approximately $1 millien for the cnst of our annual usar's'confarence. Net interest end other income le
expected to be approximataly 600,008.

Based on these expectations and assumptions and our continued focus on cost efficlencies, we expect our
non-GAAP EPS, which excludes approximately $600,000 in amortization of intangibles as well as approximately
$660,000 in amortization of defered warrant charges, and assuming a 35% effective tax rate, is expected to be in
the range of $0.04 to $0.07. On a GAAP basis, we expect our EPS to be in the range of $0.03 to $0.07.

Agaln, thege forward-lookirig statements are managemont's beliafs based on currently avallable information end
should not be taken as a guarantee of future resuits, which may differ materially as a result of a vanety of factors
dlscussed in our eamnings release and our Ialesl Form 10-K filed with the SEC.

I would like to remind everyone that we will ba hoiding 8 media analyst summit in the aftemoon on November 14th,
prior to the formal start of our annual user's conference, Integration World 2005 in Atianta, Georgia. if you are
interested in attending this event, plaase contact our investor Relations team. Now, 1'd like to tum the call back
over to David.

| waht t Eongrétulate the entire webMethods " giobaitsam ona vaiy successful quafter. As | sta'fe‘d eariler on the

. .call, we have béen éxecuting as'a management team against three core.abjectivas matw_e belleve are

requlremems for driving greater shareholder value. As Mark and | haVe just highfighted we've madi‘éxcellent
progress on the first two of these objectives and | want to now turn the discussion with regards to how we're going
to achieve tha final objective, which Is driving addttienal licanse growth through the business.

Looking beyond just the next three-month time frame, we believe that we're approaching an inflection point where
the most significant trends and opportunities in IT are allgning with our core differentiators. Namely, the unlqueness
of our integratad product suite, our independent approaoh to business integration and eur introduction of a fine of
business spiutiens. One of thiese trends is the ehift frany a fgcoa on menolithic epplidatian implementation to a
focus on improving the processes that drive the business. We call this process Syntricity.

Traditional enterprise applications operate in silas as defined by business functions. However, businesses operate
as a serles of processes spanning these systems. This gap has fueled the debale, that IT really matters. IT is now
realizing that In order to maximize the value they can daliver to the business they need to focus on the process. A
recent survey on the state of the CIO by "Optimize" magazine concluded for the first time C(ph) level executives
believe that knowledge about the business processes is more important than knowmledge about the specific
technology naeds.

A recent roport from Forrester asked, are enterprise applications dead? Yes, was the conclusion with long lived
businoss process platfanns beiog the refraln. Likewise, AMR argunes thal ERP systems of the future will be
comprised of an SOA, Service Ortantod Architecture-based collection of Web services supporting a variety of
business pracesses. We expect this trend fo be the biggest driver of growth In the business intagratien aoftware
market and 1t is a major theme of our upcoming user conference, integration World We are excited that the rest of

. AJS000120


http://global.ftctiva.coni/hp/priiitsavews.aspx7ppsiype=Article&pp=Pr

Factiva

s .Otr

" HUSINESS Integ

http:/global.factiva.comhp/printsavews.aspx?ppstype=Article&pp=Pr:.

the industry agrees, as many of you can attest to firsthand, process focused service oriented business integration
was the top line theme for most of the recent major vendar.cooferances.

What is Interesting for webMethods s that while companies are focusing more heavily an their business
processes, they remain challenged by the realities of their heterogenaous world. Within the realities of their
heterogeneous infrastructures, companies are managing global supply chains encompassing multiple trading
partners, supporting an increasing number of business process qutsourcing initiatives, as well as managing
differing departmental objectives and geographically distribute operations. These realilles are most relevant to the
largest company and government agencies around the world.

1 recently spoke with a Fortune 100 CIO who told me that ERP vendar's approach to business Integration is
improving but it will never replace all that webMethods has to offer. This C1O added, we continue to need an
indepondent approach, because we will always have hetarogenoous requirements.

What users are recognizing is thatthey'll never operate in a one vendor world, nor can they afford to wait three to
five years for the ERP vendors to offer what we offer today. Just this mionth, Gartner's Chief Business Integration
Analyst, Roy Shulte, was quoted as asking a symposium audience, "Do you think Oracle and SAP are going to get
together end sit down to figure out the interfaces in their applications and make them speak to each othet?" His
answer was, "No". This Just further underscores the reason that users require an independent vendor like
webMethods.

Uitimately the challenge of Integrating their own product suites rests with the ERP vendors. The challenge af
integrating the enterprise rests with us. webMethods recognized the ahlftto process syntricity qulte some time
ago. Our efforts to integrate our product suite, our move to a solution-selling sales model and our lntmducnon of
business process productivity solutions have all béen aligned against a goal of creating a first mover advamage to
caplfalize on the oppoituriities that the shift to process syntricity will 'offer. And ' proud ta say that Is exattly what
we have accomplished.

"While'ihiead étforts have posilicried us with i ediy nover advantage, néne ére frors impdrtaritthanihe *

advantags we hove gained by the relonse of wehbMethods Fabric 6.5. As.wa cohtinge o hear fiom customers,
analysta and pann rs webu thods Fabnc 5 5 s the IndusWs most complete yet ﬂexlble solutlon IOr |ots| .

tn fact, in a recent proof of concept our lafgest competitor sentan implementation team that was 10 timés the size
of our account team and yet was unable to defiver the performance that we offered in webMethods Fabric. It s
the highly integrated components of tha product suite as well as its unique BPM, Business Process Management,
and BAM, Business Activity Monitoring capabilities, that really wins the day in our sales efforts.

In addition to all the unique capables of webMethods Fabric, we're able to market this solution to:muiitipie parts
of the busiriess. For a lechnologist, we're able to highlight the unmatched sewine-orientod architecture capabilities
offered by wetiMethade! Fabric. For the line of business manager, it Is the businese process management and
business activity monitoring componenis that deliver process-centrio views of their operation.

With the addition of a sales force that understands this approach, and can convey these valus propositions, we're
seeing success. During the quarter, three new sales reps in Europe each accounted for approximately $1 mllllon in
new customar bookings from process-centri¢ led deals.

We're also brideing the gap between IT and tha line of husiness with a conaistent focus on retum on investment.
Wae are working hand in hand with our customers to help them define the business case required to demonstrate
RO to the business. Through eur formalized ROI workshops, we Ifavo cempieted a number of these exsrcises.
during the querter. One suah workshop resuiitbd in the justificetion and closcre of a inid six-figure transactian for a
business activity monitering project at a Fortune 100 company. This [s just the first transaction amongst muitiple
lines of business at this company that will leverage this technology.
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In some cases, our competition is not our vendors but rather other enterprise priorities..As such, our RO!
workshop approach represents a huge opportunity for us. This approach has aleo aflowad us to omploy
valus-based pricing more frequently. Clients recognize that wa're condributing a8 much more complete solution
today and are willing to reward us accordingly.

Rather than focusing an a perpetual license sdle that limits the long-term potential of these specific relationships,
wae're increasingly focused on project-based arrangements that allow us to better capture the value that we create.
Therefore, it Is three acronyms: SOA, BPM, and ROI, that provides us with significant differentiation and real
compelitive advantage in the marketplace. Based on thie posttion, we're uniquely qualified to deliver the
technology leadership, the domain expertise and the proven processes and methodologies that clionts
increasingly raquirs to support thair most strategic undartakings.

In the end, we have wilnessed a sea change in how we go to market. Under the old approach {0 business
integration, we were often the ‘pants vendor, sefiing the glue needed to hold together the application portfolio.
Under the new process-centric approach, we are a strategic partner providing our clients with a global overiay for
integrating their enterprise systems, powering their key business processes and dellvering the real-time visiblfity
needed to continually optimize their operations. Simply put, old integration is glue. New integration is process.

WebMstbeds la well pusitioted to explait our eerly nover advantage in ibe ehift {o process syntdeity. Leversging
our cors assets, nemely the uniquenesc of our intagrated product suite, our independent approach to brisiness
integration, and our line of business solutions combined with our growing sales force, we believe we have
positioried eurselves to achiove our final objective which is to drive liconso revsnue growth back inin the businoss.
So with thet I'd like to tum thinge over to the Operator and opam up for questione. Oparator?

.OPERATOR: [OPERATOR INSTRUCTIONS] We'll pause for ]ust amoment to complle the Q&A roster. Your first

question comes.from John Di Fuccl with Bear Steams.

JOHN MCVEIGH ANALYST IEAR STEARNS & COMPANY M, good evenlng. guys: Il’s actually John MQVelgh
for John Dl Fuccl Flrst olf ]ust wanted to say congratulahons on the improving marglns ona good quarter That's

“graat”- .. v e lmmmmm s gere e s s s eme - s 5 e AL T

DAVID MITCHELL: Thank you, The team worked really hard on them.

JOHN MCVEIGH Yes. Tuming to guidance for a minute, | was just wanderiny if you can help us to thihk a fittle bit
more how you got to the 20 to 23 million license guldance? { can understand that the year-over-year compares are
still a bit tough glven your ongoing racovety in Asla-Pacific, but | would have thought that sequentially, you knaw,
the growth into calendar fourth quatter would ¥:ava b2en a bit more 10bust. Are there any factors Ieadlng to you
being a little bit more conservative with your guidance?

DAVID MITCHELL: Jahn, that's a great question, Obviously, we take a very conservative and prudent view in tarms
of analyzing our business and highlighting what we think the business is going 1o be doing for our shareholders.

Keep in mind, In the Deceniber quarter of last year, we did have a very significant transaction that we talked about
in Europe. | belizva it was something north of $5 million. Obviously, forecasting that kind of transaction becomes
quite tricky in this environment, where the bigger the deal, the harder It Is to understand when it's gaing to close.
And so although we do have many significant transactions in our pipetine, what we want to do is take a conservative
view and really factor a higher risk variable against those bigger deals. And so what you're seeing is our
conservative and prudent view of where we think the December quarter is going to be.

December and March due tend to be the stronger part of our buying cyote though, you're quite right, and withv the
addition of 20 additional reps, and the ramping and the process-centric view that they're taking, wa're qulte
encouraged by their abllity to execute this quarter. u
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JOHN MCVEIGH: Okay. Great. Thanks, guys.

CHRISTOPHER MARTIN: Operator, next question?

OPERATOR: Your next question comes fr;:m Dino Diana with UBS.

DINO DIANA, ANALYST, UBS WARBURG: Hi, guys. Thanks. Nice job on the cost-cutting fm;\t.
DAVID MITCHELL: Thanks, Jim.

DINO DIA_NA: in Japan, | think yau mentioned last quarter that you potentially could get back to a run rate, kind of |
guess the 5 million or so run rate in the fourth quarter. Do you think that you're still on track for that?

DAVID MITCHELL: You know, every time we think that we are making progress in Japan, we continue to have
some challenges there, and so again, we're taking a very conservative and prudent View. We've put new
management in place in the different regions around Asia-Pacific, and a new manager for all of the Asia-Pacific
Japan regions, so we expecl Japan to slowly recover. And that's going to, you know, happen throughout the year.
Rich might have something to add here. ’

RICH OHIARELLO, EVP OPERATIONS, WEBMETHODS, INC.: Wall, you know, ! thirk as we talked about in the
comparative analysis, yaar-aver-yaar on a six-month basis our license revenue has grown in North America, has
grown in EMEA. If you look at the order in which we went and redid the regions we started with North America first,
then we did EMEA, we just added a GM at the beginning of or end of last quarter, end of Q1. We jusi hired three
sales directors for that region to bagin and we're just in training this waek.

If you look at the lead time that it's taken to fix the other regions, | think we will look for a comparable lead time

" there. Buf we're being very conservative in tryling to bage guldance that doesn't rely on, you know, Japan getling
" well quicker than il appears it's going to take.

" "DING DIANA: Okay: Fair éncugh. And can yau just remind iis: In deferred revs, whet percéntage s lioense ™

revanué? | think historically t's been about, 'you kmow, lesa than 10% you say.

- ‘DAVID MlTﬁHEL_L-—: Very smali. Mark'can take that call: Most-of It's maintenance, { beligve:- - -« + =~ == = e s s 1on

MARK WABSCHALL: We typically don't break that out but'the biggest thing of course is the deferred maintenance
as we bili that an an annual basis and recognize it over the four quarters. Part of the decrease that we had this last
quarter of course is we had a large transaction, which we falked about at length last quarter that we had recorded
but did not racognize revenue fill this quarter and that was the primary reason for the decrease.

DINO DIANA: Right. If | just look at it on a, kind of like a six-month basis, it's:decreased kind of, it's besn a about a
4.9 millioh decrease. I'm jnst wendering, you kncw, compared to last year it was halanee that was oullding. Hew
should we look at madeling deferred revenue?

MARK WABSCHALL: Keep in mind that big deal that we talked about in the last quarter with regards to the
government, that was a seven-figure transaction that went into defemred.

DINO DIANA: Right but it was stilt down-
MARK WABSCHALL: And It came outin Q2.

DINO DIANA: Right. But it was still, even if you Include that that's why I'm looking at it kind of on a six-month
absolute basis. That deferred revenue contract — that contract would have been deferred revenus in June of '05.
I'm just looking at the decrease In June of '05 and September of '05, and wondering how we shouid think of about
it going forward?

MARK WABSCHALL: Well, 1 just want to make sure you're picking up, we have two line items for deferred
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revenue. So, you're picking up the long-term and the current.
DINO DIANA: Short-term and long-term, right.

MARK WABSCHALL: And you typically, the seasonality you would see is that as you have your stronger quarters
when you're booking more deals. And that's also when you're renewing more of the maintenance contracts
because we renew on an anniversary basis. So that's why you see the seasonality of maintenance, deferred rent,
deferred revenue.

DAVID MITCHELL: Operator, can we éet the next question, please?

OPERATOR: Your next question comes from John Rizzuto from Lazard.

JOHN RIZZUTQ, ANALYST, LAZARD FRERES & COMPANY: Good aftemoon, everyone.
DAVID MITCHELL: Hey, John.

JOHN RIZZUTO: Hi, David. David, | want to, the problem with the industry in which you participate in is that its
been very fickle. It's been, it was all the rage back in 2000, 2001, and then ever since then it was always the next
best thing.

We'ro looking at SOA and BAM a3 being big drivers of this industry now. You were early, b think it was two yesrs
ago at least when you made a bunch of acquisitions and restrategized as to the direction you were going to go fo
address this market.

What | guess I'm after is what you look at tangibli{ that helps you determine that you're being successful in these
newfrends.and | guass you said the SOA and the BAM were [wo of the three acronyms that you mentioned..
What's different about, whers you're not just doing the same integration business in disguise?

-DAVID MITCHELL: Well, firstiof all, the merket's really bifurceted.itself in terms of who yau eeft to. Because of fne. ... . . ..
prooess-uentnc noture of the Iarueat compames and gavemmant agencles m tha world, what we're fi nlllug is !hat ¥
we take a solutions approaqh and we talk to the ling of bublmss managenabout haw ta improye their business

.. .prncsss ‘acouple. of thiigs happen Qne..the.value.af.the_daallends 6.t much bjgger Thie type of: conversahon o e s

that you have tends to be much mare strategic. And what we‘rc Tiiding, and Rich can (élk about this, is What thera
doean't aeem fo be a whole lot of sompetition. We do see: '|BM beoause af thelr servicas organizetion, iyt the
traditionsl eompetitors just aren't in the line of busineas seliing, you know, procass-ceatric solutions.

And what we're finding is that on the technology side, what's really starting to happen in pipelines starting to build is
really around service-orianted architecture, companies wanting to now move out of the experimentation phase of
SOA and really talk about putting that sort of architecture in place. in fact we did 8 recent survey of our customer
base and fornd out that a vast majacity of aur customers ware alrendy using webMethods te bulld aut theirSOA,
tracking thousands and thousands of Web services.

So really approaching the technologist with the SOA message which is a new paradigm in computing, a new wave
that people will start to invest in, and then going to the line of business manager with a strategic value proposition is
really what's starting to drive growth in our pipeline, and we believe will drive gromth in our license performance.
And again, onthe line of business side, we're not seeing any of the traditional compaetitors other than IBM.

JOHN RIZZUTO: Okay. Fair enough.

DAVID MITCHELL: in the past, John, it was really about aefiing teehnology i technalogists whe didn't wani to
spend any money en technology and it was about giue, gluing things together, adapters. This is a whole new game
now in terms of where we're dolng. where the messages are targeted and what value we're bringing to the
marketplace. :

AJS000124




DI TN IO I

Factiva

" .or

http://global.factiva.comvhp/printsavews.aspx?ppstype=Article&pp=Pr...

JOHN RIZZUTO: Has the drivers chariged? And it sounds like you're Implying that it may have, where obviously
you'd lead with the Integration card; they’d make application A talk to application B. Has the driver really come away
from that? | mean it's stili going to be a big part of the business, but if you can, anecdolslly tell us hew big a partis
application A talking to application B?

DAVID MITCHELL: You know, with existing customers sure we will have add-on sales to extend their integration
platforms, but the sales reps that are excelling right now in our sales force are the ones that are focusing on
solutions, sefling to the line of business manager, focusing on the processes that run that business. And so we're
hiring guys from Oracle, PevpleSoft, Siebel who understand how {o seft solutions and They're focusing en that
process that's dHving the busihess, and really kind of building a whole bunch of value there.

So, the integration piece Is still important, but it's really the process-centric view tied together with the integration
that's making the whole solution complete, Rich, perhaps you have a perspective.

RICH CHIARELLO: So, it doesn't make it sound, process syntricity is something that's too hard for everyone to
understand. At the simplest level, there is somebody who on the surface is taking in orders, 4,000 a week, and
processing 800. All the line of business wants to understand is these orders are passing through 10 different
systems, what's happening to the 400 that I'm not fulfilling?

Now, at the care, there's an integration prablem that has to be solvad. But from the line of business and the way it
manifests itself ic, what's the procass, what step am | losing orders or are things gelting hung up, and glve me that
real-time visibility.

The investments we made in 2003 enabled us to buy the technology and integrate it into what we had already to
create Fabric. And that's really what's giving us the advantage. Because if you look at any vendor, any Iarge
softward enterprise, soffware vendor today's Wab sité, youwould think il 6f 8 suddén they wiie Irﬂegraﬁon "t
software companies.

You go 16 SAP'S Wab sité, all yoa Hear about s irtégration. Yeu go o 1BM gl jou haar Ig'Ifitogration..Oracld, all.
you hear gbout is mtegration And the regson is, they're trying to play-catch-up and ﬁgure aut what to do since the
ing is occurrlng in the' space that we re In, which Is this pro;:ess- syntrlclty on the Ilner of buslness slde and Ihe

. ab iy o Gt e b of Wil SenickEwiring SO slg: -+ - ST R e ey

CHRISTOPHER MARTIN: (_)kay. Operatar, néxt question?

Oi’ERATOR: The next question comes from David Hilal with Friédman, Billings, and Ra_msey.
DAVID HILAL, ANALYST, FRIEDMAN, BILLINGS, RAMSEY GROUP: Good aftemoon, thanks.
DAVID MITCHELL: Hey, David.

DAVID HILAL: Hey, guys. David, on the expenses, you guys keep doing a good job there cutting, and I'm
wondering, how should we think of the run rate of expenses? Have you cut kind of all the superficial stuff you can
and we've bottomed or is there more avallable that you can take out of the business?

DAVID MITCHELL: We're certainly not going to go after any kind of restructuring activity this quarter. | will tell you, ’
though, that every time | think we've turned over every rock, we find a whole closet full of rocks that we didn't know
about. So we continue to, you know, with a maniacel focus on expense management fry to squeeze out every bit of
efficlency and we will continue to look at facilities, travel, you know, all the big ticket items.

But more impartantly, | think what you need to recognize is that we really transformed what we're spending money
on within our cost structure, and if you look at kind of the head count statialic that ! talked about earfier, we have
more people on our payroll in Q2 than we did a year ago in Q2, yetlour operating expanses wore 10% less. We
have 20 more reps than we did a year ago. Sales and marking is down significantly. Sa we're really kind of, we've
Just basically transformed the way we invest in our business and what the expectation is in terms of yield.
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DAVID HILAL: No argument there. I'lh|nk the efficiency Is great. I'm just trying to understand going forward for
modeling, if it sounds like there is not much mare cost to cut relative to what you've been able to da the last few
quarters.

DAVID MITCHELL: | think there's more opportunity there. And you know, the good news is we have a major
customer conferance this quarter which will help drive deals to closure and create pipaline. The bad news is it cost
us a milllon dollars. So we have to figure out a way to get more efficient with those kinds of events and | think we're
going to see a pretty good yield out of that investment. But that is something that we're going to be seeing this
quarter.

DAVID HILAL: Okay. And in terms of the quarter reps, | think | May have missed it but do you plan to add to the
807

DAVID MITCHELL: We're gaing to continue to invest. | think we talked about a net five per quarter and as long as
we continue to see the ramp and the productivity and the investment in salas, total sales and marketing dollars
yield in terms of license revenue and expansion of EPS, we'll continue to do that.

DAVID HILAL: Great. And you know, your mointenance line itein hias been doing vory well. it seems to be growing
disproportionately faster than licenae and usually those are somewhat cennected. And | was hoping you could
explain why maintenance keeps growing quite significantly versus kind of a flattish to down license number?

MARK WABSCHALL: Yeah, [ think [l take this one. If you take a [ook at maintenance revenue, you saw the fargast
jump was back between the September of 2004 querter to Dacember 2004. As we mentioned back then, is that
we did a concerted effort to go through our database and there was some catch-up In some maintenance.

But going forward, we have a closer eye on that, | think we've done a much better job-and the renewals of our
maintenance continue to be above the industry standard. Here in North America, we're 90 to 95% of maintenance
renewsla. And sb we find that custorners are not willing to unplug our pmduct Its Into Qhelr Infrasuuomre and asa
résult of that we have high-maintenance rénéwals. .- -

DAVID MITCHELL We alao are sesing the affect of what happens toa mnturing software company that takes

.good. care of thaTreustemars -thst-makes -gure that 'heyare using heprodue%-and%hat-they do'reriew the - e e e
mainténance. And 6 that's ]ust going 16 Contiriué to be another recurrlng stream of fevenue that we'l have ss

leverage going forward.

CHRISTOPHER MARTIN; Operator, next question?
OPERATOR: Your next question conies from Sterling Auty with JP Morgan.

STERLING AUTY, ANALYST, JP MORGAN CHASE & COMPANY: Thark you. A couple of questions: | want to
talk a little bit about the pipeline. You had a nice decline jn DSOs. We ran across a couple of instances where you
weren't pushing all that aggressively to get deals closed in the quarter. | mean does that suggest that you're, you
know - what kind of situation Is the pipeline as you enter your two strongest seasonal quarters? And then | have
two follow-ups.

RICH CHIARELLO: Well, there's a couple of things happening. If you remember we talked about changing our
businass madel away from one and dane, which is what middleware typically lends itself to, to more of &
repeatable suctess business mode! wheri you're licensing by project. When you go in and do that for the first
project, you might only get 0% of what you oould got for a one and done, but of course, you hupe to get five or
six or seven projects as opposed to the one and done. And so | would say from an analogy point of view, we're
doing the same thing with licenses as we're doing in professional services.

How could our margin on PS be up if the total PS revenue is dewn? Tha reason is, we got rid of the PS work that
provided litle or no margin. And so our goal here is to only take an business that we think will give us long-term

V&
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success and growth. And you're probably hearing from some customers that, you know, at the end of the quarter,
wabMethinde len't running areund dosperate trying fo get any piece of license fevenue itcan. I'm assnmlng that's
what you're alluding to.

DAVID MITCHELL: We're also finding that by selling to the line of business managers, they tend to Inject
themselves in the procurement process when that procurement manager who just bought five Dell PCs before he
picked up the phone with you and wants to get the best and lowest price, tends to irterject because they do want
the project to move forwand because what we've done is showed them a way to essentlally achleve thelr bonus
and improve their business. So this tends to give us a little bit more leverage.

CHRISTOPHER MARTIN: Operator, rest question?
OPERATOR! Your next question uomes from Tim Kiasell with Thomas Waeise) Partners.

TIMKLASELL, ANALYST, THOMAS WEISEL PARTNERS: Yes, throw my congratulations too on a good
execution,

DAVID MITCHELL: Thanks, Tim.

TIM KLASELL: First question is on the sales force. You've added 20 sales people and obviously If | sort of take
80 sales people into yourcurrent run rate, you're not running at full productivity yet. How should we think about
productivity ramping as you add the new sales reps? Does it take six months or nine months with the new sales
process? Can you giva us an idea thare?

MARK WABSCHALL: Well, the way we track it, and we check to ensure tht this is a good investment of our
dollars is we start out assuming that a sales rep during the first quarter on average will find 100K and ‘maybe inthe
‘second quarter ramp up toa couple hundredt K. And that we're not expocﬂng fuil productMty ‘until they've been
hera for four quarters.

It iakas six mosths te close a deal on average. Of course, if its a bigger deal; it takes oven longer. And i takes””
them at lgast a oouple of quarters to understand our value props. the murket place end to start building real
plpellne But what we ara aeelng. of colirge, théré's a biion, a8 Davld M anlroned thed | reps that

" “inside of tHeiF first four months of being hére n Sales, ez 'ger-reral;'d Bver & million doilars in license revenue, Bul
I'd lave for that to be the norm buit we're assuming more modes! ramp-up rates.

TIM KLASELL: Okay. Great. And then on the competition side, as you mentioned SAP, Oracle a lot of people are
talking about [so on] and integration and what have you. Are you seeing them more in the initial phases of a
competition and If so, how far are they making it? Are tay making it to the final stages at all?

DAVID MITCHELL: We're not really seeing them In the inftial phases other than our customers and our prospects
certainly ask us in terms of corpare and contraat, you know, what's the valve ol a weliMatiieds in an
environment where, you know, NetWeaver may be cifactive iife somewhere down the road.

What we're finding is that these large customers and I'm talking about the largest companies in the world Fortune
100 companies tend to look at webMethods as the center of their architecture; where you see a lins connected
out to an SAP part of the infrastructure. But SAP for that largest of large customers tends to be a smaller part of
the overall infrastructure, which Is very heterogeneous in scope. And so itis more of a webMethods and my SAP
sirategy as opposed to an "OR."

Oracle, on the other hand, we slill gee them because they don't have a product, they have a ot of good marketing
material. And they db rely on us in terma of an OEM relationship, in ievms of their PeepleSof/).D. Edwards
customer base. | think over ime you'll see them ge down the similar route. And bottom line is they're going to
spend a lot of lime-integrating their own ERP sulte while we continue to be oxperts at integrating the enterprises of
thelr largest customers. "

-~ Ffre
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TiM KLASELL: Great. Thanks a lot, guys.
CHRISTOPHER MARTIN: Operator, next question?
OPERATOR: Your next question comes from John Walsh with Prudential.

JOHN WALSH, ANALYST, PRUDENTIAL EQUITY GROUP: Gaod aftemoon, fellas. A couple of quastions. The
first is the, could you elaborate on the value based pricing, how prevalent it is, maybe a good example of wherse

you've seen a kind of add-on sales after initial value-based pricing project?

DAVID MITCHELL: We don't gulde anybody in terms of, you know, how many of those deals we're doing but ) will
tell you that we're seeing them far more frequently than we have over the last couple of quarters. Rich, why don’t
you talk about this? ’

RICH CHIARELLO: Well, especially with the line of business Is involved. Their biggest concem is solving the
aquation of retum over investrhent. Their biggest fear Is if they procure it the usual way that they would have to
come back and ask their Board for more money because lhpy’ie trying to configure somsthing that doesn't exist.
So its especially appealing when the line of business is involved to know that for a flat fee their project is in
essence covered. And so that enables us to create an RO! that they can count on. And 8o | would say that, you
know, the highest percentage of those certainiy more than half of the deals that are done to lines of business are
on a project and a project-repeating basis.

DAVID MITCHELL: We're also finding thet in those proposals we don't get into, you know, a negotiation about
multiple lines of business, multiple projects, bacause this is coming out of that line of businass manager’s budget
and they're not that Interested In funding the entire business. And so they tend to focus very much on their project.

JOHN WALSH: Can you can give us @ —

. DAVID MlTCHELL:.QoodIor. us because that sets it.u_p like.kind ot an annulty.relationship with that clent . ... oo

JOHN WALSH: Could you givé us a sense theri of the mix of deals in a given quarter or time frame that are'line of -

Wyt o TN P, )
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DAVID MITCHELL: We strategically detided to'go in this direction because we knew that this would ba ihe case. |
will tell you that it's still early days in terms of some of the response, but | will tell that you I'm vary pleased with how
many project based licenses we're doing. We'll talk mare about that in coming calis.

JOHN WALSH: Okay. Great. Any further details you can give on the million dollar plus, any deals over two or new
versus existing of the $6 miilion-plus deals?

DAVID MITCHELL: | bellava all six ware existing. Two were new? I'm sorry, two were new, four were existing.
JOHN WALSH: And any larger than 2 million?

DAVID MITCHELL: We don't givs that kind of guidance. Somry, John.

JOHN WALSH: Okay. Great. Thank you very much.

CHRISTOPHER MARTIN: Opaerator, next questian.

OPERATQOR: Again, if you would like to ask a question, you may press star then the number one on your
telephone keypad. Your next question comes from Derek Wood with Pacific Growth Equities.

DEREK WOOD, ANALYST, PACIFIC GROWTH EQUITIES: Hi. Can you give us an update on how the sales
transformation is going in Europe? And how ramped up the sales people are there for showing the Fabric
product? :
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DAVID MITCHELL: 1il let Rich address that but i tell you, { was over there this quarter and that team has just got
thelr hair on fire right now. They really get this precess-centric approach. And with three naw repa doing over a
million dollars of naw customer process-centric led deals, the word's getting araund pretty fast ond our recruiters
are just getting an Influx of lots of resumes. Rich?

RICH CHIARELLO: Probably ihe most Interesting thing is one of the folks who had the success cama directly
from Tibco.

DAVID MITCHELL: That's right.

RICH CHIARELLO: And so his impression was he thought he died and went ta heaven, that he had this candy
shop work of integrated technology that contrasted with, you know, a BPM staffware product that maybe one day
will be integrated, et oetera. And [inaudible] it will be very, very effective brecause it comes down to not reelly
having to knaw the speeds and feeds of our fachnology.

It comes down (0 being able to understand what is the customer's biggest business process (hat's broken;
whether it's & claims process or a hiring process or an order to book process. And we're able to very quickly, you

know, mock up that process and show the linas of business how we could monitor, you know, solve it and monitor
it. '

Any complex business praness usually has so much exceptions that fall out that most compenles have 40, 50
people, human beings that they're using looking for lost orders; looking for lost applications for insurance. So, it's a
very ripe area and It's easy for you to justify a capital investment. So, they're able to come on board and
understand how to go find these business problems. And then the technical taam's able to basically show the
customer. you know what llre could be llke

And so Europe, | would say, Is doing fine, it's out Ieadlng the pack In some aspects of understanding that new

DEREK WOOD Great How do you typlcally see European seasonality In the back haif of your fiscal year?

. PAVIO MITGHEL . .Om&mbsr_lialwaysa gmdguamr..l.maan.am.vaﬁr.w,ya_aways.gatmamadm.the-.. i e

summer time is going to be the killer, arid evéry time wé seem 16 have a pretly giod sumrer in Europe. | think that
last year, we had a huge deal in the December quarter in Europe with a large bank, and | don't expect them to
replicate that deal, although we certainly have those kinds of transactions in our plpellne It would be great if one of
those comes down but we're not retlecting that inour guidance.

So, | think December you'll see traditional budget activity with most corporations that are glabat will be the same in
terme of how they bahave in Europe es they will North Ameriea. Keep in mind that both North America and Europe
are growiag on a six-month basis. So we're geing to centinue to see progress in Eurape. And | {hiok our March
quarter where compensation accelerators start to lake effect, you're going to see pretty good performance.

DEREK WOOD: Graat Final question around partnerships. You say you're ﬁushing out more professional

services revenus to your system integrated. partners. Can you talk about which ones you're seeing the most
traction with?

RICH CHIARELLO: It's important to understand the piecalhat we're keeping is the high level consulting, the
business practice consulting, methodology, architectural work. | would say across the board, some of the other
work that we don't becorme compaétitors with vur partners, some of the other work is being distributed across all the
usual suspacts, Acoenture, BearingPoint, Tata, Detoitle, Cap Gemin|, et vetera.

What's changed is our abliity to create a professional services organization and a methodology that enables us to
move upstream and be able to ensure the customer's sucoase through the account management and architectural
review.
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DEREK WOOD: Does that mean you expect lo build up your professional services orgenization?

DAVID MITCHELL: We'll continue to do the strategic leve! of architectural design and project management for our
largest customers, our tier one customers, and as we continue to expand the margins on that business, we'll
continue to invest in that business. To the extent it makes our customers successful and it continues to show them
a path to buy more licenses.

DEREK WOOD: Thank you.
DAVID MITCHELL.: Is that the end of the questions?
OPERM_’OR: Yes, sir, there are no further questions at this time.

DAVID MITCHELL: Okay. Well thanks again for everybody's time. Again, | want to say thank you to the
webMathods global team. And look forward to seeing any of you that wants to come visit us at our user
canference dov_vn at Integration World in Atlanta in November. And we'll tatk to you next ime. Take care.

OPERATOR: This concludes today's conference call. You may now disconmiact.

[Thomson Financial reserves the right to make changes to documents, content, or other information on this web
site without obligation to notify any parson of such changes.

In the conferance calls upon which Event Transcripts are based, companies may make projections or other
forward-looking statements regarding a variety of items. Such forward-looking statements are based upon current
expectations and involve risks and uncertainties. Actual results may differ materially from those stated in any
forward-looking statement based ona number of Important factors and risks, which are more specifically identified

" in the companies’ most recent SEC filings. Atthough the companies may indicate and believe that the assumpﬂons

underlying the forward-looking statements are reasonable, any of the assumptions could prove inaccurate or

. Incorrect and, therefore, there canbe no assurance that the results nontamplated |n1he forward-looking ... e e

statéments will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS 1S A TEXTUAL REPRESENTATION OF THE

' "AP'FLICABLE COM'PANY § CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO'PROVIDE AN

ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN
THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. IN NO WAY DOES THOMSON
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY

. RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE

INFORMATION PROVIDED ON THIS WEB SITE OR INANY EVENT TRANSCRIPT. USERS ARE ADVISED
TO REVIEW THE APPLICABLE COMPANY'S CONFERENCE CALL ITSELF AND THE APPLICABLE
COMPANY'S SEC FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS.]
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OPERATOR: Good aftemoon. My name Is Corey, and ! will be your conference operator At this time, | would like
to weicome everyone to the webMethods fiscal third-quarter eamings release conference call. All lines have
been placed on mute te prevent any background noise. After the speakers' remarks, there will be a question-
and-answer period. (Operetor Instructions).

{ would now like to turn the cafl over to Mr. Christopher Martin, Vice President of Investor Relations.

CHRISTOPHER MARTIN, VP - IR, WEBMETHODS : Good afternoon, everyone, and thank you for joining us. My

name is Christepher Martin, Vioe Prasident, Investor Rolations at webMethods .

The purpose of today’s conference call is to discuss our third-quarter fisoal year 2086 financial results. Jeining me
loday is David Mitchell, our President and CEOQ, and Mark YWabschall, our Chief Financlal Officer. Rich Chiarello,
our Chief Operaling Officer, will also be joining us for the question-and-answer portion of today's call.

The press release we issued this aftemoan regarding our results is avallable on our website — that is
www.webMethods.com [hitp:/www.webMethods.com). Our press release wIII also be fumlshed to the Securules
and Exchange Commission (lechnlcal difficuity) Form 8K,

Before we begin, please note that this corferance cail is being broadcast cver the phone and via a live webcast.

“This cailis being.reconied, and will be:available for.roplay on our website or. by.dialing the followng numbers —.

1-800-842-1687 in North Ameries, 1ng 1- 706-645-9291 outside of North America. The confirmation number is.
389-6137, arid the conferenpe call replay is avanable through January 27, 2008,

S — _,.._‘_.... — _...__-._...._.. P it LR T Y P e i ST T Ao e e - SRR (S . P

As we-will providé non-GAAP financial mtomraﬁon i this call, pléase refer to ot earnings release’fora
reconciliation of that informatian to GAAP measures; explanations of why our managemerit uses those measures;
and cautions on the use of the non-GAAP information, including material limitations assoclated with the use of our
nen-GAAP financial measures.

During the course of this conference call, management may make commants which ara forward-looking In natere.
These commenta are intonded to be forward-looking statements for purposes of the Safe Harbor provided by the
Private Securliec Litigaton Reform Act.ef 1995. Thuee prajections and ather fnrward-lacking statamento
regarding expectatinns may include comments regarding future business and financial metrics, our pipeline, future
cost savings and expense lavais, casts of legal compliance matters or intemal control matters, anticipated resuits
of marketing end selling models, atid expectations of future finoncid performance, inciuding totsl revonue and
license revenue, operating margin, anticipated charges, nat inccme, and noo-GAAP eamings per share. Any
forward-looking stataments are subjeat to various risks and uncertainties that cotld cause the actual results of
webMaethods to differ materially. Please refer to the discussion of risks and uncertainties in webMethods'
earnings press release and SEC filings. Specifically, review the discussion of factors that may affect future
operating results in webMethods ' most recent Forms 10-K and Form 10-Q, which are on file with the SEC and
available electronically through EDGAR or a link on our Investor Relations website. These forward-looking
statements should not be viéwed as a guarantee of or a commitment to any action or result, and our actual
performance may difter materially from those measures indicated in our forward-looking statements. These
staternents refleot the bellefs of management based on infurmation aveilable to us on January 23, 2008, and
webMettiods daes not undettake any obligation to update or correct any forward-loniting statersente due to the

.
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[occurrence of events] after this call.
| would now like to tumn the call over to David Mitchell, webMethods ' President and CEQ. David?

DAVIO MITCHELL, PRESIDENT, CEO, WEBMETHODS : Thanks, Chris. Good evening. Thank you aff for joining
us. This quarter marked another strong performance in which we were able to report GAAP EPS of $0.10 and
non-GAAP EPS of $0.08, which exceeds the guidance ranges we provided to you on Oclober 26 of $0.04 to
$0.07. and $0.04 to $0.08, respectively. This represents our second conseculive quarter of record profitability and
sixth consecutive quarter of overall earnings growth.

A yagr ago wa set an objective to achieve doubln-cligit non-GAAP operating margins by the end of our fiscal year.
I'm extremely pleased to report that we reached this objective one quarter ahead of schedule. Specifically, we
reported non-GAAP operating margins of 10%, n very eignificant inprovement versusithe year-age figure af 1:6%.
Keep in mind this was accomplished while we went through a process of retooling our product line into an
integreted suite call webMethods Fabric, the upgrading of our field sales organization, and the realignment of our
cost structure while growing total revenues for the year.

Our total revenues for tne quarter were 52.5 million, and our total license revenugs werg 22 million. Both these
figures mot the high-and of the guidance rangos we provided o you on Oclober 26 of 50 to 53 milion, and 20 to
23 million, respectively.

1 would like to now tum the call aver to Mark Wabschall so that he can provide some additional deteil on the
financial results of the quarter. Mark?

MARK WABSCHALL, CFO, WEBMETHODS : Thanks, David, and good evening, everyone. As David indicated,
this past quarter, wabMethods generated fecord profits and significantly improved its operating nargins. This
accompilshment was a resuit of our continued focus on operstional efficienciés and our ongoing objective to

running a profitable enterprise software business.

Total revenues for the thind quarier were 52.8 rallion as compa‘ed te 49.2 miliion in the pror querier and 65 milllion”
inthe prior year's third ‘quirter. This répresents a 7% sequential increase and a 4% year-over-year decline. For the
first ning manths, our total revenues were 149.4 willion ps compared to 147.7 millon in the first nine momhs of last

“figealyesr. Thls presefitie an'lnp:ease 1% a8 wg'u as tie highest IBve) réventes T \ha 'CBmpa'ny's hTstory‘Tor T

the firet nine manths of the fiacal year.

License revenue for the third quarter was 22 million, which represents 42% of total revenue. This compares to
license revenue of 19.4 million in the prior quarter and 26 miflion in the prior year's third quarter, and represents a
13% sequential increase and a 16% year-ovar-year decline. For the first nine months, total license revenues were
§9.8 million as compared to 64.8 million for the first nine moriths of last fiscal year. This 7% year-over-year decline
was primarily due to our Japanase business, which has not yet recovered to its historicat license revenue levels.

Profeesional setvices revenuas for the third quaner were 11.6 million as compared to 11.3 milion in the prior
quarter and 11.9 million in the prier year's |h|rd quarier, This represents a 3% sequential increase and 2%
year-over-year decrease,

Maintenance revenues for the third quarter wure 18.8 million as tempared to 18.8 million in the prior quaner and
17.2 miliion In the prior year's third quarter. This represents a 2% sequential increase and a 10% year-over-year
increase. Year to date, our maintenance revenuss have increased 18% when compared to the first nine months of
last fiscal year.

Now, looking at total revenues by geography, Americas revenuas for the third quartey were $31.7 million. This is @
3% sequentini Increase, and flat when compared to lest year's Q3. Yaar to date, the Americas revenies grew 4%
10 92.7 million when compared to the firet nine monthe of last fisca! year.

international revenues in the third quarter were 20.8 -ﬁiﬂian. or 40% of total revenuas. Revenues from EMEA were
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15.2 million, which represents a 25% sequentlal increase and @ 10% decrease year over year. Year to date, EMEA
revenues graw 8% to 38.1 millien when compared to-the tirst gine manthe of last fiscal yoar.

Asla-Pacific revenues, excluding Japan, were 3.8 milfion. This represents a 9% sequential increase, and a
year-over-year decrease of 17%. Year to date, Asia-Pacific revenues grew 2% to 11.4 million when compared to
the first nine months of last fiscal year.

Japan revenues wero 1.8 million, representing a 33% sequential decrease and a 15% decline when compared to
last year's Q3. Year to date, Japan's revenues declined 40% to 7.2 million when compared to the similar periad
{ast fiscal year. Japan is the only region that did not have an increase in revenues for the first nine months of fiscal
year 2006, as it was nagalively irapaoted from the disruption in its business due to the problnms we encoun!ared
earlier at the end of last flecal yeer.

We closed four contracts in the quarter which were greater than $1 miillion. Three of these transactions were in the
United States, and one was in Europe. No single customer represented 10% or more of total revenue. Our
average deal size of transactions over $100,000 was approximately 500,000, which compares to 400,000 in Q2
and 550,000 in Q3 of last year.

Finencial servioes, govermment, and rmanufacturing continue to bee our strongest sectors, consistent with prior
quarters. Approximately 55% of our booking in the quarter wera from existing custamers including Adobe, [Alintal],
Johnson & Johnson, Johns Manville, PT Telkom Indonesia, and the U.S. Department of Navy, We added 40 new
customars, which included cerapanigs like Aurora, Encover, Genzyme, Integrated Devica Teconglooy, Og
Vodafaoe, [Scotia Gas Networks], [Time BA], and the U.S. Department of Trenspartatinn, Approximataily 35% of
our bookings in the quarter ware influsnced by our partners.

Moving now \o_our gross margins -- we.achieved total gross. profit of 38.5 million for the. third quarter as compared
to 34.8 million in the prior quarter and 40.3 million In the prior-year period. Gross margin'was 73% of total revenues
as compared to 71% in the prior quarter and 73% in last yeac's Q3. Year to date, gross margm was 71% as

- -compared to-89% for the first-nine-months of last fiscal year. - EEE - -

Margins on professinnel s'ervioes and meintenance were 57% as compared to 55% in the prior quarter and 53% in
. the priof-year period. Total operating expenses for.the third quarter were 34:3 millon‘as compared to 33 milldnh. ..

the prior quarter and 40.7 million in'last year's 03. Thls re;sressrfts % yeat-dver-yéar decrease 6f 16%. Yearto -
date, operating expenses have declined over $15 milllon or 13% to 102.2 million when compared to the first nine
months of last fiscal year. We ended the third quarter with approximately 790 employees, which compares to
approximately 800 at the end of Q2 and 800 one yeer ago.

Sales and marketing expenses were 19.5 millian for the third quarter compared to 17.1 million in the prior quarter

and 22.8 miftion in the prion year period. During the quarter, we incured approximately 1 million for the cost of our

annual users conforence, whieh was in line with the guigance we pave In Octobier 2005. We ended &ie December
quartor with approximately 80 quota-bearing sales rops.

Reseerch and development expenses were 9 million for the third quarter compared to 10.1 million in the prior
quartar and 10.8 million in the prior-year period. We continue to (everage our india development center, whera we
now employ approximately 18% of ow woridwide R&D staff.

G&A exprensas weate 5.8 milion compared to 5.4 miliion.in the prior quarter and 7.1 mlllion in the prior-year period.

Last year's G&A expenses including auditing and consulting fees related to the intemal investigation of our
Japanese operations.

Restructuring and other relatad charges in the third quarter was comprised of $117,000 reduction in the accrual for
excess facility costs to reflect future payments expected to be received under sublease agreements entered into
during the third quarter. As a result, our third-quarter operating incame was 4.1 million as compared to 1.8 milion in
the prior quarter and an operating loss of 386,000 in the prior-year geriod. Operating margin for the third quarter
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was 8% as compared to 4% in the prior quarter and a negative 1% in the prior year third quarter.

Operating income on a non-GAAP basis for the third quarter was 5.3 million as compared to 3.5 million In the prior
quarter and 874,000 In the prior-year quartar, Operating margin on a non-GAAP basls for the third quarter was
10% as compared to 7% in the prior quarter and 2% in the prior-year third quarter. Our non-GAAP resuits for the
third quarter excludes $589,000 in amortization expanse of acquired intangible assets; 661,000 in amortization
expense of the deferred warrant charge; and the 117,000 reduction in the accrual for excess facilities costs.

Net interest and ntber income in the third quarior was 1.5 milllon as compared to.993,000 in the prior qaartar, and
§60,000 in the prior year quarter.

Income tax expense in the third quarter was $70,000, which was due to tax expense that could not be offset with
nel operating losses generated in prior years. Non-GAAP income tax expense was approximately 2.4 mililion,
which assumes an effective tax rate of 35%, and excludes the benefit of offsetting taxable income by the utilization
of approximately 230 million of net operating loss canyforwards generated in prior years.

Our third quarter GAAP net income was approximately 5.5 million or $0.10 per shere as compared to 2.8 millionin
the prior quarter or $0.05 per share, and 48,000 or breakeven in the prior-year period. Our non-GAAP net income
for the third quarter was 4.4 million or $0.08 per share, which was higher than the 2.9 milllon or $0.05 per share
reported In the sacond quarter shd the 832,000 or $0.02 per share in the prior-year third quarter. Today's eamings
press release contsina further information on the reconciliation of GAAP to non-GAAP resulls.

The basic weighted average shares outstanding, during the quarter totaled approximately 53.8 million, and the
ending share account was approximately §4 million. The fully diluted weighted average shares outstanding during
the quarter totaled approximately 54.4 million.

With respect to the batance sheet, we ended the quarter with approximately 448.9 million in cash and marketable
securities, teprasenting an inarease of 900,000 as compared to the prior-quarter balance. Net cash provided by

.. operating activities was 1.4 million.in the third quarter and 4.3 million for the nine months ended Dacember 31,
2005 a's compared to 7.4 mllllon dsed in operating activities for the nine months en'd'ed December 31,2004,

DSOs for the %hlrd qgaﬂer were { 83 days, aales outstandlng as comparad | to DSOspf 75 days in the pnor guarter

increased by approximately 1.2 million to $45.8 miliion.

1 will now provide some forward-looking guidanca. Before doing so, | would like to remind everyone of the
comments Chris Martin made at the beginning of this eamings call regarding forward-looking statements for
purposes of the Safe Harbor provided by the Private Securities Litigation Reform Act of 1985, These forward-
looking statements raflect the beliefs of managoment based on Information available to us on January 23, 2006,
and we are not undertaking any obligation to update these numbers or provide additional refinement.

We expect tatal revenue for the fourth qaerter of fisce! year 2008 to be in a range of 52 te 55 million. We expact
license revenues to be in the range of 21 ta 23 million. We axpact maintenance revenus to be approximately 19.5.
million, and services revenue o be In the range of 11.5 to 12.5 miliion. Net interest and other income Is expected
to be approximately $1 milion. The effective income tax rate on a GAAP basis Is expected to be 2% of pre-tax
income. EPS on a GAAP basis is expected to be in the range of $0.05 to $0.10 per share.

Inciuded in our GAAP operating results, we expect approximately $800,000 in amortization of intangibles relating
to the Octobier 2003 acquisitions. In addition, we expect approximately $500,000 in amortization of deferred
warranl charges, This will be the ldet quarter that we'll be incurring this non-cash charge, as the deferred warrant
charge will be fully amortized by March 31, 2006.

Again, these forward-looking statements are management’s bellefs based on currently available information, and
should not be taken as a guarantee of future results, which may differ materially as a result of a variety of factors
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discussed in our earnings release and our latest Form 10-K and Form 10-Q filed with the SEC.
Now, I'd like to tum the call back over to David.

DAVID MITCHELL: Thank you, Mark. As you can see from our results, our performance has improved significantly
from where we were just one year ago. [As we reported] our second consecutive quarter of record profits and our
first-ever quarnter of double-digit non-GAAP operating margins, the progress that we are making is clear. | want to
say thank you to the entire webMethods global team on another great quarter.

Over the past year, realigning our cest structure to bettar support our businesa ohjectives has been the top priority.
it's important to note that this wasn't simply a cost-cutting exercise, as our total headcouni remains approximately
the same ne it wac a year ego. Howaver, by continuing (b take o disciplined approash te how and where we make
invesiments in our business, we heve beon abte to mdece ou total operating expanses in the first nine months of
this fiecal year by more than $15 million when compared to the same period one yenr ago. Keep in mind that we
accomplishad this while significantly improving our averall performance.

Needless to say, balancing these two objectives was a challenging process that few management teams could
have successfully implemented. I'm proud to say that our team was able to acoainplish both of these goals. As |
sald earlier, we successfully introduced a new major product release in webMethods Fabric. At the same time,
we upgraded and added to our worldwide field organization with'a team of professionals who understand howto
follow and exeoute on our aolution selling approach. This approaoh involves targeting our sales and marketing
resourees at seth fhe IT professipnal and the line of business executives in oiir core vertical ntarkots.

Of course, we had to do all this while realigning our cost structure in order to provide us with an opportunity to
expand our EPS consistently quarter to quarter. Even though we have made tremendous improvement with our
cost structure, this management team remains resolute to continue to find more efficient ways to run our business,
and will remain committed to our discipline for managing the investments in our business.

. Iis with this foundation thetwe exnect to build upon our existlng Ieodershlp pos'uonand 1o capntallze ontwoofthe. . ...... ...

most important trends in our lndusuy\ Firgtis the malnstmlm adpption of SOA bythe largasl compnnles and
govemment agenties in the world we're seemg today. $econd is the aggrenswe focus these pmgmzajlpns are

..!akmgio_lmnmyehepmaessasthat run_their.respective bUSINBSEeS... ... .o .o e e e e e e o o

. P ] Tagar

Asa result we are seeing our customers combining their SOA strategy with thelr pressing need to Improve thelr
key business processes. As a malter of fact, a recent survey conducted by webMethoda found that more than
half of line of business executives that we talked to now view SOA as being critical to their success.

Simply put, the reuse of existing asseis, the benefit of which our customers are receiving today, has bacome an
enabler for thelr business grocess improvenient. In fact, our customers are telling us tnat ihey ame getting 30 to
70% reuse in thalr SOA projects today.

If we look back at our October 2004 analyst meeting, we stated then that our intent in creating the webMethods
Fabric produst suite was to capitalize on the need for better alignment between the IT departments and the line of
business. We recagnized early on that SOA combined with business process management were the necessary
tools for achleving this objective.

As aresult, we are seeing increasing leverage in our business as webMethods Fabric can -- one, help the IT
department justify and galn support for their SOA Initiative from the line of business management team; and two,
focus the IT depariments and the fine of busiress managers on producis that have best In class SOA and BPM
tachnologies fused togetherinto a sarmiess platform. in other words, webRethods Fabric Is uniquely positioned
to hoip these orgenizations citain thair ulimate objective of business process improvement.

The value of webMethods Fabric far outweighs the sum of its individual oombonente. Our sales force is
benefiting from a single integrated praduct, designed to simplify the task of integrating, assembling, and optimizing
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key business processes. This contrasts sharply in competitive situations with the alternative approach, whereby the
customer’s [T organizafion nwst becoms the systems integretor, arit is forced to cobble tegether flezens of
separaie products to accomplish the same task.

Our sales reps tell us that they can defeat the compelition because they can position webMethods Fabric as a
total solution for business process improvement, and then demonstrate that in a proof of concept.

Net net, WebMettiods Fabric is the differentiator. In fact, not only are the sales force, customers, and partners
recognizing this, but so is.the industry. In addition to recelving high praise from several well-known industry
analysts, webMethods was recently awarded top honors in the 2005 SOA Web Services Journal Readers'
Choice Awarde. The product categaries that webMethods won inciuded Best SOA, Bast Web Services
Integretion Toot, Best Integrated Servioos Environmont, Beat SOA Businoss Process Management Engine, Bast
SOA Legacy Adspter, Bast SOA Autamation Toal, and Best SOA Management Pletform. These were the reoults
accumulated from their 17,000 readers, end were against companies like IBM, BEA, Oracle, Microsoft, and Tihco.

The value of our approach was also driven home when we hosted our fourth annual user conference -- Integration
World 2008. Lut me give you an example. Alex Matthews is the chief architect for one of ABN Amro's most
important business units. He was at the conference as a keynote presenter to discuss how ABN Amro had
Implemented our BAM solution to streamline their payment processes.

Howaever, he also told a broader story that ceuld be applied {o any IT professional within any industry. The most
Important paint that Alex made was around how haipful the deployment.of webMethods BAM was in selling his
overall SOA strategy within IT and across the business. BAM brought something concrete to the discussion — the
ability to shew the busineas user samething he or ehe nan readily understand, visibility into their procesaes as they
happen. So you could call R SOA in action. To the sponsors of the business, IT appears to offer better value when

* it solves @ business process issue, and not necessarily just focused on the interoperability and IT problems.

SOA s not an Initiative that IT can drive on its own. The SOA strategy must be aligned with the business strateny.

 Throughgui the: conference, numerous customers addressed thie point with cose study presentations highlighting -+ -

the businoss value offered by wobMethods Fabric, which has allowad thalr IT organizatione to operate more
efflclanny while délivering greater value to the buslness

L. -
A e iem m o m—— e Seae mis smnh e i m i o o vt 1o 0 [P

Tho Iaunch nf wnbMalhods Fabric-has allowed ouwr cistomers tn readlly tout thelr successes vuth;u;'"pr.uduc'h
The architectural design and brainpower that went into the creation of this product suite is attributed to our product
development team,

One of the key contributors to this effort was our Chief Architect, Mark Breissinger. Many of you have seen Mark
present, and ! will tell you, he's one of the most sought-afier resources from both our customers and sales force
alike. After carefUl evaluation of both external and internal candidates for fhe position of Chief Technology Officer
at wobMethrods , it became clear that the most qualified person for that position was Mark. Today, I'm pleased to
annournce that Mark has been promoted to webMethods'’ CTO.

In cloging, what we have done with webMetbads Fahric (s the natural evolution of business integratioh which, as
we have stated before, uniquely positions us to capitalize on our customers’ ullimate objective of business
process improvement. In my meetings with customers, I'm continuously reminded how webMethods Fabric gets
their project into production quicker with fewer resources, and how they are achieving real and measurable
process improvements, And it is our unique approach and traction that is gaining with our customers and new
prospects which gives us confiderice that we will continue to grow our business.

To that end, we will coalinue to expand our sales force end indirect channols fos greeter market pénetral!on and
increased avenues. We will target cusiomer SOA e business procees improvemont initistives with increased
vigor, as these twn impoHant trends drivo incramontitt demand io our matkot, and we will continue to capttalize on
the differentiation of wehl‘lethods Fabrio, as wall as our subject matter expertige around integretion, SOA, BPM
BAM, and our methodologies to ansure aur customers get guarantead success (lechnical difficulty)
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This management teams disciplined ap_proach and execution is delivering solid resuits. It will be our focus as a
Company on this strategle growth plan thet will continue to deliver positive returns for our etaff, our customers, and
our sharehoidars. Operator, would you please ppen up the oall for questions?

OPERATOR: (Operator instructlons_) John Rizxuto, Lazard Freres.

JONN RIZZUTO, ANALYST, LAZARD FRERES: (technical difficulty) everyone, and a very good Quarter again. A
couple of questions, Mark, on the model — just a couple of things. You said about 17% now of your R&D you are
getting from India -- that's the R&D staff. So it's gone up alittle bit, and that's —

DAVID MITCHELL: it was 18%, John -
JOHN RIZZUTO: (technical difficulty) Okay, great.
MARK WABSCHALL: Up from 15 last quarter.

JOHN RIZZUTO: Right. And that's down to $9 million from the $10 miilion. Is there more leverage here? What's
the right run rate to kind of look at this line item going forward? And do you see that growing again?

MARK WABSGHALL: Yes. Part of that -- of course, the Indla moving -- having our headcount increass In Indla
versus in Stiicon Valley or here in Fairfax oertainly henefits, becarise you get that 2.5 to 3 to 1 benafit. But we also
had a major product release that went out over the last quarter or s0. And as a resuit of that, we had incurred in -
‘previous quarters a high amount of contreotar R&D help in doing a lot of the Q&A testing. And so when we were
able to release Fabric this last couple of quarters, we were abie to see a decline in thet. But | think going forward,
you know, we don't really give guidahce on specifio line ltems. But however, we're going to continue to invest in aur

_product, in our sales engine, as wellas our P.S. group ~ professional services group.

DAVID MITCHELL: And keep in mird -- that's a percent of headcount number.

" JOHN RIZZUTO: Right. That's what | figured. Overall R&D anly, right < (multipte speakerg) = ~— -~ =~ == == ===

DAVID MITCHELL: Right. And we're going to conﬂnue to do more and more in India. We've opened up our own
oifices.there. Ahd.oné of the thinig's ihat Is.interesting is that we.are. able; to attract some.pietty best-in-class talent, -. ... .... .

giventhe fact that it is a wébNethods  cpetitionerd riot dulsourced t one'df tose Wird partien. And Wa're

seeing great results. And we're going to give them more and more o do.

MARK WABSCHALL: And just to follow up on the R&D, we actually did have' two small restructurings in Q1 and
Q2 which did impact the R&D group. So we were able to reduce some of our headcount costs in Q1 and Q2 that
we received the full benefit this quarter.

JOHN RIZZUTO: Okay, gaod. In the sales and marketing line itam, how much of that do you attribute to .
nonrepeatable — In other words, [to] corference pr - conference, primerily, | guess would be in thare —7?

MARK WABSCHALL: We incur about $1 million every year for our annual users conference, which of course hits '
this quarter. So we will not have that cost going forward. However, we continue to have customer events. And we
do have marketing programs throughout the yaar. But that is a large onetime impact annually.

JOHN RIZZUTO: Okay, gieat. And then David, in this quarfer, are there any notable competitive wins and/or
replacements that you can share with us and give us some detalls on?

DAVID MITCHELL: | think that what's interesting about the quanter is that, again, govemment ard financial services
continues to be very strong for us. In the government, wa don't seam to see any of the traditional competitors that
you all look at. And so we cantinue to kind of grow that franchise, particularly in the DOD and intel verticals of
federal government. -
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But what's (technical difficulty) our government business is that we've expanded it to intemational, and we're seeing
. great traction and soms ‘significant deals with the govemments in the UK and other parts of the world. So we
: continue to see great traction there.

in terms of notable wins, we talked about a couple of them in the press release. There's a (ot of stuff that we do
which is classified that we cannot talk about.

In terms of the financial servicas gector, we continue to see great demand, particularly around corporate banking,
where they are interested in streamlining their payment processing operations. This was hightighted in the user
conferance with ABN Amro, but we continue to $ee great traction with alt the major banks. And we've talked about
them in the past, and we oontinue te wir good business there.

NSO f P G Pt

Again, competition isn't the traditional vendors. And in fact, what's Interesting about that Is one of the competitors
that you all track, Tibco, seems 1o have a good FS practice, but we never seem to aee them in any of the FS
deals, which tells us that we're probably in different parts of that market. | don't know, Rich, is anything notable that
jumps off the page — it was consistent project icense deals —

RICH CHIARELLD, COO, WEBMETHODS : Projedi-basod licenses where Fabric was a differentistor — and |
think it's apltomizad by the sward we got for the SOA awards, that ven though we competed with some niche
vendors whare all the did was, say, BPM, or all they did was a certain piece of SOA - we received all those
awards, where our piay, as in one integrated product, could do more than just eny one of those things.

So to me, that validation from the Readers’ Award really sums up what the sales farce Is finding when they go out
and compete - that customers really are looking for a product to solve many of these problems, and that continues
to be our differentiator in all these wins. .

JOHN RIZZUTO: Great. Thanks a lot, and congratulations.
. OPERATOR:.John Waish, Prudential.. . .. ... . ... e et e -

JOHN WALSH ANALYST, PRUDENTIAL: First questnon is on the sales force headcount That slayed flat at [8] I
f pretly consl,skently gplng upona g

hiring a8 wel as some dppanuras? ”

RICH CHIARELLO: Well, you only want to hire people that are competént salespaople, that have Something in the
pipeline to close. Decembar really makes it challenging to pull out somebody, because most companies end their
fiscal yaar In December. And so the toughest one o show growth in is the December quarter. Subsequent {o that,

' you would expect for people to be starting in January versus December. No one is going to walk away from their
year-end busiest month of the year. .

DAVID METCHELL: At least the good salas repa, which Is the onas thal we waht.
JOHN WALSH: Okay. So it was mostly lack of hiring?

DAVID MITCHELL: That and Evrope. Ae we've stated in the past, we continue to make upgraded changes to the
type of humans that we want in our sales force that can really understand the solution selling process, who
understand the process-cenbiic view to these accounts. And in Europe, things just move a liftle bit slower. So |
would say primarily, it was seasonal, ’

JOHN WALSH: Okay. And then on the indirect channel, again, the mix was slightly lower than last quarter. But can
you give us Just an overall updale on the fecus orany progress that you meke with Si spedaifically In the [invec])
size? .

i ) RICH CHIARELLO: Wetl, we continue to have not just the existing Sis, but new ones that you'il be hearing about
| ’ over the next several quarters - showing interest in our technology, and wanting to continue to find ways to go fo
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market with us. And s0 | think, tmdltionally - 1 think last quarter, we were approximately 40% staying around the —
DAVID MITCHELL: (33)?

RICH CHIARELLO: — 33% this quarter - it's 40% for Q3, right —=? So we seem to go up or down, plus or minus is
5 to 7% quarter to quarter, and that's just based, | think, upon the magic of small numbers.

JOHN WALSH: Okay. But Is there any'kind of -- whethor it's. SOA and the visibllity and the buzz around SOA - will
that potentially accelerate going forward the interast in the Sis?

RICH CHIARELLO: Actuslly, the thing thal's creatiag interast In the Sis for us is when they look at the technology,
they see the abllity to bulld Intellectual property with our teclinology. So they loak et Fabric and say - they can
create repeatable intellectual praperty out of bualness rules, business models, out of optimized deshboards -- and
of cnurse reusabls gervices out of our Web service approarh. They sea that as 8 way of ualn'g it In one Instance,
and then being able ta go to subsequent customers in that same industry with mare intellectual property to sell and
improve their margins —~ [they're] finding that very attractive.

JOHN WALSH: Okay, great. Just ore last final one. Japen -- the recovery obviously has been pretly slugglish here.
How should we think about Japan going forward? And | know last quarter, you falked about some changes in
management. Is everybody still there, and should we expect better things going forward?

DAVID MITCHELL. Vi let Rieh add his.perspactive, but | will tell you that we continue to be vary cautious and
methodical about how we're rebuilding our Japan business. We take very seriously the Issues that we ran into over
a year ago. And we're making sure that we build a solid business there that can continue to invest In the great
customars that we have there, but also expand their market penetration. But we're going to da s0 in the right way.

RICH CRIARELLOQ; Yo KrioWw, wé'fe very comiittéd to that imiarket. And the Eustoiners hdven't gore away. Tha
opportuhity certainly hasn't gone away. But change happens much slower, if you will, in that part of the world than it

.. would, potentially, say, in aNonn ‘America. And 50 again, we don't want to create another problem by rushing to
haste in Japan.

And things ehvays take a litlle bit fonger than you would like. But when you continueto see Ihe gmwlh in plaus like

: North ‘Amarica and- EMEA wtrmalizémsi'ycu miust have a witihing melr\atlorfof pwu‘utt's!lss apmch‘md ST

something Interestmg that the customers are willing to spend money on.
OPERATOR: Tim Klase||. Thomas Welsel Partners.

TIM KLASELL, ANALYST, THOMAS WEISEL PARTNERS: First question, can you sort of walk us through what's
changing in your salen procoeses as the suite has relled out? You know, this time last year, BAM was leading a lot
of sales. Is that still the case, or ere people sort of taking the broader suite all in one chunk?

RICH CHIARELLO: Well, what's happening Is whether you start at the IT side of the house that's looking at
building new applicatians quicker, faster, tbrough SOA or whether you start with the line of business, who has a
broken business process and wants ta be able to improve that and have visibility — what happens very quickly no
matter where you siart is you end up meeting in the account that they recognize the need for all of that,

And so by showing the integrated suite in both of those two marketing approaches, you end up with the customer
realizing that what we've created is one product to address both sides of the house. Se IT is able to get funding
from the fines of business, whether it's to bulld new systems faster with SOA, or whether it's to iImprove a broken
business process. BAMis an integral part of that, as are as well the web service products that we acquired several
years agv and e BPM and underiying integration product that we hava hag for awhile.

DAVID MITCHELL: What's interesting is that we seem to be the only Company in this space right now, the
busingas Iintegration space, where our sales reps are now amed with this solution that can attack the desire of the
IT department to go mainstream with SOA and fuse that with an abllity to improva the processes of the business,
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hence giving the IT department a justification and a priority around their SOA project. And that's something that
probably didn't exiat a year ago, and it's really started to pick up steam — you know, the example that | gave inthe
beginning of the call around ABN Anvo - and that's how that gantiemen justified his SOA was fo focus onthe BPM .
and BAM.

TIM KLASELL: Okay, good, good. And then how about Europa? Obvidusly, that's doing a bit better. How do you
feef about the overall macro in Europe? Are things firming up thers, or is there just better execution on
webMethods’ part?

RICH CHIARELLO: Well, if you remember the sequence of events, i's a combination of both. The sequance of
events was [they] rebuilt North America, rehired all the sales managers — remember, wa're operating in an
environment where all the sales directors intho last yaer have heen changed, right? All eround the world. The
s'econd_ part was in EMEA. And so thay are tha next group, the most mature in thelr tenure with the Company.

And so when you bring in people and you give them a couple of quarters, they're able to sort out who the stars are,
who they need to replace, what markets to go after. We're starting to see that in Europe.

Now, Central Europe - its econormy has prableme for every industry; software is no difforent. But we're séeing a
good pickup ia the pipeline and the ability far the ‘same twa markets that | just desortbed hefare that sell well in

. North America - SOA, the IT folks for building systems quicker, line of business, you have got to Improve yaur

businass pracese -~ that's selling equally well in the Netherlands and In France and in Germany and In London as it
is in North Carelina and Caiifomia, etc.

TIM KLASELL: Okay, good, good. And then one final question here. Congratuiations on getting 10% operating
margins. How should we be thinking about this going forward as far as your trade-offs of investing in for growth or
striving for.operating margin i.mprovemem?. Can you give us maybe sort of a goal, maybe, on the operaling margin ..
line, or give us a framework to think about?

.. DAVID MITCHELL We'se golng to csnllnoe todrivetoendruna promable busineas thaet makos sense 1onhe -

matket snd the indusfry to which we compate. Wo hava offerad you guidance into Q4, and that's toe best view tho!'
we can give you today.

m em g v pemamen wp feriee e g » emte Yoy g ot memty s m et s = m e

JOHN BIFUCCH, ANALYST, BEAR STEARNS: Tha first question is for Mark. Mark, should we assuma that you're
still using tho same parameters when considering large deals and guldance? In other words, you're not including
deals that are above 3 million, Becuusp it's too hard to predict when they're going to close?

MARK WABSCHALL: No ~ actually, John, the way we do that is — obviously, we have large, significant
transactions in aur pipeline, afthough we take a conservative view when we faotor a higher risk variabie on larger
denls. So those aro absoictely In aar pipeline, it's juet thot we faoter a lower success rate on these to be
conservative. .

This quarter, we had four deals over 1 milfion. { think we had six the quarter befora that, and a year ago, we had
seven,

DAVID MITCHELL: It just allows us to talte a more eonsistent view to the pipeline, Those big deals are greet, and
we loize thom, ant we work like heck to get them closed. But at the same time, we can't depend our quarter on
them. And 80 by applying this higher risk factor, we're able to more conslstently perform against the forecast and
the guidance that we provide our shareholders.

JOHN DIFUCCI: So those deals - but a deal ~ not even just over t million, but over 3 million -- those have always
been in guidance and -- are thay the same risk factor -

DAVID MITCHELL: Yes.

AIAINGTD $-88 PM

AJS000140



OI LU IO OIS P ) Pyfa

Factiva

it aflA

.. JOHN DIFUCCI: Okay. Well, rice gusriér, guys:_

hitp://global.facti va.comlhplprinlsavews.aspx?ppstprArticle&pFPr.'..

JOHN DIFUCCI: - as there is for over 1 million?

DAVID MITCHELL: Yes. | understand that there's probably some confusion around this. | know that one of my
competitors talks about this as well, °

The bottoin line is that some of us have just goiten smarter about this, and we just decided that the big deals are
Important, but we can't run our business on the big deals. So we really focus the traditional risk variables around
the sweet spot of our pipeline. And for the bigger deals, we consider them hopefully upside. There are a
significantty higher risk variable applied against them.

i can't get inta it with you in terma of what deal equais what. But you can take away from this that the higher it is, the
larger it Is, the much higher risk variable gets applied to It.

JOHN DIFUCCI: And a follow-up 1o that - have any large deals closed since the end of the December quarter?
DAVIO MITCHELL: We don't comment on recant quartar activity.

JOHN DIFUCCI: Okay. Just a question for Mark, then - it looked fike cash flow was negatively affected by accrued
expenses and other liablliies. Could you just expiein that a little bit?

MARK WABBCHALL: Wall, | think you'll aee that during the quarter, Q3 is ~ we have more expenses that we Inour
during this quarter - as you saw, our total expense leveis went up, so you would expect the accruals to go up as
well. But overall, we did generate $800,000 increase in cash. 1.4 million came from cash flow from operations.

So you are right; we did have higher axpense accruals. Of course, you would always see (hat with commissions.
Commissions (technical dlmcuity) 03 wou|d be hlgher than they were at the end of Q2. But 1 would ]usl say n‘s
seasonal variations. a

DAVID MITCHELL Or else [lntegretlon]
MARK WABSCHALL: Yes.
OPERATOR: Dino Diana, Smith Barney.

DINO DIANA, ANALYST, SMITH BARNEY: Most of my questions have been answered, bt you had a nice pick
up in the number of new customer adds. Can you talk about the difference In the size of the deals coming through
on the new customers versus the existing?

DAVID MITCHELL: The whole approach, especially with new customers - remember the licensing mode! 1 talked
about two or three quarters ago was going inta project phase? It's especially appaaling to the new customers, and
especially when they have identified a project, whether it's a line of business or an integration project.

And so what we're trying to do is ensure that we are able to attract the new customers, and you've seen that uptick

. —butinamode where we don't have to try to figure out to what's a falr price between them and us because we

won't have any more add-on sales after. The project phase licensing is aflowing us to do that - atiract new
customers, get the revenue, and actually set the table for follow-on and repeat business.

MARK WABSCHALL: (multiple speakars) baginning of an {annuity] relationship, the new customer always starts off
with a project to see how successful you can really make them. The goed naws is that we are consistently
establishing a track record of getting those projects successfully quicker than the competition with fewer
resources. So it does oreate pipeline for us.

DINO DIANA: Okay. And not to beat a dead horse here, just wanted to get a better m&e_rstandlng with Japan,
because it obviously is very important thing for the license revenue grawth. When you ook at the timeline, can you
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just tell us what exactly you've done there in terms of restructuring; what you need to do; and, understanding that it
will take some tiroe, what are the reasonahle kind of timelines for when you can get thet back up to the § milliod you
originally ware loaking ta do | guess a tew quarters ago?

RICH CHIARELLO: Allt can say is you have to go back and look at what's happened in Narth America, right? it's a
market that we're much more dominant in, and it's taken us - we changed all the managers &t the beginning of the
year. And here we are, starting our fourth quarter and we're seeing North America license revenue grow again.

And se | can't give d specific day and time of day as to whiah that will hegpen. Butits a pracess of identifying the
right salespeople, sales leaders, and having them build a pipeline. And whether It takes as long to build a pipelina
in Japan culturally as it does in North America, can't really say. | can just tell you that the approech irt North America
is growing, and i's grewing in our pipeine. And it's heed pressed to think of any infrastructure enterpriee software
company that can grow thelr business in North America that can't evantually heve thet same success in Japan or
other intamational markets,

DINO DIANA: Right. Can you just give us at least what you've dane 8o far so we can undarstand -

DAVID MITCHELL: Dino, we are well underway with the pracess change in Japan. What we're dolng is being very
cautious and methodical at hew we bulid that businese. And our expeotstion is that we will see similanreeuits in that
region as we've seen in other reglons like North America, where we are growing year {0 year on a nine-month
‘basis.

DINO DIANA: Okay. And DSOs, they picked up a bit. Can you just — anything worth noting there, or is it just a more
back-end ioaded quarler?

MARK WABSCHALL. | think this was actually more of our traditional quarter. if you take a look at what we've )
historically had in DSO, we've been around the 83 tevel for the last couple of quarters except tast quaﬂer we had
dropped down ta 75. And pan of that was a cambination of [record] collections, as well as -~ we did have some
large deals that.were COD,-.cash up. front .or done earlier in-the quarter whlch we actually recerved payment on. So
i'd tett you it's more in line with what we lradmonally runat. it's r:enamly an area that I'm gmng to continue to focus
on on rying to reduc#, though.
e Fisl, i-'r-i'edr'n'an' Bliilng§ Ram's_by hret m vmi o e ooy Seu Wit mrm s St imaman 1t o avm b sme ts mraere o n anarims s o
DAVID HILAL, ANALYST, FRIEDMAN, BILLINGS, RAMSEY: Okay, deferred revenues saw a nice pickup in the
quarter. Was thet alt maintenanca or was there any license in there, Mark?

MARK WABSCHALL.: Yes, it's predominantly all meintenanas. We don't really have that lsrge number of deals that
wa defer on license.

DAVID HILAL: Right. And as it relatas to the large deals, the ones over 1 million, 1 guess on one hand it was nice
to see a good license quarter without too many large deals. | think it shows some good diversification.

But on the other side, | guess | would have expected more large deals, given that the economy has been
improving, your product footprint is bigger — but yet, | [think] it was the lowest number of deals in the December
quarter for many years. And | guess, Dave, is there something changing with respect to the end market, orwas
there is an anomaly of a quarter? How would you explain that?

DAVID MITCHELL.: You're hitting the point right an the head, which is - this is why we apply a significant risk factor
to these large transactions, because they are unpredictable, and they kind of jump around all over the map.

The good news Is we do have these targe transactions in the pipeline, and we are applying 8 much more
sophisticated process that hes ylelded better success in terms of closure, and we will continue to do so. And we
have now established a pretty consistent track record of indicating to our shareholders where we think the
business is going to go. Hopefully these large dez!s wilj start to bacome more upside as we move forward,
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DAVID HILAL: So if | interpret that properly, are you saying your conversion rates on larger deals has gone up, but
the fact that the aggregate numbaer of large deeis is down — does that suggost tha pipefine for large deals is
smaller?

DAVID MITCHELL: No. We continue to see a healthy pickup in deal sizes within all bands of our pipeline. The
large deals tend to close and behave differenﬁy versus other deals, and 8o you just saw some inconsistency in
that in the last quarter. And hapelully, we'll get some more closed inthe current quarter. They Just have langer
sales cycles and they're all diffarent. Rich, do you have a perspective on that?

RICH CHIARELLO: Well, | would say the bigger the deal -- aven in the largest compsnies in the world, deels get
over seven figurea in software, that means you're looking probably at a profect that's a $5 million project, evenif it
was $1 million software sate to the Company. Thoar deals teke much longer not just to win, but sometimes three
quarters just fo get through the Company’s own procurement and budgeting pracass. And you would anticipate
having changed around most of the sales directars and lots of salespeople starting in the last 80 days that he
longer sales cycle items {lke thése would take longer to bring to gestation and close.

DAVID MITCHELL: I'm very confident thist \ﬁth this new process, wa'ro reafly getting a rnore consistent feel for the
closure rates of our deals in every dgis! band size. And { think the larger deals - we' re just not dapendent on them,
as the recent quarter performance indicates.

OPERATOR: Denick Waod, Pacific Growth Equities.

DERRICK WOUD, ANALYST, PACIFIC GROWTH EQUITIES: 1 guess just a follow-on question to that. | mean,
you did have a good Europe sequentisily. But on the Americas side, it was only up a few percentage points.
Typically, | guess in the Americas, you'd see more of a budget flush in the December quarter. Canyou ]ust talk
"dbout that, and maybe did you have soihe deals that Ware pughed out in the Aneiicas région? -

RICH CHIARELLO: Well, | believe we had deals pushed out in all regnons Tnars lhe process of havmg more
dea)s'and canying orifewsr of them, and deals Kind-of got mshbd ouL” TooTmrImmr o e

The Americas grew license revenue ning-months, year over year. And so you have to look at the span of they

- msy have hag.a particuiarly.belter Q1 or.Q2 than they. had inthe pest. What ! m_sssmgls a plpellne ;and:the ablﬂly S

to geﬁerﬂq plpellne y Bhd-crodte a swest Spot 6f dals l’mm the 2008 to the 800 range happenlng every Y piace’
we've glven new sales directors the ablllty to hire salespeople and a couple of quarters to go out and do that,

So | didn't see particularly any figure siippage or [let] slippage in the number of deals we were trying to close and
the ones that'kind of slipped out to the next quarter in the Americas.

DERRICK WOOD: Okay. And then you guys have been focusing on increasing sales productivity. Do you confinue
to see that increase, and do you have a sense for where you're atinterms of sales capacity? Ars you at 70% of
capacity ~ slnng those fines?

DAVID MITCHELL: We don't getinto the details of different capacity metrics. | will tell you that we're very pleased.
And 1'll let Rich add his perspective as well, in terms of — particularly around the new sales rep ramps, particulady
sales reps that have joined in the last six months or s0 who come from the BPM genre of companles —~ they tend -
to get this pretty quickly and move quite fast to bufld new customer pipeline, not existing customers, and get those
deals closed. So we're actually quite pleased with the ramp-up In new sales reps.

RICH CHIARELLO: The only other things | would recognize is thaf there's probably a magic relationship we don't
share with the outsids world as o how many sales réps per sdies manager you want to run with in order to not hava
the law of diminishing retumns. And so | could see us continue 1o have runway to add sales reps. Auve rio that, we
would alsa need to add so many salas diractors for avery x number of sales repa.

DERRICK WOOD: Great. One last que'sﬁon, shifting gears here. it sourxs ﬁ_ke you're benefiting from a
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differentiated platform and that your product is gaining priority in some of your customers' budgets. Do you feel
like this is apecific to your strategy of bringing SOA and line of business and IT into ane platform, ar are you
seeking a breader trend of customers investing in SOA, and aotually, instead of just talking about i, putting more
doliars towards it?

RICH CHIARELLO: The issue is you could fake any technology over the iast 10 years — object-oriented
programming, cllent/server, etc. — in today's day and age, a technology alone cannot get any funding from IT. And
so SOA, it you boll it down from thé 30,000 companies that wilt say they do something with SOA if you Googled
them, SOA boils down to reuse. And you can see from the survey that we published at our user week ~ our
customers brag about the reuse they have baen getting over the years gven bafore SOA was coined as a tem.

What we are doing Is taking the ability to bulld new systems faster and quicker, and putting a methodology to justify
the ROI on that {for] the lines of business. Lines of business are more than willing to invest in the technology once
you show them that they can get their systems devetoped at a iower cost out af IT. And that basically is vary
appealing right now. And apparently, we have the only technalogy right now that can make that value proposition
work.

DAVID MITCHELL: Operator, we havo one more question,
OPERATOR: Gregg Moskowitz, Susquehanna Financlal.

GREGG MOSKOWITZ, ANALYST, SUSQUEHANNAH FINANCIAL: Just a couple of questions maybe starting off
on these four large deals. Mark, do you happen to have the breakout of new versus existing customers?

MARK WABSCHALL: | don't know if we normally breakout out.  don'l have that.

DAVID MITCHELL: The large deais over 1 inillion aré iraditianally exfsiing customers, beososo go aaok to the
model! that Rich described to you, which is we get into a new customer, start with a project, get some [successful],
and then identify additional prqlects hapetully bullding 8 much bigger transection es lh_e_[follow-qn is]done. In

ribst casés, the $1 million plus déal is'alwayé an ‘existing tustomer. In s6me cases, wé do plck up a hew customer
in that range, biut thal's not the commonplace.

fetmns! _rrec'fly
out of the six large deals 80 | was just kind of wondenng roughly. But that does tie in a fitle bit o my next quastion
just on new versus existing contribution of 1tal bookings. It did seem like on one hand, the existing percentage fell
somewhat meaningfully from the Q2. Then again, it was nice to see 40 or so new customers. Just wondering if you
can touch on kind of what you're seeing with some of the new customers. it seamed like there was a little bit higher
conversion this particular quarter (multipie speakers)

DAVID MITCHELL: Well, | thilk you're seeing the new customer acquisition, because we've got more reps in the
fields who are npw starting th remp into new prospects ar oppeser {o just gaing intd the bose. Aod that's why that
perceotage came down a bit.

RICH CHIARELLOQ: if you look at {the three] ciassifications of deat - a mid-sized, sweet spot deal from a
customer is probably the easiest to pull down, because you've got customers that have growing capacity, and you
already know who you are, and maybe you're selfing them additions! products to round out Fabric —~ that's the
shortest gestation period.

Now, to a praspect ~ a mid-sized deal and a proven project is the next longest sales cycle. They don't know who
wsebMaethods is -- a typical longor prucuresnent process. And then, of course, the sevsn-figure and bigger dealy
take even more tima, becauss azon once you win thom, shaay times for theae companiep, tho projact becornes so
large thet it goes through a very fong intemal pumhasing process.

DAVID MITCHELL: A think it's pretty significant to note that we're not dependent on these bigger transactions. We
do have an ability to bulld these bigger transactions in our pipeline, and we're doing 0 while we're generating
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record profits, and getiing the Gompany to double-digit operating margins a quarter ahead of our original timeline
with basically the same headcount. So we're pretty pieasad with the progress that ws made, both In the field and
intems! to the Company.

GREGG MOSKOWITZ: Okay, that's great. And then just one last quick one. | know you said, David, that the
federal or the government business was pratty strong in the quarter. | think the last two quarters, It was sort of
hovering around 20% of bookings. Just wondering where that came in this time around.

DAVID MITCHELL: 20 to 26%, { beliave.

MARK WABSCHALL: Yas, basically our three major markets, which was manufacturing, financlal senvices, and
government each ceme into around 20 to 25 1o 30% - the three of those each did.

DAVID MITCHELL: And keep in mind, government Is not just federal. it's pretty exciting to us.
Okay, operator, that's it on the questions.
OPERATOR: Yes, sir.

DAVID MITCHELL: Okay. Well, thank you all for attending this evening, and we look forward to talking to you
during the quarter. Take care. .

OPERATOR: This concludes today’'s webMathods conference call. You may now disconnect.

{Thomsoan Financial reserves the right to make changes to documents, content, or other information on this web
site without obligation to notify any person of such changes.

inthe conference caiis upon which Event Transcripts are based, companies may maice projections or other
forward4oeking statements rygarding a variety of items. Such forward-looking statements are based upon current

. expectations and {nvolve risks end uncertainties. Actug! results may,difler materially fram thase statedinany. . .. .. ._.

forward-fooking stalémént baséd on a number of important factors and risks, whichi ére more spacifically identified
in the companies’ most recent SEC filings. Although the companles may indicate and believe that the assumptions

. .underlying tho forward-laoking statoments are reasunable, any of the assumptians could prove inaccurateor, | ... ... .

incorrect-and, therefore, there can be no aseurance that the results eontempiated in the fooward-looking
stalements will be resiized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE
APPLICABLE COMPANY'S CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO PROVIDE AN
ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMIESIONS, OR INACOURACIES IN
THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. INNO WAY DOES THOMSON -
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE
INFORMATION PROVIDED ON THIS WEB SITE OR IN ANY EVENT TRANSCRIET. USERS ARE ADVISED
TO REVIEW'THE APPLICABLE OOMPANY'S CONFERENCE CALL ITSELF AND THE APPLICABLE
COMPANY'S SEC FILINGS BEFORE MAKING'ANY INVESTMENT OR OTHER DECISIONS ]
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Q4 2006 webMethods, Inc. Earnings Conference Call - Final

7768 words

27 April 2006

Voxent FD (FAIR DISCLOSURE) WIRE

FNDW

English

@ Voxant Inc. Al rights reserved.

OPERATOR: At this time 1'd like to welcome everyone to the wabMethods fiscal fourth quarter eamings release
conferencs call. (OPERATOR INSTRUCTIONS]) At this time | would like to tum the call over to-Mr. Chris Martin,
Sir, you may begin.

CHRIS MARTIN, VP, IR, WEBMETHODS , INC.: Thank you, operator. Good afternoon, everyone, and thanks for
joining us. My name is Christopher Martin, Vice President, investor Reilations at webMethods . The purpose of
today's conference call is to discuss our fourth quarter and fiscal year 2006 financlal results. Joining me today is
David Mitchell, our President and CEQ; and Mark Wabschall, our Chief Financial Officer; Rich Chiarelio, our Chief
Operating Officer, will also be joining us for the question and answer portion of todey's call. The press relsase we
issued this aftemoon regarding our resulls is avallable on our website, that is www.webmethcds.com
[nttp:/Amavw.webmethods.comi]. A press release also has been furnished to the Sécurities and Exctiange
Commisaion purauoat to a Form 8-K.

Before we begin, please note that this conference call is being broadcast over the phone and via a five wabcast,
This call is also being recorded and will be avaitable for replay on our website or by dlaling the following numbers.

- 1-800-642-1687 in North.America, and -1-708-645-92081 -outside of North America. The confirmation.number is

7582788. And the conference call replay is available through May §, 2008.

.. During the course of this corference call managemsni.may mako comments which are forward-jooking: in natare.

These comments are intended to be forward-looking statements for tha purposes of the Safe Harbhr provided by
the Privete Securities Litigation Reform Act of 1995. These projections and other forward-igoking statements ..

regarding-expediations-may:intlude comiments.cegarding future:business and.finantial metics, ourplpeline; future .. .. ... ... ...

cost saving’s end-expanse’ievéls; cest of lefjal complishce maitars or ihtethal Eorirolinatters, tréhds it the mathet
for our products and in the software industry, and expectatinns of futura finencial performance Incliiding total
revenue, license revenua, operatiog margin, anticipatad charges, net income, and earnings per share. Any
forward-looking stalements are subject to various risks and uncertainties that could cause the actual results of
webMethods to differ materiatly.

Please refer to the discussion of risks and uncertaihties in webMethods ' earnings prase release and SEC filings.
Specifieally, review the discussion of faciors that may offect future aperating resulis in webMethods most racent
Fomm 18-K and Form 18-Q which are an file with ths SEC and aveilable elestronicatly through Edgar ar g ink on our
Investor Relations website. These forward-looking statements should not be viewed as a guarantee of or 2
commitment to any action or resuit. And our actual performance may differ materally from those measures
indicated in aur forwsrd-looking siatements. Thege stataments rsflect the beliefs of management bassd on
informatiqn availeble to us on April 27, 2008, and webMethods does not undertake any obligation to update or
cormrett any forward-ooking statément due ta the occurrence of events after this call. § would now like to tumn the
call over to David Mitche!l, webMethods President and CEO. David.

DAVID MITCHELL, PRESIDENT, CEO, WEBNETHODS, INC.: Thanks, Chris. Good evening, and thank you for
joining un. | wanied te begin today's call by reviawing seme of tiie financial highlighte for the fourth quatter and
fiscal year as they represent a nustber of significant milestones for the Company. Muark will follow with additionst
detalls regarding our financlal resulls and operating perfarmance for fiscal yaar 2006. After thet discussion § will
provide additional commentary with regard fo our strategy.and objectives for tho new fiscal year.
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{'m proud to report that this was our best quarterly and annual perfarmance in the Company's ten-year history. Total
revenues for tHa fourth querter were $59.4 milllon, representing our bost quarter of tote! revenue In five yeere. In
addiion, our deferred ravenue increased appraximately $16 milllon. License revenue far the quarter ware 27.6
miliion. Qur best quarter for {icense revenua in three years. This performance reflects. 25% year-over-year organic
license revenue growth. With this revenue growth we were able to report GAAP earnings per share of $0.15,
exceeding the top end of our revised Aprit 8, guidance by $0.01. This marked webMethods 7th consecutive
quarter of year-over-year eamings growth with the past three-quarters producing record profitabfiity.

I’'m equelly defighted wdth our parformance for the full fiacal year. Total revenuas for the fiscal yaar were $208
million. This was the best annua! performarnce in the Company’s history. We also reporied annual organic license
revenue grawth, whish, a8 yeu know, was a significant corporete objactive for fiacai yaar 2048, All of this wae
achieved while we reduned ouc aporating expenses by maro than $21 million, & 43% year-over-year redtotion
which allowed us 1o finish the year with our best ever oparating margin performance. Infact, our full fiscal year
GAAP eamings of $0.29 represents a $0.64 Improvement versus the prior fiscal year whan we reparted 8 GAAP
loss of $0.35. Despite these savings, total headcount has remalined fairly stable versus last year, but includes a
20% Increase in quota-bearing reps. What we've proven is that we've become far more efficient about how we use
our resources to drive productivity and profitability in the business.

Finally, let me highlight soverel addiional metrics. Since 1 beoame CEO In October of 20084, this management
team has focused an three primary abjectives. Achiave consistent prafitability, deliver double-digit aperating
margins, retum ficense revenue growth to the business. I'm pleased to say that we've defivered on all three fronts,
During tho ister holf of Tbday's call, I'll discuss how we plan to build opon this momentum diising the curren fiscal
year. '

In the. meantime, | want to personally thank the webMethods management team and.zall of the webMethods
employees around the world for their efforts. it was through thelr dedication and hard work that webMethods was
able fo deliver the best peﬁormanca In its history. Let me now tum the cali over to Mark. Mark.

MARK WABSCHALL CFO WEBMETHOGS lNC Thanks Dawd As Da\dd mdlcatod wa anded me fiscal year
with the Gompeny's best quartarly and ennusl finendial pedertence sver. Tntal revanués fer the fourth quarter
_.Were 59.4 million as compared:to.52.5.million iif the priar quarter.and 52.9 million inthe, prar year's fourth- quaner
This repréSentsa 13%. Seduemlal increase end a 12% year-overiyearincretise.-Forthe fiscal yeer our total -
revenues werg 209 million as compared to 201 million in last fiscel year. This represeats an igorease of 4% as well

as the highest annual revenues in the COmpanys histary.

License revenue for the fourth quarter was 27.6 milllon, which represents 46% of total revenue. This compares to
license ravenue of 22 million in the prior quarter and 22.2 million in the prior year's fourth quarter and represents a
.26% sequential increase and = 25% year-over-year increase. For the fiscal yeers total license revenues grew to
87 .4 million from 86.5 million for last fiscal year. Pinfegsional services revenues for the fourth quarter were 12.5
million as compared to 11.6 million in the prior quarter and 12.8 miilion in the prior year's fourth quarter. This
represants an 8% saquential inorease and a 2% year-overyear decredse.

For the fiscal year our professional services revenues were 47.2 miffion as compared {0 48.2 miflion in the prior
fiscal year. This annual decline was primarily ettributable to lower subcontractor revenue as we have either shiftad
maore of this business to our own employees or to our system integration partners. Maintenance revenues for the
fourth quarter were 19.2 miliion as compared to 18.9 million in the prior.quarter and 18 million in the prior year's
fourth quarter. This represents a 2% sequential increase and a 7% yeer-over-year increase. For the fiscal year our
maintenance revenues have increased 15% when compared to last fiscal year.

Looking at total revenuss by geography, Americas revenues far the faurth quarter were 38.7 million. This is a 22%
sequontial increase, antt a 28% incniase when compared to {ast yeer's Q4. Fet the fiscal yaar the Aniericos
revenues grew 10% to 131.4 million. Intemational revenues in the fourth quarter were 20.7 million or 35% of fotet
revenues, Ravenues from EMEA were 14.8 million which represents 8 3% sequential dacline and a 4%
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year-over-year decline. However, for the fiscal year EMEA revenues grew 5%, to 52.8 million when compared to
last fiscal yaar. Asia Pacific revenuas, oxcluding Japan, were 4 -miltian. This represents an 8% sequentiel nceease
and wes flat when compared o lasl year's fourth quarter. For the fiscal year, Asia Pacific revenues grew 1% to
15.4 million whan compared ta last fiscal year.

Japan revenues were 1.9 million, representing a 5% sequential increase and a 42% decline when compared to
iast year's Q4. For the fiscal year Japan’s revenues declined 40% to 9.1 miflion when compared {o (ast fiscal year.
Japan s the only reglon that did not have an increase in reveriues for fiscal year 2006 as it was negatively
impacted by the disruption in it5 business Jue {o the problems we encountered at the end of [ast fiscal year. We
continua o view Japan as a strategic market and recerty hired & new President of webMethods Japen. With his
experience at IBM, Micresoft, PeopleSoft, and Peregrio Systems, we believe he will bo instrumrental in the growth
of webMethods Japan. '

We closed seven contracts in the quarter which were greater than $1 million. Six of these transactions were in
North America and one was in Europe. No singie customer represented 10% or more of total revenue. Our
average deal size of transactions over 100,000 was approximately 500,000 which compares to 500,000 in Q3 and
350,000 in Q4 of last year. Our fourth quarter bookings by industry was comprised of technology partners, 20%.
Communications, 15%. Manufacturing, 15%. Government, 10%. Financlal services, 10%. Retail and consumer
goads, 10%. And other, of 20%.

Approximately 65% of our bookings in the quarter were fram existing customere, and wa added 35 new
customers. We Included a number of these customers In our press release inciuding Bell Canada Enterprises,
Bloomberg, Cognos, Coigate Palmolive Company, Lefarge, Standard Register Company. The U.S. Small
Business Adminiatration and Welis Fargo ‘Servicds Company. Approximately 30% o1 our hookings In the gudrter
were infiuenced by our pariners. ]

Moving now to our gross margins we achieved total gross profit of 43.3 million in the fourt!i quarier as compared to
38 5 millionin the prior.quarter ahd 37. 6 million in the prior year period. Gross margin was 73% of total revenues

" 'as cornpared ip 73% inthe ‘priar querter-and 74% injast yeer'e Q4. For the fiscal year, gross merg(n Wids 72% es

compared to 70% for ast fiscal year. Barges on professional services and maintenance were'§2% as-compared -
to §7% (n the prior quarter and Si% in the prior year period. For me {isoal year, margme were 54% a§ compared (o

" 50% Yor lest BeLaTyesr. 'i‘utaf opera—ling expen;ee'for ribe towth quml’i‘i' Woro 36 3milidn a8 eotﬂﬁ'i'ref b33 T

million in the prior quarter and 42.1 millioh ln testyaar's 04 This repregents a year-over-year decrease of 14%.

For the fiscal year, operating expenses declined by more than $21 milfion, or 13%, to 138.5 million when
compared to last fiscal year. We ended the fourth quarter with approximately 826 employees, which compares to
approximately 790 at the end of Q3 and 833 one year ago. Sales and marketing expenses were 20.2 million for
the fourth quarter companad to 19.8 million in the pripr quarter and 19.2 million in the prior year period. The
sequential and year-over-year increase was primarily due to higher commission expense paid in the quarter. For
the fiscal year, sales and marketing expenses declined 10.2 million or 12% to 74.1 mililon. We ended the fiscal
year with approximately 80 quolasbearing sales reps.

Research and development expansas were 10 million for the fourth quarter compared to 8 millian in the prior
quarter and 11.8 million in the prior year period. The sequential increase was primarily due to the higher payroli
taxes and benefits that incurred at the beglinning of the catendar year. For the fiscal year, R&D expenses were
40.2 millioh compared to 44.5 miflion in last fiscal yéar. We continue to leverage our India Development Canter
where we now employ approximately 20% of our worldwide R&D staff. G&A expenses were 6.3 miliion compared
to 5.9 million in the prior quarter and 8 million in the prior year period. included in this quarter's G8A expense is a
itigation settlement payment net of insurance reimbursement of $750,000. Last year's G&A expenses included
auditing and consulting fees relaled to the intermal investigation of our Japanese operafions. For the fiscal yaar,
GE&A expenses were 23.8 miilion compared to 25 million in the last fiscal year. As a result, our fourth quarter
operating lneome was 7.1 mflion as compared to 4.1 miiilon in the prior querter ard an operailng loss of 4.5 miillon
in the prior year peﬂod
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Operating margin for the fourth quarier was 12% as compared to 8% in the prior quarter and a negative 8% in the
prior yeer fourth quarter. For the fiscal year, opersting incame was 11.5 million as coropared to an operating loss
of 19.7 million last fiscal year. Operating margin for the fiscal yaar was 5% compared 1o a negative 19% Inths prior
fiscal year. included in the fourth quarter GAAP resulls were expenses of 498,000 for amortization of deferred
warrant charge 800,000 for amortization of acquired intangibles, and 750,000 for a litigation settiement payment
net of insurance relmbursemem Also Included was 3 $191,000 credit for the reductionof a previous accrual for
excess faclllﬂas costs. Included in the fiscal year March 31, 2008, GAAP results were expenses of 2.5 million for
amortization and deferred warrant charge, 2.4 million for amonization of acquired itangibles, 411,000 related to
resfructuring costs net of revisions for accrusl to excess fecilities costs, and 750,000 for 8 lmgaﬁon seitiement net
of insurance reimbursement.

Net Interest and other income in the fourth quarter was 1.6 million as compared to 1.5 million in the priar quarter
and 680,000 In the prior year quarter. Income tax expense in the fourth quarter was 340,000, which was due to tax
expense that could not be offset with net aperating losses generated in prior years. Our fourth quarter GAAP net
income was approximately 8.3 million, or $0.15 per share as compared to '5.5 milion In the pnor quarter, or $0.10
per share and a loss of 3.9 million or $0.07 per share in tha prior year period. For the fiscal year, our GAAP net
income was approximately 15.8 million, or $0.29 per share, as compared to aloss of 18.8 milllon or $0.35 per
share last fiscat yewr. The basic weighted average shares outstanding during the quarter totaled approximately
54.0 million, the fully diluted weighted average shares outstanding during the quarter totaled approximately 57
million. .

With respect to the balance sheet, we ended the Quarter with approximately 183.2 million in cash and marketable
sacurities, represenllng anincrease of 14.3 mmlon as compared to the prior quarter balance and a 13.2 million
Incraase when compared ta the prior fiscal year end balance. Net cash provided by operating activities was 13.7
-million in tha fourth quarter and 17.9 miillon for the fiscal year as compared to 2:4 million for last fiscal year. Total
deferred revenue as of March 31, 2008, Increased sequentially by approximately 16 million to 1.7 milllon.
Approximately half of this increase was due to the deferral of license revenua that will ba recognized in future

" quarters in thls fiscal yéar. The remaining increase was due to this quarers. hlgh lévél'of license ransactions.and -

the seasanaluy of maintenance renewals.

. -Gross day saies ou’tstahdlng %loe fouﬂhquarler were-191 days as sompanad 'e DSOs of 83 dlys in the-pder-- —e

quarter and DSOs of 80 dayé in the pridr years fourth quarter lncludtng e i inipéct of changas in dsfemd
revenue balances net DSOs for the fourth quarter were 79 days as compared to 61 days inthe prior quarter and
77 days in the prior year's fourth quarter.

§ will now provide some forward-looking guidance. 1 would like to remind everyane of the comments Chris Martin
made at ihe beginning of this eamirgs call regard!ng forward-looking etatemnents fer purposes of the Safe Harbor
provided by tha: Private Securities Litigation Reform Aot of 1895. These forward-looking statemente reflecg the
bellefs of management hased on information avaliable to us on April 27, 2006 and we are not undertaking any
obligation to update these numbers or provide additiona! refinement.

We expect otal revenue for the first quarter of fiscal year 2007 to be In a range of 51 to 53 million, license
revenues be in the range of 18.5 to 20.5 million, maintenance revenue to be approximately 20 million, services
revenue o be approximately 12.5 million, net interest and other income to be approximately 1.7 million, the
effective income tax on a GAAP basis is expected to be 2% of pretax income, and EPS on 8 GAAP basis is
expected lo be inthe range of $0.01 to $0.05 per share. Inciuded in our GAAP operating resuits, we expect
approximately $2.7 million of stock-based compensation expense as we will be adopting FAS 123R this quarter.
In addition, we expect approximately $800,000 In amortization of acquired intangibles. Again, these forward-
looking statements are management's beliefs based on currently available information and should not be taken as
a guarantee of future resuits which may differ materizlly as a result of a variety of factors disgussed in our eaming's
release and our latest Form 10-K and Foms 10-Q med with the SEC. Now | would fike to turn the call back over to
David.
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DAVID MITCHELL: Thanks, Mark. As | noted earier this management team is proud to have delivered on the
objectives that we set for fiscal year 2006. With this exomentum, wehMethods onters fiscat yaer 2007 poiaed for
growth. Our success in FY 2006:was driven by our objective to achieve double-digit opereting margins. it (s upon
this faundation that we can now announce an equally bold objective for fiscal year 2007, which is to achieve
double-digit license revenue growth. As our past year performance indicates, our strafegy is working, the market is
growing, and our sales force is equipped and able to capitalize on the opportunity. We believe that these facts
have positioned us to meet this ficense revenue growth target.

We are carrently executina on two paraliel paths to aphieve this objective. First, we're going to continue to expand
on the success that our customers are having with our Industry leading products. Second, we're going to continue
to strengthen and expand our sales chaonels. Of course, il of this will happén dgsinst a backdrop of contiued
finaneial disaipling, enouriag that our cost stricture remalng fully oligned with eur desire and commitment fo
maximize growth and profitability. This will aliow us to.capitalize on two af tnday’s most significant growth
opgonunities, which are the enterprise adoption of service oriented architecture, and business pror.ess
management. Our webMethods fabric product sulte was the first to fully integrate these disciplines together
allowing us to offer a value proposition that we have found to be unique in the marketplace. Together these
disciplines help the worlds largest enterprises and govemment agencles achieve measurable and significant
business process improvement.

Our differentiation steins from tha fact thet we are not solaly focused oday on the technology sale. Instead, we've
taken on graater responsibility for our customers' long-term suctess, by combining our best in class product suite
with best practice implementation methodologles we are working together with our customers to dellver a road
map for what wn call proeess return on invesiment. it is with this shared visicn ef process improvement that eur
customere are able to fully align their IT assels with thelr business process requirements 1o become more efficlent
and profitable within their-operation. Forcompanies thet want to compete on process and need to better leverage
and more broadly reuse their existing assets to do so this is an extremely attractive value proposition. This go to
market strategy has delivered positive results for our direct sales fon:e as well as the stmngest momentum lhal

Basad upon the fexibility offored by wehMethadn febric we 'vi2 been eble to strenglheh our industry pannernhlps

-inthree-distinct ways: One, we provide- !ndependem -software vendors with the' 1echmlogy npegedto sevica —- - - -

entible their product offerings aliowing them to déliver SOA based solutiors to the rharkelplace Taster than
otherwise possible. We offer systems integrators the ability 1o expand their margins through reuse of existing
services as core components of new.solutions, We provide our consulling partners with a framework for .
monetizing their unique intellectual propedy as process specific solutions which can be replicated across muttiple
implementations.

In regard to the first point, wa signed significant GEM deals during the quartor with both Manhattan Associates and
i2 Tachneiagles. Both companios have teng relied oo webMotheds for businass integration within theli
applications. Recognizing the incraasing need lo service enable these applicstions for deployment within an SOA
both companies extended their agreements with webMethods during the quarter. We're also seeing growing
Interest among systems integrators in expanding their webMethods alliances. These partners have long
recognized that webMsthode offere the niost complele and eazey to implemant solution for business integretien
and now recognize that we offer the same for SCA.

What's probably been the most exciting Is the way that we've been able to leverage our platfarm to grow and
expand our partners' businesees. We all recognize that service reuse Is fundamental to the SOA value propositien.

_ And if thie is trve of a single business, this value propusition bacomes even more compeliing for a syetemsa

integrator supporting maliiple enlerprises. What they're able 1o do Is ose a single service ar a tomplate or a
dashhoard o suppnrt multiple clients which gregily improves their productivity as well as profitability. Finally we're
also seeing partners using webMethods fabric as a vehicle for packaging their intellectual property as
customized solutions. For'example, we signed an agreement during the quarter with a leading technology provider.
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They're looking to provide our technology to transform existing telecom assets into a nationwide healthcare
dellvory network. This is just one exampie of how a partner ean e our technology to replicate thelr service
delivery acrose multiple implementations. Based upon this type of succass our partner rgvenue channal provides
us with an opportunity to gain greater leverage of our sales and marketing investments and will also play a pivotal
role in meeting our fiscal year objectives.

Let me close by reitarating the etrength of our current position, As demonstrated by our past year's resutts, we're
delivering the best performance in our histary. What's more, we're fully aligned with the cverriding momentum for
both SOA and 8PM, having anticipated these trends early on and having teken aggressive steps to capitsiize on
them we're well positioned to profil and grow{ram their emergence. It's because of aur early vision and tenacious
attention to execution that eur shareholders are now seeing the positive results of our unique stratogy. Attheugh we
are oleased with the significant progress that we'vo made over tha past year in acaomptishing our key objectives, |
will telf you that we're just beginning to realize the full potantial of what we can do. In FY "07 you will see
webMethods sirive in expand is margins, grow EPS, improve cash flow, and achieve our additional objective of

. double digit license revenus growth. With that | will open it up for questions. Operator.

OPERATOR: [OPERATOR INSTRUCTIONS] And your first questien comes from the fine of John Difuccl.

JOHN MCVEIGH (ph), ANALYST, BEAR STEARNS: Congratulations, guys, on a good quanter this is actually John
McVelgh far John Difuccl. Just a couple of questions here; guys. First, | was wandoring if you could alaborate a
littte bit on the deferred revenue growth, the sequential deferred revenue growth. You mentioned, | think that ebout
half of the growth there was tied to license. Can you just delve into any of that detsil?

MARK WABSCHALL: Yes, we thought we'd go ahead and give you same clarity on that on our conference cafl.
Deferred revenue did increase by $18 million to the highest level of deferred revenue we‘ve had. You typically see
a Q4 that it goes up because of the larger size deals thet we dotloser in the quarter; of course; are going to have
deferred maintenance on it. In addition, in Q4 we always have — the renewals are on an anniversary basis, so the
cumulative amount of Q4 deals are |olng to have the mnewais come up that quarter. So you'll typically see our

" deferred revenue spike in Q3 and Q4. But in addition we 'had about $8 million of deferred iicense revenues this

quarter so we won! ahead and wa pointed that out on the conference call here. This would relate to ransactions
wheie we'ie for vaﬂous reasons golng to bc recordmg the revanue basec! on the, afmcture of lhe transacllon over .

JOHN MCVEIGH {ph): Great. Also were there any $5 million deals in the quarler, license deals in the quarter, or
greater?

DAVID MITCHEELL: We don't generaily comment other than wa did indicate that there are seven deals over $1
miflion.

MARK WABSCHALL: And to kind of frame that wa had no deals over 10%, so al 59 million we had no deals over
5.9. ’

JOHN MCVEIGH (ph): Just one last question, then I'll tum it over. In terms of - David, you talked about exterxting
the sales channel and you obviously signed a couple of, or expanded on a coupfe of OEM agreements, but
looking at the quota bearing reps, we've been at about 80 for a couple of quarters here. I'm just wondering f you
could talk a litte bi{ about what your plans are in terms of hiring?

DAVID MITCHELL: We're going to the to invest in our direct channel. {'ll et Rich address this as well. But that kind
of net 5 target per quarter is something that we've continued to go after. But keap in mind that Is a net number and
s0 thera is the constant quelling of kirid of the bottom 10, 15, 20% performers. Ridn, { don't know if you have o
perspeciive on that.

RICH CHIARELLO, EVP, WORLDWIDE OPERATIONS. WEBMETHODS, INC.: The other thing, too is we're
seelng great payback inour channel efforts. And we're not counting the peopla. that wa're hiring te manage those
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channel partners in our quota bearing head count. One could argue, given how well we are doing, that the payback
is at least equal thare. All of theso gainto youncost of sales sg you want to be able to manage invastments in bath
sides, so that you both grow license revenue but also increase your profitability.

DAVID MITCHELL: We are going to continue to invest, you'll see us invest every quarter.

JOHN MCVEIGH (ph): So assuming everything - assurning everyone operates to plan here, we should be exiting
the year at sort of 95 to 100 reps?

DAVID MITCHELL: | can't give you the annual target but | will tell you that we're trying to chase that net five per
quarter.

JOHN MCVEIGH (ph): congratulations on a good quarter.
DAVID MITCHELL.: Thank you.
OPERATOR: And your next question comes from ths line of Tim Klasel.

TiM KLASELL, ANALYST, THOMAS WEISEL PARTNERS: Hay, guys. Congratulations on the quarter as well.
First question, has o do with SOA and ohviously yao guys ore pushing your product line with that, with this trend,
but there's a lot of confusion out there on the customer base about exactly what SOA is. Are you noticing that the
Orscle’s and the BEA's and stuff in the wortd whe have their sart of spin or SOA, sort of showing up In the eatly
stages nf eampetition or do the cusidmers really have a pretty geod idea what thay went to do with this, and is it
'aﬂecllng your sales process &t all, | guess that's the short question.

DAVID MITCHELL: 1'lf et Rich address the competition question but Il tell you that SOA has become quite
mainstream for us this year. Last year it was kind of a check mark and there were some interesting conversations
but this year it was a significant driver in pipeline and significant driver going forward in the pipeline. The
fundamental value proposition of SOA is reuse, So if | can get reuse out of the existing assets and | can fuse .

" inose assefs {0 the processes that run my business and monitor those processes realiime which is the vaiue
proposition of fabric then I'm able to-essentially irprove and understand whal's going on wilh my business

. realtime and that's why compames are lnvesung In SOA. RIGh and Tlm your p'rspec.!we what are you sealng m
. temsofﬂi'e'aihpaﬂnn?' . S e e o _ e et 420 oo 4ok s s 5 s oun =+ tewvm wt s ameen

RICH CHIARELLO: Well, SOA, it would be shorter to telt you companies that don't claim to have the SOA strategy
or offering than to tell you the ones that do. The only time [ saw something similar to this was when e-commerce hit
the world and everyone wanted it but they didn't know what it was. So as David sald, we see everybody out there,
every vendor, even nontechnology vandors talking about an SOA solution. At the end of the day what's making us
successful is we've been abla to put that together with a methodology that basically we go into a customer, we
assess where they are from a reuse today. You probably won't be shocked to realize that most large customers
get zero reuse today and we work our a pian by which we can gel them to 30, 40% reuse In six months and it's that
reuse and the savings that -- and the abllltyw demonstrate that in & proof of concept that lets them get the funding
froin the lino of business who reatly don't know whether they're funding SOA or BOA but they're expecting to get
rguse.

TIM KLASELL: Then real quick on Japan, how's that progressing?

DAVID MITCHELL: Like we're sald over thelest couple of gnorters we'ne cantinuiog to meke investmento there.
We did hire & new President. He has a very distinguished background, and | think we'lf sen things progress ina
very positive manner throughout this entire fiscal year.

TiM KLASELL: Good. just one quick one on your guldance. Quick question, [ast one here on your guidance.

, You're predicting sort of down 30% sequentially and | know Q1s are mtonously difficult to judge. Is that just sort of
a sign of conservatism, and is your pipefine staying as robust or is there someihlng fundamentally changing cut
there?
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DAVID MITCHELL: Well, Tim, you nead to go back and look al what we did in terms of last Q1 where it was down
from the Q4 performance, Q1 will be down frorh Q4, obviously that's reflected in our guidance, but if you look at
our guidance it does reflect growth even at the low end which is a couple $10,000 worth of growth all the way up to
double-digit growth at the high end of the guidance. 8o | think if you look at the Q1, Q1 comparison you'll see that
the anticipation, is that we'll see some growth here.

TIM KLASELL: Good enough. Thanks a lot guys, and congratulations again.
OPERATOR: Your next quastion comes from the line of David Hilal.

DAVID HILAL, ANALYST, FRIEDMAN BILLINGS RAMSEY: Gresat. Thank you. Follow-up on the Japan question.
Can you remind us when that business was operating at kind of nonmal capacity what the quarterly run rate was and
maybe could you give us maybe an ETA when you think you oen get back tG just kind of normat state of business
over thera?

MARK WABSCHALL: Thanks for the question. Japan was historically running around $15 million on an annual
basis for revenues, then that dropped off this year to about 9 milion, and we had the disruption to our aales
pipeline as a result of the changes in the management. We've been sfowly building that back up. We‘ve hired new
leadership. It's certainly going o have an easier compare this year so we do anticipate to show growth I Japan
thig year.

DAVID HILAL: And the 8 million of license that went into deferred, is that going to be ~ Is that going to come out
fairly finear over the next four quarters, or is it heavily weighted in any particular quarter?

MARK WABSCHALL: 1t really depends on also the deals that we have that we're booking this current quarter
what's going to go inta deterred-so we reauy-don't predict changes inour deferred license balance.

DAVID MITCHELL We just don't otfer guidance around what that accounts gomg fo do.

' -DAVID H|LAL So lt‘s basad on mllestimas as opposed lo Ume?

MARK WABSCHALL: It's really the struclure of the deal could be basad on cash payments It could ba based on
T g stuchure of the adar | - comomem

DAVID HILAL: Let me ask it differently. Do you not share that info because you just don't want lo or do you not
know because it's based on certain events and not time?

DAVID MITCHELL: We just simply don't offer guidance on how the deferred revenue is going to change, and we
certalnly don't comment on the license agreements with customers.

DAVID HILAL: Let me try to ask it one more tima differant. Whan you guys give guldance, do you know - so
you're not going to tell us, I'm fine with that, but da you know when that 8 million of license Is going to come outon
a quarterly basis, or do you just know it's going to come aut at some point aver the next 12 months?

MARK WABSEHALL: When we give guidance of course we do take a look at our plpolme and exisling deals so
it's baked into our.guidance, yes.

DAVID HILAL: Okay. Thanks, guys.

OPERATOR: Your néxt question comes from the line of Dino Diana.

DAVID MITCHELL: Hello. Operator, | think we're~.

OPERATOR;: 'll just go ahead and go {0 the next question. It comes from the line of John Rizzuto.

JOHN RIZZUTO, ANALYST, LAZARD: Good aftemoon. Hl David, Mark. David, you're actually just judging, you're
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bullding in and you talked about getting that double-digit license revenue growth target this year and obviously just
from the first quarter guidance yon ace tuilding up a strong secand-helf ramp, What gives -- and jusi looking 8t my
numbers back of the envelops I{'s 8 much stronger acceleratien in 2008. Obviously there’s a lat of products, e let
of traction. You hit on some of the things that give you that confidence, but Is thare things particularly in the market
that are making you feel that way? Is it 8 webMethods competitive position? Just a little bit more granularity why
we think we're going to get such a strong ramp toward the end of the year.'

DAVID MITCHELL: First of all, we spent a significant proportion ef last year really tamping up our sales force and
making sure that we had the right personnel in the key positions to execute an the solution selling process that
Rich really developed and brought ta the Cornpany. | will tell you that we're very pleased with the progress that
we've matie with that banch of felks and we thihk that they are enabled and ready to start exscuting with our FY '07
plan. } will tell yau thet the twa hottast areas tight now In IT is SOA snd BPM: That's where wa're seaing a lat of
funding starting to show up with our customers, the largest companles on the planet as well as the largast
govermment agencles, and we're right in the middle of that. We feel pratly positive about the opportunity.

RICH CHIARELLO: Let's just augment that. When we define BPM, that is now a combined space of business
pracass management improvement, and Yusiness activity monitoring. Why it's hot &nd generatirg for us this
activity is it's the easiest way to justify software. We did a retum on investment workshop with alarge bank in North
America that just concluded recerttly, where their numbers, having looked at our technology. concluded that they
could save $750 each an.each homo line of mortgage credit application aver their current aparational pracess
without our technolegy. Of caursa, you can imagine, they process hundreds of thousands of millions of these a
year. Se when yau start looking at baing able to go to the line of husiness with these tangible savings, it is oreating
the momentum for us that 'm not aure if everybody eisa inthe Induatry ls going to be able to share.

" sales force Is lhat thls was - '06 was ayear of mvestmem you expect ramps in '07 you expect them to be more

productive and start hitting their quotas. If you can givé us some granularity on where thay are in the ramp, how you

. look at that overall and what type of productivity.per sales person you expect..Secondly, | know it's really.hard. .

because you have a lot of mix solutions;, but is there a way wu can quantify what youfre seiling in BPM or 8AM and
what s drivlng that from @ quantitative stangboint?

P O T T T I T P P

JOHN RIZZUTO: Interms of deals? As mueh as ycu can.

DAVID MITCHELL: We know, but we just don't share that information with the analysts and the outside world. | wilt
tell that you BPM and SOA are driving 8 slgnlficar'\t portion of the pipeline, those kinds of problems that we soive in
those twa categories reprasent the preponderance of the pipeline. With regards to the sales force, again, we're
not going to offer a lot of detail around where they are ivtheir ramps, but ' tell you that we're batter off than we
were {ast year.

JOHN RIZZUTO: Congratulations on the quarter.
DAVID MITCHELL: Thank you, John.
OPERATOR: [OPERATOR INSTRUCTIONS] And your next question comes from the iine of Dino Diana.

DINO DIANA, ANALYST, CITIGROUP: Sory for the technicai difficulty.-Nice quarter. So the one question | have,
I'm a little confused on the guidance. | know you mentioned double-digit license growth potential for the year, but
when you ook at kind of what you guided for and just take license revanue over total rev, it [ooks (ke the mix shift
of software as a percentage of total revenue is coming down, or at the very high pomt of your guldance staying flat.
Can you just go over why that would be?

RICH CHIARELLO: Wall, thi_s Is Rich. One of the things you want o look at is historically at what portion-pf the full
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year Q1 has reprasented for us. Of course, we're not trying to give any guidance beyond Q1. Make that very clear.
Butif, indeed, past history heid trus, at the mid rengs of our guidenre we would be showing on an annusl basls
11% growdh in license revanue. Again, that's not guldance, but if the histary of the averages held true, that's where
wa would he. So | think perhaps maybe we're undereehmahng the typrcal drop-off that we have golng from Q4 to
Q1. :

DAVID MITCHELL: If you look at the Q1 to Q1 comparison, Dino, | think you'll see that that's where the
differences are in terms of what this Q1 looks like and what last Q1 locked like.

DINO DIANA: Mayte asked ditferently, rio we expect — if yoi( fook at the full year, if you're: able to get to that
double-digit license revenus growth there's no resson why as a percentage of total revenues licanse should
become - it should trand tigher than the 42% you pauted this year, ia that right?

DAVID MITCHELL: We can't comment on what we think our performance is going 1o be for the full year. | will tell
you that as a management abjective, we are chasing with as much zeal as we did last year's double-digit operating
margin objective, which we delivered on, told you we were going to do it, and we did it, we're applying that same
level of effort to achieve this objective. it's a big objective, but it's one that we're going to go get.

DINO DIANA: Okay. One other queetion. Otte of your compelitors seams to have made a pricing - well, a change
in how they stiuctuce their oontracts. Just wondering, have you seon that ot all in your own business, customers
requesting a different type ot licensing, any more kind of all-you-can-eat-type deals? Or however it might be.

RICH CHIARELLO: Well, customers would siways prefer to pay very liiie, and have an afl-you-can-eat, 1 don't think
that's changa. What's really worked for us, and aur approach, it's very unique, I've talked about this now for a year
and a half, is our project-based licensing enables us to go in and match up the retumn on an individua) project with
the amount of aur investment, ieaving three additional sales, instead of-cash for additionat projects... Tomy -
knowledge, | haven't heard anybody else In the industry talk about doing that in this space and being successlul
dolng ﬂ l thlnk both our approach and our pncing to the marke! |s pretty unlque

DAVID MITCHELI For raest of the blgger 'ran=aouoos wbat walre seemg is thm Whan we doploy oor snluﬂums '
team to reaily do that kind of ROI analysis that Fich just talked about with that large bank in Narth America, at that
—point, and.-Rich,.I'm asking'you to keep-me honest, there seally isn't alotaf competilion, because what we've, done e«
is gone to 8 whole néw level. It less about téchhology and product, it's more aboit fhe solution and our ~
methodalogy. .

RICH CHIARELLO: In all of those accounts, they're all prefty large accounts, they typically have three or four other
starwd-alone BPM players, 1BM, or BEA, or sometimes Tibco already installed, from a line of business point of view
there's no one else in their office who has approached them with this approach and has demonstraied the abliity te
give these tangible business benefils. You really stand alone on the success of this project.

DINO DIANA: Thanks, guys.

CHRIS MARTIN: Next question, operator.

OPERATOR: [OPERATOR INSTRUCTIONS]

CHRIS MARTIN: Operator, are there any more questions?

OPERATOR: There seem 10 be no further questions at this time. This seems to conclude today's conference call.
Are there any closlng. remarks, gentlemen?

DAVID MITCHELL: Other than just thank you all for participating, and we'll talk to you soon. Good-bye.

OPERATOR: Thank you, ladies and gentemen. This 8oes conclude taday's conference call. You may now
disconnect at this time. \
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[Thomson Financial reserves the right b' make changes to documents, content, or ather information on this web
site without obligation tp nolify any person of such changes.

In the conference calls upon which Event Transcripts are based, companies may make projections or other
forward-looking statements regarding a variety of items. Such forward-looking statements are based upon current
expectations and involve risks and unceriainties. Actual results may differ materiaily from those stated in any
forward-looking statament based on a number of important factore and risks, which are more specifically identified
In the companies’ most recent SEC filings. Although the companies may indicate and believe that the assumptions
underying the forward-looking statements are reasonable, any of the assumptions could prove inaccurate or
incorract and, therefare, there can ba no assurance that the resutis contemplated in the forvard-iooking

statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE
APPLICABLE COMPANY'S CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO PROVIDE AN
ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN
THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. INNO WAY DOES THOMSON
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE
INFORMATION PROVIDED ON THIS WEB SITE OR INANY EVENT TRANSCRIPT. USERS ARE ADVISED
TO REVIEW THE APPLICABLE COMPANY'S CONFERENCE CALL |TSELF AND THE APPLICABLE
COMPANY'S SEC.FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS )
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Q2 2007 webMethods, Inc. Earnings Conference Call - Final

8286 words

2 November 2008

Voxant FD (FAIR DISCLOSURE) WIRE

FNDW

English

® Voxant Inc. Al rights reserved.

OPERATOR: Good afternoon. My name is Jean, and | will be your conference operator today. At that time | would
like to welcome everyone to the second-quarter fiscal year 2007 ea_m!ngs conference call. Ali lines have been
pldced o mute to prevent any background noise. After the gpeakars' remarks, there will be a questipn-and-anawsr
session, (OPERATOR INSTRUCTIONS)

Mr. Martin, you may begin your conference.

CHRISTOPHER MARTIN, VP, IR, WEBMETHODS, INC.. Thank  you, operator. Good evening, everyone, and
thank you for folning us. My name is Chrisiopher Martin, Vice President Investor Relations at webMethods . The
purpose of this evening's conference call Is to discuss our second-quarter fiscal year 2007 financia! results. These
financlal results are based on the Company’s preliminary evaluation of the purchase price allocallon and related
accounting treotment for ite acquisilions of Infravio and Cerebro, Complete financial resoits will be inoluded in the
Company's Form 10-Q for the pedod ended September 30, 2008, end may vary from the results reported today.

Jolmng me today is David Mitcheil, our President and CEQ, and Mark Wabschall, our Chief Financial Officer. The
press release we issued this evening regarding our. results is. available on our website. That is .
www.webMethods.com (http:/Awww.webMethods. com] Our press release has also been furnished to the
Securities and Exchange Commission pursuam to a Form 8-K.

Before we hegm pleesa nela !hat lhrs comerence call is belng broadcaal ever the phone and vié 8 live webcasl
This callis also hemg faccrded and will be SVailaMe {or replay on our anslle orby dla‘llnq the folloWlﬁg ‘fiumbérs,

. 1:8D0-842:1 687 i Norih Amenc__ a of § -706-84,5:_9291 outside of North Amem:a The. confirmation numbéris

8838087; and the cohferenice tall replay is avaitable Mrough November 30, 2008.

During the course of this conference catl, managemem may make comments which are ?orward-looklng in nature.
These comments are intended to be forward-looking statements for the purposes of the Safe Harbor provided by
the Private Securities Litigation Reform Act of 1995. These projections and other forward-looking statements
regarding expectations may include comments reganding future business and financiat metrics, our pipeline, future
cost savings and expense lavels, costs of legal compliance matters or internal control matters, trends in the
market for our products and in the software industry, and expectations of future financial performante including
total revenue and license revenue, operating margin, anticipated charges, net income, and eamings per share.

Any forward-lcoking statements are subject to various risks and uncertaintles that could cause the actuaf resuits of
webMethods to differ materally. Please refer to the discussion of risks and uncenaintias in webMethods®
earnings pross release and SEC filing. Specifically, review the discussion of risk factors in wabMethods’ most
recent Form 10-K which is on file with the SEC and available electronically through Edgar or a link on our Investor
Relations website.

These forward-looking statements should not be viewed as a guaraniee or commitment to any action or results,
and our actual performance may differ matedally front thase measures indiceled in our forward-loaking stetement.
Thece statemenis refiact the Boliefs of rnanagement based oh infarmation oveliutle to us on November 2, 2008,
and wabMethads does not undartdie any obligation ta update or carreot any forward-loaking statemenia dua ta

- the ocowerence of events after this call.
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1 would now like to tum the call over to David Mitchell, webMethods ' President and CEQ. David.

DAVIO MITCHELL, PRESIDENT, CEO, WEBMETHODS , INC.: Thank you, Chris. Goad evening, and thank you
all tor joining us. Befare { begin my remarks for the evening, ! wanted ta take an opportunity to let everyone know

that Rich Chiarelio has decided to leava the Company to pursue other opportunities. Rich and | have agreed that

this is the best course of actlion based on the Company's need to streamfine the management organization while

we realign our cost structure.

Asa result, | will be taling & mnre direct management role within the global sales organization. Over the last 2.5
years, Rich has been a valued member of the executive management team. During his tenure, Rich introduced
significont Id\piovemnls in our seles processes and fireleasly works@ to grow the business. His contributiens
were significont as he played a big role in last year's parformance, which we posted the best annnat rasuits in the
companlas history.

He has egreed 1o remain available to me through the enti of the year to assist in any transitional issues that may
arise. We are thankiul for his contributions, and we wish him well in his new endeavors.

Now | wotild llke to review tha quarter. As we announced In our press refsase issued eariler tonay, lheu financiol
resaits are based on our prelimioary evaluation of the purchass price allonation ahd related accounting trestment
for our acquisitions of Infravio and Cerebra, Licensse revenue for the quarter was $16.5 million. Maintenance
revenue was $21 million, Professional pervices was $13.3 million, and both of inese were in line with original
exppctations,

Total revenue for the quarter was $50.8 million. This performance resultad in a GAAP lass of $0.07 per share.

Whiie we showed total revenue growth on a year-over-yesr basis, we were unsuccessfulin growing our license
révenus, and o0 ouf Tesiits are digappointing. Sinca our Iast Call, wé've'fiad a'bétter Spponturity to analyzetheToot
cause for our pedormance last quarter.

I'have paisorially spokin ang-Giv-one wiii appydiimatily 50 kéy Bpatafional maqEgers, sares nmianagers dnd
Individual contributors thumghoul the Company In addmon the manngamenl team has commisted @
comprehenslvo mvlew of the busmess at evary level, as wal! as analyze mry kay deal ln our 93 and Q4 pnpehna

We have detértiiined that them are thige main Issues" M fave contibited to our reoent parlormance Or\e ) lack
of new account acquisitions; two, an over reliance on larger deals; and three, lack of certain key SQA and BPM
capabilities in our products.

On the first (ssus, the lack of new customer acquisitions, our analysis has shown that the sales force has spenta
considerable amount of ime managing and targeting our existing customer base, and has not been sutficiently
focused dn iew business development. Keep irt mind that eur customers represent a‘gnfﬂcam prospect
opperitmities and continue to grow their Implementations along with the resulting value that they recelve from our
products.

it is natural, therefore, that our sales force cantinues to pursue additional value within these accounts. Howsver, in
territories where existing customer focus overrides new customer acquisition, we simply are not generating
enough revenue to achieve our targets. We need to be more focused on adding a sufficlent amount of new
customers to generate subsequent foliow-on sales that normally result from naw accounts and new projects after
the initial sale.

So to corract this, we are enforcing a consistent leve! of discipline around new customer acquisiion. We have
insiitated @ better monagemant oversight, more detalled pipelina mapectlon. and wertalh componsatian
modlﬁcauons

With respect to our reliance on larger deals, this has mostly to do with an inabllity to consistently grow the absolute
number of transactions. To growthe number of transactions, we recognize that it is important to grow the pipeline,

[ Ac N1

-—dh b

€.4€C

AJS000

&



L O IR B P D s

M

Factiva hitp://global.factiva.com/hp/prinisavews.aspx?ppstype=Article&pp=Pr...

both in ferms of total dollars, but also in terms of the fotal number of ransactions. This is why customer
prospacting is so imporiant.

Itis clear that webMethods Fabric represents an attractive upsell opportunity for our current customers.
However, there are things that we cando to make it easier for new customars to buy from us. Initial projects are
oftenfocused speciﬁcaﬂy' on integration, BPM, SOA or B2B. We are simplifying and improving our pricing and
packaging model to better capture these opportunities, including the introduction of Starter Packs, to Incentivize
customers to buy eartier in the sales cycle. ’

Woe beliave this will help us balange our selling activity to attract both new and existing customers, as it will lower
the bar for initial customer adoption.

For companles who want to focus on SOA prajects now, we belleve our recent acquisition of Infravio allows us to
create a transactional pipeline that is equally as strong with both new and existing accourts. We are already seeing
market demand for these products as Infravio uniquely addresses the first steps of the SOA life cycle, which is the
creation of an SOA registry and repository.

What differentiatas this product and makas it appealing to all companies regardless of their current choice of
vendaere for integration, app sekver or even thelr systems integrator, is Its unique combination of the SOA registry,
repasitary with full life cycle governance. We belleve the creation of the Starter Packs and the differentiated
Infravio produets will alfow us to more readily convert new eocaunt opportunity, as wefl 8s decrease ihat iime fo
first eale for sunsalaa reps.

The third challenge thet | outlined was the lack of certain capabilitias in SOA and BPM. We belleve that the
products of infravio closes the strategic gap that previously hindered our ability to convert our SOA pipeline. While
-‘our SOA functionality was strong, buying patterns have demonstrated that when companies getserious about their
SOA initiatives, they look first to purchase reglstry in governance.

- Withrmgards to BPM, there are oettgin buying griteria that qur BPM casebliiias. dif nat addrass: As an example,
we neadad a more comprehensive approach for the people-based steps in BPM versus the machine-
to-machine<based steps. Based arraur desire to deliver best-in-clase BPM, a substantial number of the -
- - - - WobMethods 7 development-team has beenfocused on delivéring a miarkeHeading fully functioning BPM-guite. - -~ -

WebMethods 7 will be previewed at integration World next week and will be. released in December of this year.
So with the products from Infravio and updated 8PM and other major enhancements in webMethods 7, we
believe thet the product gaps that have slowed our growth are now behind us. We believe that with our new product
cvdle_. a well-equipped sales force and a differentiated offering in the two hottest areas of IT epend, we are better
equipped to ratumn to our historical conversion rates against the pipefine that we are building.

We are going to implement multiple changes over the immediate, mid- and jong-term to get aupfainable revenue
growth baok th the business. | want e reiterate thet we are strongly coromitted to running a profitable enterprise
software company. Therefore, we are looking at all facets of the business for greater operating loverage. As such,
we will be reducing facilities, contractor, travel, and personnel expenses around the world.

There will be minimal impact In Q3 due to the timing of these actions and their associated cosls. However, we
expect savings of approximately $2 millian in 04 and approximately $13 million for fiscal year '08. As our desire
for profitability cannot outpace our desire to grow, these initiatives will not reduce our quota bearing headcount or
impact our product or services deliverables.

Now | would like to tum the call over to Mark who will provide you further detail around our financial resufts.

MARK WABSCHALL, CFO, WEBMETHODS , INC.: Thank you, David. As a reminder, the resufts | am about to
discuss are based on the Company's preliminary valuation of the purchase price aliocation and related accounting
treatment for its acquisitions of Infravio and Cerebra. As a rasuit, we did not include financial statements in the
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press releaée. Complete financial results will be included in the Company's Form 10-Q for the period ended
Septamber 30, 2606, and may vary from the fnliowing resuts.

Overal, our resuits were slightly better than the high end of guidance provided in our preannouncement press
release on October 5, 2008, which axciuded the impact of adjustments related to the recent acquisitions of
infravio and Cerebra.

Totat revenues for the second quarter ware $50.8 million as compared to $49.2 million in the prior year second
quarter, or 3% year-over-year increase. License ravanue for the second quartarwas $18.5 million, which
reprasents 33% of totdl-revenue. This comperes te licensa revenue of $16.4 million in the prior year second
quarter or. 14% year-over-year dentine.

Professiona! services revenue for the second quarter was $13.3 million as compsred to $11.3 million In the prior
year second quarter or a 17% year-over-year increase. Malntenance revenue for the second quarter was $21
million as compared to $18.5 million In the prior year second quarter or a 14% year-over-year increase.

Looking et total revenues by geagraphy, America's revenues for the second quarter were $33.9 militon. This is a
8% increase when compared to last year's Q2. Intemutionaf revenues in the sacond quartenware $17.3 niiifion or
34% of total revenues. Revenues from EMEA weare $12 miillon, which were slightly down versus last year's Q2.
Asia-Pacific revenoes, excluding Japan, were $3.3 milllon. This ropresents a 5% decline whien compsred to last
year's sesond quaner, and Japen revenuss were $2 milion. This represents a 27% declino when compared fo last
year's seaond quarter.

We had four transactions, which wa recognized license revenue greater than $1 million. These transactions were
all in North America. No single customner represented 10% or more of total revenus. Our average deal size of

* transactions over-$100, 000 wes approximetely $500,000, whlch compares to'$400,000 in Q1 and $400,000 In-Q2

of last year.

* Quraegong-quarterbookings by indystey was:comprised approximately of manufaciyring, 25%; govarument, 20%; -+ = -

financial services, 15%; technology parnners, 15%; commuoicatioos, 10%:; retsil acd consumer goods, 5%; and

other Industries, 10%. ‘Approximately 75% of our bookings in the Guarter were from existing custamers, and we

added a1 mw-cuslomers"- i ......%.. I e I ........:.. ~ e s aa b .._--r.- .!._..:,...'._._ PP AR R BT At PR
We listed a number of our existing and new customers in our press release, including Arinso intemational, Capita

One Services, Casbega S.A., Commanwealth of Pennsylvania Department of Labor and Industry, Cox
Communications, Elemica, Inc., Hewlett-Packard, Ministry of Health for Lithuania, Lenders First Cholce, and

Tribeca Global Managenent, 8 subsidiary of Citigroup Altemative investments.

Approximutely 40% of our bookings In the quanbr wero influsnced by oor partners. Before | discuss our gross
margina and oneratingexpenses, | want to remind you that aor GAAP resulis for the second qunidor refinct $2.8
million of stock-basod compansation expense as s-resuit of the Company's adoption of fiinanoial Accounting
Standard number 123(R). Fiscal year 2006 results do not include these expenses.

Moving now to eur gross margins, we achleved total grass profit of $33.7 million for the second quarter as
compared to $34.8 million in the prior-year period. Gross margin was 66% of total revenues as compared to 71%
InJast year's Q2. This decline Is primarily due to the decrease in license revenue. In addltlon Q2's cost of revenue
includes $432,000 of stock-based compensation expense. .

Margins on professional services were 5% as compared to 12% in the prior-year period. Included in Q2's cost for
profeesional servines is $432,000 of atock-bared compensation expenso, which had a 3% nogative impact anour
current quarter margins. The raowaining decrease in margins is due to the ramping up of our professionsl sarvices
personnal during the quarter. )

Margine on maintenance were 85% as compared to 81% in the prior-year period. Included in Q2's cost of

“AJSObb1ED
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maintenance is $95,000 of stock-based compensation expense.

Total operating expenses for the second quarter were $39.1 million as compared to $33 million In last ysar's Q2,
Or a year-ovar-year increase of 14%. Included in Q2's operating expenses were $2.3 million of stock-based
compensalion expense, $1.1 millon write-off of in-pracess research and developmant costs related to the
acquisition of Infravio, and $430,000 of transaction fees and other related acquisition costs for the purchase of
assets of Cerebra.

We anded the second quarter with approximately 853 employees, which compares to 841 at the end of Q1 and
795 one year ago. Headcount increased by 112 employees during Q2, due in large part to the addition of 73
employaae from the acquisitions of infravio and Cerebra.

Sales and marketing expenses were $19 miflion for the second quarter compared to $17.1 million in the prior year
period. included in our current quarter sales and marketing expenses, $875,000 of stock based compensation
expense. We ended the quarter with approximately 80 quota bearing sales reps. Research and development
expenses were $11.5 million for the second quarter compared to $10.1 million in the prior year period. included in
our currant quarter R&D expense is $701,000 of stock-based compensation expense. .

G&A expenses ware $7.4 million campared to $5.4 million in the prior year period. incluted in oar current G&A
exponse Is $755,000 of stock-bastd componsation expanaa and $430,000 of transantioh feas aad other related
acquisition costs. As a result, our second quarter operating loss was $5.5 million as compared to an operating
profit of $1.8 milion inthe prior year puriad. Please keeg in mind aur GAAP reeults fer eecend querter reflect $2.8
million of stock-based compensetion expense ara negative 5% Iimpaot on eperating ovargin as a resuit of the
company’s adoption of financial accaunting standard number 123(R).

Fiscal year 2006 results did not inciude theee expenses. Also included in the second quarter fiscal year 2007
GAAP results were expenses of $7368,000 for the emurtization of acquired intangibles. Net interest and other
income in the second quarter was $1.6 million as compared to $933,000 in the prior year quarter. income tax
"' gxperise ih thé Secorid quartér was §1 96.;700; which Wais diig to X UXpense that colld natba'offsetwithimet-- -~~~ "~~~
operating losses generated in prior years. Our second quarter GAAP net loss was approximalely $4.1 nfiilion or
$0.07 pershare as cemparod to GAAP netincome of $2.0 million or $0.05 por share in the grior year periad. The
"= basle'welghtsd-average phares outstanding dusing thg-quarier tetalad 'appl;?‘qdi_naTely_fps.s illignot T e e e

With respect to the balance sheet, we ended the quarter with approximately $136.6 million in cash and marketable
securities, representing a decrease of $25.7 million as compared to the March 31, 2006 balance of $162.3. The
decrease of $25.7 million is primarily due to the acquisitions of Infravio and Cerebra. Cash flow from operations
during the sacond quarter will be in Bxcess of $1 miilion.

Total deferrad revenue as of September 30, 2006 decreased sequentially by approximately $3.5 milfon to $47.0
million. Defaired licansa revenue decreased by a net $5.6 million. Approximaiely a net $2.5 miltion of lioense
ravenue was racognized in Q2 from deferred revenue. The remalning decrease ef $3.1 million was primarily due
to the reclassification to ascrued expenses for a potential refund of prepaid license fees for prior year transactions
in Japan. The remaining decrease was primarily due to the typical seasanality of maintenance renswals.

Gross days sales outstanding for the second quarter were 75 days as compared to DSOs of 88 days in the prior
quarter and DSOs of 75 days in the prior year second quarter.

! will now pojvide some furwerd-inoking guidanae. | would like to ramind everyone ef tha eammanta Chris Mdrtin
made at the beginning of this eatinga call regarding forward-lonking statements far the purposes of the Safe
Harbor provided by the Private Securities Litigation Reform Act of 1995. These forward-looking statements refiect
the beliofs of managkmerit based on Inforntation availabla to us onfNovember 2, 2006, and we are not undertaking
any obligation to update these numhers or provide addi!ionat refinaments.

We expect tolal revenue for the third quarier of fiscal yedr 2007 to be In the renge of $47 to $50 millien. License
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revenue to be in the range of $13.5 to $16 million; maintenance revenue to be approximately $21 million; services
revenue to bo approximntely $12.5 fo $13 million; net interest and other income fo bo appmximetely $1.5 millien;
income tax expense is expected 1o be $300,000; and foss per shere on 8 GAAP basis is expected 1o ba in the
range of $0.11 to $0.16 per share.

Included In our GAAP operating results, we expect approximately $3.5 million of stock-based compensation
expense and approximately $1.4 million in amortization of acquired intarigibles. in addition, wa expect
approximately $1.4 million for excass facllity costs, related to the move of our R&D facility in Sunnyvale, Califomia.
in connection with our cost savings inltiative, we expect to incur approximétely $1.4 millian of severance and
benefits costs. Again, these forward-looking statements are management's baliefs based on cunrently avallable
Information and shouitd not be teken as a guararitee of future restiits which rray differ materially as a resultof a
variety of factars discussed in our eamings release end oor Ialest torm 10-K and ferm 10-Q tilad with the SEC.
Now t would like to tum the call hack over 1o David.

DAVID MITCHELL: Thank you, Mark. While we have identified areas that needed and will be addressed, we will
continue fo feverage our unigue sfrengths fo take advantage of the growing opportunity in front of us. These
strengths include a growing customer base of aimost 1500 clients who continue to enjoy great value from our
solutions. A set of highly differentiated products in two of the hottest markets in the IT industry, SOA and BPM, 8
core compatency in integration which remains a top priority for businesses everywhere, and a global team of
dedicatsd individuals wha have a praven abllity to succeed.

With the growing interdependence of Integration, SOA and BPM, companies will continue ta look for a total and
seamless solution. WebMethods was the first ta take this approach, and we will continue to lead. In conclusion,
there Is a lot of hard work that is going to need to be accomplished. | want to asswre everyone that we are sharply
focused on improving our abnhty fo convert the demand and to leverage the opponumty that we are seemg_ inthe
markelplace 1 feel confident that with the ccmblnabon of the slreng!hs thatwe curronﬂy have as a company ‘ang
the actions that we have recently taken and are going to teke, we wili produce a result that wilt get our performance

- backontrack e e e e e e e o s s
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UNIDENTIFIED PARTICIPANT: This is John for Bino. Can you give us a feeling far what deferreds are going to
loak like next quarter?

MARK WABSCHALL: Deferred ravenue?
UNIDENTIFIED PARTICIPANT: Yes.

MARK WABSCHALL: Yes, there still Is some remaining amount of daferred ravenus from the large incraase that
we had in Q4, and | believe there Is about $4 million of deferred license revenue that is yet to be recognized in
those transactions.

UNIDENTIFIED PARTICIPANT: Do you think it would be sequentially fiat with this quarter or up slightly?

MARK WABSCHALL: We normally don't give guidance on deferred reveriuo. § just teil you what is left in the
defened license number that is yet {o be recognized.

UNIDENTIFIED PARTICIPANT. Okay. Thank you.
DAVID MITCHELL.: That s short tem, too, right?
MARK WABSCHALL: Yes, itis short term, so that would be over the next two quarters.
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OPERATOR: John Difucci.

BRAD ZELNICK, ANALYST, BEAR STEARNS: Good aftemoon, guys. it is actually Brad Zelnick for John. I'm
really great to see that you guys are taking what seams to be the appropriate steps to get things back on track.
Just a question on Rich's departure. It seems that it represents a pretty meaningful transition for you going into
what has historically been a seasonally strong quarter for software and for webMethods . | was wondering if you
could just give a little more detail on the transition pian, who is going to take on that responsibiiity in the interim and
what the plans are for finding a replacement.

DAVID MITCHELL: Sura. As | indicetsd in the earlier remarks, my pian is to take a very direct role.in terms of the
management of the sales force. | wilj be working closely with Rich over the transition period that he has agreed to
kind of stick around and help me out through the end of the year. But | will be taking control of the sales
organization. As you know, my background Indicates that | have done this before, and | am certainly aware of the
issues that this organization Is faced with particularly based on the recent interviews that I've done, which was more
of an emphasis on the sales organization than other parts of the company. | feel pretty confident that 'm going to
be able to very quickly get involved in alot of the deal flow and hopefully 8dd value to a lot of negotiation
processes. But I'm really gaing to be focused on figuring out how to make sure that the discipline that need to be
in place around new customer acquisition, getting more transactions in the pipefine, not just increasing the total
doliars of #he pipeline really starts to happen. And so that is going to be a focus of mine. Onee | get comfortable
that all of that activity is moving In a positive direction | will obviously Jook to sse howwe can scals that olpabilty
because | do hava other areas of respensiblity as the CEO. Right now theie are no plans to backfill that role
currerttly. | raally want to coll my sleeves up an this ene.

BRAD ZELNICK: Thet's great, just a quick follow-up. You mentioned modifying the comp plan to incentivize your
guys {o go out there and -atiract new customers and new business. Can you 17k a little bit-about some of those .
detalls and what the plans are there and what the Impact might be on sales and marketing expense going forward?

- -DAVID MITCHELL: We want to try to rinfioize the impect on saiss and merketing expense, but what { want (o da -
is make sure that | have ali the bases covered i terms of new customer acquisltmn Obvlously sales indwlduals
get compensaied for £josing deals. If you donit pot some leve! of differentiation betwean new custpmer accounts

. and existing:customer.acgounts maybe.you don't get the.right bahavior..itis. my expectation, however,of..... ... . ...
ménagefment that they bulld & lokg.térh “uatainablé business ln thaif respedtiv tartbrigs. So-alifiough the comp
plan will reflact and incent bahavior ground new customer acquisition, { want to be very clear that the managers wdll
have zero confusion around what kind cf business I'm looking for them to build.

BRAD 2ELNICK: Thank you. | look forward to seeing you guys next week.
DAVID MITCHELL: Yes, at Integration World.

BRAD ZELNICK: Exactly. '

DI_\VID MITCHELL: Great. Look forward to &.

OPERATOR: Tim Klasell.

TIMKLASELL, ANALYST, THOMAS WEISEL PARTNERS: Good afternoon, everybody. First, just a quick
clarification. There was no contribution fram Infravio or Cerebra in the quarter. Is that comect?

MARK WABSCMLL: We purchased infravio on September 27, sa we had three days of their expenses. And .
Cerebra we bought in thé middle of the quarter, and itis an R&D department. So we just had the costs.

TIM KLASELL: Can yau sort of clarify haw much that was?

MARK WABSCHALL: It was 14 employees.

LT . . qn:‘éb'bof aa
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TIM KLASELL: 6kay, so it was minor. And then if you can go through a little bit of the 3.1 that s being reclassified.
Can you walk us through-was that lrcm soma of the grior transactions, or can you walk us through what s driving
that?

MARK WABSCHALL: Yes. Absolutely. As you remember, we ended up restating our Japanese revenues after our
investigation, and in going through some af the historical transactions we ended up having a settiement with one of
our resellers where we had inventory. They had to write for a couple of years to sell that inventory at the end of that
period, We would be obliged to refund them for any unsold inventory. So as part of our restatement we ended up
defering ell thal revenue. As a result'of the laciduster revanues in Japan, we have made a reassessment, and we
now have reclassified that defarrod revenue to an accrued expense in antioipation of heving to refund thet balance
at Macah 31, 2007.

TIM KLASELL: Very good. And sort of a bigger picture, you spent the last two or three years brying to have your
salespeople focus on the solution sale, which is obviously a larger sale. Now it seems like you're focusing a little
bit on maybe smaller deals, increasing the sales cycte, if you will. Are you comfartable that the sales force that you
have today can switch gears like that or are we going to have to see some rebuilding there?

DAVIO MITCHELL: | don't necessarily believe there is going {o be any dramatic rebuilding. | think it is reelly a
segmentation exeraise. Se whotwe're gging 1o be doing is fooiing at a way to assign some of the better customer
accounts that seem to have lots of opportunity over the next couple years to some of our better reps. We are
going to be looking to identifying gletel sacounts within each temitory that aren't customars gunently and assigning
them to reps that can manage a glebal relationahip, and then we ara geing to be [ooking @t reps who are new to the
organization who still need to cut to their teeth and pmve themselvas, and asaign them to getting the smaller,
onetime projects in the new accounts where you have to kind of plant that seed to get going. We have seen time
and time agaln that when you acquire a new account it.starts with a project. That project Is usually focused onsome . .
aspect of what Fabric provide. So Inslead of trying to figure out how to get the whole elephant deal done &t once,
we've got to kind of realign our resources to understand how to penetrate new customers while we are converting

" “existing customers to the full Fabnc sulte. Sorit ls a little bit of the honing of the 'sirategyas opmsed toaredoing s
of the strategy.

. e m—— TIM KLASELL-'..Okay :(5ood.enough, Aud.thanjusLone Auick onanmguldame.,_can,vou.m !nmm.qmml:. i o m eeaun
can you'give us anvidea of =it looks like sort of at'the midpoint of your guidaiice thaf proféssiorial sefvicas would -
be down slightly next quarter. s that — am | on track with that? -

MARK WABSCHALL: That does reflect the Thanksgiving and the hoiiday geason for the Christmas period. Sows
typically do hsve an impact going from quarter to quarter sequentially.

TiM KLASELL: Afl right. Thanks a lot, guys.
OPERATOR: John Walsh.

JOHN WALSH, ANALYST, CITIGROUP: Good aftermnoon, guys. First question is just on the sales side. David, do
you anticipate any management changes as the last couple quarters; the execution has hot been whare you want it
to and now the fact that Rich Is leaving, do you see anather level of shakeup or changes that you need to take?

DAVID MITCHELL: | don't enticipata it. You never know in tarms of how things evolve over time. | willtell you that'a
majority of these managers were either sales reps or managers under me whan ! was the C0O. So | have a pretty
long-term relationship with many of them. So they are used to my styte, They aie used to how | work. | will also tell
you that | have leamad some stuff from Rich in terms of tools and processes to hweip befler manage these guys,
and so | am going to leverage thet goinyg forward, and | think we'te going to figuie this out together.

JOHN WAL SH: Could you give us | think far the last sevarai quartars now you have besn around that 80 quota
carying reps. Could you give us a sense of maybe the average tenure or the distribution, how many of those 40
reps are there less than a yaar to give us some sense of where the sales force Is af?
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DAVID MITCHELL: | don't believe that ws talk a lot about that detall, but | will tell you that we are still not seeing
and the performance Is Indicative of it, we ate still net sesing that new rep get as productive as | wani them to ba In

. the noar-term. Sa | talked a little bit about in my remarks, ahout first time to sell. And | think these Starter Packs and
lowering the bar for custamers who aren't customers today to get into Initlal projects will kind of ramp that up and
get them more produclive sooner. At the end of the day you need to have a sales force that is confident inthe
products that they are selling. In other words, the product is competitive. And so we've spent a little bit of time
trying to figure that out and we think we have that behind us. You need to have a sales force that has the right tools,
training and management and processes behind it so that it can be effective al finding and identifying the pipeline.
But also making sure thal that is a balanced set of aclivity and ) think our discipline Just hasn't been there, end that
Is going o change going forward. So my goal right n1ow I3 to gel these Aéw reps Bnd existing reps productive one
more consioten) basis.

JOHN WALSH: Okay, and then the expense reductions for next year if | do a quick calculation about a 7% kind of
up oparsating expense reduction and yel you're not going to touch really your - or try not to affect R&D and the
sales ability. Other than facilities costs and what areas are they going to come out in and wifl you have the
infrastructure that support your sales and R&D effort going forward? it seems like a liftie bit more than trimming
around the edges. There will be some affact, especially on the fact that you scrubbed the expenses pretty hard 1
think in the last go round.

DAVID MITCHELL: Yes, again, over Eme the company has to continua to have a discipling of making siire that
they are running as lean as they can. And | think in some areas we maybe got a little hotter than we needed to.
Keep in mind that we were trying to aggressively invest for growth, and that growth just hasn't come about. And so
we really need to focus on that cost structure. We will be doing a fot more in (ndia naxt yaar as wa cantinue to
expend our locations, both in Chennai and Bangaiora with the acquisition of infravio thet gives us @ substantial
presence in-India . Essentially almost doubles our footprint there.-And we-are going to look at'some of the tactics;
travel, facilittes. We just did a recent mave in Sunnyvale which will save us some money but got our folks inta far
better space than they were in before. And we have to kind of analyze our investments in different personnel )

" arolnd the"world in'temms-of their ability to influerice our qudta-bearing headcount and increase our conversion
rates. And sbitis going to be Kind of across-the-board continued analysis. But there are some thirigs that wnl!

) happen rea! qulclt!y hers that wnll a)l w us lo see sbine savings ih Q4, 8id Uibi those savings’ o mtd the Xty year.

- R . m——ea ks @ m——— S S e s o & e i g Wi § W o s o P @ Smware e Wy fow gy = wm e et

DING DIANA. ‘ANALYST, UBS! Dksy/ dne final Gne ori product Integraﬂons. Yoi rieéd to Integraie Intfatio &ihd
then the Cerabra technology and then the training cycle that you have to, the sales reps havé to go through, where
are you at with especially the new Infravio?

DAVID MITCHELL: | will start with the tralning first. That is where we focused a lot of effort, paticularly over the
last month and a half, and that is well underway. | belleve that a inajority of tha systems engineers have been

_trainod on the product, although we centinae to foliow up with them and help them with key deals. One of the
interesting things about this praduct, which | had the hunch wouid happen, because we had been Identifying so
many SOA opportunities over the last year and a half, they have started to take that product back into those
opportunities that haven't converted yet so we're seeing proof of concepts getting going. Ano it Is actually good
news from mry perspective -~ we're aeeing kind of a lot of gnashing of the taeth in terms of | naod more resources,
1 naed more resources, | need help onthis, | need to know, leam moro ebout this part of he infravio produdt.
Which teffs me that the sales force (s getting very active on this product in the marketpface. So we are going to
continue to invest as much as we can. integration World next week is going to be significant in that we are going to
be doing a lot of training of customers and roliing out of this capability.

With regarnds to the integration, itis nobthat substantive irvlerms of what we need lo do with Infrevio, given the
standards approach that we've takon with tho webMethods Fabric, the integration is goinp to be fairly
straightforward. And we are going to be looking to keep It lightweight 30 that we can really take advantage of
Infravio as is. Thot is assantially why we kept the name Infravio because we belleva wa have a substantial .
oppwtunity to sell this praduct info othar integration vendors’ customer base. in fact, we are already seeing that
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with a couple key deals where we are not the standard for integration. The compelitor Is, but yet we seem to be
moving forward on a very pgsitive pmof of concept.

With regards to Cerebra, that really is going to be addressing our strategic metadata strategy, which we will be
talking a lot about next week at integration World. That was an OEM that we did right in the beginning of the
webMethods seven development cycle. Wae are continuing with that development. We decided that it was so
important that we needed to own the technology, and we're pretly excited about what we are going to defiver in
December.

JOHN WALSH: Great. Thank you.
OPERATOR: (OPERATOR INSTRUCTIONS) Mark Griffin.

MARK GRIFFIN, ANALYST: You were talking about taking the infravio product to the customers. | may have
missed . Oid you give ~ what kind of revenuss you expect in 4Q from Infravio? | know yous want to incorporate it
into Fabrie, but are you selling It on a stand-alone basis at this current time?

DAVID MITCHELL: Thaf's correct. We are selling it as a stand-alone product, but it alse will work very nicely, of
course, once we complete some of the integration in December ond Januaty with the integralion server platform
and webMethods Fabric. But we didn't want to slow it down in the marketplace because we saw just such a
tremendous pent-up demand for whdt it brings in terms of capabiliities. And sa it is out there now. Pretty soon we
wiit be putting it up oo tha website se that people coa download it. t can't teli you exactly when that's going to
happen, but it is going to happen soon,

Our approach is really to try to get this out o as many places on the planet as possible because we think there is a

significant oppartunity here in the early stages of SOA adoption where companies are. raally thinking in broad terms

around SOA. They are just thinking about gee, | need to get the services into & registry, and | need to put some

governance around them. And if | do that | can kind of get lhrough this first phase. We're seeing a lot of demand

for that dght now and wa think we have some pfet!y differentiated capabliities. So-we are trylng {0 getthatoutas - - - -t
soon es posslble in Ierms o! the breakout we don toffer guldance ona product by product basis but my

expectatlons are preny hlgh for this set of (mulﬂpla speakers)

i e = — .= i m e e e e e s s e rs et b s

JOHN D[FUCGI ANA YST BEAR STEARNS: L think you said befora you acqunred the company 'had.about 31
million sales an an annual basis.

DAVID MITCHELL: That's right because the bulk of the resources, about 95% pius overall development
engineers in Indla. They were just starting to bu1d out thelr channe!. | think they only had like three or four
salespeople who are relatively new.

MARK GRIFFIN Do you expect a larger number than that just on a quarterly basis with your much more broader
sales force? | am just trying to get & perspecﬂva on.

DAVID MITCHELL: We are not offering guidance on the product but | will tell you that | have great expectations for
what this thing is going to be able to do, and the feedback from, the sales force has been very positive.

CHRISTOPHER MARTIN: Okay. That's cool. Just one more question, if | can. You were talking about reorganizing
the sales a little bit, and you taking the iead, and that is good to see.

DAVID MITCHELL: We did indicata, Mark, that we waduld see this asian accrative deal in Q4.

CHRISTOPHER MARTIN: Yes, yes, | got that pan, | was just wondering what kind of sales you might expect as a
stand-alone basis before you get it Involved in Fabric, and } am sure once It gets Into Fabric It is a whole other type
of sale, and | was just looking to get mare insight on that. But that's okay. 1 was just wondering moreover 80 as you
aiter the sales a little bit of comp, you're going to take fead, a few other things, obviously guidance for license for
the December quarter is not that great. it's okay, it's fiat; do you think going into the 4Q and then into ‘08 that all the
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cuts will be behind you, alf of the re-org will be and we will start to see a ramp up by 4Q, or you think it may take 4Q
and then so maybe 'D8 we will see the ramp hack into licanse?

DAVID MITCHELL: We've given you guidance for the current quarter, and that is our best view right now.

MARK GRIFFIN: No, | am not iooking for numbers. | am more looking for as you change personnel and things
sometimes in those transition periods sales hiccups kind of happen, and | am just wondering if you think thase
hiccups will be kind of over by the end of the December quarter or if it may just push. Because you're tatking about
most of the savings being obtained in the March quarter. Just wondering of all of those hiccups will be kind of done
bafora the March quarter starts.

DAVID MITCHELL: Keep in mind the sales management team that is in place today Is pretty much the same sales
management team that was successful last year, and Rich has done a good job of building a iot of good
processes and pufting together tools and approaches to thase accounts and during the transition period I'm going
to be able to taka advantage of what is In his head. And more importantly | am gaing to be able to take advantage
of my current relationships with all these individuals, most of which were working for me before Rich came (o the
organization. So my hope ls that there Is not going ta be any hiccups at all, but at the same time, there Is transition
and o0 we want to make sure that we manage it in a professional manner and that we don't jeopardize the
opportunity that we see in the marketplace.

| do betieve that Integration World is gaing to be a great avent next waak, and | think that will help us really tell thy
story to a much broader audience, but more Importantly, accelerate some interesting sales cycles that are currently
in the pipeline. :

MARK GRIFFIN Okay. Stwndq grect guys.

' CHRISTOPHER MARTIN Operator we have uma for one more quastion.

.. OPERAYOR: Your final. quastlon comes ﬂ:om Davld Hllal

PHILIP DIONISIO, ANALYST FRIEDMAN, BILLINGS RAMSEY. This Is Philip Dionisio for Dmnd Could you just
comment 2 bit more on your licenge guldarice becausa itis disappolriting for lhe December duarer.1s i you belng

DAVID MITCHELL.: | think that based on what has happened over tha.last two quarters, it is very prudent to get as
conservative as we can and we try to be conservative when we offer our guldance but at the same time given what
has happened in these last two quarters we really have to take a hard look. | outlinad the three things that we
believe are what is causing or the root causes of what is going on in the performance. AR three of thase things
have not been remediated, but we're going to be moving as fast as we can to make sure that we get those things
going in a positive direction, and it really is our best view at this time.

fn tesms of the — { didn't understand the relationship hatween the Starter Pack, the Starter Pack ahould acteally
help convert pipeline as opposed ta hindar i. | didn't understand that part of your question.

DAVID HILAL, ANALYST, FRIEDMAN, BILLINGS, RAMSEY: It seems o be like, (Indiscemible) it helps but it ia
stil a new approach to seliing, a0 maybe there is some findecision] there.

DAVID MITCHELL: No. i1 is not texally a new approsch. It is just making it easiar for the reps to nat haiue fo go
thraugh a let of machinatians te scomhine certain capabilities out of the Fabric sulte lo meet a certaln requirement in
the project. And then to figure out what the price is to make sense for the customer and the customer to think
about it in terms of it being tao expensive to get started. At the end of the day we have a lot af prospects out thare
who just want te get going, and quite frankly | den't want price ta be a baniur thare. | do betier when | getinthere, {
get a project done, | get the project successful and then | bulld on that success gaing forward. And if we can't get
in there and got the project done then we are just slowing ourselves down, and we have to get aut of our own way
and get these projects uft toe ground.
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DAVID HILAL: Oksy. Thank you.

DAVID MITCHELL: Well, | do thank you all for attending this evening, and look forward to talking to you soon. For
those of you that are coming to integration Waorld, we lnok fanwvard to seeing you. | think you'll find itis going to be
a great event. With that | will say goodnight, and take care.

OPERATOR: This does canclude today's conferanoe oall. You may disconnect at this time.

[Thamson Financial reserves the right fo make changes to dgcuments, content, or other informoation on this web
site without obligation to notify any person of such changes.

in the conference calls upon which Event Transcripts are based, companies may make projections or other
forward-iooking statements regarding a variety of items. Such forward-looking stetements are based upon current
expectations and involve risks and uncertainties. Actual rasults may diffar materially fram thase stated in any
forward-looking statement based an a nimber of important factors and risks, which.are more spacificatly identified
In the' companies' most recent SEC fllings. Although the companies may indicate and believe that the assumptions
underlying the forward-looking statements are reasonable, any of the assumptions could prove inaccurate or
incorrect and, therefore, there can be no assurance that the results contemplated in the forward-looking
stataments will be realized.

THE INFORMATION CONTAINED N EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE
APPLICABLE COMPANY'S CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO PROVIDE AN
ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES N
THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. IN NO WAY DOES THOMSON
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY
'RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE
INFORMATION PROVIDED ON THIS WEB SITE OR IN ANY EVENT TRANSCRIPT. USERS ARE ADVISED
.TO REVIEW THE APPLICABLE COMPANY'S CONFERENCE CALL ITSELF AND THE APPLICABLE
COMPANY'S SEC FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS)
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OPERATOR: Good aftemoon. My name I8 Todd, and | will be your c_onference operator, foday. At this time, |
would fike to weicome everyone to the webMethods conference call. Ali fines have been placed on "mute,” to
prevent any background noiso. After the speakers’ remarks, there will bn a question-and-answer session. if you
would like to ask a question during this time, simply press *, then the Number 1 on your tetephone keypad. If you
would tike to withdraw your quastion. press *, then the number two on your tetephane keypad. Thank you.

Mr. Martin, you may begin.

CHRISTOPHER MARTIN, VP IR, WEBMETHODS , INC: Thank you, Operator. Good evening, everyone, and
thank you for joining us. My name is Christopher Martin, Vice President of Investor Relations at webMethods .
The purpose of loday's conference call is to discuss our preliminary second quarter financial results.

Joining me today Is David Miu:héll - owr President and CEO. And Mark Wabschall, our Chief Financial Officer wili
also be joining us for the question-and-answer portion of today’s cafl.

The press release we issued this afternoon regarding our results is available on the "investors” page of our
websita, 8t www.webMethods.com [hﬂp /iwww.webMethods.com]. Our pmss s release aiso has been fumished to
the Securities & Exchange Commission, pursuant to a Form 8K,

Before we begin, pleses note thet this conferanca caliis being bmaﬂcast ever the phone, and via a live wancast, "

Thia oall ia- alsa bslng ranarded and will tie avallable for replay an our weheite, or by dlaling the follmmng nintbers
~ 1.100.,642.1687 in North America, or 1.708 845.9201, oulslde of North Arqerica The conﬁm

During the course of this conference c'all. Management may make comments which are forward-looking in nature.
These comments ere intended to be forward-looking statements. for purposes of the Safe Harbor, provided by the
Private Securities Litigation Reform Act of 1885.

These projections and other forward-looking statements regarding expectations may include comments regarding
future businees and financial metrics, uur pipeline, future oost-savings and expensa lbvels, costs of legat
complianca aiattere ar infernal control reatiers, trends in the market for our products in iire seftware indostry, and
expectations of future finoncial perfarmance - including totat revenue and license revenue, operating margin,
anticipated charges, net income and eamings per share.

Any forward-looking statements are subject to various risks and uncertainties that could cause the actual rasults of
webMethods to differ materially. Please refer to the discussion of risks and uncertainties In loday's press
refease and in our SEC fllings. Specifically, review the discussion of risk factors in webMethods ' most recent
Form 10K — which is on file with the SEC, and available electronically through EDGAR or e Iink on our investor
relations website.

These forward-looking statoroents should not be viewed as aigutirantes of ar a commitmant la eny actinn or
results, and eur actual performanee may differ materially fram those measuras indicated in our forwerd-looking
statements.

These statements reflect the beliefs of managemant based on information avaiiable to us on Octaber 5th, 2008 ~
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and webMethods does not undertake any obligation to update or correct any forward-looklné statement due to
the occurrence of events affer this call,

I would now fike to tum the call ovar to David Mitchell — webMethods ' Prasident and CEQ. David?

DAVID MITCHELL, PRESIDENT, CEQ, WEBMETHODS , INC: Thanks, Cliis. Good evening and thank you for
joining us.

We're here to discuss the preliminary financial results for Q2. We will defer any comments around guidance until
the regular conferance call scheduled for October 26th.

Owr preliminary Q2 results show revanues in the range of $48.5 million to 50 million. This compares to our original
Q2 guidance of $53.5 million to §8.5 million. We expect license revenues to be between $15.5 million 0 16.5
million. Combined maintenance and services revenue are expected to ba approxmately $33 million fo 33.5 miiion.
GAAP ioss-per-share is expectad to be in the range of $0.08 tn 0.06 per share, compared to our original guldance
of GAAP earnings-per-share of between $0.02 and 0.07 per share.

We are still evafuating potontief charges of in-process research and development costs, relaled {0 the acquisitions
of Cerebra and Infravio, which occumed during the second quarter. Thees potentlal adjustments are not reflected
in aur preliminary results. While our total revenues were comparable to last year, our license revenue declined
yeér-overayear. Obviously, these results are disappointing, and nof what we had anticipated. it s clear that aur
performance 8 a result of @ failure in execution,

While we will provide you with as much information as we have availabte today, we are still in the process of
performing a detailed evaluation with regards to the root cause of these issues. We will provide more

. comprehensive analysls on our full eamings conference call on October 26th.

From a geographic perspactive, we e expecting North America’s Q2 total reverwues to show growthon a

sequentisl basls, as well as a year-over-year basis. Europe saw sequential. Impmvemem butdaclinedons... _. .._.
year-ovar-year basls Asla-PAC Includmg Japan - comlnues m underpoﬁann decllmng on both a sequantial and
year-ovar—year basls

miilion, as compared with the 10 for the first 8 months of the prevmus fiscal year. While we continue to maintain a
healthy pipeline of significant transactions greater than 1 million, our inability 0 conven these opportunities is
having a negative impact oh our performance to dale for the fiscal year.

To put it bluntly, our sales execution has not kept pace with the demand we have seen - as evidenced by our
product plpaline. Wa believe that the salus force processes are not adequately addressing the activity ot
idestifying, indpecting, qualifying and cloging this pipelind. As d result, conversion rates for the past 2 quarters
have tredled our historic noem.

We have identifiad that we are experiencing inconsistent conversion rates -- specifieally in the areas of SOA -
Service Oriented Architecture, and BPM — Business Process Management.

We believe that the reeent steps that we have taken will make a significant impact on improving this situation. Our
recent acquisition of infravio — specifically — will add both a product that can create a transactional pipeline, as well
as a differentiated SOA cffering.

We've already equipped our sales force with hands-on training for the Infravio product suite - which is being made
immediately available to the fisld. And we have a significant pipeline in place for them to execute against.

Our acquisition of Cerebra, along with our continuing investment in R&D will significantly strengthen our BPM
offering in webMethods ' fabric, 7.0. This will be unveiled at next month's Integration World Customer
Conference, here in Washington DC.
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webMethods' Fabric 7.0 Is expected to ship this December. We are taking immediate steps to fully and
specifically analyze and comec! our executinn challengas. Whara we have people lssues, we Wil aridress them
appropriately. Where wa have pracess issues, we will fix thnse processes. Where we have product Issues, we will
and ajready have taken the needed steps to ensure we have highly compatitive products for the markets that we
compete in.

in cenclusion, there is hard work that needs to be done. | want to ensure everyone that | am sharply focused on
improving our ability to convert the demand we are seeing in the marketplace - optimizing our operating margins
and buliding upon the demonstratad value thet we have lenyg delivered to our customers.

With that, Mark and 1 are available for your questions. Operator?

OPERATOR: At this time, | would like to remind every&na -- If you would like to ask 8 question, please press *,
then the Number 1 on your telephone keypad. We'll pause for just @ moment to compile the g-and-a roster.

Your first question comes from John DIFucci with Bear Steams.

JOHN DIFUCCIL, ANALYST, BEAR STEARNS: Thank you. David -- this one, I think, Is especially disappointing for
you ~ and investors. Especially given the early start that you guys had —~ which was mainly overfiow from the
previous quarter. Other than you said you were going to do some more work and get back to us on what
happened. But | guess you had that srong stant. You had 4 deals over a million. Were oll 4 of those deals signed
al the beginning of the quarter? And was It an end-ol-the-quarter phenomenon again this quarter — similar to last
quarter? .

DAVID MITCHELL.: Yes. I'm trying to remember, John. Most of thase deals were signed towards the end. Like we
normally see, in terms of the backend nature of our pipeline. Interms of the closure process.

And we did have the. Impact of some alower summer acwlty pamculaﬂy in Europe where we got Impacled the
s e n moe' .

JOHN DIFUCCI: Was there much change to the-sales force from fast quarter 16"thls‘ ‘quarter? And if there was,
given the disappeintment last quarter, did that have 1 much ofan eftect?__OL was th,pre_ _r_\g_t“_cha_r_\ge'? in xglr opemr;g .

‘remarks; did you sort of aflude that, “Weill; maybae it won't be the same-this ime?"" "

DAVID MITCHELL: Well, any time you have attrition in any particular teritary, you're going to taka a iitile bit of a
pause. We are not any different than any other software sales organization, where we do see some altrition
quarter-in and quarter-out. And we add to that organization as we find more talented peaple, and deal with the
under-performers appropriately, Either by retraining them, providing them with a {ot more management guidance -
or, if it just doesn't work out -- replacing them.

We did take some actians fast quarier, as a respansa to same of the poer performance. And { think you can
expeot that that activity will continue into this quarter.

JOHN DIFUCCI: Just a quick question far Mark. | know you haven't worked through it all yet, Mark. But what could
we expect as far as cash fiow from operations? Would we expeact that to be negative this quarter?

MARK WABSCHALL, CFO, WEBMETHODS, INC: Yes, John. Thanks for the question. Obviously, wa're still
closing our bhaks, and in that proceas. And the rsaults ltere would have a negative impact on cash flaw. So | don't
have an answer for you, right now. But we will wark through that. ’

JOHN DIFUCCI: Okay. Thank you.
OPERATOR: Your next question is from Tim Kiasell, with Thomas Weisel Parthers.

TiM KLASELL, ANALYST, THOMAS WEISEL PARTNERS: First question, guys. You mentioned that the farger

LY AL, . e AMEANIA £. 4T N S

AJS000171



NN ONA S B P

I
Factiva hitp://global.factiva.com/hp/prinisavews.aspx7ppstype=Article&pp=Pr...

deals are getting or have been somewhat problematic in closing those. Can you tell us when you're working on the
larger deals; is it slippage of these larger deals? Qr are they getting broken up or comprassed down te ~ let's say
- the sub-miliion dollar level?

MARK WABSCHALL: It's primarily slippage.

TiM KLASELL: And then on the whole SOA charge out there. is it making it more difficult for you to sell into an
SOA-type sale? Because often, the application development crowd is a part of the decision making process. And
you're one of the few out there withott a contairier story, or something, for the traditional app developers. Is that
handicapping you at all, out there? Or what's your thoughts around that?

DAVID MITCHELL: Well, as you all know, we did make a very concerted and deliberate effort laat year to expand
aur product strategy to address the growing markats of BPM and SOA - related back to the primary integration
businass. WebMethads has focused on SOA for quite some time, and we had some pretty significant intellechial
property.

Bul during our diligence In this market, and really working in a lot of these sales cycles, it becamne pratty obvious
that there ware certain white spaces in the product solution, where the buying behavior was starting to focus itself.
And that's primarily in the area of strong registry support, combined with governance. They look ta do that on any
type of app server enviranmant, as wali as any soit of wab services coming out from any other application.

Whet's compelling about Infravic is that they were seling their products 1o a lot of BEA shops and 1BM
WebSphere shops. So what we wented to do, by getting the Infravio product ~ was not only strengthen our
capability In the SOA marketplace, but to be able o go after those traditional franchise customers for BEA. And
that's something that we're seelng devalop in the pipeline, as we spesk.

JOHNDIFUCC!‘ Okay. Very good And then Msrk. a qulck quesﬁon 1or you, Can you give us sort of the rough split
of services to support on that line?

MARK WABSCHALL Yes The maln(enance revenues came In In-lme with the guldance that we gava onglnally, of '
the 20.5.And thé PS revenue is sllghuy beldwthe gmdant:e we gave of 13.5.

" JOAN DTFUEEI Gkay G_reat Thank you very much giys.
MARK WABSCHALL: Yes. Thanks.
OPERATOR: Your next question is from John Walsh with CIilgmup.

JOHN WALSH, ANALYST, CITIGROUP: Hi, David. Could you talk about ~ you made the point about —~ the aftrition.
And last quarter, you made some changes. And this quarter, now — you would anticipale further changes? How
should we think? Should there be expectations? Pushback a little bit? Because there seems to be a little bit more
churn? And cbuld yoo talk, maybe, about if you've grouper or identified why the salespeople aren't worklrig out?
They have golten — is there somettiing with the background, ef cetera, you may look for in the future that may
change that?

And then | guess contrasting that with iast year, when the execution was pretty good, kind of really ~ besides the
things you mentioned as far as slippage at the end of the quarter - [ast quarter- is there anything efse you can
detact about why the execution has fralled off this year?

DAVID MITCHELL: Attrition is something that you always deal with as a sales manager, in any particular tenitory.
You have to hire the best and brightest individuals, and recruit those salespaople that are highly successful at other
companiles.

Obviously, with this performance, | have to question averything. And | have to take a very deep and hard look at
management in the sales organization, to make sure that those processes are being followed, and take action
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accordingly. So we're going to get involved with that pretly significantly, over the next few days and coming weeks.
And | hope to talk to more aboutit at tbe end-of-the-month eamings cail

I'm sorry - the second part of your question was?

JOHN WALSH: Just any contrast that you could have, kind of on a year-over-year — where last year, the execution
was better. s it the same people? Or anything that you've drawn from their background that would_ help us out.

DAVID MITCHELL.: Yes. It's basically the same peeple and the same managers. What wa're seeinp is that snme
of these bigger deals are just taking a whole ot longer to close. And we're just not converting thet pipeline that we
continus to build. And obvioasly, one of the things thit we noted this time around is that it appears ‘as though our
SOA and BPM pipeline eonversion rates seem to be inconsistent.

So we hope, with the actions that we've taken on the product side, with a pretty aggressive stance on some of the
people issues and process side, that we can get those to more-traditional conversion rates. Because we're
definitely seeing a lot of opportunity. A significant portlon of the pipeline is SOA and BPM driven. We just need to
execute. And that's where we're falling down, right now.

JOHN WALSIH: Okay. Great.
OPERATOR: Your next question is from Dino Diana, with UBS.

DINO DIANA, ANALYST, UBS: On the deferred revenue front — can you talk to us a little bit about - directionally ~
what happened? Even if you don't have the final numbers?

DAVID MITCHELL: Yes. We're still working of course and reviewing the contracts with our auditors. But right now,
wa béliove that's inchided i thie licénse estimates that we'va diven ydu. Theére's approXifately about anet$2.5 -
miilion of license revenue thaf was recognized out of deferred license revenue.

"'DINC DIARATSGyouve takgn~"". . =~ ~ 1oL
DAVID MITCHELL: That compares to about -  think we estimated about - $0.5 million on our conference cali in

. July_ S LI T s
DINO DIANA: That's not to say what you've added since? Or there's nothing really added? It's really the 2.5 that
was recognized?

DAVID MITCHELL: The 2.5 would be net of transactions this quarter, which went into deferred - versus
transactions thet we had in prior quarters that came out. Inthat 2.5.

DING DIANA: The thing | thought we were saying - that before this — that it was a time-based contract, though?
Onthe deferreds? Did you just — were some of those milestones? Is that why you were able to recognize more?

DAVID MITCHELL: Yes. Obviously, we were able to recognize revenue under the accounting rule. We're going to
go into more details here in the end of October, to go through those. And we will provide clarity on that.

DINO DIANA: Okay. And one other thing. On the comments about evaluating your purchase accounting. Are you
just talking about the deferred maintenance kind of write-down over there? |s thet what you're referring to?

DAVID MITCHELL: Yes. We've not done &ll the accounting for this, hut wa're working with our tex edvisors, on
coming up with the purchaee price sllocation. And in-process R&D wrile-offs. Because potentially, the accaunting
adjustment to deferrad maintenance (s another ane of the deferred revenues that you're talking about.

We'll certainly have those details on our conference call in October. Since we didn't hava that information here, we
wanted to point that out -- that these numbers don't reflect that.
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But what they do refiect is, we did pick up the operating results of infravio, from the time we purchased them at the
end of September, and the month-and-g-half of the operating results of the employees and essets that we
acquired from Cerebra. That is included in the numbers.

DINO DIANA: And David - you mentioned that where there's people Issues, you're going to address them, and in
this process, you'll change it. Last quarter — do you have any kind of metric o give us what the chum was? Both
voluntary and involuntary in the sales force? And what do you think - in terms of loohng at what's going to happen?
it made it sound like you were going to make some changes, there. Do you have any sense for the magnitude?

DAVID MITCHELL.: Not yet. Still, warking pratty aggressively on this issus. L.ast quarter, we spent a lot of time and
effort, cértainty, working with the existing pipeline and the salespeople that were managing that pipeline, and the
managers that were managing those salespoeople. Particufarly around the prasesses of inepection, and qualifying,
and understanding what the steps wore neceesary to gst these deals closed.

And for some of the meat-and-potatoes transactions, we seemad lo make some progress, it's these larger
transactions that continue to kind of drag an. | dan't think that we're going to see any kind of massive chum in the
sales organization, but | do believe that there are some changes that we're going to have to make.

DINO DIANA: Dkay. Thanks.

DAVID MITCHELL: You can expect that I'm going to get on it pretty aggressively.

DINO DIANA: Okay.

OPERATOR: Again, to ask a quustion, press * 1.

And your next question comes from the line of Gregg Moskowitz with Susquehanna.

GREGG MOSKOWlTZ ANALYST, SUSOUEHANNA Thanks. Just a fol(ow-up onone of Dino's questions. in

"terms of the' opera!lng expenses  from the 2 acqulslnona Mark — is there any rough sense that you can give us, in

terms of how mych that added Io GpEx in the quarter?

MARK WABSCHALL: Yes; cenainly. We-bought Infravio on the 28th of September, so-we basically have 2 days~* s
of expenses. :

GREGG MOSKOWITZ: Yes.

MARK WABSCHALL: And so they're nol significant, at all. Most of the heedcaant's based in India. So that did not
have a signifioant impact But we bought the assets and employees of Cerebra. That was done mid-August. And
we're talking about 14 empioyees and some office expense in Califomia. So, not significant,

GREGG MOSKOWITZ: Within the bound of the license revenue range that you provided — where, roughly, are you
expacting gross margins to come aut? '

MARK WABSCHALL: Yes. We're not providing that data, at this time -- as we‘re closing the books. We don't have
the cost estimates at that level.

GREGG MOSKOWITZ: Falr enough. And maybe just one last one for David. Is there any commentary thal yaw
can give us, just in terms of vertical activity during the quarter? And specifically, if you could just address what you
saw in the govemment vertical. Thanks.

DAVID MITCHELL: | don't belleve we've completed the analyals of all the transactions in terms of the vertical
activity. | know we did pretty good in financial services, and a couple of other - the traditional verticals.

But we'll provide all that detall at the eamings call.
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GREGG MOSKOWITZ: Thank you.
OPERATOR: Your next question is from Stering Auty, with JP Morgan.

STERLING AUTY, ANALYST, JP MORGAN: Yes. Thanks, guys. A couple of questions. | want to go afl the way
back to when we were on the June quarter final eamings call. There was some discussion of contracts that closed
that had slipped out of the June quarter. And | think there was an impression that there was a falr amount of
revenue associated with those. Can you at least give us a sense as to how much of the license revenue was fronr
the deals that slipped from June?

DAVID MITCHELL: Yes. On our conference call, we indicated that we had closed 9 of 12 deals that had slipped.
And we said they closed about 2/3 of the $8 million gap. So there'd be approximately about $4.5 milllon. And there
really was not much change since our call at that time.

And there are a couple of deals that we are stili actively pursuing, going into Q3.
STERLING AUTY: Okay.

MARK WABSCHALL: There's a new - two of those deals ere bigger transactions, and we're continuing to work on
them. But they did slip out of this quarter, as well,

STERLING AUTY: Okay. And then as you look at the geographic performance, just relativa to your expectations,
where was the biggest dollar-amount shortfall, In terms of underperformance?

DAVID MITCHELL: Well, clearly, we continue ta be really disappointed in Asia-Pacific and Japan. We're just not
seaing it recover at the rata that wa want it to recover. So we're going to spend a lot of time and etfort analyzing the
investments, thera and figuring out what the process Issues are — whit thy people issues are — and get that
gomg back up again.

o Europe did get nnpacted hy a much sfowar summer than what we've seemn the pas! 1 do befigve:that mey

conlmue to bave a ptetty healthy pipeline’ Theyre neem alot of BPM aclM(y 50 they're teal exitad abcm what's

But APJ continues to be a problem chiid for us, and we have to fix that

STERLING AUTY: Butin terms of the actual doliars ~ remind me —~ becsuse | don't have it right in front of me, How
big is Asia-Pacific as a percentage of the total?

DAVID MITCHELL: Yes. | don't have thase specific stats in front of me, but it's pretty narmal for us on the regular
eamings call, to provide you with some granular detall, In terms of what's coming from what region. We did see that
APJ not only declined on a sequential basis, but thay also declined an a yaar-over-year basie.

STERLING AUTY: Okay. Because ! thought Asia-Pacific was around Kind of 4 million or something like that. So,
looking at the magnitude of the shortfall, is the bigger daller shartfall than based on what you'ra saying, coming
from Europe, or also that you were expecting that much more growth out of North America?

MARK WABSCHALL: Yes. You're right. As a proportion of tdtal revenues, Asia-Pacific's been around 9% of our
total revenues. And Japan's been around 5%. North America's, of caurse, the largest one -- around 82% last
quarter. And then Europe, around 23%. So, dollar-wise, you'ie right. The biggest contribution is from North
America and Europe.

STERLING AUTY: And then last question would be — and | know you have {o go back and —~
DAVID MITCHELL: 1t sure would've helped if lntema'ﬂo_nal had met some of the objectives.
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STERLING AUTY: No. | hear you. | know you have to go back and scrub the dats, but just in teims of the
qualitative. As you were going thraugh the finat month of the quarter — you usually gel a sense as to where the
contributions are coming fram. s there a sefse that it was some of the upstarts? Same of the sales reps that were
coming up the curve, that got off the starting line real quick? Maybe fell back for a couple of quarters here? And
just need to go through a transition? Or Is it kind of across-the-board, in terms of ali different levals of seniority, in
terms of where some of the issues might be?

DAVID MITCHELL.: F've aotually beaq pretty impressed with a ot of the newer guys. We've got some veterans
here that traditionally do very well. And | just have to really understand what's going on with some of these
bigger-deal transactions, and how we can get a better balance In our deal flow, so that we can back-stop some of
these lrigger deals, as they mova from quarler-to-querter.

So I'm actually Impressed with some of the newer guys, quite frankly. They seem to be really figuring itout.{ had a
couple of guys | know of that did pretly wall.

STERLING AUTY: All right. Thank you, guys.
OPERATOR: Your next question comes from Jonathan Rudy with Fiduciary Trust.

JONATHAN RUDY, ANALYST, FIDUCIARY TRUST: Yes. Considering the strength in the mamalplaca_, yet your
inabiiity to execute, Is it time to consider seliing the Company, as 8 means of reelizing éome value for
shareholders?

DAVID MITCHELL We're here to build the best company thal we can, and the strongest company that we can, so
that we can maximize value far our shareholders, long-term. We're gaing to continue to invest in the strategies that
we've been executing on. We're going to'make some course corrections, in terms of some of the'sales

processes that we have in piace. We're going to get very aggressive with the infravio product tina in our core SOA

) business We're golng to contlnue to lnvest in terms of sales reps chaslng our exlstlng customer: base '__ L

Oneof the, mterpstlng thlugs that has started to happen fsr us,asa company. is lhat thu cuslomars thatwe havo
and that've. been usmg our pmducts far multple yeays, have naally started to build sfrong relanqships withus at
the CIO level. Anﬂ wﬁa! -we're: ﬁndmg I8 that wa're-stdrting to bel:‘orﬁe & Ter- 1or Tier 2 véndorio” mesa Cjes -

which means we'fe "mission cifical” to their business,

What we have ta figure owt as an organization is how to get that Tier 1 or Tier 2 value back to webMethods . !
think once we start to crack that formula is when things are going to get prefty Inleresting.

So wa're still extremely excited about the opportunity thet we have. We (_:amot fail on execution. And that's
something that we're very disappointed on, and that we will correct, as soon as possible.

JONATHAN RUDY: Why does this feel like this is the exact same conversation we had 3 months ago?

DAVID MITCHELL: Well, because we failed to execute 3 months ago, | imagine. We continue to rocds onthese
execution Issuas. We continue to see strength in our pipeline. We do believe that the SOA and BPM marketplaces
will heip us get growth going in our cere business of integration. And we have to figure these out.

JONATHAN RUDY. Thanks.
OPERATOR: Your final question comes from Gregg Moskowitz with Susquehanna.

GREGG MOSKOWITZ: Hi, guys. Just a quick follow-up. About 3 weeks ago, after the Infravio acquisition -- David,
1 believe you mentioned that SOA has a recent inflection point, In terms of movmg from proof of concept to
widespread adoption. And you talked about having some product gaps that you fited wlhh the 2 recent
-transactions.
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DAVID MITCHELL: Particularly with Infravio.

GREGG MOSKOWITZ; Right. So what I'm wondering is, you have your usual conference in about @ month, What
are you expecling in terms of how quickly you get the sales force? | know they've started to be trained. But how
quickly they are fully trained, as well as getting to the point where you can fully educate your customers, to be able
fo consummate these deals? Or is there going to be any kind of change in the sales cycle that you envision, just
from that part of that process, with some of these nsw products?

DAVID MITCHELL.: | actually think It's golng to accelorats existing SOA sales cycles. We're already seeing that
start to happen with some very key prospects that we were selling to before the infravio acquisitions, In fact, we
were tald by a number of key prospeots just over the last 2 weeks that they were kind of wandering alout where
we were going on our prodhict strategy. And it really became clear to them sfter the infravio aoguisition that we had
something that was truly differentiated and truly competitive.

So our sales guys are telling me that they're going to start sesing some accelerated activity. And | think the
Integration World Conference is a perfect venue to launch this. But keep in mind, thase guys have already gotitin
their bags today. There's already been 8 massive amount of training done on a global basis. We continue to do
training every Monday for our sales organization. OQur SEs. This is not anything that the SEs have had to make huge
mental leaps, in terms of the ability to grasp it. This Is something that they hava been familiar with for quite some
time.

So | think putting this product into the hands of our sales farce that aready gets how to sell SOA Is going to be
prefty exciting.

Okay With that, I'd iike to say thank you for your time. And we'll be talkmg fo you atthe end of lhe ‘marth. Take
care.

[Thomson Financial reserves the right to m'ake changes to documents, content, or other information on this web
site without obligation to notify any person of such changes
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Inthe canlerence calls i upon Whlch Evem 'l‘ranscrlpts are based, companles may make pm]edlons "or other
forward-looking statements regarding a variety of itams. Such forward-looking statements are based upon current
expectations and involve risks and uncertainties. Actual results may diffar materially from those stated in any
forward-looking statement based on a number of impartant factors and risks, which are mare specifically identfled
in the compenies' most recant SEC filings. Although the companies may indicate and believe that the assumptions
underlying the forward-looking statements are reasonable, any of the assumptions could prove inaccurate or

" incomect and, therefare, there can be no assurance that the results contemplated in the forward-locking

statements will be realized.

THE INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE
APPLICABLE COMPANY'S CONFERENCE CALL AND WHILE EFFORTS ARE MADE TO PROVIOE AN
ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMISSIONS, OR INACCURACIES IN
THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. IN NO WAY DOES THOMSON
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY
RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE
INFORMATION PROVIDED ON THIS WEB SITE OR INANY EVENT TRANSCRIPT. USERS ARE ADVISED
TO REVIEW THE APPLICABLE COMPANY'S CONFERENCE CALL ITSELF AND THE APPLICABLE
COMPANY'S SEC FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS ]
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OPERATOR: Good moming; my neme {s Sandra and | will be your conference operator today. At this fime 1 would )
like to weltome everyone le the webMethods conference call. Al lines have been placed on mute to prevent any
background noise. After the speakers' remarks thare will be a question-an¢-answar sesslan. {(OPERATOR
INSTRUCTIONS). Mr. Martin, you may begin your conference, sir.

CHRIS'MARTIN, VP, IR, WEBMETHBDS : Good moming, everyone, and welcome to webMethods '
conference call announcing the acquisition of Infravio. Joining me taday Is David Mitchell, our President and CEO,
and Infravio's CEO, Srinivas Balasubremanian. Mark Wabschall, our Chief Financial Officer, and Rich Chiarello, our
Chief Operating Officer, will also be joining us for the question-and-answer portion of this moming’s call.

The press release we issuar this maming regarding the announced acquisition is available on aur website, that is
www.webmethods.com fhitp /Avwew webmethods.com). Before we begin piaasé note that this conference callis
being broadcast over the phane and via live webcast. This call is aiso being recorded and will Ge available for
replay on our website or by dialing the following number ~ 1-800-642-1687 in Nosth Arfrerica, or 1-706-845-8201
outside of North America. The confiration number I 625 2826 and the conference call replay is availabla
through September 15, 2006

Durlng the oourse of this conference cell management may make comments which are forward-looklrig in nature.

~ These comments-areintandod toba forward-iggking stateraents for the puntioses of tap Bafe Herbor provideddy ~ - - -~~~

the Private Securities Llugatron Reform Act of 1895. These projections-and other forward-looking statements

regarding expedtations my iricludé commerits regarding future tiusinass aridfiiaficial metrics; ‘odr pipefirie; trends

i &He“mnnmfor ‘durpioducts-and in the seftwere Inonatry, fetore- mmér oppoﬂﬁﬁb‘n‘-fmure*eipense hﬁls‘ad‘d! e
fiture financial peroimance meludmg‘lotal revenua licenisd révenie, operating ‘margin, antrcrpated charges net’

Income and aamings per share.

Any farward-looking statements are subject to various risks and uncertainties that could cause the actual results of
webMethods 1o differ materially. Please refer io the discussion of risks and uncertainties in this moming's press
release and in our SEC filings. Specifically review the discusslan of risk factors in webMethods most recent
Form 10-K which is on file with the SEC and avallable electronicatly through EDGAR or a link on our investor
Relations website.

These forward-looking statements sheuld not be vieved as a guarantee or commitment to any action or resuit and
our actual perfarmance may differ materiaily from those measures indlcated in our forward-looking statements.
These statements reflect the belief of management based on Information available to us on September 11, 2008
and webMethods does not underake any obligation to update or correct any forward-looking statement due to
the occurrence of avents after this call. | would now like to tum the call over to David Milchell, webMethaods'
President and CEO. David?

DAVID MITCHELL, PRESIDENT, CEQ, WELUMETHODS : Thank you, Chris, and thank you, everyone, for joining
us. As underscored by today’s announcement, we pnlieve that the SOA market has reeched an inflection point as
orgenizations serek to move fonm proof af eoncept to entetprisewide adeption. in order for erganizations to
achieve scalable and sustainable sucoess with servics-oriented architacture they require thie right tocls for building
SOA-based business solutiana as weil as the appropriste management around these services throughout the
entire IT lifecycle. This is called SOA govemnance.
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The biggest barrer to SOA success today is the lack of govemance. As the leading industry research fim, Gariner
noted recantly eervice-oriented architecture governanea ian't an option, it's an imperative. Without governance
every SOA project out of the pliat phase s at risk. Our definitive agreement to acquire Infravia demonstratas the
importance that we and our customers plece on gavemance. Infravio i¢ the leading independent pravider of SOA
govemance solutions. infravio's cusfomers span many industries as well as the government sector.

What ditferentiates Infravie Is their ability to address the entire SOA lifecycle. What this moans I that unlike
compelitive solutions, Infravio's technology addresses SOA govemnance requirements that facilitate the design,
runtime and cnang® management of the implementatidn, By bringing together best in class SOA registry,
repositoly and govemarioe withln a siagle praduct suite the addition of infravio will provide our customers with the
industry’s firat end-to-end pltaform for SOA management auc govemance.

in conjunction with the other components of the w'abMothods fabric product suite as well as the recently
acquired assets of Cerebra this acquisition creates a highly differentiated platform for SOA management. Once
integrated webMethods ' customers will benefit from enhanced industry first concepts that will accelerate SOA
adoption in two distinct ways - one, guided SOA govemance. SOA best practices are built into the product making
a wealth of knowledge immediately accessible to users. interactive tutorials will be used to shorten the leaming
curve. This approach will rapidly extend user prbllclency. ensuring greater consistency and quality in the
development process while reducing costly trial and error.

Two, enterprise class SOA. WebMethods ' integrated SOA platform aiso heips organizations deliver and maintain
service level agreements backed by enterprise class quality of service while also faciiitating expanded reuse of
the services. Enabling mission critical performance as well as enterprise level reuse are fundamental requirements
for organizations seeking.to eoale their SOA efforts beyond the pliot stage {o deliver maximum value.

Beyond the differentiated strength that their technology offers us, we are also excited by the number of additional
go-to-market synergies that this des! provides. infravio currently has a smalf U.S. focus primerily direct salesforce.
With our significantly turgor-global satesforce and already developed-SOA pipelino wa.befleve that we will .
capitalize on this acquisition ; almost Immednately In addmon. our established rellﬂonsh!ps with strategic systems
integrators arourid the world including Accenture, Cap Gamln).aearlng Point, Detoitte, Pcs lnfosys and Wipro will

-help.us. 10 tunher,.axtand.qur marketplaee,.reg:hr-;- 100 LI e R R R s R e ....s‘-‘ T ST T

Infravio bnngs us addmonal assets in the form of thelr davelonmenl facmly in Channal india \M\ich employs
approximately 50 developers. With regards to timing, we expect that the transaction will close this September ata
total purchase price of approximately $38 milion in cash. Upon closing we will séll and support infravio's producits
on a stand-alone basis and wa expect {o subsequently integrate their products within webMethods ' fabric by
December of this year.

We anticipate minimal finangial irapact within tho aiiment quarter ending Septemher 30, 2008. We expact that the
deal will be slightly dilutive to our subsequent third quarter as we integrate the two companies (ogether. We expect
the deal 1o become sccrative beginning with tha fourth quarter of our current fiscal year.

Over the past year the importance of SOA govemance has been clearly estabiishad; it is what makes SOA viable
and successful at the enterprise level. As such today’s announcement represents an important milestone for
webMethods . Coupled with our recent acquisltlon of Cerebra i sigrificantly bolsters our position for capitalizing
on one of the most important IT trends since the advent of client server.

I'm also proud to say that it demonstrates our commitment to doing SOA the right way, in a way that actually
addresses real market needs and challenges. Our compiete set of fully integrated SCA tools assures our
customere that the paih teward SOA will yield quick and inpressive enterprisewide results. Beford | contiude
today's remarks | would like to introduce the GEO of Infraio, Srinivas. Srird?

SRINIVAS BALASUBRAMANIAN, FOUNDER AND CEO, INFRAVIO: | believe that this is the best outcome for
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me, my brother who cofounded the Company with me, and for lﬁe entire team at Infravio. | also beligve that we
have the best SOR governance solution in the market and that webMethods has the best SOA strategy, vision
and commitment. I'm thrifled that we're now going to be part of the webMetheds femily. Back io you, David.

DAVID MITCHELL: Thank you, Srini. in closing | would like o reiterate that we have the domain axpertise, the
momentum and the core competencies to fake advantage of the opportunities before us. So with that I'd like to
apen it up for your questions. Operator?

OPERATOR: (OPERATOR INSTRUCT{QONS). John DiF ucci, Bear Steams.

JOHN DIFUCC!, ANALYST, BEAR STEARNS: Was Infravio profitable or cash flow positive and can you tell us
what the revenus run rate was?

MARK WABSCHALL, CFO, WEBMETHODS : This is Mark Wabschall. We will be providing further financial
{nformation on our eamings call. But what | can tell youls that their revenues were less than $t miliion. They do
have a low cost structure with 50 of thelr 65 employees In Indla. And they have a relatively small salesforce and
that's one of the factors in the acquisition for us Is that we'll be able to leverage our existing salesforce 1o sell thelr

product.

JOHN DIFUCC!: Okay. Mark, then are wa going to have ta wait for you to tell us how dilutive it wilt be In the third
quarter !han?

MARK WABSCHALL: Yes, that's correct. Right now for the current quarter, September, obviously we'll only be
havmg ownarshlp of that company for a couple of weeks, so it really will not have a significant impact. And we'tl
baka in the impact for our guldance on Q3 on our October earnings call.

JOHN DIFUCC: Okay, thanks alol.
OPERATOR Tlm Klaaell Thomaa Welsal PaMam

TiMKLASELL, ANALYST THOMAS WEISEL PARTNERS Two quu:k questions. One, can you sort of compare
when a custdmer would begin to stait deployirg-the infravio solution? Wiiat stage would u\ey be In'in thalr SOA

DAVID MITCHELL: There's probably a number of answers {0 that question based on different customers’
impiementation scenarios. But because i{'s the addition of these technologies with what webMethods aiready
has it's pretty much a comprehensive end-to-end SOA platform. So if you're creating the services and you need to
put them In a registry you're going to want to put governance rules around those services, you're going to want to
deal with securily issues, you're going to want to deal with the enterprise class service lavel agreements.

This is all reflanted in tehoa of capabiliting in that platform and the ability tu kind of geide the user thtough ali thoso
lifecysle steps is what's unique and ditferontiated here. So from beginning ta end our customers wacdd use this

product for thelr SOA implementations.

TIM KLASELL: Okay, very good. And then one quick follow-up on that. Can you walk through the competition,
Systinet and othars, who would Infravio typlcally bump into as far as competition is concemed?

DAVIO MITCHELL: Pretty much just Systinel and in our due diligence in tenms of the space there really isn't
anybody else left that offers this capability in such a comprehensive manner. So we're pretty excited sbout the
completenass of their solution. And they really did it the right way. They had a very low-cost strugture, but they
were able to put the right amount of sngireering talent against theoe requiremants. And 50 enginebrs in Chennai -
I've brekn there, | jest got back fram there and they're brilliant and that's what's probgbly helped them the most in

terms of gelting all this capability.
My understanding is that Systinet actually lacks certain capabilities in key areas, particularly around the govemance.

FNRNINIA L. EATTIRA
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So wa're excited about this and getting it into our channel which is obviously significantly larger. But we afready
have a pipeline for this, so we'ie going to move pretty quickly.

TiM KLASELL: What should be an ASP for this if you're going to be selling it to your installed base?

DAVID MITCHELL: Rich, what do you think the impact will-be on the transaction size and ihe salesforce
readiness?

RICH CHIARELLO, COO, WEBMETHODS : Well, they're two separate things. The transaction price, since this
lends itself to the abllity to start incrementally and build up, i'd say an ASP would probably be more llke 250 versus
whare we've been averaging between 400 and 500 on the Integration side only. The greet thing about this-is yeu
have grarudarity of praciect and revanue. And so you dan start small, get into SOA and then as expand have
webMsthods participate in that reventie atream as opposed t0 intagration whioh you'd typically put right in the
heart of what you're daing and it's pratty hard to start smal.

As far as the salesforce readiness; this Is something that we have been building a market around for a while. Our

SOA inaster classes have bean greally attended, probably our rast successful marketing campaign in the last two
years ago, this is just a natural flow of where most of the customers who were wiiling to go forward in this early
adoption phase, If you will, of SOA want to have govemance and sort of a guided approach to how do we do this
and get fo be successful? And so the selesforce hes beentrainod and prepared and our customers and

"prospect's sonditions for this concept of starting SOA with a plan and rules and govemance and a methodology.

TIM KLASELL: Okay, good. And then | want 1o follow up with you, Mark. 85 peopie - | know there's a different cost
siructure in India . What should we be layering in for expenses as far as'the acquired company is concer'ned?_

. MARK WABSCHALL: As | mentioned earlier, there really won't be an impact for this quarter and we'll be providing

that level of guidance, Tim, on our eamings call as we Infegrate the two companies together, but it does have a
lower cost structure within India and Ehennai. And also has a refatively srmali U.S. prasence ani we'll be able to

- - congolidate facilities. So it-shouldn't have that big of animpact oncoststructure. - - -« ~ - - oo e e e

DAVID MITCHELL Moat of lhe positions in the U.S. are going to be filing open posmons that we have.
X D TR T S .._..'i:. T L R L
OPERATOR: Sterling Auty, JPMorgan.

STERLING AUTY, ANALYST, JPMORGAN: | just wanted to clarify again, | didh't quite catch it. So alf but just a few
employees are actually based inIndla, is that correct?

RICH CHIARELLO: That's correct. It's approximately 85 and | would say that in India there was at (sast 50.
STERLING AUTY: And then Mark, you said that fevenue for the last year revenue life today is less than 1 million.
MARK WABSCHALL: That'a comrect. '

STERLING AUTY: How long have these guys bebsn shipping for revonue?

DAVID MITCHELL: I'm somry, repeat your question.

STERLING AUTY: How long have they been shipping product to generate revenue? | meen, given it's so small,
you've got 85 — | understand they're mainly developers. Sa it sounds like this is @ company that was just getting
past the revenue stage?

DAVID MITCHELL: They had annual revenuas at their last fiscal year ending June of about $1 million and they've
been seliing this product now for a couple of years.
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MARK WABSCHALL: They've had a few maijor releases. in fact most recently there was a 6.5 release, Srini? 6.2
release? So it has gone through multiple iterations and multiple customer implementations.

STERLING AUTY: Why do you think the uptick or why the small revenue amount? Do you think it's that the product
was -7 '

DAVID MITCHELL: { think it's channel. The amount of people that they had working on this product and will.
continue to have working on this product was substantial for any product develapment organization. And so,
keeping that cost structure down was key ta their strategy and the next phase | balleve of the business plan, had
they not met up with us, was to double down on theininvestment and distribution and that was just getting
undetway. So wa're excited thot we're able to deliver this into eur channel that hretty much has adlready been
bullding pipeline around this capabliity.

STERLING AUTY: And you mentioned that you aiready have pipeline for it, so you're saying that there are
customers that are actually asking for solutions in this space and this is going to defiver a product?

RICH CHIARELLO: Absolutely. They're looking - egain, you've got to remaember, they're lebking not just for the
product, right? Tha concept of what products are SOA regietry, but they're looking for someons to bring the
product with the methadology.

STERLING AUTY: Okay, thank you very much,

DAVID MITCHELL: You've got to remember that last year was really about — in terms of SOA was about proof of
concept laboratory work. There was a {ot of focus on registry, there were a couple of pure plays out there - juit
exparimentation, and there was a lot of vandalism and that kind of thing. Today it's really about what we're seeing is

 ‘enterprisewide adoplion these projects. Govemance is the most important thing that they're thinking about right

now, not just the registry aspect. And we're excited that we really have this first end-to-end capability'that

STERLING AUTY: Thank you.

._.OPERAIOB:_GreggMo_skoMtz. Susquéhahna. ... ..... . e tim e e e e eeramen e o o ————— e o

GREGG MOSKOWITZ, ANALYST, SUSQUEHANNA: Thanks and congratulations on the acquisition. A follow-up
on the ASP question. | think, Rich, you had mentioned that you think the ASP for Infravio could be on the order of
250K as part of the webMethods ' solution. Where was it tracking — and | realize this is off a low revenue base -
but where was it tracking as @ stand-alone company? With kind of low six figures or how did that tick out?

RICH CHIARELLO: Well, ! think a coupte things you've got o remember. To start a privale compeny you also are
buiirling your first set of referanozable customers, so you have 8 cambinration af preduct and profeseiopal servicee
in order to build a base, much like hew webMethods got started befare it went public, right? So ¥ you just tried to
carve out and say how much of that was license, it would — it's @ litie bit hard to say, but it would be less than that,

In addition you have a tandancy from a private company without a rea! foothald in North America or Europe to
anticipate spending a litle bit less on kind of like a wait-and-see than you would anticipate we would get at
webMathods . One only need to look at what we did to the average selling prices of Dante's optimized product
once it came on board. And pretty much Is a good analogy that said this is (indiscemible) monitoring at the time we
acquired Dante in 2003 was in the early stages of adoption, proof of concept.

GREGG MOSKOWITZ: Okay. Antf are you anficipating any change in the safes cycle once the technology is
integrated with fabric?

RICH CHIARELLO: We!), our sales cycle today stretches the world of VPN business activily monitoring coming
together with SOA, right? And s0 if you look al the whole fabric suite, what we are assembling in the beginning of
release seven is the ability for someone to modsl an application and than using the capabilities of metadatato be
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abie to find Web services without knowing the exact URL and just be able to search in context like you would on
Gongle, find the right Web services but at that point understand their service levels, etc., be able to incorporate the
right Web services and be able to actually get the value and the use out of SOA that you couldn't get if this was
one stand-alone praduct you were tying logelher with another stand-alone praguct. So to that extent we really see a
lot of synergles.

MARKWABSCHALL: Obviously it's still early days, but our hope is to actually accelerate these cycies with a much
mors complete set of capabilities.

GREGG MOSKOWITZ: Great. And then just lastly, since the technology will be embedded in fabric, just
wondering if you can clarify what Srini's role will be with the _(:ompany as well as his brother?

DAVID MITCHELL: They're both going to stay with the Company. We'll have more information to share with you on
the next call that we do. But Stini is very focused on the Integration etfort at this point. We'va got ta get the deal
closed, we've got to integrale the teams. Mukund, his brother, is going to continue (o lead the engineering effort
and report to Christin Muhinar as EVP of praduct development. And we're going to mave very fast to raally give
him the channel thet he's been looking for.

GREGG MOSKOWITZ: Great, thanks very much.
OPERATOR: (OPERATOR INSTRUCTIONS). Rich {Sealy}, TechTarget.

RICH SEALY, ANALYST, TECHTARGET: | just wanted to ask if you could elaborate on the inflection point you're
seeing in SOA, what you're actually seeing in the market that represents that?

. DAVID MITCHELL: Sure. | can' provide any hard-core stafistics at this point, but | willtel you thatfrom the *

salesforce's perspective it was a negligible part of thelr pipeline last year and it's become very aggressive and
robust this year. In fact, f is significant. And so that tefis us 23 menagement {hat these projects are moving out of
that proof of concept stage. We're seeing projects alraady over the map from the low six figures to the mld six .
figures to even now multi-million doflar SOA projects. It's very similar to the way clienVserver started to grow and
emerge, we're saelng similar behavior here.

OPERATOR: Ding Diana, UBS.

DINO DIANA, ANALYST, UBS: Somy about that. How many customers did infravio have?
MARK WABSCHALL.: Infravio has about a couple dozen customers today.

DINO DIANA: Okéy. Ard  read at this paint last year that they had 17 customaers. Is that right?
MARK WABSCHALL: That sounds reasonabie; | don't know what you're referring to.

DINO DIANA: Okay. I'm just wondering because | read somewhere that they had 17, if they have a few thousand
now and the ASP's at 250K, is there some kind of -- | mean, how do you go from 17 to whateverit is - 367

DAVID MITCHELL: Dino, maybe you weren’t on the call when we talked about this, but what Infravio has really
been working on to date is buiiding the broadest set of capabillities for this IT lifecycle managemen! around SOA
and really facusing on the governance. Sa most of their effort and investment has been in the R&D with about 50
develfopers in India, multiple iterations. And they've been doing some customer acquisition aiong the way to get
feerback, they've been working very aggressively with thosa customera to get thom referenceable.

And the next phase of their development was going to be investment in the channel —~ specific invastmant in the
channel. That's really what wehMathods brings to the tablé. In fact, we're not waiting for this to be inlegrated with
our overall fabric platform, we can sell this stand-alone today, and so we're going {o be releasing this immediately

T A Y el e rrems me e feasmmm e i = s m mremes
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to our salesforce as soon as the deal is closed so that they can start seiling the product as is.
DINO DIANA: | understand. t was on the call actually. What I'm wbndering s (multiple speakers)

DAVID MITCHELL.: It's our guess at what we think we're going to get in the first phases of this distribution
capability. .

DINO DIANA: So do you have an actual ASP for what they were doing before kind of your estimate you have
factored in?

DAVID MITCHELL.: | think it would be bacause the base is 50 small it wouldn't be meaningful. And keep in mind
they wera daing a lot of services to really get thosa customers up and running. And you have to do alot inthe ~
having been the 10th employee at webMethotis way back when, | remember quite fondly that you really have to
focus on getting the first few customers successful and not really concern yourseif with just maximizing license
revenus right in the beginning of those relationships.

DING DIANA: And in terms of Merck, Merck bought Systinet and | guess that was in January, BEA bought
Flashline, how do you see yeurself kind of differertiating versus — 1 didn't hear you mention Flashline. Did infravio
see them in the end deal?

MARK WABSCHALL.: No, Flashline is not this cepabiiity. Flashiine is really closer to what we did with Cerebra.
DINO DIANA: More on the repository side?

MARK WABSCHALL: In terms of that metadata capability. The company that looks the most in terms alike in terms
of !echnology is probably Sysunet

DINO DIANA: Okay. So | guess differentiate because you're offenng more end {o end.
cm - e om .“MRKWABSCHALL Thafsnonec‘ RTINS - hee e .. . B orie f e e n e se et sme ws
DINO DIANA Okay. Lasuy on the (multiple speakars)

* MARKWABSCRALL: K 16 govéFn"aﬁc‘e'plgcé‘The §Overnance piass is praty signnicant ant wa'l be Takinga
lot more about that in coming waeks.

DINO DIANA: Okay. Antl fastly, they opened siores that befieve in ESP to better sell | guess their reglstry and their
repository. | know it probably doesn't even come close to comparing to what you guys offer, but your lowest end
kind of ESB offering, is there any chance that this ~ could this become your lower end ESB or Is it just too light
compared to what you giready have?

MARK WABSCHALL: We've got a lot of exciting plans for what we're golng to do with these capebiiiies, and
again, we're going to share mare of that incoming weeks.

DINO DIANA: Fair enough. Thank you.

RICH CHIARELLO: '_I’his truly was a jewe!; we're gfad to have done this.
CHRIS MARTIN: Operator, we have time for ane more guestion.
OPERATOR: Sterting Auty, JPMorgan,

STERLING AUTY: Can you talk about what do you think the sales cycles are going to be iike for this tachnology?
¥'m just trying to get an understanding of you mentioned customers need this type of solution, but how long is it
going to take for the salesforce to really understand the ins and outs of the product, get it in front of customers so
that you can actually get purchase orders on this thing?
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RICH CHIARELLO: You've got to remember, this isn't a new market for us all of a sudden to be getting into.
We've been selling inlo this market space already for @ couple of years. We have products in this epace siready
and sc we understand what tha cycles are. What we're seeing and one of the leading factors to drive this forward
Is more and mora demand from customers and prospects ta basically go through a cysle where they get educatad
on what is possible with SOA and the potential benefits and very quickly seem to limit it to just a few players that
have a meaningful sofution.

And much like ather technslogy acquisitions, do some technical briefings and go right to a proof of concept. And
it's during that proof of concept that the PowerPaints and the website separate it from reality and in the customers
that I've spaken to af this company airendy. What they have found, and I've asked them, there’s only really two
venders they loaked st, thie one and brand ["S"}, and what they found was thet this was o much more meaningfu
praduct as far as achieving their goals of reuse and governance and that nothing elee came close. And 80}
anticipate us continuing to iean on that type of a seles cycle which force's the proof of concept with meaningful
criteria o have a sales cysle cuiminate in a license.

STERLIMG AUTY: So customers have Seen looking at it and testing it. Just what I'm trying to look at - | think’
strategicdlly it makes sense, | get that. I'm just wondering how reasonabie is it to go from a company that did less
then $1 million in trailing 12-month revenuse, has 65 employees and doing the number of deals that are going o be
necessary whether it's 200 or 300 a pop to get this thing to be accretive in March, that's what I'm wondering.

DAVID MITCHELL: We believe that thet's what our expectation shoud be based on what we sae in our already
developed pipeline; the new pipeline that we'll create with these capablilties and the fact that this Is what we do.
We know how to do this, particularly SOA. And the sales reps are going to embrace this very aggressively,
including the SE's who have already bean trying to address this for & couple yagars now with proof of concept.

STERLING AUTY Do you think that given March quarter betﬂg your ﬂscal fourth quarter thls gets nelted lnlo a
couple farger size deals, so it's not tike trying to get 10, 11, 12 of deals that fike 240 a pop, but multiple speakers)

customer base. Keap in mind, we aleo haie integratian world happeting in Naveniber, usually gét abaat 1000
_-people to attend that event. That's happening in Washington D.G. in November this is ,gplng to be frontandcenter . .. ..

for all of those great customers and new prosuects So'we think (here s goingto be a fot of Intaras(mg momentum
in Q3 and Q4.

STERLING AUTY: Thanks, guys.
CHRIS MARTIN: Thank you so much far joining us this morming and we'll see you later. Take cnro.
OPERATOR: This concludes today's conference cail. You may disconnect at this time.

{Thomson Financial reserves the right to make changes to documents, content, or other information on this weh
site without obligation to notify any person of such changes.

inthe conference calls upon which Event Transcripts are based, companies may make projections or other
forward-looking statements regarding a variely of items. Such forward-looking stelements are based upon current
expectations and involve risks and uncertainties. Actual results may differ materially from those stated in any
forward-laoking statement based on @ number of important factors and risks, which are more specifically identified
in tha companies' most recent SEC filings. Although the companies may indicate and believe that the assumptions
undertying the forward-looking statements are reasonable, any of the assumptions could prove inaccurate or
incorrect and, theretore, there can be no assurance that the resulls cortemplated in the forward-laoking
statements will be realized.

THF INFORMATION CONTAINED IN EVENT TRANSCRIPTS IS A TEXTUAL REPRESENTATION OF THE
APPLICABLE COMPANY'S CONFERENCE CALL AND WHILE EFFORTS ARE MADE TQ PROVIDE AN
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ACCURATE TRANSCRIPTION, THERE MAY BE MATERIAL ERRORS, OMlSélONS. OR INACCURACIES IN

THE REPORTING OF THE SUBSTANCE OF THE CONFERENCE CALLS. INNO WAY DDES THOMSON
FINANCIAL OR THE APPLICABLE COMPANY OR THE APPLICABLE COMPANY ASSUME ANY

RESPONSIBILITY FOR ANY INVESTMENT OR OTHER DECISIONS MADE BASED UPON THE
INFORMATION PROVIDED ON THIS WEB SITE OR IN ANY EVENT TRANSCRIPT. USERS ARE ADVISED

TO REVIEW THE APPLICABLE COMPANY'S CONFERENCE CALL ITSELF AND THE APPLICABLE
COMPANY'S SEC FILINGS BEFORE MAKING ANY INVESTMENT OR OTHER DECISIONS.}
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webMethods Expands India Development Center; Growing Presence Within
the Indian Market Designed to Facilitate Faster Product Rollouts and More

Comprehensive Customer Support

633 words

24 August 2008
08:30 AM

PR Newswire (U.S.)
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FAIRFAX, Va., Aug. 24 /PRNewswire! .- webMethods, Inc. (Nasdaq: WEBM), a leading business integration and
optimization software company, today announced the opening of its expanded India Development Center (IDC)
in Bangalore, india. Since launching the (DC in 2004, webMethods has grown its presence in India as a core
component of its strfategy to accelerate and expand product development in support of the company’s award-
winning product suite, webMathods Fabric(TM). In addition, the IDC also serves as an important component of
webMethods ' “follow-the-sun" servioe model, which distributes customer service requssts across multiple global
facllities to improve the speed inwhich these 1equosts are mel.

"By serving as a 'center of excalisnce’ for a number of development disciplines; the IDC has enabled us to further

enhance the efficiency and quality of our development efforts. We're delighted by the opportunity to further expand

our presence with the opening of a new IDC facility,” said Kristin Muhiner, executive vice president, Product

Development, webMethods,, Inc. “Having developed a significant competency with our core technology, the IDC

is playing an important role in our next major release, which will enable further advances In end-user productivity

through even tighter integration of service-oriented architecture with business process management. The 1DC has

-also-proven critical to-our efforts lo deliver seamless customer service ona 24.by7basis” . ... .. o ..ol

webMethods first initiated developmentin India two yeers ago with the company’s in-country warkforce having

.grawn considerably over the subsaguent hme petiod. | W!h these mcnased economws-ol—scala mbMMhods o

has been able to reduce research & development (R &:0) costs despite totai R & U headcount remaining
constant. The new IDC faclity will aliow webMethods to further expand this workforce.

The IDC also supports the operations of webMethods Global Services with Bangalore-based consultanis
helpirig to meet customer requirements throughout India and across the broader Asia-Pacific region. n addition,
these consultants work closely with tnany of webMetheds ' pariners that are based in the region, helping to
facilitate tho mixed delivery models -- on-site/off- site development - being employed by comorstions around the
world. )

"Our investments in India- {o date have produced saignificant dividands for webMethods , which has led us te
expand our commitmant to the IDC," said David Mitchell, president and GEO, webMethods, Inc. "Beyond its
impact on accelarating software development, the 1DC has elso proven to be an important base for expanding our
collaboration with key partners. Our SOA-based technology is allowing these partners to leverage the benefits of
service reuse to increase the speed and efficiency In which they're able to create highly targsted solutions for their
end customers.”

Mitcheli and Muhiner attended yesterday's official opening of the IDC in Bangalore, India.
About webMethodas, Inc.

webMethods (Nasdaq: WEBM,) provides business integralion software to integrate, assemble and optimize
available IT assets to drive business process productivity. webMethods delivers an innovative, emerprise-class
business integration platform that incorporates proven integration technology with next generation capabiiities into

AJS000188°
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one interoperable set of tools that delivers a unique combination of efficiency, agility and control. webMethods
combines indusiry leadership with 8 zealous cammitment ta auetomers to deliver tangible business value to over
1,400 global customers. webMethods is headquartered Inf airfax, Va., with offices throughout the U.S., Europe,

Asia Pacific end Jepan.

The webMethods name and logo are registered trademarks of, and webMethods Fabric is a trademark of,
webMethods, Inc. All other marks mentioned are trademarks or service marks of thelr respsctive companies.
SOURCE webMethods, inc. .

Jahn Cantay of wabMethads, Inc., +1-703-480-5386, or John.Conlay@webMethods.com

200608240830PR_NEWS_USPR_ __ DCTHO08.,m)
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webMethods expands its India Development Center
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webMethods expands its India Development Center

Growing Presence Within the Indian Market Designed to Facllitate I‘asler Product
Rollouts and More Comprehensive Customer Support

FAIRFAX, Va., Aug. 24, 2006 -- webMethods, .Inc. (Nasdaq: WEBM), a leading
business integration and optimization software company, today announced the opening
of its expanded India Development Center (IDC) in Bangalore, India. Since launching
the IDC in 2004, webMethods has grown its presence in India as a core component of its
strategy to accelerate and expand product development in support of the company's
award-winning product suite, webMethods Fabric(TM). In addition, the IDC also serves
as an important component of webMethoads' "follow-the-sun" service model, which
distributes customer service requests across multiple global facilities to 1mprove the
speed in whlch these requests are met.

"By serving as a 'center of excellence' for o number of development disciplines, the IDC
has enabled us to further enhance the efficiency and quality of our development efforts.
‘We're delighted by the opportunity to furiher expand our presence with the opening of &
new IDC facility," said Kristin Muhlrier, executive vice president, Product Development
... webMethods, Inc.."Having developed a slgmﬁcant competency. with ourcore ... ..
technology, the IDC is playmg an important role in our next major release, which will
enable further advatces in end-user prodiictivity thrgugh even tighter integration of

fittp://dssresources.com/news/ 1 530.php

- service-oriented architecture with-business process management. Ihe-l.D.C_has also.... .. 2 . ...
proven critical to it efforts to deliver seartiless custoirier seivice oni a24 by 7 biasis"

webMethods first initiated development in India two years ago with the company's
in-country workforce having grown considerably over the subsequent time period. With
these increased economies-of-scale, webMethods has been able to reduce research &
development (R & D) costs despite total R & D headcount remaining constant. The new
IDC facility will allow webMethods to further expand this workforce.

The IDC also supports the operations of webMethods Global Services with
Barigalcre-based consaltants helping to meet custoriter requirements throughout India
and across the broader Asia-Pacific region. In addition, these consultants work closely
with many of webMethods' partners that are based in the region, helping to facilitate the
mixed delivery models -- on-site/off- site development -- being employed by
corporations around the world.

"Qur investments in India to date have produced significant dividends for webMethods,
which has led us to expand our commitment to the IDC," said David Mitchell, president
and CEO, webMethods, Inc. “Beyond its impact on accelerating software development,
the IDC has also proven {o be an impottant base for expanding our collaboration with
key partners. Our SOA-based technology is aflowing these partners to leverage the
benefits of service reuse to increase the speed and efficiency in which they're able to
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webMethods expands its India Development Center
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create highly targeted solutions for their end customers.”

Mitchell and Muhlner attended yesterday's official opening of the IDC in Bangalore,
India. '

About webMethods, Inc.

webMethods (Nasdaq: WEBM) provides business integration software to integrate,
assemble and optimize available IT assets to drive business process productivity.
webMethods delivers an innovative, enterprise-class business integration platform that

. incorporates proven integration technology witi: next generation capabilities into one

interoperahle set of tools that delivers a unique comhination of efficiency, agility and
control. webMethods combines industry leadership with a zealous commitient to
customers to deliver taugible business value to over 1,400 global customers.
wehMethods is headquartered in Fairfax, Va., with offices throughout the U.S., Europe,
Asia Pacific and Japan.

The webMethods name and logo are registered trademarks of, and webMethods Fabric is
a trademark of, webMethods, Inc. All other marks mentioned are trademarks or service
marks of their respective companies.
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eWEEK

News
WebMethods Acquires Infravio for SOA Boost; The $38 million deal beefs up
WebMethods' SOA capabilities with a services registry and governance
functionality. '

Renge Boucher Ferguson

769 words

11 September 2006

eWEEK

PCW

English

Copyright (c) 2006 2FF DAVIS MEDIA Inc. Al Rights Reserved. Reprinted with permission from eWEEK.

WebMethods , which develops process integration software, announced Sept. 11 its intentions to acquire
Infravio, a company best known for its service-priented architecture govemance repository and its tireless work

with SOA standards-setting groups.

WebMethods will pay about $38 million for Infravia in a daal that is expected to close by month's end. The
company employs 85 people, including 50 developers in Chennal, indla. Al of the employees, mcludlng founder
Srinivas Balasubramanian, will be moving over to WebMethods .

The acduisl!ion of Infravio further builds out WebMethods ' capabliities in the SOA world by adding a services -
registry and goverance functionality’key capabilities as more'companies move toward a services-based
approach to building compoasite applications based on specific business processes. While a [ot of software

” developeérs Raveevolved to the point 6f providing sérvicés-componerits of their sbfiware avallable for integration
with other services-there is still a growing need for the abllity to register and govem the growing mass of eervices.

- “As-more-groups across-the enterprise adopt-S0OA,; the need for.govemance-becomes mere acute;” Miko - e e
Matsumura, vice presidant of mar’kéhng at Infravio, told éWEEK. "This jump-starts otr afforts 16 &idress thls
market demand as well as advances customers' ability to create a govemed enlarpnsawlde portfolio of capabllities
that can be recombined into business services.”

Jason Bloomberg, an anslyst with ZapThi_nk. in Waltham, Mass., sald WebMethods has "seen the SOA writing on
the wall for a while now. As a proprietary EA! [enterprise application integration] vendor, they really have lite
choios bui to tell the SOA istory, and in fact, they've been doing a raasonably goall jod teifing that story, yiven that
what ihey're rdally selling is an integretion Iinfrastructure.”

However, by aequiring Infravic, WebMethods is bringing in a clear thought leader in the SOA space, Bloomberg
said. .

“Infravio is at the eye of the SOA storm, focused on registry/repasitory, SOA govemance, and service life-cycle
management,” Bleomberg said. “The issue now is one of exacution: Can Infravio's leadership raise
WebMethods' SOA efforts to a leadership position, or will WebMethods* EAl ball and chain swamp Infravio's
vision? Onily time wili teil.” :

WebMethods , of Fairfax, Va., has slowly been transitioning from its roots as an enterprise application integration

compeny {0 a services inegrsation company based on SOA standards. In Oclober 2003, WebMétheds acquired

three companies that fdrmed the basis of its SOA strategy: Businese Activity Monitoring softwara developer Dante
Group; Weh services infrastructure software maker The Mind Eleclric; and portal builder DataChannel.

¢ ma msmAIn p N
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The Mind Electric tumed out to be a particularly key acquisition: The company’s founder and chief architect,
Graham Glass, beasma the chief technology officer of WebMethods , and ite GLUE sofiware provided
WebMathods with the basis for its Fabric platform for building and deploying distributed applications from any
Java object. Glass has since left WebMethgds. to form a community education program caifed Edt_J 20.

After infegrating the three companies, WebMethods announced Fabric in 2004. It has since built en its
capabilities both organically and througli acquisition. in August the company bought Cerebra, a privately held
company that develops semantic metadata managemert tachnology That companys software Is belng
embelided Into the Fabric plaﬂorm

Click here 10 read about WebMethods Access, a new companent of Fabric.

infravio is, In a sense, tha front end of WebMethods ' SOA-bullding software since SOA govemance enforces the
policies and procedures that determine how developers, IT staff and businass users actually utilize services
through an SOA life cycle (defined as design and run-time to ongoing changes in the system).

infravio’s software will be integrated into the Fabric platform By the fourth-quaHer.

"With the acquisilion of infravio, combined with our recent acquisition of Cerebra, we are demonstrating our
commitment to doing SOA the right way-a way that actually addrosses real market needs and challenges,” said
David Mitchell, president and CEO of WebMethods, In a statament.

WebMethods ' acquisition of Infravio represents a continuation of the consolidation in the SOA space. Eadier this
year, Mercury Interactive acquired Systinet, anather.SOA regislry and governance pravider, after which Mercury
itself was acquired by Hewlett-Packard. Alsa, Progress Software acquired Actional, 8 Web services management
- software provider. Other SOA consolidation moves include SOA Software acquiring Blue Titan; 1BM acquiring
Webily Solutions, and BEA Systems acquiring Fiashline.

- --~Check but eWEEKxom's Web Services Center forthe iatest news,reviews and analysis in Web services, - -

renee_ferguson@ziffdavis.com
~JBB28B - - < e o e L ey SR e s Sl L R e e e lm R L L L S 2 M
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Smaller IT firms moving jobs to india: Report

548 words
19 Septembar 2008

The Press Trust of india Limited

PRTRIN :

English

(c) 2006 Asia Pulse Pty Limited.

Washington, S_ept 19 (PT1) Although the past trend in outsourcing was confined to larger technological firms
shifting research and development resources overseas, the phenomenon is now catching up on the small and
mid-sizeo software companies moving into India.

Additionally, it has been pointed out that by gelting into India, where rasources are still available at a fraction of
American prices, the smaller start-ups are able to catch the attention of farger firms looking to make promising
investments, 'The Washington Post noted.

The repbrt alsg pointed to the faot that many Washington DC motio-based firms were fennlng out to different pans
of India, mcludlng Channal, Pune and Bangalare.

The first example cited is that of when WabMethods laoked at tiny California technology firm Infravio inc as an
acquisition candidate, the Fairfax company knew that Infravio's product would be a perfect fit for its software suits,
But the "real head-tumer® about the 85-person starl-up was the location of its employees — 50 software
developers in Chennal,

What is belng polnted outis that We'bMethods pald Uso 38 milion as a premlum pﬁce for a small company that
made leas than USD one million last year but that in the longer term perspective the purchase plays into the

- cost-cutting strategy WebMsthods has.adopted "Two years ago, WebMethods opened its 58-person India . -

Development Centre In Bangelore and chopped miilions of dollars from its budget as a result. The Infravio
purchase nearly doobles the company presence In India," The Post said.

computer system work together.

Sinae opening its Bangalore centre in 2004, WebMasthods saved USD & million il research and development
expenses, which totaled USD 40.2 million for the year ended March 31, according to the company's annual report
cited by The Post. The decrease “was primarily the result of increesing the proportion of our product development
staft in Bangalare, which Has lower personnat and operating expenses than our product devalopment centres in
the United States,” the company said.

Analysts sald WebMeihods , which reported a USD 5.8 million lass in its first quarter ended June 30, will most
likely expand its staff in India. And the new acquisition mey lead to lower eamings in the next thee months before
turning into profits by the end of March.

Other Washington metro ares comganies were also tuming into the overseas lalent pool with business and
government information technology provider IMC Inc of Reston employing 120 developers in its subsidiary in
Pune and the Vienna (Virginia) based indus Carporation opening a subsidiary In Bangalore four years ago with six
developers rising v 30 and planning more than 200 in the next two years, the paper sald.

Acquisitions in the view of Muir Macpherson of Georgetown University's McDonough School of Buslness arg the
easiest way for American companies to enter the foreign moritet.

*Wae're going to see a lot of deals that are taking advantage of an established workforce overseas. Buying up the
operations of a company already based in a foreign country can solve alot of problems and reduce a lot of risk,”

" WebMsthods.; has 840 employees around the worid and is into software that iets different applications ina
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The Washington Post: Smaller Firms Buy Overseas Shops;
WebMethods Follows Trand

BYLINE: Kim Hart, Washington Post Staff Writer
September 18, 2006 Monday

When WebMaethods inc. looked at tiny California technology firm Infravio Inc, as an acquisition candidate,

the Fairfax company knew that Infravio's product would be a perfect fit for its software suite. But the real

gead-tumer about the 65-person start-up was the.location of its amployees: 50 software developars in
hennal, india. ’

Analysts consider the $38 milfion WebMethods pald {o be a premium price for a small company that
made less than $1 million last year. In the long run, though, the purchase plays into the cost-cutting
stratagy WebMethods has adopted after four years of falling stock prices, roller-coaster revenue and
accounting problems. '

Two years ago, WebMethode opened ite 58-pserson india Development Center in Bangalore, and
choppad millions of dollars from its budget as a result. The Infravio purchase nearly doubles the
company's presence in India.

While large technology companles have.been maving research and development resources overseas for
nearly a dacade, such outsourcing Ivas also become important for small and mid-size software firms.

“Like a lot of software companies, WebMethods is trying to rationalize its costs by having as much

research and deveiopment offsitore as they possily can,” said Irit Eirad-Jakoby, an ahalysi that fallows
the company for Next Generation Eqolty Research LLC in Chicago.

‘WebMuthods, which has 840 employees argund the wo:ld. nakes Softward that 1ol diffetent applicationy -~~~ - =
ina computer sysiem wort together. S . .

aglgdlne deiité thodls Savid $5mllid n fesearehinnd develogaint..
- “gxpenkes; which totaled-$40:2 millonforihe:year€nded-March. 31, accarding 10:thie company's'anrual. - - - -+
report. The decredse, the cornpany sald, "was primarily the result of incredsing theé ptoportion of our
product dévelopment staff ih Bangalore, which hs lower pérsonnel and operating éxpenses than our
product development centers in the United States."

Analysts sald WebMethods, which reported a $5.8 million loss in its first quarter ended June 30, wll! most
likely expand its staff in India. After going public in 2000, the company's stock price has heen steadily
dropping from a peak of around $100 in 2001, WebMethods closed Friday at $8.17, down 13 cents.

Ten WebMethods execulives have resigned in the past two years, and the company restated its 2004
financlal earnings after discovering accounting errors by employees In its Japanese subsidiary.

Mark L. Wabschall, WebMethods' chief financial officer who will leave the company at year-end, sald he
expects the acquisition te lower earnings in the next three months before tuming aut a profit by the end of
March.

infravio's presence in India “is @ sweetener far this deal, and not a trivial one," sald Gregg Moskowitz, an
analyst with the Susquehanna Financial Group.

"The bar to make this an accretive transaction is much lower due to infravio's low cost structure.”
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Other Washington area companies have aiso taken the plunge into the overseas technological talent
pool. Business and government information technology provider IMC inc. of Reston employs 120
developers in its subsidiary in Pune, a town south of Mumbai.

indus Corp., a Vienna-based firm that sells information technalogy services to the federal govenment,
opened a subsidiary in Bangalore four years ago with six developers to maintain internal support
systems. The affice now has 30 employees and will have mote than 200 in the next two yeare as the
comparty goas after miete commercial clients, ehief executive Shiv Ktishnan said.

Acquisitions are eften the aasiast way for U.S. companies to enter the foreign market, sald J. Muir
Macpherson, assistant professor of strategic management at Georgetown University's McDonough
Schooi of Business.

“We're going to see a8 lot of deals that are taking advantage of an established workforce overseas,” he
sald. "Buying up the operations of a company already based in a foreign country can solve a lot of
problems and reduce a Iot of risk."

Peter S. Kastner, vioe president of IT rasearch for the Aberdeen Greup, a Boston market research firm,
sald venture capitalists are {ooking for companies with offshore development branches now that the
market in India is maturing.

*The economics of the software business are such that you can't get venture capital funding unless you
can show that you do research and development economically,” he said. "So they're demanding an
offshore outfit before they'll fund companies.”

By shelchmg into india, where development resources are readily avaliable at @ small fraotion of U.S.
prices, small start-ups can alse catch the a{tentloq of larger companies Isoking to make promising -
investments.

.. Manugistics Group Inc., a Rockville software company with 200 developers in , India, found that outin
- July when it was-bought-by Arizona-based JOA-Soffwaré Group Inc: ¥6r $213 Hhilliof, WHIlG: Manugistics
. presénce. abroad_wasn't the main reasdn for 1he aoqulsltion |t was an added bonus," sald Jennl Qltum a

A 3 e e it X

o lnfrawo‘ls the second eampany aoqulred ‘by WebiMettiods: It a-bast-momhr—fhé company bought SRR

privately hetd Cerebra Inc. in August for an undisclosed price.
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definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer 3 Accelerated Filer I  Non-Accelerated Filer O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YesOO No&@

AJS000198



BOPIDOUN L PO Pt

As of September 30, 2005, there were 53,653,038 shares of the registrant’s Comonon Stock outstanding. The aggregate
market value of such shares held by non-affiliates of the registrant, based upon the closing sale price (87.07) of such shares on

the Nasdaq National Market for such date, was approximately $375.4 million.
As of June 12, 2006, there-were onitstanding 55,195,175 shares of the registrant’s Common Stock.
DOCUMENTS INCORPORATED BY REFERENCE

Certain portions of the definitive Proxy Statement to be used in connection with the registrant’s 2006 Annual Meeting of
Stockholders are incorporated by reference into Part Ul of this Form 10-K to the extent stated. That Proxy Statement will be filed

within 120 days of registrant’s fiscal year ended March 31, 2006.
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References in this Annual Repornt on Form 10-K to “webMethods,” “we,” “us" or “our” include webMethods, Inc. and its

subsidiaries unless a statenent specifically vefers to webMethods, Inc.

FORWARD-LOOKING STATEMENTS

This Armual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 2|E of the Securities Exchange Act of 1934, as amended. BExamples of forward-looking

statements include, but are not limited to:

» projections of revenue, costs or expense, mrgins, income or loss, eamings or loss per share, capital expenditures,

requirements or other financial items, effective tax rate, sufficiency of working capital and projections regarding th
for our software and services;

cash
& market

» statements of our plans, objectives or expectations, including the development or enhancement of software, development

and contiriuation of strategic partnerships and alliances, contributions to revenue by our business partners,
implementation and effect of sales and marketing initiatives, future financial resuits, future financial results within

geographic or specific markets and the allocation of resources to those markets, predictions of the timing and type of
customer or market reaction to sales and marketing initiatives, the ability to control expenses, anticipated cost savings or
expense reduction strategies, future hiring, business strategy and the cxecution on it and actions by customers and

competitors;

= statements of future economic performance or economic conditions, the cantinuation of pattems identified as trends or

seasonal occurrences or the impact of recent or anticipated changes in accounting standards;

« statements of our plans for remediation of a material weakness, or other changes, in our internal controls over financisl

reporting; and

» asswimptions underlying any of the foregoing.

In some instances, forward-looking statements can be identified by the use ofthe words “believes,” “anticipates,” “'plans,”

“expects,” “intends,” “may,” “will," “should,” “estimates," “predicts,” “continue,” the negative thereof or similar expressions.
‘Aithough we believe that the expectations reflected in the forward-loakmg statements are reasonable, our expectations

reflected in the forward-looking statements could prove to be incormrect, and actual results could differ materially fromthose

indicated by the forward-locking statenients. Our’ fature’ ﬁoanml dondition.dnd iesults of opemlm

s, as vl as any forwnid-
"lfﬂt'im 1A unde"thé T

caption “Riaic Factors.” Achmvmg the future results ar accomphshments described orprojected in forvmd-lookmg statements
depends upon events or developments that are often beyond our ability to control. All forward-looking statements and all
reasons why actual results may differ that are included in this report are made as of the date of this report, and we disclaimany

obligation to publicly update or revise such forward-looking statements or reasons why actual results may differ.

PARTI

ftem1. BUSINESS
OVERVIEW

webMethods is a leading provider of business integration and optimization software. Our products and solutions enable

our customers to improve the performance of their organizations by implementing and accelerating business process

improvements. We work with our customers to increase the cficiency of their activities, improve their ability to adapt to
changing market conditions, and create competitive advantage through a focus on the business processes that run their
organizations. We use the term “Business Process Productivity” to describe this process-centric approach to business

performance improvement.
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We narket and sell our products and sotutions primarily to the largest 2,000 corporations worldwide (the “Global 2000™) and
major govemment agencies. We license software and sel! our services primesily through our direct sales organization
augmented by other sales channels, including our strategic software vendor partuers, major systems integrators with whom we
have strategic alliances, other strategic partners and distributors and, to a lesser extent, resellers. We license our software
primarily on a perpetual basis.

In our fiscal year ended March 31, 2006, we ndded approximately 140 new customers, and no single customer accounted for
more than 10% of our revenue in any quarter of tha fiscal year. As of March 31, 2006, we had approximately 1,400 customers
around the world, distributed across our target markets in manufacturing, process industries (such as chemicals, oil and gas,
life sciences, metals, paper and plastics), financial services, consumer goods manufacturing and retail, govemnment and
telecommunications.

PRODUCTS AND SOLUTIONS
webMethods Fabric

Our primary offering is webMethods Fabrictm, a unified business integration and optimization product suite that combines
the following capabilities into a single integrated software platform:

= Proven enterprise application integration (“EAT") and business-to-business (*B2B") integration capabilities drawn from
our product leadership in those markets,

* A comprehensive set of capabilitics for implementing Service-Oriented Architecture (“SOA™), which enables customers to
extend the value of existing IT assets by converting theminto reusable components that can be reassembled and
reconfigured to meet new business needs. These capabilities include an integrated Web services registry, Web services
monitoring, mediation, and management functionality, and real-time analytics for managing service levels,

* Mature Business Process Management (“BPM™) capabilities that arg:not.only targeted a} integraling an prganiztion’s
core, high-volume, mission-oritical businoss processes, but which also include rich wotkflow capabilities that allow
magual tasks and human decision paints to be incorporatad inta ao end-ta-end husiness process.
"7 "<Paicnt-pending Business Activity Monitoring (“BAM™) éa'i?lii]'it'i'e'k’ili’é’t provide real-time visibility into business process
perfomance, as well as the zhility ta predu:t excepuons by companng cum:nt achwty wnh hlsloncal nomes.

- Mth.b,,sb smnlsr  cipibilities dan-he. .fn.uqmnrnpﬂmunﬁwmerpmdupxs,'webehwe Lhat.the .umﬁcatmn ofthese ..o e
technologles int¢-a coithoi architecture, common operating-enivironimént, ind coiimon userespefience differentiaies -

webMethods Fabric from the products offered by our competitors.

In April 2005, we launched webMethods Fabric 6.5. In addition to numerous detailed feature enhancements, this release
delivered significantly higher levels of integration between the components discussed above, 83 well as considerable usability
improvements designed to rmake-end-users of the technology more productive. The latest version of the product suite provides
users with a seamless end-to-cnd experience from defining a business process, assigning the real-time business metrics that
they want to use to track busincss performance, creating the services and linking in the systems involved in the process,
deploying the resalts for snd-usors, and thun mouitoring the solution in action.

Other significant developments in the fiscal year ended March 31, 2006 include the following:

«In August 2005, we announced a stratcgic partnership and reseller agreement with NEON Systems, Inc. (now DataDirect
Technologies, an operating unil of Progress Software Corporation), that atlows us to offer NEON's Shadow RTE®
main fame integration technology for companies wanting to connect to mainframe systems and data using standard Web

services technology.

= In November 2005, we announced a licensing agreement with Fair Isaac Corporation to incorporate Foir Isaac’s Blaze
Advisor, a leading rules management product, as the embedded rules engine for future editions of webMethods Fabric.

This capability provides business users with added versatility
2
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and case-of-use in the way in which business rules and policies are created, managed, and changed within the
webMethods Fabric aperating enviromnent,

* In December 2005, webMethods Fabric was certified for conformance to the Common Criteria for IT Security Evaluation
(ISO Standard 15408). The Common Criteria certification is accepted intemnationally as a definitive standard for
guaranteeing that the integrity and security architecture of a technology have been thoroughly tested and validated by an
accredited, third-party source. In the USA, various govemment departments and agencies have policies requiring the vse
of Common Criteria certificd technology under certaln scenarios.

webMethods Fabric’s capabilities an: orgaoized into four prodnct gibupings: Enterprise Services Platform, Business
Process Managenient, Business Activity Monitoring and Composite Application Framework.

Enterprise Services Platform

CODIPID NN ISP Pl

The webMethods Enterprise Services Platforiram is the integration and SOA foundation ofthe webMethods Fabric product
suite. Conceptually, it serves as the basis by which systems are integrated and made available as reusable business services,
which can then be linked together into new business processes or assembled into new software applications. The key
capabilities of the webMethods Enterprise Services Platform include the following:

* Proven business inlegration functionality that provides customers a unified XML-based environment for addressing
both application-to-application and business-to-business integration scenarios, including the ability to connect reliably to
a variety of legacy systemns and packaged applications, communicate sccurely across firewalls, performdata
trans fonmations nnd mappings, end manage a cemmunity of trading partners.

* An extensive library af adapters that providos customers a standard mechanism for integrating applications that-have
proprictary programming interfaces, such as those fromn vendors like Oracle Cotporation and SAP. Using adapters,
developers do not have to leam the teehnical intricadies of each intorfaee; instead, they have a graphicalinterface for
configuring the operations to be performed against a software application. An adapter development kit simplifies the
creation of custom adapters for software applications that are not supported within our broad tibrary of adapters.
"« Support for a wite'range uf electronic commerce protacols that enable oustamers to integrate theirinformation systems
with those of their business partners to automate inter-conpany interactions, such as order management, inventory
' synchfonizition, logisfics managejnent and supply collaboration. Supponted piotocols and e-biisingss standaids include
"7 EDI, EDUNTVAST, ASZ, 3d AS3), RogettaNat, CIUX, PIDX, FDGSWIFT ind ebXML; =77 mm oo

* High performance messaging middleware that serves as the communications layer in the webMethods Fabric
architecture, and which enables the real-time, event-driven interactions needed for BAM and other high- volume
applications that toquire reliable message delivery and a scaleble publish/subscribe srchitecture capable of prouessing
thousands of messages persecond. A Java Message Service ('JMS”)-compliant interface is also available,

* Web services enablement and management features that allow customers to make integration assets created with
webMethods Fabric and existing application functions available as standard Web services, and then to manage the
deployment of those services and any other Web services in the environment, iespective of where they originate, with
enterprise-cluss quality of service. The Web services management capabilities integrated into webMethods Fabric include
a service registry, security, load balancing, fail-over, 8nd unique real-time service-level monitoring functionality enabled
by our patent-pending technology.
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Business Process Managemaent

Our BPM capabilities facilitate the design, deployment, and monitoring of business processes that involve interactions
between computer systems as well as people. Some busincss processes are automated, requiring minimal manusl intervention
(usuaily only to address exceptions), whereas other types of business processes, such as loan or claims processing, are
primarily manual in nature, Our BPM offerings support both scenarios. By providing an easy-to-use process modeling
environment that shiclds users fromthe underlying software applications and technical conmplexity, our solution makes it
fensible for non-technical staffto play a productive role s defining business processes. The visual design environment alows
customers to create workllow selutions, including the associated user intetfaces for presenting users with tasks and
information, with minimal software cading effost.

Business Activity Monitoring

Our BAM offering has capabilities that are based on a patent-pending technology that provide customers with a real-time
view into key business performance indicators (for example, order processing tiine), and the ability to be alerted proactively
when results deviate from established norms (for instance, if orders start taking longer than nonnal to process). The close
integration between our BPM and BAM capabilities mzans there is minimal incromental effort for the user to identify which
metrics to monitor for a given business process, Our BAM offering further reduces the effort on the pant ofthe user by
automatically monitoring certain pre-identified metrics and using statistical analysis to estabfish normal pattems ot behavior.
This allows the systemto alert the user to an exception to such pattems of behavior, through a unique feature called
“fingerpfinting,” enabled once the systemobserves current readings deviating frompreviously-seen rangas, The advastage of
our approach is that users are not required to define limits manually, and the system antamatically adjusts thresholds based on
actusl data (for example, accommodating variations in order processing time depending on the time of day). The real-time nature
of these capabilities enables customers to anticipate exceptions, allowing themto respand quickly and, potentially, to avoid
impact to the business. The ability to do root-cause analysis is a further decision-making benefit, helping customers determine
the specific factors contributing to 8 business process exception.

Compasite Application Framework

o The WebMeéthods Composite Applicatioi Friiiewd tiiril énables Sustoiiérs 10"dsseinble néw applications Gorthegervices . "

made available by the webMethods Enterprise Services Platform and other sources of Wb services. It provides an altenative
to coding traditionid) client/server-or Web applications frdmscrateh and is-especially advantagéous when there is-an inventory

- ~of existing bifsines copoHEALS fromwhich 0 ussenble new-sofwaré pplidatisiis: The webMethodsConposite Application --- -
" Fratewdrk includes & portal tiat served as ‘dhié prisfy ser intérface forthesd composite Softwilré applications, illoviog

people — both inside and outside the organization — to be provided with personalized, secure, access to the application
functionality, information, and business processcs that are relevant to their job function or relationship to the organization.

Business Process Productivity Soluttons

{n 2005, we launched a scries of targeted Business Process Productivity™ solutions that address specific industry needs.
Qur solutions combine the webMethads Fabric suite with intcliectual assets that include the folloawing:

» Personalized user interfaces and reporting dashboards to speed and simplify end-user adoption.

*Predefined business templates, rules, processes and key performance indicators to enhance the immediate business value
that thesc solutions can deliver.

» Doeumeunted reference architectures, implementation methodologies, targeted training programs, and user-based business
‘case analysis to help ensure successful implementation of the software.

4
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Our initial set of solutions are directed in the areas of compliance, financial setvices, and demand-driven enterprises (e.g.,
manufacturing, retail). We anticipate developing further golntinas in these and other areas in the futue.

webMethods for Compliance

webMethnds fer Complianos includes a continuous controls monitoring solution for Sasbanes-Oxicy and other regulatory
requirements. The solution provides businesses with the ability to continuously and automatically monitor their compliance
control points without tlie risks or costs associated with manual testing and controls. A compllance dashboard alerts users to
exceptions when confrol points are violated, while ducument rmaagement capabilities improve and secure infonmation Jow by
mamiging conteol and disclosure procedures. As pert of cur steategy to targot the canpliznce market, we entered into strategic
pantnarships with Bwise, Ine., e orovider of compliance aird cnterpiise risk rmnagement software, and Certus Software, Inc.,a
provider of corparate goveimance and compliance software.

webMethods for Financial Services

webMethods for Financial Services includes a payments processing solution that helps wholesale banks and other financial
institutions optimize the eorporate payments operations and reduce transaction costs while effectively managing associated
customer service level commitments. This solution helps organizations avoid financial penalties by continuously measuring
sdherence to important customer-specific Key Performance ladicators. This enhmnced, real-time process monitoring can alse be
used to delivor additional customer benefits, such as tlie abllity for end-users to inwnedlately detesmino payment status, which
provides corporaie customers with greater control over the cxucution of these tmnsactions while allowmg banks the
opportunity to assess ackditional fees as a result.

webMethods for the Demand-Driven Enterprise

webMethoris for thc Demaud-Driven Enterprise includes solutions for demand fulfillment monitoring, salcs and operations
planning, and store integration. Collectively; the solutions help enterprises bridge the gaps ‘within their supply chraing that
prevent them fiomrespanding effectively to chaages in demand.

The demand fulfillpient. monitoring solution helps. manufacturers to.increase.the. accuracy.ofarder.fulfillment by more. ... ... ©
effectively ind consisténtly niatching Supply with deindind throughoil their operations. Ificreases in proper order fulfiliment
trans|ate into benefits such as inventory reduction and shorter order-to-cash cycle times.
--“FheSiles-and ofjerdtisns plannmg-momtonng soluMonvhelps-mtmki's-and-mnufzcturers predistind mspond'mm'c f‘apuﬂy" B )
to chaiiges in déiiand. By providing supply ‘chaini‘éxecutivés with a consolidated, reak-time view into their Sales and operationat
plenning environment, organizations can quickly detect changes ia defmand and respond accordingly. This approach can be
critical in bringing products to narket and akignig the various resources needed aoruss seles, markoting, production, and
manufacturing. We entered into an agreement with Blue Agave Software, a provider of software solutions for improving
replenishment, demand management and fulfillment execution, to complement our offering.

The store integration solution aflows retailers to monitor sales at an item and category leveland to anafyze point-of-sale
data in near real-time to spot trends and to compare actual sales against forecast data. The benefits of this solution include
more responsive promotional activities and improved time-to-market.

SERVICES : o

We offer a rango of professional secvives to assist our eustomers both during the initial Ueployment of our products and .
thereafter to address aur customers’ needs through the entire project lifocycle. Qur professional services consuitants ere
located throughout the Americas, Europe/Middle East/Africa (‘EMEA"), Janan and Asia Pacific regions, allowing us to
provide localized, on-site support across our
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global customer base. Our services include “jump start” packages and full project implementations; advisory services,
including architecturc and performance sssessments, and scrvioes conceming strategy and best practices with regard to the
cstablishment of integration competency centers; product training; and ongoing outsourced maintenance and operational
support. We may provide these services directly or augment the efforts of a systems integration panner.

Qur professional services erganization has developed GEAR, an implenientation methodology darived ffom our experience
and specific to our products. GEAR provides customers with best practices, project templates, whitc papers, and other fools.
Together, these resources assist in gathering requiremeuts, capturing the scope ufthe project, defining the architecture,
implementing a solution, and rolling out the finished system

We have invested in developing a Service-Oriented Architecture strategy and architecture service offering to help
customers clarify their SOA strategy and cost-justify investments for both IT and business management. Our SOA
methodology involves a 10-step. roadmap for custamers that eulminntes in the delivery of an SOA business vision, architecture
blucprint, and plan that addresses the organizational and procedural aspects of implementing SOA.

We offer trainiug and coutinuing edncation to help ensure the success af our custoner implementations. We pravide a mix
of classrocin, onsite; and online training desigoed to hest meet aur users' requirements. We have regularly scheduled courses
cavering our entire product line and more than 20 key topics of interest to devclopers, administrators, and business analysts.

We offer our customers a variety of support and maintenaace plans designed to meet their specific needs, including the
option of 24-hour coverage, seven days per week We have established a “follow-the sun” support model designed to ensure
that our personnel are available during the business day in a variety of'time zones around the world, with major support centers
in Virginia and California in the United States, and in Australia, Japan and the Netherlands. Our resellers and diatrbutars
genemlly provide initial software support to their custnmers, and we provide secundary support on more complicated issues.
Ourn support and maintenance custamers and pariners also have access to the wehMethods Advantagem extranet, which
provides access to product documentation, discussion graups, implementation guides, technical advisories and access to our
customer service management system that allows individusls to submit and monitor the status of any technical issues.

SALES AND MARKETING

- We license our software and sell ourservices pnmmly through our direct salcs organization: Sccandary'sales channek:
include our strategic software vendor partners, major systems integrators with whorawe have strategic alliances, other pmners
and d:sm‘bu:ors In Japan and our Asia Pacific region and, to a lesser extent, in EMFA and the Americas, we also license our

. ..S0ftwire t}mmgh resellers. :whp-may also.sell.outcons ulting. and.unplememaﬁbn sérvices:-We have+élatioriships -with ‘avivhibigr- .

‘of réseélleis Ot distiibutdls With exgéfiist in seftaio A0Sy settork ‘o coilntiiés i which wé do not cudrently have a sigitificant
number of direct sales personnel We license our software primarily on a perpetual basis.

Our direct sales organization oonsists of sales representatives and pre-sulos consultants suppaned by persannal with
experience within the industries we target. At March 31, 2006, our sales and marketing personnel serving North America were
locatad in aur headquarters it Fairfax, Virginia, and in approximatcly 19 other offices in the United States and Canada. At that
date, our sales and marketing personnel in EMEA were located in nine countries, and aur sales and marketing personael in
Japan and our Asia Pacific region were located in Australia, Japan and five other countries. Information on revenue we derived
from our Awericas, EMEA, Japao ang Asin Pacific aperations, as weil as lony lived assets located in those geographic regions,
is inchyded in Note 20 of the Notes to Consalidsted Financial Statements inclnded elsewhere in this reputt. We expeet to
continue expanding owrsales nnd marleting group through targeted recruitment of qualified individuals.

6
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Our sales efforts are focused on customers, prospective customers and business partners in manufacturing, process
industries (such as chemicals, oil and gas, life sciences, metals, paper and plsstics), financial services, consumer gaods
manufacturing and retail, govemnment and telecomnmnications.

The sales cycle for our software typically ranges from sixto nine months. A prospective customer’s decision to use our
products may involve a substantial financial commitment, which mny require a significant evaluation period and approval from
or by the customer's senior nmnagemiont. A customer's decision to license certain of our products may also involve significant
user education and deployment costs, as well as substantial involvement ofthe customer’s personnel. Due to the nature of our
business, we heve no inveritory.

We have experienced quarterly fluctuations in our operating results and anticipate fluctuations in the future. In the past we
have experienced certain genersl seasonal factors, fromtime to time, such as when revenue in our second fiscal quarter (ending
September 30) has been positively impacted by hudgeting cycles of the U.S, Govemment, and has been negatively impacted
because businesses often defer purchase decisions during sumimer months, In addition, revenue in our thind fiscal quarter
(ending December 31) has been positively impacted by the cnd-of-year budgeting cycles of many Global 2000 companies, and
revenue in our fourth fiscal quarter (ending March 31) has been positively impacted, as revenue in our fisst fiscal quarter
(ending June 30) has been negatively impacted, by the annual nature of our sales compensation plans. Quarterly revenue and
opemting results depend on the volume and timing of orders received, which may be affected By large individual transactions
that sometimes are difficult to predict.

PRODLUCT DEVELOPMENT

We pursue a judicious mix of internal development, technology acquisition, and strategic partnerships to allow us to offera
compelling and differentiated solution.

We focus our ongoing product development efforts on a combination of enhancing, broadening, and deepening the

_ functionality of our core products to address new industries, , marketplaces, geographies and softwars alliances as well as

bnngmg about innovations to meet emergmg oppommmes We ‘have dedicated Mgmflcanl amount of effort to mtegmtmg our
various product capabilities to realize the vision of webMethods Fabric as a unified product suite. We maintain our primary

.. developirent centers in Fairlax, Virginia, Sunnyvale, Califomia and Bangalore, India aud have additional development teams in. _ ...

Denver, Colorado and Bellevue, Washington. Qur research and déveldpiient expendes, intluding stotk-based comipensation,
ware 340 2 xmlhnn 544 5 mllhon and $45.1 million in our fiscal yeurs ended March 31, 2006, 2005 and 2004, mspactwely The:
f res carch, ami developnpnt g:pgnses m ﬁscnl 2006 wns pmmnly lhe repult of mcn-.ssmg lhe o

than our pmduct developmem centers in the United States

STRATEGIC RELATIONS HIPS

We work closely with several major systens integrators and other strategic partners including Accenture, Atos Origin,
.BearingPoint, Capgemini, CGI-AMS, Crowe Chizek, CSC, Deloitte, EDS, Global eXchange Services, HP and TCS to support our
customers’ integration needs and to expand the resources available to implement our software, We invest in education to assist
our strategic partners in staying knowledgeable in, and proficient with, our software products and solutions. We belicve that
our investment in these relationships is important because our strategic partners’ promotion of our products as the most
appropriate solutian for their clients angments our direct sales force.

We also have strategic Original Equipment Manufacturer (“OEM") relationships with enterprise application vendors,
including Oracle Corporation aud SAP AG, whith help us in selling 1o prospective custoiners that own or plan to purchase
products from these connpanies i which a license-lhnited version of out sofiware may be embedded. We believe that this
provides us with an incunmbency ndvantage for maoy of the new business opportunities for which we canpete.

)
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" TINTELLECTUAL PROPERTY AND OTHER PROPRIETARY-RIGHTS

We believe that the relationships with our strategic partners resulted in, directly or indirectly, a significant portion of our
license revonue during the fiscal yenr ending March 31, 2606 and in prior fiseal years, sad we expect this to continue in future
periods. .

COMPETITION

The market for our softwarc and services is extremely competitive and subject to rapid change. We belicve that we have a
compelling offering in the webMethods Fabric product suite, significant expertise in application and trading partner integration,
a track record of innuvation, and are a recognized leadcer in ourindustry. However, we conpete with numerous other providers
of integration software produets. Qur competitors include BEA Sysiems, Inc., IBM, Microsoft Corporation, Oracle Corporation,
SAP AG, TIBCO Software, Inc. and a wide range of smaller vendors assaciated with the eapabilities that we offer. We may
encounter firther ennypetition from other emerging companies. In addition, we may face pricing presanres from.onr coment
competitors and new market entrants in the future, We believe that the competitive factows affecting the market for our software
and services are numerous and the specific importance of any one of these factors varies significantly for each customer.
These competitive factors include product functionality and features; performance and price; ease and cost of product
implementation; vendor and product reputation; quality of customer support services; financial strength; customer training and
documentation; and quality of professional services offerings. Although we believe that our software and services currently
compete favorably with respect to such factors, we may not be able to imintain our competitive position against current and
potential competitors.

Same of our current and potential competitors have longer operating histories, significantly greater financial, technicai,
product development and marketing resources, greater brand recognition and larger installed customer bases (han we do. Qur
present or future competitors may be able to develop softwarc similar to or even superior in functionality to what we offer,
some may be ablc to adapt more quickly than we do to new technologies, evolving indusiry trends or new customer
requirements, or devote greater resources to the marketing, design and development, and sale of their products. Accordingly, it
is possible that we may not be able to compete effectively in our markets, which may harm our business and opemmg msu\ts
TFWe ait not succelsfil i develgping new soRware and enhaRcérients to our éxisting s6RwarE or in achieving customer
acceptance, our gross margins may decline, and our business and operating results may suffer.

Our success is-heavily-dependent upon the technolagical and creative skills of our personnel and how successfully 'we can
.safeguard theirefforts:in developing and. gnmm;wgomqummgnhmd teclinology through.the protection-ofour ..
intellectual propeity ; nghts bradd namé, tind-associdtéd goodwill. We dépend upoii ourability to develop and-protect our
proprictary technology and intellectual property rights to distinguish our softwarc fromour conpetitors’ products. We rely on
a combination of confidentiality agreements, confidentiality proccdures and contractual provisions, as well as trade secret,
copyright, trademark and patent laws, to establish and protect our proprietary rights and accomplish these goals.

For example, we take measures to avaid disclogure of our trade sccrets, inchiding, but not limited to, requiring all cployees
and certain consultants, customers, pmspective customers, and others with which we have business relationships to execute
confidentiality agreements that prohibit the unauthotized use and disclosure of our trade secrets and other proprietary
materials and information. Further, we enter into license agreements with our customers, strategic partners, resellers and
distributors that limit the unauthorized access to, use and distribution of our software, documentation and other proprietary
informatios. Our lieense agreements with cur custamers, strategic partaers, resellets and distributors inpose restrictions on the
use af our technology, including prohibiting the reverse engineering or de-campiling of our software, impose restrictions on
the licensee’s ability to utilize the software and provide for specific remedigs in the event of a breach of these restrictions. We
also restrict access to our source code. While some of our license agreements require us to place the source code forour
softwarc in cscrow
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for the benefit of the licensee, these agreements generally provide these licensees with a limited, non-exclusive license to use
this code iu the event we cease to do business withont a successor or there is o bunlruptcy proteeding by or against us.
Certain agreements may provide that the licensee can use the escrowed source cade if we fiiil to provide the necessary
software maintenance and support.

We also seek to prateet nur technology, software, dacumentation and other proprietary information under the copyright,
trademack and patent laws, We assert copyright in our software, documentation and other works of authorship, and
perindicdlly register copyrights with the U.S. Copyright Office in qualifying werks of authoruhip. We assert trademark rights in
and Vo our name, product names, logos and othcr markings that awe designed to permit consumers to identify our goods and
services. We routinely file for and have been granted trademark protection frum the U.S. Patant and Trademark Office for
qualifying marks. We cutiently hold a tradeimark registration in the United States for varivus marks, including the
“wettMethods,” “B2B Intcgration Server” and “Gluc” marks, and s trademark registration in certain other countries and the
European Union for the “webMethods™ nark. We bave two patents issued in the United States and several patent applications
pending for technology related to our software. We may file additional patent applications in the United States or other -
countries in the future. '

Despite aur efforts ta protect auc proprietary rights, contraetual previsions, licensing restrictions and existing laws aod
remedios affoud us only limited protection. The steps we have taken to protect our proprietary rights and intellectual property
may not be adequate to deter misappropriation of our technology, and the protections we have may not prevent our .
conpetitors lrom developing products with functionality nc features similar to our software. For innic information regarding our
proprictary rights, see ltem 1A “Risk Faclors — If we are anable effectively to protect qur intellectual property, we may lose a
valuable asset, experience reduced market shure, or incur costly litigation to pmtect our rights™ end “Third-party claims that we
infringe upon their intellectual property rights may be costly to defend and could danmge our business.”

CORPORATE INFORMATION

webMethads, Inc. was organized in Delaware in 1996. We completed aur initial public offering in February 2000. Qur
executive offices are located at 3877 FatrfaxRxdge Road, South Tower, Fairfax, Virginia 22030, and our main telephone number is
(703) 460-2500. We opemte ina smgb segment of software and mlated services.

AVAILABLE INFORMA'I‘ION

Out itemet address i is www. webMerhods cont. We provide frec'of charge on theé Investor Relations page of 6l web site

"utwss‘ta‘dﬁr anipaT) l€p5l’i R Fbﬁﬁ' lo-!qqumtﬂy fepoTY o FmeO-Q,'ElTﬁe'nt'ﬁ'pons o 1*6:1‘158-1( EL iﬁnﬂu{é‘ms o

those lepons as soon as reasonably pnlcncable after eleclromcal\y filed with or fumished to the Securitics and Bchange
Conumission ("SEC"). Infonmation sppearing on our website is not incorporated by reference in and is not a part of this report,

EMPLOYEES

As of March 31, 2006, we enployed approximately 826 full-time eroployees. These included approximately 244 in sales and
marketing, 221 in professional services and technical support, approxinately 234 in research and development and
approximately 127 in other administrative areas, including accounting, finance, human resources, facilities and information
technology. Our future success will depend in part on our ability te attract, retain and motivate highly qualified technical and
management personnel, for whom competition is intease. Fromtime to time, we have employed, and will continue to employ,
independcent contractors and consultants to support research and development, sales and marketing, and business
development. Our employees generally are not represented by a collective bargaining agreement, although employees in certain
of our intemational subsidiaries have claimed membership in trade unions or sought to invoke union representation in certain
personnel matters. We
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have never experienced a strike or similar work stoppage and we consider relations with our employees to be good.

Iem1A. RISKFACTORS

You should consider the following risks and uncertainties when evaluating our statements in this report and elsewhere and
prior to making an investment decision as to our securities. We are subject to risks and unccrtaintics in addition to those
described below, which, at the date of this report, we may not be aware of or which we may not consider significant. Each of
these factors may adversely affect our business, financial condition, results of operations or the market price of our common
stock.

Our quarterly revenue, especially the amount of liccnse revenue we recognize in a quarter and our operating results conld
Jluctuate materially, which could significantly affect the inarket price of our common stock.

Our quarterly operating results have fluctuated in the past and are likely Lo do so in the future. A significanl reason for
these fluctuations is variation in the level of our quartcrly revenue, especially the amount of license revenue we recognize in a
quarter. which is diflicuk to predict with cetainty and which varies dcpending on a number of factors. Factors that may cause
our quarterly operating results to vary substantially in the future include:

» changes in demand for our software products and serviees;
. *the timing and tenns of farge transactions with customers;
. « the spending environment for business integration and optimization solutions;
*competitive pressures; '
» fluctuations in the rovenue and license revenue of our geographic regions;
-» our ability to execute on our business strategy and sales stmte-gies within the timeframes we anticipate;

« the number of our quota-bearing sales representatives, their experience with our solutions, software products and sales
. processcs and their capability to ulilizc oursolution-selling .appmach; o R I I AR PSS

« the timing and amount of revenue fromacquired technologws or businesses;

-the amonnt.and timihg.of opefating.expenses.and the success of attempts to. mc:easz.e:pensezﬁ'xcwncy.and ﬂle-tlmll'lg ——
ind amaimt'of Aoki-rechiring nr idn-cash-tharges;

= delays in the availability of new products or new releases of axisting products;

»costs of legal conpliance, including compliance with the Sarbanes-Oxley Act 02002 and regulatory tequlmments and
investigating allegations that may be made ot resolving any pending or threatened legal claims; and

« changes that we may make in our business, operations and infrastructure.

We ulso may experience delays or declines in expected total revenue or license revenue due to patterns in the capital
budgeting and purchasing cycles of aur cument and prospeotive customers, purchasing practices and requirements of
prospective customers, ineleding contract provisions or coniingencies thoy iy request, changes in demand for our software
and services, changes that we may make in our business or operations, economic uncertainties, geopolitical developments or
‘uncertainties, travel hmltatmns terrorist acts, actual orthreatened epidemics or other major unanticipated events. These
periods of slower or no growth may lead to lower total revenue or license revenue or both, which could cause fluctuations in
our quarterly operating results. In addition, variations in sales cycles may have an impact on the timing of our recognition of
license revenue, which in tum could cauge our quarterdy total revenue and aperating results to fluctuate. To successfully sell
our software and services, we generally nuist

10

AJS000210



delays in revenue.

The market price of our common stock fluctuates as a result af factors other than our quarterly total revenue, license
revanue and operating results, including actions taken by or performance of our competitors, estimates and
reconunendations of securities analysts, industry volatility and changes to accounting rules.

i

i

educate our potential customers regarding their use and benefits, which can require significant time and resources and result in l
|

The market price for our common stock has experienced significant fluctuation over the years and may continue to do so.
Fromour initial public offering in February 2000 until June 12, 2006, the closing price of our stock on the Nasdaq National
Market bns rangod froma high of $308.06 to u low of $3.96. In addition to our quarterly total revenue, license revenue or
operating results, this volatility in the market priee for our commnn stock may be affected by a nutthenofuther factors,
including:

= the overall volatility of the stock inarket, particularty the stock price§ of software and technology companies;
. ﬂuctuat_ion in the levels of lotal revenue, license revenue and operating results of competitors;

« changes in securities analysts’ estimates, recommendations or expéctntions with respect to our business, common stock
or our industry;

+ rapid developments, consolidation and technology changes within our industry; and

« changes to aceounting rules.

If any of thesc uorket or industry-based factars has a significant negative impact an the market price for our common stock,
investors could lose all or part of their investment, regardless of our actual operating performance.

Our markets are highly competitive, and we may not compete effectively.

The markets for business integration solnuons, Service-Orientod Archiitecture copabilities, Busmess Activity Monitoring
and Business Process Management solutions and Composite Application Framework capabilities are rapidly changing and
" intonsely compistitive. There ale & variety of insthods avdilible Y6.integrate voftwareapplicationd, nibiitorand optimize =~~~ ~
business processes and workflows, provide SOA, enable Web services and provide customers the capabilities to un, manage
and optbnize their onterprise. We expect that competition will remsin intense as the nnmber of entrants sud new technologies
- - incréases-Weé do not know-if oinr- nnrkntsw:ll widely adopt: and: deploy-ouir: SOA-tcelm ology; ourWebMeﬂmds Fibric pmdutt-
suite 6 dthér §6lutions we offer of havé diinounced. If ous techriblogy, software and sohitions are riot widely adoptéd by aur
markets or if we are not able to compete effectively against curment or fiture competitors, our business, operating results and
financial condition may be harmed.

Our cutrent aud potential compatitors inchude, among others:

« large soflware vendots;

* companies that develop their own integration software or Web services technology;
* business integration software vendors;

+ electronic data interchange vendors;

* vendors of proprietary enterprise application integration; and

» application server vendors.

We also face competition fromproviders of various technologies to enable Web services. Further, we face competition for
some aspects of our sufiware and service offerings from major system integrators, both independently and in conjunction with
corporate in-house information technology depanments. which have traditionally been the prevalent resource for application
integration. In addition, application software
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vendors with whom we have or had strategic relationships sometimes offer competitive solutions or may become orare
conpetitors. Some of our competitors or potentia{ competitors may have more experience developing tecbnologies or solutions
competitive with ours, larger technical staffs, larger customer bases, more established distribution channcls, groater brand
recognition and greater financial, iarketing and other resources than we do, Our competitors may be able to develop products
and services that are superior to our solutions, that achieve greater customer acceptance or that have significantly improved
functionality or performance as compared to our existing solutions and future software and services. In addition, negotiating
and maintaining tavorable customer and strategic relationships is criticat to our business. Our competitors may be able'to
negotiate strategic relationships on more favorable termss than we are able to negotiate or may preclude us fromentering into or
continuing strategic relatlonships. Many of our competitors may also have well-established relationships with oor cxisting and
praspective customers. Iincreaged compelition nay result in reduced margins, loss of sales, decreasod morket share or longer
sales cycles or sales processes involving more extensive derponsimtions of product capabilities, which in turn could hsonane
business, operating results and financial condition. ’

Economic conditions could adversely affect our revenue growth and cause us nol (o achieve our forecasts of license
revenue and total revenue.

Our abilily to achieve myvonue growth md profitnbility of our business depends on the overall demamd forbusiness
integration and optimization software and services. Our business depends on averall economic conditions, the economic and
business conditions in our target markets and the spending environment for information technology projects, and specifically
for business intcgmtion and pptimization solutions, in those markets. A weakewing of the economy in one or more of our
geogmphic regios, unanticipated major events and ecenomic uncerainties may make more ohallengiog the spending -
cnvironment for our soflware and services, reduce capital spending on information technology projects by our customers and
prospective customers, result in longer ssles cycles for our software and services or cause custonars or prospective customers
to be more cautious in undertaking larger license transactians. Those situations may cause a decrease in our license revenue
and total revenue. A decrease in demand for our software and scevices caused, in part, by an actual or anticipated weakemng of
the econoiny, domestically or mtematxonnl!y, may result in a decrease in our-revenue and growth rates.

Before the carrent fiscal year, we had a history of operating losses, and our failure to sustain profitability conld impact our

* . prospecis of achieving our growth targets and have a ‘material uuberse dffect onthe.murket price of oar contifon ¥eock,” ="~

During much of our history, we have sustained losses fromoperations. For a pumber of reasons described in other factors -
listed hgms we may not be able to ach:eve our an. ticipated levels aof to g_tal revcnue and license reyenue o Or lo conlml Qur _

" aperating expenses, which .could prevent us from achieving our forecasts of, operaling results, mcludmg sustaiing -

profitability. Any failure on our part to renmin profitable could have a rmaterial adverse cffect on the market price of our comimon
stock. Further, as discussed below, the expensing of stock options in the future is expected to add significant option
compensation expense that could significantly impair or delay our ability to maintain profitability. If we do not generate
sufficient revenue to achieve and maintain income from operations, our growth could be limited unless we are willing to incur
operating losses that may be substantial and are able to fund those operating losses fromour available assets or, lfnecessmy.
fromthe sale of additivnal capital through public or private equny or debt financings.

Troniing stock aptions and employee stock purchase plan pariicipation us & compensation expense could significantly
impair anr ability to sustain profitability ca a. GAAP basis, and mmy have aa adverse impaet on vur ability to attract wud
retain key persounel.

The Financial Accounting Standards Board has adopted SFAS 23R, “Share-Based Payment,” which will require us to
measure compensation cost for all share-based payments (such as employee stock options and participation in our enployee
stock purchasc plan) and record such compersation cests in vur
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. investors and securities analysts. We may fail accurately to forceast ons futwik fotal revenue, license revenue oroperating ... . ... .

consolidated financial statements beginning in our three month period ending June 30, 2006. We grant stock options to our
employeea, officers and directors and we administer an employee stack purehase plan (“ESPP™). Infonmation on our stack

-option plan and ESPP, including the shares rescrved for issuance under those plans, the terms of options granted, the terms of

ESPP participation, and the shares subject ta outstanding stock options, is included in Note 16 ofthe Notes to Consolidated
Financial Statcments of webMethods, Inc. included in this report. We are currently evaluating the impact of the adoption of
SFAS 123K on our results of operations, including the valuation methods and support for the assumptions that underiie the
valuation of the awards. However, we currently believe thal tlie adoption of SFAS 123R will have a material adverse effect on
our results of operations by increasing our operating expenses and reducing our net income and eamnings per share, which
could significantly impair our ability to sustain profitability. That impact could have a materiel adverse cffect an the market
price of qur connnen stock In addition, to the cxtent SFAS 123R makes it more difficalt ar ceatly to issuc stock option grants to
our exceutive officers sl entployees, we may he farced to aller aar stock-based campensation plans in ways that rednee
potential benefits to onr enployeas md impede our ability to attract, retain and motivate executive officors and key personnel,
which could adversely affect our business.

Our iuternational operations expose us to foreign curvency gains and losses.

Our operating results are subject to fluctuations in forcign currency exchange rates. We have not engaged in foreign
cumrency hedging artivities to mitigate a portian of these risks. Fluctuations in exchange rates between the U.S. dollar and
foreign currencies in markets where we do business could adversely affect our operating results, if we continue to not engage
in hedging activities.

Ifwe fail accurately to forecast our fisture total revenue, license ravenue or operating results, ;ve may not satisfy the
expectations of investors or securities anglysts.

We forecast our future total revenue and license revenue and operating results based upon information from our sales
organization, finauce and accounting departinent and other groups within our orgunization. Thie inforration on which our
forecasts are based refiect expectations of future performance and beliefs regarding continuation of trends and antlclpated
futuse achievements, which are uncertain and are subject to a number of risks and uncertainties that we attermpt to articulate for

regults due to a number of factors, inviuding changes in customerdeminid; éconoinit cofiditions, the tifing and tefirs of large -
transactiots with customers, oompemwe pressures, fiucluations in the total revenue and licenso revenuo of'our geogmphlc )

"regiotis, Gurability. to exccute on ol husmesg Mnitegy _g_nd; sales slrmeglcs chpnges o d:e number af q quota beanng salcs
. “Yepresentatives and their emene—?_wx!h 4\t SGITHONS, SORWAIT proAuCts, nna fnles processcs, the tyming 4Rd amount of ..

revenue from acquired technologm or businesses, delays in the availability of new praducts or new releases of existing
products, changes that we may make in our buisiness, operations and infrastructure, seasonal factors or major, unanticipated
events.

In eddition, we generally close a substantial number of license transactions in the last month of each quarter, which nmkes it
difficuit to predict with certainty the level of license revenue we will have in any quarter uatil near to, or after, its conclusion.
Our operating cxpenses, which include sales and marketing, research and development and general and administrative
expenses, are based on our expectations of future revenuc and are relatively foed in the short term. If total revenue or license
revenue falls below our expectations in a quarter and we are not able to quickly reduce our spending in response, our operating
results for that quarter could be significantly below the guidance we provide publicly er expectatinny of investars or securities
analysts. As a result, the market price o5 our common stock may fall significantly.

If we fail to attract and retain key executive officers and other key personnel who are essential to our business, our ability
to execute cffectively on our business strategy or our results of operations or financial condition may be adversely affected.

Oursuccess dcpands upan the continued service af key employcos who arc cssential to oor business, inoluding our
exccutive officers. None of enr curreot executive officers or key employees is bound hy an
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employment agreement for any specific tenn. The loss of any key executive officers orkey employees could potentially impede
our ability to execute effectively on our business strategy and could also potentially harmour operating resulls or finaocial
condition. Qur future success will also depend io large part an our ability to attmet and retain qualified executives and
experienced technical, sales, professional services, marketing and management personncl.

We may incur significant expenses in hiring new employees and in reducing our headcount in response to changing market
conditions.

Our success in expanding the scope of our operations is dependent on successfully nanaging our workforce. As we grow,
we ouist invesl significantly in building our sales, marketing and product development groups. Competition for these people in
the soRware inrustrics is ittense, and we may not be absle tn suocessfully recruit, train or retain qualified pexsommel. In addition,
we must successfully integrate new employees into our operations and geaerate sufficient revennes to justify the costs
associated with these employees. If we fail to successfully integrate employees or to generte the revenue necessary to offset
employce-related expenses, we may be forced to reduce our headcount, which would force us to incur significant expenses and
would adversely affect our business and operating results.

If we are unable to adapt and enhance our software producits to meet rapid technological changes, to provide desired
product interfaces or (o conform to uew indnstry standards, we could Inse strategic partners, customers and future revenue
opportunities.

We expect that the rapid evolution of business integration and optimization software and related standards and
technologics and protocols, as well as general technology trends such as changes in ar introductions of operating systems or
enterprise applications, will require us to adapt our software and solutions to remain conpetitive. Our software and solutions
could become obsolete, unmarketable or less desirable to prospective customers if we are unable to adapt lo new technologies
or standards or if we fail to adapt our products to new platforms or provide desired product interfaces. If our software ccases to

. demonstrate technology leadership, conformto industry standards, adapt to new pintforms or develop and maintain adapters. . . .

or interfaces to popular products, we may have to increase our product development costs and divert our product development
resourccs to address these issues. In addition, because our customers, prospective customers and certain strategic partners

. depend 00 anradapting and enhancing aur.software, pmdur.ls to meet tcchnologn:ul chauges. and to confonnto.ncw mduslry.r

stanilanis, miy failure o perocived ailure an our p.u't i 6o 5o could fesult in poréntiallosses of custoniers; prospective
cuslomcrs stmeglc panners und fu!nre revenie oppurlumues

" W, may face dqnwge fo the repmamm af our soﬁwnre and.a loss of revenue ifour soﬁwan proa'uu.wd'all !a perform as

intended or contain sigrificant defects.

Our software products ate complex, and significant defects may be found following introduction of new software or
enhancements to existing software or in product implementations in varied information technology environments. Intemal
quality assurance testing and customer testing may revenl product performance issues ar desirable feature enhaneenents that
could lead ns to reallocate product development resources or postpone the release of new versions of our software. The
reallocation of resources or any postponement could causc dclays in the development and release of future enhancements to
our currently avaitible software, require significant additiumni professionat services work ta address aperutional issues, darmage
the ceutation ol onr software in the marketplace and resuit s potontin] loss of revesue: Althongh we attempt to resolve uli
errors that we belicve would he cansidered serious by our partners ond eustomers, our software is not snor-free. Undetected
errors or performance problems may. he discovered in the future, and known errors that we consider minor may be considered
serious by our partners and customers. This could result in lost revenue, delays in customer deploynent or legal claims and
would be detrimental to our reputation. If our software experiences performance problems or ceases to demonstrate technology
leadership, we may have to increase our product development costs and divert our product development resources to address
the problems.
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Our business may be adversely impacted if we do not provide professional services to implement our solutions or if we are
unable to gstablish and waintnin relatiauships with third-party implementatiou providers.

Customers that licensc our software typically engage our professional services staffor third-party consultants to assist
wilh product implementation, training and other professional consulting setvices. We believe that many of our software sales
depend, in part, on our ability to provide our customers with these services and to aturact and educate third-party consultants
to provide similar services. New professional services persounel and service providers require training snd education and take
tine and significant resources to reach full productivity. Competition for qualified personnel and service providers is intense
within our industry. Our business mnay be hanned if we are unable to provide professional setvices to our customers to
effectively implement our splutions of if we are unable to establish and maintain relationships with third-party inplementation
providers.

We rely on strategic alliances with major systems integrators and other similar relationships to promote and implement our
Software.

We have established strategic relationships with system integrators and others. These stmiegic partners provide us with
important sales and marketing opportunities, create opportunities to license our solutions, and increase our implementation and
professional services delivery capabilitics. We also have similar relationships with resellers, distributors and other technology
leaders. During our flscal year 2006, our systems integrator partaers directly or indirectly influenced a significant portion of our
license revenue, and we expect that trend to continue in future poriods. 1f our relationships with our strategic partuers diminish
or teminate or if we fail to work effectively with our partners or to grow ourbase of strategie pariners, resellers atd
distributors, we might lose impostant opportunities, including sales and rmrketing oppartunities, onr business may suffer and
our financial results could be adversaly impacted. Our strategic partners often are not required to market or promote our
software and generally are not restricted from working with vendors of competing software or solutions or offering their own
solutions providing similar capabilities. Accordingly, our success will depend on their willingness and ability to devote
sufficicnt resources and efforts to marketing our software and solutions rather than the products of competitors or that they
offer thémselves. fthese reiationships are not successfui or if they terminate, our revenue and operating results could be
materially adversely affected, our ability to increase our penetration of our imarkets coulll be inpaired, we may have to devote
substantially more resources to the distribution, sales and marketing. implementation and soppast.of our soBwate then we .
would othenmse, ‘and our efforts ney not be as effectivé as those 5 6l ¢oMnipelitdors, which ¢ould hadni otir business, our
opcrating 1csults and oriterially inpact ihe market price of our comunon steek.

to our business, integration difficulties, increased debt ar cantingeut liabilities, dilution (o our stockhalders or other
adverse effects an future financial results.

We may make investments in, or acquisitions of; technology, products or companies in the future to maintain or improve
our competitive position. We may not be able to identify future suitable acquisition or investment candidates, and even if we
identify suitablc candisdates, may not be ahle o make these acquisitions nr investments an commercially acceptable tenvs, or at
all. With respect to potential future acquisitions, we may not be abie to realize future benefits we expected to achievce at the time
of entering into the transaction, or our recognition of those benefits may be delayed. In such acquisitions, we will likely face
many or all of the risks inherent in integmting corperate cultures, product lincs, aperations and businesses. We will he required
to train our sales, professianal services and customer supporst staff with respect to acquired software products, which can
detract fromachieving our goals in the currcnt period, and we may be required to modify prioritics of our product development,
customer support, systems engineering and sales arganizations. Further, we 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 our stockholders.
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We may not have sufficient resouirces available to us in the future to take advantage of certain opportunities, potentially
haruting our operatiug results and finencial condition.

In the future, we nay not have sufficient resources available to us to take edvantage of growth, acquisition, product
development or marketing opportunities. We may need to raise additional funds in the future through public or private debt or
equity financings in order to: take advantage of opportunitics, including more rapid international expansion or acquisitions of
complementary businesses or technologies; develop new software or services; or respond to competitive pressures. Additional
financing needed by us in the future may not be available on terms favorable to us, if at all. If adequate funds are not available,
not available on a timely basis, or are not availablle on acceptable tenms, we nmy not be able to take advantage of opportunities,
develop new software or services ur otherwise respond 10 unanticipated competitive pressures. .
{f wo are unable effectively to protect ourr intellectual property, we may lose o valuable asset, experience reduced market
share or incur costly litigation to protect onr rights.

Our success depends, in part, upon our proprietary technology and other intellectual property rights. To date, we have
relied primarily un 1 eonmbination of eopyright, trade secret, ttademark and patent laws, and nondisclosure and other contractual
restrictions on copying and distribution to protect our proprictary technology. Despite our efforts to protect our proprietary
rights, conttactual provisions, licensing restrictions and existing laws and remedies afford us only limited protection. The steps
we have itken to protect our proprictary rights and intellectual propesty may not be adeguate to deter misappropriation of our
technology. Unauthorized patties may copy aspects of our seftware and obtain and use information that we regmd as
proprietary. Competitors may uss sueit infonnation to enhanee their own proshicts or to creaie similar technology which
directly competes with gur praducts, potentially dimigishihg aur market share. In addition, the protections that we have may
not prevent our competitors from developing products with functionality or featun:s similar to our softwarc.

It is possible that the copyrights, trademarks or patents held by us could be challenged and invalidated. For exanple, we
cannot be cettain that the two patents we hold, those that we bave applied for, if issued; or our putentid! future pateuts wilinot
be successfully challenged. Foither, we csnnat-be certain that we will be able to-develop nreprietary products-or technologies
that are pateutable, that any patent issued to us will provide us with any competitive advantage or that the patents of others
will not seriously limit or hann our ability to do business. Other parties may breach confidentiality agreements or other

-+ protective contracts wg have-entered int, and we ey notbe able to eaforce utrrights in the evignt 6f thes¢ breachés. We miay. . .

not pe abie to detect amsuthotized tise af our praprietary infhrmation or take appropriate steps to enforce our intellestil
propéeity rights effectively. Pdhcmg thie inautherized use 6f our products and other propiietory rights is difficiilt-and expenslve,

..particularly given.the, global nature-and.-rebch-ofthe Titermet. Eﬁeuwwrcteeuon ‘of our m&éllécmil bmpék\yagh\s ﬂw?ybe R

lirtted s Ecttain cotintris because this laws 6fsoiné foreign couritries ‘do"fiat protéct proprictary tights to the Samé extent as
do the laws of the United States. A small number of our agreements with customers and systemintegrators contain provisions
regarding the rights of third parties ta obtain the saurce code for our software, which may limit our ability to protect our
intellectual property rights in the future. Litigation to enforce our intellectual property rights or protect our trade secrets could
result in substantial costs, may not result in timely relief and may not be successful. Any inability to protect our intellcctual
property tights could have a material adverse effect on our business, operating results and financial condition.

In addition, we license technology from third parties that is incorporated into our software, and we bundle technalogy from
third parties with our software. We also incorporate into our software certain “open source” software code or software tools,
the use of which in commercial software products, such as ours, may be prohibited or restricted now or in the future. Any
significant intemxption in the supply or support of any technology we license from third parties, or our inability to continue to
use “open source” software in our piuducts, conld adversely affect our business, anless and until we can replace the
functionality provided by the licenscd technology or “open source” software. Our use of licensed
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technology or “open source™ software could cause our products to infringe the intellectual property rights of others, cavsing
costly litigation and the loss of significant rights.

Third-party claimns that we infringe upon thelr intellectual property rights may be casuy to defend and could damage our
business.

We connot be certain that our software products and services do not infringe issved patents, copyrights, trademarks or
other intellectual propenty rights of third parties. Litigation regarding intellectual property rights is common in the software
industry, and we have been subject to, and may be increasingly subject to, legal proeeedings and claims fromtire to time,
including olainss of alleged infringeinent of intellectual property rights of third punies by us or eur licensees canceming their
use of our software products, technologies and services. Althimgh we believe that eur intellectual property rights are sufficient
to allow us to market onr software without incuring liability to third parties, third parties have brought, and may bung io the
future, claims of infringeiment against us or our licensecs. Because our saftware products ace integrated with our customers’
networks and business processes, as well as other software applications, third parties may bring claims of infiingement against
us, as well as our customers and other software suppliers, if the cause of the alleged infringement cannot easily be determined.
We have previously incuired expenses related to, and nmay agree in the future to indemify cerlain of our customers against,
claims that our software products or our customers’ soRtware products infringe upon the intellectual property rights of others.
Furthermore, former employers of our current and future employees may asscrt that our employees have improperly disclosed
confidential or proprietary information to us, These claims may be with or without merit.

Claims of alleged infringement, vegardless of merit, may have a material adverse effect on our business in a number of ways.
Claims may discourage potential customers fromdoing business with us on acceptable terms, if at all Litigation to defend
against claims of infringenwat or contests of validity may be yery time-consuming and may result in substantial costs and
diversion of resources, including our management’s attention to our business. In addition, in the event of a claimof
infringement, we, as well as our customers, may be required ta obtain one or nwore licenses from third parties, which may not be
available on acceptable terms, if at all, Furthcrmore, a party makmg such a claimcould securea judgment that leqmm us to pay

" subsitantial dafages, ind al§o includé an junction or other court order that could prevént us fromselling some orall of our
software products or require that we re-engincer some or sll of our software products. Cestain customers have been subject to
such clainss and litigation in the past, and we or ather customers may in the future be subject to additional clgims and litigation.
"We have settied two such ciaims and may in the future-settic any other such claims with which we may be iavoived, ‘regardless -
of merit, to avoid the gost ahd uncertainty of continuod litigation. Defense of any fawsuit or failure to obtain any such required.
hcenses could Bigh lﬁeanﬂyhann our business, opemtmg iisiilts drid fiianeial coridition'and the pricé af our comiron stock:

- "Mtha'u'gh Wwe E'Fty'g'eml‘hﬁhh'r“ms‘u'rn'n'i:e,“aﬁi cutrent msui'anéb Coverage may, rTBTij)pIy tb‘.'liﬁﬂ"lxkéfy whﬁld"a'ptofe.a us v

fiom, ail liablity thet may be mtposed under these types of claims. Our current insurauee pmgmm o oot cover clains of
patent mfnngemem

The use of open source sofiware in our products may expose us to additional risks.

“Opeun svurce” software is software that is covered by a license agreement which permits the. user to liberally copy, madify
and distribute the software for frec. Certain open source software is licensed pursuant to license agreements that require a user
who intends to distribute the open source software as a component of the user's software to disclose publicly part or all of the
source code to the user’s software. This effectively renders what was previously proprietary software open source software.
Many features we may wish to add to our products in the future may be available as open source software and our
development team may wish to. mnke use ofthis software 1o reduce development costs and speed up the development process.
While we monitor the use of all open source software and try to ensure that no open source software is used in such a way as
to require us to disclose the source code to the related product, such use could inadvertently occur. Additionally, if a third
party has incorporated certain types of open
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source software into its software, has not disclosed the presence of such open source software and we embed that third party
software into one or mnre of our pmducts, we coald be required to disclose the source cade to our product. This could have &
material adverse effect on our business.

The Sarbanes-Oxley Act of 2002 requires that we undertake periodic evaluations of our internal control over financial
veporting, and we have identified a material weakness that could harm our reputation and impact the market price of aur
common stock.

The Satbanes-Oxdey Act of 2002 requires that our management establish and maintain intemal control over financial
reporting and annually assess the effectiveness of our intemal control over financial reporting and report the results of such
assessment. Qur nianagement assessed the effectivaness of our interual control over financial reparting at Maroh 31, 2006 and
concluded, based npon their assessment, that u material weakness existed and, accordingly, that oue imtemnal control over
financial reporting was nat effective regarding the reliability of financial reposting and the preparation of financial statements
for extemal purposes in accordance with generally accepted accounting principles. As a result of management's canclusion
that our intemal control over financial reporting was not effective at March 31, 2006, duc to a material weakness, we must
change our intemal control over financial reporting to remediate such material weakness. In this situation, investors and stock
analysts may lose confidence in the reliability of our financial statements, we may not be auccessful in effecting the neccssary
remediation and we may be subject to investigation or sanctions by regulatory authocities. We cannot predict the outcoms of
our assessments in futuie periods. We also expect that we will continue to identify areas of interial control uver financial
reporting that require improvement, und that we will continue tv enhance processes and controls to addiess those issues,
reduce tire aunbar of oritical controls aod expand the global use of orkical controls, whieh will involve additional expense and
diversion of managemicat’s time and amy impact our results of operations.

Our disclasure controls and procedures and our internal control over financial reporting may not de effective to detect all
errors or to detect and deter wrongdoing, fraud or improper activities in all instances.

" ‘Our management does not expect that our disclosure controls and procedures or our intemal control over financial reporting
will prevent nll errors or dotcct or detec slf fraud. In tesigning our control systems, management recognizes that any contral
system, no matter how well designed and operated, can provide only reasansbic, not absolute, assurance af achieving the .
desired control objectives. Furthierthe design ofa ¢ontrol system must reflect the necéss:\y of cor'\'s'ldenng thie'cost-benehit’
mlahons)np of possible controls and progedures. Because of inherent linstationis in ‘any contrl system, no evihiation of
coritrisls ¢an pxoxlde absolute assumnce thaLall comml |ssug_s and mstnnces qf wmngdgmg, ifan Yo thn it may & ntfect.our

T opernrlons have'been aetec(ea 'l‘hesumherent lmmahons inchude the realities that judgments in decis: wn—tmkmg canbe- t";ulty, :

that breakdowns con occur because of simple emor or mistake and that controls may be circumvented by individuni acts by
some person, by collusion of two or more people or by management's overide of the control. The design of any coatrol system
also is based in part upon certain assumptions about the likelihood of a potential future event, and there can be no assurance
that any design will succeed in achieving its stated goals under all potential future conditions. Because of the inherent
limitations in cost-effective control systems, misstatements due to error or wrongdoing may occur and not be detected. Over
time, it is also possible that controls may become inadequate because of changes in conditions that could not be, or were not,
anticipated at inception or review of the connot systems. Any breakdown in our control systems, whether or not foreseeable
by managentent, could cause investors m lose confidence in the accuraay of our financinl n:porting and way have an adverse
impact nithe market price for our cnmmen siock.

Our financial statemnents may in the future be impacted by improper activities of our personnel.

Our financial statuments can be adversely irpacted by our employees’ improper activitiza and unauthorized actions and
their concealment of their activities. For instance, revenue recognition depends upon the terms of our agreements with our
customers, resellers and distributors, among other things. Our
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personnel my act outside of their authority, such as by negotiating additional terms or modifying tenrs without the knowledge
of management thut could impact onr ability to recognize revenue in a tinely mammer, and they could commit us to ohligations
or arrangements that may have o serious financial impact to. our results of operalions or financial condition. In addition,
depending upon when we learn of any such improper activities or unauthorized actions, we may have to restate our financial
statements for a previously reported period, which could have a material adverse effect on our business, operating results and
financial condition and on the market price of our common stock. We have implemented steps to prevent such conduct, but we
cannot be certain that these new or additional controls will be effective in detemring all improper conduct by our personnel.

Costs of legal investigations and regulutory.compliance matters may ficrease vur operating expenses and impact ur
operating results.

Investigations of allegations conceming activitics of pcrsonnel and investigation and resolution of legal claims have
resulted in significant expense and management time and attention, and we may incur additional expense relating to the
ongoing informal investigation by the Securities aud Exchange Cormmission with respect to improper activities of personnel at
our Japanese subsidiary. Further investigations or any future legal compliance or regulatory compliance matters could
significantly increase expense and demands on management time and attention In addition, we have incurred and will continue
to incur significant additional expense related to our effons to comply with the nufes and regulations enacted under the
Sarbanes-Oxley Act of 2002.

Our international sales cfforts could subject us tu greawr or unique uncertainties and addidlonal risk,

We have significant intemational sales efforts. Our intemational operations require a significant amount of attention from
our management and substantial financial resources. If we are unable to manage our intemational operations successfully and
in a timely manner, vur busiress and operating results could be Hanned. In addition, doing business intemationally involves

additional risks, particularly:
«the diffliculties and costs of staffing and managiog fareign opemtians; .. .
« the difficulty of ensuring adherence to our revenue recognition and other policies;
- « the difficulty ofmonitoting and enforcing intemal controls:and disclasure coatrols;

« unexpected changes in regulatory requirements, business practices, taxes, trade laws and tariffs;

= changes in a specific country's or region’s political or economic conditions.

We currently do not engage in any currency heclging transactions. Our fbreign sales generally are invoiced in the local
curmency, and, as we expand our intemational operations or if there is continued volatility in exchange rates, our exposure to
gains and losses in foreign cumrency transactions may increase when we determine that foreign operations are expected to
repay intercompany debt in the foreseeable future. Morcover, the costs of doing business abroad may increase as a resull of
adverse exchange rate fluctuations. For example, if the United States dollar declines in value relative to a local currency and we
are funding opeiotions in that catmtry fromour U.S. operations, we conld be required ro pay imore for salaries, cnmmissions,
local operations und marketing expenses, nach of which is peid in locs! cumrency. tn addition, exchange rate fluctuations,
cumrency devaluations or economic crises may reduoc the ahility of our prospective customera to purchase our software and

scrvices.
Because our software could interfere with the operations of our strategic partners’ and customers’ other network and
software applications, we may be subject to potential product Hability and warranty clalms by these strategic partners and
customers.

Qur software enables customers’ and certain strategic partners’ software applications to provide Web services, or to
integrate with networks and software applications, and is often used for mission critical
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functions or applications. Errors, defects or other performance problems in our software or failure to provide technical support
could result in financial or other damages to our strategic partners and customers. Strategie partners and customers could seek
damages for losses fromus. In addition, the failure of qur software and solutions to performto strategic partners’ and
customers’ expectations could give rise to warranty claims. Although our license agreements typically contaio provisions
designed to limit our exposurc to potential product kability clains, existing or future laws or unfavorable judicial decisions
could negate these limitation of liability provisions. Although we have not experienced any product liability claims to date, sale
and suppon of our software entail tbe risk of such claims. The use of our software to enable strategic partners’ and customers’
software applications to provide Web scrvices, and the intcgration of our software with our strategic partoers’ and customers’
networks and software applications, increasc the risk that a partner or custoner may bring a fawsuit against several suppliers if
an integrated conputer system faila and the cause of the failure cannet easily be determined. Even if our software is not at fault,
a product linbility claimhrought against us, cven ifnat successfl, could be time consuming and costly to defend and could
harm aur reputation. In addition, althongh we catry general liability insurance, onr current insurance coverage would likely be
insufficient to protect us fromall liahility that may be imposed underthese types of claims.

Some provisions of the Delaware General Corporation Law, our certificate of incorporation and our bylaws, as well as our
stockholder rights plan, muy deter potential acquisition bids, discourage changes in our munagement or Board of Directors
and hawe auti-takeower cffects.

The certificate of incorporation, as amended, of webMethods and our bylaws contain certain provisions, as does the
Delaware General Corporation Law, which may discourage, delay or prevent a change of control of webMethods or a change in
our management or Board of Directors, including through a proxy contest. In addition, our Board of Directors in 2001 adopted &
rights plan and declared a dividend distribution of one right for each outstanding share of our conunon stock. Each right, when
exercirable, entitles the registered holder to purchase cestain securities at a specified purchase price, subject to adjustment. The
rights plan may have the anti-takeover effect of cnusing substaniial dilution to a person or group that attempts to acquire
webMethods on teris not approved by our Board of Directors. The existence ofthe rights plan‘and the other provisions of the

. Delaware General Corporation Law, our certificate of incorporation and our bylaws could lgmit the price that certain investors

might t be willing to pay in the future for shares of our common stock, could discourage, delay or prevent a merger or acquisition
of webMethods that stockholders may consider favorable and could make it more difficult for a third party to scquire vs

. wnbout .the support ofour Board of Dircotors, oven if doing 50 wuuld be bencficialto vurstockholers, - - -- -

Item IB. UNRESOLVED STAFF COMMENTS
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Item2. PROPERTIES

Our principal adniinistrative, salcs, narketing and research and development facility is located in Fairfax, Virginia, and
consists of approximately 106,000 square feet of office space held under 8 lease that expires in March 2016. We maintain offices
for sales and research and development in Sunnyvale, California, Deaver, Colorado and Bellevue, Washington and a
development center in Bangalore, India. We also maintain offices for salcs, professional services and other personnel in the
United States in Califomia, Colorado, Georgia, [lfinois, Indiana, Massachusetts, Michigan, Minnesota, New Yorl, New Jersey,
North Carolina, Ohio, Pennsylvania and Texas. We nuintain offices outside the United States for sales, professional services
and other personnel in Australia, Belgium, Canada, Hong Kong, France, Germany, India, ltaly, Japan, Malaysia, the
Netheriands, People’s Republic of Ching, Singapore, South Kosea, Spain, Sweden, Switzerland and the United Kingdom

We provide customer technical support from our facilities in Virginia and Califomia in the United States and in Australia,
India, Japan, Malaysia and the Netherlands. We regularly evaluate the suitability and adequacy of our existing facilities and the
availability ofspacc for facilities .in new locations, and we believe that suitable space for new, replncement or expanded
facilities, as nceded, generally will be available on commercially reasonable terms.

Item3. LEGALPROCEEDINGS

A purported class action lawsuit was filed in the U.S. District Court for the Southem District of New York in 2001 that named
webMethods, several of our executive officers at the time of our initial public offering (IPO) and the managing underwriters of
our initial public offering as defendants. This action made various claims, including that alleged actions by underwriters of our
PO were pot disclosed in the registration statement and final prospectus for our [PO ar disclosed to the publie after our 1PO,
and sought unspecified damages on behalf of a purported class of purchaser af our common stock betwean February 10,2000
snd December 6, 2000. This action was consolidoted with similar actions against more than 300 companics as part of In Re
Initial Public Offering Securities Litigation (SDNY). Claims against our executive officer defendants have been dismissed
without prejudice. We have considercd and agreed with representatives of the plaintiffs in the consolidated proceeding to
enter into a praposed settlement, which was amended in March 2005 and preliminarily approved by the.court in late August.
2005, A faimess hearing was held on April 24, 2006, and a motion for final approval of the settlement is currently under
submission before the Court. Under the proposed settlement, the plaintiffs would dismiss and release their claims against us in

- exchange for a contingent payment guaranty by the insurance.companies collectively responsible orinsuring the jssvews in-- .- ~

tire consolidated action and assignment or surrender to the plamuﬁ's by the settling issuers of certain claims that may be held
againgt the mdérwriter défendants, 1tlus reasonable conperation with the plaintiffy with respect to their claims agatnst the |
underwriter defendants. We believé that  any material llabll_ty_ on_bg_half of webMzthads lhgumy__,_gmg\_tgge_r the __pmpgag_d, _
settlement would-be- covered: ‘by its inguranee polisies.

Fromtime to time, we are involved in other disputes and (itigation in tlfe nommal course of business.

Item4. SUBMISSION OF MATTERS ‘TO A VOTE OF SECURITY HOLDERS
No matters were submitied (o a vote of security holders during the fourth quarter of the fiscal year covered by this report.
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IkemS. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
webMethods common stock is publicly traded on the Nasdaq National Market under the symbol “WEBM". The high and
low sales prices of our common stock as reported by the Nasdaq National Market during the last two fiscal yeass are shown
below:

High Low
Year ended March 31, 2005:
First Quarter (ended June 30, 2004) $ 1080 $ 785
Second Quarter (ended September 30, 2004) 8.57 3.%4
Third Querter (ended December 31, 2004) 7.50 5.25
Fourth Quarter (ended March 31, 2005) 730 5.25
' : High Low
Year ended March 31, 2004:
First Quarter (ended June 30, 2005) $ 573 $450
Second Quarter (ended September 30, 2005) 7.32 LR x)
Third Quarter (ended December 31, 2005) 8.17 6.21
Fourth Quarter (ended Mareh 31, 2006) 8.50 726

As of June 12, 2006, there were approximately 325 holders of record of our commnon stock. The number of holders of record
of our conunon stock does not reflect the number of beneficial holders whose shares ure held by depositories, brokers or other
nominees. As of June 12, 2006, the closing price of our common stock was $9.30.

We hiave hevir declaied or paid doy ¢ash dividends on ouif comhioli stock: W cairently intend to rétain éamings, ifaiy, f6 ~
support our growth strategy and do not anticipate paying cash dividends in the foreseeabic future.

" Meni§. " SELECTED FINANGIALDATA - ©

The following sclected historica) consolidated financial data shquld be read in.conjunction with the Consolidated Finangial
Statements and notes thereto.and “"Management’s Discussiin.and Analysis.of Fingngial Conditign.and Resulls. of "Opemtions,” . _.

““which are included elsewhere ifr this- -répott: The historicil consolidated stateniént T opérations datd-forthe yéais ended

March 31, 2006, 2005 and 2004 and the historical consolidated balance sheet data as of March 31, 2006 and 2005 are derived
-fromour consolidated financial statements, which have been audited by PricewaterhouseCoopers LLP, ourindependent
registered public accounting fim, and are included elsewhere in this report, The historical consolidated statement of operations
data for the years ended March 31, 2003 and 2002 and the historical consolidated balance sheet data as of March 31, 2004, 2003
and 2002 are derived from our audited consolidated financial stntermnts not contained in this report. Historical results are not
necessanly indicative of future results.
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Consclidated Statoments of Operations Data:
Revenue:

License

Profcssional services

Maintenance

Total revenue

Cost of revenue:
Amortization of intangibles
License '
Professional services
Maintenance
Total cost of revenue
Grass profit
Operating expenses:
Sales and marketing costs
Rescarch and development costs
General and administrative costs
Restructuring and related charges
Amortization of goodwill and intangibles
In-process rescarch and development
Settlement of intcllectual property matter
Total 'o;;m'ting'upénse!
Operating income (loss)

. Interestincome . - . ... ol . R

Intercst expense
Other ingome (cxpensc) |

. Impairment of equity investments in private.companies

Net ifcaiive (loss) before income Taxes

Provision for (benefit from) income taxes

Net income (loss)

Basic net income (logs) per share

Fully diluted net income (loss) per share

Shares used in computing per share amount
Basic

Fulty tiluted

Consolidated Balance Sheet Data:

Year fnded March 31,

Casl, cash equivalents and short-term and long-term marketabic

securitics available for sale
Working capital
Total assets
Long-torm liabilities

"Total stockhalders® equity

2006 2005 2004 2003 2002
{In thousands, except per share amounts)
$ 87,449 $ 86,800 § 92,740 $117,066 $121,803
47,183 49,218 43,634 33,378 35,800
74,1386 64,583 53,167 46,310 38,393
208,818 200,601 189,541 196,754 195,996
2,397 2,397 1,199 - _—
1,002 1,252 2211 1,937 2,335
42,638 43,989 42,308 3911 34,491
12,774 12,965 11,205 10,277 8,069
58,861 60,603 56,923 44,125 44,895
149,957 139,998 132,618 152,629 151,101
74,084 84313 94,433 96,719 109,242
40,197. 44,518 45,060 47,538 62,160
23,812 25,042 17,880 17,878 19,805
41 5849 3,920 2,155 7,243
—_— -— - _ 38,697
_— — 4,284 - -—
— — 2,250 - —
138,504 159,722 167,827 164,290 237,147
11453 (19,724) (35,209) (11,661) (86,046)
4496 . 2,487 .- 2881 .. - 4,732 --- -9116- - - .
(82) (98) (205) (674) (553)
_ 807 .(124) 6y 8. . @8
i o KLOSTY e (1000) .. (SR00) .
16,674 08516 (33,029) (8.585) - (82,709)
(1,348) 23§ - — —
18,022 (18,751) (33,024) (8,585) (82,709)
$§ 034 $ (0.35) (063) $ (i1 § (1.67)
§ 033 $ (35) §$ (063) § (017 § (167
53,7719 53,103 52,137 51,282 49,493
55,045 53,103 52,137 51,282 49,493
March 31,
2006 2005 2004 2003 2002
{In thousands)
$162,314 $150,054 $155,947 $201,626 $211,842
143,270 108,340 93,692 149,424 178,909
302,811 275,344 283,650 304,436 324,063
5,723 9,884 7,439 7:267 21,653
206,778 184,532 192,137 218,559 215,544

AJS000223




AJS000224



- wd-Saiingy plr i B proVides s riﬁﬁliéinent Githe peﬂ'onmnge BT gur bUsméTss “Whd How well We are cxecuting our .
. opemung plgn

lem7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS -

INTRODUCTION

Management’s discussion and analysis of financial condition, changes in financial condition and results of operations is
provided as a supplement to the accompanying consolidated financial statements and notes to help provide an understanding
of webMethods, Inc.’s financial condition and results of operations. This item of our Annual Report on Form 10-K is organized
as follows:

» Overview. This section provides a general description of our business, the performance indicators that management uses
in assessing our financial condition and results of operations, and anticipated trends that menagement expects to affect
our finuncial candition and results of operations.

* Results of operations. This section provides an analysis of our results of operations for the three years ended March 31,
2006.

« Liquidity and Capital Resources. This section provides an anmalysis of our cash flows for the ycar ended March 3t, 2006,
and a discussion of our capital rcquirements and the resources available to us 10 meet those requirements.

* Critical accounting policies. This section discusses accounting policies that are cansidered important ta our financial
condition and results of operations, require significant judginent and require cstinates on the part of management in
application. Our significant accounting policies, including those considered to be critical accounting policies, arc
summarized in Nate 2 1o the acconmpanying censolidated financial statements.

OVERVIEW

We are a leading provider of business integration and optinilzation software. Our produets and solutions enable our

. Sustomers to improve the performance of their organizations by implementing and accelerating business prooess

improvements. Our primry offering is webMethods Fabric, a unified business integration and optimization product suite.

“gcnl2006 Review - . A crire o ae amems e s R R,

Managengnt uses. quantuatlve performance indicators to-assess our financial condition and Opemmg results. These
perfommnce indicators intlude total revenuies, licéiise reventies, mainténancé reveniiés, Sefvices reveaues, opemtmg rmrgm

Our tomi revenues far the yearended March 31, 2006 were approximately $208.8 million. This represents an increase of
approximately 4% over the prior fiscat year.

Our license revenues for the year ended March 31, 2006 were $87.4 million, or 42%, of our total revenues. This represents an
increase of 1% over the prior fiscal year. We receive licensc revenues from the sale of licenses of our software products
worldwide in vatious industries. We sell licenses of our products thmugh a direct sales force, tcsellcls or distributors, and
through alliances with strategic software vendor partners and major system integrators.

Our maintenance revenucs for the year ended March 31, 2006 were $74.2 miillion, or 36%, of our total revenues. This
represents an increase of 15% over the prior fiscal year. We receive maintenance revenues fromthe sale of a variety of support
and maintenance plans to our customers. First-year maintenance is usually sold with the related soRware license and is
typically renewed on an annwal basis. Maintenance revenue is recoguized ratably over the termof the maintenance contract,
which is typically twelve inonths.

Our professional scrvices revenues forthe year ended March 31, 2006 were $47.2 millism, or 23%, of our tatal revcnues. This
represents a 4% decline over the prior fiscal year. We receive professional services revenues Gom consulting and training
services provided to our customers. These services primarily consist
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of implementation services related to the installation of our software products and generally do not include customization or
development of our software products. These revennes are typically recognized as the services are performed, usually one
time and materials basis.

Our operating margin for the year ended March 31, 2006 was 5%, compared to negative 10% for the prior fiscal year.
Operating margin is the percentage of operating income (lnss) to total revenue.

For the year onded Merch 31, 2006, our earnings per share oa a fully-diluted basis was $0.33, compared to a loss per share of
$0.35 for the prior fiscal year.

The significant improvement in our financial sesults for the yesr ended March 31, 2006 is primarily due to a $21.2 willion
decrcase in operating expenses, an $8.2 million increase in total revenue, a $4.0 million increase in interest income and other
non-operating inceine, net, and a $1.3 million income 1ax benefit in fiscal yenr 2006 as compared to a $235,000 provision for taxes

1
g in fiscal year 2005.
4
4

Furtfier analyses of our performance indicators can be found in “Results of Oparations.”

Fiscal 2007 Outlook

Our focus in fiscal year 2007 is building on our success in 2006 by executing in key areas, including continving to innovate
on our integrated software platform, delivering compelling value propositions to customers, responding effectively to customer
needs, and continuing to focus on product excellence, business efficiency, and accountability across the company.

The key opportunities in our mad«:& for fiscal year 2007 include:

* The expected increase i adoption of Servxce-Onemed Architecture, or SOA, by our existing and prospective
customers; and

* The expected, continued increase in demand fromthese organizations for products and solutions that inprove operating
pecfotmiinee by iinproving the processes thatwa their businesses.

We believe that with webMethods Fabric we are well-positioned to take advantage of these market opportunities.
" Quir licolfsé revenues Wistarically have ficiuated quarterly and have generally been the highest in th third and foarth: -~
quaners of our fiscal yaar due to corpurate caluadar year-end spentling trends ac well as the'typical seaaqnahty xelated to the
end of our ﬁscal year. We belteVe !hnt thé Sc'asbnamy of our licénse mvenue is likely to conhnue

[y !t o ] o e e e e o e e o 0= mmm.

We btlleve that comu\m‘.d tmiestment i research snd developtmnt is cnncal to sthlcvmg Out’ suateglc ob]ectlves We
intend to increase our staff in the direct sales organization and increase our marketing efforis. We will continue to invest in our
corpurate Infrastructure to inprove the effectiveness of numagenent. As a resuft, we expect that research and development,
sales and matketing, and general and administrative expenditures will increase in absolute dolars in fiscal year 2007.

We have adopted SFAS Na. 123R “Share-Bascd Payrent" for all periods beginning with the quarter ending June 30, 2006.
Under SFAS 123R, sharz-based compensation cost is measnred at the grant date based on the fair value of the award and is
recognizcd as expense over the vesting period. We are currently evaluating the impact of thc adoption of SFAS 123R on our
financial position and results of operations, including the valuation methods and support for the assumptions that underlie the
valuation of the awards. However, we believe that the adoption of SFAS 123R will have a material effect on our eamings per
share.
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RESULTS OF OPERATIONS

The following table summarizes the results of our operations for each of the past three fiscal years (all percentages are

calculated using the underlying data in thousands):

Fscal Ycar Ended

" March 31, Percentage March 31, Perecntage
2006 Change 2008 Change
(S In thousands)
Total revenue 208,818 41% 200,601 5.8%
Total cost of revenue 58,861 Q9% 60,603 6.5%
% of total revenue 282% 30.2%
Gross profit 149,957 21% 139,998 5.6%
% of total revenue 71.8% 69.8%
Total operating expenses 138,504 (13.3)% 159,722 4.8Y%
% of total revenue 66.3% 79.6%
Operating income (loss) 11,453 NA (19,729) (44.00%
% of total revenue 5.5% 9.8)%
Net'income (loss) 18,022 N/A (18,751) @3.2)%
% of total revenue 8.6% 9.3y%

March 34,

2004

189,541
56,923
30.0%
132,618
70.0%
167,827
88.5%
(35209)
(18.6)%
(33,024)
(174%

Net income for our fiscal year ecnded March 31, 2006 increased to approximately $18.0 million froma net loss of $18.8 million
in fiscal year 2005, or an improveinent of $36.8 million. This improvement is due primatily to a $21.2 million decrease in total
operating expenses, an $8.2 million increase in total revenue, a $4.0 million increase in interest income and other non-operating
income, net, n.$1.7 million decrease in total cost of revenue aad a $1.3 million income tax benefit in fiscal year 2006 as compared
to a $235,000 provision for taxes in fiscal year 2005. Net loss for fiscal year 2005 decreased to $18.8 million from $33.0 million in
fiscal year.2004, or an improvenant of $14.3 million. This impmyement is due primarily.to an $11.1 million increase in total
revenue and an $8.1 million decrease in total operating expenses, partially offset by a $3.7 million increase in total cost of

revenue, a $1.0 million decrease in interest income and other non-operating income, net, and a $235,000 increase in income

taxes. .. . ... . PR I

Total revenue for fiscal year 2006 included a $2.6 million negative foreign cumency impact from certain intemational markets,

which was paitiaily offset by a $1.6 million positive foreign cumrency impact on total cost of revenue and t

e e o 2\ 5
. T8

- opehserREUHE in  negbrive inpartof $1,0wiiohToTpeaing incouis i fisealykar 2006: Totit reves

otaloperating”
e for fiscal yeur 2005 -~

"included a §5.3 million positive foreign curréncy impact from certain international markets, which was partially ofiset by a
$4.3 million negative foreign currency impact on total cost of revenue and total operating expenses, resulting in a positive

impact of $1.2 million to operating loss in fiscal year 2005.

Revenue

The following table summarizes our revenuc for each of the past threc fiscal years:

Fiscal Year Ended

March 31, Pertcliulge March 31, Percentage
2006 Change 2008 Change
(S in thousands)
License $ 87449 07% § 86800 6.4)%
Professional services 47,183 4.1)% 49,218 12.8%
Maintenance 74,186 149% 64,583 21.5%
Total revenue $ 208818 41% § 200,601 5.8%
26

March 31,
2004

$ 92740
43,634
53,167

$ 189541
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The following table summarizes our revenue by geographic region for each of the past three fiscal years:

Fiscal Year Bnded
March 31, Perccntage March 31, Percentage March 31,
2006 Change 2008 Change 2004
(S In thousands)
Americas $ 131410 99% § 119,610 45% $ 114507
EMEA 52,884 45% 50,599 12.5% '44,965
Japan 9,100 (40.00% 15,157 0% 15,472
Asia Pacific 15,424 ' 1.2% 15,235 44% 14,597
Total revenue $ 208,818 41% § 200,601 58% $ 189541

Total Revenue

Total revenue for fiscal year 2006 increased by approximately $8.2 million, or 4%, compared to fiscal year 2005. The increase
in total revenue was due to increases of $9.6 million in maintenance revenue and $649,000 in license revenue, partially offset by
a $2.0 million decrease in professional services revenue. Total revenue for fiscal year 2005 increased by $11.1 million, or 6%,
campared to fiscal year 2004. The increase in total revenue was due to increases of'$11.4 million in maintenance revenue and
$5.6 million in professional services revenue, which were partially offset by a $5.9 million decrease in license revenue.

Total revenue fromthe Amcricas for fiscal year 2006 increased by $11.8 million, or 10%, compared to fiscal year 200S. Total
intemational reveaue for fiscal year 2006 from Europe, the Middlc East and Africa ("EMEA™), Asiz Pacific and Japan decreased
by $3.6 million, or 4%, compared to fiscal year 2005. The decrease in total international revenue for fiscal year 2006 is primarily
due to a $6.] million, or 40%, decline in revenue from Japan, which was partially offset by increases in revegue from EMEA and
Asia Pacific, Our Japanese operations were negatively impacted by the management tumover and changes in the business of
our Japanese subsxdlary lelated to the mtcmal mvestxgauon that we dlsclosed in ﬁscal year 2005. Total revenue fromthe

year 2005 increased by $6.0 million, or 8%, compared to ﬁscal year 2004, Intemational n-.venue accounted for 37% of our total
_Tevenue in ﬁscal year2006 ard 40% i ﬂscal yeaxs 2005 and 2004.

Llcen.w Revenue

—_——— Llcgnsenvenue.for ﬁscalygarzooemcmsed by. 56‘9,000 -Or- M.conpared:o-fucal year 2005 Llcénse revenue for ﬁseal
y&ar 2005 decréased by $5:9 wiillioa, of 6%; in i3 ¢El yedi-2005 compared 1o fiscal yéar2004. The detreast i licenve révénud in
fiscal year 2005 was due in part to a significant decrease in license revenue in the first fiscal quarter of 2005 as many entesprises
became more cautious in their enterprise software spending. The decrease in license revenue was also due in part to lower
license revenue from Japan due to the distuption associated with the intemal investigation of our Japanese operations and
related management changes.

Foreign currency fluctuations had a ncgative impact on license revenue of $1.0:million in fiscal year 2006 and a positive
impact of $2.8 million and $4.8 million in fiscal years 2005 and 2004, respectively.

Professlonal Services Revenue

Professional services revenue for fiscal year 2006 decreased by $2.0 million, or 4%, compared to fiscal year 2005, The
decrease was primarily due te lower professional services revenue fromsubcontractors because we shifted a portion ofour
lower margin integration services to our systems integration partners. Professional services revenue for fiscal year 2005
increased by $5.6 million, or 13%, compared to fiscal year 2004. The increase was primarily due to an increase in the volume and
size of customer engagements,
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Foreign currency fluctuations had a negative impact on professionai services revenue of $628,000 in fiscal year 2006 and a
positive impact of $1.1 million and $1.9 million in fiscal years 2005 and 2004, respectively.

Maintenance Revenue

Mainteuance tevenae for fiscal year 2006 increased by $9.6 million, or 15%, compared to fiscal year 2005. Maintenance
revenue for fiscal year 2005 increased by $11.4 million, or 21%, conmpared to fiscal year 2004. Our existing customers contract
with us, sepanately from licensing our software, for software upgrades and technical support of software they have licensed
fromus. Our customers generally continue to subscribe for imnintenance and support when they are no longer required to pay
licensc fees. This results in increases in maintenance fevenue as the cumulative number of licensed copies of our software
increase. The icreases in maitenance revenue in fisoal years 2006 and 2005 were duc primarily to the increase in the total
number of copies of our sottware licensed to custoners, the curmilative effsct of agreements for pest-cantract maintenance and
support, which are recognized as revenue ratably aver the temnof the agreement, and the increased number of customers
subscribing for our 24 x 7 support plans, which involve somewhat higher prices than our standard support plans.

Foreign cutrancy fluctnations hmd a negative impact on maintenauce revenue of $949,000 in fiscal year 2006 and a positive
impact of $1.€ mlllion and $2.1 million in fiscal years 2005 and 2004, respectively.

Cost of Revenue

The following table summarizes our cost of revenue by type of revenue for each of the past three fiscal years:

Amorttization of Intangibles
% of License Revenie
Cost of License Revenue
% of License Revenue
" Cost of Professional Services Revenue
% of Professional Services Revenue .
Cost of Maintenance Ravanur

s ..%.&M!'ﬁtgnnnieﬁve;nue_-_..___. aer ee e e e

Total cost of revenue
% of Total revenue

Fiscal Year Ended

* March 31, Mareh 31, March 31,
2006 2008 2004
(3 in thousands)

2,397 2,397 1,199
A% 23% 1.3%
1,002 1,252 2211
L1% LM 24

43,688 - 43,989 42,308
90.5% 89.4% 97.0%

12774 12,9§5 11 ‘,205

o am oy . e — ........-._...-.-.._.__'..‘j:2%..- [YSTE— -_2'07‘6/0__... ....... zﬂ'%' P

58,861 60,603 56,923

28.2% . 30.2% 30.0%

Totat cost afrevanue for fiscal year 2006 decreased by approximately $1.7 million, or 3%, compared to fiscal year2005. The
decrease is due to a $1.3 million decrease in cost of professional services revenue, a $250,000 decrease in cost of license
revenue and a $191,000 decrease in cost of maintenance revenue. Total cost of revenue for fiscal year 2005 increased by
$3.7 million, or 6%, compared to fiscal year 2004. The increase is due to a $1.8 million increase in cost of maintenance revenue, a
$1.7 million increase in cost of professional services revenue and a $1.2 million increase in amortization of intangibles, partially
offset by a 51.0 million decrease in cost of license reveuue.

Total gross profit margin increased to 72% in fiscal year 2006 as compared to 70% in fiscal years 2005 and 2004. The
increase in fiscal yeur 2006 was primarily due to an increase in liceuse and maintenance revenue, as well as a decrease in our

total cost of revenue.

Cost of license revenue for fiscal year 2006 decreased $250,000, or 20%, compared to fiscal year 2005 due to lower royalty
fees from products embedded in our software that arc licensed from third parties.
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Cost of license revenue for fiscal year 2005 decreased $1.0 million, or 43%, compared to fiscal year 2004 also due to a decline in
toyalty fees. Amontization of mtaugible assets selated to acquired technalogy finmprevious acquisitions was the same in fiscal
years 2006 and 2005. For fiscal year 2005, aswortizatian of acquired intangibles increased $1.2 million, or 100%, compared to
fiscal year 2004. Gross profit margin on license revenue, net of the amortization of intangibles and cost of license revenue, was
96% for each of fiscal years 2006, 2005 and 2004.

Cost of professional services revenue consists prinarily of costs related to intemnal professional services and
subcontractors hired to provide implementation scrvices. Cost of professional services revenue for fiscal year 2006 decreased
$1.3 million, or 3%, compared to-fiscal year 2005 dute primurily to our hiring of fewer subcontractors to provide inplementation
services. Cost of professional services revenue for fiscal year 2005 increased $1.7 million, on4%, eompared to fiscal year 2004
due primarily to #n increase in the vohime and size of custainer engagements. Gioss profit maigin on professional services
revenue was 10%, 11% and 3% in fiscal years 2006, 2005 and 2804, respectively.

Cost of maintenance revenue for fiscal year 2006 decreased $191,000, or 1%, compared to fiscal year 2005 due to reduced
costs uf third party contractats. Cost of maintenance revenue for fiscal:year 2005 increased $1.8 million, or 16%, compared to
fiscal year 2004 due primarily to increased costs of third party contractors. Gross profit margin on maintenance revenue was
83%, 80% and 79% in fiscal years 2006, 2005 and 2004, mspecuvely The increase in fiscal years 2006 and 2005 was primarily
due to increases in maintenance revenue,

Operating expenses
The following table presents certain information regarding our operating expenses during each of the past three fiscal years:

Fiscal Year Ended

March 31, Percentage March 31, Percentage March 31,
2006 Change 2008 . Change 2004
o (S in thousands) :
Operating Bxpenses: .. A e . ..
Sales and marketing $ 74,084 a2n% $ 84313 (107)% $ 94,433
% of total revenue L 3% L T S
-” Resedrch aiid development TTTTITaR8T 7 T @ T 44518 ) (1.2)% - 45060
% of total revenue 19.2% 2.2% 23.8%
"General and ndminjslmive 23,812 (4.9% 35,042 40.1% 17, 880
-~ Y5 3Fiokal m}enuef et itasing | 7. e e 12‘5‘7""""""'“’_‘"__T"""“_ R %“ -
Restructuning and related chatges af 93.0% 5,849 49.2% 3,920
% of total revenue 0.2% 2.9% 2.1%
Ta-process research and development - — —_ (100.0)% 4,284
% of'total revenue - — 23%
Settlement of intellectual property matter -— —_— —_ (100.00% 2,250
% of total revenue —_ - ) 12%
Total operating expenses $ 138,504 (133% $ 159,722 4.8% §$ 167,827
% oftotal revenue 66.3% 79.6% 88.5%

Operating expenses are primarily classified as sales and marketing, research dénd development and general and
administrative. Each category includes related cxpenscs for compensation, employee benefits, professional fees, travel,
communications, allocated facilities, recruitment, amortization of defemred stock compensation and overhead costs. Our sales
and markcting expenses also include expenses which are specific to our sales and marketing activities, such as commissians,
trade shows, public ralations, business development costs, promotional costs, marketing materials and deferred warrant charge.
Also included in
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our operating expenses are restructuring and othcer related charges, in-process research and development and settiement of
inteliectual property matter,

‘Total operuting expenses for fiscal year 2006 decreased approximately $21.2 million, or 13%, compared to fiscal year 200S.
The decrease was due to a $10.2 million decrease in sales and marketing costs, a $5.4 million decrease in restructuring and other
related charges, a $4.3 million decrease in research and development costs and a $1.2 million decrease in general and
administrative costs. Total operating expenses for fiscal year 2005 decreased $8.1 million, or 5%, compared to fiscal year 2004.
The decrease was due to a $10.1 million decrease in sales and marketing costs, a $4.3 million decrease in in-process research
and development write-offs, a $2.3 millions decrease in settlement of intellectual property matter and a $542,000 decrease in
tesearch and development costs, partially offset by a $7.2 miillion increase in general and administrative casts and a $1.9 millioa
increase in restrectoring and other related chaiges. Foreign currency fluchuitions had a positive impact on tatal operating
expenses of $920,000 in fiscal year 2006 and u negative impact of $3.0 nillion in fiscal year 2005,

Sales and marketing expensc for fiscal year 2006 decreased $10.2 willlion, or 12%, compased to fiscal year 2005. The decrease
was prinarily due (o a $5.2 million docrease in petsonnel and related ovaihead costs, a $1.6 millioo decrease in referrals and
external commissions, a $1.4 million decrease in trave) costs, a $924,000 decrease in marketing costs and a $558,000 decrease in
professional services. Sales snd marketing expense for fiscal year 2005 decreased $10.1 million, or 11%, compared to fiscal year
2004. The decrease was primarily due to a 35.6 millions decrease in personnel and related overhead costs, a $1.1 million decrease
in travel expenses, an $844,U00 decrease in marketing program costs and a $542,000 decrcase in comnission expenses. The
decreases in sales and marketing expenses for fiscal year 2006 and fiscal year 2005 are primarily the result of a worldwide
progmimto reduce costs that comnienced in tie second tmif of fiscal year 2005 aud #r:litded headcount reductions,
consolidation of facilities and reductions in iravel costs, marketing programs and ather expanaes. Included in sales and
matketing expense was amortization of deferred warmant charge of $2.5 millien, $2.6 mitlion and $2.6 rillions for the fiscal years
2006, 2005 and 2004, respectively. The deferred warvant charge was recorded as a result of a warrant issued in connection with
an OEM Agreement with i2 Technologies (“i2") in March 2001. That warrant, as amended, permitted i2 to
purchase 710,000 shares of our common stock. The amortization of deferred warrant charge terminated at the end of March

* 2006. Sales and marketinp expense was 35%; 42% tnd 50% oftotéilfévenue in fiscal years 2006, 2005 and 2004, réspectively.

Research and development expense for fiscal year 2006 decreased $4.3 million, or 10%, compaied to fiscal yeur 2005. The

- . decrease was primarily.due.to a $4.6 million decrease-in personnel costs.and related overhead charges, primatily as-a-reswt.of

the increased utilization of our product development center in Bangnlore India dunng fiscal year 2005, which has lower
personnel costs and operating expetises than our product development centers in the United States, and a $278,000 decrease in

. travelcoits, parqglly offset by a.3418,000 increase in professionalservices costs. Research and development expénse for fiscal . _ .

. year: ar-3005-was rehuvely flat conparedto fiscalye year-2004. Research znd dcvelopment expense was 19%, 22% and 24% of total

revenue in fiscal years 2006, 2005 and 2004, respectively. As of March 31, 2006, spproximately 20% of our worldwide product
development staff are located in India.

General and administrative expenses for fiscal year 2006 decreased $1.2 million, or 5%, compared to fiscal year 2005. The
decrease was primarily due to a $1.1 million decrease in legal fees, a $722,000 decrease in bad debt expense, a $286,000 decrease
in business insurance and a $245,000 decrease in property, franchise and other taxes, partially offset by a $1.2 million increase
in personnel and related overhead costs. Included in generl and administrative expense was a $750,000 charge for a litigation
settlement payment, net of insurance reimbursement, General and administrative expenses for fiscal year 2005 increased
$7.2 miillinn, or 40%, compared to fiscal year 2004. The increase was primarily due:to a $2.7 million increase in legal fees, a
$2.2 million increase in uccounting and audit fces aad a $1.4 millian increase in persnnnel and related overhead costs. General
and administrative expense as a percentege ef total revenue, was 11%, 12% and 9% for fiscal years 2006, 2005 and 2004,
respectively.
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_ Other income (expense), 1 net

We have incurred restructuring and other related charges to align our cost structure with changing market conditions.
Restructuring costs decreased in bath amnunt and as a percentage of total revenue in fiscal year 2006 ns compared to fiscal
years 2005 and 2004. During fiscal year 2006, we incurred restructuring costs of $411,000, which includes restructuring costs of
$719,000 consisting primarily of severance and related benefits, net ofa 8308 000 reduction in the accrual for excess facilities
costs. During fiscal year 2005, we recorded restructuring and related charges of $5.9 willion, consisting of $2.8 million for
headcount reductions and $3.1 million for excess facility costs related to the relocation of our headquarters. During fiscal year
2004, we recorded restructuring and related churges of $3.9 million, consisting of $2.2 million for headcount reductions and
$1.7 million for excess facilities cost related to the consolidation of facilities and related impairment of fixcd assets. The
estimated excess facility costs were based on our contractuaf obligations, net of estimaled sublease income, based on current
comparable lease rates. We reassess this liability each periad based on market conditions. Revisions to the estimates ef this
linbility could nuterially impact our operating results and fiaancial poaition in futme periads ifantisipated events aud key
assunptions, such as the timing and amounts ofsublease rental income, either change or do not matenialize.

We incurred an in-process reseasch and development charge of $4.3 million for fiscal year 2004, There was rfo in-process
reseurch and developmeni charge for fiscal years 2006 and 2005. The $4.3 milion ehnrge duiing fiscal year 2004 consists ef: (i) a
one-time charge of $3.1 million rccorded in connection with the acquisition and write-offof The Dante Group technology and
(i) a one-time charge of $1.2 million recorded in connection with the acquisition and write-off of The Mind Electric technology.
We also incurred a $2.3 million charge in fiscal year 2004 related to the settlement of an intellectual property matter.

Interest income

Interest income was $4.5 million for fiscal year 2006 compared to $2.5 million for fiscal year 2005. The $2.0 million increase
was primarily due to the higher average balances of cash and marketable securities during fiscal ycar 2006 and higher interest -
rates on corporate paper, bonds and money market funds. Interest income was $2.5 million for fiscal year 2005 compared to
$2.9 million for fiscal year 2004. The $364,000 decrease was primarily due to the lower average balances of cash and marketable
securities during fiscal year 2005 as a result of the use of cash in connection with payments for acquisitions in October 2003.

Interest expense

Jmetest expenssh pnnunly.dueto-cqulpment leasing; anangcnnnts m{heAmencas For: ﬁsea}yearm interest expense - -

- L Lt St

Other incore (expense) net includes g gains and losses on forelgn cumncy transactions. Other income was $807 000 for
fiscal year 2006 as compared to other expense of $124,000 for fiscal ycar 2005 and $461,000 for fiscal year 2004.
Impairmeat of cauity investment in private companies

We recognized an other-than-tenporary decline in value of $1.0 million in private compaay investments in fiscal year 2005.

Income taxes

We reconded an income taxbenefit of $1.3 milliau in fiscal year 2006, which included a $2.1 million reduction of valuation
allowance on net operating loss camryforwards and other deferred taxassets of our Australian subsidiary. This benefit was
pantially offset by income tax expense o $757,000 incurred in our
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foreign operations and $38,000 of federal and state income taxes. During fiscal year 2005, we recorded income taxexpense of
$235,000 that was incurred in our foreign operatinns. There was no tax expense recarded for fiscal year 2004

Deferred income taxes reflect the net taxcflects of the temporary differences between the canying anwunts ef assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. The recognition of deferred taxassets
is recorded when the realization of such assets is more likcly than not, considering all available evidence, both positive and
ncgative, including historical levels of income, expectations and risks associated with estimutes of futurc taxable income and
ongoing prudent and feasible taxplanning strategies. We had provided a full valuation allowance against our net deferred tax
assets as of March 31, 2005 based on a number of faotors, which included historical operating perfonnance and cumulative net
losses. During fiscal year 2006, we released the $2.1 million valuation allowance for the net defetred taxassets of eur Australian
subsidiary because we determined that it was mare likely than net that the net deferrad tax assets would be realizable based on
ouranalysis of all available.evidence, both positive and negative.

As of March 31, 2006, we had net operating loss (*NOL”) carry-forwards of approximately $197 million. Thiese NOL catry-
forwards are available to reduce fitture taxable incone and begin to oxpire in fiscal year 2011. The realization of benefits of the
NOLs is dependent on sufficient taxable income in future years. Lack of future eamings, a change in our ownership, or the
application of the altemative minimum tax rales could adversely affect aur ability to utilize the NOLs,

Quarterly results of operations

The following tables set forth consolidated statcment of operations data for each of the eight quarters ended March 31,
2006 as well as that data expresscd as a percentage of the total revenue for the quarters prescnted, This information has been
derived from our unaudited consolidated financial statements. The unaudited consolidated financial statements have been
prepared oa the same hasis as the audited consolidated financial statements cantained elsewhere in this report and include all
adjustments, consisting only of normal recurring adjustments that we consider necessary for a fair statement of such
information. You should read this information in conjunction with our annual sudited consolidated financial statements and

. related notes appearing elsewhere in this. report. Historical results imay. not be indicative of future results.

‘Three Months Euded
Mar. 31, Dee. M, Sept. 30, Jane 30, Mar.31, Dec. 3, Sept. 30, Juac 30,
* _2006 2005 2008, .__2005 T ead00S 7 tz004 0T T FOAL T _ AW
[y ntha nn'mh)
Revenue: . . . .
. Litense . .. 821628 . $21.964 .. S819390_.. 518467 _..522.,490 . $25953.. _$23,8%( . _§14806. . .
Professional services - 1547 - 115627 11,326 - - 11,683 12,763 - " 11,854 12,077 12,524 -
Maintenance 19,241 18,908 18,452 17,588 17,982 17,156 14,838 14,607
Total revenue 59,416 52,499 49,168 47,735 52,935 54,963 50,766 41,937
Cost of revenue: '
Amiortization of intangibles 600 599 599 599 600 599 599 599
License 299 218 271 214 135 252 245 620
Professional services 12,013 10,368 10,008 10,299 11,293 10,402 11,070 11,224
Maintenance 3,182 2,864 3,473 3,255 3,344 3,362 3,210 3,049
Total cost of revenue 16,094 14,049 14,35} 14,367 15,372 14,615 15,124 15,492
Gross profit 43,322 38,450 34 817 13,368 37,563 40,348 35,642 26,445
Operating expenses: ’ o
Sales and rrurketing 20,209 19,549 17,051 17,275 19,187 22,764 20,587 21,775
Research and development 9,973 8,980 10,126 11,118 11,771 10,877 10,820 11,050
Gencral and administrative 6,270 5,927 5,401 6,214 8,008 7,093 4,368 5073
Restructuring and related .
charges (191) 117 43} 288 3,093 -_— 2,756 —_
Total operating expenscs
36,261 34,339 33,009 34,895 42,059 40,734 39,031 37,898
Operating loss - 1,061 4,111 1,808 (1.527) (4,496) (386) (3,389) (11,453)
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Interest income

Interest expense

Other (expeuse)/income

Impairment of cquity investments

in private conpanies
Net (loss)/income before taxes
Provision for (benefit from)

income taxes

Net (loss)/income

Basic net income (loss) per share

Shares used in compuging basic net
income (loss) per share

Diluted net income (loss) per share

Shares used in computing dituted
net iucome (loss) per share

Revenue:
Liceiise -~
Professional services
Maintenance ) L
* “Totdl rev:ehuc

(Cost of revenue:

T License.
Professional services
Maintenance
Tatal cost of revenue

Gross profit

Operating expenscs:
Sales and marketing
Research and development
General and administrative
Restructuring and related charges

Total operating expenses

Opernating income (loss)

Interest income

Intesest expense

Other (expense)/income

impairment of equity investments in

private companies

Net (loss)/income before taxes
Provision for (benefit from) income
taxes

Nct (loss)/income

. Amortization of intangibles

Three Months Ended

Mar. 38, Dec. 38, Sept. 30, June 30, Mar. 31, Dee. 3N, Scpt. 30, Juned0,
2006 2005 1005 2008 200§ 2004 2004 2004
(Ln thousands)
1,374 1,137 1,019 966 787 615 532 553
) (14) (46) an 15) (28) (29) 27
23§ 346 20 206 92) eq)) (116) 112
- — — — —_ — (1,057) —
8,665 5,580 2,301 (372) (3,816) 174 (4,059) (10,815)
(1,803) 70 243 142 40 126 65 q
$10,468 $ 5,510 $ 2,558 $ (514) $(3.856) $ 48 $(4,124) $(10,819)
0.19 0.10 0.05 (0.01) 0.07) 0.00 (0.08) (0.20)
54,367 53,7713 53,610 - 53,375 53,332 53,156 53,089 52,827
0.19 0.10 0.05 (0.01) .07 0.00 (0.08) (0-20)
56,550 55,778 54,305 53,075 53,332 54,144 53,089 5.2.827
As » Percentage of Totnl Rovenne
Mar. 31, Dec. 31, Sept. 30, June 30, Mar.31, Dee. 31, Sept. 30, June 30,
2006 1008 1008 3008 _32008 2004 2004 2004
| {la thousands)
46.5% 41.8% 39.5% ' 38.7% 419%% 412% °  41.0% 353%
21.1- 222 230 24.5 24.1 21.6 238 299
324 60 375 368 340 312 292 348
100.0 -~ 1000 100.0 " 100.0 100.0 100.0 100.0 100.0°
SO0 L SRS WSSO ¥ SO I NUUUUNE X DS 1 NN - RSO Y. B
0.5 0:4 06  0M ~08° . 05 0.5 15 -
20.2 19.8 20.4 2L6 213 18.9 21.8 26.8
5.4 5.5 7.1 6.8 6.3 6.1 6.3 7.2
27.1 26.8 293 30.1 290 26.6 29.8 369
72.9 73.2 70.7 69.9 71.0 13.4 70.2 63.1
34.0 37.2 347 36.2 36.2 414 40.6 519
16.8 17.1 20.6 233 n2 19.8 213 26.3
10.6 13 1.0 13.0 15.1 129 9.6 12.1
(0.3) {0.2) 0.9 0.6 5.8 — 5.4 -—
61.1 65.4 67.2 73.1 79.5 74.1 76.9 90.4
119 78 37 (3.2) (8.5) 0.7) (6.7) 213)
23 22 2.1 20 LS 1. 1.1 1.3
— - (o.n -— - {0.1) (0.1) 0.1
04 0.7 - 0.4 (0.2) —_ (0.2) 0.3
— —_ — —_ —_ — Q.1 -
14.6 10.7 5.7 (0.8) (1.2) 0.3 (8.0) (25.8)
(3.0) 0.1 0.5 0.3 0.1 0.2 0.1 0.0 _
17.6% 10.5% 5.2% {1.1Y% {2.3)% 0.1% (8.1)% (25.8)%
—— ——— ———— ] ——
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LIQUIDITY AND CAPITAL RESOURCES
Cash Flows

As of March 31, 2006 we had cash, cash cquivalents and short-termand long-term securities available for sale in the amount
of $162.3 nillion, as compared to $150.1 million as of March 31, 2005.

Net cash provided by nperating activities was $18.0 million in fiscal year 2006, resulting from net income of $18.0 million,

‘adjusted for $7.3 million of non-cash charges and partially offset by $7.3 million of net changes in assets and liabilities. The

non-cash charges included $5.3 million for depreciation and amontization expense, $2.6 million for amortization of stock-based
compensation, $2.4 million for amortization of acquired iutangibles and $2.2 million for ihe release of deferred tax valuation
allowance. The net changes in assets and liabilities included au $17.6 million increase in accounts receivable, a $12.9 tillion
increase in deferred revenue and a $4.4 million dectase in accrued cxpensces.

Net cash provided by investing activitics was $7.1 million in fiscal year 2006, resulting from the net maturities ofmarketable
securities uf$13.1 willion, partially offset by §5.1 million of capital expenditures and an $899,000 increase in restricted cash.
Capital expenditures consisted of purchases of operating resources to manage operations, including computer hardware and
software, office fumniture and equipment and leasehold improvements.

Net cash provided by financing activities was $4.3 million in fiscal year 2006, resulting from $3.6 million of net cash proceads
fromexercises of stock options and $1.3 million of uet cash proceeds from our Enployee Stock Purchase Plan (“ESPP") conmmmon
stock issuances, partially offset by payments of $585,000 on capital leases.

Liquidity Requirements

Debt Financing

We have a line of credit agreement with a bank to borrow up to a maximum principal amount of $20 million and a $2 million
equipment line of credit facility. Both facilities have a maturity date of June 29, 2006. .

We may botrow the entire $20 million opemling fine of credit as long as the aggregate balances of cash and cash

__equivalents on deposit with financial institutions in the United States and marketable securities trading on a national ¢ eu:hange .
are at least §85 milfion; otherwise, borowings under this facility are iimited to 8% of eligible accounts receivabie. Tnterest is-

payable on any unpaid principal balance at the bank’s prime rate. Borrowings under the equipment line of credit will bear
intercst at-a fiked 8% rate onprithe’ plhs 1%, itouroption dtd intist be tepmd over 36 rmn!hs Tho ggreesieht for batli fag::hues

|n"emde"fe§mﬂ’ve‘ebmants1hmq‘uwé*us toaiittain; nﬂﬁz_‘mhe\' things; & ﬂﬁd‘d’t‘ﬂuick nrs‘ets (a!; ueﬁﬁca it

agreemeat) to current liabilities, excluding deferred revenue, of'at 1éast 1.5t0 1.0 anda quarterly revenue covenant such thal
total revenue for each ﬂscal quarter must be at least $45 million. At March 31, 2006, we were in compliance with these
covenants.

As of Mnrch 31, 2006, we had not borrowed against the operating line of credit or the equipment line of credit. In connection
with the operating line of ciedit agreement, we have obtained letters of credit totaling approximately $2.6 million related to office
leases. As of March 31, 2006, we had $17.4 million available under the operating line of credit and $2.0 million available under
the equipment line of credit.
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Contractual Obligations

The lollowing table summarizes our significant contractual obligations at March 31, 2006, which are comprised of capital and
operating leases. These obligations are expected to have the following effects on our liquidity and cash flows in futurc periods:

Operating Caplital
(In thousands)

Years ending March 31, 2007 $ 11,562 3 264
2008 7,926 10
2009 4,612 . -—
2011 4,338 —_
Thercafter 18,131 —_

$ 50,848 3 274

Less amounts representing interest

: 269
Less curment porttion {259)
Capital lease obligation, net of current portion $ 10

Liguidity Outlook .
Our short-term liquidity requircments through March 31, 2007 consist primarily of the fanding of capital expenditures and
working capital requirements. We believe that cash flow fromoperations will be sufficient to meet these short-term
requirements. In the event that cash flow from operations is not sufficient, we expect to fund these amounts through the use of
cash resources. In addition, we expect to renew our credit line, which matures on June 29, 2006.
Our long-térti liquidity requiremetits consist primarily of obligatiofis unde our operating leases. We believe that cagh fiow
fromoperatioas will be sufficient to meet these long-tenm requirements.
In addition, we may utilize cush resourees, equity financing-or debt-financing 1o fund acquisitions or investwentsin =~ - =
complementary businesses_ , technologies or product lines.

— ...ij.ﬂgl.qiu:.e;.s.b_e_gtlgmi-ggmz;(s..'..-..... e o e e e e et o et "

‘We are not a'part'j to &ny ugmel'nents with, ;)r commitments to, any special-purpose cntities that would constitute off
balanee sheet financing.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires us to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenue and expenses, and related disclosures. We evaluate our estimates on an ongoing basis,
including those related to allowances for bad debts, investments, intangible assets, income taxes, restructuring accrual,
contingencies and litigation. We base our estimates o historical experience and an various other assumptions that we belicve
are reasonable under the circumstances, the results of which formthe basis for making judgments about the carrying values of
assets and liabilities that are not readily apparent from other sources. Actual results may differ for these estimates under
different assumptions or conditions.

We believe the following critical accounting policies affect the more significant judgments and estimates used in the
prepamtion of our consolidated financial statements.
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Rewvenue Recognition

We enter into amangements, which may include the sale of licenses of our software, professional services and maintenance
or various combinations of each element. We recognize revenue based on Statement of Position (“SOP”) 97-2, “Software
Revenue Recognition,” as amended, and modified by SOP 98-9, “Modification of SOP 97-2, Software Revenue Recognition,
With Respect to Certain Transactions." SOP 98-9 modified SOP 97-2 by requiring revenue to be recognized using the “residual
method” if certain conditions are met. Reyenue is recognized based on the residual method when an agreement has been
signed by both parties, the fees are fixed or determinable, collection of the fees is probable, defivery of the product has
occwired, veador specific objective evidence of fair value exists for any undelivered elbment, and 1o other significant
obligations remnin. Revenue alincuttd to the undelivered elements is deferred using vendor-specific objective evidence of fair
valut of tho elements and the remaining gortion of the fee is aflocated to the delivered elemertia (genealiy tite software license).
Revenue on shipments to resellers is recognized when the praducts anz sold by the resellers to an end-user custnmer. Provided
that all other revenue criteria are met, fees from OEM custeters are generally recognized npon delivery and ongoing royaly
fees are genelly recognized upon reported units shipped. Judgments we make regarding these ites, including collection risk,
can materially impact the timing of recognition of liccnse revenue.

Many custnmery wha license our saftware also enter inte separate professianal services arangements with us. Sarvices are
genemlly scparable frounthe other elements nndes the arrangercent since the performance of the services is not essential to the
functionality (i.e. the services do not involve significant production, modification or customization of the software or building
complex interfaces) of any otlier element of the transaction. Generaily, consuling and implewnentation services are sold on a
time-and-smatorinls basis and revenue is recognized when the services are performed. Contracts wiiy fixeti or not to excecd fees
are recagnized on a peiepntage-of-commpletioo metirod. Ifthare is a significant uncortainty aboot the project congletion or
receipt of payment for professional services, revenue ia deforred until the uncertainty is sufficiontly resolved.

Policies related to revenue recognition require difficult judgnients on contplexmatters that are often subject to multiple
sources of authuritative guldance aud evolving business practices. These sources may publish sew authorilative guidince
which might impact eurrent revenuo nengnition policies. We continue. 1o gvaluate our revenue recoguitlon policies as new
authoritative interpretations and guidance are published, and where appropriate, may modify our revenue recognition policies.
Application of our revenue recognition policy requires a review of our license and professional services agreements with

. customers.and may require.management to. exemse.;udgmntm evaluatmg whelher.dehvery ‘has-ocquired; payweats are fired.- - -

or detenninable, volleciion is probable, and where applmblq., if vendor-apccil' c objective evidence of fhix value exists for
undelivered clethents of the eontract. (f we made dhffetent judginents or utilized difEirent estinuics for any p:nod tmtemﬂ

<Y e = sl Gremmes mnt wma o w8 aie twe wt mam e imwes fhe e At et mue =i ean

L '_dltfenences in the. gmount and tmng ofrevenue rcgqgnwed could result.

Allownnce for Doubtful Ascounls

We maintain allowances for doubiful accounts for estimated losses which may resull from the lnability of our oustome:s to
make tcquied payments to us. Thiese allowances are established throngh analysis of the creditworthiness of each customer
with a receivable balance, deternined by credit reports from third parties, published or publicly available financiat information,
euch customer’s specific experience including payment practices and history, inquiries and other financial information from our
customers. The use of different estismates or assumptions could produce materially different allowance balances. If the financial
condition of our customers weie to daterinrate, resulting in an itnpainuent of their ability to make puyments, additional
allowances tmy be required. At March 31, 2006 and March 31, 2005, the: allowance for doubtful accounts was $652,000 and
$1.9 million, respeetively. ’
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Business Combinations

We are required to allocatc the purchase price of acquired companies to the tangible and intangible assets acquired,
liabilities assnmed, as well as in-process research and development (PR&D) based on their estimated fair values. This
valuation requires imanagement to make significant estimates and assumptions, especially with respect to intangible assets.

Critical estimates in valoing certain of the intangible assets and subseguently assessing the realizability of such assets
include but are not limited to; future expected cash flows from license sales, maintenance agreements, consulting contracts,
customer contracts, and acquired developed technologies and IPR&D projecls, and discount rates. Management’s estimates of
fair value are based upon assumptions believed to be reusonable, but which are inhcrently uncertain and unpredictable.
Assumptions may be imcenplete or inaccnrate, and unanticipated events and circwnstances may vceur.

Other estimates associated with the accounting for these acquisitions and subsequent assessment of impainnent of the
assets may change as additional information becomes available regarding the assels acquired and liabilities assumed.

Goodwill and Intangible Asscts

We record goodwill and intangible assets when we acquire other businesses. The allocation of acquisition cost to
intungible asscts and goodwill involves the extensive use of management’s estimates and assumptions, and the result of the
allocation process can have a significant impact on our future operating results. Financial Accounting Standards Board
No. 142, “Goodwill amd Othcr Intangible Assets™ (SFAS 142), which was issned during fiscal year 2002 and adopted by us on
April 1, 2002, elimiiated the amortization of goodwill ard indefinite lived mtangible assets. Intangible assets with fiaite lives are
amortized over their useful lives while goodwill and indefinite lived assets are not amarized under SFAS 142, hut are
perodically tested for impainnent. In accordance with SFAS 142, ali of our goodwill is associated with our one reporting unit, as
we do not have multiple reporting units. Accordingly, an an annual basis we performthe impairment assexsment required under
SFAS 142 at the enterprise level. We have used our total market capitalization to assess the fair value ofthe enterprise. If our
estimates or the relaled assumptions change in the foture, we may be nquu'ed to recmd nmpaument chnrges to mduce the
carrying value of these assets, which could be sabstantial.

Costs to acquire in-process research and development tcchnologies whlch have no allemauvc futum use and whlch have '
not reathed technological feasibility at the date of acquisition are expensed as incurred. -The value of i in-process technology, .
_was delermmed 1 by estimating the. pmected net cash. -flows, when , cornpleted, reduced b b_y _pomon of__the_t_e_v;nge aftributableto ...
deVeIoped technology ‘The sesulting cash ﬂows ave then discounted back to their present values at'appropriate distount rites.
Consideration is givea to the stage of complotion, complexity of the work completed to date, the difficulty of completing the
remaining development and the costs already incurred.

Forelgn Currency Elfects

The functional currency for our foreign operstions is the local currency. The financial statements of foreign subsidiaries
have been transiated into United States dollars. Asset and liability accounts have been transiated using the exchange rate in
effect at the balance sheet date. Revenue and expense accounts have been translated using the average exchange rate for the
period. The gains and losses associated with the translation of the financial statements resulting fromthe changes in exchange
rates from period to period have been reported in other comprehensive income or loss, which is a separate component of
stockholder’s equity. Transaction gains or losses are included in net income or loss in the period in which they occur.

SFAS 52, "IForeign Currency Translation,” requires that foreign exchange gains and losses resulting from the iranslation of
intereonpany debt balances be accounted fer hasett on the.characterizition of the
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intercompany debt balances. Intercompany debt balances are considered long-term permanent advances if settlement is not
plannedior anticipated in the foreseeable future. Translntion gains and losses on long-term intercempany dekt balaneos for
which repayment is not planned or anticipated in the foreseeable future are recognized as other comprehensive income or loss,
whereas translation gains or losses on short-tenn or long-lerm intercompany debt balances expected to he settled in the
forcseenble future are recognized as a charge or credit to other income (expense). If there is a change in the characterization of
long-term intercompany debt balances that were previously characterized as permaneat advances to short-temn intercompany
debt balances repayable in the foreseeable future, then translation gains or losses would be recognized as a charge or credit to
other income (expense) prospectively. During the three months ended December 31, 2005, a numnber of foreign subsidiaries
repaid certain fong-tennintercumpany debt balances thut were previously characterized as permanent advances, and it is
expected that they will settle future Intercompaay ttansactions on a shart-termbasis. During the three months ended March 31,
2006, we mtudc a funther determaination that cerain intercompany debt hulantes that were previously charicterized as permanent
advances would eventually be repaid in the foreseeable future and therefare we recharacterized these amounts as shost-term
intercompany balances. As a result, translation gains or losses on certain intercompany dcbt balances will now be recognized
as a charge orcredit to other income (expense).

Accounting for Income Taxes

In determining our net deferred taxassets and valuation allowances, we are required to make judgments and estimates
related to projections of domestic and foreign profitability, the timing and extent of the utilization of net operating loss
camryforwards, applicable taxrates, transfer pricing methodologies and prudent and feasible tax planning strategies. Judgments
and estimates rclated to onr projections amd assumptions are intterently unceruin, therefore, actuat tesults conld differ
materiolly from our projections.

We record a valuation aliowance to reduce our deforred taxassets to the amount that is more fikely than not to be realized.
We consider future taxable income and ongoing taxplanning strategies in asseasing the need for a valuation allowance. If we
shoulll determine that we woulld be able to realize our deferred taxassets in the foreseeable future in excess of its net recorded

* amount; an adjustment to the deferred taxasset would iticréage incoiie ifi the period such deténiination Wds imadeé. Likewise,

lhc defen'ed tax asset would be meluded in mco:m m the penod such detemination was wade.

should we dctermine that we would not be able to realize all or part of our net doferred taxasset in the future, an adjustment to

Stock-l}nsed Cumpens ldon
We  measure comyensatlon expense ft for employee stock based compensation tsing, thg_xmn_t_ls_lg \Lahm_me&hnd Undeuhls

“method, if the exercise price of options- gnmted to- enployees is less tham the fair valre of the undedying sfock on the-grait

date, compensation expense is recognized over the applicable vesting period. We also provide pro fonm disclosures of net
loss as if the fair value mathod had been applied in measuring compensation expense, consistent with the methodology
prescribed in SFAS No. 123, “Accounting for Stock-Based Compensation.”

Effeotive April |, 2006, we will adopt SFAS No. 123R.“Share-Based Payment.” Under SFAS 123R, share-based conpensation
cost is measured at the grant date based on the fair value of the awan) and is recognized as expense over the vesting period.
We are cumrently evaluating the impact of the sdoption of SFAS 123R on aur financial position and results of operations,
including the vatuation methods and support for the assumptions that underlie the valuation of the awards. However, we
believe that the adoption of SFAS 123R will have a material adverse effect on our results of operations.

On December 16, 2005, the Conpensation Committee of our Board of Directors approved the aeceleration of vesting of all
outstanding, unvested and “out-of-the-money” stock options of the Company previously granted to out employees,
consuliants oriaoctars prior to Septeaber 30, 2005 wirh an cxercise price higher taan the closing price of eur Coimmon Stock
on Deceniber 16, 2005, which was $7.53. The acceleration of such options was effective as of Decemher 16, 2005, provided that
the holder of such
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options was an employee, consultant or director on such date. The total number of options accelerated was 2,172,180, The
deeision to accelerate the vesting of those nptions was made primorily to eliminate future compensation expense attributable to
these options, which otherwise would have been expensed beginning on April 1, 2006 es a result of the adoption of

SFAS No. 123R, “Share-Based Payment.” The acceleration will allow us to forego approximately $11.0 million of stock
conpensation expense in future operating results commencing in the first fiscal quarter of 2007 when SFAS No. 123R is
tmplemented.

Restructuring and Related Charges

We have recorded restructuring and related charges to align our cost structure with changing market conditions. These
restructuring and rclated charges consist of headcount reductions, consolidation and relocation of facilities and related
impainncat of fixed assets. Exoess facility costs related to the consolidation and relocation of faciiities are based on our
contractual ohligations, net of estimated sublease income tased on cunent corparsble lease rates. We reassess this liability
each period based on market conditions. Revisions to our estimates of this liability could materially impact our operating resuits
and financial position in future periods if anticipated cvents and key assumptions, such as the timing and amounts of sublease
rental income, either change or do not materialize.

Litigation and Contingencies

We are subject to the possibility of various loss contingencies arising in the ordinary course of business. We considerthe
likelihood of loss or impairment of an asset or the incurrence of a liability, as well as our ability to reasonably estimate the
amount of loss in determining loss contingencies. An estimated loss contingency is accrued when it is probable that an asset
has been impaired ar a liability has been incurred and the amount of loss can be reasonably cstimted. We regularly evaluate
current infonnation available to us to determine whether such accruals shoold be adjusted.

Recently lssued Accounﬂng Pronouncemenlx

In December 2004 the FASB lssued revised SFAS 123R, “Shme-Based Payment " whlch sets fnnh accounting nquuements
for“share-based” compensation to employees and requires companies to recognize in the statement of operations the grant-

date fairvalue-of stock options end other equity-based compensation: We cumrently-provide-pro forma disclosure-ofthe effect - - --

on net income or loss and eamings or loss per share of the fair value recognition provisions of SFAS 123, "Accountlng for
Stock-Based Compensation.” Under SFAS 123R, such pro fonm disclosure will no longer be an altermative to financinl

... Statement fecognition., SFAS 123R is effective for snausl pedods Reginning after hine. 15, 2005 and sccordingly, we must sdept...... .

e A Y S e e )

" the new atcouatig provisions'effective Aptil 1, 2006 and recognize thié dost ofall sharesbidseéd payimetits to-employees;

including stock option grants, in the income statement based on their fair values. We are currently evaluating the impact of the
adoption of SFAS 123R on our results of operations, including the valuation methods and support for the assumptions that
underlie the valuation of the awards. However, we currently believe that the adoption of SFAS 123R will have & material
adverse effect on our results of operations.

In November 2005, the FASB issued FSP FAS115-1 and FAS124-1, “The Meaning of Other-Than-Temparary lmpairment and
Its Application to Certain Investments™ (“FSP FAS 115-1"), which provides guidance on determining when investments in
certain debt and equity securities are considered impaired, whether that impainuent is other-than-temporary, and on measuring
such impairment loss. FSP FAS 115-1 also includes accounting considerations subsequent to the recognition of an other-than-
temporary impairment and requircs certain disclosures about unrealized losses that have not been recognized as other-than-
temporary impainments. We have adopted FSP FAS 115-1 and the adoption of the statement does not hnve a nrterial impact on
our cansolidated results or financial condition.
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Item7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We arc exposed to a varicty of risks, including changes in interest rates affecting the return on our investments and foreign
cumrency fluctuations. We have established policies and procedures to manage our exposure to fluctuations in interest rates
and foreign currency exchange rates.

Interest rate risk. We naintain aur finds in money market accounts, corporate bonds, commercial paper, Treasury notes
and agency notes. Our exposure to market risk due to fluctuations in interest rates relates primanily to our interest eamings on
our cash deposits. These securitles are subject to interest rate risk inasmuch as their fair valuc will fall if matket interest rates
increase. If markel interest riles were lo increase immediately and uniformly by 10% from the levels prevailing as of March 31,
2006, the fair valuc of the portiolio wauld ot decling by a inateriai anmiunt. We do not use detivative financial instruments to
mitigate risks. However, we do have.an investment policy that wasld allow us to invest in short-tarm nund long-term
investmeats such as money market instrumsnts and corporate deht securities. Our policy attempts to reduce such risks by
typically limiting the maturity date of such secusities to no more than twenty-four months with 8 maxinum average maturity to
our whole portfolio of such investments at twelve months, placing our investments wnh high credit quality issuers and limiting
the amount of credil exposure with any one issuer,

Foreign currency exchange rate risk. Qur exposute to mariat risk due to fhictuations in foreign corency exshange rates
relates primarily to the intercanmpany balances with our subsidiaries located in Australia, Canada, China, France, Germany,
Hong Kong, India, Japan, the Netherlands, Malaysia, Singapore, South Korea and the United Kingdom. Transaction gains or
losses have nut been siynificail in the pust, und there is ao hedging activity un fureign currencies. Based on our overall
cunency rate expasure in foreign jurisdictions, a hypothatical 10% change int foseign enchange rates could have a iaterial
impact on aur financial position, results of operations and cash flows. For instante, if average exchange rates in fiscal year 2006
had changed unfavorably by 10%, our net-income would have decreased by approximately $3.0 million. Consequently, we do
not expect that a reduction in the value of such accounts denominated in foreign cuwencies resulting fromeven a sudden or-
significant fluctuation in foreign exchange rates would have s direct material impact on our financial position, results of
qperations orcashflows.. . . . .. .. )

Notwithstaniling the foregoing, the direct effects of interest rate and foreign cumency exchange rate fluctuations on the
valie of'certain of our investments and accounts, and the indirect effects of fluctuations in foreign currency could have a
" " niatérial adverse effect on our business, financial condition and results of' operations: For exanple, intemational demand for our

products is affected by foreign currency exchange rates. In addition, interest rate fluctuations may affect the buying-pattems of

our custoners. Furthennore, interest rate and eu'mncy exchapge rate fluctustions kave broad inflnence on the  genersl
: cchdnmn ‘of the U S foréign and’ u\nbel‘ccon&ms which coulﬂ :mten!lly adwvsely’hﬁ‘ecromuiﬁes’d ’ﬁﬁmmﬂ emhﬁmr‘ ——=r
" results of operations and cash flows.

Item8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Our consolidated financial statemnents are submitted on pages F-1 through F-32 of this repodt.
Item9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

Item9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures. We maintain disciosure controls and procedures, as defined in
Rule 13a-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act™), which are designed to ensure that information
required to be disclosed in our reports filed or submitted under the Exchange Act is recorded, pmcessed surmmarized and
reported, within the time penods specified in the
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tules and forms of the Securities and Exchange Commission, and that such information is accunmlated and communicated to
our management, including our principal executive and principal financial officers, as appropriate to allow timely decisions
regarding required disclosure.

in'desiguning our system of disclosure controls and procedures, our management recognizes that our disclosure controls
and procedures, no matter how well designed and operated, can provide only reasonable, nat absolute, assurance of achieving
the desired control objectives. Further, in designing our systemof disclosure controls and procedures, our management is
required to apply its judgment in considcring the cost-benefit relationship of possible controls and procedures.

Our management, including our Chief Exeutive Officer and Chief Financial Officer, conducted an evaluation of the
effectiveness of our digclosure controls and procedures pursuant to Exchange Act Rule 13a-15 as of March 31, 2006, which
included an evaluntion af disclasiure cantrels and procedures applicable to the periad covered hy this Form {0-K. Baser upen
that evaluation, and as a result of the material weakness discussed below, onr Chief BExecutive Officer and Chief Financial
Officer eoncluded that our disclosure controls and procedures were not effactivc as of March 31, 2006.

To mitigaio the effects of tho material weakness described below, we performed additional analyses and other procedures in
order to prepare the eonsolidatet financial statenents imeluded f this Form 10-K in accardance with generally accepted -
accounting principles. Accordingly, management belicves that the consolidated financial statements included in this Form 10-K
fairly present, in all material respects, our financial condition, resuits of operations and cash flows for the periods presented.

Management s Report on Internal Control Over Financial Reporting. Our management is responsible for establishing and
maintaining adequate intemal control over financial reporting, as such termis defined in Rule 13a-15(f) under the Exchange Act,
which is a process designed by, orunder the supervision of our Chief Executive Officer and Chief Financial Officer and effected
by our Board of Directors, management or otlrer personnel to provide reasonable nssurunce regarding the reliability of tmuncial
reporting and the preparation of financial statements for etemal purposes in accordance with generally accepted accounting
principles, and includes those policies and poocedures that:

* pedain to the maintenance of records that, in reasonablc detail, accynately.and fanly reflect the iransactions and
dispositions of pur assets;

* provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial staterents in
" “accordance with generally accepted accounting ‘principlcs, and thit receipts and expenditures of the company are being
made only in accordance with authorizations of our imnagement and dneclors, and

oir assets that could hiave a matérial eﬁ'ect onthié finanicin) $ thtcitietiis.

Because of'its inhereat limitations, intemal comrol over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of chonges in canditicns, ar that the degree of compliance with the policies or procedures may deteriorate.

As of Mareh 31, 2006, cur management assessed the effectiveness of our internal control over financial reporting. In making
this asscssmeat, management used the criteria set forth in Internal Control — Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).

A material weakness is a control deficiency, or a combinatian of control deficiencies, that results in a more than remote
likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected. .

Based on its asscssment, management concluded that, as af March 31, 2006, we did not maintain effective controls over the
application and monitoring of our accounting for income taxes. Specifically, we

al

AJS000243

* provide reasonsdble assurance. regarding: pxev.enhomor.tmly, detecuon otunnuthomdacqummon.-use ordlsposmontf SRR



did not have controls designed and in place to ensure the accuracy and completeness of deferred income taxassets and
liabilities, the deferred taxasset valustion allowance and tho related income taxprovision (or benefit), and the review and
cvaluation of the application of generally accepted uaccounting principles relating to accounting for income taxes. This cantrol
deficiency resulted in an audit adjustment, which we recorded in our consolidated financial statements for the fiscal ycar cnded
March 31, 2006. Additionally, this control deficiency could result in a material misstatement of the aforementioned accounts
that would result in a material misstatement to our annual or interim consolidated financial statements that would not be
prevented or detected. Accordingly, management has determined that this control deficiency constitutes a material weakness.

Because of the material weakness described above, management cancluded that our intemal control over financial reporting
was not effective as of March 31, 2006,_based on the criteria in the COSO framework

Our management’s assessiment of the effectiveness of our intemal control over financial reporting as of March 31, 2006 has
been audited by PricewaterhouseCoopers LLP, our independent registered public accounting firm, as stated in their report
appearing on page F-1 of this Form 10-K.

Material Weakness Remediation Plans. We intend to impleenent new controls and procedures related to income tax
accounting and reporting. The actions that we intend to take include the following:

* Implement formal procedures to evaluate the continued profitability of each of our subsidimics on a quarterly baais in
order to determine the income tax benefit of reducing the valnation allowances on net operating loss carmryforwards and
other deferred taxassets.

» Inplement formal procedures to monitor net deferred taxassets relating to goodwill and intangible assets of companics
that we acquire,

. Evaluate the implementation of a new taxaccounting and reporting systemand improve our procedures with respect ta
communicating, docamenting, and reconciling the detailed cotrponents of income taxassets and liabilitics of each of our
subs |d|anes

*Bpand staﬂ'mg and resources, .ncludmg the continned. uso of exterual consultants and provids training on income tax
accoummg aod mpomng .

Ch.ar;ge.'v i Infetral Control Over Fmanclal Reporlmg We :mde no changes to our mtemal comml over ﬁnnncul
reporting during the fourth qumer of the fiscal year that have materially affected, or are reasoriably likely to materially affect,
_our mtemg_],control over fmancml repqmng

Item 98. OTHER INFORMATION

Effective June 15, 2006, the Compensation Conmittec of our Board of Directors approved bonus payments for the quarter
ended March 31, 2006, for each of our namet executive officers and a bonus plan for our Chief Operating Officer. Infonmation

regarding the bonus payments and plan is included in Exhibit 10.9 of this report and incorporated by reference into this Item 9B.
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PART I

Item10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this ilem regarding onr dicectors and executive officers will be set forth in the definitive Proxy
Statement for our 2006 Annual Mecting of Stockholders, and is incorporated into this report by reference.

Item1i. EXECUTIVE COMPENSATION

The information required by this item regarding cxecutive compensation will be set forth in the definitive Proxy Statement
for our 2006 Annual Meeting of Stockholders, and is incorporated into this report by reference.

Item12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this itemregarding security ownership of certain beneficial owners and management and
regarding securities suthorized for issuance under equity compensation plans will be set forth in the definitive Proxy Statement
for our 2006 Annual Meeting of Stockholders, and is incorporated into this report by reference.

Item13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this itemrcgarding certain relationships and related transactions will be set forth in the
definitive Proxy Statement for our 2006 Annual Meeting of Stockholders, and incorporated into this report by reference.

Item14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The infarmation mduitcd by this itemregarding fees bilird for services rendered by our independent registered public
accounting fimand refated information will be set forth in the definitive Proxy Statement for our 2006 Annual Meeting of
.Stockholders, and is incorporated into this report by reference,

PART lV

Item 18, EKHIBITS AND HNANCIAL STATWI' SCHEDULES
- ..(_al.‘."é'_'9_!'_6_'9.'_5.-'3!521?515-.._T.:!rs!s?!lm!.ms.qosqn;mere...f_rlgé_-.s_eer.t_gt.she_zspgssi e e i
(1) Repont of liidependent Rejistéréd Piblic Accounting Finn

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
Report of Independent Registered Public Accounting Finn F-1
Consolidated Balance Sheets at March 31, 2006 and 2005 F3
Consolidated Stutements of Operations and Comprehensive Income (Loss) for the years ended March 31, 2006, ’
2005 and 2004 F4
Consolidated Statements of Changes in Stockholders' Equity for the years ended March 31, 2006, 2005 and 2004 F-§
Consolidated Statements of Cash Flows for the years ended March 31, 2006, 2005 and 2004 F-6
Notes to Consolidated Financial Statements F-7
(3) Bxhibits

The exhibits required by this item are set forth on the Exhibit Index attached hereto.
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SIGNATURES

Putsuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this repart to be signed on its behalf by the undersigned, thereunto duly authorized, on June 22, 2006.

WEBMETHODS, INC.

By: /s/ Davip MrcHeLL

David Mitchell
P_resident and Chief Executive _Oﬂicer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in the capacities and on the dates indicated. Each person whose signature appears
below hereby constitutes and appoints each of David Mitchell and Mark L. Wabschall as his attomey-in-fact and agent, with
full power of substitution and resubstitution for himin any and all capacities, to sign any or all amendments to this report and -
to file the same, with exhibits thereto and other documents in connection therewith, granting unto such attomey-in-fact and
agent full power and authority to do and perform each and every act and thing requisite and necessary in connection with such
matters and hereby ratifying and confirming all that such attorney-in-fact and agent or his substitutes may do or cause to be
done by virtue hereof,

Si Ignature Title Date
s/ Davio MiTcHELL President, Chicf Executive Officer and Dircctor June 22,
David Mitchell 2006
- /5/ MARK L. WABSCHALL - . Chief Financial Officer, Chief' Accounting Officer, - - June 22,
Mark L. Wabschall Executive Vice President, Treasurer 2006
s/ JAMESP.GatEr ~~ ~ "7 77777 Director . i T junedd, T
James P. Gauer ' ' 2006
e men ._....___. - !ST!K'_:JQ—MES‘_GFEN-. — - - - .'D“.ec.t.of.__..- .. e L L L T -.ﬁ“re.iz_‘ peT—
R. James Green 2006
/s/ PeTeR GYENES Director June 22,
Peter Gyenes 2006
/s/ WiLLiaM A, HALTER Director June 22,
William A. Halter 2006
I3/ JERRY J. JASINOWSK) Director June 22,
Jerry 1. Jasinowski 2006 -
/s/ Jacxk L Lewis Director June 22,
Jack L. Lewis 2006
/s/ VinceNT J. MULLARKEY Director June 22,
Vincent J. Mullarkey ' 2006
Is! GENE RIECHERS Director June 22,
Gene Riechers ' 2006
/s/ WiLLiam V. RusseLL Non-Executive Chairman of the Board and Director June 22,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of webMethods, Inc.:

We huve completed integrated audlts of webMethods, Inc.’s 2006 and 2005 consolidated financial statements and ofits
intemal control over financial reporting as of March 31, 2006, and an sudit of its 2004 consolidated financial statements in

accordance with the standards of the Public Oompany Accounting 0vemght Board (United States). Our opinions, based on
ouraudits, are presented below.

lidatesl finanpcial stat

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations and
conprehensive income (loss), changes in stackholders® equity and cash flows present fairly, in all naterial respects, the
financial position of webMethods, Inc. and its subsidiaries at March 31, 2006 and March 31, 2005, and the results of their
opemtions and their cash flows for each of the three years in the period ended March 31, 2006 in conformity with accouating
principles generally accepted in the United States of America. These financial statements are the responsibility of the
Company's management. Our respansibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company Accounting Oversight
Boand (United States). Those standards 1equire that we plan and perform the audit to obtain reasondble assurance about
whether the finarcial statements are free of material misstatemeat. An andit of financialstatements includes examining, on a test
basis, evidenre supparting the amounts and disclasures in the financial statements, assessing the accounting principles used
and sigificant estimates made by management, and evaluating the averall financial statement presentatian. We bélieve that
our audits provide a reasnnable basis for our opinion.

Interyal ver fingncial in

Also, we have andited management's assessment, included in Management's Report on Internal Control over Financial
Reporting appearing under Item9A, that webMethods, Inc. did not maintain effective intemal control over financial reporting
as of March 31, 2006, because the Company did not maintain effective controls over the accounting for incoine taxes, based on

criteria established in Internal Gontrol — Inlegrated Framework issued by the Conunittee of Sponsoring Organizations-of the - -

Treadway Commission (OOSO) The Compnny s mansgement is responsible fot mabitaining effectjve intemel controlover .
finaicjil raporting and for its assessment of the efletiivencss of inteinal contiot over furaneial reporting. Our respons ibility is

.19 exptess:opinions af. DBNASCAYIIL.S. assessmem i\nd on ﬂ\e_em'ntlvmess otxhe.Company s.mtemnl.contmi ouer.fmaneml i

Teporting baséd on suraudit.

We conducted ouraudit of intemal control over finanial reporting in accordsnce with the sturdacds of the Public Company
Accounting Oversight Board (United States). Thwose standauds require that we plan and perfonn the audit to obtain reasonuble
assurance about whether effective intemal control over financial reporting was maintainest in all material respects. Aa audit of
intemn] contret over financial reporting includes obtaining an understanding of intemal control over financial reporting,
evaluating management’s agsessment, testing and evaluating the design and operating effectiveness of internal control, and
perfonming such ather procetiures as we consider necassary in the circurhstanves. We believe that our audit provides «
reasovuable basis for our opiniona.

A company's intemal control over financial reporting is a process designed to provide reasonable assurance regarding the
teliability of financial reporting and the preparation of financial statements for extcrnal purposes in accordance with generally

. aceepted accounting principles. A company's inteinal control over financial reporting includus those policies and procedures

that (i) pertaln to the maintenance of reeards that, in reaconable detail, avcuratcly amd fairly reflect the transactions and
dispnsitions of the assets of the compeny; (il) provide reasonable assurance that transactions are recorded as necessary to
pemit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and

expenditures of the company are being made only in accordance with authorizations of
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management and directors of the company; and (jii) provide reasonable assurance regarding prevention or timely detection of
unautherized acquisition, use, or dispositian of the company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, intemal control over financial reporting may not prevent or detect misstatements. Also,
projections ofany cvaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a.control deficiency, or combination of contiol deficicucies, that results in. more than a remote
likelihood that a material misstatement of the annual or interim financial statcments will not be prevented or detected. The
following naterial weakness has been identified and included in management’s assesament as of March 31, 2006, The Company
did not mmaintain effective controls over the accounting for income taxes. Specifically, they did not have controls designed anii
in place to ensure the accuracy anii completeness of deferred incoox taxassets and liabilities, the deferred taxasset valuation
allowance, and the relaled income tax provision (benefit) and the review and evaluation of the application of generally accepted
accounting principles relating to accounting for income taxes. This control deficiency resulted in an audit adjustment recorded
in the 2006 consolidated financial statements. Additionally, this control deficiency could result in a misstatement of the
deferred tax assets and liabilities and the related income tax provision that would result in a material misstatement to the annual
or intcrim conselidated financial statements that would not be prevented or detected. THis material weakness was considered in
determining the nature, timing, and extent ofaudit tests applied in our audit of the 2006 consolidated financial statements, and
our opinion reguzding the effectiveness ofthe Compuny's intemal control over financial reporting does not uffect our opinion
on those consolidated financial statemenis. .

In our opinion, management’s assessment that webMethods, Inc. did not maintain effective intemal control over financial
reporting as of March 31, 2006, is fairfy stated, in all material respects, based on criteria established in /nternal Control —
Integrated Framework issued by the COSO. Also, in our opinion, because of the effect of the naterial weakness described
above on the uchievement of the objectives of the control criteria, webMethods, Inc. has not maintained effective intemal

. control aver financial reporting as of March 31, 2006, based on.¢riteria established in Internal Control — Integrated

Framework issued by the COSO.

PricewaterhouseCoOPers LLP ... ... oo L e e e e e e e e

McLean, Virginia
June 22, 2006
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WEBMETHODS, INC.
CONSOLIATED BALANCE SHEETS

The accompanying noltes are an integral part of these consolidated financial statements.

F-3

March 31,
2006 ‘2005
(In thousands)
ASSETS
Currcnt asscts: :
Cash and cash equivalents 3 8237 $ 57209
Marketahle sccurities available for sale 79,943 78,332
Accounts raeeivable, net of allowance of $652 and $1,862 64,298 47,326
Defented income tax assets, net " 138 —
Prepsid éxpenses and other current assets - 6,830 6.401
Total current assets 233,580 189,268
Marketable securities available for sale —_ 14,513
Property and equlpmant net , 10,274 10342
Goodwill 46,704 46,704
[ntungible assets, net 5,993 8,390
Long-tenn deferred income taxassets, net 1,961 —_
. Otherassets 4,299 6,127
" Totalassets $ 302811 $ 275344
LIABILITIES AND STOCKHOLDERS' EQUITY
Current linbilities:
Accounts payable .. . S 7383 .8 8673
Accrued expenses 10,866 16,506
Accrued salaries and commissions 12,694 12,219
. .Deferred revenue . . .. . . e e e e e e e - 59,168 . A3,055 ..
Curent poition of capltal lease obhgnhons ' ) 259 - 475
Tatal current liabilities . : : . 90310 . 80928, .
o me ARl IRRSE ohligations, net ntmmem y 1111 VRIS || RESEROIWLY | - R
Other lodg-térniimbilities- . . 3,941 3314
Long-term deferred revenue 1,772 6,371
Total Jiabilities 96,033 90,812
Commitments and contingencies
Stockholders® equity:
Common stock, $0.01 par value; 500,000 shares authorized; 54,479 nnd 53,347 shares
issued and outstanding 545 533
Additional paid-in capital 529,972 524,487
Deferred stock compensation and wamant charge (357) (2,480)
Accumulated deficit (322,202) (340,224)
Accunmulsted other coraprehensive income (loss) ' (1,180) 2,216
Total stockholders’ equity 206,778 184,532
Total liahilities and stockholders’ equity . $ 302811 § 275344
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WEBMETHODS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (LOSS)

The accompanying notes are an integral part of these consolidated financial statements.

F4

Yeor Ended March 31,
2006 20058 2004
(In thousands, except per share amounts)
Revenue:
Liccnse $ 87449 § 86800 §$ 92,740
Professional services 47,183 49,218 43,634
Maintenance 74,186 64,583 53,167
Totalrevenue 208,818 200,601 189,541
Cost of revenue: |
Amontization of intangibles 2,397 2397 - 1,199
License 1,002 1,252 2211
Professional services . 42,688 43,989 42,308
Maintcnance ’ 12,774 12,965 11,205
Total cost of revenue : 58,861 60,603 56,923
Gross profit 149,957 139,998 132,618
Opcrating expenscs:
Sales and marketing: 74,084 84,313 94,433
Research and development 40,197 44518 45,060
General and administrative 23,812 25,042 17,880
Restructuring and other related charges 41 5,849 3,920
In-process research and development - . . . - — — 4,284 . .
Settlement of inteliectual property matter — — 2,250
Total operating expenses 138,504 159,722 167,827
- Opératiiig inconie (s ) . o R i R SR )
Intcrest income 4,496 2,487 2,851
Interest exmpense, : : : (32_) (99) @0
C O\hermtvme'(ewgnsi) e e g e e iem e s e tmm s ew e th e Se s e 807. [, 11‘23)._ ————m—im _cﬁn [JO
“Impaisment of equity investment in private company — (1,057
Net income (loss) before taxes $ 16674 -$ (18516 $ (33.024)
Provision for (benefit from) income taxes (1,348) 235 —_
Net income {loss) s 18,022 $ (18751) § (33,029
Basic net income (loss) per share $ 034 § ©35 S (0.63)
Diluted net income (loss) per share $ 033 § (035 § (0.63)
Shares used in conpuling basic net income (loss) per common share 53,779 53,103 ' 52,137
Shares used in computing diluted net income (loss) per common share 55,045 53,103 52,137
Comprehensive income (loss):
Net income (loss) ) $ 1802 § (18751) § (33,024)
Other comprehensive income (Joss):
Unrealized gain (loss) on securities gvallable for sale 199 (496) (165)
Foreign cumrency cumulative translation adjustrent (3,595) 459 2,306
Total conprehensive income (loss) $ 14626 § (18783) $  (30,883)
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WEBMETHODS, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® BQUITY
for the years ended March 31, 2004, 2005 and 2006

Delerred Aczontulated
Stoek Qther
Common Stock Addidonal Comp i Comprebcusive
PaideIn and Warrant A lated 1 .
Shares Amounit Copital Charge Deliclt Loss Total
(In thousonds) ' .

Bulance, March 31, 2003 51,767 $ 518  $515,828 $_(9450) §(288449) § 112 $218,559
Stock options exercised, net 620 6 3,033 - —_ - 3,039
ESPP common stock issuances 360 3 2,478 — - - 2,481
Adjustment of deferred compensation

related to forfeitures — — (48) 48 -_— -_ —
Amortization of deferred warrunt

charge - - - 2,645 - - 2,645
Amonizotion of dcforred stock

compensation related to restricted

stock ' — -_ - 132 —_ - 132
Compensation charge velated to stock

option granis to non-cmployees — —_ 70 - —_ - 70
Compensation charge related to

sccelersted vesting of stock option

grants issued to employces -_— - 94 - - —_ 94
Procecds from OEM fees applied to

doferred warraat charge —_ — -— 1,000 - - 1,000

. Other. comprehensive Income — —_- — Ve e e e 2,141 - - 2,14)
Net loss —_ —_ — — (33,024) — (33,024)
Balanoe, March 31, 2004 S2747 s _s27 $521435 S8 (5625) $(32147Y) 0§ 2253 S197,137
' Sogk optiofs cxtréised, mer ~ " C 7 T U296 T T YT T T U982 = T T
ESPP common stock issuances 304 3 1,998 - —_ -— 2,00}
Amortizpijon of deferred waryent
_.-.._-.".!'.",'.E.:.-.-..__. e T e e e WBBAS = .. 2,645

Compengation, char, .

common stock under deferred

compensntion ptan (or directors - — 52 — - - 52
Proceeds from OEM fecs applied to

doferred warrant charge — — —_ 500 - - 500
Other comprehensive income - - - - - @3n 37
Net loss — — - — (18,751) — (18.751)
Balance, March 31,2008 53,347 $ 513 3524|481 s (2480) S (340224) § 2,216 $184,532
Stock options rxercised, net 854 9 3,584 — - — - 3,593
ESPP zominon stock issuances 278 3 1,33§ —_ ~— -— 1,338
Amortization of deferred warrant

charge ' - - —_ 2,480 - — 2,480
Compensation charge puyable in

common stock under deferred

compensation plan for directors -_ —_— 96 —_— ~— -— 96
Dcferred compensation charge related
. to stock option grants to employces -_ ~ 529 (529) - -_— -
Amortization of deferred stock

compensation related to stock

aptions ~ - -— 113 —_ - 13
Adjustment of deferred compensation

related to forfeitures ' — - (59) 59 — -_— —
Other comprebensive income — — - el —_— (3,396) (3,396)
Net income - —t = o 18.022 - 18,022
Balance, March 31, 2006 54,479 $ 545  $529.972 s (3s7) $(322202) $ {1,180) $206,778
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The accompanying notes are an integral part of these consolidated financial statements.
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) WEBMETHODS, INC.
CONSOLIDATED STATEMENTS OF CASHFLOWS
Yeor Ended March 31,

2006 2008 2004
(In thousands)

Cash flows from operating activities:

Net income (loss) $ 18022 $(18,751) § (33,029)
Adjustments to reconoile net income (loss) to net cash used in operating
activities:
1 Depreciation and amortiztion 5317 6,343 8428
i Provision for (recovery of) doubtfu] accounts 41) 244 19
2 Impaimant of equity investments — 1,057 —
0 Amnortization of deferred stock compensation related to cmployee stock
;:’1 options and non-employee stock wamant 2,593 2,645 2,846
4 Amortization of acquired intangibles 2397 2,397 1,199
3 Release of deferred tax valuation allowance 171 — —
[ Write off of in-process research and development — — 4,284
[ 8] Conversion of interest income 10 equity in private company investiments — - 257
5 Non cash restructuring and rclaled costs, and other _ —_ 473
E Amorttization of deferrod rent (457) (200) —
Stock-based compensation 122 —_— —
Increase (decrease) in cash n:sulnng fromchanges in assets and liabilities, net
of effect of acquisitions:
Accounts receivable (17,561) (252) (534)
Prepaid expenses and other cument assets - o ’ 137 {212) 1,608
Other non-currcat assets 1,895 1,956 91
Accoutits payable (1,015) (2,386) 406
© 7T CAcCioed S¥pénises dnid other Habilities™ " T T ¢ ¢ 7T (4403)" T (1,068) - T T, 752 o
Deferred rent — 3,105
.o Accrued salaries and comnusslonl ' © 707 529 (649) ’
e De‘fe“-ed rbv%n\:e T S 12.936- <o ._ﬁa’ya._..._..... .(6,.650),. ~——
Net cash prov:ded by(used m) operating activities 18,042 2,400 (20,008)
Cash flows froia investing activities:
Acquisition of businesses and technology, net of cash acquired — - (32,384)
Purchases of property and equipment (5,138) (8,380) (2,744)
Proceeds from maturities of marketable securities available for sale 920,119 85,258 111,737
Purchases of marketable securities available for sale (77,018) (98,115) (70,463)
Restricted cash (899) — —
Repayments ofinvestments :in private companies — — 1,000
Net cash provided by (used in) investing activitics 7,064 (21,237 7,146
Cash llows from financing activities: :
Short-term borrowings - 351 5,882
Paysuents on shogt-term borrowings - (6,080) (3,561)
Payments on capital leases (585) 93N (3,255)
Proceeds from exercise of stock options 3,562 1,037 3,039
Procecds from ESPP common stock issuances ' 1,338 2,002 2,48}
Proceeds from OEM fees applled to deferred warrant charge — 500 1,000
Net cash provided by financing activities 4,315 55 5,586
Effect of the exchange rate on cash and cash equivalents (4,259) 529 3,036
Net increase (decrease) in cash and cash equivalents 25,162 (18,253) " (4,240)
Cash and cash equivalents at beginning of period . 57,200 75,462 79,702
Cash and cash equivalents at end of period $ 82,371 $ 57209 § 75462
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The accompanying notes are an integral part of these consolidated financial statements.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

webMethads, Inc. is a leeding provider of business integration and optimization software. The Company's products and
solutions enable its customers to improve the performance of their organizations by implementing and accelerating business
process improvements. The Corrpany was incorporated in Delaware on June [2, [996.

2. Summary of signtficant accounting policies
Principles of consolidation

The accompanying consolidated financial statements include the accounts of webMethods, Inc. and all wholly owned.
subsidiaries (collectively, the “Company"). All material intercompany accounts and transactions have been eliminated.

Reclassifications

Certain reclassifications have been made to prior year balances in order to conformto the current period presentation.
These reclassifications have no impact on previously reported net loys or cash flows.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the Uniled States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilitics at the date of the financial statements and the reported amounts of revenue and

. expenses during the period. Actual results could differ from these estimates.

Fair value information

TR Carying amount-of current assets and current liabifitics approximates fair value because of the short maturily of these

nstruments.

“ - ca.ﬂl d'ﬁ”fﬂ.ﬂl?&ﬂlwunrf mee s (R S

The Company considers all highly liguid investments with original maturities of three months or less from date of puschase
to be cagh equivalents.

Allowance for doubtful accounts

The Company maintains allowancos for doubtful accounts for estioated losses which may rcsult fromthe inability of our
customers to make required payments to us. These allowances are established through analysis of the credil-worthiness of
each customer with a receivable balarice, determined by credit reports from third parties, published or publicly available
financia| information, customer-specific experience including payment practices and history, inquities, and other financial
information from our customers.

Marketable securities

The Company’s markelable securities eonsist ef sarparate bonds, commercial paper dnd U.S. government and agency
seeuritics with matutities of less than two years. Securities arc classified as available for sale since tranagement intends to hald
the securities for an indefinite period and may sell the securities prior to their maturity, The marketable securities are carried at
aggregate fuir value based generally on quoted market prices. Gains and losses are determined based on the specific
identification
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL S TATEMENTS — (Continued)

2. Summary of significant accounting policies — (Continucd)

method, Availahle for sale seaurities that are reasonsbly expected by management to be sold within one year fromthe balance
sheet date are classified as current assets.

Property and equipment

Property and equiproent are stated at cost. Depreciation is cormputed on the straight-line method over the estinuted useful
lives of the related assets, ranging from three (o five years. Leasehold improvements are amoitized over the shorter of the lease
term or their useful life. Leased property or equipment meeting certain criteris is capitalized and the present value of the selated
lease payments is recorded as a liability. Amortization of capitalized leased assets is computed on the straight-line method over
the tenm of the lease. Repairs and tmintenance 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 luss is included in operations.

Included in property and equipment is the cost of intemally developed software. In accordance with Statement of Position
(“SOP") 98-1, *Accounting for the Costs of Computer Software Developed or Obtained for Intemal Use”, eligible intemally
developed software costs incurred are capitalized subsequent to the completion of the preliminary project stagc. Afterall
substantia) testing and deployment is completed and the software is ready forits intended usc, intemally developed software
costs are amortized using the straight-line method over the estimated useful life of the software, generally up to three years.

Investments in private conpanies

Investments in private companies in which the Compeny awns less thaa & 20% voting etuity interest dud His no siaificatit
influence are accounted for using the cost method. As of March 31, 2006 and 2005, the invcstment in a private company had
been written off and the carmrying value was $0. This private company was also a business partner of the Company The L

" Coinpany pérforms periodic reviews of its inVEsiment for iNpATnmenil. The investments i privately held companies are” ™

considered impnired when a raview of the investses’ operations and other indicutoss of impainmant indicate that the canying
value nﬁtbe mvestmem 15 not Ukely to be movemhle Such mdncnors meludc. but are not imntcd to, llmned capltal msources,
-the Compaiiy mcotded other ‘tha- fempomry write-downs of $1,057,000 reldted to the unpsument of lhe investment in this
private conpany.

Soﬁware development costs

Software development eosts, which include compensation, employee benefits, prafessional fees, travel, commumications
and allocated facilities, recruitment and overhead costs, are expenscd as incurmed until technological feasibility has been
established, at which time such costs arc capitalized until the product is available for general release to customers. The
Company defines the establishment of technologica) feasibility as the completion of all planning, designing, coding and testing
activities that are necessary to establish products that meet design specifications including functions, features and technical
performance requirements. Under the Comrpany’s definition, establishing technologizal Eeasibility is considered complete aftera
working model is completed and tested. To date, the period between technological feasibility and general availability has been
short, and thus all software development costs qualifying for capitalization are insignificant.
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long-lived assets and their fuir value, based on discounted future cash flows of the related_ asset.

WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Summary of significant accounting policies — (Continucd)

Goodwill and acquired intangible assets

The Company accounts for goodwill and acquired intangiblc assets in accordance with Statement of Financial Accounting
Standards No. 142 (SFAS No. 142) “Goodwill and Other Intangible Assets,” which eliminated the amortization of goodwill and
other intangibles with indefinite lives unless fhe intangible assct is deened to be inpaired. In accordance with SFAS 142, all of
our goodwill is associated with our corporate reporting unit, as we do not have multiple reporting units. Ih accordunce with
SFAS Na. 142, goodwill is tested for impairment using a two-step process. The first step is to identify a potential impairment
and the second step measures the amount of the iimpairment Joss, if any. Goodwill is deemed to be impaired if the carrying
amount of the asset exceeds its estimated fair value. The Company performed an impairment test of its goodwill and determined
that no impairment of remaining goodwill existed at adoption and at March 31, 2006.

Finite-lived intangible assets are amortized over their useful lives and are subject to impairment tests under SFAS No. 144,

*“Accounting for the Impairment or Disposal of Long-Lived Assets". See lmpairment of long-lived assets accounting policy
below.

Impairment of long-lived assels

The Company periodically cvaluates the recoverability of its long-lived assets. This evaluation consists of a comparison of
the 9anying value of the assets with the assets' expected future cash flows, undiscounted and without interest costs.
Estimates of expected future cash flows represent management's best estimate based on reasonable and supportable

assumptions and projections. if the expected future cash flows, undiscounted and withoun iritergst churges, éxcéed the cairying =

value of the asset, no inpairment is recognized. Impainment losses are measurcd as the difference between the camrying value of

Income taxes

The. Company is subjbs:t to, fsdqu state.and lo local mcome tax:s m mmy forexgu countnes agd recogmns defemed d taxes in .
accordance with Statement of Financial. Accoummg Standards No. 109, "At:countmg-for Income Taxes”, Deferred taxassets
and libilities are recognized for the estimated future tax consequences of temporary differences and income taxcredits.
Tempowry differences are primarily the result of the differences between the taxbases of assets and liabilities and their
financial reporting amounts. Deferred taxassets and liabilities are measured by applying enacted statutory taxrates applicable
to the future years in which deferred taxassets or liabilities are expected to be settled or realized. Valuation allowances are
established when necessary to reduce deferred taxussets to the amount expected to be realized.

Comprehensive Income (Loss)

Total comprehensive income (loss) consists of unrealized gains and losses on securities available for sale and foreign
currency cumulative translation adjustments.
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Summary of significant accounting policies — (Continued)

Total accumulated other comprehensive income (loss) is displayed as a separate component of stockholders’ equity. The
accumulated balances for each component of other comprehensive income (loss) consist of the following (in thousands):

Unrealized Gain Forcign Currency Accumulated
(Loss) on Cumulative Other
Sccurities Translation Comprehensive
Availabie for Sale Adjusiment Income (Loss)
Balance as of March 31, 2003 $ (155) $ 267 $ 112
Change during ycar (165) 2,306 2,141
Balance as of March 31, 2004 (320) 2,573 2,253
Change during year (496) 459 (37)
Balance as of March 31, 2005 (816) 3,032 2,216
Chaage during year 199 (3,595) (3,396)
Balance as of March 31, 2006 $ 617y $ (563) § (1,180)

Foreign currency translations

The functional currency for the Company’s forcign subsidiaries is the local cummency. Assets and liabilitics of the
Company’s foreign operations are translated into U.S. dollars at the exchange rates in effect at the balance sheet date; revenue
- and expenses are translated nsing the average exchange rates in effect during the-period.-The cutnulative translation
adjustmeats are included in accutnulated other comprehensive income or loss, which is a separate component of’ stocklmlders

equny Forelgn cunency transaction gams or losses are mcluded in the -esults of openmons

Revcnue recogmnon

‘The Compiny éniérs into anangemems, which may inchide thg sale of software lu:enses, pmﬁessmnal services and”

Y 1t

m’t‘Ttanqe of FVanous combinations of éach efexmﬁ’tJ‘he C‘o'fﬁpany mcoghlzes fevenue! bas_,ed on'SOP VT2, “Software S

Revenue Recogaition,” as amended, and modified by SOP 98-9, “Modification of SOP 97-2, Software Revenue Rscogmmn,
With Respect to Certain Trangactions™, SEC Staff Accounting Bulletin (“SAB") No. 104 “Revenue Recognition”, and other
authoritative accounting literature. SOP 98-9 modified SOP 97-2 by requiring revenue to be recognized using the “residual
method" if certain conditions are met. Revenues are recognized bascd on the residual method when an agreement has been
signed by both parties, the fees are fixed or determinable, collection of the fees is reasonably assured, delivery of the product
has occurred and o other significant obligations remain, Historically, the Compuany has not experienced significant retums or
offered exchanges of its products. Revonue on shipments to resellers is recognized when the products ure sold by the resellers
to an end-user customer. Provided that all other revenue criteria are met, fees from OEM eustomers are generally recognized
upon detivery and nugoing rayalty fees are genemlly recognized upon reported units ahipped.

For multi-element amngemsnts, each eleinent of the arrangement is analyzcd and the Company allocates a portion of the
toral fee under the anangement to the undelivered elainents, such as professional services, training and maintenanco. Reverue
allecoted to the undelivered elements is deferred using vendor-speeifio objeetive evidenee of fair veline of the elenents and the
remaining portinn af the fee is allocated to the delivered elements (generally. the software license), under the residual method.
‘Vendor-specific objective evidence of fair value is based un the price the customer is required to pay when the element is sold

separately (i.e. hourly time and material rates charged for consulting services when sold
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WEBMETHODS, INC,
NOTES TO CONSOLIDATED FINANCJAL STATEMENTS — (Continucd)

2. Summary of significant accounting policies — (Continued)
sepanately froma software licenas and the optional renewal rates charged by the Company for maintenance arangements),

For electronic delivery, the product is considered to have been delivered when the access code to download the software
fromthe Company’s web site and activation key, as applicable, has been provided to the customer. If an element of the license
agreement has not been delivered, revenue for the element is deferred based cn Its veudor-apecific objective evidence of fair
value. If vendnr-specific objective evidence of fair value does not exist, all revenne is defemed until sufficient nbjeetive
evidenee exists or all elements have been delivered.

If the fee due from the customer is not fixed or determinable, revenue is recoguized as payments become due, If collectibility
is not considered picbable, reveire is recogitized when the fee is collected. '

Liccnse revenue: Amounts allocnted ta license revenuc under the sesiduul methad are recognized at the time of delivery of
the software when vendor-specific objective evidence of fair value exists for the undelivered elements, if any, and all the other
revenue recognition criteria discussed above have becn met.

Professional services revenue: Revenue from professional services is comprised of consulting, implementation services and
training. Consulting services include services such as installation and building non-complex interfaces to allow the software to
operate in customized environments. Services are generally separable fromthe other elements under the amangement since the
performance of the services is not essential to the functionality (i.e. the services do not involve significant productian,
modification or customization of the software or building complexintecfices) of any other element of the transaction. Generally,
consulting and implementation services are sold on a time-and-materials basis and revenue is recognized when the services are
performed, Contracts with fixed ot not to exceed fees are recognized on a percentage-of-completion method. Ifthere is &
significant uncertainty about the project completion or receipt of payment for professional services, revenue is deferred until
the uncertainty is sufficiently resolvet. Revenue for training is recognized when the services are pefformed.

Maiitenarice révéniie: Maintenance févenué consists primarily of fees for providing when-and-if-availabie unspecified -
software upgrades and technigal suppoﬁ overa speclﬁed term. Maintenance revenue is ncognmd on 8 straight-line basxs over

the tenm of the contmct . -

S U W e i PN o T L S mme te e n memeen semmsmeites  mn e e st s i mmlvn = o mmmtii e s sn’ s e s e i s e mid e = e

Stock-baseéd campensal'ia'i b

The Company mensures componsation expense for its employee stock-based compensaticm nsing the intrisrsic value
method and provides pro forma disclosures ofnet income (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 underlymg stock on the grant date, compensation expense is
recognized over the applicable vesting period.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Summary ofgigniﬁcant accaunting policies — (Continued)

The following table sumniarizes the Company's results on a pro forma basis as if it had recorded compensation expense
bascd upon the fair value at the grant date for awards consistent with the methodology prescribed in SFAS 123, “Accounting
for Stock-Based Compensation,” for the years ended March 31, 2006, 2005 and 2004 (in thousands, except per ghare amounts):

Year Ended Murch 31,

2006 1005 2004
Net income (loss), as reported $ 1802 $ (18,751) § (33,024)
Add: Stock-based compensation cxpense determined under intrinsic value
method . ' 13 —_ 202

Less: Stock-based compensation expense determined under fair value method . (28,592) (31,233) (51,084)
Net income (loss), pro forma $ (10457) § (49984) § (83,906)
Basic net income (loss) per common share, as reported $ 34 $ (035 S (0.63) _
Basic net incomse (loss) per common share, pro fonma $ (199 S (094 $ (161)
Diluted net income (loss) per common share, as reported $ 33 $ (03) $ 06)
Diluted net income (loss) per common share, pro forma $ (19 § (0949 $ (61

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:

Bmployee Stock .  Employee Stock

"Option Plans Purchase Plan
March 38, March 31,

2006 2005 2004 2006 2008 2004

“Expected volatility 3% 85% 9% 4% 2% 68%
Risk-fiee interest rate 41% 8% 2.9% 4.1% 3.1% 295%
BExpécted life (yédrs) =~ _ 4 4. 4 . 12 13 L

E@—EéTCd'd-ﬁlde—n—a:y-laa- .....-..'._‘_.- [y N _.....__.. — ._..W_. ....._-. m._ .- -h.m-.....- -M—' - ._m... .-.._-W--._. -.

The weighted average fair value pershare for stock option grants that were awarded d\;ring the years ended March 31, 2006,
2005 ond 2004 was $3.57, $4.84 and $6.15, respectively.

On December 16, 2005, the Compensation Committee of the Board of Directors of the Company approved the acceleration of
vesting of all outstanding, unvested and “out-of-the-money™ stock options of the Company previously granted to employees,
consultants or directors of the Conpany prior to September 30, 2005 with an exercige price higher than the closing price of the
Conpany's Common Stock on December 16, 2005, which was §7.53. The acceleration of such options was effective as of
December 16, 2005, provided that the holder of such options was an employee, consultant or director of the Company on such
date. The total number of options nccelerated was 2,172,180, The decision to accelerate the vesting ofthese options was made
primarily to climinate future compensation cxpense attrbutable to these options, which otherwise would have been expensed
beginning on April 1, 2006 as a result of the adoption of SFAS No. 123R, ““‘Share-Based Paymont.” In the above table, the
pro forma stock-based compensation expense determined under the fair value method for the year ended March 31, 2006
reflects approximately $13.0 million attributable to the acceleration of the vesting of these options. The acceleration will allow
the Company to forego approximately $11.2 million of stock compensation expense in future operating results commencing in
the first fiscal quarter of 2007 when SFAS No. 123R is implemented.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
2. Summary of significant accounting policies — (Continued) .

In December 2004, FASB issued SFAS No. 123R, “Share-Based Payment (Revised 2004)", which replaces SFAS No. 123 and
supersedes APB 25. For the first quarter of fiscal year 2007, we will be requircd to adopt SFAS No. 123R and measure all
enployee share-based compensation awards using a fair value bayed method and record the share-based compensation
expenscs in our consalidated stutements of operations if the requisite gervice to eam the award is provided. The above
disclosed p1o forma results end assunmptioas used in fiscal years 2006, 2005 and 2004 were based solely on historical volatdity
of our common stock over tire most recent period commensumte with the estimated expected life of our stock optiona, and may
not be indioative of the effect for future periods or ycars after adoption of SFAS No. 123R. We are currently evaluating the
impact of the adoption of SFAS No. 123R on our financial position and results of operations, including the valuation methods
and support for the assumptions that underlie the valuation of the awards. However, we currently believe that the adoption of
SFAS No. 123R will have a material adverse effect on our results of operations.

Stock-based compensation to non-employees and warrant charge

The Company measures expense for its non-employee stock-based compensation and warrant charge using the fair value
method. Under the fair value method, the fair value of each option or warrant is estimated on the date of the grant using the
Black-Scholes valuation model with the following weighted average assumptions: risk-free interest rate at the datc of grant,
expected life of the instrument, expected dividends and volatility at the date of the grant. The risk-free interest rate and the
volatility are based an the expected term of the instrument.

Net income (lass) per share. .. .. e . . ) ..

Basic incame (loss) per share is based on the weighted average number of outstanding sharcs of common stock of
webMethods, Inc. Diluted income per share adjusts the weighted average for the potential dilution that could occur if’ stock

" “optiofis of wanants or convertiblé securities were exercised or converted into common stock of webMethads; Inc. Diluted "~ -~

income (loss) per share is the same as basic loss per share for fiscal years 2005 and 2004 because the cffects of such itenss were

: nnh-dlluttve given: the Company s losses. Omtmn pmenlml common slmtes were nof included & m-con'punng net mcmm pes
- sham becausc tlielr effect wns uhtr-dﬂuhve et oo

e et etk e e — V- e imtmee et s ———

Segmnent reporting

The Company operates in a single reportebls scgment of business integration and optimization software and related
services. The Company will evaluate additional segment disclosure requirernents as it expands its operations. See Note 20 for
required geographic disclosure.

Guarantees and indemnification

The Company accounts for guarantee and indemnification arrangements in accordance with FASB Interpretation No. 45,
“QGuarantor's Accounting and Disclosure Requirements for Guarantecs, Including Indirect Guarantees of Indebtedness of
Others" which requires that the Company recognize the fair value for guarantee and indenmification arrangements. The
Company continues to monitor the conditions that are subject to the guarantees and indemnifications, as required under
previously existing getierally nccepted acceunting principles, in order to identify if a loss has occurred. If the Company
determines it is probable that a loss has occurred, then any such estimable loss would be recognized under those guarantecs
and indemnifications. Some of the software licenses granted by the Company contain provisions that indenmify licensees of
the Comprany’s sofiware from damages and costs resulting from claims alleging that the
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. Summury of significant accounting policies — (Continued)

Campany's software infringes the iuttellectual property rights of a third pasty. The Company has historically received only a
limited number of requests for indemmification under these provisions, and has nat been requircd to make material payments
pursusnt to these provisions. Aecordingly, the Compaity has not recorded a liability related to these indemnification
provisions. The Conpany does not have any guarantees or indemification arrangenents other tiran the indemmification clause
in snme of its softwate licenses, indenmification agreamments with the Company’s disectors and execotive nfficers and gertain
guamantees of perfonmance by subsidiaries.

Recent accaunting pronouncemenis

In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment (Revised 2004),” which replaces SFAS No. 123
and supersedcs APB 25. In March 2005, the SEC issucd Staff Accounting Bulletin ("SAB™) No. 107, providing supplemental
implementation guidsnce for SFAS 123R Thesc pronouncements set forth accounting requirements for “share-based”
compensation to employees and require coupanies to recognize in the statement of operations the grant-date fair value of
stock options and other equity-based compensation, The Company cumently provides pio forma disclosure of the effect on net
incame or loss and eamings ur loss per share of the fair value recognition provisions of SFAS 123, “Accounting for Stock-
Based Corpensation.” Under SFAS 123R, such pro fomma disclosure will no langer be an altamative to financial statement
recognitien. SFAS 123R js effective for annual perivds beginning after June 15, 2005 and, accordingly, tire Company must adnpt
the new accounting provisions effective April 1, 2006 and recognize the cost of all share-based payments to employees,
including stock option grants, in the income statement based on their fair values. The Company is currently evaluating the
impact of the adoption of SFAS 123R on our financial position and resulis of operations, including the valuation methods and
support for the assumptions that underliz the valuation of the awards. However, we currently beli¢ve that the adoption of
SFAS 123R will have a material adverse effect on our results of operations.

. [n November.2005, the FASB issued FSP.FAS115-1 and FAS124-1, “The Meaning of Other-Than-Temporary Impairmeat and -
lts Apphcahon to Certain Yivestments” C“FSP FAS 115-1%), which provides guidance on determining when investments in
certaif dcb arid equity securities are consniemd impaired, whether that impairmeént is other-than-temporary, and on measuring
sucl: mrpnmn:m loss..FSP. FAS llS-l also includes accounting considerations s subsqqueht to-the recggnition of an ‘othef-then-

-+ temporary: impairment and requires certain disclosures aboutunrealized losses ‘thathave not been ‘recognized as otherthan: -

temporury ivpainments, We have adopted FSP FAS 115-1 and the adoption of the statement does not have a material impact on
our consolidated results or financial condition.

3. Related-party transactions

An individual who is a director and stockholder and former corporate secretary of the Company is asgociated with a law firm
that has rendered various legal services for the Company. For the years ended March 31, 2006, 2005 and 2004, the Company has
paid the ﬁm\appmnmately $1,789,000, $1,189,000 and $1,421,000, respectively. As of March 31,2006 and 2005, the aggregate
amounts in trade accounts payable for these servicés was approximately $0 and $0, respectively.

4. Inwestments in private company

In April 2000, the Compaay smada nu investment in a thid party tataling $2,000,000, of which $1,000,000 was equity and
$1,000,000 was convertible debt. The Company and this third-party share & common Board member. In March 2002, the
Company recorded an other-than-temporary decline in value
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- WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

4. Inwestments in private companies — (Continued)

of $200,000 in the equity investment. In June 2003, the Company received $1,000,000 in repayment of the convertible debt and
converted $257,000 of interest income into additional equity. In September 2004, the Company recorded an other-than-
tenporary decline in vulue of $1,057,000 in this equity investment. As of March 31, 2006 and 2005, the canrying value ofthe
investment in this thind-purty was $0. The third party was a business partner of the Coinpany, and the Company ineurred
royaity expense nf $0, 556,000 and $1,39),000 to this thad-party in the years ended March 31, 2006, 2005 and 2004, respectively.

5. 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 reccivable. 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 accouats.
Accounts reccivable consists principally of amounts due fom large, credit-worthy companies. The Company monitors the
balances of individual accounts to assess any collectibility issues.

6. Markctablesecurities

The cost and estimated fair value of marketable securities, which consist of corporate bonds, commercial paper and US
govemment and agency securities, by contractual nuaturity are as follows:

Purchase/ Gross Aggregate Cash and Short-
Ambprtized Unrealized Falr Cash . Term Logg-Term
Cost -Losses - - - Value: Equivolents Investments - -Investments
. ’ (In thousands)
As of March 31,2006
- Taxable nunicipal auction rate oL ' STt s o e
securities $ 9850 § — § 9850 § —  § 9850 § -
Corporate bonds o 82217 . . (163) 82054 . . ‘11,961 70,093 — .
Money narkzt funds . . |7 A | T e S
" Tofal’ TS iR § (l63) s 133041 s 408 $ 1994 § 2 —
Purchase/ Gross Aggregate Cash and Short-
Amortized Unrealized Folr Cash Term Long-Term
Cost Losses Value Equivalents  Investments Investments
(In thousands)
As of March 31,2005
Taxable nunicipal auction rate .
securities $ 9600 $ — § 9600 § - 3 9600 § —_
US Treasury obligations and
direct obligations of
US govemment agencies 1,008 ()] 1,006 —_ 1,006 -—
Corporate bonds . 87,850 (360) 87,490 5,251 67,726 14,513
Money market faunds 2 — 22 2 —_ —
Totsl $ 98480 (362) $ 98118 § 5273 $ 78,332 § 14,513

—————-—.——-—__——-—_———.———-—-—.—

There were ho net realized gains (losses) on shost-term or long-terminvestments for the ycars ended March 31, 2006 and
2005.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continucd)
6. Marketable securities — (Continued)

The Company monitors its investment portfolio for impaiment oa a periodic basis. In the event that the cartying value of an
investment exceeds its fair value and the decline in value is determined to be other-than-temporary, an inpairment charge is
recorded and a new cost basis for the investment is established. In order to determine whether a docline in value is other-than-
temporury, the Compeny evahates, ainong other factors: the duration and extent ta which the fair value has been less than the
‘ canrying value; tho Company’s financial condition and business outlook, current market conditions and firture trends in the
Compauny's industry; the Company’s relative competiive position within the indusiry; and the Campany’s intent and ability to
retain the investment for a period of time sufficient to allow for any anticipated recovery in fair value,

In accordance with FASB Staff Position Nos. FAS 115-1 and FAS 124-1, “The Meaoing of Other-Than-Temporary
Impairment and:Tts Applicalion to Cartain nvestments,” the following table sungmarizes the fair value nad gross unroalized
losses related to available-for-sale securities, aggregated by investment category and length of time that individual securities
have been in a continuous unrealized loss position, as of March 31, 2006.

Less than 12.Mouths Greater than 12 Months Total
Gross Gross Gross
Unrealized ) Unrealized Unrealized
Fair Value Losses Fuir Volue Losses Falr Value Losses
(In thousands)
Corporate bonds ’ $ 55,848 s (138) $ 14,245 S 2 $ 70093 $ (163)

The unrealized losses on the Company's investments in corporate bonds were cauged by rising interest rates. The
contractual terms of these investments do not permit the issuer to settle the securities at a price less than the amortized cost of
the investment. Because we have the ability to hold these investments until a recovery of fair value, which may bc maturity, the

. Onmpany does not consider thesc investments to be omg(-xhan mmpnmnly unpaued 8s. of March 31,.2006.

"As of March 31, 2006 and 2005, the Company had 5903 000 and $0 of restricted cash, :elntmg to deposits held by fmnncml
 institutions to support guarantees that they have made-on behalf of the Cormpany fort certain lease and other future paylmnt
.- obligations. As.of March 31;2006; $679,000 of: ﬁsmm-.d-eashqs meluded- i-prepdid expenses-and: othercunentissetsaﬁa- e e e
$324,000-of restiicted cashi is inclvded in SthéF asséts.

1. Accounts. recelvnble and allowances for doubtful accounts and returns

Acconnts receivable and allowance far doubtful accounts and mtams consisted af'the following:

March 31,
2006 2008
(In thousands)
Accounts receivable ) $ 62926 $ 47,781
Unbilled services 2,024 1,407
Less: Allowances for doubtful accounts and retums . (652) (1,862)
Net accounts receivable ' $ 64298 § 47,326

Trade accounts receivable are recorded at invoiced or o be invoiced amounts and do not bear interest. We perform
ongoing credit evaluations of our customers’ financial condition. Allowances for doubtful accounts and retums were
established based on various factors including credit profiles of our customers, contractual tenns and conditions, historical
paywnents amii current econamic trends.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

7. Accounts receivable and allowances for doubtful accounts and returns — (Continued)

The following is a summary of activities in allowances for doubtful accounts and retums for the years ended March 31,
2004, 2005 and 2006: '

Balance at Balance at
Beginning of (Recovery of) End of
Period Provisions for Deductions Period
(In thousands) -
Year ended March 31, 2004 allowance for doubtful
© accounts . $ 2,850 $ 19 $ 766 $ 2,103
Year ended March 31, 2005 allowance for doubiful '
accounts ) 2,103 233 474 1,862
Year ended March 31, 2006 allowance for doubtful .
accounts 1,862 (475) 75 652
8. Property andrequipment
Property and cquipment consisted of the following:
' March 31,
2006 2005
. . . . . (In thousands) . ..
Equipment $ (6916 § 16593
Software 10,840 8,824
. Fumitwre . | e e e e e L3677... ... 4146.. ...
" Leisehol improvéments - ' 5346 5,450
oo ) ) 36719 . . 35013
. .. Accumulated depreciation 3ad BMORUAMON . . .. .. e e eiae o e et e (26008). . o ATY). ..
: S 10274 3 i03d

During the years ended March 31, 2006 and 2005, the Compary had acquired certain cquipment under capital leases. Assets
under capital leases included in equipment as of March 31, 2006 and 2005 are $1,208,000 and $1,889,000, respectively. Related to
these capital leases and included in the accumulated depreciation and amortization is $908,000 and $1,243.000 at March 31, 2006

and 2005, respectively.
During the years ended March 31, 2006, and 2005, the Company paid $232,000 and $514,000, respectively for equipmeht that
was previously leased and fully depreciated. This purchase occurred upon termination of the lease period.
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WEBMETHODS, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continucd)

9. Income taxes
The components of fedeml, state and foreign income tax expense (benefit) are summarized as follows:

2006 2008 2004

(In thousands)
CQurrent tax provision:
Fedcral $ 36 $§ —~ §$-—
State 2 —_ -—
Foreign ) 33 B5 =
Total cument 795 235 —
Deferred 1ax provision:
Federal $ — & - s$—
State — — —
Foreign (2,143) - =
Total deferred (2,143) — —
Total provision for income taxes $ (1348) $ 235 § —
The U.S. and intemational components of income (loss) before income taxes are as follows:
_2006 2005 2004
.. . Ce . - oy T
United States $14,881 $ (20877) § (24,946)
gemgtionsl . I V. - U | SR ..) )
" Total - : : - 16874 (18516) —030%)

Net opcruung loss cmyforwards (NOLs) for thé Uniitéd States corporate federal iicoinie tix purposeés as of March 31, !qog

: "are'apprqvnnmelfﬂﬁ millign; hMNOLi'a‘ﬂyde'wildﬁ rilaﬂﬁgTo foreigh’ subsldia 25, ATE np.pﬁiﬁ]ltﬂy $33 iilion; The United ™
States NOL can-yforwnnds wiil begin to expire in 2011, Research and dcvelopment credit carryforwards as of March 31, 2006 are
$11 milion and will begin to expire in 2012. Charitable contribution camyforwards as of March 31, 2006 are $396,000 and wdl
begin to expire in 2006.

The realization of benefits of the NOLs, research and development credits and charitablo contributions arc dependent on
sufficient taxable income in fnture years. Lack of future eamings, a change in the owanership of the Company, or the application
of the altemative minimum tax rules could adversely affect the Company's ability to utilize the NOLs, research and development
credits and charitable contributions.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

9. Income taxes — (Continucd)

Defened income taxes reflect the net tax effects of the temporary differences between the camying auwunts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components of the
Company’s deferred tax assets and liabilities are as follows:

Year Ended March 31,
2006 2008
(In thousands)

Deferred taxassets:

Net operating loss camyforwards : $ 72,734 $ 98,618
Amortization of research and development costs 20,856 —
Research and development credit 11,024 9,783
Stock option compensation 9,364 8,475
Amortizable intangibles 8,408 10,981
Deferred revenve _ 1,719 1,363
Accrued expenses 1,334 1,592
Accounts receivable 1,352 416
Deferred rent 1,249 —
Property and equipment . 1,042 589
Impairment loss in equity investments — 2,751
Other . .. . . . . . . 496 . R

Total deferred taxassets 129,578 134,568

Defemed tax liabilities:

- DAICHBYED HRRGBIES" =+ T Tee T Tt ogugy ot orggg e
* “Total deferred taxliabilities T T : ) ) ) ~ (2310 o (3363),
.-........ _.Ne.ia-é.ﬁ'."—.ea.ra_i.‘s_sqe_ts. s Sl TR TP AR ] v [ T .-._ - ...._-—'H"‘...‘.i‘_r.:z.‘.ég._.'_.. .._. At e —‘—‘—H—_‘.sl.‘_.lo,s._- 3
Valuation allowance (125,169) (131,105)
Net deferred taxassets $ 209 $ -

The recognition of deferred taxassets is recorded when the realization of such assets is more likely than not and is primarily
dependent on future taxable incorme. The Company had provided a full valuation allowance against its net deferred taxassets
as of March 31, 2005, based on a number of factors, which included the Company’s historical operating performance and the
reported cumulative net lusses in prior years. During the year ended March 31, 2006, the Company recorded an income tax
benefit of $1.3 million, which included a $2.1 million reduction of valuation allowance on net operating loss camryforwards and
other deferred tax assets in the Auctralian subsidiary that cantinued to demonstrate profitability. The valuation allowance
deercased during the year ended March 31, 2006 by $5.9 million due primarily to the $2.1 million reduction in the valiation
allowance for Australia, and changes in net operating loss camryfarwards, amortization of research and development costs,
impaimment loss in equity investments and other changes in deferred asset balances. The Company elected to capitalize and
amortize research expenditurcs over 60 months under Section 59(¢) of the Intemal Revenus Code, This election was made
retroactively to the fiscal year ended March 31, 2002, Capitalizing and amortizing research expendituces, rather than deducting
them currently, caused a reduction in the Company’s deductions for
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

9. Income taxes — (Continued)

those expenses in the years affected by the election under Section 59(¢) and a corresponding reduction in the Conpany’s net
operating loss carryforwards. The capitalization of these research expenses also created a deferred taxasset that will be
recognized in the future as those capitalized expenditures are amorfized. The valnation allowance increased by $6.3 million and
$28.5 million for the years ended March 31, 2005 and 2004, respectively. These increases were due prinmrily to changes in net
operating loss canyforwards, acqused utangibles, mseerch and development tuxcredits, deferred rewenue and aoerned
expenses.

The provision for income taxcs differs from the anunt of taxes detemmined by applying lhe U.S. Federmsl statutory rate to
income before taxes as a result of the following:

Yenr BEnded March 31,

2006 2008 2004

U.S. Federal statutory tax rate . 34.0% (34.0% (34.0)%
State and local taxes, net of Fcderat income tax benefit 32 3.7 (3.1)
Non-deductible items 5.7 22 1.1
Withholding mnd othnr foreign taxexpense 26 — -
Change in valuation allowance (48.1) 440 4.5
Foreign rate differential ' (2.0) — 32)
Change in general business credit 8.1) (7.5) .3
Change in state income tax rates 4.6 — —_

Income taxprovision - - - e R B1%- - 1.0% e

10. _NetIncome (Loss)l’erShare e

The Oompany s basic net income or loss per share calculatwn is computed by dw:dmg net mcoma or loss for the penod by
. the wmghted—nverage number of. c’bmmn stock shares. outstnndmg Diluted.net income per shhm is computed by dwtdmg the .
.. ..-netincome:for.the period by the. welshxed-.nvemge number:of-common:stock: sharesandpotenmlcomfm :Stock equwalenm p—
upon thié eikicist ofoptions or Wararits' thit were outstandiig duiing the period if théir effect is dihitive. Ceitairi potential
common stock equivalents were not included in computing net incorge per share becanse their effect was anti-dilutive.

The following (able sets forth the compurution of basic and dituted net income (loss) per share (in thousands, except per
shan: data):

Year Ended March 31,
2006 2008 ° 2004
(In thoussuds)

Net income (loss) $18,022 $ (18751) § (33,029)
Weighted-average common stock shares used to compute basic net income (loss)

pershare 83,719 53,103 52,137
Effect of dilutive common stock equivalents 1,266 — —
Weighted-average common stock shares used in computing diluted net income per

conwmon share ' 55,045 53,103 52,137
Basic net income (loss) per share $ 034 $ (035) $ (063)
Diluted net lnec_:me (loss) per share $ 033 § (03 $ (06)

F-20

AJS000269




VTN AL P D P

-+ - oredit: andSZ 0 mlllon-awallnble uader theequipmzm five-ofcrediti=-- - - -rerommmmmem et

WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
10. Net Income (Lass) Per Sharc — (Continued)

The following potential common stock equivalents were nof included in the diluted nct incomne per share calculations above
because their effect was anti-dilutive for the years indicated:

Year Ended March 31,
2006 2008 2004
(In thousangds)
Anti-dilutive weighted-average common stock shares 12,892 19,010 18,039

11, Berrowinps

The Company has a line of credit agrecment with a bank to borrow up to a maximum principal amount of $20 million and a
$2 million equipment line of credit facility. Both facilities have a maturity date of June 29, 2006.

The Company may borrow the entire $20 million operating line of credit as long as the aggregate balances of cash and cash
equivalents on deposit with financial institutions in the United States and marketable securities trading on a national exchange
are at least $85 million; otherwise, borrowings under this facility are limited to 80% of eligible accounts receivable. Intercst is
payable on any unpaid principal balnace at the bank’s prime rate. Bonowings under the equipment line of credit will bear
interest at a fixed 8% ratc or prime plus 1%, at the Company’s aption and will be repaid over 36 mouths. The agreement for both
ﬁlcilitics include restrictive covenants which require lhe Company to maintain, among other things, a ratio of quick assets (ns
covenant such that total revenue.for each ﬁscal quarter must be at least 845 million. At March 31 2006 the Company was in
cowpliance with these covenants.

As ofMarch 31, 2006, the Cotpatiy had hot borfowed agaiiist tlié operatifig line 6f Eredit ortlie éqiipment fifté of crédit. Tn ~~
connection with the operating line of credit agreement, the Company has obtaingd letters of credit totaling appmximnely
$2.5-fiillion rclated to office leases.Ag of March 31,:2006, the Company had 317 4 million nvmlnble under the openmng lme of

12. Lease commitments

The Company has an equipment line of credit with a leasing company for the leasing of equipment and software. Under this
amangement, the Company can enter into leases for equipment and software for a period of one year from the date of the
armangement. The interest rate under these leases is fixed at the date of each individual lease, based on the 36-month treasury
yield plus 3.7%, Principal and interest is payable under each lease in 36 monthly installments. At expiration ofthe lease term,
the Company will have the option to purchase the equipment at fair market value. This arrangement includes a restrictive
covenant that requires the Company to maintain a mmimm of $2,500,000 af cash and marketable securities. The Conpmuny tas
another equipment line of credit with anather leasing eompany for the leasing of equipment and software. Under this
arrangement, the Company can enter into lcases for equipruent and software for a period of one year from the date afthe
amangement. The interest rate under these leases is fixed at the date of each individual lease at an interest rate of 5.95%.
Principal and interest is payable under each lease in 24 monthly instalhnents. At expiration of the lease term, the Company will
have the option to purchase the equipment at fair market value.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
12. Lease commitments — (Continued)

The Oompaqy leases office space in various locations under opcrating leases expiring through fiscal yeur 2016, Total rent
cxpense was approximately $8,792,000, $10,270,000 and $10,287,000 for the years ended March 31, 2006, 2005 and 2004,
respectively.

Future minimum leasc payments under the Cormpany s capital and operating leases arc as follows:

Operating Capitat
. (fn thousands)

Years ending March 31, 2007 $ 11,562 $ 264
2008 7,926 10
2009 4,612 —_
2010 4279 —
2011 4,338 —
Thercafter 18,13( —_

$ 50848 § 274

Less amounts representing interest &)

269
Less curmrent portion (259)
Capital lease obligation, net af current partion _ I 10

13. Stockholders’ equity
" Prefeivéd stock "~ T
The Company's Certificate of Incorporation, as amended, includes 50,000,000 authorized shares of undesignated preferred

. _.stock with g par vahe of $.01, none of which were outstanding s ofMach 3L 2006 ..ol o o e

Warrant

In March 2001, the Compuny entered intv an Integrated Reseller and OEM A greanrent with i2 Technologies (i2). The OEM
portiam of the agreement provided i2 a non-exclusive and non-transferable right to ertbed and integrate certain Company
products as part of i2's product offerings and to provide a hosted version of the Company's product offerings. i2 agreed to pay
$10 million for these rights on a fixed schedule over the four-year tem of the agreement. The Company has recorded no
révenue for the payments associated with the OEM portion of the agreement. All amounts received by the Company under the
OEM portion of thre agreement have heen recarded as s reduetion to the defered wamant charge, 18 described below. The
Company received $0, $500,000 and $1,000,000 of OEM fees from i2 during the years ended March 31, 2006, 2005 and 2004,
respectively.

Tn conmection with tho OEM purtion of the agreeinent, the Company also fssuvd to i2 e warrant to purchase 750,000 shares
ofthe Company’s common atock at an cxercise price of $40.88 per share. The fair valueiof the warrant based ou the Black-
Scholes valuation model was $23,606,000 on the date of issuance which has heen recerded as a deferred warmnt charge. In
April 2001, the Compaay signed adamended wairant agreement which reduced the nnmber of shares of common stock i2 can
purchase under the warrant from 750,000 to 710,000 and, in addition, reduced the excrcise price per share from $40.88 to $28.70.
Based on the remeasurement of the warrant using the Black-Scholes valuation model, the fair
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WEBMETHODS, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -— (Continucd)

13, Stockhbolders’ equity -— (Continued)

value of the amended warrant did not excecd the cuerent fair value of the original warrant, Accordingly, the Company did not
incur an additional charge as a result of this amendment. The fair value of the warrant granted to i2 was estimated, on the date
of grant and amendment, usiny the following weightcd average assumptions or range of weighted average assumptions: risk-
free intcrest rate of 4.9%, teruof 3.75 to 4 years, volatility of 114% to 159%, and no dividends anticipated. As of March 31,
2006, 710,000 wagants remained outstanding with a remaining life of approximately one year.

Tn March 2003, the agreement was modified to reduce the amount payable to webMethods under the OEM portion of the
agreement from $10,000,000 payablc over four years to $8,750,000 payable over five years. In addition, the number of resources
cornmitted by webMethods to i2 was reduced and the fee previously due to i2 on certain maintenance amrangements was
eliminated. Due to this change in.the agreement, the amortization of the remaining unamontized deferred warrant charge was
changed from four years to five years to coincide with the new payment schedule, resulting in a decrease in the annual
amortization. The Company recordcd $2,480,000, $2,645,000 and $2,645,000 of amortization of the deferred warrant charge to
sales and marketing expense for the years ending March 31, 2006, 2005 and 2004, respectively

14. Business combinations
Business acquisitions

In October 2003, the Company conpleted the business acquisitions of The Mind Elcctric, Inc. ("TME") and The Dante
Group, Inc. TME was a provider ol software for servive ariented architectures, and The Dante Group was a provider of
business activity monitoling software.

" The acquisitions of TME and The Dante Group were accounted far under the purchase method of accounting and,
accordingly, the results of operations of each acquisition are inclided i the Company’s financial statements fromthe date of
acquisition. As a result of these.acquisitions, the Company has recorded charges. for.in-process research and development and
Yas recordéd asséts relited to'existing téchniology. - '

Tn-piocess.rescarch and dévelopment lepresents in-process technology that, a5 of the date of the acquisition, had not

.- -:enéhed-ﬂé’dhnolmgwdl feas-'blhly and:-had no-dltemative futiire-use: Based-an: \?‘almtlonﬁs&essmn!s sthe-vilueofthese -~ — =~

projéits Wik detérmined by eftinkalinig the projected riet cash flows' Tronithic baie of the'Corpleted products, reduced by the
portion of the revenue attributable to developed technology. The resulting cash flows were then discounted back to their
present values at appropriate discount rates. Consideration was given to the stage of conpletion, complexity of the work
completed to date, the difficulty of completing the remaining development and the costs already incurred. The amounts
allocated to the acquircd in-process rescarch and development were immediately expensed in the period the acquisition was
completed.

Existing technology represents purchased technology fer which development had becn conmpleted as of the date of
acquisition. This amount was determined using the income approach. This method consisted of estimating future net cash
flows attributable to existing technology for a discrete projection period and discounting the net cash flows to their present
value. The existing technology will be amortized over its expected useful life of 60 months.
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
14, Business combinations — (Continued)
The aggregate purchase price for these acquisitions, including $593,000 in dircct acquisition costs, has been allocated to the

assets acquired and liabilities assumed based upon their estimated fair values at the date of acquisition as follows (in
thousands):

The Dante
Group TME Total
Cash and cash equivalents $ 90 $§ 3 § 93
Accounts receivable 69 116 185
Property and equipment 146 k}| 177
Other assets : 93 7 100
Accounts payable 32) (580) (612)
Accrued expenses and other liabilities (231) (230) (461)
Deferred revenue - (138) (38) (176)
In-process research and development 3,138 1,146 4284
Existing technology 3,530 2,379 5909
Customer rclationships 392 4] 833
Goodwill 12,152 4,715 16,867
Totaicash purchase price $ 19,209 $79%0  $27,199

We determined the valuation ofithe identifiable intangible assets using the income approach: The anounts allocdted to'the = *

identifiable intangible assets were determined through established valuation techniques accepted in the technology and
soRwure md\rstnes

The mcome approach whlch mcludes an analys:s of the cash ﬂows and nsks assocmted wnh achlevmg such cash ﬂows, ’
was the primary technique utilized in valuing the other identifisble intangible assets. Key assumptiotis mcluded discount

factors mngmg ﬁrom2,6°/g 1o, 31%. and esmmtes of revenue Emw(h maintensnce renewal rates, cost of saln operating "

expcnses and taxes. The g punchasc pnce in excess of the net Jubllmes assumed and the identifiable mtanglble assets ncquncd
was allocated to goodwill

The following unaudited pro fonna supplemental table presents selected financial informaiion as though thu purchases of
TME and The Dlante Group, which may he material acquisitions for this purpose, had been completed at the beginning of the
periods presented. The unaudited pro forma data gives effect to actual opemting results prior tv the acquisition, adjusted to
include the pm forma effect cfumontization of intangibles, reduction in interest income on cash paid for the acquisitions and
the climination of the charge for acquired in-process research and development. The unaudited pro forma data for the year
ended March 31, 2004, includes a $1.4 million nonrecuning compensation charge for zccelimnted vesting of eptions of The
Dante Croup which occunred just prior to the transaction. These unaudited pra fonm amounts do nnt purport to be indicative
of the results that would bave actually been obtained if the

F-24

AJS000273



T NNIS P b=

15. Goodwill and lntnnglble assets

WEBMETHODS, INC.
NOTES TO CONSQLIDATED FINANCIAL STATEMENTS — (Continucd)

14. Business combinations — (Continued)

acquisitions accurred as of the beginning of the period presented or that imay be obtained in the future (in thousands, except
per share data):

Year Ended
March 31,
2004
{(Unasudited)
Pro forma net revenue $ 190,083
Pro forma net loss (35,355)
Pro forma net loss per basic and diluted share $ (0.68)

Acquisition of technalogy

In October 2003, the Company acquired the portal solution technology and certain fixcd assets of DataChannel from
Netegrity for $5,278,000 in cash, including $176,000 in direct acquisition costs. The Company also assumed defemed revenue of
$66,000 related to on-going maintenance contracts.

The acquisition of the existing portal solution technology of $5,243,000 was recorded as purchased technology and is
amortinzd over the estimated useful life of 60 months. The technology is expected to conplement the Conpany s existing
technology and the incremental efforts required to market the portal solution product were minimal. The Company determined
that as of the date of the technology purchase the pun:hased technology had allematwe future use and had attamed

" technological feasibility.

in'accordance with SFAS 143, ullgoodwnll is assocmed thh the Company s corpomte repomng unit, as the Company does

. not have frultiple mpumng uiiits. Accordingly, on gn annual basis the Company performs the impairment asscssment requued
.. uhder. SFAS 142 at the euterprise;level, using' the Corglany’s. ;o;glm:ketcapltahzauon to.assess the fairvahie toithe . oeo oo -

R L,

ente:pnse, o; The Coirpany performed ah irpairmient test-of if’s goodwillind déteifiiried that no impaiment of remammg
goodwill existed as of March 31, 2006 or March 31, 2005. '

There were no changes in.the cazrying amount of goadwill for the years endcd March 31, 2006 and 2005 and the amonnt of
goodwill as of March 31, 2006 and 2005 was $46.7 million.

As of March 31, 2006 and 2005, all of our acquired intangible assets are subject to amortization. The foRowing is a sutnmary
of amortized acquired intangible assets for the dates indicated (in thousands):

As of March 31, 2006 As of Mareh 31, 2008

Gross Gross . Net

Carrylog Accumulated Net Carrying Carryling Accumnlated Carrylog

Amount Amortization Amount Amount Amortization Amount
Existing techuology $ 12§ 5512 $ 5580 $ 11152 § 342§ 7810
Customer relationships 833 420 413 833 253 580
Total $ 11,985 $ 5,992 $ 5,993 $ 11985 $ 3,595 $ 8390
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WEBMETHODS, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
15. Goodwill andintangible asscts — (Continued)
Amortization expense for intangible assets was $2,397,000, $2,397,000 and $1,199,000 for the years ended March 31, 2006,
2005 and 2004, respectively. Estimated future amortization expense of intangible assets as of March 31, 2006, is as follows (i -

thousands):

2007 $ 2%

2008 2397
2009 . _ 1,199
$. 5993

16. Stock based compensation

Stock incentive plan

On November 1, 1996, the Company adopted the webMethods, Inc. Stock Option Plan (the “Plan™). The Plan is administered
by a Committee appointed by the Board of Directors, which has the authgrity to determine which officers, dircctors and key
employees are awarded options pursvant to the Plan and to determine the tenms and option exercise prices of the stock options.

In August 2000, the Company increased the number of shares to 20,731,000 shares of webMcthods, Inc. conmon stock for
issuance upon the exercise of options granted under the Plan. Pursuant to an amendment to the Plan adopted by the Board of
Directors on June 6, 2001, and approved by the stockhelders of webMethods, Inc. on September 7, 2001, the nurmber of shares
of webMethods, Inc. common stock available forissuance under the Plan was increased on each of April 1, 2003, 2004 and 2005
by 2,462,195. In addition, the mimber of shares of webMethods, Inc. common stock available for issuance ynder the Plan
increased by the same amount on Apnl 1, 2006. At March 31, 2006, opnons to purchase 18,198,436 shares were uutstandmg

Slockopnons grnnted pumuam to the: plzms have an‘exercis8 phco equnl 146 thie riaket pri pnce ofthe undcﬂymg cammon’
stockat the datc of grant, genenally vest fatably over three or four ycars after the date ofaward and gencrally have a term of fen
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WEBMETHODS, INC.

‘NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

16. Stock based compensation — (Continued)

The following table summarizes the Company's activity for all of its stock option awards:

Outstanding, March 31, 2003
Granted
Exercised
Cancelled

Outstanding, March 31, 2004
Granted
BExercised
Cancelled

QOutstanding, March 31, 2005
Granted:
Bxercised
Cancelled

Outstanding, March 31, 2006

Stock Range of Weighted Average
Optlons Exercise Price Exercise Price
15830002 $0.11- $16129 § 1849

5,598,215 7.54- 1.7 9.00

(620,216) 0.1 - 903 490
(4,016,541) 2.88 - 161.29 2044
16,791,460 $O0.11- SI6129 $ 1530-

6704952  399- 10.55 7.65

(295,939) 0.1t - 8.79 33
(5,543,457) 3.99- 161.29 14.88
17,657,016 $0.11- $115.75 $ 12.73

6,863,079 $4.60- 8.25 6.25

(849,965) $0.11- 7.81 4.19
(5471,644) $399-  114.56 13.13
18,198,486 $0.11- $115.75 $ 10.56

Information regarding stock options outstanding as of March 31, 2006 is as follows:

Ontstanding _ Opfiows Eperoiusble
Weighted Average e e e,  WelghtedAverage | L L
Rongéof " ~. ~ 77 © Nemsinfng” = .Weighted Average Numberof Remuining Weighted Average - -
Exercise Prices Contractual Life Excrelsc Price Shares Contracius Life Exerelse Price
$01l. - 8 58 878 § 533 . 1,597,724 . 874 .. 469
. SP mBOT e B20 e 2 T2 10299048 - e TS5 e
|l -~ 1006 7.65 915 - 3,639)644 1.5 932
10.14 -~ 14.36 6.08 13.15 3,820,022 6.08 13.15
470 - 11575 4.83 51.05 954,689 4.83 51.05
$01} -~ $115.75 764 $ 10.56 11,441,993 741 $ 13.13

Certain options for employee and non-employee directors granted during the years ended March 31, 2000, 1999 and 1998
resulted in deferved stock compensation as the estimated fair value (derived by reference to contemporancous sales of
convertible preferred stock) was greater than the exercise price on the date of grant. The total deferred stock compensation
associxted with these oplions was approximately $16,093,000. This amount is being amortized over the respective vesting
periods of these options, ranging from three to four years. Approximately $0, $0 and $202,000 was amortized during the years
ended March 31, 2006, 2005 and 2004, respectively, related to these options.

Employee Stock Purchase Plan

In January 2000, the Board of Dircctors approved the Company’s Employee Stock Purchase Plan (the “ESPP™). The ESPP
became cffective upon the completion of the Compaay's initial public offering on February 10, 2000. A total of 6,000,000 sharcs
of common stock have been made available for issuance under the ESPP as of March 31, 2006, The aumber of shares of

common stock available f_or issuance
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WEBMETHODS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continucd)

16. Stock based compensation — (Continued)

under the ESPP will he increased nn the first day af'ench calendar year duting the remaining three year termof the ESPP by
750,000 shares of common stock.

The ESPP, which is intended to qualify under Section 423 of the IRS Code, is implementcd by a series of overlapping
offering periods of 24 months’ duration, with new offering periods, other {han the first offering period, commencing on or about
January 1 and July 1 af each year. Eacli offering period consists of four consecutive parchase periods of approximately six
manths® duration, and at the end of cach purchase period, the Company will make a purchase on hehalf af the participants.
Participants generally may not purchase more than 4,000 shares on any purchase date or stock having a vatue measurcd at the
beginning of the offering periad greater than $25,000 in any calendar year.

The pumhase price per share is 85% of the lower of (1) the fair market vatue of webMethods, ine. cormmou staok on the
purchase dnte ahd (2) the fair market value of a share of webMethods, lux, eapunon stock on the last trading day before the
offering date.

The following table sunymarizes shares of comnon stock of webMethods, Inc. available for issvance and shares purchased
as of March 31, 2006 (in thousands).

. Balance at March 31,2004 3418
Additional authorized shares 750
Purchases (304)
Balancc at March 31, 2005 - 3,864
Additional authorized shares ~ ' C ’ ' 750
Purchases ) 278)

. BalonceatMarch.31,2006 . . .. .. . ... . Ce e L T ..4336 .-

Shareholder Rights Plan

= [ ORober 3001, the Boant 6 Difeciors sdopted a shareliolerrights pian, which may cause subsiantial diiution 10 & person

or group that attenpts to acquire webMethods, Inc. on terms not approved by the Board of Directors. Under the plan,
webMethods distributed one right for each share of webMethods, Inc. common stock outstanding at the close of business on
October 18, 2001. Initially, the rights trade with shares of webMethods, Inc. common stock and are represented by
webMethods, Inc, common stock certificates. The rights are not immediately exercisable and generally become exercisable if a
person or group acquires, or conmences a tender or exchange offer to acquire, beneficial ownership of 15% or more of
webMethods common stock whilesthe plan is in place. Each right will become exercisable, unless redeemed, by its holder
(unless an acquiring person vr member of thae gruup) for shares of webMethods, Inc, or of the third-party acquirer haying a
value of twice the right's them-cnment exercise price. The sights are redeemable by webMethads, Inc. and wilt expire on
October 18, 2011, .

17. Employce benefit plan

As of April 1, 1997, the Cowpany adopted & contributory 4Qi(k) plan covering all full-time employecs who nuct prescabed
service requirements. Thero aro no requiredt Company matching contributions. The plan provides for discretionary
contrihutions by the Company. The Company made no coatributions during the years ended March 31, 2006, 2005 and 2004,
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continucd)

18. Supplemental disclosures of cash flowinformation:

Cash paid during the period for interest

Non-cash investing and financing activities:

Equipment purchased under capital lease

Conversion of interest income into equity in private company

Change in net unrealized gain or loss on marketable securities
Dantc Acquisition:

Fair value of assets acquired, net of cash acquired

Less:
Liabilities assumed

In-process research and development
Existing technology

Customer relationships

Goodwill

Cash paid for acquisition, net of cash acquired
TME Acquisition:
Fair value of asscts acquired, net of cash acquired
- - Lems:t . v e e e e e
Liabilitics assumed

Existing technology”

Cuatomer relationships

Goodwill

Cash paid for acquisition, net of cash acquired

DataChannel Assets Acquired from Netegrity:

Fair value of assets acquired, net of cash acquired
Less:

Liabilities assumed

Existinyg technology
Cash paid for acquisition, net of cash acquircd
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P
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

19. Restructuring and rclated charges

The Company has recorded restiucturing and related charges to align its cost structure with changing market conditions.
During the year ended March 31, 2006, the Company incurred restructuring costs of $411,000 which includes restructuring cost

of $719,000 thatconsist primarily of severance snd related bunefits, net of the $308,000 reduction in the accrual for excess
factlities costs.

During the year ended March 31, 2005, the Company recorded restructuring and related charges of $5.9 million, consisting
0£$2.8 million for headcount reductions and $3.1 million for excess facility costs related to the relocntion of the Company’s
headquarters. The estimated excess facility costs were based on the Conpany’s contractual abligations, net of estimated
sublease income, based on current comparable lease rates. The Company reassesses this liability each period based on narket
conditions, Revisions to the estimates of this liability could materially impact the opemting results and financinl position in
future periods if anticipated events and key assumptions, such as the timing and amounts of sublease rental income, either
change or do not materiafize. In connection with the lcase on the new headquasters facility, the Conpany received certain rent
abatements and allowances totaling approximately $3.1 million as of March 31, 2005 end will receive additional incentives
totaling $2.0 million through December 2007. Such roat abatements and allowauces are deferred and will be amortized as a
reduction tn retri expense ever the 11-year temm of the lease. Far thie years enided March 31, 2006 and 2005, the Company
amortized $457,000 and $200,000, respectively as a reduction to rentexpense.

During tlie year ended March 31, 2004, the Company recorded restructuring and related charges of $3.9 million consisting of
$2.2 million for headcount reductions awrd $1.7 tillion for excess facllity costs for the consolidation of facilities and related

impairment.ef fuwd nsels The emcus fal ility costs were based on the Oompany S conmctual obhgatlons net of sublease
income:

During the ycar ended March 31, 2003, the Oompany recorded restmctunng and related charges of $2 2 million for

. headcount nductmns - S

As of March 31, 2006 and March 31, 2005 respecuvely, $22 mllhon and $4.4 mllhon of restructuring and excess facilities
related charges remained unpmd 'ﬂus pomon pnmanly uiates to mm on the extess facilities and will be pud over the

—'remhnmgrentalpeneds ihealtdie _ = il "f"_ “'
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WEBMETHODS, INC.

NOTES TO CONSOLIDATED FINANCIAL S TATEMENTS — (Continued)

19. Restructuring and related charges — (Continued)

The following table sets forth a summary of total restructuring and related charges, payments imade against those charges
and the rermaining lisbilities as of March 31, 2006:

Excess
Facllitles Excess Excess Severance Impairment
Santa Clarn, CA Focilitles Facilities And Related of Fixed -
and Fairfax, VA Berkeley, CA Falrfax, VA Benefits Assels Total
(In thousands)
Balance at March 31, 2003 $ 1699 § — 8§ — 3 54 § ~ 31,753
Fiscal 2004 charges —_ 1,508 § —_ 2,165 247 3,920
Non-cash writc-down of fixed
assets —_ -— —_ —_ (247 47
Cash payments made in fiscal
2004 {782) (65) —_ (1,470) — N7
Balance at March 31, 2004 $ - 917 § 1443 § — $ 749 § —  $3,09
Fiscal 2005 charges —_ _ 3,093 3,012 —_ 6,105
Adjustments due to revision in
estimated severance and related
benefits — — — (256) - {256)
. Cash psyments made in fiscal .. .o . - ..
2005 (383) {436) (193) (3,505) -— (4,517)
Balance at March 31, 2005 $ - 534  § 1007 $ 2900 $ — $ — $4441
‘. -Fis.ﬁ‘_zms d,.“r.ps. i Y ..-- Wamtas s e o e -.:_.. - e et . — .- st e . ._;.. an » va mmm --7--1-9- . - s —-.- . .-i.‘.a . - .
-Adjustments due to revision in ; .
esfithited sublease income - (183 - - 77 - 232) SOV —_ 308) * -
. --"-_-C-n.?'}?-i),_iy'_iné‘lifs' ngi_id_é-in-‘ﬁ;bal e e el et comred e e --.....:.._:_.::-...-. o
CT 2006 @15) @3in (1,418) C(719) — (2,689
Balance st March 31, 2006 s 166 § 747 1,250 §$ - 3 — $2,163

20. Segment information

The Company operates in a single reportabie segment: the development and sale of business integration and optimization
sofiware and related services. Operating scgments arc defined as components of an enterprise for which separate financial
information is available and evaluated regularly by the chief operating decision maker, or decision-making group, in deciding
how to allocate resources and in assessing performance. The Company’s chief operating decision maker is it's Chief Exccutive
Officer.

Revenue is primarily attributable to the geographic region in which the contract is signed and the product is deployed. The
regions in which the Company operates are the Americas, Europe/ Middle East/ Africa (“EMEA"), Japan and Asia Pacific.
Information regarding the Company's revenues and long-lived
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WEBMETHODS, INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

20. Scgment information — (Continued)

assets, excluding gaodwil), intangibles, long-teminvestments, long-term deferred tax asset nnd long-term restricted cash, by

region, is as follows:

Rewenue
Americas
EMEA
Japan
Agsin Pacific
Total
Long Iived Assets
Americas
EMEA
Japan
Asia Pacific
Total

21; - Comimitments and Contingencies -

Years Bnded March 31,

2006

2004

(In thousands)

$131410  $119610  $114,507
52,884 50599 44,965
9,100 15,157 15472
15424 15,235 14,597
$208818  $200601  $189,541
$ 10981 § 12478 § 13,006
1,393 1,852 2,189
1132 1,509 1,681
843 630 360

$ 14349 $ 16469  § 17,236

A purported class action lawsuit was filed in the U.S, District Court for the Southem District of New York in 2001 that named

__webMethods, Inc., several of the Company’s_executive officers.as the time of its. initial public. offering (IPQ) and the managing

" “underwriters of the Company’s initial public offering as defefidants. This dctidii made various claims, including that allegéd™
actions by underwriters 6f the Compatiy’s IPO were not disclosed in the registration statement and final prospectus for its PO

ordisclosed-fo the public after its IPQ, apd sought unspgc:ﬁed damages ¢§ on, Qelg_g!fofa pumprted qlgss of pnmhasers of

actions against more than 300 conpanies as part of In Re Initial Public Offering Securitics Litigation (SDNY). Claims against the
Company's executive officer defendants have been dismissed without prejudice. The Company has considered and agreed with
representatives of the plaintiffs in the consolidated proceeding to enter into a proposed settlement, which was amended in
March 2005 and preliminarily approved by the court in late August 2005, A faimess hearing was held on April 24, 2006, and a
motion for final approval of the setilement is currently under submission before the Coutt. Under the proposed settlement, the
plaintiffs woulti dismiss and release their claims against the Company in exchange for a contingent payment guaranty by the
insurance congpanies collectively responsible for insurieg the issuers in the consolidated action and assignment or sursender to
the plaintiffa by the settling issncrs of certain clains tit nay te held agaiust the underwriter defendants, plus reasensble
cooperation with the plaintiffs with respect te their claims against the underwriter defendants. The Campany belicves that any
material liability on behalf of webMethods that may accrue under the proposed settlement would be covered by its insurance

policies.

From time to time, the Campany is involved in other disputes and lidigation in the normat course of business.
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EXHIBIT INDEX

Exhiblt :
Number Doseription
3.1 Fifth Amendcd and Restated Certificate of Incorporation of webMethods, Inc., as amended
3.2(2) Second Amended and Restated Bylaws of webMethods, Inc.
4.1(3) Specimen certificate for shares of webMethods, Inc. Common Stock
424 Rights Agreemcnt dated as of October 18, 2001 between webMethods, Inc. and American Stock
Transfer & Trust Company
10.1(5) webMethods, Inc. Amended and Restated Stock Option Plan, 85 Amended
10.23) Employee Stock Purchase Plan
103(3)  Indcmmification Agreement entored into between webMethods, Inc. asd each of its directors and executive
officers
10.4(6) Bxecutive Agreement entered into between webMethods, Inc. and certain of its exccutive officers
10.5(7) Form of Stock Option Agreement for stock option grants to employees or officers ofher than Califomia
residents
10.6(8) Form of Stock Option Agreement for stock option grants to directors
10.7(7) Formof notice of grant of stock option
10.8(9) Deferred Conpensation Plan for Directors, as amended
10.9* Description ofsalary and benus amangements for cettain executive officers
2L.1* Subsidiaries of weMethods, Inc.
234 Consent of PriscewatethouseCoopers LLP
24 Power of Attomey (included on signature page hereof)
3.1 Rule 13a-14(a) Certification of Chief Exgcutive Officer
312¢ Rule 13a-14(a) Certification of Chief Financial Officer
. 32.1*# _ . Section 1350 Centification of Chief Executive Officer
2% # Section 1350 Certification of Chicf Financial Officer

. Incor_porated by reference to webMethads' Form 10-K for the yesr ended March 31, 2001 (File No. 1- lSﬁal)ﬁ e e
‘(2) Incorporated by reference to webMethods Form 10-Q for the three months ended December 31, 2004 (F'le No. 1- 15681)
(3) - Incorporated by reference to webMethods® chmmuon Statemen! on FormS-1;as- amended (Flle No. 333 91309)

(5) Incorporated by reference to webMethods’ Form 10-K for the year ended March 31, 2002 (File No. - 1568l).

(6) Incorporated by reference to webMethods® Form 10-Q for the three months caded June 30, 2004 (File No. 1-15681).

() Incorporated by reference to webMethods' Form 8-K dated October 2, 2004 (File No. 1-15681).

(8) Incorporated by reference to webMethods’ Form 10-Q for the three months ended September 30, 2004 (File No. 1-15681).
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9) Incorpomted by reference to webMethods® Form 10-Q for the three months ended September 30, 2005 (File No.

*  Filed herewith.

#  This itemis fumished as an exhibit to this report but is not filed with the Securities and Exchange Commission.

1-15681).
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. UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

SCHEDULE 14A
(Rule 14a-101)

SCHEDULE 14A INFORMATION

Proxy Statement Pursuant to Section 14(a) of the Securities
Exchange Act of 1934 (Amendment No. )

Filed by the Registrant [X]
Filed by a Party ather than the Registrant [

Check the appropriate box:
O  Preliminary Proxy Statement
O Cunfidential, for Use of the Commission Only (as Permitted by Rule 14a-6(e)(2))
(Xl  Definitive Proxy Statement
O  Definitive Additional Materials
-0  Soliciting Materia) Pursuant to"§ 240.14a-12

T WEBMEHODS, N,

| _(Nanmie of Registrantas SpecifiedInlis Chater) =

(Name of Per'son(s) Filiné Proxy Stt'ttcment. if other than the Registrant)

Payment of Filing Fee (Check the appropriate box):
No fee required.
00  Feecompuled on table below per Exchange Act Rules 14a-6(f)(1) and 0-11

(1) Title of each class of securities to which transaction applies:

(2) Aggregate number of securities to which transaction applies:

(3)  Perunit price or other underlying value of transaction conputed pursuant to Exchange Act Rule 0-11 (Set forth
the anount an which the filing fee is calculated and state how it wus determined):

(4) Proposed maximum aggregate value of transaction:
(5) Total fee paid: .

0O Fee paid previously with preliminary matenials.
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a Check boxif any part of the fee is offset as provided by Exchange Act Rule 0-11(a)(2) and identify the filing for which

the offsetting fee was paid previously. ldentify thc previous filing by registration statement number, or the Fonn or
Schedule and the date ofits filing.

(1) Amount Previonsly Paid:

(2 Fomm, Schedule or Registration Statement No.:

(3) Filing Party:

(4) Date Filed:
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webMethods.

July 11,2006

Dear webMethods, Inc. Stockholders:

You are cordially invited to attend the 2006 annual meeting of stockholders of webMethods, Inc. to be held on August 29
2006 at‘9:00 a:m. local time; at the Hyatt Regency Reston, 1800 Presidents Street, Reston, Virginia20190. ' o

The matters we expect will be acted upon at the nzeung are descnbed in lhe followmg Nohce of Annual Meetmg of .

~ Stockholders and proxy-statement:

Enclosed i is our A r Annual Repon on Form 10K for the ftscal year ended March 31, 2006. . _ i, I e 1

Ttis very mportan! that you vote yaur shares You may do this by completing, signing and mailing the enclosed proxy card
in the enclosed envelopeor by voting via the Intemet or by telephone as instructed on the enclosed proxy card. Retuming the
proxy card or voting via the Intemet or by telephone does not deprive you of your right to attend the meeting and to vote your
shares in person. Please ensure that your vote is counted by voting your shares today.

We look forward to greeting those ofyou who are able to attend. If you will attend the annual meeting, please bring proof
of identification and evidence that you are a webMethods stockholder for admission to the meeting.

Sincerely,

Davip MITCHELL
President and Chief Executive Officer

e Rl

BiLL RUSSELL
Non-Executive Chairman of the Board
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WHETHER OR NOT YOU PLAN TO ATTEND THE ANNUAL MEETING, PLEASE VOTEBY -
SIGNING AND RETURNING THE ENCLOSED PROXY CARD, VIA THE INTERNET
OR BY TELEPHONE, AS PROMPTLY AS POSSIBLE

3877 Fairfx R:idse Road | South Tower | Faoirfix, VA 22030 USA

webMetly

Phone: 703.460.2500 | Fax: 703.460.2599

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

To the Stockholders of webMethods, Inc.:

" The 2006 annuat meeting of stockholders of webMethods, Inc. will be held on August 29, 2006 at 9:00 a.m local time, at the
Hyptl Regency Reston, 1800 Presidents Street, Reston, Virginia 20190, for the following purposes:

1. To elect three persons as Class I directors to hold office until th_e.aqm.xal.r!m_ethg of stockholders in 2009;

2. To ratify the selection of PncewaterhouseCoopers LLP as our independent registered public accountmg firn for the
fiscalyearcoding Mach 31,2007, ... .. . o i o T

3. To.consider and vote upon the approvalof the webMethods, Inc. 2006 Onmibus Slock Incentive Plan, and

e e S s e e ae enm bt cemeas = mme m o= ee ates @ Smeey Withe. SMewme W mer e o § R me s s mea e o a3

4. Totrdnsact such othcr businesi as may pmpeﬂy ¢ome befon the meeting or any continuation or postponem:nt of the
meeting.

Items 1, 2 and 3 are more fully described in the proxy statement accorpanying this Notice, which we urge you to read.
Holders of record of webMethods, Inc. common stock at the close of business on June 30, 2006, the record date for the
meeting, are entitled to notice of, and to vote at, the meeting and any continuation or postponement of the meeting. The vote
required for approval of each of the proposals is set forth in the section of the proxy statement entitled “Votc Required to
Approve the Proposals; Effect of Abstentions and Broker Non-Votes."

Stoekhuiders of webMethods are tavited to attend the oweeting, Whether er not you expect to ath:nd the meeting, plesse
comptete, sign and return the enclosed proxy or follow the alternative voting preeednres described on the enclaned proxy as
promptly as possible, Doing so will helpensure that as many shares are represented as possible.

By Order of the Board of Directors,

\ A

DouGLAs W. MCNTT
Secretary
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Fairfax, Virginia
July 11, 2006

PROXY STATEMENT
FOR THE ANNUAL MEETING OF STOCKHOLDERS

This proxy statement is fumished in connection with the solicitation of proxies on behalf of the Board of Directors of
webMethods, Inc., 2 Delawarc corporation, for use at the 2006 annual meeting of stockholders of webMethods, Inc. to be held
on August 29, 2006 at 9:00 a.m. local time, at the Hyatt Regency Reston, 1800 Presidents Street, Reston, Virginia 20190, or at any
continuation or postponement of the meeting. We sre first mailing this proxy statement and the enclosed form of proxy to
stockholders on orabout July 14, 2006. We have enclosed the annual report on Form 10-K of webMethods, Inc. for the fiscal
yecar ended March 31, 2006.

Table of Cantents
Information about the 2006 Annual Meecting and Voting 2
Proposal 1 — Election of Directors 4
Proposal 2 - Ratification of Selection of Independent Registered Public Accounting Firm : - 4.
Proposal 3 - Approval of the 2006 Omnibus Stock Incentive Plan 6
Bosrd of Directors USRS |
" §ecurity Ownership of Certain Beneficial Owners and Mansgement o 16

Executive Officers 17

. - ..JBxecutive Compensation . ... .. . T T s T L
Riport of thié Compensation Comiriftee : p7)
Repott of the Audit Committee 26
Stock Price Performance Graph 28
Certain Relationships and Related Transactions 29
Other Information 29
Annex A; webMethods, Inc. 2006 Omnibus Stock Incentive Plan A-1
Armex B: Audit Committee Charter ’ B-1

INFORMATION ABOUT THE 2006 ANNUAJ. MEETING AND VOTING
STOCKHOLDERS ENTITLED TO YOTE

Stockholders of record, or “registered™ stockholders, of our common stock at the close of business on June 30, 2006, our
record date, will be entitled to vote at the 2006 annual meeting of stockholders. At the close of business on June 30, 2006, we -
had 55,201,899 shares of common stock outstanding and entitled to vote. Each ofthose shares entitles the holder to one vote
for each matter to be voted upon at that meeting except for the election of directors, for which each share entitles the holder to
one vote for each of the directors to be electcd.
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VOTES NEEDED FOR A QUORUM

A majority of the shares of our common stock outstanding on the record date, or 27,600,950 shares of webMethods, Inc.
common stoek, nust be present ar represented by proxy ot aur 2006 annual meeting of stockholders in order to have a quorum
for the transaction of business. “Broker non-vates” (described below) aad abstentions will be treated as shares present or
represented by nroxy for the purpose of determining the presenee of a quorum for the transaction of business at the meeting.

VOTE REQUIRED TO APPROVE THE PROPOSALS ; EFFECT OF ABSTENTIONS AND BROKER NON-VOTES

With respect to Proposal I, you may vote “FOR” all or some of the threc nominees or your vote may be “WITHHELD" with
respect to one or more of the nominees. Three directors will be elected by a plurality of the votes duly cast on that matter. This
means that the threc nominees who receive the most “FOR” votes will be elected, Nominees do not need to receive a majority
to be elected. If you “WITHHOLD" authority to vote, your shares will nutbe considered “vates duly cast” with respect to the
nominees indicated and thus, will have no effect on the outceme of the elcetion of these mominees.

With rezpect to Proposals 2 and 3, you may vote “FOR,” “AGAINST" or"ABSTAIN.” The.affinmative vate of the holders
of a majority of the common stock present in person or represented by proxy at the meeting and entitled to vote thercon is
required to ratify the selection of the Company’s independent registered public accounting firm and to approve the 2006
Omnibus Stock Incentive Plan.

Please note that nominees, such as brdkers, financial institutions or other record holders, that have not received voting
instructions from their clients cannot vote on their clients' behatf on “non-routine” proposals, such as the approval of the 2006
Omnibus Stock Incentive Plan, but may vote their clieats® shares on other “routine” proposals, such as the election of directory
or the ratification af the solection nf our independent registered public accounting firm. {n the event that a broker, financial
institution or other record holder of aur common stoek indicates on 8 proxy that it does not have discretionary authority to
vote certain shares on a particular matter, referred to as a “broker non-vote,” those shares will not be considered entitled to
vote with respect to that matter. Broker non-votes will have no effcct on the outcome of the votes on any of the proposals.

Abstentions will be counted as shares present or represented by proxy and entitled to vote on Proposals 2 and 3, and thus
. willhave the effect of a vote "YAGAINST” the Propasale.. .. .. . . ...

No proposal is conditioned upon the approval of any other proposal by the stockholders.

H - et cmaie m o nm ity s mm e s bt sl s € wme e dmew s amwbe s 52k e s

.-......_. _K—aw.'l-ﬁ Vo?:l-._E.i-o'-m-s.r——-_ --._... . ewrn amnes

The proxy enclosed with this proxy statement is solicited on behalf of our Board of Directers for use at the 2006 annual
meeting of stockholders. Registered stockholders can vote proxies as follows:

® By mail: Complete, date and sign the enclosed proxy and pronptly mail it in the retum envelope provided.

® By Internet: Go to the website indicated on the enclosed proxy and follow the instructions provided.

| ¢ By telephone: Call the toll-free number indicated on the enclosed proxy card and follow the recorded instructions.

2

Ifyour shares of our common stock are held beneficially or in “street” name through a nominee, such as a broker, financial
institution or other record holder, your vote is controlled by that firm. In addition to voting by mail, your vote may be cast via
the Intemet or by telephone if your financial institution offers those voting alternatives. Please follow the specific instructions
provided by your nominee on your proxy. Stockholders submitting proxics or voting instructions via the Intemet should
understand that there may be costs associated with Intemet access, such as access charges from Intemet service providers or
telephone companies that will be bome by the stockholder.
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Even if you have given your proxy, you may still vote in person if you attend the meeting. Pleasc note, however, that if
your shares are held beaeficially or in “street” name through a nominee and you wish o vote at the meeling, when you vote
you: shares nf the meeling you nmst present a letter from yout mominee confirming your beneficial ownership, as of Snne 30,
2006, of the shares ye intend to vote.

If you complete, sign and mail your proxy without indicating how you want to vote, your proxy will be voted “FOR™ euch of
the three nominees for the Board of Directors, “FOR” the ratification of the selection of independent registered public
accounting firm and “FOR” the 2006 Omnibus Stock Incentive Plan. If any other matter is presentcd at the meeting for
consideration, the persons appointcd as proxies will have discretion to votc on that matter in accordance with their own
judgment to the same extent as the person sigaing the proxy would be entilled to vote. In accordance with our bytaws, the 2006
annual ineeting may be adjoumed, includiug by the chairman, in order to permit the solicitation of additional proxies. At.any
subseqoant reconveliing of the anouelneeting, all proxies will be voted in the same manner as 1hey would have been voted at
the original anmal meeting (except for ony prowies thet have effectively been revoked ar withdiswn). Proxies voting

“AGAINST” a proposal set forth herein will not be used to adjeum the annual meeting to obtain additional proxies ar votes
with respect to such proposal.

Aliproper proxies that we receive prior to the vote being taken at the meeting will be voted as indicated on the proxy unless
the proxy is revoked at the meeting. A proxy may be revoked by a registered stockholder by (i) a wrilten, dated document
delivered to the Secretary of webMethods prior to the meeting stating that the proxy is revoked,; (ii) a subsequent proxy by the
same person who voted the earller proxy that is presented at or prior to the meeting; or (i) attendance at the meeting and
voting in person.

SOLICITATION OF PROXIES

We will pry the expenses of soliciting proxies to be voted at our 2006 annual meeting of stockholders. In addition to
soliciting proxies through_the mail, our directors, officers and employees may solicit proxies in person or by telephone,
telegram, fax, electronic mail or other means of communication. Directors, officers and employces will not receive additional
compensation for their efforts during this solicitation, but may bé feifibuised foF out-of-pocket cxpenses incumed in connection
with the solicitation. Also, we have retained Geotgeson Sharehokier Comrmunications, Inc. to assist us in soliciting proxies. We

will pay an estimated fee of $12,000, plus expenses, to Georgeson Shareholder Communications, Inc. After the ongmai mailing

" GTYhE proxics and olierdalicitation miterials, we will request that brokers, financial institutions, custodians, nominees aud

other record holders of aur conemon stock forward copies of the proxy and solicitatinn materials to beneficial owners for whom

they hold shares We mtcnd to relmbmse thescrecord hdkleu ﬂor reasmﬂble expanses mcnhed in forwardmg these matérials.

P R L Sy S

OTHER susmmss

Our Board of Directors does not cumently intend to bring any other business before our 2006 annual meeting of
stockholders, and, so far as is known to our Board, no matters are to be brought before that meeting except as specified in the
Notice of Aanual Meeting of Stockholders that accompanies this proxy statement. As to any business that may properly come
before that meeting, however, it is intended that proxies, in the form enclosed, will be voted on each matter in accordance with
the judgiment of the persons voting such proxics. '

PROPOSAL1
ELECTION OF DIRECTORS

Our Board of Directors is divided into three classes and currently consists of ten members. We have four Class 1 directors,
whose terms expire at our 2006 annual meeting of stockholders; three Class Il directors, whose tenms expire at our 2007 annual
meeting of stockholders; and three Class IlI directors, whase terms expire at our 2008 annual meeting of stockholders.

R. James Green, Peter Gyenes and William V. Russell have been nominated by the Board of Directors, upon the unanimous
recommendation of the Corporate Governance and Nominating Commiittee, for election as Class [ directors. All three nominees
are currently Class [ directors and detailed infarmation abaut each of them is cantained in the section of this proxy statement
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enlitled “Board of Directors.” If elected, each nominee will hold office until the 2009 annual meeting of stockholders or until his
successor is elected and qualified. Each of the nominees has indicated his willingness to serve if elected. However, if any
noninee for any 1eason is unable th serve as a directer, then the proxies nmy be voted for a substitute nominee nomimated by
our Bosrd of Directors, or onr Board may reduce the number of directors, both upan the recammendatian of the Corporate

Govemance and Nominating Committee.

The Board of Directors did not nominate a fourth individual for election as a Class I director because, following the 2006
annual-meeting, the number of Class 1 directors is expectcd to be reduced to three and the size of the Board of Directors is
expected to be reduced to nine members. The proxies solicited pursuant to this proxy statement may not be voted for more than

three nominees.

REQUIRED VOTE

The three nominees receiving the highcst number of “FOR” votes duly cast at the meeting will be elected, regardless of

whether that number represents a majority of the votes cast.

The Board recommends a vote “FOR” the election of
each nominee to serwe as a Dircctor of webMethods.

PROPOSAL2

RATIFICATION OF SELECTION OF INDEPENDINT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of our Board of Directors has selected PricewaterhouseCoopers LLP as our independent registered
public accounting firm to audit our consolidated fintincial statemonts for the fiscal year ending March 31, 2007, Although
stockholder approval of the Audit Committee’s selection is not required, the Board of Directors has determined that it is
advisable to request that our stockholders ratify this selection as a matter of sound corporate govemance. If our stockholders
do not ratify this selection, then the Audit Commiltee will reconsider the selection. In such event, the Audit Committee may
retain PricewaterhouseCoopers LLP, notwithstanding the fact that-the stockholders did not ratify the selection, or sélect™ -
another accounting firm without re-submitting the matter to the stockholders. Even if the selection is rutificd, the Audit .
Conmitlee reserves the right in its discretion to select a different accounting firm at any ume durmg the  year |f |t delermmes _

- that such a-change:would he in'the best interests of the Conpany ridit8 St5eklivldéis.

PncewaterhouseCoopers LLP has served as our mdependent mglstercd pubhc acedunting fimisince 1996. Represénmtives

meeting if they desue to do 50 and are expected to bé available to respond to appmpmte questions.

4

- --of Pncewat‘eﬂmuseOoo.pers 'LLP'are ‘expctei bl mnmm-mnmﬁn‘g Wilt lr"i"e‘fhe"(s‘ﬁﬁoﬂi!nu—fb TaRE & Statersnt T ihe

FEES OF INDEPENDENT REGIS TERED PUBLIC ACCOUNTING FIRM

The following is a summary of fees billed to us by PncewaterhouseCoopers LLP for audit and other professional services

performed during fiscal years 2006 and 2005:

AupIT FEES: consists of fees for the audit of consolidated financial statements and
review of interim financial statements, the audit of management’s report on
the effectiveness of our intemal control vver financial reporting as required by
Section 404 of the Sarbanes-Oxley Act of 2002 fees related to Sarbanes-Oxley Act
compliance, fees related to required statutory audits of certain foreign subsidiaries
and fees for assistance with SEC filings.

AupiT RELATED FeES: fees in fiscul year 2006, consists of fees incurred for revenue

Flscal Yeor Flscal Yeur
2006 2008
" $2,383,504 $1,839,736
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contract consultations, transfer pricing study, liquidation of foreign subsidiary and
procedures performed an revenin: recognition o1 foreign subsidisnies, Fees in fiscal year 2005,

consists of fees incurred in relation to restatement of the financial statements. 209,540 254,768
Tax FEES: consists of fees billed in relation to preparation and review of incone tax '

retums of the corparation and its foreigu susittiaries and ndvice on taxmatters. 101,884 132,886
ALL OTHER FEES: consiats of fees billed in refation to certain foreign snbsidiaries

administmtive filing and fees for an accounting rule subscription service. 1,987 9,383
Toral FEES $2,702,915 $2,236,773

AUDIT COMMITTEE PRE-APPROVAL POLICY

The Audit Committee of our Board of Directors must approvc any proposed engagement of our indepcndent registered
public accounting firm before it is cngaged by us or our subsidiaries to provide audit, audit-related or non-audit services. Prior
to engagement of the independent registered public accounting firm for the next year’s audit, the independent registered public
accounting firm will submit to the Audit Committee for approval its estimate of fees for services then expected to be rendered
during that fiscal year for the services listed in the table above. Prior to engagement, the Audit Committee pre-approves these
services by type of service and estbmated fees. The fees are budgeted and the Audit Conmmittee requires the independent
registered public accounting firm and management to report any anticipated overage of fees above the previously approved
estimate. During the fiscal year, circumstances may arise in which it may become nccessary to engage the independent
registered public accounting firm for additional sarvices not inchided in the original pre-appraval. In (hose instances, the Audit
Cammitiee tequires specific pre-approval hefore cngaging the independent registered public accounting fom. Pursuant te our
Audit Committee chartor, the Audit Cormiittee niy delegate pre-approval authority to one or more members of the Audit
Committee, who will promptly advise the remaining members of the Audit Committee of such approval at the next regularly
scheduled meeting. A limited cxception to the pre-approval requirement exists but has not been utilized.

REQUIRED VOTE

.. The affimative vote of the holders of a majority of the common stock present in. person. or.represented by proxy at.the. .....

mheetiig and ‘entitled to vote & thé proposal’is required to ratify the sélection of PricewaterhouseCoopers LLP as our
independent registered public accounting firm for the fiscal year ending March 31, 2007. :

The Beardrecommends a wte “FOR” tite ratification -
aof the selection of PricewaterhouseCoopers LLP.

5

PROPOSAL 3
APPROVAL OF THE 2006 OMNIBUS STOCK INCENTIVE PLAN

. INTRODUCTION

On July 6, 2006, our Board of Directors approved the webMethods, Inc. 2006 Ommibus Stock Incentive Plan, which we refer
to as the New Plan, subject to the approval of our stockholders. The Board of Directors now is recommending that our
stockholders approve the New Plan. The New Plan authorizes the issuance of options to purchase shares of common stock and
the grant of stock awards, which consist of stock bonus awards, restricted stock awards, stock appreciation rights, deferred
shares and performance shares. The Board of Directors believes that the New Plan promotes the best interests of webMethods
and our stockholders by assisting us in the recruitment and retention of persons with ability and initiative, providing an
incentive to such persons to contribute to the giowth and success of our businesses by affording such persons equity
panticipation in webMethods, and aligning the interests nfsuch persons with those of webMethods and aur stockholders.

Section 162(m) of thu Intemal Revenie Code, which we refer 10 as tie .Code, limits a cerporation’s incone taxdeduction for
conmensation paid to eaech executive officer to $1.0 million per year unless the compensation qualifies as performance-besed
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* to'referto any. ‘corporation;in an unbraken chain: nfro:p'omiuns beginning with us Il éach such conpotation’ (Gther than thelast -

compensation. Among the requirements for a grant under the New Plan to qualify as performance-based compensation, the
New Plon imust have been approved by our public stockholders. Stock options and stock appreciation rights granted under the
New Plan are treated es perfonmnce-based compensation snd are exempt from the deduetion disaHowance rnle of Section
162(m). Other awarcls of compensation under the New Plan mny also be exempt fomthe deduction disallowance nile of Sectinn
162(m) as peiformance-based compensation, provided. that the performanee objectives (described below) used by us far
establishing the performance goals for determining a participant’s right or amount of a performance-based award are approved
by the stockholders at least once every five years.

Set forth below is a summary of the material le.m of the New Plan, All statements herein are intended only to summarize the

New Plan and arc qualified in their entirety by rcfercnce to the New Plan itself, which is attached hereto as Annex A. Fora more
complete-description of the terms of the New Plan, you should be sure to read the New Plan.

SUMMARY Ot THE 2606 OMNIRUS STOCK INCENTIVE PLAN

Administration

Administration of the New Plan is camried out by the Board of Directors or any committee of the Board of Directors to which
the Board of Dircctors has delegated all ora portion of responsibility for the implementation, interpretation or administration of
the New Plan. The Board of Directors or such committee nay delegate to one or more of our officers the authority to grant and
administer stock options and stock awards to persons who are not directors or executive officers of webMethods, as long as
the Board of Directors or such committee has first fixed the total nwnber of shares of common stock that may be subject to
such awards. As used in this sunmary, the term “aduiinistratos” means the Boand of Direotors, the coimmittee designated by rie
Board of Ditecturs, or the delegate of the Board of Diveetors ar such conunittce.

Bigibitity

Our employees, directors and consultants (including employees, dircctors and consultants of our affiliates) are eligible to

‘participate in the New Plan. Awards other-than incentive stock options may be granted to any such person; incentive stock™ " -

options may be granted only to those persons who arc employees of webMethods or a subsidiary corporation. As of July 11,
2006, approximately 840 such persons are eligible to participate in the New Plan, The term “subsidiary™ is used in this summary

colporatmu in the unbroken clain) owns steck possessing at teast 50% of thc total comtuned voting puwerof all clusscs of
stock.io on¢ af tlie other corpomhons in such ohaio.

6

Maxinum Shares and Award Limits

Under the New Plan, the maximuim number of shures of common stock that may be subject to stock options or stock awards,
which consist of stock bonus awards, restricted stock awards, stock appreciation rights, deferred shares and performance

. shares, is (a) 8,500,000 plus (b) the number of shares of stock which are, as ofthe date on which ourstockholders approve the

New Plan, subject: to outstanding stock options or stock appreciation rights under our Amended and Restated Stock Option
Plan (the “Expiring Plan") and are not issued and will not be issued under our Bxpiring Plan because stock options or stock
appreciation.rights wnder guch plan expire, bocame unexeicisable or terminate unexereised, in whole or in part, after the date of
approval of the New Plzn by our stockholders. Any such increase, however, may not exceed 18,000,000 additional shares of
common stock. As of June 30, 2006, we had an aggregate of 17,256,699 stock options outstanding under our Expiring Plan and
our other stock incentive plans, with -a weighted average remoining contractual life of 7.44 years and a weighted average
exercise price of $10.75 per share. Notwithstandirny the provisions of the New Plan referenced above, the maxinmm number of
ghares of common stock that may be issucd pursuant to stock bonus awards, restticted stock awards, deferred shares and
performance shares is 4,000,000. No pasticipant in the New Plnn imy be granted awarls reptesenting mon: than 850,000 shares
in my ont calendar year.  an option ar stock award terminutes, expires or becomes unexercisoble, the unissued or
unpurchesed shaces (or shares subjeet to an unexeroised stock appreciation right) that were subject to such grants become
available wnder the first senterce nf this paragraph for fature awards under the New Plan. Tn addition, shares that aro issued
under any type of award under the New Plan and that are repurchased or reacquired by us at the original purchase price for
those shares are also availahle ninder the first sentance of this paragraph for future awards under the New Plan. We will not
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issue any additional stock options or any stock appreciation rights under the Expiring Plan following the day of the approval of
the New Plan. We have no stock options or stock awards available for grant under any other plan.

In order to address potential stockholder concerns regarding the number of stock options and stock awards that we intend
to grant in a given year, the Board of Directors commits to eur stockholders that, in the event the New Plan is approved, we will
limit the number of stock options and stock awards that we gmnt to employees, directors and consultants during the three
fiscal years commencing on Apil 1, 2006, so that the number of shares of common stock subject to all such grants of stock
options and stock awards is not greater than an annual average of 8% of the weighted average number of shares of our
common stock that we believe will be outstanding over such three year period. For purposes of calculating the number of
shares granted in a fiscal year, stock bonus awards, restricted stock awards, deferred shares and performance shares will count
as equivalent to (i) 1.5 shares if our annual stock price volatility is 53% or higher, (ii) two shares if our anaual stock price
volatility is between 25% und 52%, and (jii) four shares if cur anuual stock price volatility is less than 25%.

Stock Options

The New Plan provides for the grant ofboth options intended to qualify as incentive stock options under Section 422 of
tho Code and options that are not intended to so qualify. Options intended to qualify as incentive stock options may be
granted only to those persons who are employees of webMcthods or its affiliates. No participant may be granted incentive
stock options that are exercisable for the first time in any calendar year for common stock having a total fair market value
(determined as of the option grant), in excess of $100,000.

The administrator will select the participants who are grantcil options and, consistent with the terms of the New Plan, will
prescribe the terms of esch option, including the vesting rules for such option. The option cxercise price cannot be less than
the comnmon stock's fair narket value on the date the option is granted, and in the event a participant is decined to be a 10%
owner of aur Company orone of our suhsidiaries, the exercise price of an incentive steck option cannot be less than 110% of
the common stock’s fair market value on the date the option is granted. The New Plan prohibits repricing of an outstanding
option, and therefore, the administrator may not, without the consent of the stockholders, lower the exercise price of an
outstanding option (or cancelan outstanding option when the exercise price exceeds the fair market value of the common'stock
or exchange it for another option or stock award). This fimitation does not, however, prevent adjustments resulting from stock
dividends, stock splits, m;lassiﬁcations of stoci or similar events, Unless a participant’s stock option agreement states

otherwise; payment of the exercise-price for an- option pricemay be puid in"eatti-or ¥ cush "equivilent acteptiblé o The -~

administrutor or, if the stack is traded on an established socurities wmarket, by payment of the exercise price by the participant or
a broker. With the administrator’s consent, paymerit of the éxercise pnce of an optiim also may be made by snmndenng sfmes

._af_ e e ettt e e vt v main e e+ 4 4ime e mvmmmre eewmaem e e = e m + mmtre e s r——

common stock, or by any other method scceptable to the administrator. Options may be exercised in uccordance with
requirements set by the administrator, The maximum period in which an option mey be exercised will be fixed by the
administrator but cannot exceed seven years, and in the event a participant is deemed to be a 10% owner of our Company, our
parent or one of our subsidiaries, the maximum period for an incentive stock option granted to such participant cannot exceed
five years. Options generally will be non-transferable except in the event of the participant’s death, but the administrator may
allow the trans fer ofnon-qualified stock optians through a gift or domestic relations order to the participant’s mily memhers.

Stock Awards

Stock Bonus Awards

The administrator also will select the participants who are granted stock bonus awards and, consistent with the terms of the
Necw Plan, will establish the terms of each stock bonus award.

Restricted Stock Awards

The administrator also will select the participants who are granted restricted stock awards and, consistent with the terms of
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the New Plan, will establish the tenns of each restrictcd stock award. Vesting of such awards may be conditioned upon the
attainment of certein performanco objectives established by the adtrinistrator. Those performance objectives may be based on
the individval performance of the partioipant, our performance or the perfomumce of our saffiliates, subsidimies, divisions,
departments or functions in which the participunt is enpployed or has respansibility. Jo- the case of a performnct objective for
an award intended to qualify as performance-based campensation under Section 162(m), the objectives are limited to specified
levels of and increases in our or a business unil’s return on equity; total eamings; camings per share; eamings growth; retum
on capital; retum on assets; cconomic value added; eamings before interest and taxes; eamings before interest, taxes,
depreciation and amortization; sales growth; gross margin retum on investment; increase in the fair market value of the shares;
share price (including but not limited to growth measures and total stockholder retum); net operating profit; cash flow
(including, but not limited to, operating cash flow and free cash flow); cash flow retum on investments (which equals net cash
flow divided by total capital); intemal rate of return; increase in net present valie or expense targets. Transfer of shares of
common stock subjeot to a stock award normally will be restricted prior to vesting.

Stock Appreclation Rights

The administrator also will select the participants who receive stock appreciation rights under the New Plan and, consistent
with the tcans of the New Plan, will establish the tenms of cach stock appreciation right. The terms and conditions of separate
stock appreciation rights do not need to be identical. No stock appreciation right may be exercised after the expiration of seven
years from the date such right is granted.

Deferred Shares

The New Plan also autborizes the grant of deferred shares, i.e., the right to receive a future delivery of shares of common
stock at a specified time, if certain conditions are met. The administrator will select the participants who are granted awards of
deferred shares and will establish the terms of each grant. The conditions established for eaming the grant of deferred shares
may include, for example, a requirement that certain performance ebjectives, such as those described above under Restricted
Stock Awards, be achicved.

. P'arﬁu;nm-ncc Slllar-e;

- “The-administratorulso will seleet The participsiits’ who receive peifontiinice sharés under the Néw Plan and, consistent with -~

the terms of the New Plap will establish the tenms of each performance share. A perfonmance share is an award designated in a
specified number of shares of common stock that is payable in whole or in pact if and to the extent tendid performance

- --obﬂbt-n\res fre- dchmved—’l’hé perfom&hce objecnves wﬂlbe-prescn'hd-by'lhe mimmlsgmor fo¥ gﬁntrmmﬁ‘to"quili_ly a5

“perfonitaicé-bised coripensation” under Séction ‘162(m) and Wwill b stated with mfcmnee to the performance objectives
described above, such as those described above under Restricted Stock Awards.

Amendment and Termination

Our Board of Directors may amend or terminate the New Plan at any time, but an amendment will not become effective
without the approval of our stockholders (within 12 months of the date such amendment is adopted by the Board of Directors)
if it increases the aggregate number of shares of common stock that may be issued under the New Plan, changes the class of
employees eligible 10 receive incentive stock options, modifies the restrictions on repricings set forth in the New Plan, or is
required by any applicable law, regulation or rule, including any rule of the stock exchange or market on which our stock is
listed or quoted. No amendment or termination of the New Plan will adversely affect a participant’s rights under outstanding
awards without the participant’s consent. Unless it is terminated earlier, the New Plan terminates ten years after the earlier of (a)
the date the New Plan is adopted by the Board, or(b) the date the New Plan is approved by the stockholders.

FEDERAL INCOMETAX ASPECTS OF THENEW PLAN

This is & brief summary of the federol incame taxaspects of awards that may he made under the New Plan based on existing
U.S. fcderal income tax laws. This sumuary provides only the basic taxmles. Tt does not describz a nminher of special taxrules,
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including the alemative minimum tax, various elections that may be applicable under certain circumstances and the
consequences of issuing an award that fafls to couply with the payment date rules applicable to nonqualified deferred
compensation under Section 409A of the Cotle. The tax consequences of awards under the New Plan depond upon the type of

award and if the awanl is to an executive afficer, whether the award qualifics as performance:based eompensation under
Section 162(m) ofthe Codec.

Incentive Stock Options

The recipient of aa incentive stock option generally will not be taxed upon grant of the option. Federal income taxes are
generally imposed only when tho shares of stock fromexercised incentive stock options are disposed of| by sale or otherwise,
The amount by which the fair market value of the stock on the datc of exercisc exceeds the exercise price is, however, included
in determinlhg the optiou recipient’s lubility for the sitemative minimum tax If the incentive stoek option recipient does not sclit
ordispose ofthe stock until more than ohe year afttr the receipt of the stock amd two years afier the aption was granted, then,
upon sale or disposiiion of the stock, the difference between the exercise price and the markef value of the stock as of the date
of exercise will be treated as a capital gain, and not ordinary income. Jf a recipient fails to hold the stock for the minimum
required time, at the tive of the dispasition of the stock, the recipient will recognize ordinary income in the year of disposition
in an amount equal to any excess of the market value of the common stock on the date of exercise (or, if less, the amount
realized or disposition of the shares) vver the exercise price’ paid for the shares. Any further gain (or loss) realized by the
recipient generally will be taxed as short-tenmor long-term gain (or loss) depending on the holding period. We will not receive a
taxdeduction for incentive stock options that are taxed to a recipient as capital gains; however, we will receive a taxdeduction
if the sale of the stock does not qualify Yor capital gains tax treatment.

Nonquaslified Stnck Optiunms

The recipient of stock options not qualifying as incentive stock options generally will not be taxed upon the grant of the
option, Federal income taxcs are genemlly due from a recipient of nonqualificd stock options when the stock options are
excrcised. The difference between the cxercise price of the option and the fair market value of the stock purchased oa such date
is taxed as ordinary income, Thereafler, the tax basis for the acquired stock.is equal.to the amount paid for the stock plus the
amount of ordinary income recognized by the recipient. We will nonmlly receive a tax deduction equal to the amount of

ordinary income realized by the opuon mclplent by reason of the exercise of the optlon

L Th}my.xmnt otnthex awnnds Jonder:the New. Phn-wxlt genemlly-be neated -ag¢ ordumy eomyensauon income: at-the hmevt‘ .

payment of;'in the'case’ offegiriéted stock subjéct to a Vesting requireinent, ot fiie timb ' subsCanfial Vesting occurs. A réeipient
who receives restricted shares which are not substantially vested, may, within 30 days of the date the shares are transfetred,
elect in accordance with Section 83(b) of the Code to recognize ordinary compensation income at the time of transfer of the
shares. The amount of ordinary compensation income is equal to the amount

9

of any cash and the amoumnt by which the then fair market value of any cormon stoek received by the participant exceeds the
purchase price, if any, paid by the participant. Subject to the application of Section 162(m), we will normally rcceive a tax
deduction for the amount of the compensation income.

Section 162(m)

Section 162(m) would render non-deductible to us certain compensation in excess of $1.0 million in any year to certain of
our executive officers unless such excess is “performance-based compensation™ (as defined in the Code). Options and stock
appreciation rights granted under the New Plan are designed to qualify as performance-based compensation. Performance
shares which are based on the performance objectives contained in the New Plan are also intended to qualify as performance-
based compensation. As described above with respect to restricted stock awards and deferred shares, the administrator may
condition such awards on attainment of one or more performance goals that are intended to qualify such awards as
performance-based compensation,
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REQUIRED YOTE

The affinnative vote of the holders of a majority of the common stock present in person or representcd by proxy at the
meeting and enmled to voto on the proposal is required to approve the 2606 Omnibus Stock Incentive.

The Board recommends a vote “FOR” approval of the 2006 Omnibus Stock lncenﬂw Plan.
BOARD OF DIRECTORS

DIRECTORS AND NOMINEES

OurBoard of Directors is divided into three classes and currently consists of ten members. We have four Class 1 directors, -
whose terms expire at our 2006 annual meeting of stockholders; three Class 1l directors, whose tenus expire at our 2007 annual
meeting of stockholders; aod three Class Ul directors, whose torms expire at our 2008 apnual mesting of stockholders.
Following the 2006 annual meeting, the number of Class Fdirectars is expected to be reduced to three and the size of the Board
of Directors is expected to be reduced to nine members. Set fosth below is information with respect to the three nominees for
reelection as Class I directors and the six directors whose terms of office will continue after the annual meeting.

The nominees for election as Class | directors at our 2006 annual meeting of stockholders, and certain information about
them, are set forth below.

Name Age Current Position with webMethods
R James Green 56 Director
Peter Gyenes (1)(2X3) 60 Director
William V. Russell (1) 54 Non-exccutive Chairman of the Board

(1) Memberof the Compensation Committee.

() E Men'iberof t.he Audlt '('I:mti.n’itteé'. N

. .{(3). .Our:Board .of Dire¢tors, upon therccommdahon-ofour-Cmpome Gowremanee end -Nmmﬁtmg Coﬁ"li'mnee, xeclass:ﬁed-- -

Mr. Gyenes és a Class T'directot on Jiily 6,2006.

Jim Green has been a director of webMethods since August 2000. Mr. Green served as Chief Technology Officer and
Exscutive Vice President of webMethods from August 2000 through March 2003, and served as webMethods’ Chief Scientist
from April 2003 to September 2003. He has served as Chief Executive Officer of Composite Software, Inc.. an enterprise
information integration solutions provider, since April 2003 and has served as Chairman of that company since 2003, Before
joining webMethods, Mr. Green co-founded and served as Chairman and Chief Excoutive Officer of Active Software,
Incorporuted, which webMethods acquired in August 2000. Prior to founding Active Software, Mr. Green cstablished and
managed the distributed objects programat Sun Microsystems, Inc., a provider of network compating products, where hc was
Director of Enginecring from 1988 to 199S. Mr. Green holds a B.A. from Hanover College, an M.S. from North Carolina State
Unijversity and an M.S. in Computer Science from San Jose State.
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Peter Gyenes has been a director of webMethods since May 2006. Mr. Gyenes has four decades of experience in sales,
marketing and general management positions within the software and computer systems industry. He served as Chairman and
Chief Executive Officer of Ascential Software Corporation from 2001 until it was acquired by IBM in April 200S. Mr. Gycnes had .
previously served since 2000 as Chairman and Chief Executive Officer of Informix Software, Inc., Ascential’s predecessor fim

- Ascential was created following the sale of Informix's database business to IBM under Mr. Gyenes’ leadership. Mr. Gyenes

joined Informix through its acquisition of Ardent Software, where he had served as Chairman, President and CEO since joining
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the fim in 1996. Previously, Mr. Gyenes had served as President and Chief Executive Officer of Racal InterLan Inc., and has
held global executive sales, marketing and general management positions at Data General Corporation, Encore Computer
Carpuration and Prime Coraputor, Inc. Eadier in his cateer, Mr. Gyenes held technical positions at Xerox Data Systers and at
IBM. Mr. Gyenes also serves on the boards ef Applix, Inc., Lawsaon Seftware, Inc., ViryaNel, Inc, several puvately-held
technology companies and the Massachusetts Toehnology Leadership Council. Mr. Gyenes is a graduatc of Columbia
University, where he received a B.A. in mathematics and an MBA.

Bill Russell has been a director of webMethods since September 2003 and non-executive Chairman of the Board since
QOctober 2004. Mr. Russell has been an adviser to enterprise software companies since he retired from Hewlett-Packard
Coirpany in May 2003. At HP, he held a broad range of senior-level positions providing strong intemational background and
signiflcant experience In the enterprise software industry. From May 2002 to May 2003, Mr. Russcll served as Vice President of
HP’s Global Allianess Group, where he was responsible for leading the compauy-wide relationships with the top sirategic
alliance partners for HP. Frcon Soptember 1999 tu May 2002, he served as Vice President and Genreral Manager of HP's Software
Solutions Orgauization, and, from 1997 to September {999, as Vice Presiient and Ganeral Manager of HP"a Enterprise Systems
Graup. Prior to that, he served as general-manager of HP's technical computing group and general manager of HP's computer
systems organization for Europe, Middle East and Africa. Mr. Russell also served on the board of HP Japan, Lid. Mr. Russell
also serves as a director of Cognos, Inc. and as non-executive chairman of Network Physics, Inc., a privately-held company. He
holds a B.S.C. degree from Edinburgh University, Scotland.

The incumbent Class I director whose term expires at our 2006 annual meeting of stockholders, and certain information
about him, is set forth below.

Nome Age Current Position with webMethods
William A. Halter (1) 45 Director

(1). Member of the Compensation Committee. ..

William A. Halter has been a director of webMethods since August 2003. He has been a management consultant since
-April 2001.-From November 1999 through March 2001, he Sérved a5 Depiity Comiitssioner, and fater as Aciing. Commissioner, ~
of the Social Security Administration, an agency of the U.S. govemment. From 1993 through November 1999, he served as-a-

. Senior Advisor in the Director's Office, Office of Manggeiment and Budget, Bxecutive Office of the President of the United
... States, Mr.Halterzalsc-gorved-as- Eobrottiigt:for the: Jm&dndlm-Cbnimféé“bf-‘Gongmss Andas ﬂnef’ammrui‘ﬁr sl
* ‘Séiaté Fiirmncé Commimittes. BEforé entéting pulilic érvice, hé was a fanagewent consultant at McKinsey and Coupany. Mr.
Halter also serves on the board of directors of Akammi Technologies, Inc., Threshold Phanmaceuticals, Inc. and Xenogen
Corporation. He is a Trustee Emeritus and serves on several advisory councils of Stanford University. He is a Rhodes Scholar,

and holds a Master of Philosophy in Economics from Oxford University and an A.B. in Economics and Political Science from
Stanford University.

The incumbent Class 11 directors, whose terms expire at our 2007 annual meéting of stockholders, and certain information
about them, are set forth below.

Name Ago Current Position with webMethods
James P. Gauer (1) 54 Director
Jack L. Lewis ’ 61 Director
Gene Riechers (2) 51 Director

(1) Chairman of'the Corporate Govemnance and Nominating Committee,

(2) Chaimman of the Compensation Committce and member of the Audit Committee.

1
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Vincent J. Mullarkey (3) 58 Director

_(1)_Memher of the Corporate Govemance and Nominating Committee... . .

James P. Gauer has been a director of webMethods since August 2000. Since April 1999, he has served as a general partner
of Palanmar Ventures, a venture capital investment firm, and, from December 1992 to April 1999, he was 4 generai partner of

Enterprise Partners. Mr. Gaucr is also a directar of seveml privately held companies. Mr. Gauer holds a B.A. in Mathematies
from the University of Califonia, Los Angeles.

Jack L. Lewis has been a director of webMethods since January 1997. Mr. Lewis also served as our corporate Secretary
from January 1998 until May 2003, He has been a partner in the Northem Virginia office of the law fimn of Momison & Foerster
LLP since March 2005. He previously was a partner with Shaw Pittman LLP from 1999 to 2005 and, before that, a stockholder in
the law firm of Tucker, Flyer & Lewis, P.C., which he co-founded in 1975. Mr. Lewis holds an A.B. in History from Brown
University and a J.D. from Comell Law Schcol.

Gene Riechers has been a director of webMethods since Noveinber 1997, Since April 2002, Mr. Riechers has been a general

" partner of Valhalla Partners, a venture capital firn. From June 2001 to April 2002, he was a general partner of Broadreach

Partners, which provided consulting sesvices to emerging technology compaaies, and, from April to June 2001, he was an
independent consultant to cmerging technology companies. From 1996 to April 2001, Mr. Riechers served as a Managing
Directoc of FBR Technology Venture Partners L.P., a venture capital fiind. From December 1995 to December 1996, Mr. Riechers
served as the Chief Financial Officer of CyberCash, Inc., an Intcrnet tronsaction processing company. From September 1993 to
December 1995, he served as Chief Financial Officer and Vice President, Business Developntent of Online Resources &
Communications Corp., an onlinc banking company. He has a BS. in Accounting from Pennsylvania State University and an
MDA from Loyota College.

The inoumbent Class 1]l directers, whose temw cxpire at our 2008 annual meeting of stockholders, and certain informatien
about them, are set forth below.

Name Age Current Posttion with webMethods
Jeuy I. Jasinowski(1)(2). . . . . . . 61 Director- - - - - - e eew
David Mitchell 41 Director, President and Chief Executive Officer

_ (2) Member of the Audit-Committee.

(2) Chairman ef the Audit Conmittee.

Jerry J. Jasinowski has been a director of webMethods since July 2001. Mr. Jasinowski scrved as the President of the
National Association of Manufacturers (the “NAM"), the largest U.S. business advocacy and policy association, from 1990 to
2004. Since 2004, he has served as President of the Manufacturing Institute, the research and education arm of the NAM.
Under Mr. Jasinowski's leadership, the NAM has belped shape national policics on a broad range of issues affecting
productivity and economic growth, including trade, taxes, technology, energy policy, legal reform and employee training. He
has also transfoomed the NAM operationally in terms of its majoc communications, advocacy, economic and manufactoring
research, grassroors activity and new business development. Under Jasinowski's leadership, the NAM has become recognized
as the voice of American manufacturing in the U.S. and around the world, Mr. Jasinowski is also an author and commentator on
economic, industrial and govemmental issues, He is a director of Harsco Corporation, The Phoenix Companies Inc., The Timken
Company and scrves on the advisory boards of several companies. Mr. Jasinowski received a B.A. in Economics from Indiana
University, a M.A. in Eeonomics frem Columbia University, and is a graduate of the Harvard Business School's Advanced
Managenent Progrem.

David Mitchell has been a director of webMethuds since October 2, 2004. Efe began his career at webMethods in Dccember
1997 as Vice President, Sales and served as Viee President, Worldwide Sales from September 1999 through December 1999. Ho
served as Chief Operating Officer from Jaauary 2000 to Outober 2004, as President since January 2001 and as Chief Excontive
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Officer since October 2004. Throughout his tenurc at webMethods, Mr. Mitchell has played a major role in all facets of our
business and in overseeing webMethods® global sales organization, as well as our narketing, industty solutions, business
development, and customer service operations. Prior 10 joining

12

webMethods, Mr. Mitchell held a variety of executive positions at various companies, including serving from 1993 to 1995 as
President and Chief Executive Officer of VYCOR Corporation, which was acqmred in 1995 by McAfee Software. Mr. Mitchell
holds a B.S. in Marketing from Virginia Commonwealth University.

Vincent J. Mullarkey has been a director of webMethods since May 2005. Mr. Mullarkey was the Senior Vice President,
Finance and Chiel Financial Officer of Digital Equipment Corporstion from 1994 until his retirement in September 1998, and
served with Digital Equipment Corporation in ather positions fram 1971 to 1994, Agter leaving Digitel Equipmont Carporation,
Mr. Mullaskey has also been involved with several companics in the real cstate and marine industries. He is a directar of
NetScout Systems, Inc. Mr. Mullarkey holds a B.S. in Accounting and Finance from Bentiey College.

BOARD OF DIRECTORS

Corporate Governance

We are currently managed by a ten-member Board of Directors. The Board has adopted a set of Corporate Govemance
Quidelines, which, along with the written charters for our Board conmittees described below, provide the framework for the
Board's governance of webMethods. Our Cosporate Govemnance Quidelines and committee charters are posted in the investor
relations section of our website at www.webMethods.com/investors/ and are available npoo written request to our General
Counsel. In addition, the Charter of the Audit Committee is attached to this proxy statement as AnnexB.

Independence and Composition

The National Association of Securities Dealers hsnng standards, which we refer to as thc NASD hstmg standmls_. require
. that'a majority ofonr Board of Dirctors uie “iidependent” difectors, ds that termis defincd in the NASD listing standards, In
addition, our Corporate Govermance Guidelines require that we strive to have enough “independent” directors on the-Board so
that, in -the event one “independent™ director was to resign, dle, or be rem)ved from the Boﬂfd a MJonty of the lemn'" ing

oy

The Board of Directors, upon the reconmmendation of the Cnrporate Govermance and Nouinating Contrittes, has
detormined that James Gauer, Peter Gyenes, William Halter, Jenry Jasinowski, Vincent Mullackey, Gene Reichers and Bill Russell,
representing » majarity of our Board of Directors, are “independent” as that term is defined in the NASD listing standards. Mr.
Russell served as the non-executive Chairman of the Board of Directors during fiscal year 2006. The Board made its
determination based on information fumished by all directors regarding their relationships with the Company and rcsearch
conducted by management. In addition, the Board consulted with the Company's counsel to emsure that the Board's
detennination would be consistent with all relevant seeurities laws and regulations as well as the NASD listing standands.

Meetings and Attendance

The Board of Directnrs met eight times, including telephore conference meetings, and acted three times by written consent,
during fiscal year 2006. During that year, no current director attended fewer than 75% of the aggregate of.(a) the total number of
meetings of the Board hcld while he was a director and (b) the total number of meetings held by all committees of the Board on
which he then served. Our Corporate Governance Guidelines provide that it is the responsibility of individual directors to make

-themselves available to attend scheduled and special Board and committee meetings on a consistent basis. The Company
requests that Board members attend the annual meeting of stockholders. However, the Conpany also recognizes that personal
attendance by ol directors is not aiways possible. All of the nine membcrs then serving on our Board of Directors anended the
2005 annual meeting of stackholders.

In addition, the ron-nmanagemant members of the Board of Directors met in oxecittive sessien five times during fiscal yesr
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2006. Pursuant to our Corporate Governance Guidelines, Mr. Russell, as the non-executive Chainman of the Board of Directors,
presided when the Board met in cxecutive session.
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Communications wth the Board of Directors

Stockholders and interested partics may send communications to the Board of Directors by writing to themat webMethods,

Inc., Attention: General Counsel, 3877 Fairfax Ridge Road, South Tower, Fairfax, Virginia 22030. All communications that are

received by the General Counsel for the Board’s attention will be forwarded to the non-executive Chairman of the Board or the
chair of the conmittee of the Baard with authority to consider the subject matter of the communication.

COMMIFTEES OF THE BOARD OF DIRECTORS

The Board of Directors has thrce stamding commiltees, the Audit Conwittee, the Compensation Coimmittee and the
Corporate Govemance and Nominating Committee, The Board of Directors, upon the recommendation of the Comporate
Govemance and Nominating Committee, has determincd that all current mewbers of cach committee are “independent” as that
temis defined in the NASD listing standards.

Audit Committee

The Audit Committee is responsible for the sclection of the independent public accountants for webMethods and assists
the Board of Direcfors in fulfilling its oversight responsibilities by reviewing the financial reports and otber financial
information provided by webMethods, webMethods' systems of intemal controls and webMethods’ auditing, accounting and
financisl reporting processes generally.

Thé Audit Cormiittée consists of Vincent Mubarkey (Chairman), Peter Gyenes, Jerry Jasinowski and Gene Riechers. Mr.
Jasinowski and Mr. Riechers served as members of the Audit Committee during all of fiscal year 2006. Mr. Mullarkey became a

Govemanca and Nominating Commitige, has determined {hat allcument members of tire Awdit Cominittee are “independerif” as

that térin i§' defined iri thé NASD listing standnnls and niggt the gther requlrements for audjt cqmlteg menbers. under the
Secuntxq;_,E;&:hmfg'e‘AGt'of]934 a5 amehded_ gnd. {he miea_HAd mgufitlons pmnmlgate—ﬂzy The SEC: thmunder, which e
collectively refer to-as the Exchange Act, and the NASD listing standards. The Board of Directors, upon the recommendation of
the Corporate Govemnance and Nominating Committee, also has determined that Peter Gyenes, Vincent Mullarkey and Gene
Riechers each qualify as an “audit committee financial expert,” as defined in the Exchange Act. The Audit Committee met

informally on a number of occasions, hekd 14 formal meetings and took action by written consent one time during fiscal year
2006.

Compensation Committee

The Compcasation Committec reviews and makes recornendations regarding webMethods® stock plans and mukes
decisions concerming salaries and incentive compensation for executive officers of webMethods, Inc. The Compensation
Committee consists of Gene Riechers (Chuirman), Peter Gyenes, William Halter and Bill Russell Mr. Riechers, Mr. Halter and
Mr. Russell served as members of the Audit Committee during all of fiscal year 2006. Mr. Gyenes became a member of the
Compensation Committee in May 2006. The Board of Directors, upon the recommendation of the Corporate Govemance and
Nominating Conmittee, has determined that all current members of the Compensation Committee are “independent” as that term
is defined in the NASD listing standards. The Conpensation Committee met informally on a number of occasions, held four
forma] meetings and took action by wrien consent sixtimes during fiscal year 2006.

Corpurate Gavernance and Nowninating Committee

The Cotporate Govemance and Nominating Commiittee considers and makes recommendations to the Board conceming ths:
appropriate size, function amd necds of our Board of Dimctors, inclading screenihg and nominating candidates to fillpositions

. member of the Audit Committee in May 2003, filling the vacancy created by _the resignation of Gary Femandes. Mr. Gyenes. . ..
““became a member of the Audit Committee in May 2006. The Board of Direttors, upon the tetoirticriddtion of the Corporate °
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on the Boand .and recommending nominecs for approval by our Board of Directors and stockholders. The Corporate
Govemance and Noninating Committee also assists the Board of Directars in fulfilling its oversight rosponsibilitics regarding a
code of contduct for webMethods’ executives and stniTand Bourd carpordte govemance. The three nominecs for re-election to
the Board of Directors at our 2006 annual meeting of stockholders were unanimously recommended by the Comnrate
Govemeuce nnd Noniinating Cammittee.
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Our Corporate Govemance Guidelines provide that the Corporste Govemance and Nominating Committee endeavor to
identify individuals to serve on the Board who have expertise that is useful to webMethods and complementary to the
background, skills and experienco of other Board members. The assessment of the Corporate Govermnance aud Norinating
Conmittee af the composition af the Buard ineludes: (a) skills — business and nanagement experience, industry experisnce,
accounting experience, finance and capitat mackets experience, and an understanding of corparate govemance reguilations and
public policy watters, (b) cheracteristics — ethical and moral standards, learlership abilities, sound business judgment,
independence and innovative thought, and (c) composition — diversity, age and public company experience. The principal
qualification for a director is the ability to act in the best interests of webMethods, Inc. and its stockholders. During fiscal year
2006, we retained a third-party search fim to assist the Corporate Govemance and Nominating Committee in identifying and
evaluating potentiaf candidates for election to the Board of Directors.

CF i

The Corporate Govemance and Nominating Committee accepts recommendations for director candidates fromstockholders,
and information regarding the submission of information regarding possible candidates is included in this proxy statement
under the heading "“Stockholder Proposals and Nominations for Presentation at the 2007 Annual Meeting of Stockholders.”
After candidates are identified, the Corparaté Govemance and Nominating Comumittee conduicts an evaluation of each
candidate, which generally includes interviews with committec members and members of management, as well as background
and reference checks. There is anticipated to be no difference in the evaluation process of & candidate recommended by a
stockholder as compared to the evaluation process of 2 candidate identified by management, by members of the Corporate
Govemance and Nominating Committee, by other directors or by any third party engaged to conduct a search for possible -~ -
| candidates.

I ICTIR Lo Il

-~ - -+ -The Corporate Govemance “and:Nominating' Cortimittée ¢omsists of fares “Gauer (Chiaimman), William: Halter und :lerly
Jasinowski, all of whom served as members of the committee during oll of fiscal year 2006 Gary Fernandes also served on the
Corporate Govemance and Nommalmg Comittee until he mslgned as a director in"May 2005. The Board of Directors, upon ‘the

o ~TECOMUENdation: of.the: Cotpemte GoVemanEe and” Nehnnﬂmg-Conmftee, hus -detemimyd that‘a‘ll‘t‘.i!ﬁ?m membels ﬁ’ﬂie"
"' Corpurale-Govérnadice: and Noviintitig Coilivittce aré “indéperidént” as that ter is defined in the NASD iisting stundands
The Corporate Govemance and Nominating Committee et informally on & number of occasions and held one formal meeting
and took action by written consent one time during fiscal year 2006.

DIRECTOR COMPENSATION

Non-management directors receive cash compensation, as describud in the following table, from webMéthods for their
services as menibers of the Board of Directors andl for-their service on permanent and temporary committees of the Board and
receive stock option grants, as described in the following table, under the Expiring Plan. All stock option grants are made at fair
market value on the date of grant. In addition, all members of the Board of Directors are reimbursed for expenses in connection
with attendance at Board of Directors and committee meetings.

Inital Stock Annual Stock
Pasition Annual Fee Option Grant Option Crant
Non-executive Chainnan of the Board '$70,000 — 25,000 shares
Service as a non-executive ynember of the Board df Directors. $25,000 55,188shares 15,000 shares
Audit Committee ' '
" Chairman $10,000 — -
Menmber $ 5,000 - -

Compensation, Corporite Govemance and Nominating and
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designatcd temporary committees

Chainman $ 7,500 - —_
Member $ 5,000 - —_
CODEOF ETHICS

Our Board of Directors has adopted a Code of Ethics that is applicable to our employees, executive officers and directors.
The Codc of Ethics is posted in the investor relations section of our website at www.webMethods.com/investors/ and is
avaifable upon written request to our General Counsel. We intend to satisfy the disclosure

15

requirements under Federal sccurities laws regarding any amendment (o, or waiver from, any provision of the Code of Ethics
regarding the principal executive officer, principal financial officer or principal accounting officer or controller of webMcthods
or any person perfomiing a similar function by posting on our website at www.webMethods.con/investors/ within the time
periods prescribed by law.

COMPENSATION COMMITTEE INTERLLOCKS AND INSIDER PARTICIPATION

None of our executive officers serves as a member of the board of directors or compensation committee of any entity that
has one or more exccutive officers serving as a member of our Board of Directors or Compensation Committee. Messrs.
Riechers, Gyenes, Haltor and Russell served as the members ofthe Compensation Committee of our Board of Directors during
fiscal year 2006. None of these individuals has ever served as one of our officers or employees.

... The following table contains information regarding the bencficial ownership of webMethods, Inc: common stock as of June

“30, 2006 by: -

... 9. éach person known by.us.to.o0wn .be!ieﬁciall_y;mre thm-ﬁvg.-pemem-{é%:}of our wmn-stbtk;-'----—--- e e

® each of our directors;
® each ofthe individuals named in the Summary Compensation Table in this proxy statement; and

¢ all of our current directors and executive officers as a group.

Undcrthe rules of the Securitics and Exchange Commission, beneficial ownership inchides voting or investment power with
respect to securities and includes the shares issuable under stock options that are excrcisable within sixty (60) days of June 30,
2006. Those shares issuable under stock options are deemed outstanding for conputing the percentage of each person holding
options but are not decmed outstanding for computing the percentage of any other person. The percentage of beneficial
ownership in the following table is based upon 55,201,899 shares of our common stock outstanding as of June 30, 2006.

Unless otherwise indicated, the address for each person known by us to own beneficially more than five percent of our
common stock and each dircctor and executive officer is: c/o webMethods, Inc., 3877 FairfaxRidge Road, Fairfax, Virginia 22030. -
To our 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.

Shares
Beneficially Owned
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Name of Benefidal Owner Number Percent

James P. Gauer (1) '159,066 .
Jim Green (2) ' 413,793 .
Peter Gyenes (3) 10,349 .
William A, Halter (4) 98,938 .
Jerry J. Jasinowski (5) ' . 114,538 .
Jack L. Lewis (6) 114,530 .
. David Mitchel! (U] 995,045 1.8
Vincent J. Mullarkey (8) 40495 ¢
Gene Ricchers (9) 144,063 .
Bill Russeli (10) : 145,604 .
Richard Chiarello (11) : ' 475425  *
Mark Wabschall (12) - 66,725 .
Kristin Weller Mublner (13) 445,655 .
Douglas W. McNitt (14) 696,973 1.2
All directors and executive officers as a group (14 persons) (15) 3,921,199 7.1
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Less than one percent.

Includes 113,938 shares subject to option exercise within 60 days of June 30, 2006.
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2006

lncludes_ 8,349 shares subject to option exercise within 60 days of June 30, 2006.
Includes 98,938 shares subject to o);iion excreise within 60 days of June 30, 2006.
Includes 113,938 shares subject to option exercise within 60 days of June 30, 2006.

Includes (a) 67,948 sharcs subject to option exercise within 60 days of June 30, 2006 and (b) 46,582 shares held by a
family trust for which Mr. Lewis is trustee.

Includes 982,418 shares subject to option exercise within 60 days of Juae 30, 2006.
Includes 40,495 shares subject to option exercise within 60 days of June 30, 2006
Includes 113,938 shares subject to option exercise within 60 days of June 30, 2006
Includes 145,604 shares subject to option exercise within 60 days of June 30, 2006. .

fucludes 470,069 sharcs subject to option excrcise within 60 days of Junc 30, 2006.
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(12) Includes 63,192 shares subject to option exercise within 60 days of June 30, 2006.
(13)  Includes 441,610 shares subject to option exercisc within 60 days of June 30, 2006.
(14)  Includes 695,652 shares subject to option exercise within 60 days of Junc 30, 2006.

(15) Includes 3,470,027 shares subject to option exercise within 60 days of June 30, 2006.

EXECUTIVE OFFICERS .
Our executive officers and their ages and positions as of June 30, 2006 are as follows:

Name Age Position

David Mitchell ' 4}  President and Chief Executive Officer

Richard Chiarello 53 Executive Vice President, Worldwide Operations and
Chief Operating Officer

Mark Wabschall S0  Executive Vice President, Chief Financial Officer,
Chief Accounting Officer and Treasurer

Kristin Weller Muhiner 35 Executive Vice President, Product Development

Douglas McNitt 4]  General Counsel, Executive Vice President and
Secretary

The following is a summary of the experience of our executive officers. The experience af Mr. Mitchell is descrbed in the
sechon oﬂhls proxy statement entitled “.Board.afDnectors e e e e e

Richard Chiarello joined webMethods in April 2004 as Executive Vice President; Worldwide Operations and became Chief -

.. Operating. Officer in Noyembgr 2005, From:October 2002 £0:2004, he served.as Senio: Vice-i’-residevao!ldmde Sales; oFSfeT)el— o
- ‘Systenss; Tirc;, wheié hé mahaged all asfiects ofthe conipany’s worlkdwideé sales dperations. From Décertiber 1998 1o Sépteniber”
2002, he served as President of ATL LLC Consulting, a private sales consulling company founded by Mr. Chiarello to serve
clients in the information technology industry. He also served as President and Chief Operating Officer of AMC Computer
Corporation, a hardware and professional services company, from October 2000 to June 2001. From December 1985 to December
1998, Mr. Chiarello held several sales, marketing and exccutive management positions at Computer Associates International,

Inc., the most recent of which was Exccutive Vice Presldent and General Manager, Worldwide Sales and Channels. Prior to
joining Computer
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Associates Intemational, Inc., Mr. Chiarello served in a variety of sales positions with IBM Corporation from 1977 to 1985. Mr.
Chiarelio holds a B.A. from Queens College in New York and has completed executive management training in the [BM
Management Training program and with Babson Business Schoo}, Boston, Massachusetts.

Mark Wabschall, a Certified Public Accountant, joined wecbMethods as Senior Vice President, Finance in July 2004. He
became Chief Accounting Officer in May 2005, became Chief Financial Officer in October 2005 and became Executive Vice
President and Treasurer in December 2005. He served as Vice President, Finance for Innovative Technology Application, Inc., a
diversified technology firm, from 2003 to July 2004, end he served as President of Delphi Business Solutions, LLC, a financial
consutting firm from 2000 to 2003, From 1994 to 2000, he held senior financial and operational management positions with the
Baan Company, including Senior Vice President of Operations, Vice President of Investor Relations and Chief Financial Officer
of the Americas. He also served as an audit partner with Arthur Andersen, a major intemational public accounting firm. Mr.
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Wabschall holds a B.S. in Business Administration fromthe Ohio State University.

Kristin Weller Muhlner joined webMethods as Vice President of Professional Services and Customer Care in September
1998. She became Vice Presidont of Product Developmant in January 2000, Scnior Viee President of Product Development i
October 200) and Bxecutive Vice President of Product Development in March 2003. From 1994 to September 1998, Ms. Muhlner
served as Senior Manager for Deloitte & Touche Consulting Group, whére she participated in the development of their

enterprise resource planning (ERP) implementation methodology. Ms. Muhlner holds a BA. in Economics from Rhodes
College. )

Douglas McNitt joined webMethods in October 2000 as General Counsel, became an Executive Vice President in January
2002, and became Sccretary in May 2003. Mr. McNitt served in various capacities, including Senior Counsel and Assistant
General Counsel for America Online, Inc. durtng his service there from December 1997 to September 200U. From May 1996 to
Decemben 1997, he was an assaciate with the law firn of Tucker, Flyer & Lewis, 8 professional corporation, and was an
associnte with the law firm of McDenmatt, Will & Emery from Aprll 1994 to May 1996. Mr. McNitt halds a B.A. from Stanford
University and a J.D. from Notre Dame Law School.

EXECUTIVE COMPENSATION

The following table sets forth the annual and long-term compensation paid or awarded for the fiscal years ended March 31,
2006, 2005 and 2004 to our Chief Executive Officer and our four other most highly compensated executive officers, Those five
individuals are collcctively referred to as the Named Officers. .

Summary Compensation Tablo
toag-Term
Aunual Compensation Compensution Awards
Year. - e Securities All Other
Ended Other Anouat Underlying Comwpen-
Nauine and Principal Position Morch31  Sslay(f)  Bonus() . _Compensation.  Opfions(f). _saflon_.. ...
David Mitchell : " 2006 $425000 S4B I 225000 —
President and Chief Executive Officer 2005 £334,501 - . — 860,000 - :
T Y - T L ..._gm. — ..-.-.32-50;'012--_-. - » oz — fompmeme .61'm0_ e ..-.:.::. -—am " w v
Richard Chiarefio 2006 $371,617 $379,379 $63,731(3) 122,500 —
Bxecutive Vice President, Worldwide 2005 $350,000 $301,716 $40,472(3) 525,000 -—
Operations and Chief Operating 2004(4) — — —_ — —_
Officer
Mark Wabschall 2006 $240429  $19,885 - 177,500 —
Executive Vice President and Chief 2005 $141,026 — - 100,000 —
Financial Officer 2004(5) —_ —_— —_— - —_
18
Long-Term
Annual Compensation Compensation Awards
Yesr Securities All Other
Ended Other Annual Undertying Compu-.
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Name nnd Principal Position March 31 Salary(1) Bonus{2) Compensation Options (§) salion

Kristin Weller Muhlner 2006 $226,887  $18,000 — 142,500 —
Executive Vice President, Product 2005 $250,001 - —_ 172,000 —
Devclopment 2004 $180,012 —_ —_— 76,400 -

Douglas McNitt 2006 $265,833  $19,886 — 112,500 -
General Counsel, Bxecutive Vice 2005 $220,001 - - 22,000 -_—
President and Secretary 2004 $167,362  $15,000 - 142,000 —

(1) The current base salaries of the executive officers are: Mr. Mitchell - $450,000; Mr. Chiarello - $385,000; Mr. Wabschall -
$275,000; Ms. Muhiner - $262,500; Mr. McNitt - $275,000.

(2) OnJuly 6,2006, thc Compensation Cammittee of our Board of Dircctors approved the webMethods' Executive Incentive
Plan (the “EIP"), pursuant to which fiscal year 2007 bonus compensation for cach of the Named Officers, other than Mr.
Chiarello, will be determined. Under the EIP, two-thirds of the annual target bonus for each participant is based on our
achievement of established revenue and eamings per share goals and one-third of the annaal target bonus is based on
the achievement of established individual performance objcctives. The individual performance objcctives for the Chief
BExecutive Officer are determined by the Compensation Cemmnittee, and the individual performance objectives for the
other executive officers arc determined by the Chief Executive Officer in consnitation with the Compensation Comnittee.
The target 2007 bonus amount under the EIP for Mr. Mitchellis 100% ofhis base salary; the target 2007 bonus amnunt
for each of the other participating Named Officers is 50% of such officer’s base salary. If we exceed our financial
objcetives, it is possible for the actual bonus amount to exceed the target bonus amount, subject to the decision of the
Compensatlon Committee. Under a separate amangeivent approved by the Compcnsatlon Cormmittee on June 15, 2006,
fiscal year 2007 bonus compensation for Mr. Ghiareilo is determined quanerly, based in part on a percentage of our
license revenue, total revenue and eamings per share and based in part on our achievement of established license

_ revenue, total revenue and eamings per share goals. The target quarterly. bonus mrount.for Mr. Chiarello. in fiscal year. ...
2007, assuming vur anaimment-of 1008 uf perfonmnce objectives, is $87,500. The dctual quaiterly borus efmount miay ™

exceod the target quartarly honus amount If ve emced ‘one of mare of the perfonmnce ohiectives.

@) " Ameunt far 2006 repiesants hous?;g— allowance of 339 960~ plus sBM for retated income taxes; efdunt Ior 2005

represents housing allowanco of $29,325 plus $11,147 for related income taxes.
(4) Joined webMcthods in April 2004.

(5) Joined webMethods in July 2004.

STOCK OPTION GRANTS IN FISCAL YEAR 2006

The following table sets forth each grant of stock options during fiscal year 2006 to each of the Named Officers. No stock

appreciatian tghts were granted during fiscal year 2006. The stock 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 stock options to purchase a total of 6,863,079 shares of webMethods’ common stock
granted to eligible participants under the Expiring Plan during fiscal year 2006. The exercise price of each stock option was
equal to the fair market value of a share of webMethods' common stock as valued by the Compensation Committee on the date
of the grant. The exercise price may be paid in cash or by such other means as are specified in the stock option agreement
relating to the grani. The holder of the stock 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 calculatcd based op a ten-yesr term of the stock aption at the time of grant. Stock price
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appreciation of 5% and 10% is assumed because of SEC rules and does not represent our prediction of our stock price
performance. These amounts represent hypothetical gains that could be achieved for the respective
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stock options if exercised at the end of the stock option term These gains are based on assunéd rates of stock pricc
appreciation of 5% and 10%, compounded annually from the date the respective stock options were granted to their expiration
date, based upon the market value of our common stock an the option grant date.

(1)  Vesting of stock option occurs ratably over the 36 months following the option grant date.

@ Vesting of stock option vccurs ratably over the 48 months following the option grant date.

STOCK OPTION EXERCISES IN FISCAL YEAR 2006 AND VALUES AT END OF FISCAL YEAR 2006

INDIVIDUAL GRANTS
' Potential Restizble Valoe
Number of Percentoge of ot Assumed Annual Rates
Securities Total Options of
Underlying ~ Granted In Exerclse Stock Price Appreclation
Options Fiseal Price Expiration Date for Option Term
Name Granted Year 2006 (S/Share) 5% 10%
David Mitchell 150,000(1) 2.19 $5.89 July 11,2015 $555,628 $ 1,408,071
75,000(2) 1.09 $794  December2,2015 $374507 $ 949074
Richard Chiarello 62,500(1) 09N $5.89 July 11, 2015 $231,512 $ 586,696 -
60,000(2) .0.87 $7.94 December2,2015  $299,605 $ 759,259
Mark Wabschall 35,000(2) 0.51 $5.07 June 8, 2015 $111,597 § 282810
: © 62,500(1) 031 $589  huiyin, 2015 §231512 § 586,696
80,000(2) 117 $7.94 December2,2015  $399474  § 1,012,345
Kristin Weller Muhlner 62,500(1) 0.91 $5.89 July 11, 2015 $231,512 § 586,696
“000() 0M  CSS89 Nl 182015  S1Nii26 S dBLele
ST T "UE5800@) T 07T T SHi6 Oclober3, 2015 $225,144 § 570560,
Douglas McNitt 35,000(2) 051 8507 June 8, 201§ $111,597 § 282810
. 15,000(2) 0.22 $5.07 . June 8, 2015 $47827 § 121,204
62,500(1) 091 $5.89 July 11,2015 $231,512 $ 586,696

The following table sets forth for each of the Named Officers information conceming stock options exercised during fiscal
year 2006 and the number and value of securitics underlying unexercised stock options that are held by the Namcd Officers as

of March 31, 2006

Number of Sceurities
Underlying
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Unexercised Value of Unexcrcised

Sharcs Options ot In-the-Meney Options ot
Acquired Value March 31, 2006 March 31, 2006(2)

Name on Exercise Realizd(1) Vested Unvested Vested Unvested
David Mitchell " 163,209 $268,666 964,293 493,752 $103,140  §1,224,692
Richard Chiarello - § — 439512 207988 §145684 § 389,241
Mark Wabschall 35000  $10729%4 32116 210384 $ 84,650 § 474,175
Kristin Weller Muhlner 30,000 $153.806 452,200 118905 $440953 $ 240,520
Douglas McNitt - § — 681,76 80,238 § 66540 § 259,085

(1) Represents the difference between the stock option exercise price per share and the fair market value of webMethods®
common stock on the date of exercise.

(2) Caloulated on the basis of $8.42 per share, the closing price quoted on the Nasdaq National Market for our common

stock on March 31, 2006, less the applicable stock option exercise price per share, multiplied by the number of shares
underlying the unexercised in-the-money stock options. .
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EQUITY COMPENSATION PLAN INFORMATION

The following table provides information conceming our sccurities authorized for issuance under cquity compensation
plans at Junc 30, 2006.

Number of sccuritien - " Number of sccurities rematnlag
to be issned upon de,llted-ivir:p Avallible for futare lssuance
e o e s e 2 e e verm e _ e et e .S_Q;}!i!,nﬁ.:-_-. .. geetslepriceof _ . _...,. under.equity coinpensafion . ...——.
‘ citstaiding options, ° Gutitundigg optioas, 6'!!‘; (exeidding socuritis”
Plan category warrants and rights worranis and rights reflected [n column (a))
' ® ®) ©
Equity compensation plans approved by ,
security holders 17,171,844(1) $10.6656(1) 7,626,394(1)
Equity compensation pluns not approved by
securities holders 84,855(2) 28.2676(2) —_
Total 17,256,699 $10.7522 71,626,394

(1) Excludes our Enployee Stock Purchase Plan, under which, as of March 31, 2006 a total of 6,000,000 shares of our common

stock have been reserved for issuance, 1,663,191 shares had been issued al an average purchase price of $9.606 and
4,336,809 shares remained available for future issuance.

(2) Consists only of shares of our common stock to be issued upon the exercise of stock options issued by Active Software
under its 1999 Stock Option Plan, its 1996 and 1996A Stock Option Plans and its 1999 Director Option Plan, and stock
options assumed by Active Software that had been granted by the respective company under the TransLink Software,
Inc. Stock Option Plan, Alier, Inc. 1997 Stock Option Plan and Alier,Inc. 1996 Stock Option Plan, all such options baving
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been granted prior to ouracquisition of Active Software in August 2000.
EMPLOYMENT AGREEMENTS AND CHANGE OF CONTROL ARRANGEMENTS

Executiv: Agreements

None of the Named Officers has an employment agreement wilth webMethods, Inc. These officers may resign, or we may
terminate their employment, at any time. David Mitchell, Rich Chiarello, Mark Wabschall, Kristin Muhlner and Douglas McNitt
each is party to an agreement with us under which the exscutive may continue to receive base salary and benefits in certain
circumstances afler resignation or tenmination of employment. Under those agreements, we are obligated for one year or, if
earlier, until the executive accepts full-time employment with another employer, to pay the executive his or her then-current
base salury and provide him or her with all the benefits provided to him or her immediately prior to the termination of
employroent if the:executive is terminated without “cause” or resigns for “gond reasen.” For purposes of the agreeirents, (i)
“cause”™ means the exceulive’s (a) theft, fraud, material dishoaesty or gross negligence in the conduct of eur business, (b)
conlinuing negleet of the exceutive’s duties and responsibilitics that has a material adverse effect on webMethods (which
neglect is not cured following notice), or (c) conviction of a felony (not involving an automobile), and (i) “good reason” means
(a) a reduction in base salary, (b) a reduction or a change in the executive’s authorities, duties or job responsibilities or (c) a
geographic relocation without consent of more than 30 miles fromthe executive's cumrent office location.

Ifthere is a “change in control,” and within one year the executive is tenminated without cause or resigns for good reason,
we are also obligated to pay one and one-half times the value of the executive’s then-cumrent annual base salary and annual on-
target bonus or incentive compensation amount, and to provide for 18 months the life, disability, accident and health insurance
benefits provided to the executive immediately prior te the termination of employment. For purpoaes of the agreements, a
“change of control" occurs if (i) any porson becomes the beneficial awner, directly or inditectly, of secnrities of webMethads
representing at least 50% of the conbined voting power of the then-outstanding securities of webMethods, (ii) in any two year
petiod, persons who constitute our Board of Directors at the beginning of that period cease to constitute a majority of the
Board of Directors unless each director who was not a member of the Board at the begmnmg of the lwo-year penod was elected

.in advance by at least two-
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thirds of the directors then in dffice who were serving-at the beginning of the two-year period, (iii) our stockholdcrs apprbve 8

- merger- or:consalidation-involving: webMe&hndn—and—resultmyh-a_ thirige.of oWn’eiﬂup of a-mijofity 6f-our- thef -outstaﬂ’dmg‘_ e
‘$hares of cipital stoek 6F (iv) our stockholdérs approve o' plan of liuidation of dissolution of webMéthods or the saie or

disposition of all or substantially all of the assets of webMethods.

Stock Option Agreements

Stock options granted to cmployees (including to each Named Officer) generally provide for accelerated vesting if, within
one year aficr a “change of control* of webMethods, the employee is terminated without “cause” (as defined in the stock
option agreement) or resigns within 90 days after “good reason” (as defined in the agreement) first exists. For purposes of
these agreements, a “change of controI” occurs if (i) a person or group acquires direct or indirect ownership of not less than a
majority of thc then-outstanding voting securities of webMethods, (ii) our stockholders approve a merger or consolidation
involving webMethods and resulting in a change of ownership of a majority of the then-outstanding shares of voting
securities of webMethors or (jii) our stockholders approve a plan of liquidation or dissolution of webMethods or the sale or
dispogition of all or substantially all of the assets of webMethods.

REPORT OF THE COMPENSATION COMMITTEE
OF THE BOARD OF DIRECTORS

The Compensation Committee is comprised of Gene Riechers (Chainman), Peter Gyenes, William Halter and Bill Russell
Upon advice from the Corporate Govemance Committee, a majority of the full Board of Directors selects members of the
Compensation Committee annually. Mr. Riechers, Mr. Halter and Mr. Russell served as members of the Compensation
Committee during all of our fiscal year ended March 31, 2006; Mr. Gyenes joined the Compensation Comittee in May 2006.
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COMPENSATION PHILOSOPHY AND OBJECTIVES

The Compensation Committee of our Board of Directors detenmines the compensation of our Chief Executive Officer and
reviews and approves the compensation of our other executive officers and the initial compensation of other individuals
rcporting directly to the Chief Executive Officer. The Compensatinn Committee also reviews and approves various other
compensaslion policies and programs and administers our equity-based incentive compensation plans, and will administer the
2006 Omnibus Stock Incentive Plan (the “New Plan") if the New Plan is approved by the stockholders.

The primary objectives of our executive compensation policies are:

® tn altract, notivate and retain a highly qualified executive management team;
® to- link executive compensation to our financial performance as well as to defined individual performance objectives;

® to compensate competitively with the practices of peer companies that arc deterined, to the extent practicable, to be
similarly situated, or that represent likely sources of, or competitors for, our executive talent;

® to creale incentives desizned to enhance stockholder value;

® to review the perfonmance of the our Chief Executive Officer and to review the Chief Executive Officer’s evaluation of
our other executive officers; and

® to review the reasonableness of compensation paid to the vur Chief Executive Officer and our other executive officers.

- We competc in a very agptessive and dyhamie industiy and, 85 d'résiilt, beliéve that hiring, miotivating and retaining quality
employecs, particularly senior management, sales personnel and technical personnel, are factors key to our future success. The
Compensation Committee’s compensation phllosophy seeks to align the interests of stockholders and management by tymg

‘compensation 10 our financial perfomnce and othermetrics and criteria

2

[

that celate to building long-term shareholder value, either directly in the form of salary and bonuses paid in cash or indirectly in
the form of appreciation of stock options or stock awards granted to employees through our equity incentive programs.

The Compensation Committee reviews the reasonableness of compensation paid to our cxecutive officers and how the
overall level of compensation paid to ‘executive officers compares to that paid by peer companies. In detemmining the present
compensation packages of management, the Compensation Committee considered, among other factors, the achievement of
pre-determined financial objectives; operational inprovements throughout the company; the expamsion of existing alliances
and the creation of new alliances; and the introduction of significant product developments and enhancemeuts. The success of
these initiatives is a significant factor in our overall financial and markot performance and, therefore, was operative in
determining the compensation of the executive management team. In. addition, an independent executive compensation fim
provided the Compensation Committee with a survey of exxcutive compensation, which it considered in establlshmg the types
and levels of Chicf Executive Officer and senior executive compensation.

EXECUTIVE OFFICER COMPENSATION

Our conpensation program for executive officers is comprised of three components: base salary, porfonmnce-based cash
incentivo compensation and longer-tenn equity-based incentive awards. The summary below desctibes each of these
components and the factors considered by the Compensation Cummittee with respect to each during fiscal year 2006. In
addition, executive officers are eligible to participate in a number of compensation plans or progrums that are generally available
to our other employees, including medical, dental and vision insurance plans, group life and disability plans, a 401(k) plan and
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webMethods’ Employee Stock Purchasc Plan.

Basesalary

Base salary for cach executive officer reflects the exccutive’s level of responsibility, qualifications and experience, the
strategic goals for which the executive has primary responsibility and comparable salary practices of peer companies. Base
salaries are reviewed annually, and merit salary increases may be approved by the Compensation Committee based upon each
executive's performance and contributions, the executive’s ongoing duties, responsibilities and finctions, the executive's
cfforts that enhance our operations and market recognition and our general financial performance. The factors and relative
weight accorded to each by the Compensation Oouinime vary for each executive offlcer and from year to year. The
Compensation Comunlttee also considers information and advice from independeat compensation consoltants engaged from
time to time to 1eview and udvise on market data and salary trends smong peer companies.

Performance-based cash ineentive compensation

The Conpensation Coniittee believes that perforrance-based cash incentive awards paid on an annual or quarterly basis
provide substantial motivation to executive officers to address and achieve established performance goals. Accordingly, a
significant portion of cach executive officer’s potential total annual cash compensation is dependent upon achievement of
established performance goals. Cash incentive compensation for executive officers generally is tied to our achievement of
established revenue and eamings pershare objectives; a smaller portion is payable upon achievement of established individual
performance objectives. In generdl, payment of any portion of incontive compensation requires substantial achievement of the
eswablished revenue and eaminga per shure objectives.

On July 6, 2006, the Compensation Committee adopied the webMethads® Executive Incentive Plan (the “EIP™) foc our Chief

- Executive Officer and other exocutive officers designatod by the Compensation Committee. The EIP is effective beginning with

our fiscal year 2007. Under the EIP, two-thirds ofthe annual target bonus for each participant is based on our achievement of
established revenue and eamings per share goals and one-third of the annual target bonus is based on the achievement of

- established individual performance objectives. In setting annual financial objectives for-executive bonuses under th¢ EIP, thé

Coumpensation Comunittee references our annual business plan. The target bonus for an executive is intended to relate to his or
her potential impact on corporate results, and the percentage of the target bonus actually received is based on the corporate

objectives -actually achieved. The individual perforimance objectives for thé" Chief EXETtive Officér aie detérmined by ihie =~

Cormpensation Cammittee,

and the individual performance objectives for the other executive officers are determined by the Chief Executive Officer in
consultation with the Compensation Committee. Target compensation under the EIP for fiscal year 2007 ranges from 50% to
100% of the base salary of the executive officers. If we meet or exceed our financial objectives, it is possible for the actual
bonus amount to excced the target amount, subject to the decision of the Compensation Committce. The Compensation
Committce attenpts to set aggressive but realizable objectives that will result, directly or indirectly, in increased revenues and
improved profitability. It order to achieve the purpeses of the plan, the corporate objectives and the cerresponding bonus
targets will be communivated to executives at the beginning afeach fiscal yrar. Bonus cawpensation for the Chief Operaling
Officer is determined quarterly, under a separute arrangement, based in part on a percentage of licence revenue, total revenue

and eamnings per share and based in part on our achievement of established license revenue, total revenue and eamings per
share goals.

Long-term equity-based incentive awards

Equity-based incentive awards are provided through stock option awards under the webMethods, Inc. Amended and
Restated Stock Option Plan (the “Expiring Plan™). The Compensation Conumittee believes that equity-based incentive awards
align the interests of exccutive officers with those of our stockholders and provide incentives to executive officers to enhance

stockholder value because of the direct relationship between the market price of our common stock and the value of each
equity-based award.
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When detennining the appropriate level of stock option grants, the Compensation Committee utilizes guidelines that
provide ranges of recomnended initial stock option grants for each level of position, as well us ranges of recommended stock
option grunts applicable fo promntions and Gir our annoal stock optios poygrmn. In additian, the Compensaticm Committoe
considers the executive offioer’s position, duties, respansibilities and functions and the stock-based incentive award practices
of peer companies. The Compensation Cowmmittee also considers and grants additional stock options to executive officers from
time to time as believed appropriate for further incentive or retention purposes. In those instances, the Compensation
Committee considers the factors stated above and the executive’s performance and contributions, as well as the executive's
existing level of equity-based incentive awards, including the uctual and relative boldings of stock options by the exccutive,
the exercise prices of those options, the perccntage ofthose stock options that are vested and the remaining vesting perind for
the unvested options.

Each stock option grant to an employee or executive officer under the Expiring Plan allows the recipient to acquire shares of
our common stock over a period of time, generally ten years, at a fixed price per share, which is the fair market value of a share
of our common stock on the date ofthe stook oplion grant. Stack options granted to an employee or executive officer during
fiscal year 2006 generally vest ratably over three or four years so long as the recipient contiimes to be enployed by us; initial
grants, however, typically vest 25% on the fisst anniversary of the grant, and ratably over the remaining three years so long as
the recipicnt continues to be employed by us. Becausc of the vesting period and the term of the stock option, stock options
granted under the Expiring Plan are intended to focus recipients’ attention on our longer-term growth and performance and to
provide incentive to coufinue empfoyment with us in order o recognize the longerterm potential for nppxecmmn ofthe stock
option awand.

After October 3t, 2006, we will no fonger be cligible to issuc additional stock option awards under the Expiring Plan.
Conscquently, the Board of Directors has approved and recommended to the stockholders for approval the New Plan. The
philosophy behind the New Plan is much the same as the philosophy behind the Expiring Plan. However, the New Plan offers a
greater diversity af equity incentive awards than are currently authorized. under the Expiring Plan. In addition te stock option
awards, the New Plan will also permit the Compensation Committee to grant awards of restricted stock, stock appreciation
nghts stock bonus awards, deferred shams and perfomnnce shms to duectoxs emuuves and employees alike.

Each stock option grant to an employee or executive officer under the New Plan will allow the recipient to acquire shares of

our common stock overa penod of time, generally seven years at a fixed price per share, which will be the fair market value ofa. | ..
‘$hafe 6T our comsmon siock on fhe date of the 'stock option grant. If the New Plan i npproved 'by stockliolders, ‘the

Compensation Committee expects that stock options graated to an employce or exccutive officer under the New Plan will,

'conslstent with the Brpiring Plan, generally vest mtnhly aver fout year$ s6 loig as the fecipicnt corntinues to be gmployed by

S L mlmi ghnts. howéver. will-vest 25% o ‘the’ ﬁm amrivemry 'o'ﬁhe Erant, Ja'if 'riiasﬁ oveﬂw TeMAINIng. thiee years §0-

long a3 the | recipient continues to be employed by us.
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COMPENSATION OF THE CHIEF EXECUTIVE OFFICER

David Mitchell has served as our Chief Executive Officer and as 8 member of our Board of Directors since October 2, 2004.
During fiscal year 2006, the Compensation Comumittee approved two grants of stock options to Mr. Mitchellunder the Expiring
Plan: an option to purchase 150,000 shares of our common stock at an exercise price equaito $5.89 per share, the closing price
of our common stock on July 11, 2005 (the day on which such grant was made); and an option to purchase 75,000 shares of our
common stock at an exercise price equal to $7.94 per share, the closing price of our conunon stock on Decomber 2, 2005 (the day
on which such grant was made). Effective as of October 2, 2005, the Compensation Committee fed Mr. Mitcholl’s annual
salary at $450,000, plus an on-target cash incentive compensation under which he would be eligible to receive up to 75% of his
salary. The Conpensation Committee approved the payment of a bonus of $48,811 to Mr. Mitchell with respect to the fourth
quarter of our fiscal year 2006. Ih determining Mr. Mitchell's compensation, the Cownpensation Committee consideied, ainong
other factms, our opeinting performance in fiscil years 2005 and 2006, Mr. Mitchell's saiary amd stork optioo position, snd the
salories and stock aptian positlons for CEOs of peer companies.

Qn July 6, 2006, the Compensatinn Comrmittec increased Mr. Mitchell’s on-target cash inceutive commensatioa potentiaf to
100% o€ his base salary, and cstablished financial and individual performance objectives for Mr. Mitchell’s potential bonus for
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fiscal year 2007 undcr the EIP,

DEDUCTIBILITY OF EXECUTIVE COMPENSATION

The Compensation Comunittee has considercd the impact of Section 162(m) of the Intemal Revenue Code under the
Ommibus Budget Reconciliation Act of 1993, which disallows a deduction for any publicly held corporation for individual
conpensation exceeding $1.0 million in any taxable year for the Chief Executive Officer and the four ether highly compensated
exccutive officers, respectively, unless such compensation peets the requirements for a “performance-based” exception to
Section 162(m). The Compensation Committee believes that, becausé the cash compensation paid to our executive officers is
expected to be below $1.0 million and the stock options granted to them are expected to meet the requirements forperformance-
based eiweptions, Section 162(m) will not affect the tax deductions available to us with respect to the compensation of our
executive officers. The Compensation Committee tries, to the extent reasonable, to qualify its executive officers’ compensation

for deductibility under applicable tax laws. However, we may pay non-dedncnble eompensanon to our exccutive officeis from
time to time.

COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS

GENE RIECHERS (Chairinan)
PETER GYENES

WiLtAM A, HALTER

BILL RUSSELL
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REPORT OF THE AUDIT COMMITTEE
OF THE BOARD OF DIRECTORS
The-Audit Committee-is-comprised of Vinvent Mullsrkey (Chiiritan), Jériy Jasmiowski, Géne Rischiers and Peter Gyenes. -~
Upon advice fromthe Corporate Governance Committee, a majority of the full Board of Directors selects members of the Audit
‘Committee annually Mr. Jasinoski and Mr. Riechers served -as members of the Audit Committee dunng all of our fical yeas

-« ended March-31,:2606;- Me-Mullarkey- joined-the -Audxt-ebnmtfeem May 2005 dmthn‘s ‘erved s Chbintisr ginee it tinie; and =~
Mr. Gyeics joined the Aulif Conirtittee in May 2006.

STATEMENT OF POLICY

The primary purpose of the Audit Committee is to assist the Board of Directors in fulfilling its oversight responsibilities
regarding finance, accounting and related legal conpliance matters. In furtherance of that purpose, the Audit Committee:

® appoints our Independent Auditors and monitors the independence, quelifications and performance of the Independent
Auditors;

® reviews the quality and integrity of our financial statements and other financial information provided to stockholders,
the public or the Securities Exchange Commission;

® oversees management’s conduct of our financial t‘eponing process and systems of internal accounting, financial
reporting and disclosure controls;

® asgists Board of Director oversight of our compliance with related legal and regulatory requirements; and
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® provides an open channel of communication among the Independent Auditors, management, our employecs, couasel,
our Internat Auditors and the Board of Directors.

RESPONSIBILITY— ACCOUNTING, AUDITING, AND FINANCIAL REPORTING PRACTICES OF THE COMPANY

During the fiscal year ended March 31, 2006, the Audit Committee met 14 times, during which the Andit Committee
discussed with our Chief Financial Officer, PricewaterhouseCnopers LLP, our Independcnt Auditors, and financinl and non-
financial management, the interim financial information contained in each quarterly eamings announcement and quartely repoit
and our annual audit, in addition to receiving periodic updates from management, the Independent Auditors and our Intemal
Auditor regarding compliance with the Securities Exchange Act of 1934,

RESPONSIBILITY — AUDIT PROCESS

In discharging its oversight respansibility as to the audit process, the Audit Committee obtained from the Independent
Auditors a formal written statement describing all relationships between us and the Indcpendent Auditors that might bear on
the Independent Auditors’ independence consistent with Independence Standards Board Standard No. 1, “Independence
Discussions with Audit Committees” and discussed with the Independent Auditors any relationships that may impact their
objectivity and independence. The Audit Committee has satisfied itself that such relationships and the provision of non-audit
services to the Company is compatible with the Independent Auditors® independence. The Audit Committee reviewed with
each of the Independent Auditors and the Intemal Auditor its audit plans, audit scope, and identification of audit risks.

INDEPENDENT AUDITORS/INTERNAL AUDIT

The Audit Committee discussed and reviewed with the Independent Auditors all communications required by generally
accepted auditing standards, including those described in Statement on Auditing Standards No. 61, as amended by SAS 90,
“Communication with Audil Committees” and, with and without management present, discussed and reviewed the results of
the Indcpendent Auditors’ examination of the financial statements. The Audit Committee also discussed the rosults of the
internal'audit examinidtion's with the Intérnal Auditor,
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The A\\dit Committee mviewed and discussed our audited financial statements as of and for the fiscal year ended March 31,
2006, with management and the Independent Auditors. Management has the responsibility for the preparation of our financial
statements and the Independent Auditors have the responsibility for the examination of those statements.

REVIEW OF INTERNAL CONTROL OVER FINANCIAL REPORTING

The Audit Committee reviewed and discussed management's assessment of our intemal control over financial reporting
and the Independent Auditors® evatuation of management’s assessment of our intemal centrol over financial reporting with
management and the Independent Auditors. In addition, the Audit Committee discussed with management and the
Independent Auditors any signifiernt deficiencies identified with respect to our intemal control over financial reporting,
including the identified material weakness related to accounting for income taxes, assessed the steps taken by management to
minimize these deficiencies and elicited recommendations for the improvement of our intemal control over financial reporting.

RECOMMENDATION

Bnsed on the above-mentioned review and discussions with management aad the Independent Auditors, the Audit
Committee reconmmended to the Board that our audited finuncial statements be included in our Annual Report on Formi 10-K for
the fiscal year ended March 31, 2006, for fing with the SEC.

AUDIT COMMITTEE OF THE BOARD OF DIRECTORS
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VINCENT J. MULLARKEY, Chairman
PETER GYENES (1)

JERRY J. JASINOWSKI

(GENE RIECHERS

() Mr. Qyenes joined the Audit Committee in May 2006 after the conclusion of fiscal year 2006

27

STOCK PRICE PERFORMANCE GRAPH

The following graph compares the cumulative total stockholder return data for webMethods, Inc. common stock since
March 31, 2001 to the cumulative retum over such period of the Nasdaq Composite Index and Standard & Poor’s Information
Technology and Service Index The graph assumes that $100 was invested on March -31, 2001, in each of webMethods®
common stock, the Nasdaq Composite Index and Standard & Poor's Information Technology and Service Index. The stock
price perfonmance on the following graph is not necessarily indicative of future stock price perfonnance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

AMONG WEBMETHODS INC., THE NASDAQ STOCK MARKET (U.S.) INDEX
AND THE S & P INFORMATION TECHNOLOGY INDEX
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*3$100 Irw_estad on 3131101 in stock or index-including reirivestment of dividera.
Figcal year ending March 31.

ébpyrl:'gftl ® 2008, Standard & Poor's, a division of The McGraw-Hill Companles, inc. Al rights reserved.
www.researchdatagroup.com/S&P.htn
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Jack L. uw, a member of our Board of Directors, is a partner in the law firm of Morrison & Foerster LLP, which served as
our extemal legal counsel during fiscal year 2006.

OTHER INFORMATION
SECTION 16(a) BENEFICIAL OWNERS HIF REPORTING COMPLIANCE

Section 16(a) of the Exchange Act requires our directors and executive officers and persons who own more than 10% of our
common stock to file initial reports of ownership and rcports of changes in ownership with the Securities and Exchange
Commission. These persons are required by SEC rules to furnish us with copies of all Section 16(a) forms that they file. Based
solely on ourreview of the copies of such forms that we received and written representations fromcertain reporting persons,
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we believe that all Section 16(a) filing requirements applicable to our directors, executive officers and 10% stockholders were
conplied with during fiscal year 2006, '

STOCKHOLDER PROPOSALS AND NOMINATIONS FOR PRESENTATION AT THE 2007 ANNUAL MEETING OF
STOCKHOLDERS

Stockholders intending to submit proposals for consideration at our 2007 annual meeting of stockholders nust submit such
proposals to us no later than March13, 2007, in order for such proposals to be considered for inclusion in the proxy statement
and form of proxy that our Board of Directors will distribute in connection with that meeting. Stockholder proposals should be
sent to webMethods, Inc., Attention: Secretary, 3877 Fairfax Ridge Road, South Tower, Fairfax, Virginia 22030.

Altematively, stockholders intending to present a proposal at our 2007 annual ieeting of stockholders without having it
included in our proxy statement must provide written notice of such proposal to webMethods, Inc., Attention: Secretary, 3877
Fairfax Ridge Road, South Tower, Fahfax, Virginia 22030 110 earlier than April 30, 2007 and no later than May 30, 2007.

The bylaws of webMethods, Inc. specify certain requircments conceming any stockholder propasal to be madc at an
annual meeting of stockholders. Pursuant to our bylaws, any stockholder’s notice shall set forth (a) as to each person whom
the stockhoider proposes to nominate for election or reelection as a director, all information relating to such person as would be
required to be disclosed in solicitations of proxies for the election of such nominees as directors pursuant to Regulation 14A
under the Exchange Act,and such person’s written consent to servc as a director if elected,; (b) as to any other business that
the stockholder proposes to bring before the meetiny, a brief description of such business, the reasons for conducting such
business at the meefing and aty nuaterial interest In such business of such stockholder and the beneficial owner, if any, on
whose behalf the proposal is made; and (c) as to the stoclolder giving the notice and the henefioiat owner, if any, on whase
behalf the nomination or proposal is made (i) the name and address of such stockholder, as they appear on the stoekhnlder
records of webMethods, Inc., and of such beneficial owner, (ji) the class and number of shares of' webMethods, Inc. securities
that are owned beneficially and of record by such stockholder and such beneficial owner, and (iii) whether either such
stockholdar or beneficial owner intends to deliver a proxy statement and form of proxy to holders of, in the case of a proposal,

. .at least the percentage of our voting shares required under applicable Jaw to carry the proposal or, in the case of a nomination

or nominations, a sufficient number of holders of our voting shares to ¢lect such nominee or nominees. The chairman of the
annual meeting will have the power to declare that any proposal not meeting these and any other applicable requirements that
the bylaws-impose shall-lse disregarded: Stockiolders may obtainn 4 copy 6f ouf curiént bidaws by ‘writtern réqiiest 6 our
Secretary.

. 1n addiiion; the formr-of proxy that-tlte-Board -of Directors will-solich"in “vontiection WithouY 2007 syl teeting of

stockholdurs will confer discretiimary stiioriiy to vote on any proposal, unless our Secretary receives notice of that profrosal
no earlier than April 30, 2007 and no later than May 30, 2007, and the notice complies with the requirements described in the
preceding paragraph.
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HOUSEHOLDING OF PROXY MATERIALS

We have fumnished with this proxy statement the annual report on Form 10-K of webMethods, Inc. for the fiscal year ended
March 31, 2006. Some nominees, such as brokers, financial institutions and other record holders, may be participating in the
practice of “householding” proxy statements and annual reports. That means that only one copy of this proxy statement or our
annual report may be sent to multiple stockholders in your houschold. If you want to reccive separate copics of our annual
report and proxy statement in the future, or if you are receiving multiple copies and would like to receive only one copy for your
household, you should contact your broker, financial institution and other record holder if your shares are held for you by a
nominee, or you may contact us by writing to webMethods, Inc., Attention: General Counsel, 3877 Fairfax Ridge Road, South
Tower, Fairfax, Virginia 22030 or by telephoniny our Investor Relations Depurtmert at (703) 460-2500.
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Annex A

WEBMETHODS, INC. 2006
OMNIBUS STOCK INCENTIVEPLAN

1. PurrPOSE

The webMethods, Inc. 2006 Onmibus Stock Incentive Plan is intended to promote the best interests of webMethods, Inc.
and its stockholders by (i) assisting the Corporation and its Affiliates in the recruitment and retention of persons with ability
and initiative, (if) providing an incentive to such persons to contribute to the growth and success of the Corporation’s
businesses by affording such persons equity participation in the Corporation and (iii) associating the interests of such persons
with thosc ofthe Corporation and its affiliates and stockholders.

2. DEFINITIONS
As used in this Plan the following definitions shall apply:
A. “Affiliate” means (i) any Subsidiary, (ii) any Parent, (iii) any corporation, ot trade or business (including, without
limitation, a partnership, limited liability company or other entity) which is directly or indirectly controlled fifty percent (50%) or
more (whethcr by ownership of stock, assets or an equivalent ownership interest or voting interest) by the Corporation orone

of its Affiliates, and (iv) any other entity in which the Corporation or any of its Affiliates has a matcrial equity interest and
which is designated as an “Affiliate” by resolution of the Counmitee.

B."Award" -means any Option or Stock Award granted hereunder.
C. “Board" means the Board of Directors of the Corporation.

D. “Coide" ineans thie Intemal Revenue Code of 1986, and any amendments thereto.

. —- . E."Committee" ineans the Board or any.Conmittee of the Board to which the Board:has delegated any respons;bihty'fcr the " -

implemeitation, interpretation or adninistration of this Plan.

. F.."Common Stock” means the.common stock, $0.01 par-value; of the Cofporation. -~ - = ——comwms =0 o on o m=em

G “Consultant” means (i) any person performing consulting ar advisory services for the Corporation or any Affiliate, or (ii)
a director of an Affiliate.

H. “Comomtion” means webMethods, Inc., a Delaware corporation,
1. “Corporation Law™ means the Delaware General Corporation Law.

J. “Deferml Period” means the period of time dumg which Deferred Shares are subject to deferral limitations under Section
7.D of this Plan.

K MM" means an awatd pursuant to Section 7.D of this Plan of the right to receive shares of Common Stock at
the end of a specified Defermral Period.

L. “Diregtor” means a member of the Board.

M. “Eligible Person” means an employee of the Corporation or an Affiliate (including & corporation that becomes an
Affiliatc after the adoption of this Plan), a Director or a Consultant to the Corporation or an Affiliate (inchuding a corporation
that becomes an Affiliate aRter the adoption of this Plan) .
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N. “BExchagge Act” means the Sccurities Exchange Act of 1934, as amended.

O. “Fair Market Value” means, on any given date, the cument fn\r market value of the shares of Common Stock as
detemned as fellows:

(i) If the Cormon Stock is traded on The Nasdaq National Market or The Nusdaq SmallCap Market or is listed on a natiopal
sccurities exchange, the closing price for the day of detenmination as quoted on such market or exchange which is the
primary market or exchange for trading of thc Common Stock or if no trading

A-l

occurs on such date, the last day on which trading occurred, or such other appropriate date as determined by the
Cormunittee in its discretion, as reported in The Wall Street Joumal or such other source as the Committee deems reliable',

(i) If the Common Stock is regularly quoted by a recognized securities dealer but selling prices are not reported, its Fair
Market Value shall be the mean between the high and the low asked pnces for the Common Stock for the day of
detenmination; or

(iii} In the absence of an established market for the Conunon Stock, Fair Market Value shall be determincd by the Conwmittee
in good faith. .

P. “Incentive Stoclt Option” ecana an Option (or portion tilereof) intended to qoulify for special tax treatmunt uxder Seetion
422 of the Code.

Q. "Nangqualified Stock Optjon™ means an Optian (or portion !hereoi) wluch is not mtended or does net ﬁor any reason
- qualify as an Incentive Stock Option. ’

R. “Qptjon™ means any option to purchase shares of Common Stock granted underthis Plan. _ .. ..

S. “Parent™ means any corporation (other than the Corporation) in an unbroken chain of corporations ending with the

Corpontlo_p ifeach of the  corporations (other than the Corporation) owns stock possessing 8t least fifty percent. (So%)ot‘_the

" tofal Sonibined voting powerof all classes of stock in one of the other corporations in such chain.

T. “Patticipant” means an Eligible Person who (i) is selectedl by the Coownittee or an authorized officer of the Corpormticn to
receive an Award and (ii) is party to an agrecment setting forth the terms of the Award, as appropriate.

U. “Performence Agreement” means an agreement described in Section 8 of this Plan.

V. “Performance Objectives” means the performance objectives established pursuant to this Plan for Participants who have
received grants of Performance Shares or, when so determined by the Committee, Stock Awards. Performance Objectives may
be described in terms of Corporation-wide objectives or objectives that are related to the performance of the individual
Participant ar the Affiiiate, subsidtiary, division, departiient or funation within thc Corporatioa or Affiliate in which the
Participant is employed or has responsibility. Any Performance Objectives applicable to Awards to the extent that such an
Award is intended to qualify as “performance-based conmpensation™ under Section 162(m) of the Code shall be lmited to
specificd levels of or increases in the Corporation’s or a business unit's retum on equity, eamings per share, total eamings,
eamings growth, retum on capital, retum on assets, economic value added, camings before interest and taxes, camings before
interest, taxes, depreciation and amortization, sales growth, gross margin return on investment, increase in the Fair Market
Value of the shures, share price (including but not limited to growth measures and total stockholder retum), net opersting
profit, cash fluw (including, but net limited to, operating cash flow and free cash flow), cash flow rctum on investments (which
equals net cash flow divided by total capital), intomal rate of retum, increase in net present value or cxpense targets. The
Awards intended to qualify as “Performance Based Compensation™ under Section 162(m) of the Code shall be preestablished in
accordance with applicable regulations under Section 162(m) of the Codc and. the determination of attainment of such goals
shall be made by the Committee. If the Committee determines that a change in the business, operations, corporate structure or
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Performance Shares.

capital structure of the Corporation (including an event desctibed in Section 9), or the manner in which it conducts is business,
or other cvents or circuustancos render the Performance Objectives unsuitable, the Committee may mollify such Perffommnce
Ohjactives ot the related mininmum acoeptatfe level of uchieveaent, in whofe or in part, as the Committee deeurs appropriate and
cquitable; provided, however, that no such modification shall be rade to an Award intended to qualify as performanee-hased
compensation under Section 162(m) of the Code nnless the Committee determines that such modification will nat result in loss
of such qualification or the Committce detenmines that loss of such qualification is in the best interests af the Corporation.

W. “Performance Period” means a period of time established under Section 8 of this Plan wuhm which the Performance
Objcctives relating to a Performance Share or Stock Award are to be achieved.

X. “Performance Share™ means a bookkeeping entry that records the cquivalent of one share of Coramon Stock awarded
pursuant to Section 8 of this Plan. '

A-2

Y. “Plap’ means this webMethods, Inc. 2006 Ornibus Stock Incentive Plan.

Z. “Repricing” means, other than in connection with an event described in Section 9 of this Plan, (1) lowering the exercisc
price of an Option or Stock Appreciation Right after it has been granted or (i) canceling an Option or Stock Appreciation Right
at a time when the exercise price exceeds the then Fair Market Value of the Commion Stock in exchange for another Option or
Stock Award.

AA."Restricted Stock Award" means aa award of Comman Stock nnder Spclinn 1B.

BB. “Securities Act” means the Securities Act of 1933, as amended.

CC. “Stock Award™ means a Stock Bonus Award, Restricted Stock Award, Stack Appreciation Right, Defetred Shares or

DD. “Stock Bonus Award” means an award of Common Stock under Section 7.A.

or shares of Common Stock (or a combination thereof) based on the increase in Fair Market Value of the shares of Conmon
Stock covered by the award between the date of grant af such award and the Fair Market Value of the Common Stock on the
date of exercise of such Stock Appreciation Right.

FF. “Stock Awerd Agreement” means an agreement (written or electronic) between the Corporation and a Participant
setting forth the specific tenms and conditions of a Stock Award granted to the Participant under Section 7. Each Stock Award
Agreement shall be subject to the terms and conditions of this Plan and shafl include such tems and conditions as the
Cormunittee shall authorize.

GG. “Stock Ontipn Agreement” menns an agreement (written or clectronic) between the Comoratioo and a Paticipant
setting forih the specific. terms and conditions of an Optiorr granted to the Participant. Each Stack Option Agrecment shall be
subject to the terms and conditions of this Plan and shall include.such tenms and conditions as the.Committee shall authorize,

HH. “Subsidiary" means any corporation (other than the Corporation) in an unbroken chain of corporations beginning with
the Corporation if each of the corporations (other than the last corporation in the unbroken chain) owns stock possessing at
least fifty percent (50%) of thc total combined voting power of all classes of stock in one of the other corporations in such
chain. .

II. “Ten Perccnt Qwner” means any Eligible Person owning at the time an Option is grantcd more than ten percent (10%) of
the total combined voting power of all classes of stock of the Coyporation or of a Parent or Subsidiary. An individual shail, in

AJS000320

{5 Wighi™ cans i award of @ right of the Participant under Section 7.C fo receive a payment incash



NN O P

accordance with Section 424(d) of the Code, be considcred to own any voting stock owned (directly or indirectly) by or for
such Eligible Person’s brothers, sisters, spouse, ancestors and lineal descendants and any voting stock owneud (divectly or

indiroctly) by or for a corporatinn, partitership, estaie or trast shall be considerud as bumg owned propoitioumtely by or for its
stockholders, partners or beneficinries.

3. ADMINISTRATION

A. Delepation to Board Committee, The Board shall be the sole Committee of this Plan unless the Board delegates all orany
portion of its authority to administer this Plan to a Committée. To the extent not prohibitcd by the charter or bylaws of the
Corporation, the Board may delegate all or a portion of its authority to administer this Plan to a Committee of the Board
appainted by thie Board and constituted in coirpliance with the applicable Corporation Law. The Committee shall consist solely
of two (2) ormore Directors who are (i) Non-Employee Directois (within the meaning of Rule 16b-3 under tire Exhange Act) for
purposes vf exercising administrative autharity with mspect to Awards granted to Eligible Peisons who are subject to Section
16 of the Exchange Act; (ii) to the extant required hy the rules of the market ou which the Corporation’s shares are traded or the
exchange on whith the Corporatian’ shares are listed, “independent” within the meaning of such rules; and (jii) at such times
as an Award under this Plan by the Corporation is subject to Section 162(m) of the Code (to the extent relief from the limitation
of Section 162(m) ofthe Code is sought with respect to Awards and administration of the Awards by a committee of “outside

directors™ is required to rcceive such relief) “outside directors” within the meaning of Section 162(m) of the Code.

A-3

B. Delegation to Qfficers. The Committee may delegate to one or more officers of the Corporation the authority to grant and
adwinister Stock Awards to Eligible Persons who are not Directors or executive officers of the Corporation; provided that the
Committee shall have fixed the total number of shares of Conznon Stock that may be subject to such Stock Awards. No officer
holding such a delegation is authorized to grant Stock Awards to himself or herself. In addition ta the Committee, the officer or
officers to whom the Committee has delegated the authority to grant and administer Stock Awards shall have all powers

. delegated to the Committee with respect to such Stock Awards. Such delegation shall be subject to the limitations of Section- -

157(c) (or any successor provision) of the Cocporation Law.

‘C. Powers-of the Comnittee: Subject to thie provisiohs of this Plad, and i the cdse ofa Coifimifté€ appointed by the Board,
the specific duties delegated to such Committee, the Committee (and the officers to whom the Committce has delegated such

authonty) shallhave the amhcmty

(1) To oonstrue md interprét all provis iohs of this I’Ian and nll Stock Optmn Agmemnnts Stock Award Agleements nnd
Perfonmance Agreements under this Plan.

(ii) To determine the Fair Market Value of Common Stock.
(iii) To select the Eligible Persons to whom Awards, are granted from time to tifne hereunder.

(iv) To determine the number of shares of Common Stock covered by an Award; determine whether an Option shall be an
Inceative Stock Option or Nonqualified Stock Option; and determine such other terms and conditions, not inconsistent
with the terms of this Plan, of each such Award. Such terms and conditions include, but are not limited to, the exercise price
of an Option, purchase price of Common Stock subject to a Stock Award, the time or times when Options or Stock Awards
may be exercised or Common Stock issued thereunder, the right of the Corporation to repurchase Common Stock issued
pursuant to the exercise ofan Option or a Stock Award and other restrictions or limitations (in addition to those contained
in this Plan) on the forfeitability or transferability of Options, Stock Awards or Common Stock issued upon exercise of an

Option or pursuant to an Award. Such terms may include conditions which shall be determined by the Commiittee and need
not be uniform.with respect to Participants.

(v) To accelerate the time at which any Oplion or Stock Award may be exercised, or the time at which a Stock Award or
Common Stock issued under this Plan rsay hecome transferable or nonforfeitahle.

(vi) To determine whether and under what eircunstances an Option may be settled in cash, shares of Common Stock or
other property under Section 6.H instead of Common Stock.
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(vii) To waive, amend, cancel, extend, renew, accept the surrender of, modify or accelerate the vesting of or lapsc of
restrictions on all or any portion of an outstanding Award. Except as dtherwise provided by this Plan, the Stock Option
Agreement, Stock Awand Agreement ar Performaance Agreement ar as required io comply wiih applicable law, tegulatinn or
tule, no amendment, cancellation ar modification shall, withoul a Participant’s consent, adversely affect any rights af the
Pamclpant provided, however, that (x) an arocndment of madification that may canse an Incentive Stock Option to become
a Nonqualified Stock Option shall not be treated as adversely affecting the rights of the Participant and (y) any other
amendment or modification of any Stock Option Agreemeat, Stock Award Agreement or Performance Agreement that does
not, in the opinion of the Committee, adversely affect any rights of any Participant, shall not require such Participant's
consent. Notwithstanding the foregoing, the restrictions on the Repricing of Options and Stock Appreciation Rights, as set
forth in this Plan, may not be wuived.

(viii) To prescribe the form of Stock Option Agreements, and Stock Award Agreements and Performance Agreements; to
adopt policies and procedures for the exercise of Options or Stock Awards, including the satisfaction of withholding
obligations; to adopt, umend, and reseind policies and procedures pertainiog to the adininistration of this Plan; and to meke
all other detenninations necessary or advisahie for the administration of this Plan.

The exptess grant in this Plan of any speeific power to the Cagnrittee shallnot be construed as limiting any power or authority
of the Committee; provided that a Committee of the Board may not exercise any right or power reserved to the Board. Any
decision made, or action taken, by the Committee or in connection with the administration of this Plan shall be final, conclusive
and binding on all persons having an itterest in this Plan.

A4

4. BLicIBILATY

A. Eligibility for Awards. Awards, othet than Incentive Stock Options, umy be granted to any Eligible Person selccted by

-- the Committee. Incentive Stock Options rmy be granted only to employeés of thé CoTporaticii or a Parént or Sbsidiary.

B. El;gmmi_cnnsﬂm A Consuhant shall be an Eligible Person only if the offer or sale of the Corporatign’s.securities .
would be cligible for registration-on Form§:8 chls tration Statement because’ofthe idénfity and naturc of thé service provided
by such person, unless tlie Corporatian determines that an offer or sale of the Corporation’s securities to such person will

sansfy another exeniption from the xeglstrahon under lhe Secu;mes Act und complles wnh the securities laws of all other._ o
- jufisdictions apphEabIaTo EUCh SffeT oF 5. o

C. Substitutiop Awards. The Committee may make Awards and may grant Optiens under this Plan by assunption, in
substitution or replacement of performance shares, phantom sharcs, stock awards, stock options, stock appreciation rights or
similar awards granted by another entity (including an Affiliate) in connection with a merger, consolidation, acquisition of
property or stock or similar transaction. Notwithstanding any provision of this Plan (other than the maxinmm number of shares
of Common Stock that may be issued under this Plan), the terms of such assumed, substituted, or replaced Awards shall be as
the Comunittee, in its discretion, determines is appropriate.

5. CoMMON STOCK SUBJECT TO PLAN

A. Share Reserve and Limitations om Grants. Subject to adjustment as provided in Section 9, the maximum aggregate
number of shares of Common Stock that may be (i) issued under this Plan pursuant to the exercise of Options, (ii) issued
pursuant to Stock Awards, (jii) covered by Stock Appreciation Rights (without regard to whether payment on exercise of the
Stock Appreciation Right is made in cash or shares of Common Stock) and (iv) covered by Performance Shares is 8,500,000,
plus the number of shares of Common Stock, if any, which (x) are subject to outstanding stock options under the Cosporation’s
Amended and Restated Stock Option Plan as of the date of the approval of this Plan by stockholders of the Corporation and (y)
are not issued and will not be issued under such Amended and Restated Stock Option Plan because such stock options expire,
beeome unexsrcisnhle or tenminate umexercised fhr any-reason whatsoever, in whole or in pant, after the date of appraval of this
Plan by the stockholders of the Curporation; provided that, such increase shall not cxceed 18,000,000 additional sheres of
Common Stock. The number of such additional shares of Common Stock and the maxinum number of additional shares of
Cormon Stack shall be subject to adjustroent as provided in Section 9. Such additional shares of Copxmon: Stock shall becoms
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available for future grant under the Plan as of the dates on which such stock options under the Amended and Restated Stock
Option Plan expire, become unexercisable or tenminate unexercised. Subject to adjustmeut as provided in Section 9, and
notwithstanding any provision harete to the contary, the naximum aggregate number of shures of Conunon Stock that may be
issued prusuant tn Stock Bonus Awnrds, Deferred Shares, Performance Shares and Restricted Stock Awards is 4,000,000. No
Participant may be grated Awards represeniing more than 850,000 sharca in any one calendar year. This limitation shall be
applied as of any date by taking into account the number of shares availablc 1o be made the subject of new Awards as of such
date, plus the number of shares previously issued under this Plan and the number of share subject to outstanding Awards as
of such date. For purposes of determining the number of shares of Common Stock availuble under this Plan, shares of Common
Stock withheld by the Corporation to satisfy applicable tax withholding obligations pursuant to Section 10 of this Plan shall be
deemed issued under this Plan.

B. Reversion of Shares. If an Option or Stock Award is lerminated, expires or becomes unexercisable, in whole or in part, for
any reason, the unissued or unpurchascd shares of Common Stock (or shares subject to an unexercised Stock Appreciation
Right) which were subject thereto sirall becoae available for future grant under this Plan. Shates of Comunan Stock that hove
been actually issoed under this Plan shall not be retumned to the share resetve for {uture graats under this Plan; axcept that
shares of Common Stock issued pursuant ta 8 Stock Award which are forfeited to the Corporation or repurchased by the
Corporation at the original purchase price of such.shares, shall be retumed to the share reserve for future grant under this Plan,
For avoidance of doubt, this Scction 5.B shall not apply to any per Participant limit set forth in Section S.A.

C. Squyce of Shares. Common Stock issued unaer this Plan may be shares of authorized and unissued Common Stock or
shares of previously issucd Common Stock that have been reacquired by the Corporation.
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6. OPTIONS

A. Award, In accordance with the provisions -of Section 4, the Committce will designate cach Eligible Person to Whomadn ™

Option is to be granted and will specify the number of shares of Common Stock covered by such Option. The Stock Option
Agreenent shall specify whether the Option is an Incentive Stock Option or Nonquahﬁed Stock Option, the vesting schedule

applicable to sychOption and any othet téting 6fsGeh Option. No Option thi i§ interided io bé dn-fncentive Stock Option-shail - -

be invalid for faflure to qualify as an Incentive Stock Option.

--1B. Optign Pric¢:The-exercise price per share for Cornniva Siock sub]eé'!'to"ﬁii Optioil §Kail be determined by the Conmitice,
but shall comply with the following:

(i) The exercise price per share for Common Stock subject to an Option shall not be less than one hundred percent (1060%)
of the Fair Market Value on the date of grant.

(i) The cxercise price per share for Common Stock subject to an Incentive Stock Option granted to a Participant who is
deemed to be a Ten Percent Owner on the date such option is granted, shall not be less than one hundred ten percent
(110%) of the Fair Markat Value on the date of grant.

C. Maxinum Option Period. The maximum period during which an Option may be exercised shall be seven (7) yeass fromthe
date such Option wus granted. In the case af an Incentive Stock Optina that is granted to a Participant who is or is decmed to
be a Ten Percent Owncr on the date of gnmt such Option shall not be excreisable after the expiration of five (S) years fromthe
date of grant.

D. Maximum Value of Options which are Incentive Stock Options. To the extent that the aggregate Fair Market Value of the
Common Stock with reypect to which Incentive Stock Options granted to any person are exercisable for the first time during
any calendar year (under all stock option plans of the Corporation or any Parent or Subsidiary) exceeds $100,000 (or such other
amount provided in Section 422 of the Code), the Options are not Ihcentive Stock Options. For purposes of this section, the
Fair Market Value of the Commmon Stock will be determined as of the time the Incentive Stock Option with regpect to the
Common Stock is granted. This section will be applied by taking Incentive Stock Options into account in the order in which
they are granted.
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E Nontmansferability. Options granted under this Plan which are intended to be Incentive Stock Options shall be
nontransferable except by will or by the laws of descent and distribution and during the lifetime of the Participant shall be
exercisublo by only the Participant to whom tire Incentive Stock Option is granied. Except ta the exteat transforatility of a
Nangquabfied Stnck Optian is provided for in the Stock Optian Agreement oris approved by the Committce, during the lifetime
of the Participaot to whomthe Nonqualified Stock Option is granted, such Option may be exercised only by the Participant. If
the Stock Option Agreement so provides or the Committee so approves, a Nonqualified Stock Option may be transferred by a
Participant through a gift or domestic relations order to the Participant's family members to the extent in compliance with
applicable securitics laws and regulations and provided that such transfer is not a transfer for value (within the meaning of
applicable securities laws and regulations). The holder of a Nonqualified Stock Option trans ferred pursuant to this section shall
be bound by the same terms and conditions that govemed the Option during the period that it was held by the Participant. No

right or interest of a Participant in my Option shall be liable for, or subjecl to, any lien, obligation, or tiability ef such
Panicipant.

F. Yestiny. Options will vest as provided in the Stock Option Agreement,

Q. Ereige. Subject to the provisions of this Plan and the applicable Stock Optian Agreement, an Option may be exercised
to the extent vested in whole at any tinwe or in part from time to time at such times and in compliance with such requirements as
the Committee shall determine. A partial exercise of an Option shsll not affect the right to exercise the Option fromtime to time
in accordance with this Plan and the applicable Stock Option Agreement with respect to the remaining shares subjcot to the
Option. An Option may not be exercised with respect to fractional shares of Comunon Stock.

H. Payment. Unless otherwise provided by the Stock Option Agreement, payment of the exercige price for an Option shall
be made in cash ora cash equivalent acceplable to the Commiltee or if the Common Stock is traded on an established securities
market, by payment of the exercisc pricc by a broker-dealer or by the Option holder with cash advanced by the broker-dealer if
the exercise notice is acoompanied by the Option holder’s written imevocable instwuctions to deliver the Common Stock
acquired upon exercise of the Option to the broker-dealer or by

A

* delivery of the Commion Stock to tire brokerdealer with an irevocable conm&nent by thié bmker-:iealet to t‘otward the exércise

price to the Corporation. With the consent ol‘the Committee, payment of all or a part of the exercise price of an Option may also

be made () by sumender to the Corporation (or delivery ip the Comporation of 2 pmpeﬂy mcmed fpnn of gtlestanqn of
owumﬁxp)‘ot"shms of Comivion Stock that Kaveé been Hield Tor suth period priof o Jhe date of excroise as is necessary to

avoid adversc acconnting treatment to the Corpomtlon, or (i) any other methoad acceptable to the Committee. If Common Stock
is used to pay all or part of the exercise price, the sum of the cash or cash equivalent and the FairMarket Valne (determined as

of the date of exercise) of the shares surrendered must not be less than the Ophon price of the shares for which the Option is
being exercised.

L S_mgmmer_kigh_ts_ No Participant shall have any rights as a stockhdlder with respect to sharcs subject to an Option until
the date of exercise of such Option and the cemﬁcate for shares of Common Stock to be received on exercise of such Option
has been issued by the Corporation.

J. Dispasition and Stock Cedificate Legends for Incentive Stock Option Shares. A Participant shall notify the Corporation
of any sale or ether disposition of Common Stock acquired pursuant to an Incentive Stack Option if such sale or dispnsition
occurs (i) within twa years of the grant of an Option or (ii) within one year of the issuance of the Cornmon Stack to the
Participant. Such notice shall be in writing and directed to the Chief Financial Officer of the Corporation. The Corporation may
require that certificates evidencing shares of Common Stock purchased upon the excrcise of Incentive Stock Option issued
under this Plan be endorsed with a legend in substantially the folowing formx

The shires evidenoed by this eertificatc imy not be seld or transfemed prior to ,20_,in

the absenge of 8 written statement fram the Comoration to the offect that the Catporation is aware of
the facts of such sale-or transfer.

The blank contained in this legend shall be filled in with the date that is the later of ) one year and one day after the datc of
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the exercise of such Incentive Stock Option or (ii) two years and one day after the grant of such Incentive Stock Option.

K. No Repricing. In no event shall the Committee permit a Repricing of any Option without the approval of the stockholders
of the Corporation.

7. STOCK AWARDS

A. Stock Bonus Awards. Each Stock Award Agreement for a Stock Bonus Award shall be in such formand shall contain
such tenms and conditions (inchuding provisions selating to consideration, vesting, reacquisition of shares following
termination, and transferability of shares) as the Commiltee shall deem appropriate. The terns and conditions of Stock Award

Apgreements for Stock Bonus Awards may chenge from time to lime, and the terms and conditions of separate Stock Bonus
Awards need not be identical.

B. Restricted Stock Awards. Each Stock Award Agreement for a Restricted Stock Award shall be in such form and shall
contain such terms and conditions (including provisions relating to purchase price, consideration, vesting, reacquisition of
shares following termination, and transferability of shares) as the Committee shall deem appropriate. The terms and conditions
of the Stock Award Agreements for Restricted Stock Awards may change from time lo time, and the terms and conditions of
separate Restricted Stock Awards need not be identical. Vesting of any grant of Restricted Stock Awards may be finther
conditioned upon the attainment of Performance Objectives establishcd by the Committee in accordance with the applicable
provisions of Section 8 of this Plan regarding Performance Shares.

C. Stock Appreciation Rights. Each Stock Award Agreement for Stock Appreciation Rights shallbe in such formand shall
contain such tenms and coaditions (including provisions relating to vesting, reacquisition of shares following termination, and
transferability of shares) as the Committee shall deem appropriate. The terms and conditions of Stock Appreciation Rights may
change fromtime to time, and the terms and conditions of separate Stock Appreciation Rights need not be identical. No Stock
Appreciation Right shall be exercisable after the expiration of seven (7) years from the date such Stock Appreciation Right is
granted. The base price per share for each share of Commron Stock covered by an Award of Stock Appreciation Rights shall not

- be fess than one hundred percent (100%) of the FairMarket Value of & share 6 Cofiivon Stock on the date 6f grant. Tn no event
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shall the Committec penmit a Repricing of any Stock Appreciation Right without the approval of the stockhalders of the
Corporation.
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D. mﬁﬂm The Committee may authorize grants of Deferred Shares to Panicipants upon such terms and conditions
as the Committee nay detennine in accordance with the following provisions:

(i) Each grant shall constitute the agreement by the Corporation to issue or transfer shares of Common Stock to the
Participant in the future in consideration of the performance of services, subject to the fulfillment during the Deferral Period
of such conditions as the Committee may specify.

(ii) BEach grant may be made without additional consideration from the Participant or in consideration of a payment by the
Participant that is less than the Fair Market Value on the date of grant.

(iii) Each grant shall provide that the Deferred Shares covered thereby shall be subject to 8 Deferral Period, which shall be
fixed by the Committee on the date of grant, and any grant or sale may provide for the earlier termination of such period in
the event of a change in control of the Corporation or other similar transaction or event.

(iv) During the Deferral Period, the Participant shall not have any riglit to transfer any rights under the subject Award, shall
not have any rights of ownership in the Deferred Shares and shall not have any right to vote such shares, but the
Committee may on or after the date of grant, authorize the payment of dividend or other distribution equivalents on such
shares in cash or additional sinares on a current, deferred or continger basia.

(v) Any grant of the vesting thereof ry be further conditioned upon the attainment of Performance Objectives established
by the Committee in accordance with the applicable provisions of Section 8 of this Plan regarding Performance Shares.
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(vi) Each grant shall be cvidenced by an agreement delivered to and accepted by the Participant and containing such tenns
and provisions as the Commiltee may determine consistent with this Plan.

8. PERFORMANCE SHARES

A. The Committee may authorize grants of Performance Shares, which shall become payable to the Participant upon the
achievement of specified Performance Objectives, upon such tenms and conditions as the Committee may determine in
accordance with the following provisions:

(i) Each grent shall specify the.number of Performance Shares to which it pestains, which may be subject to adjustment to
reflect changes in conpensation or other factors.

(i) The Perfonmance Period with respect In eath Performance Share shall commence on the date established by the
Committee and may be subject to earlier termination in the event of a change in control of the Corporation or similar
transactioa or cvent.

(iii) Each grant shall specify the Performance Objectives that are to be achieved by the Participant.

(iv) Each grant may specify in respect of the specified Performunce Objectives a minimum acceptable level of achievement
below which no payment wilt be nade and may set forth a formula for determining the amount of any payment to be made if
perfonmance is at or above such minimum acceptable level but falls short of the maximum achievement of the specified
Performance Objectives.

(v) Each grant shall specify the tinie and manner of payment of Performance Shares that shall have been eamed, and any
grant may specify that any such amount may be paid by the Corporation in cash, shares of Common Stock or any
combination thercof and may either grant to the Participant or reserve to the Commiltee the right to elect among those
altematives.

(v Ar-ty gnni of Performance Shares may specify that the amount payable with respect thereto may not exceed 8 maxinum
speclﬁed by the Committec 'on the date of gnml

(vn) Any gmnt ok' Perfonmnce Shales my provxde t'or the pnyntnl to the Pamclpnnt of dlvulend or other dlstr'buuon
equivalents therean in cash ar additiorm! shares of Commmon Stock on a current, defered or centingent basis. .
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(viii) If provided in the terms of the grant and subject to the requirements of Section 162(m) of the Code (in the case of
Awards intended to qualify for exception therefrom), the Committee may adjust Performance Objectives and the related
minimum acceptable level of achievement if, in the sole judgment of the Committee, events or transactions have occumred
after the date of grant that are unrelated to the performance of the Participant and result in distortion of the Performance
Objectives or the related minimum acceptable level of achicvement.

(ix) Each grant shall be evidenced by an agreement that shall be delivered to and accepted by the Participant, which shall
state that the Performance Shares are subject to all of the terms and conditions of this Plan and such other terms and
provisions as the Committec may determine consistent with this Plan.

9, CHANGES IN CAPITAL STRUCTURE

A. No Limitutions of Rights. The existence of outstanding Awards shall not affect in any way the right or power of the
Corporation or its stockholders to make or authorize any or all adjustments, recapitalizations, reorganizations or other changes
in the Corporation's capital structure or its business, or any merger or consolidation of the Corporation, or any issuance of
bonds, debentures, preferred or prior preference stock ahead of or affecting the Common Stock or the rights thereof, or the
dissolution or liquidation of the Corporation, or any sale or transfer of all or any part of its asscts or business, or any other
corporate act or praceeding, whether of a similar character or otherwise.
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B. Changgs in Capitalization. If the Corporation shall effect a subdivision or consalidation of shares or other capital
readjustnent, the payment of a stock dividend, or other increase or reduction of the number of sBares of the Comnon Stock
outstanding, without recuiving cansideration therefore in moaey, servioos or propesty, ihen (i) the namber, class, and per share
price of shares of Commman Stack subject ta antstanding Optians and ather A wands herenader and (i) the number and class of
shares then reserved for issuance under this Plan (inchiding the increase in shares attributnble to the Cojparation’s Amended
and Restated Stock Option Plan as provided in Section 5.A) and the maximum numnber of shares for which Awards may be
granted to a Participant during a specified time period shall be appropriately and proportionately adjusted. The conversion of
convertible securitics of the Corporation shall not be treated as cffected “without receiving consideration.” The Committee
shall make such adjustments, and its determinations shall be final, binding and conclusive.

C. Merger, Consolidation or Asset Sale. If the Corporation is merged or consolidated with another entity or sells or

" otherwise disposes of substantially all of its assets to another company while Options or Stock Awards remain outstanding

under this Plao, unless provisions are made in connection with such transaction far the continuance of this Plan and/or the
assunption or substitution af such Options or Stock Awards with new options or stock awards cavering the stock of the
successar company, or parent or subsidiary thereof, with appropriate adjustments as to the numher and lind of ghares and
prices, then all outstanding Options and Stock Awards which have not been continued, assumed or for which a substituted
award has not been granted shall, whether or not vested or then exercisable, unless otherwisc specified in the Stock Option
Agreement or Stock Award Agreement, terminate immediately as of the cffective date oFany such merger, consolidation or sale.

D. Limitatiop on Adjustment. Except as previously cxpres'sly provided, neither the issuance by the Corporation of shares of
stock of any class, or securities convertible into shares of stock of any class, for cash or property, or for labor or services either
upon direct sale or upon the exercise of rights or warrants to subscribe thercfor, or upon conversion of shares or obligations of
the Corporation convertible into such sheres or etlter seeurities, nor the inorease at decrease of the nomber. of authorized
shares of stook, nar the addition or delction of elasscs af stock, shalf affect, and no adjustment by rcasan thereof shall be made
with respcct to, the number, class or price of shares of Comimon Stock then subject to outstanding Options or Stock Awards.

10, WITHHOLDING OF TAXES
The Corporation or an Affiliate shall have the right, before any cettificate for any Common Stock is delivered, to deduct or
withhold fromany payment owed to a Participant any amount that is necessary in order to satisfy any withholding requirement

- - that the Cotponatium ot"A ffiliate 1’ good faith believes is iryo¥ed Lpoh itih connection” With Federal, 3Tate, or 1oeal tives,

including transfer taxes, as a result of the issuance of, or lapse of restrictions on, such Cormon Stock, or otherwise mquju
such Participant to' make provision for payment of any such withholding amount Suhjcct to sach condmons as nny be

- ----established-by. theConumttee rthe Gormmittee may-permil-a Pasticipant - - - -~ e e e —---_
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to (i) have Common Stock otherwise issuable under an Option or Stock Award withheld to the extent necessary to comply with
mininum statutory withholding rate requirements, (ii) tender back to the Corporation shares of Common Stock received
pursuant to an Option or Stock Award to the extent necessary to comply with minimum statutory withholding rate requirements
for supplemental income, (jii) deliver 1o the Corporation previously acquired Common Stock, (iv) have funds witbheld from
payments of wages, salary or other cash compensation due the Pasticipant, or (v) pay the Corporation or its Affiliate in cash, in
order to satisfy part or all of the obligations far any taxes required to be withheld or otheswise deducted and paid by the
Componation or its Affiliate with respect to the Option ar Stock Award.

11. COMPLIANCE WITH LAW AND APPROVAL OF REGULATORY BODIES

A. General Requirements. No Option ot Stock Award shall be excreisable, no Common Stock shall be issued, no cetificates
for shares of Common Stock shall be delivered, and no payment shall be made under this Plan except in compliance with all
applicable federal and state laws and regulations (including, without limitation, withholding tax requirements), any listing
agreement to which thc Corporation is a party, and the rules of all domestic stock exchanges or quotation systems on which the
Comporation’s shares may be listcd. The Corporation shall have the right to rely on an opinion of its counsel as to such
compliance. Any share certificate issued to evidence Common Stock when a Stock Award is granted or for which an Option or
Stock Award is exercised may bear such legends and statements as the Committee may deem advisable to assure complianee
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with federal and state laws and regulations. No Option or Stock Award shall be exercisable, no Stock Award shall be granted,
no-Cotnmonl Stock shall be issued, no certificate for shares shall be delivered, and no payment shéll be made under this Plan

uatil the Corporation has obtained such consent or spprovad as the Cunmniitee may deem advisable from regulitory budies
having jarisdictivn over such matters.

B. Patticipant Represcntations. The Committee may require that a Participant, as a condition to receipt or exercise of a
particular award, execute and deliver to the Corporation a written statement, in formsatisfactory to the Committee, in which the
Participant represents and warrants that the shares are being acquired for such person’s own account, for invcstment only and
not with a vicw to the resale or distribution thercof. The Participant shall, at the request of the Committee, be required to
represent and wawant in writing that any subsequent resale or distribution of shares of Common Stock by the Participant shall
be made only pursuant to either (i) a registration statement on an appropriate form under the Securities Act of 1933, which
registration statement has become effective and is current:with regard to tho shares being sold, or (ii) a specific exemptinn from
the registration requirenents of the Securities Act of 1933, but i claiming such exenptlon the Participant shall, prior to any
offer of sale arsale of sueh shares, obtein a prior favorable written opinion of counsel, in formand substance satisfactory to
coansel for the Corporation, as to the application af such excmption thereto.

12. GENERAL PROVISIONS

A. Effect on Fuployment and Service. Neither the adoption of this Plan, its operation, nor any documents describing or
refersing to this Plan (or any part thereof) shall (i) confer upon any individual any right to continue in the employ or service of
the Corporation or an Affiliate, (ii) in any way affect any right and power of the Comporation or an Affiliate to change an
individual's duties or terminate the enployment or service of any individual at any time with or without assigning a reasen
therefbr ar (iii) except to the extent the Commiittee grants an Gphon or Stock Award to such individual, confer ont any individnel
the right to participate in the benefits of this Plan.

B. Use of Procecds, The proceeds received by the Corporation froruthe sale of Common Stock pursuant to this Plon shall
be used fur general comperate purposes.

C. Unfunded Plan. This Plan, insofar as it provides for grants, shall be unfunded, and the Corporation shall not be required
to segregate any assets that may at any time be represented by grants under this Plan. Any liability of the Corporation to any
person with vespect to’any grant under this Plant vhall be baved solely Wpdn any édintiathial obligations thi ity be Tredted =
pursuant to this Plan. No such abligation of the Corporation shall be deemed to be secured by any pledge of, or other
encumbrance on, any pmperly of the Corpomlon

D &mw ﬂeadmgs are given to the Sections of thls Plan solely as a convenience to ficilitate refetence.

The reference to any statute, regulatian, or other provision of law shall be construed to refer to any amendment to or successor
of such provision of law.
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E Choice of Law. This Plan and all Stock Option Agreements and Stock Award Agreements entered into under this Plan
shall be interpreted under the Corporation Law excluding (to the greatest extent permissible by [aw) any rule of law that wouid
cause the application of the laws of any jurisdiction other than the Corporation Law.

F. Fractional Shares. The Corporation shall not be required to issue fractional sharcs pursuant to this Plan. The Committee
may provide for elimination of fractional shares or the settlement of such fraction shares in cash.

G. Forcign Emnloyees. In order to facilitate the making of any grant or combination of grants under this Plan, the Committee
may provide for such special terms for Awards to Participants who are foreign nationals, or who are employed by the
Corporation or any Affiliate outside of the United States, as the Committee may consider necessary or appropriate to

-accommodate differences in local law, tax policy or custom. Moreover, the Conunittee may approve such supplements to, or

amendments, restatements or allemative versions of, this Plan as it may consider nccessary or appropriate for such purposes
without thereby affecting the tenms of this Plan, as then in effect, unless this Plan could have been amended to eliminate such
inconsistency without further approval by the stockholilers of the Corporation.
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13. AMENDMENT AND TERMINATION

The Board may amend or terminate this Plan from time to time; provided, however, stockholder approval shall be required
for any amencinient that () inercases the aggregate number of shares of Common Stock that nuy bt isswed imder this Plan,
except as contemplated by Section 5.A or Section 9.B; (ii) changes the class of coployees eligible to receive Incentive Stnck
Options; (iif) modifies the restrictions on Repricings set forth in this Plan; or (iv) is required by the terms of any applicable law,
regulation or rule, including the rules of any market on which the Corporntion shares are traded or exchange on which the
Comoration shares are listed. Except as specifically permitted by this Plan, Stock Option Agreement or Stock Award Agreement
or as required to comply with applicable law, regulation or tule, no amendment shall, without a Participant’s consent, adversely
affect any rights of such Participant under any Option or Stock Award outstanding at the time such amendinent is made;
provided, however, that an amendment that may cause an Incentive Stock Option to become a Nonqualified Stock Option shall
not be freated us adversely affecling the rights of the Participant. Any amendment requiring stockhelder approval shall be

approved by the stockhelders of the Carporation within tweive (12) months of the date such amendment is adopred by the
Boald' . .

14. EFFECTIVE DATE OF PLAN; DURATION OF PLAN

A. This Plan shall be effective upon adoption by the Board, subject to approval within twelve (i2) months by the
stockholders ofthe Corporation. In the event that the stockholders of the Corporation shall not approve this Plan within such
twelve (12) month period, this Plan shall terminate. Unless and until the Plan has been approved by the stockholders of the
Corporation, no Option or Stock Award may be exercised, and no shares of Common Stock may de issued under the Plan. In the
event that the stockhoRlers of the Corpuration shall not approve the Plan within such twelve (12) month period, the Plen and
any previousty granted Qptions nr Stock Awards shali terminate.

B. Unless pieviously terninated, this Plan will terminate ten (10) years after the earlier of (i) the date this Plan is adopted by
the Board, or (ii) the date this Plan is approved by the stockholders, except that Awards that are granted under this Plan prior to
its termination will continue to be administered under the tenms of this Plan until the Awards terminate or are exercised.

IN WITNESS WHEREOF, the Corporation has caused this Plan to be executed by a duly authorized officer as of the daté
of adoption of this Plan by the Board of Directors.

WEBMETHODS, INC.

Bv: /s/ DAVIDMITCHELL
Davip MrrciieLL, President and CEO
Date: July 6, 2006

Annex B

CHARTER OF THE AUDIT COMMITTEE
OF THE BOARD OF DIRECTORS OF WEBMETHODS, INC.,

L. PURPOSE

The Audit Committee (the "“Committee™) is appointed by the Board of Directors of webMethods, Inc. (the "Corpon-tion").
The primary function of the Committee is to assist the Board of Directors in fulfilling its oversight responsibilities regarding
finance, accounting and related legal compliance matters. In fartherance of that purpose, the Committee shall:

® appoint Independent Accountants (as defined below) for the Corporation and monitor the independence, qualifications
and performance of the Independent Accountants;
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® review the quality and integrity of the Cotporation's financial statements and other financial mfonmuon provided by
the Corporation to its stockholders, the public or the SEC; .

® oversee management’s conduct of the Corporation’s financial reporting process and systcms of intemal accounting,
financial and discloause controls;

® assist Board of Director oversight of the Corporation’s compliance with related legal and regulatory requirements; and

® provide an open channel of communication among the Independent Accountants, management and employces of the
Corporation and its subsidiaries, counsel, any intemal audit group and the Board of Directors.

Section IV of this Chacter sets forth the primary duties and responsibilities of the Committee. The Committee may, in its
discretion, also review reports fromimanagement on other finance, legal or administrative issues as the Commitlee deems
appropriate or neccssary.

While acting within the scope of its responsibilities, the Committee shall have all of the authority of the Board of Directors.
The Committee shall have the power to conduct or authorize investigations into any matters within the Comuittee’s scope of
responsibilities. The Committee shall have unrestricted access to member of management, other employees of the Corporation
and its subsidiaries and the Independent Accountants as necessary to carry out its responsibilities. The Conmnittee shall alao
have unrestricred access to all informatiag relevant to the carrying out ofits respansibilities. The Cammittee shall huve the
power to retain, at the expense of the Gerporation, independent Icgal, actounting orother advisers appropriale or necessaty, in
the discretion of the Committee, to catry out its responsibilities, and shall have the authority to approve the fees payable to
such advisers and any other terms of retention.

- NL.COMPOSITION - - e

The Committee shall be composed of three or more members as determined by the Board of Directors fromtime to time. No

" person who is nof an Independcnt Director {as defined below) shall be eligible t6 serve on the Commiitee, and no mewberof

the Committee shall accept any consulting, advisory or ather compensatory fee fromthe Corporation other than in connection
with serving on the Committee or as a member of the Board of Directors. All members of the Committee shall have a practical

: ‘lmUWledge'offmmnd 'mcnmmgwd slintl bd ubte o rewd und understand fndamgnn] it sateventy; nchading the =~

Corporation's balance sheet income statement and statement of cash flows, and at least one member of the Comnmee shallbe
an “audit committee financial expert,” as dcfined by the SEC.

No member of the Committee shall simultaneously serve on the audit committee of more than three public companies,
including the Corporation, unless the Board of Directors has nade a determination that such simultaneous service would not
impair the ability of such member to effectively serve on the Committee.

B-1

The members uf the Committee shall be elected by the Beand at the annus] meeting of the Board and shall serve until their
successors shall be duly elected and qualified or their earlicr resignation, removal, or termination of service as a director. Unless
a Chaimman of the Committee is elected by the full Board of Directors, the members of the Committee may (but shall not be
required to) designate a Chairmun by majority vote of the full Committee membership.

Til. MEETINGS

The Comymittee shall ineet at leagt four times annually, and more frequently as circumstauces dictate, and shall fixits own
rules of procedure. The Committee may act by written consent in lieu of nieeting, except as set forth below. As part of its duty
to foster apen communication, the Cainmittee shall meet periodically with management, the head of any intemnal auditing group
and the Corporation’s independent accountants in separate executive sessions to discuss any matters that the Committee or
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each of theso groups belicves should be discussed privately. In addition, the Committee shall meet with the independent
acoountants ind mahagement quartesly to review the Corporation's financial stutements consistent with the provisions of this
Cherter.

IV. DUTTES AND RESPONSIBILITIES

"The Committee's principal responsibility is one of oversight. Management of the Corporation is responsible for preparing
the Corporation’s financial statements, and the Independent Accountants are responsible for auditing and/or reviewing the
Corporation's financial statements. In carrying out its oversight responsibilities, the Committee is not providing any expert or
special assurance as to the Corporation’s financial statenents orany professional certification as to the work of the
Independent Accountants. The Committee’s specific responsibilities are as follows:

A. ReviewDocunents and the Corporation’s Periodic Reports

1. The Committee shall review this Charter from time to time, but not less frequently than annually, as conditions dictate,
and shall update this Charter as appropriate or necessary.

2. The Committee sball review and discuss with the Independent Accountants and management the Corporation’s
audited consolidated financial statemcuts that are to be included in the Corporation’s annual report on Form 10-K and
the Independent Accountants’ opinion with respect to such financial statements, including reviewing the nature and
extent of any significant changes in uccounting principles or the application of such accoumting prineiples.

3. The Committee shall veview and discuss with the Indcpendent Accountasts and management, and require the
Indepsndent Accountants to roview, the Corpomtion’s interim eonsolidated financial statements to be included in the
Corporation's quarterly reports on Form 10-Q.

4.  The Committee shall review and discuss the Corporation’s disclosurcs under “Management’s Discussion and
Analysis of Financial Condition'and Results of Operations™included in any antual 6rquarterly report or other repott
or filing ﬁ!ed by the Corporation with the SEC.

5. The Committee shall review with :mnagemem the financial information 1o be disclosed in the Cotporatlon 5 eammgs
press releases, as well as additional finaacial information that management may provide in accordance with Regulation
F-D, Such revxewnny be geneml inl pature and nced not take place in advance of each eamings, reledse or releage of
T ﬁqanczarnfonmuan. and aSingle men'xﬁer ‘of the Comiitteé may ;epresen'i Thié éntire Coffimittee Tﬁ_pﬁ—oses oft this
review.

B. Independent Accountants

l. 'f'he Independent Accountants are ultimately accountable to the Committee, which shall select and appoint (subject to
ratification by the stockholders of the Corporation, if applicablc) and replace, when appropriate, the Independent
Accountants.

B-2

2.  The Committee shall pre-approve all audit and non-audit services which may legally be provided by the Independent
Accountants, including the fees or compensation and other terms of engagement in accordance with Section 10A of
the Exchange Act and the rules and regulations of the SEC. The Committee may designate to one or more members of
the Committee the authority to grant such pre-approvals.

3.  The Committee shall review, at least annually, the independence, qualifications and perfonnance of the Independent
Accountants and the performanoe of the lead audit parmer. In conducting such review and evaluation, the Committee
shall, at leas1 annually, obtain and review:

et bt e e e N et 55 e me i e—— ¢ % et we e
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® information regarding any materiaf issues raised by the most recent internal quality control review or regulatory or peer
review of the Intemal Accountants or by any inquiry or investigation by govemmental or professional authorities, within
the preceding five years, respecting on or more independent audits carried cut by the Independcot Accountants, end any
steps taken to déal with any such issues, and

@ a written statement from the Independent Accountants delineating all relationships between the independent
Accountants and the Corporation, consistent with the Indopendence Standards Board, Standard No. I, regarding
relationships and services that may impact the objectivity and independence of the Independent Accountants, and other
applicable standards.

® asummary of services provided by the independent Accountants to the Corporation and the related fees. The Conmittee
shall discuss with the Independent Accountunts any disclosed relationships or services that nay impact the objectivity
and independence of the Independent Accountants, aud-shall evaluate the performance of the Independent Accountants.

4. The Committee shall (a) confer with the Independent Accountants conceming the scope of their cxaminations ofthe

books and records of the Corporation and its subsidiaries, (b) review the scope, plan of work and procedures

recommended by the Independent Accountants to be used by them for each audit of the consolidated financial

statements of the Corporation, (c) review the results of each audit and intcrim financial review of the consolidated

financial statcments of the Comporation (ncluding the Indepeudent Accountunts® audit of tho consolidated financial

statcments of the Corporation und accompanying footootes), uny significant changes required in tive Independent

Accountants’ airdit plan erscope of such audit, any restrictions en the scope-of the Indepandent Aeconntants’

activilies ar on their access to requested information, any maierial differenees or disputes with managemant

encountered during the course of the audit or review, any accounting adjustments that were noted or proposed by the

Independent Accountants, but were passed (as inmaterial or otherwise), any matters that were referred to the

Independent Accountants’ national office relating to accounting policics and/or financial statement disclosure within

the Corporation’s financial statcments and, to'the extent deemed appropriate, determine whetlier to réquestah *

opportunity to address such issues directly with a representative of such nationat office, any material management

letter comnents and manogement’s responses to recommendations made by the Iadependent Accountants in

coiifléction with thé.audit, any matférs Tequired 1o be disciisséd by Stitémenl 64 Aiiditing Staridirds No. 61,as ™ " "7 ~ ™~

amgnded [Communications with Audit Coromittees] relating to thie cuudnet of the audit).and ary coynments ar

recommendations of the Indépendent Accountants and (d) obtain from the Independent Accountants assurance that

- = --=- - théy-have no-conflict-of diterest with-tbe Corporation dndet Settioh-10A€) of the-Securifies Bxthadge-Aty0f1934;7as - -~
amended. ) ' ' ' '

5.  The Committee shall establish written hising policies for cumrent and former employees of the Independent
Accountants, and shall monitor management's compliance with such policies.

6. The Committee shall consider, at least annually, whether, in order to assure continuing auditor independence, there
ghould be reguler rotation of the lead audit partner or the Independent Accountants.

7. The Comumittee shall review the Independent Accountants’ ability to attest to and report on management's assertion
on its assessment of the effectiveness of the Corporation's intemal control structure and its financial reporting
procedures in its Fomr 10-K, when applicnhle,

B-3

C. Binanclal Reporting Processes

1. The Committee shall review and discuss (a) the existence of significant estimates and judgments underlying the
consolidated financial statements ofthe Corporation, including the rationale behind those estinntes as well as the
details on material accruals and reserves and the Corporation’s accounting principles, (b) all critical accounting
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policies identified to the Committee by manageinent or the Independent Accountants, (¢) significant changes to the
Cotporation’s accounting principles and practices and (d) material questions of choice with respect to the eppropriate

accounting principles and practices to be used in the preparation of the Corporntion’s consolidased financial .
statements.

2. Revieweamings releases and eamings guidance issued by the Corporation for the purpose of ensuring that such
press releases and guidance properly disclose finagcial information presented in accordance with generally accepted
accounting principles (“GAAP™) and, to the extent pro forma or non-GA AP information is included, adequately
disclose how such pro forma or non-GA AP information differs from the comparable GAAP information and that such
pro forma or non-GAAP information is not given undue prominence, and to ensure that such press releases and

guidance to not otherwise provide misleading presentations of the Corporation’s results of operations or financial
condition.

3.  The Committee shall inquire about and review with management all material off-balance sheet transactions,
ammangements and obligations and other relationships of the Corporation with unconsolidated entitics or other
persons that may have a nuterizl current or fiture effect on financial condition, results of aparations, liquidity, capital
resources or significant components of revenue or expenses.

4.  The Committee shall review perindically and approve all related-party transactions, as dcfined by rules or regulations
of the SEC or Nasdaq, involving the Corporation, as well as any transactions involving the Corporation and any other

party in which the parties’ relationship could enable the ncgotiation of terms on other than an independent, anms’-
length basis.

S. In aonsultation with the Indepentient Accountents and any intemal auditors, review the integrity of the Corpotation’s
finaaeial rcporting processes, both intemal and external.

6.  Establish regnlar and separate systems ofreporting to the Committee by each of management, the Independent
Accountants and any intemal audit group regarding (a).apy. significant financial reporting issues and judgments made
in connection with the preparation of the financial statements of the Corporation, including all altemative treatments
of financial infonmation with generally accepted accounting principles that have been discussed with the
Corporatlon s management, the ramification of the use of the alternative disclosures and treatments.mfd the treatnent.... . . .
preferred by the indopendent Accountants, (b) the view of each as tu appropriatencss of such judgments and (c)' any
other matters that ench of these groups beiieves should be discnssed privately.

g Y UG . Ay N

. The Canunittce shall review annually, with management and the Independent Accountants, if deemed appropriate by
the Comuuittee (a) the intemal audit budget, staffing and audit plan, (b) material findings of intemnal audit reviews and
management’s response, including any significant changes required in the intemal auditor’s audit plan orscope and
any mateial difficulties or disputes with management encountered during the course of the audit and (c) the
effectiveness of or weaknesses in the Corporation’s intemal controls, including computerized information system
controls and secuniy, the overall control environment anil accounting ond fimanciai cuntrols.

2. The Commitiee periodically siiall consult with the Independent Aocountants md obuain their recommendations
reganding iitemnal contiols end othrer inatters 1elating to the acceunting procedures and the books and recards of the
Corporation and its subsidiaries, and revicw the comrectinn of controls deenxd to be deficient.

B4

3. The Committee shall, in accordance with the Sarbanes-Oxlay Aet and mles sud regulatians adopted by the SECor
Nasdag, establish and review procedures for (a) the receipt, retention and treatment of conplaints received by the
Corporation rcgarding accounting, intemal accounting controls or auditing matters and (b) the confidential,

anonymous submission by employees of the Corporation of any concems regarding questionable accounting or
auditing matters.
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The Comumittee shall review major financial risk exposures and the guidelines and policies which management has
implemented to govem the proeess of monitoring, controllimy and reperting such exposures.

The Committee shall review with the Independent Accountants, any intemal auditing group and management the
extent to which changes or improvements in financisl or accounting practices, as approved by the 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.

E Complianee with Loys, Repulations and Policies

The Committee shall review with management their monitoring of the Corporation's compliance with applicable laws
and regulations and ensure that the Corporation's disclosure controls and procedures ensure that the Corporation’s
consolidated financial statements, mports and ather financial information disseminated to the SEC and the public
satisfy Iegal requirements .

The Committee shall periodically review the rules adopted by the SEC and the Nasdaq relating to the qualifications,
activities, responsibilitics and duties of audit committecs and shall take, or recommend that the Board of Duectors
take, appropriate action to conply with such rules.

F. Reports

1

lw

The Committee shall report regularly to the Board of Directors conceming meetings of the Committee, any issues with
respact to the quality or integrity ofthe Corporation’s financial statements, its conpliance with legal and regulatory
requirements, the performance and independence of the Independent Accountants and such other matters as are
relevant to the Committee’s discharge of its responsibilities.

* The Committee shall piepare thé sepoit requiréd by e SEC to b iricluded in thé Conporation’s annial proxy

statement and any other Committce reports requircd by applicable securities laws or the rules or regulations of the
SEC or Nasdaq, and shall review any disclosure in the Carpomhon s annual proxy statement concemmg the

independence of its members and the Charfer. ™ ™

_ The Conunittee shall include acopy of the Cllancr 8s an appendmo the Colponmon s lnnual proxy statermnt at least

oRce every tnee years.

B-S

G. General

The Committee shall periodically review and evaluate its powers, responsibilities and performance.

The Committeé shall perform any other activities consistent with this Charter, the Corporation’s Bylaws and
goveming law, as the Committec or the Board of Directors deems necessary or appropriate.

The Committee shitll nbtain and inake available to membors educstional resources reluted to accaunting principles and
procedures, current accounting topics pertinent to the Corporation or otherwisc as requested by members of the
Committee.

V. DEFINITIONS

When used herein, the following terms shall huve the meanings set forth below:

¢ “Audit Committee” means that certain committee of the Board established at a meeting of the Board held on February

o S e —— . - —————_—— % S} Th " S 8 v e VLS o a2 e SRR Fm i A R § e 08 e At s s s % & 8 Sewas® e
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17, 1999, having such attributes, duties and r__esponsibililies as set forth in this Charter.

“Board” or “Board of Directors™ 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 {0 time.

“Committee’” means the Audit Committee.

“Cotporation” means webMethods, Inc., a Delaware corporation.

“Exchange Act" means the Securities Exchange Act of 1934, as amended.

“Independent Accountants” mean ar independent public accounting firm or registered public accounting firm that
examines the financial statements of the Corporation in accordance with the rules and regulations of the SEC or the

Public Company Accounting Oversight Board for the purpose of expressing an opinion on such statements.

“Independent Director” means a director of the Corporation that meets the criteria for independence for purposes of
service as a member of the Comymittee as set forth fromtime lo time on the Corporation's Atticles of Incorporation, the
Exchange Act and the rules or regulations of the SEC, the NASD Manual and the rules end regulations af Nasdaq and

any other laws or regulations applicable to the Corporation.

“Nasdaq” means the Nasdaq Stock Matket, Inc., any successor entity or the principal self-regulatory arganization on

which the common stock of the Corpuration is qunated or traded.

5 SEC means th US-Securiies and Bichasge Commrissian.,

sEee

Last Revised: July 7, 2003

webMethesds.,

3877 Fairfax Ridge Road - South Tower
Falrfax, VA 22030

VOTE BY INTERNET - www.proxyvote.com

Use the Intemet to transmit your voting instructions and for
electronic delivery of information up until 11:59 P.M. Eastem
time August 28, 2006. Have your proxy card in hand when you
access the web site and follow the instructions to obtain your
records and to create an electronic voting instruction form,

ELECTRONIC DELIVERY OF FUTURE SHAREHOLDER
COMMUNICATIONS

If you would like to reduce the costs incurred by webMethods,
Inc. in mailing proxy materials, you can consent to receiving all
future proxy statcments, proxy cards and annual reports
clectronically via c-mail or the Intemet. To sign up for
electronic delivery, please follow the instructions above to vote
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using the Intemet and, when prompted, indicate that you agree
to receive or access shareholder comnuinications electronically
in future years. ’ '

VOTEBY PHONE- 1-800-690-6903

Usc any touch-tone telephone to transmit your voting
instructions up until 11:59 PM. Eastem time August 28, 2006,
Have your proxy card in hand when you call and then follow
the instructions.

VOTEBY MAIL

Mark, sign and date your proxy card and retum it in the
postage-paid envelope we have provided or retum to
webMethods, Inc., c/o ADP, 51 Mercedes Way, Edgewood, NY
77

WBMTH! KEEP THIS PORTION FOR YOUR

DETACH AND RETURN THIS PORTION

ONLY
THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED.

webMethods, Ine.

“The Board of Directors unaniniously recommends that you vote
FOR Proposul 1 (Eicction of Board of Director nominees), FOR

Proposal 2 (Ratification of Selection of Independent Reglstered For Withhold For All To withhold authority to vote fir
. .Public, Accounting Firm).and FOR Proposal, 3 (Approval of... ... All .. - Al  Execpt. .any .individua) .nominee, mask ..... ... ... .cco ]
2006 Omnlbus Stock Incentive Plua). * "For All Excépt" #nd wirite the .
nominec’s number on the line
below. .
G Bl = = "I e s nie i e s i Y -
1. Blection of Directors 0 0 0

Nominees: 01) Bill Russel
02) R. James Green
03) Peter Gyenes

Yotc On Proposals ’ For  Against Abstoio

2. Retificztion of the sclection of PricewaterhouseCoapers LLP as independont rogisterad public eccounting §rm Br the 0 0 0
year ending Maorch 31, 2007, :

3. Approval of the webMcthods, Inc. 2006 Omnibus Stock Incentive Plan. 0 0 0

In accordance with their judgment, the proxies are authorized to vote upon such other motters as may properdy
come before the 2006 annnal meeting of stockholders of webMethods, Inc. or any centinuation or postpanement
thereol :

This Prony must bo signed cxactly as your nune sppears hereon. If more than one namo appears, all porsons so dosignated should sign. Artomeys,
executors, edministrators, trugtees and guardians should indicate their capecitics. Ifthe signer is a partnership, corporation or other legal entity, please print
£} partnevship, corporsie or entity name and indicate capacity of duly suthorized person executing on behalfofit.

For comments, plessc check thix box and write them on
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the back where indicated 0

WHETHER OR NOT YOU EXPECT TO ATTEND THE
MEETING, PLEASE COMPLETE, DATE AND SIGN THIS
PROXY AND RETURN IT IN THE ENCLOSED ENVELOPE
PRIOR TO THE MEETING.

Signature [PLEASE SIGN WITHIN BOX] Date Signature (Joint Owners) Date

FORMOF PROXY

webMethods, Inc. '
3877 Fairfax Ridge Road, South Tower
Fairfax, Virginia 22030

THIS PROXY IS SOLICITED ON BEHALF OF THEBOARD OF DIRECTORS

The undersigned hereby appoints David Mitchell and Douglas W. McNitt or either of them, as proxies, each with full
powers of substitution, and hereby authorizes them to represent and to vote, es designated on the reverse side, all
shares of Common Stock, $0.01 par value, of webMethods, Inc. held of record by the undersigned on June 30, 2006, at
the annual meeting of stockholders of webMethods, Inc. to be held on August 29, 2006, at 9:00 a.m. local time, at the

Hyatt Regency Reston, 1800 Presidents Street, Reston, Virginia 20190 or any continuations or pastponcmenis
thereof.

This Proxy, when propetly executed and retumed in a timely manner, will be voted as indicated with respect to the
proposals on the reverse side and in accordance with the judgment of the persons named as proxies on any othen
matters that may properly eoine before the meeting or any continuations or postponements thereof.
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PLEASE MARK, SIGN, DATE AND RETURN THIS PROXY PROMPTLY USING THE ENCLOSED

ENVELOPE OR FOLLOW THE INSTRUCTIONS PROVIDED HEREIN TO VOTEKY TELEPHONEOR

INTERNET. ;
Comments:
(ifyou noted any Comments shove, please mark corcsponding box.on the reverse side.)
CONTINUED AND TO BE SIGNEDY AND DATED ON THE REVERSE SIDE
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The Ubrary of Congress > THOMAS Home > Bills, Resolutions > Szarch Restilts

Bill Summary & Status
Search Results

Text searched: outsourcing

NEXT PAGE | PREVIOUS PAGE | NEW SEARCH

Items 1 through 7 of 7
1. [111th] H.R.4650 : Stop Outsourcing Security Act

Sponsor: Rep Schakowsky, Janice D, [1L-9] (introduced 2/23/2010)  Cosponsors (30)
Committees: House Foreign Affairs; House Armed Services; House Intelligence (Permanent
Select)

Latest Major Action: 2/23/2010 Referred to House committee. Status: Referred to the
Committee on Foreign Affairs, and in addition to the Committees on Arined Services, and
Intelligence {Permanent Select), for a period to be subsequently determined by the Speaker, in
each case for consideration of such provisions as fall within the jurisdiction of the committee
concerned.

2. [111th] H.R.4788 . Aviation Jobs Outsourcing Prevention Act .

Sponsor: Rep Bishop, Timothy H, [NY-1] (Introduced 3/9/2010)  Cosponsors (95)
Committees: House Transportation and Infrastructure

Latest Major Action: 3/10/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Aviation.

3. [111th] H.R,4994 : Medicare and Medicaid Extenders Act of 2010
Sponsor: Rep Lewis, John [GA-5] (introduced 4/13/2010) Cosponsors (20)
Committees: House Ways and Means; House Budget; Senate Finance

Latest Major Action: Became Public Law No: 11t-309 [GPO: Text, PDF]

4. [111th] H.R.5115 : FSS Retirement Fairness Act of 2010

Sponsor: Rep Schauer, Mark H. {MI-7] (introduced 4/22/2010)  Cosponsors (5)
Committees: House Oversight and Government Reform

Latest Major Action: 5/25/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Federal Workforce, Post Office, and the District of Columbla.

5. [111th] H.R.5622 : Stop Outsourcing and Create American Jobs Act of 2010

Sponsor: Rep McNerney, Jerry [CA-11] (introduced 6/29/2010) Cosponsors (2)
Committees: House Ways and Means; House Oversight and Government Reform

Latest Major Action: 6/29/2010 Referred to House committee. Status: Referred to the
Committee on Ways and Means, and in addition to the Committee on Oversight and
Government Reform, for a period to be subsequently determined by the Speaker, in each case
for consideration of such provisions as fall within the jurisdiction of the committee concerned.
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6.[111th] S.3023 : Stop Outsourcing Security Act

Sponsor: Sen Sanders, Bernard [VT] (introduced 2/23/2010) Cosponsors (None)
Committees: Senate Armed Services

Latest Major Action: 2/23/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Armed Services.

7. [111th] $,3396 : Supply Star Act of 2010

Sponsor: Sen Bingaman, Jeff [NM] (introduced 5/24/2010)  Cospansors (4)
Committees: Senate Energy and Natural Resources

Senate Reports: 110-319

Latest Major Action: 9/27/2010 Placed on Senate Legislative Calendar under General Orders.

Calendar No. 605.

Stay Connected with the Library All ways to connect »

Find us on _ Subscriba & Comment Download & Play
%IMIMIA@MIMIWIM Speech
Enabled
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The Ubrary of Conaress > THOMAS Home > Blills, Resolutions » See-ch Nesults

Bill Summary & Status
Search Results

-

Text searched: job

NEXT PAGE | PREVIOUS PAGE | NEW SEARCH.

Items 1 through 100 of 214

1. [111th] H.R,4458 : I-WERC Act

Sponsor: Rep Weiner, Anthony D, [NY-9] (introduced 1/13/2010) Cosponsors (None)
Committees: House Judiciary

Latest Major Action: 3/1/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Crime, Terrorism, and Homeland Security.

2. [111th]) H.R.4513 : Job Creation Act of 2010

Sponsor: Rep Buchanan, Vern [FL-13] (Introduced 1/26/2010)  Cosponsors (1)
Committees: House Ways and Means; House Financial Services; House Judiciary

Latest Major Action: 6/15/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Courts and Competition Policy.

3. [111th] H.R.4529 : Roadrnap for America's Future Act ef 2010

Sponsor: Rep Ryan, Pau] [WI-1] (introduced 1/27/2010) Cosponsors (14)
Committees: House Ways and Means; House Energy and Commerce; House Education and
Labor; House Rules; House Budget; House Judiciary

Latest Major Action: 2/23/2010 Referred to House subcommittee. Status: Referred to the

Subcommittee on Health, Employment, Labor, and Pensions.

4. [111th] H.R.4549 : Small Business Innovation to Job Creation Act of 2010

Sponsor: Rep Tonko, Paul [NY-21] (introduced 1/27/2010) Cosponsaoars (9)
Conmunittees: House Small Business; House Science and Technology

Latest Major Action: 1/27/2010 Referred to House committee. Status: Referred to the
Committee on Small Business, and in addition to the Committee on Science and Technology,
for a period to be subsequently determined by the Speaker, In each case for consideration of
such provisions as fall within the jurisdiction of the committee concerned,

5. [111th] H.R.4553 : 21st Century Buy American Act

Sponsor: Rep Murphy, Christopher S, (CT-5] (introduced 2/2/2010)  Cosponsors (17)
Committees: House Oversight and Government Reform

Latest Major Action: 2/2/2010 Referred to House committee. Status: Referred to the House
Committee on Oversight and Government Reform.

6. [111th] H.,R.4564 : Emergency Jobs Program and Assistance for Families Extension Act
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Sponsor: Rep McDermott, Jim [WA-7] (introduced 2/2/2010) Cosponsors (95)
Committees: House Ways and Means

Latest Major Action: 2/24/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Income Security and Family Support.

7. [111th] H.R.4565 : Rural Jobs Tax Credit Act of 2010

Sponsor: Rep Owens, William L. [NY-23] (introduced 2/2/2010)  Cosponsots (3)
Committees: House Ways and Means

Latest Major Action: 2/2/2010 Referred to House committee. Status: Referred to the House
Committee on Ways and Means.

8. [111th] H.R.4585 : Small Business Job Creation Tax Act of 2010

Sponsor: Rep Maloney, Carglyn B, [NY-14] (introduced 2/3/2010) Cosponsqrs (2)
Committees: House Ways and Means

Latest Major Action: 2/3/2010 Referred to House committee. Status: Referred to the House
Committee on Ways and Means.

9. [111th] H.R.4592 : Enargy Jobs for Veterans Act

Sponsor: Rep Teague, Harry [NM-2] (Introduced 2/3/2010)  Cosponsors (4)
Committees: House Veterans' Affairs; Senate Veterans' Affairs

House Reports: 110-453
Latest Major Actlon: 3/24/2010 Referred to Senate committee. Status: Recelved in the

Senate and Read twice and referred to the C_ommittee on Veterans' Affairs.

10. [111th] H,R.4620 : Small Business Job Creation Act of 2010

Sponsor: Rep McNerney, Jerry [CA-11] (introduced 2/9/2010) Cospansors (None)
Committees: House Ways and Means

Latest Major Action: 2/9/2010 Referred to House committee. Status: Referred to the House
Committee on Ways and Means.

11, [111th] H,R.4634 : Transparency in Job Loss from Fishery Closures Act of 2010
Sponsor: Rep Brown, Henry E., Jr, [SC-1] (introduced 2/22/2010) Cosponsors (7)
Committees: House Natural Resources .

Latest Major Action: 2/25/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Insular Affairs, Oceans and Wildlife.

12. [111th] H.R.4655 : Small Business Expansion and Job Creation Act of 2010
Sponsor: Rep Bright, Bobby [AL-2] (introduced 2/23/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 2/23/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

13. [111th] H,R.4677 : Protecting Employees and Retirees in Business Bankruptcies Act of
2010

Sponsor: Rep Conyers, John, Jr. [MI-14] (Introduced 2/24/2010)  Cosponsors (58)
Committees: House Judiciary

Latest Major Action: 9/15/2010 House committee/subcommittee actions. Status: Forwarded
by Subcommittee to Full Committee (Amended) by the Yeas and Nays: 8 - 4,
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14, [111th] H.R.4680 : Jobs Momentum Act of 2010

Sponsor: Rep Elisworth, Brad [IN-8] (introduced 2/24/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 2/24/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

15. [111th] H.R.46B87 : Low Income Housing Tax Credit Exchange Expansion and Job
Creation Act of 2010

Sponsor: Rep Sanchez, Linda T, [CA-39] (introdueed 2/24/2010) Cosponsors (15)
Committees: House Financlal Services; House Ways and Means

Latest Mejor Action: 2/24/2010 Referred to House committee. Status: Referred to tho
Committee on Financial Services, and in addition to the Committee on Ways and Means, for a
period to be subsequently determined by the Speaker, in each case for consideration of such
provisions as fall within the jurisdiction of the committee concerned.

16. [111th] H.R.4688 : Comrnunity Reintegration and Crime Prevention Act of 2010
Sponsor; Rep Sestak, Joe [PA-7] (introduced 2/24/2010) Casponsors (None)
Committees: House Judiciary -

Latest Major Action: 4/26/2010 Referred to House subctommittee. Statas: Referred to the
Subcommittee on Crime, Terrorism, and Homeland Security.

17. [111th] H.R.4692 : National Manufacturing Strategy Act of 2010

Sponsor: Rep Lipinski, Danlel [IL-3] (introduced 2/25/2010) Cosponsors (60)
Committees: House Energy and Commerce; House Budget; Senate Commerce, Science, and
Transportation

House Reports: 110-574 Part 1

Latest Major Action: 8/5/2010 Referred to Senate committee, Status: Read twice and
referred to the Committee on Comrnerce, Science, and Transportation.

18, [111th] H.R,4693 : Military Spouse Job Continuity Act of 2010

Sponsor: Rep Dahlkemper, Kathleen A, [PA-3] (introduced 2/25/2010)  Cosponsors (81)
Committees: House Ways and Means

Latest Major Action: 2/25/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

19. [111th] H.R.4730 : Tax Credits for Jobs Now Act of 2010 .
Sponsor: Rep Schaver, Mark H, {MI-7] (introduced 3/2/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 3/2/2010 Referred to House committee. Status: Referred to the House
Committee on Ways and Means.

20. [111th] H.R.4740 : Jobs for Urban Sustainabllity in America Act

Sponsor: Rep Cohen, Steve [TN-9] (introduced 3/3/2010)  Cosponsors (8)

Committees: House Financial Services; House Transportation and Infrastructure; House Ways
and Means; House Education and Labor

Latest Major Action: 3/22/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Workforce Protections.
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21. [111th] H.R.4746 : To amend the Internal Revenue Code of 1986 to prevent pendlng tax
increases, and for other purposes.

Sponser: Rep Neugebauer, Randy [TX-19] (introduced 3/3/2010)  Cosponsors (76)
Committees: House Ways and Means

Latest Majar Action: 3/3/2010 Referred to House committee. Status: Referred to the House
Committee on Ways and Means.

22.[111th] H.R.4769 : Creating Jobs From Innovative Small Businesses Act of 2010
Sponsor: Rep Holt, Rush D. [N]-12] (introduced 3/4/2010) Cosponsors (4)
Committees: House Ways and Means

| Latest Major Action: 3/4/2010 Referred to House committee. Status: Referred to the Mouse
Committee on Ways and Means.

23. [111th] H.R.4770 : Create Jobs by Expanding the R&D Tax Credit Act of 2010
Sponsor: Rep Hoit, Rush D, [NJ-12] (introduced 3/4/2010) ' Cosponsors (9)
Committees: House Ways and:Means

Latest Major Action: 3/4/2010 Referred to House committee. Status: Referred to the House
Committee on Ways and Means.

24. [111th]) H.R.4779 : Small Business Jobs and Tax Relief Act of 2010

Sponsor: Rep Pomeroy, Ear] [ND] (introduced 3/4/2010) Caosponsors (1)

Committees: House Ways and Means

Latest Majar Action: 3/4/2010 Referred to House committee, Status: Referred to the House
Committee on Ways and Means.

25. [111th] H.R.4788B : Aviation Jobs Outsourcing Prevention Act

Sponsor: Rep Bishop, Timothy H, [NY-1] (introduced 3/9/2010)  Cosponsors (95)
Commiittees: House Transportation and Infrastructure

Latest Major Action: 3/10/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Aviation.

26. {111th] H.R.4812 : Local Jebs for America Act .
Sponsor: Rep Miller, George [CA-7] (introduced 3/10/2010)  Cosponsors (163)
Committees: House Education and Labor

Latest Major Action: 3/22/2010 Referred to House subtommittee. Status: Referred to the
Subcommittee on Workforce Protections,

27. [111th] H.R.4819 : Expanding Opportunities for Older Americans Act of 2010
Sponsor: Rep Richardson, Laura [CA-37] (introduced 3/10/2010) Cosppnsoars (7)
Committees: House Education and Labor

Latest Major Action: 3/22/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Healthy Families and Communities.

28. {111th] H.R.4830 : Women and Workforce Investment for Nontraditional Jobs
Spansor: Rep Polis, Jared [CO-2] (introduced 3/11/2010) Cosponsors (59)
Committees: House Education and Labor

Latest Major Action: 3/227/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Higher Education, Lifelong Learning, and Competitiveness.

AJS000344



TP~ M e o N P et

29, [111th] H,R.4841 : Small Business Tax Relief and Job Growth Act of 2010

Sponsor: Rep Velazquez, Nydia M, [NY-12] (introduced 3/12/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 3/12/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

30. [111th] H.R.4848 : Tax Cut Job Creation Act of 2010

Sponsor: Rep Young, Don [AK] (introduced 3/15/2010) Cosponsors (None)
Comimittees: House Ways and Means

Latest Major Action: 3/15/2010 Referred to House committee. Status: Referred to the
House Committee on Ways ond Means.

31. [111thj H.R.4849 : Small Business and Infrastructure Jobs Tax Act of 2010
Sponsor: Rep Levin, Sander M, [MI-12] (Introduced 3/16/2010)  Cosponsors (17)
Committees: House Ways and Means; Senate Finance

House Reports: 110-447
Latest Major Action: 3/26/2010 Referred to Senate committee. Status: Read twice and

referred to the Committee on Finance.

32. [111th] H.R.4850 : American Job Creation and Investment Act
Sponsor: Rep Peters, Gary C, [MI-9] (introduced 3/16/2010)  Cosponsors (77)

Committees: House Ways and Means
Latest Major Actlon: 3/16/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

33. [111th] H.R.4B53 : Tax Relief, Unemployment Insurance Reauthorization, and Job
Creation Act of 2010

Sponsor: Rep Oberstar, James L, [MN-8] (Introduced 3/16/2010)  Cosponsors (5)
Committees: House Transportation and Infrastructure; House Ways and Means
Latest Major Action: Became Public Law No: 11t-312 [GPO: Jext, PDF]

34. [111th] H.R,4872 : Health Care and Education Reconciliation Act of 2010

Sponsor: Rep Spratt, John M,, Jr. [SC-5] (Introduced 3/17/2010) Cosponsors (None) -
Committees: House Budget

House Reports: 110-443

Latest Major Action: Became Public Law No: 11t-152 [GPO: Text, PDF]

Note: The bill makes 2 number of heaith-related financing and revenue changes to the Patient
Protection and Affordable Care Act enacted by H.R.3590 and modifies higher education
assistance provisions.

35. [111th] H.R.4878 : Tax Cut Job Creation Act of 2010 .
Sponsor: Rep Young, Don [AK] (introduced 3/18/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 3/18/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

36: [111th] H.R.4880 : Copper Basin Jobs Act
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Sponsor: Rep Kirkpatrick, Ann [A2-1] (introduced 3/18/2010) Cosponsors (None)
Committees: House Natural Resources

Latest Major Action: 3/22/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on National Parks, Forests and Public Lands.

37. [111th] H,R. 4899 : Supplemental Appropriations Act, 2010

Sponsor: Rep Obey, David R, [WI-7] (introduced 3/21/2010) Cosponsors (None)
Committees: House Appropriations; House Budget; Senate Appropriations
Senate Reports: 110-188

Latest Major Action: Became Public Law No: 11t-212 {GPO: Text, PDF]

38.[111th] H.R.4914 : Coastal Jobs Creation Act of 2010
Sponsor: Rep Pallone, Frank, Jr, [NJ-6] (introduced 3/23/2010) Cosponsors (79)

Committees: House Natural Resources; House Science and Technology
Latest Major Action: 7/27/2010 House committee/subcommittee actions. Status:
Subcommittee Hearings Held.

39. [111th] H.R.4920 : Employing Youth for the American Dream Act of 2010 .

Sponsor: Rep Rush, Bobby L, [IL-1] (introduced 3/24/2010) Casponsors (44)
Committees: House Education and Labor; House Ways and Means; House Natural Resources;
House Oversight and Government Reform

Latest Major Action: 4/30/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Higher Education, Lifelong Learning, and Competitiveness.

40. [111th] H.R.4965 : Targeted Job Creation and Business Investment Act

Sponsor: Rep Donnelly, Joe [IN-2] (introduced 3/25/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 3/25/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

41.[111th] H.R.4976 : Internet Gambling Regulation and Tax Enforcement Act of 2010
Sponsor: Rep McDermott, Jim [WA-7] (introduced 3/25/2010) Cosponsors (4)
Committees: House Ways and Means; House Education and Labor

Latest Major Action: 4/30/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Healthy Families and Communities.

42. [111th] H.R.5013 : Implementing Management for Performance and Related Reforms to
Obtain Value in Every Acquisition Act of 2010

Sponsor: Rep Andrew ert E, [NJ-1] (introduced 4/14/2010)  Cosponsors (9)
Committees: House Armed Services; House Oversight and Government Reform; Senate
Armed Services .
House Reports: 110-465 Part 1

Latest Major Action: 4/29/2010 Referred to Senate committee. Status: Received in the
Senate and Read twice and referred to the Committee on Armed Services.

43. [111th] H.R.5038 : Fair Access to Credit and Job Creation Act of 2010

Spansor: Rep Hensarling, Jeb [TX-5] (introduced 4/15/2010)  Cosponsors (3)
Commniittees: House Financial Services
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Latest Major Action: 4/15/2010 Referred to House committee. Status: Referred to the
House Committee on Financial Services.

.44, {111th] H.R.5084 : America Recruits Act of 2010

Sponsor: Rep Murphy, Scott [NY-20] (introduced 4/20/2010)  Cosponsors (5)
Committees: House Transportation and Infrastructure; House Financial Services

Latest Major Action: 4/21/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Economic Development, Public Buildings and Emergency Management.

45. [111th] H.R.5089 : Business Incubator Promotion Act

Sponsor: Rep Ryan, Tim {OH-17] (introduced 4/21/2010) Cosponsars (7)
Committees: House Transportation and Infrastructure; House Financial Services

Latest Major Action: 4/22/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Economic Development, Public Buildings and Emergency Management.

46. [111th] H.R.5116 : America COMPETES Reauthorization Act of 2010

Sponsor: Rep Gordon, Bart [TN-6] (introduced 4/22/2010) Cosponsars (101)
Committees: House Science and Technology; House Education and Labor; Senate Commerce,
Science, and Transportation

House Reports: 110-478 Part 1

Latest Majar Action: Becarne Public Law No: 11t-358 [GPO: Text, PDF]

47.[111th] H.R,5119 : Radiation Exposure Compensation Act Amendments of 2010
Sponsor: Rep Lujan, Ben Ray [NM-3] (introduced 4/22/2010) Cosponsors (10)
Committees: House Judiciary; House Energy and Commerce

Latest Major Action: 6/15/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Immigration, Citizenship, Refugees, Border Security, and International Law,

48, [111th] H,R.5120 : Veteran Employment Assistance Act of 2010

Sponsor: Rep Smith, Adam [WA-9] (introduced 4/22/2010) Cosponsors (41)
Committees: House Veterans' Affairs; House Education and Labor; House Small Business;
House Energy and Commerce; House Armed Services

. Latest Major Action: 5/27/2010 Referred to House subcommittee. Status: Referred to the

Subcommittee on Higher Education, Lifelong Learning, and Competitiveness.

49. [111th] H.R.5134 : Groundwork USA Trust Actiof 2010

Sponsor: Rep Tsongas, Niki [MA-S) (introduced 4/22/2010) Cosponsors (9)
Committees: House Energy and Commerce; House Natural Resoarces; House Financial
Services

Latest Major Action: 4/28/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on National Parks, Forests and Public Lands.

50. [111th] H.R.5136 : National Defense Authorization Act for Fiscal Year 2011

Sponsor: Rep Skelton, Ike [MO-4] (by request) (Introduced 4/26/2010) Cosponsors (1)
Commiittees: House Armed Services; House Homeland Security

House Reparts: 110-491, 110-491 Part 2

Latest Major Action: 6/28/2010 Received in the Senate. Read twice. Placed on Senate
Legislative Calendar under General Orders. Calendar No. 447,

AJS000347




51. [111th] H.R.5156 : Clean Energy Technology Manufacturing and Export Assistance Act of
2010

Sponsor: Rep Matsuj, Doris O, {CA-5] (introduced 4/27/2010) Cosponsors (18)
Committees: House Foreign Affairs; House Energy and Commerce; Senate Commerce,
Science, and Transportation

House Reports: 110-572 Part 1

Latest Major Action: 8/5/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Commerce, Science, and Transportation.

52. [111th] H.R.5174 : Fuel Cell Industrial Vehicle Jobs Act of 2010

Sponsor: Rep Tonko, Paul [NY-21] (introduced 4/28/2010)  Cosponsors (11)
Committees: House Ways and Means

Latest Major Action: 4/28/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

53. [111th] H.R.5193 : StartUp Visa Act of 2010

Sponsor: Rep Maloney, Carolyn B. [NY-14] (introduced 4/29/2010)  Cosponsors (1)
Committees: House Judiciary

Latest Major Action: 6/15/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Immigretion, Citizenship, Refugeas, Border Security, and International Law.

54. [111th] H.R.5204 : 21st Century Full Employment and Training Act

Sponsor: Rep Conyers, John, Jr, [MI-14] (introduced 5/4/2010)  Cosponsors (1)
Committees: House Education and Labor; House Ways and Means

Latest Major Action: 5/27/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Workforce Protections.

55. [111th] H.R,5269 : To express the sense of Congress that Federal job training pregrams
that target older adults should work with nonprofit organizations that have a record of
success in developing and implementing research-based technology curriculum designed
specifically for older adults.

Sponsor: Rep Clay, Wm, Lacy [MO-1] (introduced 5/11/2010) Caspansors (3)
Committees: House Education and Labor

Latest Major Actlon: 6/29/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Healthy Families and Communities.

56. [111th] H.R,5297 : Small Business Jobs Act of 2010

Sponsor: Rep Frank, Barney [MA-4] (introduced 5/13/2010) Caspopsors (20)
Committees: House Financial Services

House Reports: 110-499

Latest Major Action: Became Public Law No: 11t-240 [GPO: Text, PDF]

§7. [111th] H.R.5312 : Reciprocal Government Procurement with China Creates American

Jobs Act
Sponsor: Rap Schauer, Mark H. [MI-7] (introduced 5/13/2010)  Cosponsors (20)

Committees: House Oversight and Government Reform; House Ways and Means; House

* Transportation and Infrastructure

Latest Major Action: 5/26/2010 Referred to House subcommittee, Status: Referred to the
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Subcommittee on Government Management, Organization, and Procurement.

58. [111th] H.R.5360 : HELP Veterans Act of 2010
Sponsor: Rep Herseth Sandlin, Stephanie [SD] (introduced 5/20/2010)  Cosponsors (3)

Committees: House Veterans' Affairs; Senate Veterans' Affairs

House Reports: 110-626
Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Received in the’
Senate and Read twice and referred to the Committee on Veterans' Affairs.

59. [111th] H.R,5381 : Motor Vehicle Safety Act of 2010

Sponsor: Rep Waxman, Henry A, [CA-30] (introduced 5/25/2010) Cosponsors (4)
Committees: House Energy and Commerce

House Reports: 110-536

Latest Major Action: 7/14/2010 Placed on the Union Calendar, Calendar No. 307.

60. [111th] H,ngs_é_ Green Energy Efficient Roofs and Job Creation Act of 2010
Sponsor: Rep Pascrell, Bjll, Jr. [N]-8] (introduced 5/25/2010) Casponsors (9)

Committees: House Ways and Means
Latest Major.Action: 5/25/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

61. [111th] H.R.5409 : Residential Construction Lending Act .
Sponsor: Rep Miller, Brad [NC-13] (introduced 5/26/2010)  Cosponsors (11)
Committees: House Financial Services

Latest Major Action: 5/26/2010 Referred to House committee. Status: Referred to the
House Committee on Financial Services.

62. [111th] H.R.5420 : Incentives for Successful Companies Act of 2010
Sponsor: Rep Perimutter, Ed [CO-7] (introduced 5/26/2010) Casponsors (1)

Commiittees: House Ways and Means
Latest Major Action: 5/26/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

63. [111th] H.R.5452 : Native American Economic Advisory Council Act of 2010
Sponser: Rep Yound, Don [AK] (introduced 5/27/2010) Cospansors (None)
Committees: House Natural Resources

Latest Major Action: 5/27/2010 Referred to House committee. Status: Referred to the
House Committee on Natural Resources.

64. [111th] H.R,5476 : Building Star Energy Efficiency Act of 2010

Sponsor: Rep Welch, Peter [(VT] (introduced 5/28/2010) Cospaonsors (20)
Commfttees: House Energy and Commerce

Latest Major Action: 5/28/2010 Referred to House committee. Status: Referred to the
House Committee on Energy and Commerce.

65. [111th] H.R,5486 : To amend the Internal Revenue Code of 1986 to provide tax
incentives for small business job creation, and for other purposes.
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Sponsor: Rep Levin, Sander M, [MI-12] (introduced 6/9/2010) Cosponsors (None)
Comnittees: House Ways and Means

Latest Major Action: 6/15/2010 Passed/agreed to in House. Status: On passage Passed by
recorded vote: 247 - 170 (Roll no. 363).

Latest Action: 6/17/2010 Pursuant to the provisions of H. Res. 1436, H.R. 5486 is laid on
the table.

66. [111th] H.R.5519 : Gulf Coast Jobs Preservation Act :

Sponsor: Rep Cassidy, Bill [LA-6] (introduced 6/14/2010) Cosponsors. (46)
Committees: House Natural Resources

Latest Major Action: 6/15/2010 Referred to House subcommittee. Status Referred to the
Subcommittee on Energy and Minerel Resaurces.

67. [111th] H.R,5551 : To require the Secretary of the Treasury to make a certification when
making purchases under the Small Business Lending Fund Program.

Sponsor: Rep Kosmas, Suzanne M, [FL-24] (introduced 6/17/2010)  Cosoonsors (1)
Committees: House Financial Services

Latest Major Action: 6/25/2010 Read the second time. Placed on Senate Legislative Calendar
under General Orders. Calendar No. 443.

68. [111th] H.R.5558 : Older Americans' Job Opportunities Blueprint Act of 2010
Sponsor: Rep Giffords, Gabrielle [AZ-8] (introduced 6/17/2010)  Cospgnsors (1)
Committees: House Ways and Means; House Education and Labor

Latest Majar Actlon: 9/13/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Healthy Familles and Communities.

69. [111th] H.R,5622 : Stop Outsourcing ard Create American Jabs Act of 2010
Sponsor: Rep McNerney, Jerry [CA-11] (introduced 6/29/2010) Cosponsors (2)

" Committees: House Ways and Means; House Oversight and Government Reform

Latest Major Action: 6/29/2010 Referred to House committee. Status: Referred to the

" Committee on Ways and Means, and in addition to the Committee an Oversight and

Government Reform, for a period to be subsequently determined by the Speaker, In each case
for consideration of such provisions as fall within the jurisdiction of the committee concerned.

70. [111th] H.R.5631 : Gulf Coast Conservation Corps Act of 2010
Sponsar: Rep Hastings, Alcee L. [FL-23] (introdaced 6/29/2010) Caospansors (10)

Commiittees: House Education and Labor; House Transportation and Infrastructure
Latest Major Action: 10/13/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Workforce Protections.
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71. [111th] H.R,5637 : American Jobs Matter Act of 2010

Sponsor: Rep Murphy, Christopher S, [CT-5] (introduced 6/29/2010)  Cosponsors (11)
Committees: House Oversight and Government Reform; House Armed Services

Latest Major Action: 7/28/2010 House cornmittee/subcommittee actions. Status: Ordered to
be Reported (Amended) by Voice Vote.

72. [111th] H.R.5663 : Robert C. Byrd Miner Safety and Health Act of 2010
Sponsorn: Rep Miller, George [CA-7] (introduced 7/1/2010)  Cosponsors (55)
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Committees: House Education and Labor; House Judiciary
House Reports: 110-579 Part 1
Latest Major Action: 7/29/2010 Placed on the Union Calendar, Calendar No. 334,

73. [111th] H.R.5678 : Universal Access to Methamphetamine Treatment Act of 2010
Sponsor: Rep Carnahan, Russ [MO-3] (introduced 7/1/2010) Cosponsors (10)
Committees: House Energy and Commerce

Latest Major Action: 7/1/2010 Referred to House committee. Status: Referred to the House
Committee on Energy and Commerce.

74. [111th] H,R.5708 : Urban Jobs Act of 2010 .
Sponsor: Rep Towns, Edofphus {NY-10] (introduced 7/1/2010) Cosponsors (None)
Committees: House Education and Labor

Latest Major Action: 10/13/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Higher Education, Lifelong Learning, and Competitiveness.

75. {111th] H.R.5749 : Offshore Warker Whistleblower Protectlon Act
Sponsor: Rep Miller, George [CA-7] (introduced 7/15/2010) Cosponsors (1)

Committees: House Education and Labor; House Natural Resources
Latest Major Action: 10/13/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Warkforce Protections.

76. [111th] H.R.5767 : Innovative Technologies Investment Incentive Act of 2010
Sponsor: Rep Van Hollen, Chris [MD-8] (introduced 7/15/2010) Cosponsors (5)
Committees: House Ways and Means

Latest Major Action: 7/15/2010 Referred to House committee. Status: Referred to the
House Commiittee on Ways and Means.

77. [111th] H.R.5789 : SDHV Energy Efficlency Standards for America Act of 2010
Sponsor: Rep Carnahan, Russ [MO-3] (introduced 7/20/2010) Cosponsors (7)
Committees: House Ways and Means; House Energy and Commerce

Latest Major Action: 7/20/2010 Referred to House committee. Status: Referred to the
Committee on Ways and Means, and in addition to the Committee on Energy and Commerce,
for a period to be subsequently determined by the Speaker, in each case for consideration of

-such provisions as fall within the jurisdiction of the committee concerned.

78. {111th] H.R,5797 : Small Manufacturers Export Initiative Act
Sponsor: Rep Larsen, Rick (WA-2] (introduced 7/20/2010) Cosponsors (6)

Committees: House Foreign Affairs; Haouse Science and Technology
Latest Major Action: 7/23/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee an Technoiogy and Innovation.

79. [111th] H.R.5855 : Johnson Space Center Workforce Stability Act of 2010

Sponsor: Rep Green, Al [TX-9] (introduced 7/26/2010) Cosponsors (3)

Committees: House Education and Labor; House Transportation and Infrastructure; House:
Finanrial Services

Latest Major Action: 10/13/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Higher Education, Lifelong Learning, and Competitiveness.
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80. [111th] H,R.5871 : SEED Act :

Sponsor: Rep Carnahan, Russ [MO-3] (introduced 7/27/2010) Cosponsors (None)
Commiittees: House Transportation and Infrastructure; House Financial Services

Latest Major Action: 7/28/2010 Referred to House subcommittee. Status: Referred ta the
Subcommittee on Economic Development, Public Buildings and Emergency Management,

81. {111th] H.R.5878 : Economic Fair Treatment and Job Creation Act of 2010

Sponsor: Rep Clyburn, James E, [SC-6] (introduced 7/27/2010) Cosponsors (None)
Committees: House Ways and Means; House Education and Labor

Latest Major Action: 10/13/2010 Referred ta House subcommittee. Status: Referred to the
Subcommittee on Workforce Protections.

82. [111th] H,R.5883 : Renewable Energy Jobs and Security Act

Sponsor: Rep Inslee, Jay [WA-1] (introduced 7/27/2010) Casponsors (4)

Committees: House Energy and Commerce; House Science and Technology; House Ways and
Means

Latest Major Action: 7/27/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Energy and Environment.

83. [111th] H,R.,5893 : Investing in American Jobs and Cilosing Tax Loopholes Act of 2010
Sponsor: Rep Levin, Sander M, [MI-12] (introduced 7/28/2010) Cosponsors (20)
Committees: House Ways and Means; House Budget

Latest Major Action: 7/29/2010 House floor actions. Status: The previous question was
ordered pursuant to the rule.

Latest Action: 7/29/2010 POSTPONED PROCEEDINGS - Pursuant to clause 2c of rule 19, the
Chair postponed further proccedings on H.R. 5893 until a time to be announced.

84. [111th] H,R.5897 : Economic Revitalization and Innovation Act of 2010
Sponsor: Rep Oberstar, James L., [MN-8] (introduced 7/28/2010) Cosponsors (14)
Committees: House Transportation and Infrastructure; House Financial Services
House Reports: 110-652 Part 1

Latest Major Action: 9/29/2010 Placed on the Union Calendar, Calendar No. 390.

85. [111¢th] H.R,5901 : Real Estate Jobs and Investment Act of 2010

Spoansor: Rep Crowley, Joseph [NY-7] (introduced 7/28/2010) Cospansors (None)
Committees: House Ways and Means; House Budget

Latest Major Action: Became Public Law No: 11t-366 [GPO: Text, PDF]

86. [111th] H.R.5933 : Post-9/11 Veterans Educational Assistance Improvements Act of
2010

Sponsor: Rep Minnick, Walter [ID~1] (introduced 7/25/2010) Cosponsoars (125)
Committees: House Veterans' Affairs

Latest Major Action: 7/30/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Economic Opportunity.

—o— o

87. [111th] H.R.5940Q : Save U.S. Manufacturing and Jobs Act
Sponsor: Rep Aderholt, Robert B, [AL-4] (introduced 7/29/2010)  Cosponsors (15)
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Committees: House Ways and Means
Latest Major Action: 7/29/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

88. [111th] H.R.5980 : Bring Jobs Back to America: Strategic Manufacturing & Job

_Repatriation Act

Sponsor: Rep Wolf, Frank R. [VA-10] (introduced 7/29/2010) Cosponsors (5)
Committees: House Energy and Commerce; House Judiciary; House Ways and Means; House
Financial Services; House Transportation and Infrastructure; House Science and Technotogy
Latest Major Action: 8/10/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Technology and Innovation.

89. [111th] H.R.5984 : CHEF Act

Sponsor: Rep Richardson, Laura [CA-37] (introduced 7/30/2010) Cosponsors (3)
Committees: House Judiclary

Latest Major Action: 9/20/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Crime, Terrorism, and Homeland Security.

90. [111th] H.R.6025 : Manufacturing Reinvestment Account Act of 2010

Sponsor: Rep Delauro, Rosa L. [CT-3] (introduced 7/30/2010)  Cosponsars (10)
Committees: House Ways and Means

Latest Major Action: 7/30/2010 Referred to House committee. Status: Referred ta the
House Committee on Ways and Means.

91. [111th] H.R,6060 : American Textile Technology Innovation and Research for
Exportation (ATTIRE) Act

Sponsor: Rep Price, David E, [NC-4] (introduced 7/30/2010)  Cosponsors (2)
Committees: House Science and Technology '

Latest Major Action: 8/10/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Technology and Innovation.

92. [111th] H.R.6097 : American Job Builders Tax Reform Act of 2010

Sponsor: Rep Herger, Wally [CA-2] (introduced 8/10/2010)  Cosponsors (2)
Committees: House Ways and Means

Latest Major Action: 8/10/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

93. [111th] H,R.6108 : To strike certain provisions of Public Law 111-226 relating to Texas
and the Education Jobs Fund. .

Sponsor: Rep Burgess, Michael C, [TX-26] (introduced 9/14/2010) Cosponsors (19)
Committees; House Education and Labor

Latest Major Action: 11/18/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Workforce Protections.

94. [111th] HIR.6132 : Veterans Benefits and Economic Welfare Improvement Act of 2010
Sponsor: Rep Finer, Bpb [CA-51] (introduced 9/15/2010) Cosponsars (7)
Committees: House Veterans' Affairs; Senate Veterans' Affairs

House Reports: 110-630
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Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Received in the
Senate and Read twice and referred to the Committee on Veterans' Affairs.

95. [111th] H.R.6141 : Marcellus Shale On-the-Job Training Act of 2010

Sponsor: Rep Sestak, Joe [PA-7] (introduced 9/15/2010) Cosponsors (4)

Committees: House Education and Labor

Latest Major Action: 11/18/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Higher Education, Lifelong Learning, and Competitiveness.

96. [111th] H.R.6165 : Life Sciences Jobs and Investment Act of 2010

Sponsor: Rep Schwartz, Allyson Y, [PA-13] (introduced $/22/2010)  Cosponsars (3)
Committees: House Ways and Means

Latest Major Action: 9/22/2010 Referred to House cemmittee. Status: Referred to the
House Committee on Ways and Means.

97. [111th] H.R.6174 : Linked Learning Pathways Affording College and Career Success Act
Sponsor: Rep Chu, Judy [CA-32] (introduced 9/22/2010) Cosponsors (3)

Committees: House Education and Labor '

Latest Major Action: 11/18/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Early Childhood, Elementary, ahd Secondary Education.

98. [111th] H.R.6191 : To amend the Small Business Jobs Act of 2010 to include certain
construction and land development loans In the definition of small business lending.
Sponsor: Rep Mijller, Brad [NC-13] (introduced 9/23/2010)  Cosponsors (5)
Committees: House Financial Services; Senate Small Business and Entrepreneurship
Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Received in the
Senate and Read twice and referred to the Committee on Small Business and
Entrepreneurship.

99, [111th] H.R.6219 : Small Business Jobs Amendments Act of 2010

Sponsor: Rep Frank, Barney [MA-4] (introduced 9/28/2010) Cosponsors (None)
Committees: House Financial Services

Latest Major Action: 9/28/2010 Referred to House committee. Status: Referred to the
House Committee on Financial Services.

100. [11tth] H.R.6231 : American Jobs Through Exports Act of 2010
Sponsor: Rep Gj Gabrielle [AZ-8] (introduced 9/28/2010) Cospoasoars (1)

Committees: House Foreign Affairs
Latest Major Action: 9/28/2010 Referred to House committee. Status: Referred to the
House Committee on Foreign Affairs.
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101. [111th] H.R.6246 : Rural Energy Communities Development Act of 2010

Sponsor: Rep Pomeroy, Earl [ND] (introduced 9/29/2010) Cosponsors (None)
Committees: House Agriculture; House Financial Services

Latest Major Action: 11/16/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Rural Development, Biotechnology, Specialty Crops, and Foreign Agriculture.

102. [111th] HR.6262 : Jobs Through Procurement Act

Sponsor: Rep Hare, Phil [IL-17] (introduced 9/29/2010)  Cosponsors (6)

Committees: House Oversight and Government Reform; House Armed Services

Latest Major Action: 9/29/2010 Referred to House committee, Status: Referred to the
Committee on Oversight and Government Reform, and in addition to the Committee on Armed
Services, for a period to be subsequently determined by the Speaker, in each case for
consideratiori of such provisions as fall within the jurisdiction of the committee concerned.

103. [111th] H.R.6299 : Jobs Through Envirenmental Safegoarding and Streamlining Act of
2010

Sponsor: Rep Richardson, Laura [CA-37] (introduced 9/29/2010)  Cosponsors (1)
Committees: House Transportation and Infrastructure

Latest Major Action: 9/30/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Highways and Transit.

104. [111th] H.R.6323 : To exempt gain from the sale of certain C corporation stock from
the capital gains rate increase resulting from the sunset of the Jobs and Growth Tax Relief
Recooclliation Act of 2003,

Sponsor: Rep Crowley, Joseph [NY-7] (introduced 9/29/2010) Cosponsoars (None)
Committees: House Ways and Means

Latest Major Action: 9/29/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

105. [111th] H.R.6330 : Preserving American Income on Dividends Act of 2010
Sponsor: Rep Garrett, Scott [NJ-5] (introduced 9/29/2010) Cospaonsars (16)
Committees: House Ways and Means

Latest Major Actlon: 9/29/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.
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106. [111th] H.R.6339 : Veteran Medic Corpsmen Physiclan Assistant Demonstration
Program Act of 2010

Sponmsor: Rep Herseth Sandlin, Stephanle [SD] (introduced 9/29/2010)  Cosponsors (1)
Committees: House Veterans' Affairs

Latest Major Action: 9/29/2010 Referred to House committee. Status: Referred to the
House Committee on Veterans' Affairs.

107. [111th] H,R.6349 : To amend title 10, United States Code, to provide for greater
transparency in the conversion of Department of Defense functions previously performed by
contractors to performance by Department of Defense employees, and for other purposes.
Sponsor: Rep Lamborn, Dpug [CO-5] (introduced 9/29/2010) Cospounsors (None)
Committees: House Armed Services

Latest Major Action: 10/20/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Military Personnel,

108. [111th] H.R.6358 : To amend the Internal Revenue Code of 1986 to provide for a zero
percent capital gains rate for individuals and corporations.

Sponsor: Rep Mack, Connije [FL-14] (introduced 9/29/2010) Cosponsors (None)
Committees: House Ways and Means

Latest Major Action: 9/29/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

109. [111th] H,R.6367 : Restore American Jobs Act of 2010

Sponsor: Rep Moran, Jerry [KS-1] (introduced 9/29/2010) Cosponsors (None)
Committees: House Ways and Means; House Energy and Commerce; House Education and
Labor; House Judiclary; House Administration; House Rules; House Natural Resources; House
Appropriations; House Financial Services; House Transportation and Infrastructure

Latest Major Action: 11/18/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Health, Employment, Labor, and Pensions.

110. [111th] H.R,6395 : To amend the Alaska Natural Gas Pipeline Act with respect to certain
requirements for construction job training program grants.

Sponsor: Rep Young, Don [AK] (introduced 9/29/2010) Cosponsors (None)
Committees: House Transportation and Infrastructure

Latest Major Action: 9/30/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Rallroads, Pipelines, and Hazardous Materials.

111, [11%th] H.R.6415 : Tax Relief Certainty Act :

Sponsor: Rep Pence, Mike [IN-6] (introduced 11/17/2010) Cosponsors (26)
Committees: House Ways and Means

Latest Major Action: 11/17/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means.

112. [111th] H.R.6430 : Post-9/11 Veterans Educational Assistance Improvement Act of
2010

Sponpon: Rep Minnick, Walter [ID-1] (intredaced 11/18/2010) Caoponsorsa (None)
Committees: House Veterans' Affairs

Latest Major Action: 11/18/2010 Referred to House committee. Status: Referred to the
House Committee on Veterans' Affairs.
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113. [111th] H,R.6462 : Healthy Food Financing Initiative

Sponsor: Rep Schwartz, Allyson Y, [PA-13] (introduced 11/30/2010) Cosponsors (6)
Committees: House Agriculture

Latest Major Action: 11/30/2010 Referred to House committee. Status: Referred to the
House Committee on Agriculture.

114.[111th] H.R.6467 : Middle Class Tax Relief Act of 2010

Sponsor: Rep Levin, Sander M, [MI-12] (introduced 12/1/2010) Cosponsors (None)
Committees: House Ways and Means; House Budget

Latest Major Action: 12/1/2010 Referred to House committee. Status: Referred to the
Committer on Ways and Means, and in addition to the Committee on the Budget, for a period
to be subsequently determined by the Speaker, in each case for consideration of such
pravisions as fall within the jurisdiction of the committee concerned.

115. [111th] H.R.6495 : Robert C. Byrd Mine Safety Protection Act of 2010

Sponsor: Rep Miler, Gearge [CA-7] (intraduced 12/3/2010)  Cosponsors (1)
Committees: House Education and Labor

Latest Major Action: 12/8/2010 Falled of passage/not agreed to in House, Status: On
motion to suspend the rules and pass the blll, as amended Failed by the Yeas and Nays: (2/3
required): 214 - 193 (Roll no. 616).

116. [111th] H.R.6514 : Protecting Jobs in Your State Act of 2010

Sponsor: Rep Latta, Robert E, [OH-5] (introduced 12/9/2010) Cosponsors (1)
Committees: House Oversight and Government Reform; House Transportation and
Infrastructure; House Financial Services

Latest Major Action: 12/9/2010 Referred to House committee. Status: Referred to the
Committee on Oversight and Government Reform, and in addition to the Committees on
Transportation and Infrastructure, and Financlal Servicas, for a period to be subsequently
determined by the Speaker, In each case for consideration of such provisions as fall within the
jurisdiction of the committee concerned.

117. [111th] H.R.6522 : End Tax Uncertainty Act of 2010

Sponsor: Rep Bachrnann, Michele [MN-6] (introduced 12/15/2010)  Cosponsors (9)
Committees: House Ways and Means

Latest Major Action: 12/15/2010 Referred to House committee. Status: Referred to the
House Committee on Ways and Means,

118. [111th] H.R.6523 : Ike Skelton National Defense Authorization Act for Fiscal Year 2011
Sponsor: Rep Skeiton, ke [MO-4] (introduced 12/15/2010) Cosponsors (None)
Committees: House Armed Services; House Budget

Latest Major Actlon: Became Public Law No: 11t-383 [GPO: Text, PDF]

Note: See the Committee Print of the House Armed Services Committee for additional details
of the agreed to version of the bill,

119.[111th] KH.R.6538 : Permanent Tax Relief Act of 2010 _
Sponsor: Rep Mack, Connie [FL-14] (introduced 12/16/2010) Cosponsors (None)
Committees: House Ways and Means '

Latest Major Action: 12/16/2010 Referred to House committee. Status: Referred to the
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House Committee on Ways and Means,

120.[111th] H.CON.RES,328 : Expressing the sense of the Congress regarding the
successful and substantial contributions of the amendments to the patent and trademark laws
that were initially enacted in 1980 by Public Law 96-517 (commonly referred to as the "Bayh-
Dole Act") on the occasion of the 30th anniversary of its enactment.

Sponsor: Rep Convers, John, Jr, [MI-14] (introduced 11/15/2010) Cosponsors (16)
Committees: House Judiciary; Senate Judiciary

Latest Major Action: 11/17/2010 Referred to Senate committee. Status: Recelved in the
Senate and referred to the Committee on the Judiciary.

121.[111th] H.RES.1179 : Expressing the sense of the House of Representatives that
biotechnology firms meeting small business standards are critical to the United States, its
people and its economy because they create new medicines, services, and jobs and meet
unmet needs related to populations and patients with infectious and chronic diseases,
including those of medically underserved populations.

Sponsor: Rep Davis, Dapny K, [IL-7] (Introduced 3/12/2010) Cosponsors (1)
Committees: House Energy and Commerce

Latest Major Action: 3/12/2010 Referred to House committee. Status: Referred to the
House Committee on Energy and Commerce.

122, [111th] H,RES.1204 : Providing for consideration of the bill (H.R. 4899) making
emergency supplemental appropriations for disaster relief and summer jobs for the fiscal year
ending September 30, 2010, and for other purposes.

Sponsor: Rep Perimutter, Ed [CO-7] (introduced 3/22/2010) Cosponsars (None)
Committees: House Rules

House Reports: 11-454

Latest Major Action? 3/24/2010 Passed/agreed to in House. Status: On agreeing to the
resolution Agreed to by the Yeas and Nays: 233 - 191 (Roll no. 179).

123. [111th] H.RES,1205 : Providing for consideration of the bill (H.R. 4849) to amend the
Internal Revenué Code of 1986 to provide tax incentives for small business job creation,
extend the Bulld America Bonds program, provide other infrastructure job creation tax
Incentives, and for other purposes.

Sponsor: Rep Cardgza, Dennis A, [CA-18] (introduced 3/22/2010) Cosponsors (None)
Committees: House Rules

House Reports: 11-455

Latest Major Actlon: 3/23/2010 Passed/agreed to In House. Status: On agreeing to the
resolution Agreed to by the Yeas end Nays: 233 - 187 (Roll no. 173).

124. [111th] H.RES.1317 : Expressing the sense of the House of Representatives that the
value-added tax in addition to existing Federal taxes is a massive tax increase that will result
in hardships for United States families and job-creating small business and will stunt economic
recovery,

Sponsor: Rep Lance, Leonard [N)-7] (introduced 4/29/2010)  Cosponsors (22)
Committees: House Ways and Means

Latest Major Action: 4/29/2010 Referred to House committee. Status: Referrdd to the
House Committee on Ways and Means.
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125. [111th] H.RES,1380 : Applauding the State of Arizona for asserting its 10th
amendment rights, protecting Its citizens, and safeguarding its jobs, and calling upon the
Administration to act imniediately to enfarce our Nation's immigration laws.

Sponsor: Rep Barrett, J, Gresham [SC-3] (introduced 5/20/2010) Cosponsors (None)
Committees: House Judiciary

Latest Major Action: 7/26/2010 Referred to House subcommittee, Status: Referred to the
Subcommittee on Immigration, Citizenship, Refugees, Border Security, and International Law.

126. [111th] H.RES.1386 : Amending the Rules of the House of Representatives to prohibit
Members from negotiating for a job involving lobbying activities.

Sponsor: Rep Foster, Bill [IL-14] (introduced 5/24/2010) Cosponsors (1)

Committees: House Rules

Latest Major Action: 5/24/2010 Referred ta House committee. Status: Referred to the
House Committee on Rules.

e —

127. [111th] H.RES.1396 : Expressing the sense of the House of Representatives regarding
the importance of increasing the funding of Job Corps, AmeriCorps, and the Peace Corps.
Sponsor: Rep McDermott, Jim [WA-7] (introduced 5/25/2010) Cosponsors (8)
Committees: House Education and Lebor; House Foreign Affairs

Latest Major Action: 6/29/2010 Referred to House subcommittee. Status: Referred to the
Subcommittee on Healthy Families and Communities.

128. [111th] H.RES.1436_: Providing for consideration of the bill (H.R. 5486) to amend the
Internal Revenue Code of 1986 to provide tax incentives for small business job creation, and
for other purposes; and providing for consideration of the bill (H.R. 5297) to create the Small
Business Lending Fund Program to direct the Secretary of the Treasury to make capital
investments in eligible institutions in order to increase the availability of credit for small
businesses, and for other purposes.

Sponsor: Rep Ringree, Chellle [ME-1] (introduced 6/14/2010) Cosponsors (None).
Committees: House Rulos

House Reports: 11-506

Latest Majar Action: 6/15/2010 Passed/agreed to in House. Status: On agreeing to the
resolution Agreed to by the Yeas and Nays: 228 - 186 (Roll no. 359),

Latest Action: 6/15/2010 Motion to reconsider laid on the table Agreed to without objection.

129. [111th] H.RES.1487 : Waiving a requirement of clause 6(a) of rule XIII with respect to
consideration of centain resolutions reported from the Committee on Rules, and for other
purposes.

Sponsor: Rep McGovern, James P. [MA-3] (introduced 6/29/2010) Cospoansors (None)
Committees: House Rules

House Reports: 11-516

Latest Major Action: 6/30/2010 Passed/agreed to in House. Status: On agreeing to the
resalution Agreed to by recorded vote: 237 - 189 (Roll no. 407).

Latest Action: 6/30/2010 Motion to reconsider laid on the table Agreed ta without objection.

130. [111th] H.RES.1500 : Providing for consideration of the Senate amendments to the bill
(H.R. 4899) making emergency supplemental appropriations for disaster relief and summer
jobs for the fiscal year ending September 30, 2010, and for other purposes.

Sponsor: Rep McGovern, James P, [MA-3] fintroduced 7/1/2010) Cosponsors (None)
Committees: House Rules
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.House Reports: 11-522

Latest Major Action: 7/1/2010 Passed/agreed to in House. Status: On agreeing to the
resolution Agreed to by the Yeas and Nays: 215 - 210 (Roll no. 428).
Latest Action: 7/1/2010 Motion to reconsider {aid on the table Agreed to without objection.

131. [111th] H.RES.1562 : Recognizing the importance of trade to job creation and the
United States economy and calling for the immediate implementation of the United States-
Colombia Trade Promotion Agreement, United States-Panama Free Trade Agreement, and
United States-Korea Free Trade Agreement.

Sponsor: Rep Minnick, Walter [ID-1] (introduced 7/27/2010) Cosponzgars (7)
Committees: House Ways and Means

Latest Major Action1 7/27/2010 Referred to House committee. Status: Referrod to the
House Committee on Ways and Means.,

132, [111th] H.RES.1568 : Providing for consideration of the bill (H.R. 5893) to amend the
Internal Revenue Code of 1986 to create jobs through increased investment in infrastructure,
to eliminate loopholes which encourage companies to move operations offshore, and for other
purposes,

Sponsor: Rep Hestinas, Alcee L. [FL-23] (introduced 7/28/2010) Cosponsors (None)
Comunittees: House Rules :

House Reaports: 11-577

Latest Majar Action: 7/29/2010 Passed/agreed to in House, Status: On agreeing to the
resolution Agreed to by the Yeas and Nays: 233 - 182 (Roll no. 486).

Latest Action: 7/29/2010 Motion to reconsider laid on the table Agreed to without objection.

133. [111th] H.RES.1598 : Expressing support for the designation of the month of October
as National Work and Family Month.

Sponsor: Rep McCarthy, Carglyn [NY-4] (introduced 7/30/2010) Cosponsors (10)
Committees: House Education and Labor

Latest Major Action: 12/2/2010 Passed/agreed to in House. Status: On motion to suspend °
the rules end agree to the resolution Agreed to by recorded vote (2/3 required): 412 - 0 (Roll
no. 599). )
Latest Action: 12/2/2010 Motion to reconsider laid on the table Agreed to without objection.

134. [111th] H.RES. 164D : Providing fer consideration of the Senate amendment to the bill
(H.R. 5297) to create the Small Business Lending Fund Program to direct the Secretary of the
Treasory to make capital investments in eligible institotions in order to intrease the awailsbility
of credit for small businesses, to amend the Internal Revenue Code of 1986 to provide tax
incentives for small business job creation, and for other purposes.

Sponsor: Rep Pingree, Chellle [ME-1] (introduced 9/22/2010) Cospansors (None)
Committees: House Rules

House Reports: 11-621

Latest Major Action: 9/23/2010 Passed/agreed to in House. Status: On agreeing to the
resolution Agreed to by the Yeas and Nays: 226 - 186 (Roll no. 536).

Latest Action: 9/23/2010 Motion to reconsider laid on the tahle Agreed to without objection.

135. [111th] H.RES,1649 : Amending the Rules of the House of Representatives to establish
the Committee on Regulatory Review and American Jobs.

Sponsor: Rep Posgy, Bill [FL-15] (introduced 9/22/2010) Cosponsors (None)
Committees: House Rules
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Latest Major Action: 9/22/2010 Referred to House committee. Status: Referred to the
House Committee on Rules.

136. [111th] H.AMDT.555 to H.R.4061 Amendment requires the President's report to
Congress on the cybersecurity needs of the Federal Government to examine the current
security clearance and job suitability requirements that may serve as a deterrent to hiring an
adequately trained cyberworkforce.

Sponsor: Rep Sanchez, Loretta [CA-47) (introduced 2/3/2010) Cosponsors {None)
Latest Major Action: 2/3/2010 House amendment agreed to. Status: On agreeing to the
Sanchez, Loretta amendment (A011) Agreed to by voice vote.

137. [111th] H.AMDT. 656 to H.R.5136 Amendment ensures that the spouse, children and
parents of a deployed or deploying member of the Armed Forces, who are not covered under
the Family Medical Leave Act, have the abiiity to take at feast two weeks of unpaid leave from
thelr job in order to address issues that arise over the course of a deployment cycle.
Sponsor: Rep Smith, Adam [WA-9] (introduced 5/27/2010) Cospoansors (None)

Latest Major Action: 5/27/2010 House amendment agreed to. Status: On agreeing to the
Smith (WA) amendment (A003) Agreed to by voice vote.

138. [111th] $.2952 : Strengthening Our Economy Through Employment 'and Development
Act
Sponsor: Sen Franken, Al [MN] (introduced 1/26/2010) Cosponsors (None)

Committees: Senate Banking, Housing, and Urban Affairs
Latest Major Action: 1/26/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Banking, Housing, and Urban Affairs.

139. [111th] S,2967 : Boosting Entrepreneurship and New Jobs Act

Sponson: Sen Cardin, Benjamin L, [MD] (introduced 1/28/2010) Cosponsors (None)
Committees: Senate Finance )

Latest Major Action: 1/28/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

140. [111&1] 5.2973 : Small Business Job Creation Tax Act of 2010

Sponsor: Sen Casey, Robert P,, I, [PA] (introduced 2/1/2010) Cosponsors (3)
Committees: Senate Finance

Latest Major Action: 2/1/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

141. [111th] S.2981 : Reevaluate and Redirect the Stimulus Act of 2010

Sponsor: Sen Snowe, Olympia J, [ME] (introduced 2/2/2010)  Cosponsors (1)
Committees: Senate Appropriations

Latest Major Action: 2/2/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Appropriations.

142. [111th] S.3001 : America Recruits Act of 2009

Sponsor: Sen Warner, Mark R. [VA] (introduced 2/4/2010) Cosponsors (None)
Committees: Senate Environment and Public Works

Latest Major Action: 2/4/2010 Referred to Senate committee, Status: Read twice and
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referred to the Committee on Environment and Public Works.

143. [111th] 5.3014 : American Job Creation and Investment Act

Spomsor: Sen Stabenow, Dehbie [MI] (introdueed 2/22/2010)  Cospoosors (5)
Committees: Senate Finance

Latest Major Action: 2/22/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

144. [111th] S.3024 : Job Impact Analysis Act of 2010

Sponsor: Sen Snowe, Olympia ), [ME] (introduced 2/23/2010)  Cosponsors (1)
Committees: Senate Homeland Security and Governmental Affairs

Latest Major Action: 2/23/2010 Referred to Senate committee. Status: Read twice and
referred ta the Committee on Hemeland Security and Governmental Affairs.

145. [111th] $.3029 : StartUp Visa Act of 2010

Sponsor: Sen Kerry, lohn F. [MA] (Introduced 2/24/2010) Cosponsors (2)
Commiittees: Senate Judiciary

Latest Major Action: 2/24/2010 Referred to Senate committee, Status: Read twice and
referret] to the Committee on the Judiciary.

146. [111th].5.3033 : Protecting Employees and Retirees in Business Bankruptcles Act of
2010

Sponsor: Sen Durbin, Richard [IL] (introduced 2/24/2010)  Cosponsors (5)
Committees: Senate Judiciary

Latest Major Actlon: 2/24/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on the Judiciary.

147. [111th] S.3069 : American Renewable Energy Jobs Act

Sponsor: Sen Schumer, Charles, E, [NY] (introduced 3/3/2010)  Cosponsors (5)
Committees: Senate Banking, Housing, and Urban Affairs

Latest Major Action: 3/3/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Banking, Housing, and Urban Affairs.

148. [111th] S.3079 : Building Star Energy Efficiency Act of 2010

Sponsor: Sen Merkley, Jeff [OR] (introduced 3/4/2010) Casponsors (13)
Commiitteas: Senate Energy and Natural Resources ’

Latest Major Action: 3/11/2010 Senate committee/subcommittee actions. Status:
Committee on Energy and Natural Resources. Hearings held.

149. [111th] 5.3084 : Export Promotion Act of 2010

Sponsor: Sen Klobuchar, Amy [MN] (introduced 3/5/2010)  Cosponsors (7)
Committees: Senate Commerce, Science, and Transportation

Senatd Reports: 11-289

Latest Major Action: 9/13/2010 Placed on Senate Legislative Calendar under General Orders.

Calendar No. 560.

150. [111th] S.3103 : Small Business Job Creation Act of 2010
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Sponsor: Sen Snowe, Olympla J. [ME] (introduced 3/10/2010) Cosponsors (None)
Committees: Senate Finance

Latest Major Action: 3/10/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

151. [111th] S.3157 : Create Jobs and Save Benefits Act of 2010

Sponsor: Sen Casey, Robert P, Jr, [PA] (introduced 3/23/2010)  Cosponsors (5)
Committees: Senate Health, Education, Labor, and Pensions

Latest Major Action: 3/23/2010 Referred to Senate committee. Status: Read twice and
referred to the: Committee on Health, Education, Labor, and Pensions.

152. [111th] S.3206 : Keep Our Educators Working Act of 2010

Sponsor: Sen Harkin, Tom [IA] (introduced 4/14/2010) Cosponsors (29)
Committees: Senate Health, Education, Labor, and Pensions )

Latest Major Action: 4/14/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Health, Education, Labor, and Pensions.

153. [111th] S.3224 : Ratliation Exposure Compensation Act Amendments of 2010
Sponsor: Sen Udall, Tom [NM] (introduced 4/19/2010) " Cosponsors (5)
Committees: Senate Judiciary

Latest Major Action: 4/19/2010 Referred to Senate committee. Status: Read twice and
referred to, the Committee on the Judiciary.

154. [111th] 5.3228 : Small Business Innovation to Job Creation Act of 2010
Sponsor: Sen Schumer, Charles E, [NY] (introduced 4/20/2010) Cosponsors (None)
Committees: Senate Small Business and Entrepreneurship

Latest Major Action: 4/20/2010 Referred to Senate committee, Status: Read twice and
referred to the Committee on Small Business and Entrepreneurship.

155.[111th] S.3231 : GREEN Jobs Act of 2010

Spansor: Sen Grassley, Chuck [IA] (introduced-4/20/2010) Cosponsors (12)
Committees: Senate Finance

Latest Major Action: 4/20/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

156.{111th] S.3234 : Veteran Employment Assistance Act of 2010

Sponsor: Sen Murray, Patty [WA] (introduced 4/20/2010) .Cosponsors (20)

. Committees: Senate Veterans' Affairs

Senate Reports: 11-285
Latest Major Action: 9/2/2010 Placed on Senate Legislative Calendar under General Orders.
Calendar No. 556.

157. [111th] S.3272 : Close the Revolving Door Act of 2010

Sponsor: Sen Bennet, Michael F. [CO] (introduced 4/28/2010)  Casponsors (1)
Comniittees: Senate Homeland Security and Governmental Affairs

Latest Mejor Action: 4/28/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Homeland Security and Governmental Affairs.
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158. [111th] S,3305 : Big Oil Bailout Prevention Unlimited Liablility Act of 2010

Sponsor: Sen Menendez, Robert [NJ] (introduced 5/4/2010)  Cosponsors (23)
Committees: Senate Environment and Public Works :

Senate Reports: 11-249

Latest Major Action: 8/5/2010 Placed on Senate Legisiative Calendar under General Orders.
Calendar No. 518.

159. [111th] S.3326 : Job Creation and Affordable Housing Act of 2010

Sponsor: Sen Cantwell, Maria [WA] (introduced 5/6/2010) Cosponsors (10)
Committees: Senate Finance

Latest Major Action: 5/6/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

160. [111th] S.3331 : Native American Economic Advisory Council Act of 2010
Sponsor: Sen Inouye, Daniel K, [HI] (introduced 5/7/2010)  Cosponsors (2)
Committees: Senate Indian Affairs

Latest Major Action: 5/7/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Indian Affairs.

161. [111th] S.3340 : NIST Grants for Energy Efficiency, New Job Opportunities, and
Business Solutions Act of 2010

Sponsor: Sen Udall, Tom [NM] (introduced 5/11/2010) Cosponsors (None)
Committees: Senate Commerce, Science, and Transportation .

Latest Major Action: 5/11/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Commerce, Science, and Transpaortation.

162. [r11th] S.3379 : Pollution and Costs Reduction Act

Sponson: Sen Boxer, Barbara [CA] (introduced 5/17/2010) Cosponsors (None)
Committees: Senate Environment and Public Works

Latest Major Action: 5/17/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Environment and Public Works.

163. [111th] S.3385 ;. American Energy and Western Jobs Act

Sponsot: Sen Bennett, Robert F. [UT] (Introduced 5/19/2010) Casponsaors (3)
Committees: Senate Energy and Natural Respurces

Latest Major Action: 5/19/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Energy and Natural Resources. )

164. [111th] S.3396 : Supply Star Act of 2010

Sponsor: Sen Bingaman, Jeff [NM] (introduced 5/24/2010) Cosponsprs (4)
Committees: Senate Energy and Natural Resources

Senate Reports: 11-319

Latest Major Action: 9/27/2010 Placed on Senate Legislative Calendar under General Orders.
Calendar No. 605.

165. [11tth] S,3447 : Post-9/11 Veterans Educational Assistance Improvements Act of
2010

Sponsor: Sen Akaka, Daniel K, [HI] (introduced 5/27/2010) Cosponsors (35)
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Committees: Senate Veterans' Affairs; House Veterans' Affairs; House Armed Services;
House Budget

Senate Reports: 11-346

Latest Major Action: Became Public Law No: 11t-377 [GPO: Text, PDF]

166. [111th] S.3459 : On-the-Job Training Act of 2010

Sponsor: Sen Shaheen, Jeanne [NH] (introduced 6/7/2010)  Cosponsors (1)
Committees: Senate Health, Education, Labor, and Pensions

Latest Major Action: 6/7/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Health, Education, Labor, and Pensions.

167. [111th] S.3471 : Native American Employment Act of 2010

Sponsor: Sen Dorgan, Byron L, [ND] (Introduced 6/9/2010) Cosponsors (3)
Committees: Senate Indian Affairs

Latest Major Action: 6/9/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Indian Affairs.

168. [111th] S.3500 : Local Jobs for America Act

Sponsor: Sen Brown, Sherrod [OH] (introduced 6/16/2010) Casponsors (3)
Committees: Senate Health, Education, Labor, and Pensions

Latest Major Action: 6/16/2010 Referred to Sepete committee. Status: Read twice and
referred to the Cammittee on Health, Education, Labor, and Pensions.

169. [111th] $.3501 : American Job Protection Act

Sponsor: Sen Hatch, Orrin G, [UT] (Introduced 6/17/2010) Cosponsors (14)
Committees: Senate Finance

Latest Major Action: 6/17/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

170. [111th] S,3513 : Bonus Depreciation Extension to Create Jobs Act

Sponsor: Sen Baucus, Max [MT) (introduced 6/21/2010) Cospopsors (5)
Committees: Senate Finance

Latest Major Action: 6/21/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

171. [11xth] S.3517 : Claims Processing Improvement Act of 2010

Sponsor: Sen Akaka, Danlel K. [HI] (introdueed 6/22/2010) Cosponsors (4)
Commiittees: Senate Veterans' Affairs

Senate Reports: '

Latest Major Actlon: 11/29/2010 Placed on Senate Legislative Calendar under General
Orders. Catandar No. 654.

172. [11%th] S.3528 : Coastal Jobs Creation Act of 2010

Sponsor: Sen Snowe, Olympia J, (ME] (introduced 6/24/2010)  Cosponsors (11)
Committees: Senate Commerce, Science, and Transportation

Latest Major Action: 6/24/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Commerce, Science, ahd Transportation.

it
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173. [111th] S.3529 : AMERICA Works Act

Sponsor: Sen Hagan, Kay [NC) (introduced 6/24/2010) Cosponsors (None)
Committees: Senate Health, Education, Labor, and Pensions )
Latest Major Action: 6/24/2010 Referred to Senate committee, Status: Read twice and
referred to the Commoittee on Health, Education, Labor, and Pensions.

174. [111th] S.3535 : Next Generation Energy Security Act of 2010

Sponsor: Sen Burr, Richard [NC] (introduced 6/24/2010) Casponsors (1)
Committees: Senate Finance '

Latest Major Action: 6/24/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance. :

175. [111th] S.3545 : Gulf of Mexico Economic Recovery and Job Impact Analysis Act of
2010
Sponsor: Sen Landriey, Mary L, [LA] (introduced 6/29/2010) Cosponsors (None)

Committees: Senate Small Business and Entrepreneurship
Latest Major Action: 6/29/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Small Business and Entrepreneurship.

176. [111th] S.3570 : Hydropower Improvement Act of 2010

Sponsor: Sen Murkowski, 1isa [AK] (introduced 7/13/2010) Cospansors (5)
Commiittees: Senate Energy and Natural Resources

Latest Major Action: 7/13/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Energy and Natural Resources.

177. [111th] $.3582 : Miitary Spouse Job Continulty Act of 2010

Sponsor: Sen Casey, Robert P, Jr, [PA] (introduced 7/14/20103  Cosponsors (6)
Committees: Senate Finance

Latest Major Action: 7/14/2010 Referred to Senate committee, Status: Read twice and
referred to the Committee on Finarice.

178. [111th] S5.3605 : America COMPETES Reauthorization Act of 2010
Sponsor: Sen Rockefeller, John D., IV {WV] (introduced 7/15/2010)  Cosponsors (8)
Committees: Senate Commerce, Science, and Transportation
Senate Reports: 11-363
Latest Major Action: 12/10/2010 Placed on Senate Legislative Calendar under General
- Orders. Calendar No, 687, .

179. [111th] $.360Q6 : Agriculture, Rural Development, Food and Drug Administration, and
Related Agencies Appropriations Act, 2011

Sponsor: Sen Kohl, Herb [WI] (introduced 7/15/2010) Cosponsors (None)
Committees: Senate Appropriations

Senate Reports: 11-221

Latest Major Action: 7/15/2010 Placed on Senate Legislative Calendar under General Orders.
Calendar No. 464. )

180. [111th] S.3608 : Fuel Cell Industrial Vehicle Jobs Act of 2010
Sponsor: Sen Schumer, Charles E, [NY] (introduced 7/19/2010)  Cosponsors (1)
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Committees: Senate Finance
Latest Major Action: 7/19/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance,

181. [111th] S.3618 : Enabling the Nuclear Renaissance Act

Sponsor: Voi ch, George V, [OH] (introduced 7/20/2010) Cosponsors (None)
Committees: Senate Finance

Latest Major Action: 7/20/2010 Referred to Senate committee, Status: Read twice and
referred to the Committee on Finance.

182. [111th] S.3644 : Transportation, Housing and Urban Development, and Related
Agencies Appropriations Act, 2011

Sponsor: Sen Murray, Patty [WA] (introduced 7/23/2010) Cosponsors (None)
Committees: Senate Appropriations )

Senate Reports: 11-230

Latest Major Action: 7/23/2010 Placed on Senate Legislative Calendar under General Orders
Calendar No. 482,

183. [111th] S,3662 : National Manufacturing Strategy Act of 2010

Sponsor: Sen Stabenow, Debbie [MI] (introduced 7/28/2010) Cosponsors (None)
Committees: Senate Commerce, Science, and Transportation

Latest Major Action: 7/28/201Q Referred to Senate cormnmittee. Status: Read twice and
referred ta the Committee on Commerce, Science, and Transportation.

184, {111th] S.3663 : Clean Energy Jobs and Oil Company Accountability Act of 2010
Sponsor: Sen Reid, Harry [NV] (introduced 7/28/2010) Cosponsors (None)

Latest Major Action: 7/29/2010 Read the second time. Placed on Senate Legislative Calendar
under General Orders. Calendar No. 493.

185. [111th] S.387S : Small Business Jobs Preservation Act of 2010

Sponsor: Sen Whitehouse, Sheldopn [RI] (introduced 7/29/2010) Cospansors (None)
Committees: Senate Judiciary

Latest Major Actlon: 7/29/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on the Judiciary.

186. [111th] S.3686 : Departments of Labor, Health and Human Services, and Education,
and Related Agencies Appropriatians Act, 2011

Sponsor: Sen Harkin, Tom [IA] (introduced 8/2/2010) Cosponsors (None)-
Committees: Senate Appropriations

Senate Reports: 11-243

Latest Major Action: 8/2/2010 Placed an Senate Legislative Calendar under General Orders.
Calendar No. 504.

187. [111th] S.3688 : Interpational Professional Exchange Act of 2010

Spimsor: Sen Kerry, John E. [MA] (introduced 8/2/2010) Cosponsors (None)
Commiittees: Senate Foreign Reiations

Senate Reports: 11-383

Latest Major Action: 12/22/2010 Placed on Senate Legislative Calendar under General
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188. [111th] 5.3712 : Economic Growth and Jobs Protection Act of 2010
Sponsor: Sen Cornyn, John [TX] (introduced 8/5/2010) Cosponsors (2)

Committees: Senate Finance
Latest Major Action: 8/5/2010 Referred to Senate committee, Status: Read twice and
referred to the Committee on Finance.

189. [111th] S.3720 : Marcellus Shale On-the-Job Training Act of 2010

Sponsor: Sen Casey, Robert P,, Jr, [PA] (introduced 8/5/2010) Cosponsors (None)
Committees: Senate Health, Education, Labor, and Pensions '

Latest Major Action: 8/5/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Health, Education, Labor, and Pensions.

190. [t11th] S,3768 : A bill to eliminate certain provisions relating to Texas and the

Education Jobs Fund. :

Sponsor: Sen Hutchison, Kay Bailey [TX] (introduced 9/13/2010)  Cosponsors (1)
Committees: Senate Health, Education, Labor, and Pensions

Latest Major Action: 9/13/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Health, Education, Labor, and Pensions.

191. [111th] S,3772 : Paycheck Fairness Act . '

Sponsor: Sen Reid, Harry [NV] (introduced 9/13/2010) Cosponsors (33)

Latest Major Action: 11/17/2010 Senate floor actions. Status: Cloture on the motion to
proceed to the bill not invoked in Senate by Yea-Nay Vote. 58 - 41. Record Vote Number:
249.

192. [111th] §.3773 : Tax Hike Prevention Act of 2010

Sponsor: Sen McConnell, Mitch [KY] (introduced 9/13/2010) Cospaonsors (27)
Latest Major Action: 9/14/2010 Read the second time. Placed on Senate Legislative Calendar

under General Orders. Calendar No. 562.

193. [111th] S$,.3785 : Commercial Space Jobs and Investment Act of 2010

Sponsor: Sen Nelson, Bill [FL] (introduced 9/15/2010) Cosponsors (1)
Committees: Senate Finance

Latest Major Action: 9/15/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

194. [111th] S,3787 : Upstate Works Act

Sponsor: Sen Gillbrand, Kirsten E, [NY] (introduced 9/15/2010) Cosponsors (None)
Committees: Senate Finance

. Latest Major Action: 9/15/2010 Referred to Senate committee. Status: Read twice and

referred to the Committee on Finance.

——

195. [111th] S$.3793 : Job Creation and Tax Cuts Act of 2010 -
Sponsor: Sen Baucus, Max [MT] (introduced 9/16/2010) Cosponsors (None)
Latest Major Action: 9/20/2010 Read the second time. Placed on Senate Legislative Calendar
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under General Orders. Calendar No. 572,

196. [111th] S.3816 : Creating American Jobs and Ending Offshoring Act

Sponsor: Sen Durbin, Richard {IL] (introduced 9/21/2010)  Cosponsors (8)

Latest Major Action: 9/28/2010 Senate floor actions. Status: Cloture on the motion to
proceed to the bill not invoked in Senate by Yea-Nay Vote. 53 - 45. Record Vote Number:
242, '

197. [111th] S.3849 : Job Preservation for Parents in Poverty Act

Sponsor: Sen Kerry, John F. [MA] (introduced 9/28/2010) Cosponsors (14)
Committees: Senate Finance

Latest Major Action: 9/28/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

198. [111th] S.3887 : A bill to provide for a continuation and expansion of the Wounded
Warrlor Careers Demonstration program, and for other purposes.

Sponsor: Sen Bepnet, Michael F, [CO] (introduced 9/29/2010) Cosponsors (None)
Committees: Senate Armed Services

Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Armed Services.

199, [111th)] S.3912 : HARVEST Act of 2010

Sponsor: Sen Chambliss, Saxby [GA] (introduced 9/29/2010) Cosponsoars (None)
Committees: Senate Judiciary

Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on the Judiciary.

200. [111th] S.3932 : CIR Act of 2010

Sponsor: Sen Menendez, Robert [NJ] (introduced 9/29/2010) Cosponsors (2)
Committees: Senate Judiciary

Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on the Judiciary.
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201. [111th] S.3937 : Suburban Core Opportunity, Restoration, and Enhancement (SCORE)
Act of 2010

Sponsor: Sen Gilibrand, Kirsten E. [NY] (introduced 9/29/2010) Cosponsors (None)
Committees: Senate Finance

Latest Major Action: 9/29/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

202. [111th] 5.3975 : Tax Rellef Certainty Act

Sponsor: Sen DeMint, Jim [SC] (introduced 11/18/2010) Cosponsors (None)
Latest Major Action: 11/19/2010 Read the second time. Placed on Senate Legislative
Calendar under General Orders. Calendar No. 651.

203. [111th] 5.3986 : A bill to amend the Department of Agriculture Reorganization Act of
1994 te establish in the Depantment of Agriculture a Healthy Food Financing Initiative.

Sponsor: Sen Gillibrand, Kirsten E, [NY] (introduced 11/30/2010)  Cosponsors (9)

Committees: Senate Agriculture, Nutrition, and Forestry
Latest Major Action: 11/30/2010 Referred to Senate committee. Status: Read twice and

referred to the Commrttee an Agriculture, Nutrition, and Forestry.

-204. [111th] $.4009 : Fairness for Texas Schools Act of 2010

Sponsor: Sen Hutchison, Kay Bajley [TX] (introduced 12/4/2010) Qo.spnnm (1)
Committees: Senate Health, Education, Labor, and Pensions

Latest Major Action: 12/4/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Health, Education, Labor, and Pensions.

205. [111th] S5.4018 : Life Sciences Jobs and Investment Act of 2010

Sponsor: Sepn Casey, Robert P., Jr, [PA] (introduced 12/9/2010) Cosponsors (None)
Committees: Senate Finance

Latest Major Action: 12/9/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Finance.

206. [111th] S.4049 : Forest Jobs and Recreation Act of 2010
Sponsor: Sen Tester, Jon [MT] (introduced 12/18/2010) Cosponsors (None)
Committees: Senate Energy and Natural Reseurces
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Latest Major Action: 12/18/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Energy and Natural Resources.

207. [111th] S.4059_: Choice Neighborhoods Initiative Act of 2010

Sponsor: Sen Menendez, Robert [NJ] (introduced 12/22/2010) Cosponsors (None)
Committees: Senate Banking, Housing, and Urban Affairs

Latest Major Action: 12/22/2010 Referred to Senate committee. Status: Read twice and
referred to the Committee on Banking, Housing, and Urban Affairs.

208. [111th] S.CON.RFS.60Q_: An original concurrent resolution setting forth the
congressional budget for the United States Government for fiscal year 2011, revising the
appropriate budgetary levels for fiscal year 2010, and setting forth the appropriate budgetary
levels far fiscal years 2012 through 2015.

Sponsor: Sen Conrad, Kent [ND] (intrnduced 4/26/2010) Cosponsors (None)
Commiittees: Senate Budget

Latest Major Action: 4/26/2010 Placed on Senate Legislative Calendar under General Orders.
Calendar No. 358. )

209. [111th] S.RES.540 : A resolution honoring the entrepreneurial spirit of small
businesses In the United States during "National Small Business Week", beginning May 23,
2010.

Spansor: Sen Landrieu, Mary L, [LA] (introduced 5/26/2010)  Cosponsors (13)
Latest Major Action: 5/26/2010 Passed/agreed to in Senate. Status: Submitted in the
Senate, considered, and agreed to without amendment and with a preamble by Unanimous
Consent,

210. {111th] S.RES,618 : A resolution designating October 2010 as "National Work and
Family Month",

Sponsor: Sen Lincoln, Blanche L, [AR] (introduced 9/14/2010) Cosponsors (8)
Committees: Senate Judiciary

Latest Major Action: 9/27/2010 Passed/agreed to In Senate. Status: Resolution agreed to in
Senate without amendment and with a preamble by Unanimous Consent.

211.[111th] S.AMDT,3365 to H,R.4213 To require the Comptroller General to report to
Congress on the causes of job losses in Naw England and the Midwest over the past 20 years
and to suggest possible remedies.

Sponsor: Sen Whitehouse, Sheldon [RI] (introduced 3/3/2010)  Cospansors (6)
Latest Major Action: 3/9/2010 Senate amendment agreed to. Status: Amendment SA 3365

as modified agreed to in Senate by Unanimous Consent.

212. [111th] S,AMDT.3382 to H,R.4213 To amend the Internal Revenue Code of 1986 to
allow companies to utilize existing aiternative minimum tax credits to create and maintain
American jobs through new domestic investments, and for other purposes.

Sponsor: Sen Stabenow, Debbie [MI] (introduced 3/3/2010)  Cosponsors (8)

Latest Major Action: 3/4/2010 Senate amendment agreed to. Status: Amendment SA 3382
agreed to in Senate by Voice Vote.

213. [111th] S.AMDT,.3639 to H.R,4872 To ensure that no State experiences a net job loss
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as a result of the enactment of the SAFRA Act.

Sponsor: Sen Thune, John [SD] (introduced 3/24/2010) Cosponsors (None)

Latest Major Action: 3/24/2010 Motion to table amendment SA 3639 agread to in Senate by
Yea-Nay Vote. 55 - 43. Recerd Vote Number: 76.

214. [111th] S.AMDT.4179 to H,R,4899 To aliow the Administrator of the Small Business
Administration to create or save jobs by providing interest relief on certain outstanding
disaster loans relating to damage caused by the 2005 Gulf Coast hurricanes or the 2008 Gulf
Coast hurricanes.

Sponsor: Sen Landrieu, Mary L. [LA] (introduced 5/24/2010) Cosponsors (2)
Latest Major Action: 5/27/2010 Proposed amendment SA 4179 withdrawn in Senate.
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