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SUBJECT TO COMPLETION. DATED MAY 2, 2000.
SHARES
[BMSI LO0OGO]
COMMON STOCK

THIS IS AN INITIAL PUBLIC OFFERING OF SHARES OF COMMON STOCK OF BLUE MARTINI SOFTWARE,
INC. ALL OF THE SHARES OF COMMON STOCK ARE BEING SOLD BY BLUE MARTINI.

PRIOR TO THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE COMMON STOCK. BLUE

MARTINI HAS APPLIED FOR QUOTATION OF THE COMMON STOCK ON THE NASDAQ NATIONAL MARKET

UNDER THE SYMBOL "BLUE". IT IS CURRENTLY ESTIMATED THAT THE INITIAL PUBLIC OFFERING
PRICE PER SHARE WILL BE BETWEEN $ AND $

SEE "RISK FACTORS" BEGINNING ON PAGE 7 TO READ ABOUT FACTORS YOU SHOULD CONSIDER BEFORE
BUYING SHARES OF THE COMMON STOCK.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY OTHER REGULATORY BODY HAS
APPROVED OR DISAPPROVED OF THESE SECURITIES OR PASSED UPON THE ACCURACY OR ADEQUACY OF
THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

PER SHARE TOTAL

Initial public offering price........cuvuiuiiiinnnnennnnnnnn $ $
Underwriting disCount. .. ..ouvie ittt ittt it i $ $
Proceeds, before expenses, to Blue Martini.................... $ $

TO THE EXTENT THAT THE UNDERWRITERS SELL MORE THAN SHARES OF COMMON STOCK, THE
UNDERWRITERS HAVE THE OPTION TO PURCHASE UP TO AN ADDITIONAL SHARES FROM BLUE MARTINI
AT THE INITIAL PUBLIC OFFERING PRICE LESS THE UNDERWRITING DISCOUNT.

THE UNDERWRITERS EXPECT TO DELIVER THE SHARES AGAINST PAYMENT IN NEW YORK, NEW YORK ON
, 2000.

GOLDMAN, SACHS & CO.

DAIN RAUSCHER WESSELS THOMAS WEISEL PARTNERS LLC U.S. BANCORP PIPER JAFFRAY PROSPECTUS
DATED , 2000.

THE INSIDE FRONT COVER FEATURES IMAGES OF THE BLUE MARTINI SOLUTION. THESE INCLUDE
SCREEN SHOTS OF WEBSITES DEPLOYED WITH OUR CIS WEBSITE MODULE, IMAGES OF THE SYMBOL
TECHNOLOGY MOBILE WIRELESS DEVICE OPERATING THE BLUE MARTINI PRODUCT AND SCREENSHOTS OF
CUSTOMER SERVICE STATIONS DEPLOYED WITH OUR CALL CENTER MODULE.

Prospectus Summary

You should read this summary together with the entire prospectus, including the more detailed
information in our financial statements and accompanying notes appearing elsewhere in this
prospectus. Unless otherwise indicated, all information contained in this prospectus assumes: (1) no
exercise of the underwriters' over-allotment option, (2) the conversion of each outstanding share of
preferred stock into four shares of common stock and (3) no exercise of outstanding stock options or

warrants.
Blue Martini Software, Inc.

Our Business



We provide e-business software and services that enable companies to build brand equity through
direct customer interaction across Internet-related customer "touch points," such as websites, mobile
wireless devices and on-line trading exchanges and traditional customer touch points, such as stores
and call centers. We believe that our software's integrated analytical and operational capabilities enable
companies to increase revenues by coordinating customer interactions across these touch points. Our
comprehensive, packaged software application is designed to simplify deployment and accelerate our
customers' time to benefit while reducing their total cost of ownership. We have targeted a number of
large, vertical markets where we believe brand is paramount, such as retail, manufacturing, financial
services, telecommunications, media and travel. Our customers range from Global 2000 companies
that have adopted e-business strategies to rapidly growing Internet companies. As of March 31, 2000,

we had licensed our software to 35 customers.

Our Market Opportunity The use and acceptance of the Internet as a medium for interacting with
customers are evolving at rates significantly faster than those experienced by traditional media.
According to estimates by International Data Corporation, business-to-business and business-to-
consumer transactions are expected to grow from an aggregate of $111 billion at the end of 1999 to
$1.3 trillion by the end of 2003. The increasing importance and prevalence of the Internet has further
heightened the importance of brand equity and awareness. A powerful brand can attract and retain

customers, generating higher revenues and increasing customer value.

We believe that companies need to be closer and more responsive to their customers than ever before
and, in order to compete more effectively, must coordinate their on-line branding, marketing and
merchandising efforts with their traditional sales channels. To address this need, we have developed an

integrated suite of enterprise software applications that is designed to offer the following capabilities:

. Product Management. Our software enables companies to richly, accurately and persuasively describe

their products and product hierarchies, establish pricing and create promotions.

. Content Management. Our software enables companies to author, manage, approve and track the

development and use of content, such as text, graphics, audio and video.

. Transaction Execution. Our software enables companies to conduct business on their websites, over
the phone, via wireless devices and through other sales channels, including taking orders and managing

returns.

. Analysis. Our software's analytic capabilities increase companies' ability to accurately identify market
segments, deeply understand customer behavior, readily mine purchase histories and determine

strategies to effectively target customers.

. Personalization. Our software's sophisticated algorithms enable companies to effectively target
customers across multiple touch points with meaningful and relevant products, promotions and

content.

Our Strategy



Our objective is to be the leading provider of enterprise e-business software applications and services
that enable companies worldwide to build brand equity through direct customer interaction across

multiple touch points.
Key elements of our product strategy are to:
. Enable consistent and personalized customer interaction across multiple touch points;

. Provide a comprehensive suite of e-business applications targeted at business line managers; and .
Integrate operational and analytical applications to enable effective customer interaction and ongoing

business improvements.

Key elements of our sales and marketing strategy are to:

. Target large, vertical markets where brand equity is paramount;

. Leverage relationships with systems integrators to focus on license revenues;

. Expand our international presence; and . Address smaller, or mid-market, companies through a

subscription-driven business model.

We were formed in June 1998 as Blue Martini LLC, a Delaware limited liability company, and merged
into Blue Martini Software, Inc., a Delaware corporation, in January 1999. Our principal executive
offices are located at 2600 Campus Drive, San Mateo, California 94403 and our telephone number is
(650) 356-4000. Information contained on our website shall not be deemed to be a part of this
prospectus. "Blue Martini Software" is our registered trademark. This prospectus also includes

trademarks owned by other parties.

The Offering
Common stock offered..........cocouvvucucururunenee. shares Common stock to be outstanding after the offering ..
shares Use of proceeds.......ccceeveivrurereecncrcneuanee For operating activities, including expansion of our sales

and marketing organizations, capital expenditures and other general corporate purposes, including

general and administrative operations and the repayment of indebtedness.

Proposed Nasdaq National Market symbol.............. BLUE The number of shares of common stock to be
outstanding after this offering is based on the number of shares outstanding as of April 15,2000, and
excludes:

. 5,906,400 shares subject to options outstanding as of April 15,2000, at a weighted average exercise
price of $2.32 per share;

. 2,445,000 shares subject to outstanding warrants as of April 17,2000, at a weighted average exercise
price of $4.94 per share;

. 9,950,100 additional shares that are available for future grant under our stock option plans as of April

15,2000; and . 4,000,000 shares that we could issue under our employee stock purchase plan as of
April 15,2000.

Summary Financial Data



June 5, 1998 Three Months
(Inception) to Year Ended Ended March 31,
December 31, December 31, ----—------———-——-
1998 1999 1999 2000
(In thousands, except per share data)

Statements of Operations Data:

Total revenues..........eeeeuun. $ -- $ 11,232 $ 241 $ 10,681
Gross profit...........coii... -— 5,084 128 3,902
Loss from operations............ (1,160) (10,181) (1,393) (11,441)
Net 10SS ..o iiiiiinnnn. (1,145) (9,928) (1,362) (11,381)

Basic and diluted net loss per

common share................... $ (0.05) $ (0.43) $ (0.06) $ (0.45)
Shares used in computing basic

and diluted net loss per common

share. ..ot 22,000 22,964 22,000 25,108

Pro forma basic and diluted net

loss per common share.......... $ (0.24) $ (0.23)
Shares used in computing pro

forma basic and diluted net

loss per common share.......... 41,348 48,452

The following table presents a summary of our balance sheet as of March 31, 2000:
.on an actual basis;

.on a pro forma basis after giving effect to the conversion of our outstanding convertible preferred
stock into 23,297,000 shares of common stock immediately prior to the closing of the offering; and .
on a pro forma as adjusted basis to reflect the sale of shares of common stock at an assumed initial
public offering price of § per share after deducting underwriting discounts and commissions and
estimated offering expenses.

Pro Pro Forma

Actual Forma As Adjusted
(In thousands)

Balance Sheet Data: Cash, cash equivalents and short-term investments........... $13,632 $13,632
Working capital......... 1,023 1,023 Total assets............ 27,788 27,788 Long-term obligations, less current
portion... 602 602 Total stockholders' equity.......c.ceuu.. 6,537 6,537

Risk Factors

An investment in our common stock is risky. You should carefully consider the risks described below,
together with all of the other information included in this prospectus, before deciding whether to
invest in our common stock. The occurrence of any of the following risks could harm our business,
financial condition or results of operations. In such case, the trading price of our common stock could
decline, and you may lose part or all of your investment. The risks and uncertainties described below
are not exhaustive. Additional risks and uncertainties not presently known to us, or that we currently

consider immaterial, may also harm our business.

Risks Related To Our Business Our short operating history makes it difficult to evaluate our business

and prospects.



You must consider our business and prospects given the risks, expenses and challenges we might
encounter because we are at an early stage of development in a new and rapidly evolving market. We
licensed our first product in March 1999, and our sales and service organizations are new and still
growing. As a result, we have not yet experienced one full calendar year of operations since we first
licensed our product. Due to our short operating history, our future financial performance is not

predictable and may disappoint investors and result in a significant decline in our stock price.
We have incurred losses during our operating history and we may not achieve or maintain profitability.

We incurred net losses of $1.1 million for the period from June 5, 1998, our date of inception, through
December 31, 1998, $9.9 million for the year ended December 31, 1999 and $11.4 million for the
quarter ended March 31, 2000. As of March 31, 2000, we had an accumulated deficit of $22.5 million.
We expect to continue to incur losses on both a quarterly and annual basis for the next few years.
Moreover, we expect to continue to incur significant sales and marketing and research and
development expenses. Further, we will incur substantial stock compensation expense in future
periods, which represents non-cash charges incurred due to the issuance of stock options prior to this
offering. Therefore, we will need to significantly increase our revenues to achieve and maintain
profitability. We may not be able to sustain our recent revenue growth rates or be able to generate

sufficient revenues to achieve profitability.

If our product does not successfully function for customers with large numbers of transactions,

customers or product offerings, we may lose sales and suffer decreased revenues.

Our product must be highly scalable to accommodate a large number of transactions, customers and
product offerings. Large scale usage presents significant technical challenges which are difficult or
impossible to predict. To date, our product has been deployed by only a limited number of customers
and, therefore, we cannot assure you that our product is scaleable enough to meet our customers'
demands for large scale usage. If our customers experience difficulty with our product during periods of

high traffic or usage, it could damage our reputation and reduce our revenues.

Because a small number of customers have accounted, and are likely to continue to account, for a
substantial portion of our revenues, our revenues could decline due to the loss or delay of a single

customer order.

A relatively small number of customers account for a significant portion of our total revenues. The loss
or delay of individual orders could have a significant impact on revenues and operating results. Levi
Strauss & Co., Deluxe Corporation and Harley-Davidson, Inc. each accounted for more than ten percent
of our total revenues in 1999 and combined for an aggregate of 48% of our total revenues in 1999.
EighteenGlobal BVI and ibeauty.com, Inc. each accounted for more than ten percent of our total
revenues in the quarter ended March 31, 2000 and combined for an aggregate of 22% of our total
revenues in that period. We expect that revenues from a limited number of new customers will
continue to account for a large percentage of total revenues in future quarters. Our ability to attract
new customers will depend on a variety of factors, including the performance, quality, breadth, depth
and price of our current and future products. Our failure to add new customers that make significant

purchases of our product and services would reduce our future revenues.



We record as deferred revenues payments from customers that do not meet our revenue recognition
policy requirements. Since only a portion of our revenues each quarter is recognized from deferred
revenues, our quarterly results will depend primarily upon entering into new contracts to generate
revenues for that quarter. New contracts may not result in revenues in the quarter in which the contract
was signed and commissions and royalties become payable, and we may not be able to predict
accurately when revenues from these contracts will be recognized.

Substantially all of our revenues to date have been derived from the licensing of our software product
and related services, and if we fail to successfully upgrade or enhance our product and introduce new

products, our revenues would decline.

Substantially all of our revenues to date have been derived from the licensing of our software product
and related services. Our future revenues will depend, in significant part, on our successful
development and license of new and enhanced versions of our product and of other new products. If
we are not able to successfully develop new products or these new products do not achieve market

acceptance, our revenues would be reduced.

Our product has a long and variable sales cycle, which makes it difficult to predict our quarterly results
and may cause our operating results to vary significantly.

The period between initial contact with a prospective customer and the licensing of our product varies,
but is typically five to seven months. The licensing of our product is often an enterprise-wide decision
by our customers that involves a significant commitment of resources by us and the prospective
customer. Customers generally consider a wide range of issues before committing to purchase our
product, including product benefits, cost and time of implementation, ability to operate with existing
and future computer systems and ability to accommodate increased transaction volume and product
reliability. As part of the sales process, we spend a significant amount of resources informing
prospective customers about the use and benefits of our product, which may not result in a sale,
thereby reducing our margins. As a result of this sales cycle, our revenues are unpredictable and could
vary significantly from quarter to quarter causing our operating results to vary significantly from

quarter to quarter.

Our failure to develop and maintain strong relationships with systems integrators would harm our

ability to market our product, which could reduce future revenues and increase our expenses.

A significant portion of our sales are influenced by the recommendation of our product by systems
integrators, consulting firms and other third parties that help deploy our product for our customers.
Losing the support of these third parties may limit our ability to penetrate our existing or potential
markets. These third parties are under no obligation to recommend or support our product and could
recommend or give higher priority to the products and services of other companies or to their own
products. A significant shift by these companies toward favoring competing products could negatively

affect our software license and service revenues.



Some systems integrators also engage in joint marketing and sales efforts with us. If our relationships
with systems integrators fail, we will have to devote substantially more resources to the sales and
marketing of our product. In many cases, these parties have extensive relationships with our existing
and potential customers and influence the decisions of these customers. A number of our competitors
have longer and more established relationships with these systems integrators than we do, and as a
result these systems integrators may be more likely to recommend competitors' products and services

and increase our expenses.

Our failure to develop and maintain strong relationships with systems integrators would harm our

ability to implement our product.

Systems integrators assist our customers with the installation and deployment of our product, in
addition to those of our competitors, and perform custom integration of computer systems and
software. If we are unable to develop and maintain relationships with systems integrators, we would be
required to hire additional personnel to install and maintain our product, which would result in higher

expenses.

If our product does not operate with a wide variety of hardware, software and operating systems used

by our customers, our revenues would be harmed.

We currently serve a customer base that uses a wide variety of constantly changing hardware, software
applications and operating systems. Our product will only gain broad market acceptance if it can
support a wide variety of hardware, software applications and systems. If our product is unable to
support a variety of these products our revenues would be harmed. Our business depends on the

following factors, among others:

. our ability to integrate our product with multiple hardware systems and existing software systems and

to modify our product as new versions of packaged applications are introduced;

. our ability to anticipate and support new standards, especially Internet-based standards; and . our

ability to integrate additional software modules under development with our existing product.

Defects in our product could diminish demand for our product and result in loss of revenues, decreased

market acceptance, injury to our reputation and product liability claims.

Errors may be found from time to time in our existing, new or enhanced products after commencement
of commercial shipments, resulting in loss of revenues or injury to our reputation. Although we
conduct extensive product testing during product development, we have in the past discovered

software errors in our product and, as a result, have experienced delays in the shipment of our product.

Errors in our product may be caused by defects in third-party software incorporated into our product.
If so, we may not be able to fix these defects without the cooperation of these software providers. Since
these defects may not be as significant to our software providers as they are to us, we may not receive
the rapid cooperation that we may require. We may not have the contractual right to access the source

code of third-party software and, even if we access the source code, we may not be able to fix the defect.



Since our customers use our product for critical business applications such as e-commerce, any errors,
defects or other performance problems of our product could result in damage to the businesses of our
customers. These customers could seek significant compensation from us for their losses. Although our
license agreements typically contain provisions designed to limit our exposure to product liability
claims, existing or future laws or unfavorable judicial decisions could negate these limitations. Even if

unsuccessful, a product liability claim brought against us would likely be time consuming and costly.

We depend on technologies licensed to us by third parties, and the loss or inability to maintain these

licenses could prevent or delay sales of our product.

We license technologies from third party software providers that are incorporated into our product. We
anticipate that we will continue to license technologies from third parties in the future. In particular,
we license application server technology from BEA Systems, Inc. and a rules engine from Blaze
Software, Inc. The license agreement with BEA expires in July 2003, and the license agreement with
Blaze expires in March 2004. We may not be able to renew our license agreements for this software on
commercially reasonable terms, if at all. The loss of these technologies or other third-party
technologies could prevent sales of our product and increase our costs until substitute technologies, if
available, are developed or identified, licensed and successfully integrated into our product. Even if
substitute technologies are available, there can be no guarantee that we will be able to license these

technologies on commercially reasonable terms, if at all.

If we fail to introduce new versions and releases of our product in a timely manner, customers may

license competing products and our revenues may decline.

If we are unable to ship or implement enhancements to our product when planned or at all, or fail to
achieve timely market acceptance of these enhancements, we may suffer lost sales and could fail to
increase our revenues. Our future operating results will depend on demand for our product, including

new and enhanced releases that are subsequently introduced.

We may not successfully enter international markets or generate significant revenues abroad, which

could result in slower revenue growth and harm our business.

To date, we have generated limited revenues from sales outside the United States. We intend to
establish offices in the United Kingdom and elsewhere in Europe, Asia and Latin America. If we fail to
sell our product in international markets, we could experience slower revenue growth and our business
could be harmed. We anticipate devoting significant resources and management attention to expanding

international opportunities. Expanding internationally subjects us to a number of risks, including:
. greater difficulty in staffing and managing foreign operations;

. changes in a specific country's or region's political or economic conditions;

. expenses associated with localizing our product for foreign countries;

. differing intellectual property rights;

. protectionist laws and business practices that favor local competitors;



.longer sales cycles and collection periods or seasonal reductions in business activity;

. multiple, conflicting and changing governmental laws and regulations; and . foreign currency

restrictions and exchange rate fluctuations.

Our operating results may fluctuate significantly and an unanticipated decline in our financial

performance may disappoint securities analysts or investors and result in a decline in our stock price.

Our quarterly operating results have fluctuated significantly in the past and will vary significantly in
the future. If our operating results are below the expectations of securities analysts or investors, our
stock price is likely to decline. We believe that period-to-period comparisons of our historical results of

operations are not a good predictor of our future performance.

Our revenues and operating results depend upon the volume and timing of customer orders and the
date of product delivery. Since our operating expenses primarily consist of personnel and facilities
costs which are relatively fixed, a delay in the recognition of revenue from one or more license
transactions could cause significant, unanticipated variations in operating results from quarter to

quarter.

Our growth continues to place a significant strain on our management systems and resources, and if we
fail to manage our growth our ability to market and license our product, sell our services and develop

new products may be harmed.

We must manage our growth effectively in order to successfully license our product, sell our services
and achieve revenue growth and profitability in a rapidly evolving market. Our growth has placed, and
will continue to place, a significant strain on our management systems and resources, and we may not
be able to effectively manage our growth in the future. We continue to increase the scope of our
operations and have added a substantial number of employees. For example, the number of our
employees grew from 23 people at March 31, 1999 to 235 people at March 31, 2000. In particular, our
professional services, technical support and training organizations grew from three people at March
31,1999 to 109 people at March 31, 2000. In addition, we need to obtain additional office space in
Northern California to accommodate our growth. We may not be able to obtain space at commercially
reasonable rates, if at all. For us to effectively manage our growth, we must continue to do the

following:
. improve our operational, financial and management controls;
. improve our reporting systems and procedures;

.install new management and information control systems; and . expand, train and motivate our

workforce.

In particular, we are currently migrating to a new accounting software package designed to allow
greater flexibility in reporting and tracking results. If we fail to install this software in an efficient and
timely manner, or if the new system fails to adequately support our level of operations, then we could
incur substantial additional expenses to remedy these failures.



Risks Related to the Software Industry Competition in our markets is intense and could reduce our

sales and prevent us from achieving profitability.

The market for our product is intensely competitive and subject to rapid technological change. We
expect the intensity of competition to increase in the future. Increased competition is likely to result in
price reductions, reduced gross margins and loss of our market share, any one of which could reduce

our future revenues or earnings. Our current competitors include:

. Point Application Vendors. We compete with providers of stand-alone point solutions such as

BroadVision, Inc., E.piphany, Inc. and Vignette Corporation.

. Component Vendors. We compete with component vendors such as Art Technology Group, Inc., IBM

and Microsoft Corporation.

. Enterprise Resource Planning, Customer Relationship Management and Supply Chain Management
Vendors. We compete with ERP, CRM and SCM Vendors such as Oracle, PeopleSoft, Inc., SAP AG,

Siebel Systems, Inc. and i2 Technologies, Inc.

. Internal IT Departments. Information technology departments of potential customers have developed
or may develop systems that provide for some or all of the functionality of our product. We expect that
internally- developed application integration and process automation efforts will continue to be a

principal source of competition for the foreseeable future. In particular, it can be difficult to license our
product to a potential customer whose internal development group has already made large investments

in, and progress towards completion of, systems that our product is intended to replace.

Many of our competitors have greater resources and broader customer relationships than we do. In
addition, many of these competitors have extensive knowledge of our industry. Current and potential
competitors have established, or may establish, cooperative relationships among themselves or with
third parties to offer a single solution and increase the ability of their products to address customer

needs.

Because competition for qualified personnel is intense, we may not be able to retain or recruit

personnel, which could impact the development and license of our product.

If we are unable to hire or retain qualified personnel, or if newly hired personnel fail to develop the
necessary skills or to reach expected levels of productivity, our ability to develop and market our
product will be weakened. Our success also depends on the continued contributions of our key
management, engineering, sales and marketing and professional services personnel. In particular,
Monte Zweben, our Chairman, President and Chief Executive Officer, would be difficult to replace. We
do not have employment agreements with any of our key personnel except an agreement with John E.

Calonico, Jr., our Vice President, Chief Financial Officer and Secretary.

Our ability to increase our sales will depend on our ability to recruit, train and retain top quality sales
people who are able to target prospective customers' senior management, and who can generate and
service large accounts. There is a shortage of qualified sales personnel in our industry and competition

for them is intense.



Failure of our prospective Internet customers to receive necessary funding could harm our business.

Our targeted customers include rapidly growing Internet companies. Most privately and publicly held
Internet companies require outside cash sources to continue operations. To the extent additional
funding is less available for Internet companies as a result of a stock market decline or other factors,

demand for our product may decline significantly and thereby reduce our revenues.

Increasing government regulation of the Internet, imposition of sales and other taxes on products sold
by our customers over the Internet and privacy concerns relating to the Internet could reduce the

license of our product and harm our business.

Federal, state or foreign agencies may adopt laws or regulations affecting the use of the Internet as a
commercial medium. Although many of these laws or regulations may not apply to our business
directly, we expect that laws and regulations relating to user privacy, pricing, content and quality of

products and services could indirectly affect our business.

Current federal legislation limits the imposition of state and local taxes on Internet-related sales at this
time. Congress may choose not to renew this legislation in 2001, in which case state and local
governments would be free to impose taxes on electronically purchased goods. The imposition of new
sales or other taxes could limit the growth of Internet commerce in general and, as a result, the demand

for our product and services.

Businesses use our software to capture information regarding their customers when those customers
contact them on-line with customer service inquiries. Privacy concerns may cause visitors to withhold
personal data, which would limit the effectiveness of our software product. More importantly, even the
perception of privacy concerns, whether or not valid, may indirectly inhibit market acceptance of our

product.

If we are unable to protect our intellectual property, we may lose a valuable asset or incur costly

litigation to protect our rights.

Our success and ability to compete depend upon our proprietary rights and intellectual property. We
rely on trademark, trade secret and copyright laws to protect our intellectual property. We have no
patents and two patent applications. Despite our efforts to protect our intellectual property, a third
party could copy or obtain the source code to our software or other proprietary information without
authorization, or could develop software competitive to ours. Our means of protecting our proprietary
rights may not be adequate, and our competitors may independently develop similar technology or

duplicate our product.

We may have to litigate to enforce our intellectual property rights, to protect our trade secrets or know-
how or to determine their scope, validity or enforceability. Enforcing our proprietary technology would
be expensive, could cause the diversion of our resources and may not prove successful. If we are unable

to protect our intellectual property, we may lose a valuable asset.



If we become subject to intellectual property infringement claims, these claims could be costly and
time-consuming to defend, divert management attention, cause product delays and harm our revenues

and results of operations.

We expect that software product developers will increasingly be subject to infringement claims as the
number of products and competitors in our industry grows and the functionality of products overlaps.
Any claims, with or without merit, could be costly and time-consuming to defend, divert our
management's attention or cause product delays. We have no patents that we could use defensively
against any company bringing such a claim. If our product was found to infringe a third party's
proprietary rights, we could be required to enter into royalty or licensing agreements to be able to sell
our product. Royalty and licensing agreements, if required, may not be available on terms acceptable to

us, or at all.
If we are unable to meet the rapid changes in technology, our existing product could become obsolete.

The market for our product is marked by rapid technological change, frequent new product
introductions, Internet-related technology enhancements, uncertain product life cycles, changes in
client demands and evolving industry standards. We cannot be certain that we will successfully develop
and market new products, new product enhancements or new products compliant with present or
emerging Internet technology standards. New products based on new technologies or new industry
standards can render existing products obsolete and unmarketable. To succeed, we will need to enhance
our current product and develop new products on a timely basis to keep pace with developments
related to Internet technology and to satisfy the increasingly sophisticated requirements of our clients.
Enterprise application software technology is complex and new products and product enhancements
can require long development and testing periods. Any delays in developing and releasing enhanced or

new products could harm our business.

Risks Related to this Offering Our failure to raise the additional capital necessary to expand our

operations and invest in new products could reduce our ability to compete and result in lower revenues.

We expect that the net proceeds from this offering will be sufficient to meet our working capital and
capital expenditure needs for the next twelve to eighteen months. After that, we may need to raise
additional funds, and we cannot be certain that we will be able to obtain additional financing on
favorable terms, or at all. If we need additional capital and cannot raise it on acceptable terms, we may

not be able to, among other things:

. develop or enhance our product and services;

. acquire technologies, products or businesses;

. expand operations in the United States or internationally;

. hire, train and retain employees; or . respond to competitive pressures or unanticipated capital

requirements.

Our failure to do any of these things could result in lower revenues and could harm our business.



New investors in our common stock will experience immediate and substantial dilution.

The initial public offering price will be substantially higher than the book value per share of our
common stock. Investors purchasing common stock in this offering will, therefore, incur immediate
dilution of $ in net tangible book value per share of common stock, based on the assumed initial public
offering price of $ per share. In addition, the number of shares available for issuance under our stock
option and employee stock purchase plans will automatically increase without stockholder approval.

Investors will incur additional dilution upon the exercise of outstanding stock options.

Our directors and executive officers will retain significant control over Blue Martini after the offering,

which may lead to conflicts with other stockholders over corporate governance.

Following the completion of this offering, our directors, executive officers and holders of 5% or more of
our outstanding common stock will beneficially own approximately % of our outstanding common
stock. Monte Zweben, our Chairman, President and Chief Executive Officer, together with related
entities, will own approximately % of our common stock after this offering. These stockholders, acting
together, and Mr. Zweben, individually, will be able to significantly influence all matters requiring
approval by our stockholders, including the election of directors and significant corporate transactions,
such as mergers or other business combination transactions. This control may delay or prevent a third

party from acquiring or merging with us.

Our stock price may be volatile because our shares have not been publicly traded before and, as a result,

you may lose all or a part of your investment.

The market price of our common stock may fluctuate significantly in response to factors including the

following, most of which are beyond our control:

. variations in our quarterly revenues and operating results;

. changes in overall market conditions;

. changes in market valuations of similar companies; and . departures of key personnel.

Before this offering, you could not buy or sell our common stock publicly. The price of our common

stock that will prevail in the market after this offering may be higher or lower than the price you pay.

Prior to this offering, you could not buy or sell our common stock publicly. The price of the common

stock that will prevail in the market after this offering may be higher or lower than the price you pay.

An active public market for our common stock may not develop or be sustained after the offering. We
negotiated and determined the initial public offering price with the representatives of the underwriters
and this price may not be indicative of prices that will prevail in the trading market. As a result, you

may be unable to sell your shares of common stock at or above the offering price.
We are at risk of securities class action litigation due to our expected stock price volatility.

In the past, securities class action litigation has often been brought against a company following a
decline in the market price of its securities. This risk is especially acute for us because technology

companies have experienced greater than average stock price volatility in recent years and, as a result,



have been subject to, on average, a greater number of securities class action claims than companies in
other industries. We may in the future be the target of similar litigation. Securities litigation could
result in substantial costs and divert management's attention and resources, and could harm our

business.

We have implemented anti-takeover provisions which could discourage or prevent a takeover, even if

an acquisition would be beneficial to our stockholders.

Provisions of our amended and restated certificate of incorporation and bylaws, as well as provisions of
Delaware law, could make it more difficult for a third party to acquire us, even if doing so would be

beneficial to our stockholders. These provisions include:

. establishment of a classified board of directors requiring that not all members of the board may be

elected at one time;

. authorizing the issuance of "blank check" preferred stock that could be issued by our board of

directors to increase the number of outstanding shares and thwart a takeover attempt;

. prohibiting cumulative voting in the election of directors, which would otherwise allow less than a

majority of stockholders to elect director candidates;
.limitations on the ability of stockholders to call special meetings of stockholders;

. prohibiting stockholder action by written consent, thereby requiring all stockholder actions to be
taken at a meeting of our stockholders; and . establishing advance notice requirements for nominations
for election to the board of directors or for proposing matters that can be acted upon by stockholders at

stockholder meetings.

In addition, Section 203 of the Delaware General Corporations Law and the terms of our stock option

plans may discourage, delay or prevent a change in control of Blue Martini.

There may be sales of a substantial amount of our common stock after this offering that could cause

our stock price to fall.

Our current stockholders hold a substantial number of shares, which they will be able to sell in the
public market in the near future. Sales of a substantial number of shares of our common stock within a
short period of time after this offering could cause our stock price to fall. In addition, the sale of these
shares could impair our ability to raise capital through the sale of additional stock. See "Shares Eligible

for Future Sale."

Special Note Regarding Forward-looking Statements

This prospectus contains forward-looking statements. These forward-looking statements are not

historical facts, but rather are based on current expectations, estimates and projections about our
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industry, our beliefs and our assumptions. Words such as "anticipates," "expects,” "intends," "plans,"

"believes," "seeks," "potential,’ "continue,” "may," "will," "should," "could" and "estimates," and variations of

these words and similar expressions, are intended to identify forward-looking statements. These



statements are not guarantees of future performance and are subject to risks, uncertainties and other
factors, some of which are beyond our control and difficult to predict and could cause actual results to
differ materially from those expressed or forecasted in the forward-looking statements. These risks and
uncertainties include those described in "Risk Factors" and elsewhere in this prospectus. Readers are
cautioned not to place undue reliance on these forward-looking statements, which reflect our

management's view only as of the date of this prospectus.

Use of Proceeds

We estimate that our net proceeds from the sale of the shares of
common stock that we are offering will be approximately $ million, at an
assumed initial public offering price of $ per share and after deducting

estimated underwriting discounts and commissions and estimated offering
expenses. If the underwriters' over-allotment option is exercised in full, we
estimated that our net proceeds will be approximately $ million.

We intend to use the net proceeds from this offering for operating activities, including approximately
$20.5 million to expand our sales and marketing organizations, approximately $7.3 million for capital
expenditures and the balance for other general corporate purposes, including general and
administrative operations and the repayment of approximately $650,000 of indebtedness. Our
management will retain broad discretion in the allocation of the net proceeds of this offering. The
amounts we actually spend will depend on a number of factors, including the amount of our future
revenues and other factors described elsewhere in this prospectus. We may also use a portion of the net
proceeds to invest in or acquire additional businesses, products and technologies, or to establish joint
ventures that we believe will complement our current or future business. Pending these uses, we will

invest the net proceeds of this offering in short-term, interest-bearing, investment-grade securities.

Dividend Policy

We have never paid or declared any cash dividends. We currently expect to retain earnings for use in
the operation and expansion of our business, and therefore do not anticipate paying any cash

dividends for the foreseeable future.

Capitalization
The following table sets forth our capitalization as of March 31, 2000:
.on an actual basis;

.on a pro forma basis after giving effect to the conversion of our outstanding convertible preferred
stock into 23,297,000 shares of common stock immediately prior to the closing of the offering; and .
on a pro forma as adjusted basis to reflect the sale of shares of common stock at an assumed initial
public offering price of § per share after deducting underwriting discounts and commissions and

estimated offering expenses.



Pro Forma Actual Pro Forma As Adjusted (In thousands, except per share amounts) Long-term
obligations, less current portion.... $ 602 $ 602 § 602 Stockholders' equity: Convertible preferred
stock, $0.001 par value; actual--7,200 shares authorized; 5,824 shares issued and outstanding;
aggregate liquidation preference of $18,712; pro forma--5,000 shares authorized; no shares issued and
oUtStanding......eeeeveveveucueccccnnae 6 -- -- Common stock, $0.001 par value; actual--46,000 shares
authorized; 35,361 shares issued and outstanding; pro forma--500,000 shares authorized; 58,657

shares issued and outstanding; pro forma as adjusted--500,000 shares authorized shares issued and

OULSTANAING..cevveverrvrrererenemcceeanae 35 59 Additional paid-in-capital.......ccccceuuue... 67,086 67,068 Deferred
stock compensation..........ec.... (38,136) (38,136) (38,136) Accumulated deficit.....ceeerverveeennne. (22,454)
(22,454) (22,454) Total stockholders' equity.......cccoeurueee $ 6,537 6,537 Total capitalization........ceeeeeurerrenee

$ 7,139 § 7,139 § The number of shares outstanding excludes:

. 5,906,400 shares subject to options outstanding as of April 15, 2000, at a weighted average exercise
price of $2.32 per share;

. 2,445,000 shares subject to outstanding warrants as of April 17, 2000 at a weighted average exercise
price of $4.94 per share;

. 9,950,100 additional shares that are available for future grant under our stock option plans as of April
15, 2000; and . 4,000,000 shares that we could issue under our employee stock purchase plan as of
April 15,2000.

Dilution

Our pro forma net tangible book value as of March 31, 2000 was approximately $6.5 million, or
approximately $0.11 per share. Net tangible book value per share represents the amount of our total
tangible assets less total liabilities divided by the number of shares of common stock outstanding after
giving effect to the conversion of all outstanding shares of preferred stock into shares of common stock

upon completion of this offering.

Dilution in net tangible book value per share represents the difference between the amount per share
paid by new investors purchasing shares of common stock in this offering and the net tangible book
value per share immediately after completion of this offering. Our net tangible book value as of March
31, 2000 would have been approximately § million or $ per share, after giving effect to the sale of
shares of our common stock in this offering at an assumed initial public offering price of $ per share
and after deducting estimated underwriting discounts and commissions and estimated offering
expenses. This amount represents an immediate increase in net tangible book value of § per share to
existing stockholders and an immediate dilution in net tangible book value of § per share to new

investors purchasing shares of common stock in this offering, as illustrated in the following table:

Assumed initial public offering price per share.................. $ Pro forma net tangible book value per share
as of March 371, 2000........ccceereeenerrereceerenerererseneneeeneenes $0.11 Increase per share attributable to new
INVeStOrS....ovuueuenes Pro forma net tangible book value per share after this offering.. Dilution per share to

NEW INVESTOIS..uieuriieererrurarenenes $ The following table summarizes, on the pro forma basis described



above, as of March 31, 2000, the differences between the number of shares of common stock
purchased from us, the total consideration paid and the average price per share paid by existing
stockholders and by new investors purchasing shares in this offering. We have assumed an initial public
offering price of $ per share, before deducting estimated underwriting discounts and commissions and
estimated offering expenses.
Shares Total
Purchased Consideration Average

———————————————————————————— Price
Number Percent Amount Percent Per Share

Existing stockholders................ New Investors.......coeereueuenes Total....oovveniiririinnee,

As of April 17, 2000, there were outstanding options to purchase a total of 5,906,400 shares of
common stock at a weighted average exercise price of $2.32 per share. As of April 17, 2000, there were
outstanding warrants to purchase a total of 2,445,000 shares of series C preferred stock at a weighted
average exercise price of $4.94 per share. To the extent these outstanding options or warrants are

exercised, there will be further dilution to new investors.

Selected Financial Data

This section presents historical financial data of Blue Martini. You should carefully read the financial
statements included in this prospectus, including the notes to the financial statements. The selected

data in this section is not intended to replace the financial statements.

We derived the statement of operations data for the period from June 5, 1998 (Inception) to December
31, 1998 and the year ended December 31, 1999 and balance sheet data as of December 31, 1998 and
1999 from the audited financial statements included in this prospectus. KPMG LLP, our independent
auditors, audited these financial statements. We derived the statement of operations data for the three
months ended March 31, 1999 and 2000 and balance sheet data as of March 31, 2000 from the
unaudited financial statements included in this prospectus. In the opinion of management, the
unaudited financial statements have been prepared on the same basis as the audited financial
statements and contain all adjustments, consisting only of normal recurring adjustments, necessary for
a fair presentation of our results of operations for these periods and financial condition at that date.
The historical results presented below are not necessarily indicative of future results. The pro forma
information in the following table gives effect to the automatic conversion of all outstanding shares of
our preferred stock into common stock upon the closing of this offering.

June 5, 1998 Three Months

(Inception) to Year Ended Ended March 31,
December 31, December 31, --------------———-

1998 1999 1999 2000
(In thousands, except per share data)

Statement of Operations Data:

Revenues:
LiCENSE . s ittt $ -- $ 7,205 $ 25 $ 6,070
Service....oiiiiiiiiiiiieann -- 4,027 216 4,611

Total revenues............... -- 11,232 241 10,681



Cost of revenues:

LiCeNSE. v ittt - 719 3 561
Service. ...ttt -- 5,429 110 6,218
Total cost of revenues....... - 6,148 113 6,779
Gross profit................. -- 5,084 128 3,902
Operating expenses:
Sales and marketing........... 407 7,177 366 8,473
Research and development...... 504 6,870 947 4,361
General and administrative.... 249 1,218 208 2,509
Total operating expenses..... 1,160 15,265 1,521 15,343
Loss from operations......... (1,160) (10,181) (1,393) (11,441)
Interest and other, net........ 15 253 31 60
Net 10SS.. v $ (1,145) $ (9,928) $ (1,362) $(11,381)
Basic and diluted net loss per
common share.............c..... $ (0.05) $ (0.43) $ (0.06) $ (0.45)

Shares used in computing basic
and diluted net loss per

common share............couuun. 22,000 22,964 22,000 25,108
Pro forma basic and diluted net
loss per common share......... $ (0.24) $ (0.23)

Shares used in computing pro
forma basic and diluted net

loss per common share......... 41,348 48,452
December 31, ------------ March 31, 1998 1999 2000 (in thousands)

Balance Sheet Data:

Cash, cash equivalents and short-term investments....... $261 $12,924 $13,632
Working capital . ...ttt i e et e e 53 7,708 1,023
Total @SSeLs v iiiiii ittt it it e e e e e e 742 20,360 27,788
Long-term obligations, less current portion............. 39 544 602
Total stockholders' equity.......oviiiiiiiiinnnnnnnnnnn. 317 10,295 6,537

Management's Discussion and Analysts of Financial Condition
and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be
read in conjunction with "Selected Financial Data" and our financial statements and related notes
appearing elsewhere in this prospectus. This discussion and analysis contains forward-looking
statements that involve risks, uncertainties and assumptions. The actual results may differ materially
from those anticipated in these forward-looking statements as a result of certain factors, including, but

not limited to, those set forth under "Risk Factors" and elsewhere in this prospectus.
Overview

Blue Martini LLC, a Delaware limited liability company, was founded on June 5, 1998. On January 12,
1999, Blue Martini LL.C merged into Blue Martini Software, Inc., a Delaware corporation, with Blue

Martini Software, Inc. being the surviving entity.

We provide e-business software and services that enable companies to build brand equity through
direct customer interaction across customer Internet- related touch points, such as websites, mobile
wireless devices and on-line trading exchanges and traditional customer touch points, such as stores

and call centers. In March 1999, we released the first commercial version of our product. Following the



initial release of our product, we accelerated the development of our professional services, technical
support, training, sales and marketing organizations. We have incurred significant losses since

inception, and as of March 31, 2000, we had an accumulated deficit of $22.5 million.

Our revenues are derived from the licensing of our software product and the sale of related services.
The license agreement for our software product typically provides for an initial fee to use the software
in perpetuity. License revenues are recognized when persuasive evidence of an agreement exists,
delivery of the product has occurred, the fee is fixed or determinable and collectibility is probable,
assuming no significant future obligations or customer acceptance rights exist. If an acceptance period
is contractually provided, revenues are recognized upon the earlier of customer acceptance or the
expiration of that period. In instances where delivery is electronic and all other criteria for revenue
recognition have been achieved, the product is considered to have been delivered when the customer
either takes possession by downloading the software or the access code to download the software from
the Internet has been provided to the customer. Payments received in advance of revenue recognition

are recorded as deferred revenues.

Services revenues are principally derived from professional services, technical support and training.
Customers who license our product typically purchase maintenance contracts. Our maintenance
agreements entitle customers to receive software updates, maintenance releases and technical support.
Maintenance is typically paid in advance and the related revenues are deferred and recognized ratably
over the term of the maintenance contract, which is typically one year. A majority of our customers use
systems integrators to implement our product. Customers typically purchase additional professional
services and training from us to support their implementations. Professional services and training are
typically sold on a time-and-materials basis and revenues from these services are recognized when the

services are performed and collectibility is deemed probable.

We market our software product through a direct sales force. We also engage in alliances with systems
integrators and technology vendors to assist us in marketing and selling our software product and
related services. While our revenues to date have been derived principally from customers in the
United States, 19% of our revenues for the quarter ended March 31, 2000, were from customers
outside the United States. We believe international revenues will represent a more significant portion
of our total revenues in the future. Although we have a limited operating history, we believe that our
quarterly operating results may experience seasonal fluctuations. For instance, quarterly results may

fluctuate based on our customers' fiscal year, budgeting cycles and slow summer purchasing patterns.

We have derived a significant portion of our license revenues in each quarter from a small number of
relatively large orders. In 1999, revenues from each of Levi Strauss & Co., Deluxe Corporation and
Harley-Davidson, Inc. represented more than 10% of our total revenues and combined for an aggregate
of 48% of our total revenues in 1999. EighteenGlobal BVI and ibeauty.com each accounted for more
than 10% of our total revenues in the quarter ended March 31, 2000, and combined for an aggregate of
22% of our total revenues in that period. While we do not anticipate that any one customer will
represent more than 10% of total revenues in 2000, we do expect that a limited number of customers

will continue to account for a substantial portion of our license revenues in a given quarter. As a result,



if we lose a major customer or if an anticipated license contract is delayed or cancelled, our revenues
and operating results in a particular quarterly period would be adversely affected. In addition,
customers that have accounted for significant revenues in the past may not generate revenues in any
future period. If we fail to obtain a significant number of new customers or additional orders from

existing customers, our business and operating results could be harmed.

We believe our success requires expanding our customer base, continuing to enhance our software
product and growing our professional services, technical support and training organizations. We expect
that our operating expenses will increase as we invest to expand our sales and marketing operations
worldwide, fund greater levels of research and development, grow our global professional services,
technical support and training organizations and expand our related infrastructure. As a result of
anticipated increases in our operating expenses, we expect to continue to incur net losses both on a
quarterly and annual basis for the next few years. Our operating expenses are based in part on our
expectations of future revenues and are relatively fixed in the short term. As such, a delay in the
recognition of revenues from one or more license contracts could cause variations in our operating
results from quarter to quarter and could result in net losses in a given quarter being greater than

expected.

Results of Operations The following table presents selected financial data for the periods indicated as a

percentage of total revenues:

Three
Months Ended
Year Ended March 31,
December 31, ---------------

1999 1999 2000
Revenues:
[ oYY o 1Y =P 64% 10% 57%
Y oV o PP 36 90 43
Total revenUEeS. ....vvtttreennennnnennnnnnnnnn 100 100 100
Cost of revenues:
[ oYY o 1Y =P 6 1 5
Y oV o PP 48 46 58
Total cost of revenues..........cvvviinnnn... 54 47 63
Gross profit. ... ..ottt e 46 53 37
Operating expenses:
Sales and marketing.........ciiiiiiiiiiiiiinnn. 64 152 79
Research and development...........ccviuuunn... 61 393 41
General and administrative..................... 11 86 24
Total operating expenses..........c.oeeeeeennnn 136 631 144
Loss from operations..........ceviiueennnnenn. (90) (578) (107)
Interest and other, net........cciiiiiiinnnnn. 2 13 1
1 1 Y- - (88)% (565)%  (106)%
Revenues

License. Our software product was commercially released in March 1999, and we recognized no license
revenues before that date. License revenues increased from $25,000 for the three months ended March
31,1999 to $6.1 million for the three months ended March 31, 2000 due to an increase in software

licenses to new customers. License revenues were $7.2 million in 1999.



Service. Service revenues increased from $216,000 for the three months ended March 31, 1999 to
$4.6 million for the three months ended March 31, 2000. This increase was due to an increase in the
number of customer deployments and customers under maintenance agreements, as well as an increase
in training revenues. Service revenues were $4.0 million in 1999, reflecting revenues from our
professional services, technical support and training organizations established during the year and
maintenance revenues associated with new product licenses. We expect that our service revenues will
increase as a percentage of total revenues as we build our professional services staff in the near term,
and then decrease as a percentage of total revenues over the long term as we increase the number of

business alliances with systems integrators and other professional services organizations.
Cost of Revenues

License. Cost of license revenues consists of royalties payable to third parties for software that is either
embedded in or bundled with our product. Cost of license revenues increased from $3,000 for the
three months ended March 31, 1999 to $561,000 for the three months ended March 31, 2000. These
amounts represented 12% and 9% of license revenues for these periods. The increase in cost of license
revenues in absolute dollars was principally the result of growth in license revenues resulting in
increased royalties payable to third parties. In 1999, cost of license revenues was $719,000 and
represented 10% of license revenues for the period. We expect cost of license revenues will increase in
absolute dollars in the future due to higher royalties payable to third parties as a result of anticipated
growth in license revenues. To the extent license revenues increase, we expect cost of license revenues
to decline as a percentage of total revenues as a result of royalty agreements with declining royalty

rates.

Service. Cost of service revenues consists primarily of salaries and other personnel-related expenses, as
well as depreciation on equipment used to provide professional services, technical support and
training. Cost of service revenues increased from $110,000 for the three months ended March 31,
1999 to $6.2 million for the three months ended March 31, 2000. These amounts represented 51% and
135% of service revenues for these periods. The increase in absolute dollars resulted from the
expansion of our professional services, technical support and training organizations to support the
growth in new licenses and a $1.1 million increase in stock compensation. For 1999, cost of service
revenues was $5.4 million and represented 135% of related service revenues reflecting the significant
costs incurred in establishing our professional services, technical support and training organizations.
We expect cost of service revenues to increase in absolute dollars in the future as we continue to
expand our professional services, technical support and training organizations to meet anticipated
growth. While cost of services, when expressed as a percentage of related service revenues, may
fluctuate in the near term as additional personnel are hired, we expect this percentage to decrease over

time due to higher productivity of our professional services organizations and economics of scale.
Operating Expenses

Sales and Marketing. Sales and marketing expenses consist primarily of costs of our direct sales and
marketing personnel as well as costs of marketing programs including trade shows, advertisements,

promotional activities and media events. Sales and marketing expenses increased from $366,000 for



the three months ended March 31, 1999 to $8.5 million for the three months ended March 31, 2000.
Of this increase, $4.3 million was attributable to an increase in sales and marketing personnel expenses
and commissions to sales personnel associated with higher revenues, and $1.6 million was due to
increased spending for marketing programs. In addition, amortization of stock compensation
accounted for $1.3 million of the increase. For 1999, sales and marketing expenses were $7.2 million as
compared with $407,000 for the period from inception to December 31, 1998. The increase in sales
and marketing expenses resulted from a full year of operations in 1999, hiring and training of
additional sales and marketing personnel, increased spending on advertising and marketing campaigns
and amortization of deferred stock compensation. We believe sales and marketing expenses will
continue to increase in absolute dollars in the future due to the planned growth of our sales force, the
establishment of additional sales offices in both domestic and foreign locations and increases in

marketing programs.

In April 2000, we entered into a non-exclusive marketing and business development agreement with a
systems integrator to promote and market our product in Europe, the Middle East and Africa. As part
of this arrangement, we issued a warrant to purchase 2,400,000 shares of our series C convertible
preferred stock at an exercise price of $5 per share on an as-converted basis. The warrant is exercisable
at the end of eight years and can be exercised sooner upon the achievement of performance thresholds
during the first four years of the agreement. The fair value of this warrant, which is expected to be
between $12 to $15 million, will be capitalized and amortized over the service period and included as a

non-cash component of marketing and sales expense in our statement of operations.

Research and Development. Research and development expenses consist primarily of salaries and
related expenses for engineering personnel, costs of contractors and depreciation of equipment used in
the development of our software product. To date, we have expensed all internal software development

costs as incurred.

Research and development expenses increased from $947,000 for the three months ended March 31,
1999 to $4.4 million for the three months ended March 31, 2000. The growth in expenses was
primarily due to the increase in the number of engineering personnel to support the development and
enhancement of our product and a $2.1 million increase in stock compensation. Research and
development expenses increased from $504,000 for the period from inception to December 31, 1998
to $6.9 million for 1999. Research and development expenses increased over the prior period due to a
full year of operations in 1999, an increase in the number of engineering personnel and amortization
of deferred stock compensation. We expect research and development expenses to increase

significantly in absolute dollars in future periods.

General and Administrative. General and administrative expenses include costs associated with our
finance, human resources, legal and other administrative functions and consist principally of salaries
and related expenses, professional fees and equipment depreciation. General and administrative
expenses increased from $208,000 for the three months ended March 31, 1999 to $2.5 million for the
three months ended March 31, 2000. Of this increase, $501,000 was attributable to increased

professional fees, $384,000 was attributable to an increase in personnel-related costs and $1.0 million



was attributable to an increase in stock compensation. General and administrative expenses increased
from $249,000 for the period from inception to December 31, 1998 to $1.2 million for 1999, reflecting
an increase in administrative personnel, increased professional fees and amortization of deferred stock
compensation. We believe general and administrative expenses will continue to increase in absolute
dollars in future periods as we hire additional staff, invest in infrastructure projects to support our
continued growth and incur expenses associated with operating as a public company.

Stock Compensation. Deferred stock compensation represents the difference between the exercise
price of stock option grants to employees and the deemed fair value of our common stock at the time
of those grants. We recorded deferred stock compensation of $516,000 for the period from inception
to December 31, 1998, $9.8 million for 1999 and $34.3 million for the three months ended March 31,
2000. Amounts related to employee stock options are being amortized to operations over the vesting
periods of the individual stock options using a graded vesting method. Such amortization amounted to
$91,000 for the period from inception to December 31, 1998, $2.2 million in 1999 and $4.2 million
for the three months ended March 31, 2000.

During the year ended December 31, 1999 and the three months ended March 31, 2000, we granted
immediately vested and exercisable stock options to non- employees. In connection with these grants,
we recorded non-cash compensation expense of $47,000 in 1999 and $1.4 million for the three
months ended March 31, 2000 which reflects the fair value of these options based on the Black-

Scholes option pricing model.

The amortization of deferred stock compensation, combined with the expense associated with stock
options granted to non-employees, relates to the following items in the accompanying statement of

operations (in thousands):

June 5, 1998 Three Months
(Inception) to Year Ended Ended
December 31, December 31, March 31,
1998 1999 2000
Cost of revenues.......covvvunn.. $ -- $ 385 $1,084
Sales and marketing.............. 14 839 1,285
Research and development......... 33 882 2,126
General and administrative....... 44 146 1,080
$ 91 $2,252 $5,575

Amortization of deferred stock compensation is estimated to total $22.7 million for 2000, $12.3
million for 2001, $5.5 million for 2002 and $1.7 million for 2003. Amortization of deferred stock
compensation will be reduced in future periods to the extent options are terminated prior to full

vesting.

Interest and Other, Net Interest and other, net consists of interest income from cash, cash equivalents
and available-for-sale short-term investments, partially offset by interest expense associated with
capital leases and bank borrowings. Interest and other, net increased from $31,000 for the three
months ended March 31, 1999 to $60,000 for the three months ended March 31, 2000 due primarily

to higher average balances of cash, cash equivalents and short-term investments. Interest and other, net



increased from $15,000 for the period from inception to December 31, 1998 to $253,000 in 1999 due
to a full year of operations and an increase in average cash, cash equivalents and short-term investment

balances.
Income Taxes

From inception to December 31, 1999, we incurred net losses for federal and state tax purposes and
have not recognized any tax provision or benefit. As of December 31, 1999, we had approximately $4.3
million of federal and $2.2 million state net operating loss carryforwards to offset future taxable
income. The federal and state tax net operating loss carryforwards are available to reduce future
taxable income and expire at various dates through 2019 and 2004, respectively. Because of our limited
operating history, our losses incurred to date and the difficulty in accurately forecasting our future
results, management does not believe that the realization of the related deferred income tax asset
meets the criteria required by generally accepted accounting principles. Therefore, we have recorded a
100% valuation allowance against the deferred income tax asset. See Note 10 of the notes to our
financial statements. Significant future changes in our share ownership, as defined in the Tax Reform

Act of 1986 and similar state provisions, may restrict the utilization of these carryforwards.

Quarterly Results of Operations The following tables set forth statement of operations data for our
most recent five quarters. This information has been derived from our unaudited financial statements
that, in the opinion of our management, include all adjustments, consisting only of normal recurring
adjustments, necessary for a fair presentation of this information. You should read this statement of
operations data in conjunction with our audited financial statements and related notes appearing
elsewhere in this prospectus. We have experienced and expect to continue to experience fluctuations in
operating results from quarter to quarter. We incurred net losses in each quarter since inception and
expect to continue to incur losses in the foreseeable future. You should not draw any conclusions about
our future results from the results of our operations for any quarter, as quarterly results are not

indicative of the results for a full fiscal year or any other period.

Three Months Ended

June
Mar. 31, 30, Sept. 30, Dec. 31, Mar. 31,
1999 1999 1999 1999 2000

(In thousands)

Statement of Operations

Data:
Revenues:
License......ccvvuun... $ 25 $ 1,066 $ 1,934 $ 4,180 $ 6,070
Service............... 216 410 1,661 1,740 4,611
Total revenues...... 241 1,476 3,595 5,920 10,681
Cost of revenues:
License......ccvvuun... 3 214 170 332 561
Service............... 110 346 1,808 3,165 6,218
Total cost of
TEeVEeNUEeS. ....ovvun.. 113 560 1,978 3,497 6,779
Gross profit........ 128 916 1,617 2,423 3,902
Operating expenses:
Sales and marketing... 366 786 2,000 4,025 8,473
Research and
development.......... 947 1,540 1,887 2,496 4,361

General and



administrative....... 208 275 284 451 2,509
Total operating

EXPENSES. . .vvvwen.. 1,521 2,601 4,171 6,972 15,343
Loss from
operations......... (1,393) (1,685) (2,554) (4,549) (11,441)
Interest and other,
net....covviiinnnnnnnn. 31 13 97 112 60
Net loss............ $(1,362) $(1,672) $(2,457) $(4,437) $(11,381)
As a Percentage of Total
Revenues:
Revenues:
License............... 10 % 72 % 54 % 71 % 57 %
Service..........ou... 90 28 46 29 43
Total revenues...... 100 100 100 100 100
Cost of revenues:
License............... 1 15 5 6 5
Service..........ou... 46 23 50 53 58
Total cost of
TEeVENUEeS....cuvuuu.. 47 38 55 59 63
Gross profit........ 53 62 45 41 37
Operating expenses:
Sales and marketing... 152 53 56 68 79
Research and
development.......... 393 104 52 42 41
General and
administrative....... 86 19 8 8 24
Total operating
EeXPENSES. . vt rnn.. 631 176 116 118 144
Loss from
operations......... (578) (114) (71) (77) (107)
Interest and other,
net.......ooiiiiiie, 13 1 3 2 1
Net loss............ (565)% (113)% (68)% (75)% (106)%

Our revenues and operating results are likely to vary significantly from quarter to quarter. A number of

factors are likely to cause these variations, including:

. demand for our product and services;

. the timing of sales of our product and services;

. the timing of customer orders, customer budget cycles and product implementations;
. unexpected delays in introducing new products, product enhancements and services;
. the introduction of competing products;

.increased expenses related to sales and marketing, professional services, product development,

technical support or administration;

. availability of financing sources for our customers;
. the mix of license and service revenues;

. the rate of international expansion;

. non-renewal of service agreements;

. changes in our pricing policies or those of our competitors;



. changes in our sales compensation and incentive plans;
. the rate at which new sales personnel become productive;
. changes in our strategy; and . costs related to possible acquisitions of technologies or businesses.

Accordingly, quarter-to-quarter comparisons of our operating results are not necessarily meaningful

and investors should not rely on the results of one quarter as an indicator of our future performance.

We plan to significantly increase our operating expenses to expand our sales and marketing operations,
develop new distribution channels, fund greater levels of research and development, broaden
professional services, technical support and training and improve operational and financial systems. If
our revenues do not increase along with these expenses, our business, operating results or financial

condition could be harmed and net losses in a given quarter would be greater than expected.

Although we have a limited operating history, we believe that our quarterly operating results may
experience seasonal fluctuations. For instance, quarterly results may fluctuate based on our clients'

calendar year budgeting cycles and slow summer purchasing patterns.

Liquidity and Capital Resources Since inception, we have financed our operations with $18.7 million
from the sale of our preferred stock, $2.2 million from the sale of our common stock and $750,000 of
borrowings under a secured loan agreement. As of March 31, 2000, we had cash, cash equivalents and

short-term investments of $13.6 million and $1.5 million available under an equipment lease facility.

As of March 31, 2000, we had outstanding borrowings of $625,000 under a secured loan agreement.
The loan agreement provides for borrowing of up to $750,000 and is collateralized by equipment and
other assets. This borrowing bears interest at the bank's prime rate plus 0.50% per annum. At March
31, 2000, we also had capital lease obligations of $476,000.

Net cash used in operating activities was $854,000 for the period from inception to December 31,
1998 and $2.3 million in 1999 and cash provided by operating activities was $2.1 million for the three
months ended March 31, 2000. Net cash used in operating activities from inception to December 31,
1998 and for 1999 was primarily the result of net losses of $1.1 million for the period from inception
to December 31, 1998 and $9.9 million in 1999, after adjusting for stock compensation of $91,000 for
the period from inception to December 31, 1998 and $2.3 million in 1999. For the three months ended
March 31, 2000, cash provided by operations was $2.1 million, which reflected a net loss of $11.4
million, amortization of stock compensation of $5.6 million, and changes in operating assets and
liabilities.

Net cash used for investing activities was $249,000 from inception to December 31, 1998, $5.9 million
for 1999 and $2.4 million for the three months ended March 31, 2000. The cash used for investing
activities was related to the purchase of computer hardware and software, office furniture and

equipment and short-term investments.

At March 31, 2000, we had rental obligations of approximately $1.7 million for the remaining nine
months of 2000, $2.5 million for the year ending December 31, 2001, $2.5 million for the year ending
December 31, 2002, $2.3 million for the year ending December 31, 2003, $1.3 million for the year



ending December 31, 2004 and $108,000 thereafter. A substantial portion of our operating lease
commitments relate to our headquarters and principal facility in San Mateo, California and our

training facility in Redwood City, California.

We expect to experience significant growth in our operating expenses for the foreseeable future in
order to execute our business plan. As a result, we expect that operating expenses and planned capital
expenditures will constitute a material use of our cash balances. In addition, we may use cash to fund
acquisitions or invest in other businesses, technologies or product lines. We currently anticipate that
the net proceeds from this offering, together with our available cash balances and credit facilities, will
be sufficient to meet our presently anticipated working capital, capital expenditure and business
expansion requirements for the next twelve to eighteen months. However, we may require additional
funds within this time period. We may seek to raise these additional funds through public or private
debt or equity financing to meet these additional working capital requirements. There can be no
assurance that this additional financing will be available, or if available, will be on reasonable terms and
not dilutive to our stockholders. If adequate funds are not available on acceptable terms, our business

and operating results could be adversely affected.

Qualitative and Quantitative Disclosures about Market Risk Foreign Currency Exchange Rate Risk
Through March 31, 2000, all of our recognized revenues have been denominated in United States
dollars and were primarily from customers in the United States. Our exposure to foreign currency
exchange rate changes has been immaterial. We expect, however, that future license and service
revenues may also be derived from international markets and may be denominated in the currency of
the applicable market. In addition, as we expand our international operations and hire personnel in
Europe and Asia Pacific, we will have operating expenses denominated in foreign currencies. As a
result, our operating results may become subject to significant fluctuations based upon changes in the
exchange rates of foreign currencies in relation to the United States dollar. Furthermore, to the extent
that we engage in international sales denominated in United States dollars, an increase in the value of
the United States dollar relative to foreign currencies could make our products less competitive in
international markets. Although we will continue to monitor our exposure to currency fluctuations and,
when appropriate, may use financial hedging techniques in the future to minimize the effect of these
fluctuations, we cannot assure you that exchange rate fluctuations will not adversely affect our financial

results in the future.
Interest Rate Risk

Our exposure to financial market risk, including changes in interest rates and marketable equity
security prices, relates primarily to our investment portfolio. We typically do not attempt to reduce or
eliminate our market exposure on our investment securities because a substantial majority of our
investments are in fixed rate, short-term securities. We do not have any derivative instruments. The fair
value of our investment portfolio or related income would not be significantly impacted by either a 100
basis point increase or decrease in interest rates due mainly to the fixed-rate, short-term nature of our

available-for-sale investment portfolio.



Recent Accounting Pronouncements In June 1998, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards, or SFAS, No. 133, entitled Accounting for Derivative
Instruments and Hedging Activities, SFAS No. 133. We are required to adopt SFAS No. 133, as
amended, for the year ending December 31, 2001. SFAS No. 133 establishes methods of accounting for
derivative financial instruments and hedging activities related to those instruments as well as other
hedging activities. Because we currently hold no derivative financial instruments and do not currently
engage in hedging activities, the adoption of SFAS No. 133 is not expected to have a material impact

on our financial condition or results of operations.

Business

Overview

We provide e-business software and services that enable companies to build brand equity through
direct customer interaction across Internet-related customer touch points, such as websites, mobile
wireless devices and on-line trading exchanges and traditional customer touch points, such as stores
and call centers. We believe that our software's integrated analytical and operational capabilities enable
companies to increase revenues by coordinating customer interactions across these touch points. Our
comprehensive, packaged application is designed to simplify deployment and accelerate our customers'
time to benefit while reducing their total cost of ownership. We have targeted a number of large vertical
markets where we believe brand is paramount such as retail, manufacturing, financial services,
telecommunications, media and travel. Our customers range from Global 2000 companies that have
adopted e-business strategies to rapidly growing Internet companies. As of March 31, 2000, we had

licensed our software to 35 customers.
Industry Background

Growth of the Internet and e-Commerce The emergence of the Internet has enabled the delivery of
diverse types of content and the sale of products and services to a worldwide audience. Moreover,
unlike traditional media such as print, radio and television, the Internet can be used to deliver targeted
information to specific constituencies and to receive real-time feedback from current and prospective
customers. Consequently, the use and acceptance of the Internet as a medium for interacting with
customers are growing at rates significantly faster than those experienced by traditional media.
According to estimates by International Data Corporation, or IDC, 196 million people were connected
to the Internet at the end of 1999, with that total expected to grow to 502 million by the end of 2003.
During that same period, IDC expects on-line commerce transactions, including both business-to-
business and business-to- consumer transactions, to grow from $111 billion to $1.3 trillion. With the
widespread adoption of the Internet by traditional companies and the emergence of Internet-based
businesses and on-line trading networks such as exchanges and marketplaces, competitors are
becoming more plentiful and are often only a click away from a company's customers. As a result, we
believe that companies need to be closer and more responsive to their customers than ever before and,
to compete more effectively, must seamlessly integrate their on-line brand, marketing and

merchandising efforts with their traditional sales channels.



Traditional Approaches Fall Short With the advent of e-commerce in the mid-1990s, companies had
few, if any, choices in building their software infrastructure for conducting business over the Internet.
The first generation of e-business applications deployed by e- commerce pioneers were, therefore,
typically developed internally. The software architectures underlying these applications were often
insufficiently flexible, scalable or extensible to adapt readily to changing, and often increasing,
customer requirements. Furthermore, large internal information technology, or IT, staffs evolved to
maintain and enhance these applications. These IT staffs often proved difficult and expensive to hire,
train and retain. The burden placed upon them from increasing traffic and complexity has also grown
significantly over time. In addition, unlike third-party applications providers, individual companies are
unable to spread the expense of substantial in-house development, integration and maintenance efforts

across a broad customer base.

The next generation of e-business applications were typically assembled from software components--
transaction engines, personalization tools and content management--made available by tool and
platform vendors. These components provide both in-house and independent developers with the
tools and building blocks for assembling e-business applications, reducing the time, complexity and
expense typically associated with fully customized approaches. Nevertheless, building these
applications continues to require extensive and ongoing customization and integration by staffs of
highly specialized and expensive IT personnel. While a number of third-party applications offering
transaction, content management, personalization and/or analytical capabilities have been introduced,
none provides a solution to all of a company's needs on a fully integrated basis. Consequently,
companies implementing these component, or point, solutions still face significant and costly
integration challenges at the same time that they need to respond quickly to increasing competition

and accelerating technological change.

The challenge of component integration for a company's on-line e-business presence is further
heightened by the ongoing demand for more functionality. The first generation of providers of e-
commerce websites typically assembled a catalog of products and presented it via simple, static web
pages. Subsequently, many companies revised their websites to include more sophisticated
functionality, such as personalized recommendations, search and streamlined purchasing. As e-
commerce websites evolved further, gift registries and loyalty programs appeared. As customer
expectations have increased, this process of innovation and functionality enhancement has become a
continuous cycle. The requirement of continually developing this new functionality internally
compounds the burden on typically scarce and expensive I'T resources of integrating, maintaining and

upgrading point solutions.

Need to Serve Customers Consistently Across Multiple Touch Points The advent of e-commerce has
required many companies to interact with their customers, whether businesses or consumers, through
both Internet-related touch points, such as websites, mobile wireless devices and on-line trading
exchanges and traditional touch points, such as stores and call centers. In order to compete more
effectively, many companies are taking a hybrid, or "clicks and mortar," approach to their marketing,
sales and customer service functions, dividing them across these touch points. Ideally, each of these

touch points should be consistent and coordinated with the others, providing companies with a unified,



up-to-date view of the customer and providing customers with a consistent face that is personalized to
their individual requirements and unique characteristics. Companies that are unable to serve
customers consistently across multiple touch points run the risk of inefficient and ineffective
marketing, sales, service and support efforts, which can lead to dissatisfied customers, damage to brand

and reputation and ultimately lost revenues.

Increasing Importance of Brand Equity and Awareness In most industries, a company's brand is its
most strategic asset. A brand embodies a company's value proposition to its customers. For customers,
brands simplify choice, thereby speeding purchase decisions and eliminating time- consuming rounds
of competitive evaluation. A strong brand can enable a company to achieve premium pricing for its
products and services, accelerate revenue and profitability growth rates, provide a barrier to entry to
competitors and reduce marketing costs. In industries where companies do not sell directly to the end
users of their products, brand is often the only means by which they can differentiate themselves and
convey their value proposition. The increasing importance and prevalence of the Internet has further
heightened the importance of brand equity and awareness. A powerful brand can attract and retain
customers, generating higher revenues and increasing customer value. Conversely, mismanaging a
brand can drive customer traffic elsewhere, particularly on the Internet where competitors are only a
click away. To compete effectively, many companies are seeking a solution that enables them to manage

a brand successfully across both new and traditional channels.

The e-Business Application Opportunity We believe a significant market opportunity exists for a
solution that enables companies to effectively integrate their e-business strategies with their other
marketing, sales and customer service efforts. Additionally, an integrated solution is required that
offers a wide range of functionality and permits companies to interact on a consistent and personalized
basis across multiple touch points. A comprehensive, easily deployed solution that integrates
operational and analytical applications allows a company to leverage resources, build brand equity,

enhance customer interactions and increase revenues.

The Blue Martini Solution Our software and services enable e-businesses to interact more effectively
with customers across multiple touch points. We provide an integrated suite of enterprise software
applications that allow e-businesses to extend their brands across their Internet-based and traditional

sales/marketing and merchandising efforts.
Our software is designed to provide the following compelling business benefits to our customers:

Build and Enhance Brand Equity and Awareness. Our software allows companies to interact directly
with their customers on a consistent, coordinated and personalized basis irrespective of whether such
customer interaction takes place on a website, at a store, through a call center or across on-line trading
exchanges. This coordinated approach is designed to enable companies to effectively build and enhance

brand equity and awareness across multiple touch points.

Generate Revenues Through Sales Channels By Coordinating Across Multiple Touch Points. By
coordinating interaction across multiple touch points, our software enables companies to increase
revenues through multiple sales channels, such as stores, call centers, websites and on-line trading

exchanges. This coordination allows companies to avoid channel conflict and reduce cannibalization.



For example, a customer can browse, compare and purchase products on a company's website and then
choose to pick up the items at the company's local store to avoid shipping costs and wait time.
Similarly, a business-to-business customer could identify the appropriate product through an e-mail
campaign by the seller, then establish mutually agreeable terms with a salesperson on the telephone
and subsequently execute recurring transactions on the seller's website according to the negotiated
terms.

Convert Browsers into Long-Term and Profitable Customers. The dynamic publishing capabilities of
our software are designed to enable companies to publish new content. Our software's fully-integrated
analytical and personalization capabilities enable companies to specifically target each customer
through interactions that are appropriate to the customer's preferences. We believe that this content
and personalization attracts more customers to a website and encourages customers to visit more often
and stay longer, creating a "stickier" website and increasing the likelihood of purchases. Additionally,
our software enables companies to recognize and take advantage of cross-selling and up-selling
opportunities by promoting related and complementary products to customers, with the goal of

increasing the average size of transactions.

Accelerate Time to Benefit through Rapid Deployment and Dynamic Updating. Our software is
designed to enable companies to deploy their e- business solutions in as little as eight weeks and begin
generating revenues substantially earlier than would be possible with other solutions. Deployments of
in-house developed or third-party point solutions for e-business typically take many months and, in
some cases, years to complete. By the time these solutions are deployed, competitors may have already
captured the market. Additionally, the dynamic capabilities of our software enable companies to
readily publish fresh content on an ongoing basis and to respond quickly to changing market

conditions.

Reduce Total Cost of Ownership. Our comprehensive, integrated suite of applications is designed to
allow business users, who best know their customers, to manage the content of their websites, freeing
up scarce and expensive I'T professionals to focus on their core competencies. In addition, because our
software fully integrates the business-critical functions for conducting e-business, customers should
need to dedicate substantially fewer IT resources to development, integration and ongoing

maintenance.

Our software integrates five key capabilities that we believe are required by companies employing e-

business strategies:

Product Management. Our software enables companies to richly, accurately and persuasively describe
their products and product hierarchies, establish pricing and create promotions. Companies can
specify as many product attributes as necessary, vary attributes by product or product type and change
product attributes over time. This flexibility allows more accurate customer targeting and a more

compelling presentation of products for sale.

Content Management. Our software enables companies to author, manage, approve and track the
development and use of content, such as text, graphics, audio and video. Companies can use this

content for product presentation, information, entertainment and brand and community building.



Transaction Execution. Our software enables companies to conduct business on their websites, over the
phone, via wireless devices and through other sales channels, including taking orders and managing

returns.

Analysis. Our software's data analysis capabilities increase companies' ability to accurately identify
market segments, deeply understand customer behavior, readily mine purchase histories and determine

strategies to effectively target customers.

Personalization. Our software's sophisticated algorithms enable companies to target customers across
multiple touch points with meaningful and relevant products, promotions and content to increase

website "stickiness" as well as the likelihood, size and profitability of a transaction.

Our software features the following characteristics that we believe differentiate it from other software

solutions:

Open. Through adherence to open software standards as well as through the support of pre-built, pre-
tested interfaces to leading packaged enterprise resource planning and customer relationship
management software packages, our software is designed to be easy to implement within companies.
Our software also interoperates with a wide variety of legacy applications, standards and protocols,

thereby unifying the various aspects of IT infrastructure.

Scalable. Our software architecture is designed to be highly scalable. The architecture may be fully
distributed across any number of web and application servers, making it possible to support large
amounts of content and products and large numbers of products and concurrent users. Our software
provides support for replicated databases, for load balancing among web and application servers and

for multi-tier content and data caching, all of which contribute to rapid response times.

Flexible. Our architecture is modular, allowing customers to implement either our entire product or
only selected portions critical to their businesses with the option to add our other modules easily and
without time- consuming integration. Using a published Applications Programming Interface, or API,
website developers can customize the behavior of Internet interactions and extend our business

functionality to accommodate their unique business needs.

Available. With support for automatic server failover and updates while in production, our software is
designed to enable companies to maintain continuous customer interactions on-line in unstable

hardware and networking environments, even as new product catalogs and content are published.

Integrated. The adoption of applications software raises several integration issues. Point solutions or
internally developed software that are integrated on an ad hoc basis can be difficult to deploy and
maintain. Our integrated software matches and links operational and analytical capabilities, enabling

both deeper analysis and faster reaction times in operations.
Strategy

Our objective is to be the leading provider of enterprise e-business software applications and services
that enable companies worldwide to build brand equity through direct customer interaction across

multiple touch points.



Key elements of our product strategy are to:

Enable Consistent and Personalized Customer Interaction Across Multiple Touch Points. As the
importance of consistent and personalized customer interaction for e-businesses continues to grow, we
plan to continually enhance the distinctive capabilities of our software and develop new capabilities to
expand our market opportunities and establish ourselves as the worldwide leader in providing
enterprise e-business applications and services. We continue to focus on providing e-businesses with
software to immerse their customers in their brand by providing their customers with a consistent and

personalized experience across multiple touch points.

Provide a Comprehensive Suite of e-Business Applications Targeted at Business Line Managers. To
address the shortcomings of custom-developed and point-based e-business software products, we plan
to continue to develop a comprehensive suite of software applications to conduct e-business
throughout a company. We plan to continue to design our software to be usable by business line
managers, who typically have little or no technical training, but are closest to customers and best able

to ascertain their demands and desires.

Integrate Operational and Analytical Applications to Enable Effective Customer Interaction and
Ongoing Business Improvements. We plan to continue to support direct interaction between our
operational and analytical applications. This enables a company to dynamically adapt and refine
customer interactions on an ongoing basis, creating a powerful and personalized customer experience.
It also permits adjustments to business processes in response to customer feedback and the success or

failure of various sales and marketing initiatives.
Key elements of our sales and marketing strategy are to:

Target Large, Vertical Markets Where Brand Equity is Paramount. Initially, we are focusing our
marketing and sales efforts on those large, vertical markets where brand equity and awareness are
critical, such as retail, manufacturing, financial services, telecommunications, media and travel. Within
these markets, we intend to target the leaders, both with respect to market share and business practices,
in the belief that having these leaders as our customers will motivate other companies to use our

software as well.

Leverage Relationships with Systems Integrators to Focus on License Revenues. Our business model is
predicated on the licensing of our software. We intend to continue to pursue additional relationships
with systems integrators to enable us to achieve a high-margin, software-driven business model with a
minimum investment in consulting and integration services over time. These relationships with
systems integrators are also designed to enable us to extend the reach of our sales and marketing
efforts. Initially, however, it is our intention to directly provide consulting services to both ensure

customer satisfaction and to train other consultants in the implementation of our software.

Expand Our International Presence. We intend to expand our sales and marketing operations in
Europe, Asia and Latin America to take advantage of the growing penetration of the Internet in these

geographies. We plan to localize our product for these markets. We also intend to focus on building



distribution channels for our products in these markets, including entering into relationships with

systems integrators.

Address Smaller, or Mid-Market, Companies Through a Subscription-Driven Business Model. We
believe that there is a significant opportunity to sell specific modules of our product to smaller, or mid-
market, companies who want to coordinate their different touch points. We intend to license our
product to these companies using an applications software provider model to make the adoption of our

product cheaper for these smaller companies.
Products

We offer both software and services. Our Customer Interaction System, or CIS, is a comprehensive
software application for building brand across multiple touch points. We complement our software
with training, deployment and support services, as well as assisting businesses in using the analytical

capabilities provided by our software.
Software

The CIS consists of pre-integrated modules that can be implemented individually or together. Because
we offer an integrated application rather than a tool kit, we expect our customers to enjoy faster time to

benefit and lower total cost of ownership.

The CIS is deployed by IT professionals and systems integrators and is used on an ongoing basis by
business users within an organization to manage products and merchandise, to manage images and
other rich media content, to perform data mining investigations and to administer customer profiles
and transaction histories. The CIS provides our customers with the software necessary to operate high-
volume websites as well as wireless and telephone interactions with their customers. The CIS is divided
into four subsystems: Operations, Analysis and Targeting, Interaction and Tools and Integration. The

four subsystems consist of thirteen modules which are shown below:

[A three-dimensional diagram shows the relationship among the four subsystems, "Operations,"
"Analysis and Targeting," "Interaction," and "Integration," and our twelve modules: "Merchandise
Management," "Content Management," "Customer Management," "Date Warehousing and Reporting,"
"Data Mining and Visualization," "Personalization," "Customer Collaboration," "Website," "Call Center,"
"Mobile Wireless," "Tools" and "Workflow." "Business Users" appears on an arrow that points to the left
side of the diagram. "Customers" appears on an arrow that points to the right side of the diagram.
Above the diagram appear two headed arrows and the words "POS Systems," "ERP Applications," "CRM
Applications," "Fulfillment Applications," "Shopping Services," "Taxation Services," "Payment Services"

and "Email Services."]
Operations Subsystem

The Operations subsystem allows business users to define products, create and manage content, price
their offerings and manage customer information without dependence upon IT professionals. The

Operations subsystem consists of the following modules:



Product Management Module. The Product Management module manages product and product line
hierarchies, product attributes, cross-sells, up-sells, assortments, promotions and pricing data. Our
customers may use an as many attributes as necessary to describe their products in full detail, allowing
their customers to obtain the information they require to make informed decisions. This data can be

imported from external systems or maintained entirely within the application.

The Product Management module allows business users to create and implement promotions, to
highlight products or categories or to assist with inventory level management. The Product
Management module allows a product to inherit the attributes of products above it in the product
hierarchy, minimizing the effort required for content tagging and targeting. In combination with the
Content Management module, business users can link products and content together in one system for

more effective, targeted merchandising.

Content Management Module. The Content Management module stores and categorizes simple and
rich media, provides versioning and configuration management and supports team-based development
strategies for large and complex websites. The Content Management module manages and controls
media assets such as website templates, product images and brand building content. Users can assign

content-, product- and market-specific attributes to each item.

The Content Management module supports images, text, HT ML templates, audio, video and other
types of content. In combination with the Product Management module, business users may link

product and content in one system for more effective merchandising.

Customer Management Module. The Customer Management module captures profiles across customer
touch points via the Interaction subsystem and manages customer data. Profile data can be extracted
from clickstream data, responses to survey questions, summaries of order history or external databases.
The Customer Management module delivers value-added customer services including loyalty

programs, gift registries, gift certificates, employee purchasing and express buying.

The Customer Management module ensures there is a uniform view of the customer across touch
points. The Customer Management module also ensures that customers are recognized when they
return to the store, whether on-line or off, enabling organizations to treat a customer who returns every
day differently than someone who returns less frequently. Companies can continue to learn about
visitors to their websites and enhance profiling information as visitors transition from anonymous

browsers to registered users to buyers.

Analysis and Targeting Subsystem The Analysis and Targeting subsystem allows business users to
obtain timely and critical information regarding which products are selling, which customers are more
profitable and which merchandising or marketing strategies are more successful. With the results
determined using the analytical tools, business users can better understand their customers and to
personalize subsequent customer interactions. The Analysis and Targeting subsystem consists of the

following modules:



Data Warehousing and Reporting Module. The Data Warehousing and Reporting module provides
tools for automatically extracting operational data obtained from multiple touch points. The extracted
data is made available in a data warehouse to enable quick answers to complex questions about orders,
customers, products and sources of revenues and to allow business users to understand the

effectiveness of their decisions.

The Data Warehousing and Reporting module allows business users to generate reports on customer
orders based on attributes such as geographies, units and revenues of items sold. For example, reports
describing conversion ratios of each promotion allow business users to make informed decisions about
which promotions are most effective. Other reports list revenues, profits, visits, page views and
browsing time for each customer session. With these reports, business users can understand sources of
revenue and profitability by aggregating values for groups such as new and returning customers, or

registered and unregistered customers.

Data Mining and Visualization Module. The Data Mining and Visualization module complements our
reporting capabilities with sophisticated data transformation and analysis capabilities. While reports
answer specific inquiries, data mining assists marketers in addressing issues that are difficult to
articulate or quantify, such as determining which customer attributes are associated with buying
behaviors. Data mining is also used to predict customer behavior, customer purchases or long-term
value of the customer. Moreover, the results of mining on-line shopping data can be used across other

channels to increase revenue and customer loyalty.

Large amounts of data can be difficult to understand and interpret. Our integrated data visualization
tools quickly render large amounts of data graphically in presentations that make sense not only to
highly trained analysts, but also to marketers with key business insights. These advanced visualization
tools present customer segmentations, operational characteristics and other results in three

dimensional, easily navigable forms and facilitate interactive analysis by business users.

Personalization Module. The Personalization module enables rules-based personalization and targeted
selling to end customers through the Interaction subsystem. In addition, the Personalization module
generates rules for personalized content, cross-sells, up-sells, product assortments and promotional
campaigns based upon the results of data mining analyses. Businesses can create or modify rules

manually to leverage their own expertise and understanding of customer requirements.

Interaction Subsystem The Interaction subsystem Internet-related touch points such as websites,
mobile wireless devices and on-line trading exchanges, and targets customers across traditional touch
points such as stores and call centers. Built-in collaboration enables customers to work and shop
together as well as allowing sales representatives and call center agents to guide customers. Because all
modules of the Interaction subsystem share the same underlying architecture, product catalog, content,
customer database and personalization capabilities, customers can move easily between the touch
points, maintaining their contact information, preferences, order history and inferred profiles. The

Interaction subsystem consists of the following modules.



Website Module. The Website module is designed to run large webstores securely and reliably. The
system is designed to handle spikes in demand by offering two levels of web server and application
server load balancing. The distributed architecture of the Interaction subsystem is designed to manage
large numbers of users. By adding additional servers, the capacity of the system can be increased. This
distributed architecture also improves system availability, by allowing sessions to continue
uninterrupted in the event of web, applications or catalog database server failure or in the event of
website updates. Full text and parametric search help end customers locate products quickly, increasing

sales and reducing requirements for support.

Call Center Module. The Call Center module empowers customer service representatives to serve
customers better by allowing them to place or modify product orders received by telephone by using
the customer profile and preferences submitted by customers from the website or other touch points.
With Call Center, contact center representatives create and edit orders, deepen customer profiles,
check on customer order status or history, process returns, recommend cross-sells and up-sells and
provide customer accommodations. The browser-based interface allows for remote operation and

provides a familiar interface, thereby minimizing training.

Mobile Wireless Module. The Mobile Wireless module offers the capabilities of the CIS in a wireless
device. With in-store wireless handheld devices, shoppers can browse the bricks and mortar Mobile
Wireless Module. The Mobile Wireless module offers the capabilities of the CIS in a wireless device.
With in-store wireless handheld devices, shoppers can browse the bricks and mortar store while
scanning items. Scanned items can be captured for gift and wedding registries, permanent shopping
lists or for immediate sale. In addition, the cross-sell and up-sell information in our Product
Management module can be combined with personalization to target promotions and other products

and services to browsing customers.

Our Mobile Wireless module also enables sales staff to merchandise goods more effectively by
providing them with customer-specific preferences and relevant cross-sell and up-sell promotions. For
example, as a customer heads to a dressing room with a product, a salesperson can scan the tag on the
item to suggest additional information and complementary products, increasing both the likelihood

and potential size of the sale.
The Mobile Wireless module currently supports PalmOS-based devices from Symbol Technologies.

Customer Collaboration Module. The Customer Collaboration module, scheduled to be commercially
available in July 2000, will allow a customer to link browsers with a friend or a sales or support person

to conduct online shopping together on a website.

The Browse Together functionality will support collaborative browsing between two customers in
different locations, or between a salesperson and a customer. For example, two friends can browse and
purchase clothes together, despite the fact that they may be located in different cities. Similarly, a
salesperson or customer service representative can lead a customer through a website to help her locate

the content or products in which she is interested.



The Chat functionality will allow linked users to communicate through a text-based chat feature.
Participants will be able to exchange opinions and ideas easily as they navigate through the website.
Customer service representatives will be able to provide additional contextual information to the
customer. Text-based chat is designed for customers who do not have access to a telephone while on-

line.

Tools and Integration Subsystem The Tools and Integration subsystem allows customization and
configuration of the CIS, offers workflow capabilities to smooth operations and provides adapters to
link our software to legacy systems, packaged applications and syndicated data providers. The Tools

and Integration subsystem consist of the following modules:

Tools Module. The Tools module enables our customers to adapt the CIS to their specific requirements.
This module provides tools for operating a website and other customer touch points, enabling rapid
response in changing environments and allowing for immediate error correction. This module also
provides tools that enable rapid deployment of new products and content, remote website
administration and emergency updates to production sites. For example, if a computer server is
mistakenly priced at $899 rather than $8,990 on a website, an administrator can bypass the normal

data publishing process and correct the error on the live website within minutes.

Workflow Module. The Workflow module allows customers to graphically build and tune the business
processes needed for day-to-day operations, from the creation of a new promotion to the addition of a
new line of products. With our Workflow module, business users can define participants involved in a
process and can specify the process via a simple graphical interface. This interface also allows business

users to initiate and manage workflow processes, including user-specific tasks.

Integration Module. The CIS is an open system designed for use in conjunction with both an
organization's existing systems and complementary systems from third parties. All the modules of the
CIS can be integrated with a company's existing customer relationship management software, or CRM,
enterprise resource planning software, or ERP, retail software and supply chain management software,
or SCM, making possible real-time product availability checks, cross-platform content gathering,
accurate tax calculation, fraud protected credit card authorization and precise determination of
shipping costs. The Integration module provides a collection of adapters, each tuned to a particular
integration challenge. The adapters offer both support for open standards as well as support for links to
packaged applications like SAP and PeopleSoft. With the tools provided, customers can integrate

systems in both a batch and interactive manner.
Services

While our business model focuses on the development and licensing of software, we also offer a
comprehensive selection of services to our customers, including professional, technical support and

training services, as well as value-added data analysis services.

Professional Services. We offer professional services to our customers for the deployment of the CIS
and the integration with third-party software such as CRM, ERP and SCM systems. Our service

professionals work directly with our customers as well as with systems integrators such as Andersen



Consulting, Inforte and Viant. In addition to working with systems integrators, we have relationships

with a number of companies that provide website design as well as systems integration services such as
marchFIRST, Inc.

Technical Support Services. We offer a comprehensive collection of support services designed to
respond to inquiries and rapidly resolve issues. Our technical support services are available to our
customers worldwide under maintenance agreements. We field questions via our call center, through

email and in person for customers that have our consultants on site.

Our standard technical support services include responding to inquiries regarding installation,
administration and basic usage. Our customers or their representatives may log product questions by
phone or through the Internet via our Technical Support WebAccess module, and can track our
responses in a similar fashion. Maintenance upgrades and release upgrades are also included with our

standard technical support package.

Training Services. We offer a comprehensive training curriculum designed for systems integrators and
customers. Our courses not only train professionals in the use and implementation of our software, but
also educate business users on key concepts such as personalization and data mining. We offer courses

in our facilities in Redwood City, California.

E-Business Intelligence Services. We offer our customers subscription-based, value-added data analysis
services. Our E-Business Intelligence Services, or E- BIS, process and analyze transaction, clickstream,
customer and product data to produce insights that can improve business results. These investigations
are performed by a dedicated team of consultants trained in target marketing, merchandising, data
mining technologies and statistical methods. Results are presented to clients in easy-to-understand
Business Intelligence Briefings that combine statistics, business rules, customer profiles and plain-
English business advice. These briefings provide information to enable critical sales and marketing
decisions. E-BIS investigations are performed using the product management, targeting and analysis
capabilities of our CIS. Our customers use E-BIS to target promotions, assortments, products and

content more effectively to the right customers at the right time.

E-BIS is available on a six-month renewable subscription basis. Our customers may choose from a

number of subscription levels designed to meet their specific needs.
Alliances

Our alliances include those with systems integrators, independent software vendors, or ISVs, platform
vendors and other services providers. We have established a formal program that classifies alliance

members into one of three tiers: "Strategic," "Premier” and "Certified."

Systems Integrators. Systems integrator alliance members lead the integration projects at our customer
sites. For systems integrator alliance members, we offer benefits including discounted training fees,
dedicated account managers and access to our customers and prospects. In return, systems integrators
pay a fee, commit to train their consultants and share their own customer and prospect lists with us.
Our systems integrator alliance members help us develop customer relationships, and similarly we

recommend our systems integrator alliance members to our customers. Our customers pay us directly



for our product and pay our systems integrator alliance members directly for their services. By
recruiting, training and managing personnel to deploy our software, systems integrator alliance
members permit us to focus on developing and providing our software and on providing additional
technical expertise periodically required during customer deployments. Our systems integrator alliance
members are Andersen Consulting, eForce, CFT Consulting, Deloitte & Touche, Emerald Solutions,
Ernst & Young, Inforte Corporation, marchFIRST, Inc., Techna and Viant Corporation.

Independent Software Vendors. Our ISV alliance members deliver software products to our customers
that complement our software. Our ISV alliance members provide fulfillment, SCM and CRM software.
Our ISV alliance members help us develop customer relationships, and similarly we recommend our
ISV alliance members to our customers. Our customers pay directly for our product and pay our ISV
alliance members directly for their services. Our ISV program is designed to facilitate the delivery of
packaged adapters that connect the CIS to our alliance members' software. Delivery of packaged
adapters requires software development and validation of the packaged software for each release of the
CIS. Our ISV alliance members are Commercialware, Cornerstone Retail Solutions, JDA Software

Group, Inc., Siebel Systems, Inc. and Yantra Corporation.

Platform Vendors. Platform vendor alliance members provide the hardware and software foundations
to our customers for the deployment of our CIS. Our platform vendor alliance members sell hardware,
operating system and database products. We perform all software development work to ensure that our
software supports the platforms of our alliance members. Our customers pay us directly for our product
and pay our platform vendor alliance members directly for their products. Our platform vendor alliance

members are IBM, Microsoft Corporation, Oracle and Sun Microsystems.

Services Providers. Our services provider alliance members provide on-line services that complement
our CIS to our customers and include syndicated data providers, Internet delivery providers, taxation
providers and payment providers. Our customers pay us directly for our product and pay our services
provider alliance members directly for their services. Some of our services provider alliance members
also pay us fees when our customers select their products. Our services provider alliance members are

Acxiom Corporation, Akamai Technologies, Inc., Cybersource, QRS and Taxware International, Inc.
Technology

Our CIS is based on a distributed architecture that incorporates technologies for data analysis,
visualization, personalization and workflow. Our engineering staff has focused on developing an
architecture that is optimized for a high degree of flexibility, performance, scalability and availability.
Our software incorporates technologies including a Java application server, a full-text retrieval engine,
a rules induction engine, a rules execution engine, a workflow engine, a data transformation engine, an

OLAP engine, visualization libraries and a reporting system.

Our software is built upon an open, three-tiered architecture designed to deliver consistent, high
performance operation in an uncertain environment where demand imbalances and equipment
failures are common. We use open software standards, including XML, Microsoft's COM, CORBA,
IBM's MQ Series and Java's EJB. Website requests are handled by a load-balanced layer of web servers.

These web servers return and cache static content but forward dynamic web requests to a layer of load-



balanced application servers. These application servers execute business logic that typically requires
access to data stored in read-only catalog databases. To improve performance, our architecture
automatically caches catalog and session data in memory to avoid slow database access. These catalog
databases can also be replicated to further improve availability and scalability. Customers can easily
handle increased website volume by adding any combination of web, application or database servers.
Read- write transaction databases record customer transactions as well as updates to end customer

profiles.

Our CIS is developed in the Java programming language to take advantage of the graphical user
interface and functional libraries available in Java, as well as the speed of development made possible

by other Java features such as pointer-less references and automatic memory management.

Blue Martini Customer Interaction System Architecture A schematic diagram showing the relationship
among two subsystems: "Operations and Analysis & Targeting Subsystems," and "Interaction

Subsystem." The schematic shows the distributed architecture of our software.

The distributed architecture of the Interaction Subsystem enables support for tens of thousands of
concurrent users with sub-second response times. This same distributed architecture provides fault

tolerance through server failover to enable non-stop operations.
Customers

Our customers range from Global 2000 companies that have adopted e-business strategies to rapidly
growing Internet companies. As of March 31, 2000 we had licensed our software to customers. We
have targeted a number of large, vertical markets where we believe brand is paramount such as retail,
manufacturing, financial services, telecommunications, media and travel. Levi Strauss & Co., Deluxe
Corporation and Harley-Davidson, Inc. each accounted for more than ten percent of our total revenues
in 1999. EighteenGlobal BVI and ibeauty.com, Inc. each accounted for more than ten percent of our
total revenues for the quarter ended March 31, 2000.

The following are case studies of customers in the retail and manufacturing industries.

Harley-Davidson, Inc. With more than 600 authorized dealers throughout the United States, Harley-
Davidson considers its dealership network to be critical to its success. To further support this dealer
channel, Harley-Davidson wanted to leverage its existing content-based website and enhance the
customer experience through a web storefront without creating channel conflict or cannibalization.
The new Genuine Harley-Davidson RoadStore website was conceived to provide accessories to
customers, with fulfillment by local dealers. According to Harley-Davidson, our product helps The
RoadStore cross- sell products and drive dealer traffic while protecting the interests of the company's

dealer channel.

Saks Incorporated. Saks Incorporated, the parent company of the Saks Fifth Avenue stores, selected us
to synchronize commerce across each of the company's channels, improve customer retention and
build cross-brand recognition. Saks has announced its intent to launch its first major venture into the
on-line retail presence. Saks intends that its new website will go beyond merely extending the

company's catalog business to the Internet and will utilize our product to provide consistent



interaction with customers across multiple synchronized channels: web store; catalog through
SaksDirect, stores and call center. Saks intends to translate its existing in-store based customer
interactions into rich on-line experiences for its customers. Sak's believes that our product, which is
being deployed by systems integrator marchFIRST, Inc., will provide the foundation for it to transfer
the company's brands on-line while maintaining the world-class service that is a hallmark of Saks
stores.

Gymboree Corporation. The Gymboree Corporation is a retailer of products and services for children
from birth to age seven. With more than 600 stores around the world, the company uses our product to
provide a personalized on-line shopping experience to complement its in-store service. Gymboree
introduces over thirty new lines of clothing per year, and chose our product to help support the
company's on-line merchandising and brand-building activities. Gymboree selected our software to
replace a an existing platform because of CIS's broad functionality and rapid deployment capability.

CFT Consulting is serving as systems integrator at Gymboree for the deployment of the CIS.

Gloss.com. On-line beauty e-tailer Gloss.com, which was recently acquired by Estee Lauder Companies,
Inc., chose our product for its website. The company currently offers a personalized on-line shopping
experience tailored to the needs and interests of each individual customer. Gloss.com features 80
brands and 5,000 brand-name products as well as providing beauty, fashion and entertainment
information to consumers. Gloss.com delivers features like gift registries, and personalized cross-sells
and up-sells, and was integrated to PeopleSoft's ERP application by Inforte Corporation. Our product

facilitates assortment management and e-merchandising for the company's website.

ePearle/Pearle Europe. Pearle Europe BV, associated with the U.S. operations of Pearle Vision, operates
three brands in five countries. Over 600 stores across Europe provide one-stop, total eye care. Pearle
Europe teamed with Andersen Consulting to develop ePearle, a "Clicks and Bricks" initiative blending
Pearle's off-line store fronts with a new on-line presence. Our software, implemented by Andersen
Consulting, provides the foundation on which ePearle runs multiple websites and multiple language
sites per country to support customer demand for localized content. Our product helps bring product
assortment and eye care information for products to ePearle customers in an easy and user-friendly

manner.
Sales and Marketing

Our sales strategy is to pursue targeted accounts through a combination of our direct sales force and
indirect selling efforts through systems integrators and ISVs. Our principal target accounts consist of
Global 2000 companies and rapidly growing Internet companies for whom a powerful brand
experience, close customer contact and customer knowledge are critical. These accounts include
companies in the retail, manufacturing, financial services, telecommunications, media and travel

vertical markets.

As of March 31, 2000 our direct sales organization consisted of 46 managers, account executives,
product consultants and business development professionals, divided into five regional teams. Our

sales force works closely with customers to identify client-specific requirements and to tailor



appropriate and flexible solutions. We have sales representatives throughout the United States and

Europe. We intend to increase the size of our direct sales force domestically and internationally.

Our direct sales force is complemented by the efforts of our systems integrator alliance members.
Systems integrators have substantial influence with prospective clients in terms of the selection of
software and applications providers, and are a significant source of lead generation for us. We intend to
augment the number of market segments and the geographies in which we operate by expanding our
relationships with our systems integrators alliance members, adding additional systems integrator
alliance members and opening other channels such as entering relationships with application service

providers to reach mid-market companies.

In April 2000, we entered into a non-exclusive marketing and business development agreement with a

systems integrator who will promote and market our product in Europe, the Middle East and Africa.

Our marketing efforts are conducted by a marketing organization, which as of March 31, 2000
consisted of 15 professionals. Such efforts include management of alliances, as well as corporate,

industry and product marketing. We plan to significantly increase such efforts in the near term.

Research and Development Since inception, we have devoted significant resources to develop our
product and technology. We believe that our future success will depend in large part on a strong
development effort that enhances and extends the features of our software. Our product development
organization is responsible for product architecture and technology, engineering, quality and

production.

As of March 31, 2000, we had 47 employees engaged in research and development and quality
assurance. For the year ended December 31, 1999 our research and development expenses totaled $6.9
million. For the first quarter of 2000, research and development expenses totaled $4.4 million. We

expect to continue to devote substantial resources to our research and development activities.
Competition

The market for our product is intensely competitive, evolving and subject to rapid technological
change. Increased competition is likely to result in price reductions, reduced gross margins and loss of
market share, any one of which could reduce our future revenues or earnings. The intensity of
competition is expected to increase in the future. We compete with providers of stand-alone point
solutions, component vendors and ERP, CRM and SCM vendors as well as with internal IT

departments.

Many of our competitors have greater resources and broader customer relationships than we do. In
addition, many of these competitors have extensive knowledge of our industry. Current and potential
competitors have established, or may establish, cooperative relationships among themselves or with
third parties to offer a single solution and increase the ability of their products to address customer
needs. Furthermore, our competitors may combine with each other and other companies may enter our

markets by acquiring or entering into strategic relationships with our competitors.

We believe that the principal competitive factors affecting our market include:



. product functionality and features;

. availability of global support;

. incumbency of vendors;

. coverage of direct sales force;

. ease and speed of product implementation;
.vendor and product reputation;

. scalability of products; and . price.

Although we believe that we currently compete favorably with respect to most of these factors, our
market is relatively new and is evolving rapidly. We may not be able to maintain our competitive
position against current and potential competitors, especially those with greater financial, sales,

marketing, professional services, technical support, training and other resources.

Intellectual Property and Other Proprietary Rights Our success depends in part on the development
and protection of the proprietary aspects of our technology as well as our ability to operate without
infringing on the proprietary rights of others. To protect our proprietary technology, we rely primarily
on a combination of trade secret, copyright, trademark and patent laws, as well as confidentiality

procedures and contractual restrictions.

We license technologies from several software providers that are incorporated in our product. We
anticipate that we will continue to license technology from third parties in the future. In particular, we
license application server technology from BEA Systems, Inc. and a rules engine from Blaze Software,
Inc. The license agreement with BEA expires in July 2003 and the license agreement with Blaze expires
in March 2004. We may not be able to renew our licenses for these technologies on commercially
reasonable terms, if at all. The loss of these technologies or other technologies that we license could
prevent sales of our product and increase our costs until equivalent technology, if available, is

developed or licensed and successfully integrated into our product.

We license the modules of our CIS and require our customers to enter into license agreements that
impose restrictions on their ability to reproduce, distribute and utilize the modules. In addition, we
seek to avoid disclosure of our trade secrets through a number of means, including but not limited to,
generally restricting access to our source code and object code and requiring those entities and persons
with access to our proprietary information to agree to confidentiality terms which restrict their use and
disclosure. We seek to protect our software, documentation and other written materials under trade
secret and copyright laws, which afford only limited protection. We cannot assure you that any of our
proprietary rights with respect to our CIS will be viable, or of value, in the future since the validity,
enforceability and type of protection of proprietary rights in Internet-related industries are uncertain

and still evolving,



We presently have two United States patent applications pending. It is possible that either or both of
the patents that we have applied for will not be issued, and even if issued, that either or both may be
successfully defended. It is also possible that we may not develop proprietary products or technologies
that are patentable, that any patent issued to us may not provide us with any competitive advantages or

that the patents of others will harm our ability to do business.

Despite our efforts to protect our proprietary rights and technology, unauthorized parties may attempt
to copy aspects of our products or obtain and use information that we regard as proprietary. Policing
unauthorized use of our products is difficult, and while we are unable to determine the extent to which
piracy of our software exists, software piracy may be or become a problem. Litigation may be necessary
in the future to enforce our intellectual property rights, to protect our trade secrets, to determine the
validity and scope of the proprietary rights of others or to defend against claims of infringement or
invalidity. Any such resulting litigation could result in substantial costs and diversion of resources

which could have a material adverse effect on our business, operating results and financial condition.

There has been a substantial amount of litigation in the software and Internet industries regarding
intellectual property rights. It is possible that in the future, third parties may claim that we or our
current or future products infringe their intellectual property. Any claims, with or without merit, could
be time-consuming to resolve, result in costly litigation, cause product shipment delays or require us to
enter into royalty or licensing agreements. Royalty or licensing agreements, if required, may not be

available on terms acceptable to us, if at all, which could harm our business.
Employees

As of March 31, 2000, we had 235 full-time employees, of whom 233 were based in North America and
2 were based in Europe. Of these employees, 61 are in sales and marketing, 47 are in product
development, 109 were in professional services, technical support and training and 18 were in finance,
human resources, information systems and administrative functions. Our employees are not
represented by any collective bargaining agreements and we have never experienced a work stoppage.

We believe our employee relations are good.
Facilities

Our headquarters and principal facility is located in approximately 26,000 square feet of office space in
San Mateo, California under a lease that expires in August 2004. We conduct training in approximately
11,000 square feet of leased space in Redwood City, California under a lease that expires in March
2003 with an option to extend for one year and lease sales offices in Atlanta, Georgia; Milford,
Massachusetts; and Newport Beach, California. We are seeking additional space in Northern California

to meet our expansion plans.

Management

Directors And Executive Officers The following table sets forth information about our directors and

executive officers as of April 15, 2000:



Name Age Position

Monte Zweben............ 36 Chairman, President and Chief Executive Officer John E. Calonico, Jr. .. 43
Vice President, Chief Financial Officer and Secretary Robert E. Cell.......... 31 Vice President of
Corporate Development William H. Evans........ 41 Vice President of Marketing Scott D. Hanham.........
49 Vice President of Product Development and Services Jeffrey G. Johnson...... 42 Vice President of
Sales James C. Gaither(1)..... 62 Director A. Michael Spence(2).... 56 Director Andrew W. Verhalen(1)...
43 Director Edward H. Vick(2)....... 56 Director William F. Zuendt(2).... 53 Director (1) Member of
Compensation Committee (2) Member of Audit Committee Monte Zweben has served as our
Chairman, President and Chief Executive Officer since June 1998. From November 1997 to June 1998,
Mr. Zweben was an Entrepreneur in Residence at Matrix Partners and Institutional Venture Partners,
two venture capital firms. From October 1996 to November 1997, Mr. Zweben was Vice President and
General Manager at PeopleSoft, Inc., a provider of enterprise applications. From 1992 to December
1996, Mr. Zweben was Chairman, President and Chief Executive Officer of Red Pepper Software
Company. From September 1986 to December 1992, Mr. Zweben was the Deputy Branch Chief of the
NASA Ames Research Center's Artificial Intelligence Branch. Mr. Zweben serves on the Board of

Directors of Advent Software, Inc.

John E. Calonico, Jr. has served as our Vice President, Chief Financial Officer and Secretary since
March 2000. From February 1999 to February 2000, Mr. Calonico served as Vice President and Chief
Financial Officer of GlobalCenter, Inc., a division of Global Crossing Ltd., a provider of complex web
hosting and Internet access services. From November 1997 to January 1999, Mr. Calonico served as
Vice President of Finance for BEA Systems, Inc, a provider of middleware for enterprise software
applications. From April 1990 to November 1997, Mr. Calonico held various management positions at

Autodesk, Inc., including Vice President of Finance.

Robert E. Cell has served as our Vice President of Corporate Development since March 2000. From
November 1997 to March 2000, Mr. Cell served in various management positions at Kellogg Company,
including Vice President, Corporate Development and Vice President, General Manager of Lender's, a
division of Kellogg. From March 1996 to November 1997, Mr. Cell served in various management
positions at Deloitte & Touche LLP, an accounting firm, including Managing Director of Deloitte &
Touche's Great Lakes Corporate Finance practice. From June 1993 to March 1996, Mr. Cell held

various management positions at Coopers & Lybrand LLP, an accounting firm.

William H. Evans has served as our Vice President of Marketing since June 1998. From October 1997

to June 1998, Mr. Evans served as an independent consultant in the software industry.

From April 1995 to October 1997, Mr. Evans held various positions at Objectivity, Inc., a developer of
database management software, including both Vice President of Marketing and Vice President and

General Manager of the Aziza Business Unit.

Scott D. Hanham has served as our Vice President of Product Development and Services since August
1998. From January 1995 to July 1998, Dr. Hanham was Director, Quality and Process Management at

Sun Microsystems, Inc.



Jeffrey G. Johnson has served as our Vice President of Sales since September 1998. From October 1997
to December 1997, Mr. Johnson was Vice President of National Accounts for the manufacturing
business unit of PeopleSoft, Inc. From June 1996 to October 1997, Mr. Johnson was the Director of
Sales for Red Pepper Software Company. From November 1993 to June 1996, Mr. Johnson was

Director of Sales for SAP America's Western Region.

James C. Gaither has served as a Director since August 1998. Since 1971, Mr. Gaither has been a
Partner at the law firm of Cooley Godward LLP. Mr. Gaither is a Director of Amylin Pharmaceuticals,

Inc., Basic American, Inc., nVidia Corporation, Siebel Systems, Inc. and Levi Strauss & Co.

A. Michael Spence, Ph.D. has served as a Director since August 1998. Dr. Spence currently serves as
Professor of Management in the Graduate School of Business at Stanford University. From 1990 until
1999, Dr. Spence served as Phillip H. Knight Professor and Dean of the Graduate School of Business at
Stanford University. Dr. Spence also serves as a Director of eGain Communications Corp., General

Mills, Inc., Nike, Inc. and Siebel Systems, Inc.

Andrew W. Verhalen has served as a Director since January 1999. Mr. Verhalen has been a general
partner of entities associated with Matrix Partners since April 1992. From 1986 to 1991, Mr. Verhalen
served as a divisional Vice President and General Manager at 3Com Corporation. Mr. Verhalen
currently serves on the Board of Directors of Alteon WebSystems, Inc., Copper Mountain Networks,

Inc., Phone.com, Inc., Turnstone Systems, Inc. and WatchGuard Technologies, Inc.

Edward H. Vick has served as a Director since February 2000. Since January 1992, Mr. Vick has held
various positions at Young & Rubicam Inc., an advertising company, including Chairman of the Board
and Chief Creative Officer.

William F. Zuendt has served as a Director since August 1998. Mr. Zuendt retired as President and
Chief Operating Officer of Wells Fargo & Company, a bank holding company, and its principal
subsidiary, Wells Fargo Bank in 1997 after serving in that position since 1994. Mr. Zuendt is a Director

of 3Com Corporation, Advent Software, Inc. and Be, Incorporated.
Board Composition

We have authorized six directors. Upon the closing of this offering and as provided by the terms of our
fourth amended and restated certificate of incorporation, our board of directors will be divided into
three classes and each class will have a term of three years. As a result, a portion of our board of
directors will be elected each year. The division of the three classes, their election dates and the

directors in each class are as follows:

Class of Director Date of Election Directors in Class I 2001 annual meeting of stockholders A. Michael
Spence Andrew W. Verhalen II 2002 annual meeting of stockholders Edward H. Vick William F. Zuendt
III 2003 annual meeting of stockholders James C. Gaither Monte Zweben At each annual meeting of
stockholders after the initial classification, the successors to directors whose terms will then expire will
be elected to serve from the time of election and qualification until the third annual meeting following

election. Any additional directorships resulting from an increase in the number of directors will be



distributed among the three classes so that, as nearly as possible, each class will consist of one-third of
the directors. This classification of the board of directors may have the effect of delaying or preventing

changes of control or management of Blue Martini.
Board Committees

Audit Committee. Our audit committee currently consists of Dr. Spence and Messrs. Vick and Zuendt.
The audit committee reviews our internal accounting procedures and consults with and reviews the

services provided by our independent accountants.

Compensation Committee. Our compensation committee currently consists of Messrs. Gaither and
Verhalen. The compensation committee administers our stock option plans, reviews and approves the
compensation and benefits of all our officers and establishes and reviews general policies relating to

employee compensation and benefits.

Director Compensation Directors currently receive no cash compensation from us for their services as
members of the board or for attendance at committee meetings. Members of the board are reimbursed

for their reasonable expenses in attending board and board committee meetings.

Dr. Spence and Messrs. Gaither and Zuendt each purchased 381,844 shares of our common stock at a
purchase price of $0.01 per share, including 206,833 shares subject to a right of repurchase. In
February 2000, Mr. Vick was granted an option to purchase 200,000 shares of our common stock with
an exercise price of $1.50 per share that will vest 25% after 1 year of service and 1/48th per month

thereafter over three years.

According to our 2000 non-employee directors' stock option plan, each current non-employee director
will be granted an option to purchase up to 25,000 shares of our common stock on the effective date of
this offering and each new non-employee director will receive the same option on a director's election
or appointment to the board, if later. Non-employee directors will be granted an option to purchase up
to 7,500 shares of our common stock on the day after each annual meeting of stockholders after the
effective date of this offering. Also, non-employee directors who serve as committee members will be
granted an option to purchase up to 5,000 shares of our common stock on the day after each of our
annual meeting of stockholders. The exercise price of each option will be the fair market value of a

share of our common stock on the date of grant of the option.

Compensation Committee Interlocks 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
executive officers serving as a member of our board of directors or compensation committee. Messrs.

Gaither and Verhalen serve as members of the compensation committee.

Executive Compensation The following table shows information concerning compensation earned in
1999 for our Chairman, President and Chief Executive Officer and our three other most highly
compensated executive officers, whose compensation, as defined by the Securities and Exchange

Commission, exceeded $100,000 in 1999. The information in the table includes salaries, bonuses,



stock options granted and other miscellaneous compensation. The compensation table excludes other
compensation in the form of perquisites and other personal benefits that constituted less than 10% of

the total annual salary and bonus of each of the named executive officers in 1999.

Summary Compensation Table

Long-Term
Compensation
Annual = —--mmme—---
Compensation Securities
———————————————— Underlying Other
Name and Principal Position Salary Bonus Options Compensation

Monte Zweben........ceeuee... $153,077 $75,000 -- -- Chairman, President and Chief Executive Officer
Williams H. Evans................ 171,346 10,000 -- -- Vice President of Marketing Scott D.
Hanham.................. 155,769 42,500 400,000 -- Vice President of Product Development and Services
Jeffrey G. Johnson............... 135,000 73,928(1) -- -- Vice President of Sales (1) Includes sales

commissions of $39,628.

Option Grants in Last Fiscal Year The following table shows each grant of stock options during 1999 to

the individuals listed on the previous table.

The exercise price of each option was equal to the fair market value of our common stock as valued by
the board of directors on the date of grant. The exercise price may be paid in cash or by promissory

notes.

The potential realizable value is calculated based on the ten-year term of the option and the market
value at the time of grant. Stock price appreciation of 5% and 10% is assumed pursuant to rules
promulgated by the Securities and Exchange Commission and does not represent our prediction of our

stock price performance. The potential realizable values at 5% and 10% appreciation are calculated by:

. multiplying the number of shares of common stock subject to a given option by the assumed initial

public offering price of § per share;

. assuming that the total stock value derived from that calculation compounds at the annual 5% or 10%
rate shown in the table until the expiration of the options; and . subtracting from that result the total

option exercise price.

The shares listed in the following table under "Number of Securities Underlying Options Granted" have

a ten-year term, subject to earlier termination if the optionee's service with us ceases.

Percentages shown under "Percent of Total Options Granted to Employees in 1999" are based on a

total of approximately 6,310,000 options granted to our employees under our stock option plans
during 1999.

Potential Realizable Value at Annual Rates of Price Appreciation for Individual Grants Option Term
Number of Securities Percent of Total -------------occmmmmmmmmn oo Underlying Options Options
Granted to Exercise Price Expiration Name Granted Employees in 1999 per Share Date 5% 10%

Monte Zweben(1)......... - - - - - -
William H. Evans........ - - - - - .



Scott D. Hanham......... 400,000 6.34% $0.25 11/16/09
Jeffrey G. Johnson...... - - - - - -

(1) In April 2000, Mr. Zweben received an option to purchase 600,000 shares of our common stock at
an exercise price of $6.00 per share, which the board of directors determined to be the fair market

value of our common stock. This option will vest monthly over three years beginning June 5, 2002.

Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values The following table
presents the number of shares acquired and the value realized upon exercise of stock options during
1999 and the number of shares of our common stock subject to "exercisable” and "unexercisable" stock
options held as of December 31, 1999 by our Chairman, President and Chief Executive Officer and
each of the other executive officers on the summary compensation table. Also presented are values of
"in-the-money" options, which represent the positive difference between the exercise price of each

outstanding stock option and an assumed initial public offering price of § per share.

Securities Value of
Underlying Unexercised
Number of Shares Unexercised In-The-Money
Acquired Upon Options at Options at
Exercise Value Realized December 31, 1999 December 31, 1999
Name Vested Unvested Vested Unvested

Monte Zweben............ - - - - . .
William H. Evans........ --
Scott D. Hanham......... 1,200,000(1) - - - -
Jeffrey G. Johnson...... - - - - - -

(1) Includes 941,667 shares subject to a right of repurchase as of December 31, 1999.

Employee Benefit Plans 2000 Equity Incentive Plan We adopted our 2000 equity incentive plan in

April 2000. The incentive plan is an amendment and restatement of our 1998 equity incentive plan.

Administration. The board administers the incentive plan unless it delegates administration to a
committee. The board or this committee has the authority to construe, interpret and amend the

incentive plan and determine:

. the grant recipients;

. the grant dates;

. the number of shares subject to the award;

. the exercisability and vesting of the award;

. the exercise price;

. the type of consideration; and . the other terms of the award.

Share Reserve. We have reserved a total of 30,000,000 shares of our common stock for issuance under
the incentive plan. On January 1 of each year for 10 years, starting on January 1, 2001, the share

reserve will automatically be increased by a number of shares equal to the greater of:

. 5% of our outstanding shares on a fully-diluted basis; or . that number of shares subject to stock

awards made under the incentive plan during the prior 12-month period.



However, the automatic increase is subject to reduction by the board, and no more than 200,000,000
shares of the share reserve, as increased, may be used for incentive stock options. If the recipient of a
stock award does not purchase the shares subject to the stock award before the stock award expires or
terminates, the shares that are not purchased again become available for issuance under the incentive

plan.

Eligibility. The board may grant incentive stock options that qualify under Section 422 of the Internal
Revenue Code to our employees. The board also may grant nonstatutory stock options, stock bonuses

and restricted stock purchase awards to our employees, directors and consultants.

. A stock option is a contractual right to purchase a specified number of our shares at a specified price,

called the exercise price, for a specified period of time.

.An incentive stock option is a stock option that has met the requirements of Section 422 of the
Internal Revenue Code. This type of option is free from regular tax at both the date of grant and the
date of exercise. However, the difference between the fair market value on date of exercise and the
exercise price is an item of alternative minimum tax unless there is a disqualifying disposition in the
year of exercise. If two holding period tests are met--two years between grant date and sale date and
one year between exercise date and sale date--all profit on the sale of our shares acquired by exercising
the incentive stock option is long-term capital gain income. However, if either of the holding periods is
not met, there has been a disqualifying disposition, and a portion of any profit will be taxed at ordinary

income rates.

. A nonstatutory stock option is a stock option not meeting the Internal Revenue Code criteria for
qualifying incentive stock options and, therefore, triggering a tax upon exercise. This type of option
requires payment of state and federal income tax and, if applicable, other taxes on the difference

between the exercise price and the fair market value on the exercise date.

. A restricted stock purchase award is our offer to sell our shares at a price either at or near the fair
market value of the shares. A stock bonus is a grant of our shares at no cost to the recipient in

consideration for past services performed.

The board may not grant an incentive stock option to any person who, at the time of the grant, owns or
is deemed to own stock possessing more than 10% of our total combined voting power or the total
combined voting power of an affiliate of ours, unless the exercise price is at least 110% of the fair

market value of the stock on the grant date and the option term is five years or less.

Limits on Option Grants. There are limits on the number of shares that the board may grant under an

option.

. Section 162(m) of the Internal Revenue Code denies a deduction to publicly held corporations for
compensation paid to the chief executive officer and the four highest compensated officers in a taxable
year to the extent that the compensation for each officer exceeds $1,000,000. When we become subject
to Section 162(m), to prevent options granted under the incentive plan from being included in
compensation, the board may not grant options under the incentive plan to an employee covering an

aggregate of more than 5,000,000 shares in any calendar year.



.In addition, an employee may not receive incentive stock options that exceed the $100,000 per year
limitation provide in Section 422(d) of the Internal Revenue Code. In calculating the $100,000 per
year limitation, we determine the aggregate number of shares under all incentive stock options granted
to that employee that will become exercisable for the first time during a calendar year. For this purpose,
we include incentive stock options granted under the incentive plan as well as under any other stock
plans that we maintain. We then determine the aggregate fair market value of the stock as of the grant
date of the option. Taking the options into account in the order in which they were granted, we treat
only the options covering the first $100,000 worth of stock as incentive stock options. We treat any

options covering stock in excess of $100,000 as nonstatutory stock options.

Option Terms. The board may grant incentive stock options with an exercise price of 100% or more of
the fair market value of a share of our common stock on the grant date. It may grant nonstatutory stock
options at a discount. If the value of our shares declines after the date of grant, the board may offer
option holders the opportunity to replace their outstanding higher-priced options with new lower-
priced options. To the extent required by Section 162(m) of the Internal Revenue Code, the repriced
option is considered to be canceled and a new option granted, but both options will be counted against

the Section 162(m) limit discussed above.

The maximum option term is 10 years. The board may provide for exercise periods of any length in
individual option grants. However, generally an option terminates three months after the option
holder's service to us terminates. If this termination is due to the option holder's disability, the exercise
period generally is extended to 12 months. If this termination is due to the option holder's death or if
the option holder dies within three months after the option holder's service terminates, the exercise

period generally is extended to 18 months following the option holder's death.

The board may provide for the transferability of nonstatutory stock options but not incentive stock
options. However, the option holder may designate a beneficiary to exercise either type of option
following the option holder's death. If the option holder does not designate a beneficiary, the option

holder's option rights will pass by will or by the laws of descent and distribution.

Terms of Other Stock Awards. The board determines the purchase price of other stock awards.
However, the board may award stock bonuses in consideration of past services without a purchase
payment. Shares that we sell or award under the incentive plan may, but need not be, restricted and
subject to a repurchase option in our favor based on with a vesting schedule that the board determines.

The board, however, may accelerate the vesting of the restricted stock.

Other Provisions. Transactions not involving our receipt of consideration, including a merger,
consolidation, reorganization, stock dividend and stock split, may change the class and number of
shares subject to the incentive plan and to outstanding awards. In that event, the board will
appropriately adjust the incentive plan for the class and the maximum number of shares subject to the
incentive plan, to the cap on the number of shares available for incentive stock options, and to the
Section 162(m) limit. It also will adjust outstanding awards for the class, number of shares and price per

share subject to the awards.



If a change in control happens, the surviving entity may either assume or replace outstanding awards
under the incentive plan. If this does not occur, then generally the vesting and exercisability of the
awards will accelerate, and unexercised awards will terminate immediately before the event. A change

in control includes the following:
. a dissolution, liquidation or sale of all or substantially all of our assets;
. amerger or consolidation in which we are not the surviving corporation;

. areverse merger in which we are the surviving corporation but the shares of our common stock
outstanding immediately preceding the merger are converted by virtue of the merger into other
property; and . after this initial public offering, generally the acquisition by any person, entity or group
of the beneficial ownership of our securities representing at least 50% of the combined voting power

permitted to vote in the election of directors.

If there is a change in control, other than a merger or consolidation for the purpose of a change in
domicile, then for options held by persons then performing services as an employee, director, or

consultant to us, the vesting of the option will be accelerated by 50%.
Stock Awards Granted. As of April 15,2000, we had:
. 14,443,500 shares upon the exercise of options under the incentive plan issued and outstanding;

. options to purchase 5,906,400 shares at a weighted average exercise price of $2.32 per share

outstanding; and . 9,650,100 shares available for future grant.

As of April 15,2000, the board had not granted any stock bonuses or restricted stock under the

incentive plan.
Plan Termination. The incentive plan will terminate in 2010 unless the board terminates it sooner.

2000 Non-Employee Directors' Stock Option Plan We adopted our 2000 non-employee directors' stock
option plan in April 2000. The directors' plan provides for the automatic grant to our non-employee

directors of options to purchase shares of our common stock.

Share Reserve. We have reserved a total of 300,000 shares of our common stock for issuance under the
directors' plan. On January 1 of each year for 10 years, starting on January 1, 2001, the share reserve

will automatically be increased by a number of shares equal to the greater of:

. 0.25% of our outstanding shares on a fully-diluted basis; or . that number of shares subject to options

granted under the directors' plan during the prior 12-month period.

However, the automatic increase is subject to reduction by the board. If an option holder does not
purchase the shares subject to their option before the option expires or terminates, the shares that are

not purchased again become available for issuance under the directors' plan.

Administration. The board administers the directors' plan. The board has the authority to construe,
interpret and amend the directors' plan but the directors' plan specifies the essential terms of the

options, including:



. the option recipients;

. the grant dates;

. the number of shares subject to the option;

. the exercisability and vesting of the option;

. the exercise price; and . the type of consideration.

Eligibility. We automatically will issue options to our non-employee directors under the directors' plan

as follows:

. Each person who is a non-employee director on the effective date of this offering or who is first
elected or appointed after the date of the prospectus as a non-employee director will automatically
receive an initial option for 25,000 shares. The initial option is exercisable immediately but one third
of the shares will vest one year after the date of grant and 1/36th of the shares will vest each month

thereafter for 2 years;

. In addition, on the day after each of our annual meetings of the stockholders, starting with the annual
meeting in 2001, each non- employee director will automatically receive an annual option for 7,500
shares. The annual option is exercisable immediately but will vest monthly over the next year. If the
non-employee director is appointed to the board after the annual meeting, the annual option will be

adjusted based on the time actually served by the director;

. Finally, on the day after each of our annual meetings of the stockholders, starting with the annual
meeting in 2001, each non- employee director who is serving on a board committee will automatically
receive a committee option for 5,000 shares. The committee option is exercisable immediately but will
vest monthly over the next year. If the non-employee director is appointed to the committee after the

annual meeting, the committee option will be pro rated.

As long as the option holder continues to serve with us, whether in the capacity of a director, an
employee or a consultant, the option will continue to vest and be exercisable during its term. When the
option holder's service terminates, we will have the right to repurchase any unvested shares at the

original exercise price, without interest.

Option Terms. Options have an exercise price equal to 100% of the fair market value of our common
stock on the grant date. The option term is 10 years but it terminates three months after the option
holder's service terminates. If this termination is due to the option holder's disability, the post-
termination exercise period is extended to 12 months. If this termination is due to the option holder's
death or if the option holder dies within three months after their service terminates, the post-

termination exercise period is extended to 18 months following death.

The option holder may transfer the option by gift to immediate family or for estate-planning purposes.
The option holder also may designate a beneficiary to exercise the option following the option holder's
death. Alternatively, the option exercise rights will pass by the option holder's will or by the laws of

descent and distribution.



Other Provisions. Transactions not involving our receipt of consideration, including a merger,
consolidation, reorganization, stock dividend and stock split, may change the class and number of
shares subject to the directors' plan and to outstanding options. In that event, the board will
appropriately adjust the directors' plan for the class and the maximum number of shares subject to the
directors' plan and to the automatic option grants. It also will adjust outstanding options for the class,

number of shares and price per share subject to the options.

If a change in control happens, the surviving entity may either assume or replace outstanding options
under the directors' plan. If this does not occur, then generally the vesting of the options will accelerate,
and unexercised options will terminate immediately before the event. A change in control includes the

following:
. A dissolution, liquidation or sale of all or substantially all of our assets;
. A merger or consolidation in which we are not the surviving corporation;

. A reverse merger in which we are the surviving corporation but the shares of our common stock

outstanding immediately preceding the merger are converted by virtue of the merger into other
property;

. Generally the acquisition by any person, entity or group of the beneficial ownership of our securities
representing at least 50% of the combined voting power permitted to vote in the election of directors;
and . If there is a change in control, other than a merger or consolidation for the purpose of a change in
domicile, then for options held by persons then performing services as an employee or director of, or

consultant to, us, the vesting of the option will be accelerated by 50%.

Options Issued. The directors' plan will not be effective until the effective date of this offering. We have

not issued any options under the directors' plan.
Plan Termination. The directors' plan has no set termination date.

2000 Employee Stock Purchase Plan We adopted our 2000 employee stock purchase plan in April
2000.

Administration. The board administers the purchase plan unless it delegates administration to a
committee. The board or this committee has the authority to construe, interpret and amend the

purchase plan and determine the terms of rights granted under the purchase plan.

Share Reserve. We reserved 4,000,000 shares of our common stock for issuance to eligible employees
with purchase rights under the purchase plan. On January 1 of each year for 10 years, starting on
January 1, 2001, the share reserve will automatically be increased by a number of shares equal to the

greater of:

. 2.5% of our outstanding shares on a fully-diluted basis; or . that number of shares issued under the

purchase plan during the prior 12-month period.

However, the automatic increase is subject to reduction by the board, and no more than 80,000,000

shares of the share reserve, as increased, may be used under the purchase plan.



Eligibility. The purchase plan is intended to qualify as an employee stock purchase plan within the
meaning of Section 423 of the Internal Revenue Code. The purchase plan provides a means by which
eligible employees may purchase our common stock through payroll deductions. We implement the
purchase plan by offerings of purchase rights to eligible employees. Generally, all of our full- time
employees in the United States and in the United Kingdom who have been employed for at least 10
days may participate in offerings under the purchase plan. However, no employee may participate in
the purchase plan if immediately after we grant the employee a purchase right, the employee has voting

power over 5% or more of our outstanding capital stock.

Offerings. Under the purchase plan, the board may specify offerings of up to 27 months. Unless the
board determines differently, common stock is purchased for accounts of participating employees at a

price per share equal to the lower of:

. 85% of the fair market value of a share on the first day of the offering; or. 85% of the fair market

value of a share on the purchase date.

The first offering will begin on the effective date of this offering, and we expect to offer shares
registered on a Form S-8 registration statement. The fair market value of the shares on the first date of
this offering will be the price per share at which our shares are first sold to the public as specified in the
final prospectus for this offering. Otherwise, fair market value generally means the closing sales price,
rounded up where necessary to the nearest whole cent, for these shares, or the closing bid, if no sales
were reported, as quoted on the Nasdaq National Market on the last trading day before the relevant

determination date, as reported in The Wall Street Journal.

The board may provide that employees who become eligible to participate after the offering period

begins nevertheless may enroll in the offering. These employees will purchase our stock at the lower of:

. 85% of the fair market value of a share on the day they began participating in the purchase plan; or.
85% of the fair market value of a share on the purchase date.

Participating employees may authorize payroll deductions of up to 15% of their total compensation for
the purchase of stock under the purchase plan. Employees may end their participation in the offering
before a purchase period ends. Their participation ends automatically on termination of their

employment.

Other Provisions. The board may grant eligible employees purchase rights under the purchase plan
only if the purchase rights together with any other purchase rights granted under other employee stock
purchase plans established by us or by our affiliates, if any, do not permit the employee's rights to
purchase our stock to accrue at a rate which exceeds $25,000 of fair market value of our stock for each

calendar year in which the purchase rights are outstanding,.

Upon a change in control, the board may provide that the successor corporation either will assume or
replace outstanding purchase rights. Alternatively, the board may shorten the ongoing offering period
and provide that our stock will be purchased for the participants immediately before the change in

control.



Shares Issued. The purchase plan will not be effective until the effective date of this initial public
offering of our stock. Therefore, as of the date of this prospectus, no shares of common stock have been

purchased under the purchase plan.
Plan Termination. The purchase plan has no set termination date.
401(k) Plan

Effective February 1, 2000, we adopted a 401(k) plan to provide eligible employees with a tax
preferential savings and investment program. Employees become eligible to participate in the 401(k)
plan on the first day they perform an hour of service for us, at which point we classify them as
participants. They may elect to reduce their current compensation by up to the lesser of 20% of eligible
compensation or the statutorily prescribed annual limit, $10,500 in 2000, and have this reduction
contributed to the 401(k) plan. At the direction of each participant, the trustee of the 401(k) plan
invests the assets of the 401(k) plan in selected investment options. Contributions by participants or
by us to the 401(k) plan, and income earned on plan contributions, are generally not taxable to the

participants until withdrawn. We have not made any contributions to the 401(k) plan to date.

Limitation of Liability and Indemnification Our certificate of incorporation and bylaws contain
provisions permitted under Delaware law relating to the liability of directors. These provisions
eliminate a director's personal liability for monetary damages resulting from a breach of fiduciary duty,

except in circumstances involving wrongful acts, including:
. for any breach of the director's duty of loyalty to us or our stockholders;

. for acts or omissions not in good faith or that involve intentional misconduct or a knowing violation

of law;

. for any acts under section 174 of the Delaware General Corporation Law; or. for any transaction from

which the director derives an improper personal benefit.

These provisions do not limit or eliminate our rights or any stockholder's rights to seek non-monetary
relief, including an injunction or rescission, in the event of a breach of the director's fiduciary duty.
These provisions will not alter a director's liability under federal securities laws. In addition, we intend
to enter into separate indemnification agreements with our directors and executive officers that
provide each of them indemnification protection in the event the amended and restated certificate of
incorporation and amended and restated bylaws are subsequently amended. We believe that these
provisions and agreements will assist us in attracting and retaining qualified individuals to serve as

directors and officers.

Indemnification Agreements Our certificate of incorporation includes a provision that eliminates the
personal liability of a director for monetary damages resulting from breach of his fiduciary duty as a

director, except for liability:

. for any breach of the director's duty of loyalty to us or our stockholders;



. for acts or omissions not in good faith or that involve intentional misconduct or a knowing violation

of law;

.under section 174 of the Delaware General Corporation Law regarding unlawful dividends and stock

purchases; or . for any transaction from which the director derived an improper personal benefit.
Our bylaws provide that:

. we are required to indemnify our directors and officers to the fullest extent permitted by the Delaware

General Corporation Law, subject to very limited exceptions;

. we may indemnify our employees and agents to the fullest extent permitted by the Delaware General

Corporation Law, subject to very limited exceptions;

. we are required to advance expenses, as incurred, to our directors and executive officers in connection

with a legal proceeding;

. we may advance expenses, as incurred, to our employees and agents in connection with a legal

proceeding; and . the rights conferred in the bylaws are not exclusive.

In addition to the indemnification required in our certificate of incorporation and bylaws, we have
entered into indemnity agreements with each of our current directors and executive officers. These
agreements provide for the indemnification of our officers and directors for all expenses and liabilities
incurred in connection with any action or proceeding brought against them by reason of the fact that
they are or were our agents. We also intend to obtain directors' and officers' insurance to cover our
directors, officers and some of our employees for liabilities, including liabilities under securities laws.
We believe that these indemnification provisions and agreements and this insurance are necessary to

attract and retain qualified directors and officers.

The limitation of liability and indemnification provisions in our certificate of incorporation and bylaws
may discourage stockholders from bringing a lawsuit against directors for breach of their fiduciary
duty. They may also reduce the likelihood of derivative litigation against directors and officers, even
though an action, if successful, might benefit us and other stockholders. Furthermore, a stockholder's
investment may be adversely affected to the extent we pay the costs of settlement and damage awards
against directors and officers as required by these indemnification provisions. At present, there is no
pending litigation or proceeding involving any of our directors, officers or employees regarding which
indemnification by us is sought, nor are we aware of any threatened litigation that may result in claims

for indemnification.

Certain Transactions

Blue Martini was established as a limited liability company in June 1998. In January 1999, the limited
liability company was merged into Blue Martini Software, Inc., a Delaware corporation. As a result of

the merger, each class B unit of the limited liability company was converted into one share of common



stock of the corporation and each class A unit of the limited liability company was converted into one
share of series A preferred stock of the corporation. The table below reflects the units issued by the

limited liability company as if issued by the corporation.

The following executive officers, directors, former directors or holders of more than five percent of our
voting securities purchased securities for a purchase price in excess of $60,000 in the amounts and as

of the dates set forth below.

Shares of Preferred Stock

Common Series
Stock A(1) Series B Series C
Directors and Executive
Officers
Monte Zweben(2)............... 20,892,000(1) 3,571,432 2,105,264 666,668
John E. Calonico, Jr.......... 66,666 -- -- --
Thomas M. Siebel(3)........... 79,552(1) 714,284 - -
William F. Zuendt............. 381,844(1) -- 842,104 --
Entities Affiliated with
Directors
Entities affiliated with
Matrix Partners V, L.P.(4)... -- -- 6,315,788 973,332
Other 5% Stockholders
Entities affiliated with U.S.
Venture Partners............. -= -- -- 5,666,664
Price Per Share............... $0.01-%$1.50 $0.28 $0.48 $1.50
Date(s) of Purchase........... Various June 1998 January 1999 July 1999

(1) Represents shares issued upon the merger of Blue Martini LLC into Blue Martini Software, Inc.

(2) Includes 2,892,000 shares of common stock held by the Zweben Family Limited Partnership and
3,571,432 shares of series A preferred stock, 2,105,264 shares of series B preferred stock and 666,668
shares of series C preferred stock held by the Zweben Family Revocable Trust.

(3) Former director.

(4) Andrew W. Verhalen, one of our directors, is a general partner of entities associated with Matrix

Partners.

Blue Martini and the preferred stockholders described above have entered into an agreement, pursuant
to which these and other preferred stockholders will have registration rights with respect to their

shares of common stock following this offering.

Cooley Godward LLP performs legal services for us. James C. Gaither, one of our directors, is a partner
of Cooley Godward LLP.

In 1999, license and service revenues from Levi Strauss & Co. accounted for 19% of our total revenues.

James C. Gaither, one of our directors, is a director of Levi Strauss & Co.

In the first quarter of 2000, we have incurred expenses of $722,000 to Young & Rubicam, Inc. for
advertising services. Edward H. Vick, one of our directors, is chairman and chief creative officer of

Young & Rubicam.



In February 2000, we granted to Edward H. Vick, one of our directors, an option to purchase 200,000

shares of our common stock at an exercise price of $1.50.

We have entered into an agreement with John E. Calonico, Jr., our Vice President, Chief Financial
Officer and Secretary. Under this agreement we have agreed to pay Mr. Calonico a lump sum equal to

six months of his base salary if we terminate his employment without cause.

We intend to enter into indemnification agreements with our directors and officers for the
indemnification of and advancement of expenses to these persons to the full extent permitted by law.

We also intend to execute these agreements with our future directors and officers.

Principal Stockholders

The following table presents information as to the beneficial ownership of our common stock as of

April 15,2000 and as adjusted to reflect the sale of our common stock in this offering by:
. each stockholder known by us to be the beneficial owner of more than 5% of our common stock;
. each of our directors;

. each of the executive officers in our summary compensation table; and . all of our directors and

executive officers as a group.

Beneficial ownership is determined under the rules of the Securities and Exchange Commission and
generally includes voting or investment power with respect to securities. Unless indicated below, to our
knowledge, the persons and entities named in the table have sole voting and sole investment power
with respect to all shares beneficially owned, subject to community property laws where applicable.
Shares of common stock subject to options that are currently exercisable or exercisable prior to August
31,2000 are deemed to be outstanding and to be beneficially owned by the person holding the options
for the purpose of computing the percentage ownership of that person but are not treated as
outstanding for the purpose of computing the percentage ownership of any other person. Unless
indicated below, the address for each listed stockholder is c/o Blue Martini Software, Inc., 2600
Campus Drive, San Mateo, CA 94403.

The percentage of common stock outstanding as of April 15, 2000 is based on 59,289,138 shares of
common stock outstanding on that date, assuming that all outstanding preferred stock has been

converted into common stock.

Percent Beneficially Owned Number of Shares -------------=---=--omcmommmm Name of Beneficial Owner

Beneficially Owned Before Offering After Offering

Directors and Executive

Officers

Monte Zweben(1)............. 27,235,364 45.9%
William H. Evans(2)......... 1,527,372 2.6%
Scott D. Hanham(3).......... 1,200,000 2.0%
Jeffrey G. Johnson(4)....... 1,527,372 2.6%
James C. Gaither(5)......... 381,844 *

A. Michael Spence(5)........ 381,844 *



Andrew W. Verhalen(6)....... 7,289,120 12.3%
Edward H. Vick.............. -- *
William F. Zuendt(5)........ 1,223,948 2.1%
All Directors and Executive

Officers as a Group

(11 Persons)(6)............ 40,833,530 68.9%

Other Stockholders
Entities Affiliated with

Matrix Partners(7)......... 7,289,120 12.3%
Entities Affiliated with
U.S. Venture Partners(8)... 5,666,664 9.6%

* Represents beneficial ownership of less than 1%.

(1) Includes 2,892,000 shares held by the Zweben Family Partnership and 6,343,364 shares held by the

Zweben Family Revocable Trust.
(2) Includes 700,046 shares subject to a right of repurchase at the purchase price for such shares.

(3) Includes 741,667 shares subject to a right of repurchase at the purchase price for such shares.
Includes 316,666 shares held by the Hanham Family Trust.

(4) Includes 854,904 shares subject to a right of repurchase at the purchase price for such shares.
(5) Includes 206,833 shares subject to a right of repurchase at the purchase price for such shares.

(6) Includes 2,917,116 shares subject to a right of repurchase and 7,289,120 shares held by affiliates of

our directors.

(7) Represents 6,560,208 shares held by Matrix Partners V, L.P. and 728,912 shares held by Matrix V
Entrepreneurs Fund, L.P. Mr. Verhalen is a general partner of entities associated with Matrix Partners
and disclaims beneficial ownership of the shares held by Matrix Partners V, L.P. except to the extent of
his pecuniary interest therein.

(8) Represents 5,184,996 shares held by U.S. Venture Partners VI, L.P., 238,000 shares held by USVP
VI Affiliates Fund, L.P., 153,000 shares held by USVP VI Entrepreneur Partners, L.P. and 90,668 shares
held by 2180 Associates Fund VI, L.P.

Description of Capital Stock

Upon the closing of this offering, our authorized capital stock will consist of 500,000,000 shares of
common stock, $0.001 par value, and 5,000,000 shares of preferred stock, $0.001 par value.

Common Stock

As of April 15,2000, there were 59,289,138 shares of common stock outstanding that were held of
record by approximately 180 stockholders after giving effect to the conversion of our preferred stock
into common stock at a four-to-one ratio. There will be shares of common stock outstanding, assuming
no exercise of the underwriters' over-allotment option and no exercise of outstanding options, after

giving effect to the sale of the shares of common stock offered by this prospectus.



Voting rights. The holders of common stock are entitled to one vote per share on all matters submitted
to a vote of our stockholders. In addition, our certificate of incorporation and bylaws require the
approval of two-thirds, rather than a majority, of the shares entitled to vote for certain matters. For a

description of these matters, see "Anti-Takeover Provisions."

Subject to preferences that may be applicable to any preferred stock outstanding at the time, the
holders of outstanding shares of common stock are entitled to receive ratably any dividends out of
assets legally available therefor as our board of directors may from time to time determine. Upon
liquidation, dissolution or winding up of Blue Martini, holders of our common stock are entitled to
share ratably in all assets remaining after payment of liabilities and the liquidation preference of any
then outstanding shares of preferred stock. Holders of common stock have no preemptive or
conversion rights or other subscription rights. There are no redemption or sinking fund provisions
applicable to the common stock. All outstanding shares of common stock are fully paid and

nonassesable.

Dividend rights. Subject to preferences that may apply to shares of preferred stock outstanding at the
time, the holders of outstanding shares of our common stock are entitled to receive dividends out of

assets legally available at the times and in the amounts as our board of directors may determine.

No preemptive or similar rights. Our common stock is not entitled to preemptive rights and is not

subject to conversion or redemption.

Right to receive liquidation distributions. Upon a liquidation, dissolution or winding-up of Blue
Martini, the holders of our common stock are entitled to share ratably among themselves in all assets
remaining after payment of all liabilities and the liquidation preferences of any outstanding preferred
stock. Each outstanding share of our common stock is, and all shares of our common stock to be

outstanding upon completion of this offering will be, fully paid and nonassessable.
Preferred Stock

Upon the closing of this offering, each outstanding share of our preferred stock will be converted into
four shares of our common stock. See Note 9 of notes to financial statements for a description of our

preferred stock.

Following the offering, we will be authorized, subject to limitations imposed by Delaware law, to issue
preferred stock in one or more series, to establish from time to time the number of shares to be
included in each series, and to fix the rights, preferences and privileges of the shares of each wholly
unissued series and any of its qualifications, limitations or restrictions. The board of directors can also
increase or decrease the number of shares of any series, but not below the number of shares of such
series then outstanding, without any further vote or action by the stockholders. The board may
authorize the issuance of preferred stock with voting or conversion rights that could adversely affect
the voting power or other rights of the holders of the common stock. The issuance of preferred stock,
while providing flexibility in connection with possible acquisitions and other corporate purposes,

could, among other things, have the effect of delaying, deferring or preventing a change in control of



Blue Martini and may adversely affect the market price of the our common stock and the voting and
other rights of the holders of our common stock. We have no current plan to issue any shares of

preferred stock.
Registration Rights

As aresult of an investors' rights agreement dated January 13, 1999 as amended July 20, 1999, among
us and some of our stockholders, the holders of 23,297,264 shares of our common stock will be
entitled to rights with respect to the registration of these shares under the Securities Act, as described

below.

Demand Registration Rights. At any time after six months following this offering, the holders of at least
50% of the shares having registration rights can request that we register all or a portion of their shares,
so long as such registration covers at least 40% of their shares and the total offering price of the shares
to the public is at least $10 million. We will only be required to file two registration statements in
response to these demand registration rights. We may postpone the filing of a registration statement
for up to 120 days twice in a 12 month period if we determine that the filing would be seriously

detrimental to us and our stockholders.

Piggyback Registration Rights. If we register any securities for public sale, the stockholders with
registration rights will have the right to include their shares in the registration statement. The
managing underwriter of any underwritten offering will have the right to limit the number of shares

registered by these holders to be included in the registration statement due to marketing reasons.

Form S-3 Registration Rights. The holders of the shares having registration rights can request that we
register their shares if we are eligible to file a registration statement on Form S-3 and if the total price
of the shares offered to the public is at least $3 million. We will only be required to file two registration
statements in response to these S-3 registration rights. We may postpone the filing of a registration
statement for up to 90 days once in a 12 month period if we determine that the filing would be

seriously detrimental to us and our stockholders.

We will pay all expenses incurred in connection with the registrations described above, except for

underwriters' and brokers' discounts and commissions, which will be paid by the selling stockholders.

The registration rights described above will expire with respect to a particular stockholder if it can sell
all of its shares in a three month period under Rule 144 of the Securities Act. In any event, the

registration rights described above will expire three years after this offering is completed.

Holders of these registration rights have waived the exercise of these registration rights for 180 days

following the date of this prospectus.

Anti-Takeover Provisions The provisions of Delaware law, our certificate of incorporation and our
bylaws may have the effect of delaying, deferring or discouraging another person from acquiring

control of our company.

Delaware Law



We will be subject to the provisions of Section 203 of the Delaware General Corporation Law
regulating corporate takeovers. This section prevents some Delaware corporations from engaging,
under some circumstances, in a "business combination," which includes a merger or sale of more than
10% of the corporation's assets with any "interested stockholder," meaning a stockholder who owns
15% or more of the corporation's outstanding voting stock, as well as affiliates and associates of the
stockholder, for three years following the date that the stockholder became an "interested stockholder"

unless:

. the transaction is approved by the board of directors prior to the date the interested stockholder

attained that status;

. upon consummation of the transaction that resulted in the stockholder's becoming an interested
stockholder, the interested stockholder owned at least 85% of the voting stock of the corporation
outstanding at the time the transaction commenced; or . on or subsequent to such date the business
combination is approved by the board of directors and authorized at an annual or special meeting of

stockholders by at least two-thirds of the outstanding voting stock that is not owned by the interested
stockholder.

A Delaware corporation may opt out of this provision with an express provision in its original
certificate of incorporation or an express provision in its certificate or incorporation or bylaws
resulting from a stockholders' amendment approved by at least a majority of the outstanding voting
shares. However, we have not opted out of this provision. The statute could prohibit or delay mergers
or other takeover or change-in-control attempts and, accordingly, may discourage attempts to acquire

us.
Charter and Bylaw Provisions Our certificate of incorporation and bylaws provide that:

. following the completion of this offering, no action shall be taken by stockholders except at an annual
or special meeting of the stockholders called in accordance with our bylaws and that stockholders may

not act by written consent;

. following the completion of this offering, the approval of holders of two-thirds of the shares entitled
to vote at an election of directors shall be required to adopt, amend or repeal our bylaws or amend or
repeal the provisions of our certificate of incorporation regarding the election and removal of directors

and ability of stockholders to take action;

. stockholders may not call special meetings of the stockholders without advance notice and approval

of the stockholders holding at least a majority of the outstanding shares of stock;
. stockholders may not fill vacancies on the board;

. following the completion of this offering, our board of directors will be divided into three classes, each
serving staggered three-year terms, which means that only one class of directors will be elected at each
annual meeting of stockholders, with the other classes continuing for the remainder of their respective

terms, and directors may only be removed for cause by the holders of two-thirds of the shares entitled



to vote at an election of directors; and . we will indemnify officers and directors against losses that they
may incur in investigations and legal proceedings resulting from their services to us, which may include

services in connection with takeover defense measures.

These provisions of our certificate of incorporation and bylaws may have the effect of delaying,

deferring or discouraging another person from acquiring control of our company.

Transfer Agent

The transfer agent and registrar for our common stock is Computershare Investor Services, LLC.
Listing

We have applied for quotation of our common stock on the Nasdaq National Market under the trading
symbol "BLUE."

Shares Eligible for Future Sale

Prior to this offering, there has been no public market for our common stock, and we cannot predict the
effect, if any, that market sales of shares of our common stock or the availability of shares of our
common stock for sale will have on the market price of our common stock prevailing from time to time.
Nevertheless, sales of substantial amounts of our common stock in the public market could adversely
affect the market price of our common stock and could impair our future ability to raise capital through

the sale of our equity securities.

Upon the completion of this offering, we will have shares of our common stock outstanding, assuming
no exercise of the underwriters' over-allotment option and no exercise of outstanding options. Of the
outstanding shares, all of the shares sold in this offering will be freely tradable, except that any shares
held by directors, officers or owners of ten percent or more of our stock, may only be sold in
compliance with the limitations described below. The remaining 59,289,138 shares of our common
stock will be deemed "restricted securities" as defined under Rule 144. Restricted shares may be sold in
the public market only if registered or if they qualify for an exemption from registration under Rule
144, 144(k) or 701 promulgated under the Securities Act, which rules are summarized below. Subject to
the lock-up agreements described below, the provisions of Rules 144, 144(k) and 701 and a right of
repurchase in favor of Blue Martini applicable to some of our common stock, additional shares will be

available for sale in the public market as follows:

. no shares will be eligible for sale within 90 days from the date of this prospectus; up to 6,744,121
shares will be eligible for sale 90 days from the date of this prospectus in the event that the locked-up

shares are released early, as described below;

.an additional 1,769,732 shares will be eligible for sale 120 days from the date of this prospectus in the

event that the locked-up shares are released early, as described below;

.46,075,619 shares will be eligible for sale upon the expiration of the 180-day lock-up period; and .
4,699,666 shares will be eligible for sale at various times after the 180-day lock-up period.



Lock-Up Agreements

Our directors, officers and substantially all of our stockholders have entered into lock-up agreements in
connection with this offering. These lock-up agreements provide that these persons will not offer, sell,
contract to sell, grant any option to purchase or otherwise dispose of our common stock or any
securities exercisable for or convertible into our common stock owned by them for a period of 180 days
after the date of this prospectus without the prior written consent of Goldman, Sachs & Co. or
pursuant to the earlier releases described below. These lock-up agreements do not restrict the transfer
of shares of our common stock purchased under the directed share program in connection with this

offering or in the open market following the date of this prospectus.

If our stock price is greater than twice the initial public offering price per share for the time periods set
forth below, then a percentage of the securities subject to lock-up agreements will be released from the

transfer restrictions of the lock-up agreements at the time set forth below.

Time Period Amount Released Time Released

20 of the 40 consecutive 15% of the securities The 90th day after the
trading days ending on subject to lock-up date of this prospectus.
the last trading day agreements as of the date of

preceding the 90th day this prospectus.
after the date of this

prospectus.

20 of the 40 consecutive An additional 20% of the The 120th day after the
trading days ending on securities subject to lock- date of this prospectus.
the last trading day up agreements as of the date

preceding the 120th day of this prospectus.
after the date of this
prospectus.

However, if the securities to be released above would be released during one of the Company's blackout
periods, then if our stock price is greater than twice the initial public offering price per share for the
time periods set forth below, a percentage of the securities subject to the lock-up agreements will be

released from the transfer restrictions of the lock-up agreements at the time set forth below.

Scheduled Release Time Period Amount Released Actual Release

The 90th day after the 20 of the 40 15% of the The 20th day after
date of this prospectus consecutive trading securities subject the end of the
is during a blackout days ending on the to lock-up blackout period.
period. 20th day after the agreements as of the

end of the blackout date of this

period. prospectus.
The 120th day after the 20 of the 40 An additional 20% of The first day after
date of this prospectus consecutive trading the securities the end of the
is during a blackout days ending on the subject to lock-up blackout period.
period. first day after the agreements as of the

end of the blackout date of this

period. prospectus.

Blue Martini's blackout period begins on the last four weeks of each calendar quarter and ends three
trading days after it announces its quarterly results. During the blackout period, we do not allow our

directors, officers and key employees to trade our stock.

Rule 144



In general, under Rule 144 as currently in effect, a person, or group of persons whose shares are
required to be aggregated, including an affiliate of Blue Martini, who has beneficially owned shares for
at least one year is entitled to sell within any three-month period commencing 90 days after the date of
this prospectus, a number of shares that does not exceed the greater of one percent of the then-
outstanding shares of our common stock, which will be approximately shares immediately after this
offering, or the average weekly trading volume in our common stock during the four calendar weeks
preceding the date on which notice of the sale is filed. In addition, a person who is not deemed to have
been an affiliate at any time during the 90 days preceding a sale and who has beneficially owned the
shares proposed to be sold for at least two years would be entitled to sell these shares under Rule 144(k)
without regard to the requirements described above. To the extent that shares were acquired from one
of our affiliates, a person's holding period for the purpose of effecting a sale under Rule 144 would

commence on the date of transfer from the affiliate.
Rule 701

In general, under Rule 701 of the Securities Act as currently in effect, any of our employees, consultants
or advisors, other than affiliates, who purchases or receives shares from us in connection with a
compensatory stock purchase plan or option plan or other written agreement will be eligible to resell
their shares beginning 90 days after the date of this prospectus, subject only to the manner of sale
provisions of Rule 144. Affiliates who purchase or receive shares from us in connection with a
compensatory stock purchase plan or option plan or other written agreement will be eligible to sell
their shares beginning 90 days after the date of this prospectus under Rule 701 without compliance
with the Rule 144 holding period requirements.

Registration Rights

On the date 180 days after the date of this prospectus, the holders of 23,297,264 shares or their
transferees, will be entitled to rights with respect to the registration of their shares under the Securities
Act. Registration of their shares under the Securities Act would result in the shares becoming freely
tradable without restriction under the Securities Act, except for shares purchased by affiliates,

immediately upon the effectiveness of this registration.
Stock Options

We intend to file a registration statement under the Securities Act covering the 30,300,000 shares
reserved for issuance under our stock option plans and 4,000,000 shares reserved for issuance under
our employee stock purchase plan. The registration statement is expected to be filed and become
effective as soon as practicable after the closing of this offering. Accordingly, shares registered under
the registration statement will, subject to Rule 144 volume limitations applicable to affiliates, be

available for sale at various times as permitted under the lock-up provisions discussed above.



Underwriting

Blue Martini and the underwriters named below have entered into an underwriting agreement with
respect to the shares being offered. Subject to certain conditions, each underwriter has severally agreed
to purchase the number of shares indicated in the following table. Goldman, Sachs & Co., Dain
Rauscher Incorporated, Thomas Weisel Partners LLC and U.S. Bancorp Piper Jaffray Inc. are the

representatives of the underwriters:

Underwriters Number of Shares Goldman, Sachs & Co. ..cccccvveerrverenrererenerrennenens Dain Rauscher
Incorporated.........covcueueicuricnnnce. Thomas Weisel Partners LLC........ccccococvuriruricunnes U.S. Bancorp Piper
Jaffray Inc...covvveccncninnninnce. Totalucuciiiiiicceeennen

If the underwriters sell more shares than the total number set forth in the table above, the underwriters
have an option to buy up to an additional shares from Blue Martini to cover such sales. They may
exercise that option for 30 days. If any shares are purchased under this option, the underwriters will

severally purchase shares in approximately the same proportion as set forth in the table above.

The following table shows the per share and total underwriting discounts and commissions to be paid
to the underwriters by Blue Martini. These amounts are shown assuming both no exercise and full

exercise of the underwriters' option to purchase additional shares.
Paid by Blue Martini No Exercise Full Exercise

Per Share. .. iviiii ittt ittt ettt $ $
I - 1 $ $

Shares sold by the underwriters to the public will initially be offered at the initial public offering price
set forth on the cover of this prospectus. Any shares sold by the underwriters to securities dealers may
be sold at a discount of up to § per share from the initial public offering price. Any of these securities
dealers may resell any shares purchased from the underwriters to certain other brokers or dealers at a
discount of up to $ per share from the initial public offering price. If all the shares are not sold at the
initial public offering price, the representatives may change the offering price and the other selling

terms.

Blue Martini has agreed with the underwriters not to dispose of or hedge any of its common stock or
securities convertible into or exchangeable for shares of common stock during the period from the date
of this prospectus continuing through the 180 days after the date of this prospectus, except with the
prior written consent of the representatives. This restriction does not apply to any existing employee
benefits plans or securities issues in connection with acquisition transactions, provided that the
recipients of such securities agree to be bound by the lock-up provisions applicable to other
stockholders.

Blue Martini's directors, officers and substantially all of its stockholders have agreed with the
underwriters not to dispose of or hedge any of their common stock or securities convertible into or
exchangeable for shares of common stock during the period from the date of this prospectus

continuing through the date 180 days after the date of this prospectus, except with the prior written



consent of the representatives. This restriction shall terminate as to 15% of the locked-up shares after
90 days and an additional 20% of the locked-up shares after 120 days after the date of this prospectus,
subject to delays as a result of the timing of Blue Martini's earnings releases and compliance with
insider trading policies, in the event that the reported last sale price of Blue Martini's common stock on
the Nasdaq National Market is at least twice the initial public offering price for predetermined periods

ending on these dates. See "Shares Eligible for Future Sale" for a discussion of transfer restrictions.

At the request of Blue Martini, the underwriters have reserved for sale, at the initial public offering
price, up to shares of common stock for certain directors, employees and friends of Blue Martini. There
can be no assurance that any of the reserved shares will be so purchased. The number of shares
available for sale to the general public in the offering will be reduced by the number of reserved shares
sold. Any reserved shares not so purchased will be offered to the general public on the same basis as the

other shares offered hereby.

Prior to this offering, there has been no public market for the common stock. The initial public offering
price for the common stock will be negotiated among Blue Martini and the representatives of the
underwriters. Among the factors to be considered in determining the initial public offering price of the
shares, in addition to prevailing market conditions, will be Blue Martini's historical performance,
estimates of Blue Martini's business potential and earning prospects, an assessment of Blue Martini's
management and the consideration of the above factors in relation to market valuation of companies in

related businesses.

Application has been made for quotation of the common stock on the Nasdaq National Market under
the symbol "BLUE."

In connection with the offering, the underwriters may purchase and sell shares of common stock in the
open market. These transactions may include short sales, stabilizing transactions and purchases to
cover positions created by short sales. Short sales involve the sale by the underwriters of a greater
number of shares than they are required to purchase in the offering. Stabilizing transactions consist of
certain bids or purchases made for the purpose of preventing or retarding a decline in the market price

of the common stock while the offering is in progress.

The underwriters may also impose a penalty bid. This occurs when a particular underwriter repays to
the underwriters a portion of the underwriting discount received by it because the representatives
have repurchased shares sold by or for the account of such underwriter in stabilizing or short covering

transactions.

These activities by the underwriters may stabilize, maintain or otherwise affect the market price of the
common stock. As a result, the price of the common stock may be higher than the price that otherwise
might exist in the open market. If these activities are commenced, they may be discontinued by the
underwriters at any time. These transactions may be effected on the Nasdaq National Market, in the

over-the-counter market or otherwise.



Thomas Weisel Partners LLC, one of the representatives of the underwriters, was organized and
registered as a broker-dealer in December 1998. Since December 1998, Thomas Weisel Partners has
been named as a lead or co-manager on 166 filed public offerings of equity securities, of which 112
have been completed, and has acted as a syndicate member in an additional 91 public offerings of
equity securities. Thomas Weisel Partners does not have any material relationship with Blue Martini or
any of its officers, directors or other controlling persons, except with respect to its contractual
relationship with Blue Martini pursuant to the underwriting agreement entered into in connection

with this offering.

A prospectus in electronic format may be made available on the web sites maintained by one or more
underwriters. The underwriters may agree to allocate a number of shares to underwriters for sale to
their online brokerage account holders. Internet distributions will be allocated by the lead managers to

underwriters that may make Internet distributions on the same basis as other allocations.

The underwriters do not expect sales to discretionary accounts to exceed five percent of the total

number of shares offered.

Blue Martini estimates that its share of the total expenses at the offering, excluding underwriting
discounts and commissions, will be approximately $ million.

Blue Martini has agreed to indemnify the several underwriters against liabilities, including liabilities
under the Securities Act of 1933.

Legal Matters

Cooley Godward LLP, Palo Alto, California will pass upon the validity of the shares of common stock
offered by this prospectus. As of the date of this prospectus, partners and associates of Cooley
Godward LLP beneficially own an aggregate of 178,568 shares of common stock through an
investment partnership and James C. Gaither, a director of Blue Martini and a partner of Cooley
Godward owns an aggregate of 381,844 shares of common stock. Shearman & Sterling, Menlo Park,
California will pass upon the validity of the shares of common stock offered by this prospectus for the
underwriters.

Experts

The balance sheets of Blue Martini Software, Inc. as of December 31, 1998 and 1999, and the related
statements of operations, stockholders' equity and cash flows for the period from June 5, 1998
(Inception) to December 31, 1998 and for the year ended December 31, 1999, have been included
herein and in the registration statement in reliance upon the report of KPMG LLP, independent

certified public accountants, and upon the authority of said firm as experts in accounting and auditing.



Where You Can Find More Information

We have filed with the Securities and Exchange Commission a registration statement on Form S-1
under the Securities Act with respect to the common stock. This prospectus does not contain all of the
information set forth in the registration statement and the exhibits and schedules to the registration
statement. For further information with respect to us and our common stock, we refer you to the
registration statement and the exhibits and schedules filed as a part of the registration statement.
Statements contained in this prospectus concerning the contents of any contract or any other
document are not necessarily complete. If a contract or document has been filed as an exhibit to the
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Independent Auditors’ Report

The Board of Directors Blue Martini Software, Inc.:

We have audited the accompanying balance sheets of Blue Martini Software, Inc. (the Company) as of
December 31, 1998 and 1999, and the related statements of operations, stockholders' equity, and cash
flows for the period from June 5, 1998 (Inception) to December 31, 1998, and for the year ended
December 31, 1999. These financial statements are the responsibility of the Company's management.

Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audit also includes assessing



the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for

our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Blue Martini Software, Inc. as of December 31, 1998 and 1999, and the results of
its operations and its cash flows for the period from June 5, 1998 (Inception) to December 31, 1998,
and for the year ended December 31, 1999, in conformity with generally accepted accounting

principles.
/s/ KPMG LLP

Mountain View, California February 29, 2000, except as to Note 12, which is as of April 24, 2000

Blue Martini Software, Inc.

Balance Sheets

(In thousands, except per share data)

Pro Forma
Stockholders'
December 31, Equity
————————————————— March 31, March 31,
1998 1999 2000 2000
Assets 0000 mmmmmmm mmmmmmem mmmmmmmmm e
(Unaudited)
Current assets:
Cash and cash equivalents.......... $ 261 $ 10,362 $ 11,886
Short-term investments............. -- 2,562 1,746
Accounts receivable, net of
allowance for doubtful accounts of
$-, $225 and $459 as of
December 31, 1998 and 1999 and
March 31, 2000, respectively...... 130 3,649 6,527
Prepaid expenses and other current
ASSEES . ittt i i e e e 48 656 1,513
Total current assets.............. 439 17,229 21,672
Property and equipment, net......... 136 2,761 5,152
Other assets........coviienennnnnnnnn 167 370 964
Total @ssets. v iinnnnnnn. $ 742 $ 20,360 $ 27,788
Liabilities and Stockholders' Equity Current liabilities: Accounts payable................... $170$ 1,874 §
1,994 Accrued employee compensation...... 19 2,578 4,379 Other current liabilities.......... 511,074
4,717 Deferred revenues.................. 130 3,577 9,059 Current portion of long-term
obligations.......c.ceceeveuennee 16 418 500 Total current liabilities......... 386 9,521 20,649 Long-term
obligations, less current portion..........ceerevenecs 39 544 602 Total liabilities................. 425 10,065

21,251 Commitments Stockholders' equity: Convertible preferred stock, $0.001 par value; actual-
-7,200 shares authorized; 1,116 shares issued and outstanding as of December 31, 1998 and 5,824
shares issued and outstanding as of December 31, 1999 and March 31, 2000; aggregate liquidation
preference of $18,712 as of December 31, 1999 and March 31, 2000; pro forma--5,000 shares



authorized; no shares issued and outstanding.........ccceceveuuene 166 $ -- Common stock, $0.001 par value;
actual--46,000 shares authorized; 30,253, 31,411 and 35,361 shares issued and outstanding as of
December 31, 1998 and 1999 and March 31, 2000, respectively; pro forma--500,000 shares
authorized; 58,657 shares issued and outstanding..........c.ceuunee. 30 31 35 59 Additional paid-in-
capital......... 1,856 29,365 67,086 67,068 Deferred stock compensation........ (425) (8,034) (38,136)
(38,136) Accumulated deficit................ (1,145) (11,073) (22,454) (22,454) Total stockholders' equity........
317 10,295 6,537 $ 6,537 Total liabilities and stockholders' equity............. $ 742 $ 20,360 $ 27,788 See

accompanying notes to financial statements.

Blue Martini Software, Inc.

Statements of Operations (In thousands, except per share data)

June 5, 1998
(Inception) Three Months
to Year Ended Ended March 31,
December 31, December 31, -----------------
1998 1999 1999 2000
(Unaudited)
Revenues:
License. v it i $ -- $ 7,205 $ 25 $ 6,070
SeIVICE. . ittt - 4,027 216 4,611
Total revenues............... -- 11,232 241 10,681
Cost of revenues:
License. ..ot iiiinnnnnnn. -- 719 3 561
SeIVICE. .t ittt - 5,429 110 6,218
Total cost of revenues....... -— 6,148 113 6,779
Gross profit................. -- 5,084 128 3,902
Operating expenses:
Sales and marketing............. 407 7,177 366 8,473
Research and development........ 504 6,870 947 4,361
General and administrative...... 249 1,218 208 2,509
Total operating expenses..... 1,160 15,265 1,521 15,343
Loss from operations......... (1,160) (10,181) (1,393) (11,441)
Interest and other, net.......... 15 253 31 60
Net 10SS...vviiiinnennnnnn $(1,145) $ (9,928) $(1,362) $(11,381)
Basic and diluted net loss per
common share..........oeeeeunun. $ (0.05) $ (0.43) $ (0.06) $ (0.45)
Shares used in computing basic
and diluted net loss per common
share.......ciiiiiiiiinnnnnnnn.. 22,000 22,964 22,000 25,108

See accompanying notes to financial statements.

Blue Martini Software, Inc.

Statements of Stockholders' Equity June 5, 1998 (Inception) to March 31, 2000 (In thousands)

Convertible
Preferred Stock Common Stock Additional Deferred Total
——————————————————————————————— Paid-In Stock Accumulated
Stockholders'
Shares Amount Shares Amount Capital Compensation Deficit Equity



Issuance of common stocK.........cu..... --$--22,000$22%$48 % --$ -- $ 70 Issuance of common stock
for employee stock options............... ---- 8,253 8 43 -- -- 51 Issuance of series A convertible preferred
StoCK..uuieerenenene. 1,116 1 -- -- 1,249 -- -- 1,250 Deferred compensation relating to stock option
grants......... -------- 516 (516) -- -- Amortization of stock compensation.......... - === == --91 --91 Net
10SS.ueeevienenee == == == == -- --(1,145) (1,145) Balances, December 31, 1998................... 1,116 1 30,253 30
1,856 (425) (1,145) 317 Issuance of common stocK.................. ----24 -- 6 -- -- 6 Issuance of common
stock for employee stock options................ ----1,676 2 203 -- -- 205 Repurchase of common
StOCK..eeereerennee -- --(542) (1) (6) -- -- (7) Issuance of series B convertible preferred stock.................. 2,631
3----4997 -- -- 5,000 Issuance of series C convertible preferred stock.................. 2,077 2 -- -- 12,448 --
-- 12,450 Deferred compensation relating to stock option grants.......... --------9,814 (9,814) -- --
Amortization of stock compensation........... -- == -- -- - 2,205 -- 2,205 Non-employee stock
compensation........... -- e === 47 - - 477 Net losS....cuueu.... -mmm—m == == - (9,928) (9,928) Balances,
December 31, 1999................... 5,824 631,411 31 29,365 (8,034) (11,073) 10,295 Issuance of common
stock (unaudited)............ -- -- 66 -- 100 -- -- 100 Issuance of common stock for employee stock options
(unaudited).... -- -- 3,884 4 1,768 -- -- 1,772 Warrant issued (unaudited)............ == 176 ----176
Deferred compensation relating to stock option grants (unaudited)............ - - - -- 34261 (34,261) -- --
Amortization of stock compensation (unaudited)............ == -- —- - - 4,159 -- 4,159 Non-employee stock
compensation (unaudited)............ -- - ----1,416 -- -- 1,416 Net loss (unaudited).... -- -- -= - -- --
(11,381) (11,381) Balances, March 31, 2000 (unaudited)............ 5,824 $ 635,361 $ 35 $67,086
$(38,136) $(22,454) $ 6,537 See accompanying notes to financial statements.

Blue Martini Software, Inc.

Statements of Cash Flows (In thousands)

June 5, 1998
(Inception) Three Months
to Year Ended Ended March 31,
December 31, December 31, ------------——--—-
1998 1999 1999 2000
(Unaudited)

Cash flows from operating activities: Net 10Ss.......cccceueeecuruenee $(1,145) $(9,928) $(1,362) $(11,381)
Adjustments to reconcile net loss to net cash used in operating activities: Depreciation and
amortization.. 8 788 35 623 Stock compensation............. 91 2,252 114 5,575 Provision for doubtful
ACCOUNTS..ovrvirircnenenes -- 225 -- 234 Changes in operating assets and liabilities: Accounts
receivable........... (130) (3,744) (802) (3,112) Prepaid expenses and other current assets............... (48)
(608) (549) (857) Accounts payable, accrued employee compensation and other current liabilities....
240 5,286 701 5,564 Deferred revenues............. 130 3,447 745 5,482 Net cash provided by (used in)
operating activities... (854) (2,282) (1,118) 2,128 Cash flows from investing activities: Purchases of
property and equipment........c.cccceueee. (82) (3,108) (300) (2,704) Purchases of available-for-sale short-
term investments.......... --(2,562) -- -- Sales and maturities of available-for-sale short-term
INVEStMENTtS..ceeeeeerreeennenns -- -- -- 816 Other assets....ccceeveenen. (167) (203) -- (462) Net cash used for
investing activitieS.........ee.e.. (249) (5,873) (300) (2,350) Cash flows from financing activities: Net



proceeds from issuance of convertible preferred stock..... 1,250 17,450 5,000 -- Net proceeds
(payments) from issuance (repurchases) of common StocK.......ccececuevruruneece. 121 204 (2) 1,872 Proceeds
from bank borrowings.... -- 750 -- -- Repayment of debt and capital lease obligations............... (7) (148)
(29) (126) Net cash provided by financing activities....... 1,364 18,256 4,969 1,746 Net increase in cash
and cash equivalents.........ccoeuuuene 261 10,101 3,551 1,524 Cash and cash equivalents at beginning of
period.............. --261 261 10,362 Cash and cash equivalents at end of period.......c.cccceruuuce. $ 261
$10,362 $ 3,812 $ 11,886 Supplemental disclosures of noncash investing and financing activities:
Property and equipment acquired under capital lease obligations..........ceee.... $ 62 $ 305 %302 %266
Deferred stock compensation..... $ 516 $ 9,814 $ 278 § 34,261 Warrant issued in connection with lease

financing........... $--%--9--$ 176 See accompanying notes to financial statements.

Blue Martini Software, Inc.

Notes To Financial Statements December 31, 1998 and 1999 and March 31, 2000 (information as of
March 31, 2000 and for the three months ended March 31, 1999 and 2000 is unaudited) 1. The
Company Blue Martini Software, Inc. (the "Company") develops, markets and supports a suite of
enterprise software applications that allow e-businesses to extend their brands across their traditional
and Internet-based sales and marketing and merchandising efforts. The Company's customers include

manufacturers, retailers and other entities that do business on the Internet.

Blue Martini LLC, a Delaware limited liability company, was founded on June 5, 1998. On January 12,
1999, Blue Martini LL.C merged into Blue Martini Software, Inc., a Delaware corporation, with Blue

Martini Software, Inc. being the surviving entity.

2. Summary of Significant Accounting Policies Unaudited Interim Financial Information The
accompanying unaudited balance sheet as of March 31, 2000, the statements of operations and cash
flows for the three months ended March 31, 1999 and 2000 and the statement of stockholders' equity
for the three months ended March 31, 2000 are unaudited. The unaudited interim financial statements
have been prepared in accordance with generally accepted accounting principles. In the opinion of the
Company's management, the unaudited interim financial statements have been prepared on the same
basis as the audited financial statements and include all adjustments, consisting only of normal
recurring adjustments, necessary for the fair presentation of the Company's results of operations and
its cash flows for the three months ended March 31, 1999 and 2000. The results for the three months
ended March 31, 2000 are not necessarily indicative of the results to be expected for the year ending
December 31, 2000.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could

differ from those estimates.



Revenue Recognition

The Company has adopted Statement of Position ("SOP") 97-2, Software Revenue Recognition, as
amended by SOP 98-4 and SOP 98-9, since its inception.

To date, the Company has derived its revenues from licenses of its software product and the sale of
professional services, technical support and training services. The Company sells its product primarily

through a direct sales force.

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) The Company's standard license agreement provides for an
initial fee to use the software product in perpetuity. License revenues are recognized when persuasive
evidence of an agreement exists, delivery of the product has occurred, the fee is considered fixed or
determinable and collectibility is probable, assuming no significant future obligations or customer
acceptance rights exists. If an acceptance period is contractually provided, license revenues are
recognized upon the earlier of customer acceptance or the expiration of that period. In instances where
delivery is electronic and all other criteria for revenue recognition has been achieved, the product is
considered to have been delivered when the customer either takes possession of the software via a
download or the access code to download the software from the Internet has been provided to the
customer. The Company's software does not require significant production, customization or
modification.

Revenues recognized from multiple-element software arrangements are allocated to each element of
the arrangement based on the relative fair values of the elements. The fair value of professional
services, technical support and training have been determined based on the Company's specific
objective evidence of fair value based on the price charged when the elements are sold separately.
License revenues are recorded under the residual method described in SOP 98-9 for arrangements in
which licenses are sold with these elements. However, the entire fee related to arrangements that
require the Company to deliver specified additional upgrades is deferred until delivery of the specified
upgrade has occurred, unless the Company has vendor-specific objective evidence of fair value for the
upgrade. Fees related to contracts that require the Company to deliver unspecified additional products

are deferred and recognized ratably over the contract term.

Fees for technical support are deferred and recognized ratably over the term of the support period.

Revenues from professional services and training are recognized when the services are performed.

The Company considers all arrangements with payment terms extending beyond 12 months not to be
fixed or determinable. If the contract fee is not fixed or determinable, revenues are recognized as
payments become due from the customer. If collectibility is not considered probable, revenues are

recognized when the fee is collected.



Deferred revenues include amounts billed to customers for which revenues have not been recognized,
which generally result from the following: deferred technical support; professional services not yet
rendered; amounts billed to customers with extended payments terms which are not yet due; and
amounts deferred relating to arrangements where the Company is required to deliver either specified

upgrades or unspecified additional products.

Cash and Cash Equivalents The Company considers all highly liquid investments with remaining
maturities of three months or less at the date of purchase to be cash equivalents. Cash and cash

equivalents are recorded at cost, which approximates fair value.

Short-term Investments Short-term investments, consisting principally of commercial paper and
corporate term notes, are stated at fair value. Short-term investments maturing within one year that are

not restricted are classified as current assets.

The Company determines the appropriate classification of its short-term investments at the time of
purchase and re-evaluates such classification as of each balance sheet date. The Company has classified

all of its short-term investments as available-for-sale and carries such securities at fair

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) value, with unrealized gains and losses calculated using the
specific identification method, net of tax, reported as a component of accumulated other

comprehensive income.

Concentration of Credit Risk The Company places its cash, cash equivalents and short-term
investments with financial institutions with high credit ratings. The Company's accounts receivable are
derived from licenses and services provided to customers principally in North America. The Company
performs ongoing evaluations of its customers' financial condition and generally requires no collateral
from its customers on accounts receivable. Revenues and accounts receivable from significant

customers are summarized in Note 11.

The Company had no write-offs of accounts receivable and, based on its ongoing evaluation of
collectibility, had allowances for doubtful accounts receivable of $225,000 and $459,000 at December
31,1999 and March 31, 2000, respectively.

Property and Equipment Property and equipment are recorded at cost. Depreciation of property and
equipment is computed using the straight-line method over the estimated useful lives of the respective
assets, generally 18 to 60 months. Leasehold improvements and assets recorded under capital leases are

amortized over the estimated useful lives of the assets or the lease term, whichever is shorter.

Impairment of Long-lived Assets The Company evaluates its long-lived assets to determine whether
any impairment of these assets has occurred whenever events or changes in circumstances indicate that
the carrying amount of an asset might not be recoverable. In making such determination, the estimated
future undiscounted cash flows associated with assets to be held and used would be compared to the

asset's carrying amount to determine if a write-down to fair value is required. If such assets are



considered to be impaired, the impairment to be recognized is measured by the amount by which the
carrying amount of the asset exceeds the fair value of the assets. No impairments of long-lived assets

have been experienced to date.
Income Taxes

Effective January 1999, income taxes are accounted for under the asset and liability method. Deferred
tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities from a change in tax rates is recognized in income in the period the change is enacted.
Valuation allowances are established, when necessary, to reduce deferred tax assets to the amounts to

be recovered.

Prior to January 1999, the Company was taxed under the partnership provisions of the Internal
Revenue Code. Under those provisions, the Company did not pay federal or state corporate income
taxes on its taxable income. Instead, the Company's unit holders were individually responsible for

federal and state income taxes.

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) Software Development Costs Development costs incurred
in the research and development of new software products are expensed as incurred until technological
feasibility has been established at which time such costs are capitalized, subject to recoverability.
Technology feasibility is established on the release of a beta version of the software. To date,
technological feasibility on software releases has coincided with the general availability of such
software because no beta versions are developed. Accordingly, software development costs qualifying

for capitalization have not been significant.
Stock Compensation

The Company accounts for stock-based employee compensation arrangements in accordance with the
provisions of Accounting Principles Board Opinion ("APB") No. 25, Accounting for Stock Issued to
Employees and Statement of Financial Accounting Standard ("SFAS") Interpretation No. 28,
Accounting for Stock Appreciation Rights and Other Variable Stock Option or Award Plans, and

complies with the disclosure provisions of SFAS No. 123, Accounting for Stock- Based Compensation.

Under APB No. 25, compensation expense is based on the difference, if any, on the date of the grant,
between the fair value of the Company's stock and the exercise price. SFAS No. 123 defines a fair-value
based method of accounting for an employee stock option or similar equity investment. The pro forma
disclosures of the difference between compensation expense included in net loss and the related cost

measured by the fair value method are presented in Note 9.



The Company accounts for equity instruments issued to non-employees using the fair value method in
accordance with the provisions of SFAS No. 123 and Emerging Issues Task Force Issue No. 96-18,
Accounting for Equity Instruments that are Issued to Other than Employees for Acquiring, or in

Conjunction with Selling, Goods or Services.

Comprehensive Income (Loss) The Company did not have any significant components of other

comprehensive income (loss) for all periods presented.

Net Loss Per Common Share Basic net loss per common share is computed using the weighted average
number of outstanding shares of common stock during the period, excluding shares of restricted stock
subject to repurchase. Dilutive net loss per common share is computed using the weighted average
number of common shares outstanding during the period and, when dilutive, potential common shares
from options and warrants to purchase common stock, and common stock subject to repurchase, using
the treasury stock method, and from convertible preferred stock, using the "if-converted" method.
Potential shares consist of convertible preferred stock, unvested restricted common stock, stock

options and warrants.

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) The following potential common shares have been
excluded from the calculation of diluted net loss per share for all periods presented because the effect

would have been anti-dilutive (in thousands):

June 5, 1998 Three Months
(Inception) Ended March
to Year Ended 31,
December 31, December 31, -------------
1998 1999 1999 2000
Shares issuable under stock options... - 4,248 448 5,308
Shares of restricted stock subject to
Tepurchase. ...covie ittt innnennnn 8,252 6,981 7,941 9,937
Shares issuable pursuant to warrants.. -- -- -- 45
Shares of convertible preferred stock
on an "as-if-converted" basis........ 4,464 23,297 14,991 23,297

The weighted average exercise price of stock options was $0.21 for the year ended December 31, 1999
and $0.08 and $1.25 for the three months ended March 31, 1999 and 2000. The weighted average
purchase price of restricted stock was $0.01 for the period ended December 31, 1998; $0.04 for the
year ended December 31, 1999; and $0.01 and $0.20 for the three months ended March 31, 1999 and
2000. The exercise price of warrants was $1.50 for the three months ended March 31, 2000.

Pro forma basic and diluted net loss per common share is presented for the year ended December 31,
1999 and the three months ended March 31, 2000 to reflect per share data assuming the conversion of
all outstanding shares of convertible preferred stock into common stock on a four-for-one basis, as if
the conversion had taken place at the beginning of 1999, or at the date of issuance, if later. The

following data is unaudited (in thousands, except per share data):



Year Ended Three Months
December 31, Ended March 31,
1999 2000

Net loss used in computing pro forma basic and
diluted net loss per common share................. $(9,928) $(11,381)
Shares used in computing pro forma basic and

Shares used in net loss per common share

calculation.....uiiiiiiiii i i e e e, 22,964 25,108

Weighted average shares of convertible preferred
stock and warrant assuming conversion........... 18,384 23,344
41,348 48,452

Pro forma basic and diluted net loss per common
ST ottt e e e e $ (0.24) $ (0.23)

Recent Accounting Pronouncements In June 1998, the Financial Accounting Standards Board issued
SFAS No. 133, Accounting for Derivatives and Hedging Activities. SFAS No. 133 establishes
accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts and for hedging activities. In July 1999, the FASB issued
SFAS No. 137, Accounting for Derivative Instruments and Hedging Activities--Deferral of the Effective
Date of FASB SFAS No. 133. SFAS No. 133, as amended by SFAS No. 137, will be effective for fiscal
years beginning after June 15, 2000. Because the Company does not currently hold any derivative
instrument and does not currently engage in hedging activities, the Company expects that the

adoption of SFAS No. 133 will not have a material impact on its financial position or operating results.

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) 3. Short-term Investments All of the Company's
investments consist of commercial paper and corporate term notes, and are due within one year.
Investments totaling $7,068,000 and $7,964,000 as of December 31, 1999 and March 31, 2000 are
included in cash and cash equivalents. Realized and unrealized gains and losses for available-for- sale

securities were immaterial for all periods presented.

4. Accounts Receivable Accounts receivable consisted of the following (in thousands):

December 31 ------------- March 31,1998 1999 2000
Accounts receivable. . ...ttt e $ 130 $3,013 $4,736
Unbilled receivables......uuiiiiiiiiininnennennnnns - 861 2,250
130 3,874 6,986
Allowance for doubtful accounts...................... -- 225 459

$ 130 $3,649 $6,527

5. Property and Equipment Property and equipment consisted of the following (in thousands):

December 31, ------------- March 31, 1998 1999 2000
Computer equipmeNnt. ....vvt e eeeeeeeeeeeeennnnnnnnns $ 99 $2,996 $5,518
Furniture and office equipment...................... 45 344 730
Leasehold improvements.........oiiiiiiiinennnnnnnn -- 217 279
144 3,557 6,527
Less accumulated depreciation and amortization...... 8 796 1,375

$ 136 $2,761 $5,152



Equipment held under capital leases totaled $62,000, $367,000 and $633,000 as of December 31,
1998 and 1999 and March 31, 2000, respectively. Accumulated amortization for equipment under
capital leases totaled $2,000, $107,000 and $137,000 as of December 31,1998 and 1999, and March
31,2000, respectively.

6. Other Current Liabilities Other current liabilities consisted of the following (in thousands):

December 31, ------------- March 31,1998 1999 2000
CustOomer dePOSitS. et ennetennneeennneeennneeennnnennn $ --$ -- $1,800
Accrued marketing eXpenses..........c.eeeiennnnannnnnn - -- 850
Other accrued eXPEeNnSeS. . ... ieiiinne e nnneeennnnnn 51 1,074 2,067

$ 51 $1,074 $4,717

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) At March 31, 2000, accrued marketing expenses included
$376,000 of accrued advertising expenses. The Company expenses advertising costs as incurred.
Advertising costs expensed from June 5, 1998 (Inception) through December 31, 1998, the year ended
December 31, 1999 and for the three months ended March 31, 1999 and 2000 were $8,000, $409,000,
$31,000 and $722,000, respectively. All advertising expense for the three months ended March 31,
2000 were for services provided by a company whose chairman and chief creative officer is also a

member of the Company's board of directors.
7. Borrowings

The Company had $700,000 and $625,000 outstanding under a loan agreement with a bank as of
December 31, 1999 and March 31, 2000. The loan agreement provides for borrowings of up to
$750,000 and is collateralized by certain assets of the Company, including property and equipment
and accounts receivables. Under the terms of the loan agreement, certain transactions, including
payment of dividends, are prohibited without the bank's consent. The loan bears interest at the bank's
prime rate (8.50% as of December 31, 1999 and 8.75% as of March 31, 2000), plus 0.50% per annum.
The Company is required to make monthly payments of $25,000, plus interest, through April 2002.

In January 2000, the Company signed an agreement with a leasing company for an equipment lease
line of credit of $1,500,000. Amounts borrowed under this agreement bear interest at 8% and are
collateralized by the leased assets. No borrowings are outstanding under this facility. In connection
with this agreement, the Company issued a warrant to the leasing company for 11,250 shares of series

C convertible preferred stock at an exercise price of $6.00 per share (see Note 9).
8. Lease Commitments

The Company leases certain facilities, including its corporate headquarters, under operating leases.
Rent expense for the period from inception through December 31, 1998, the year ended December 31,
1999 and for the three months ended March 31, 1999 and 2000, was $72,000, $434,000, $61,000 and
$411,000, respectively.



Future minimum lease payments as of December 31, 1999 were as follows (in thousands):

Year Ending Capital Operating
December 31, Leases Leases
72010 PPN $160 $1,036
70 L N 139 1,144
700 24 1,177
220101 PP - 1,208
7010 PPN - 1,238
Thereafter. .ot i i i e i ittt e i -- 119
e 5 = T 323 $5,922
Less amount representing interest............... . ... 61

Present value of capital lease obligations............... 262

Less current portion...... ...ttt et 118

Long-term portion. ..ot er ettt ettt et $144

Blue Martini Software, Inc.

Notes To Financial Statements--(continued) On March 1, 2000 the Company entered into a facility
lease agreement in order to conduct employee, partner and customer training classes. The initial term
of the lease is three years with a renewal option for one additional twelve month period. Total rent
expense related to this operating lease was $120,750, for the three month period ended March 31,
2000. Future minimum lease payments are $988,000, $1,317,000, $1,317,000 and $329,000 for the
years ended December 31, 2000, 2001, 2002 and 2003, respectively.

The Company obtained a letter of credit from a financial institution totaling $182,000 in lieu of a
security deposit for leased office space. No amounts have been drawn against the letter of credit. The
letter is secured by a $182,000 certificate of deposit, which is included in other assets in the balance
sheet as of December 31, 1999 and March 31, 2000.

9. Stockholders' Equity Blue Martini LL.C, a Delaware limited liability company, was formed on June 5,
1998 with two classes of ownership: class A units and class B units. On January 12, 1999, Blue Martini
LLC changed its legal form from a limited liability company to a corporation. This change was effected
through a merger between Blue Martini Software, Inc. and Blue Martini LLC, with Blue Martini
Software, Inc. being the surviving entity. In connection with this merger, the class A unit holders
exchanged their units for an equal number of shares of series A convertible preferred stock and the
class B unit holders exchanged their units for an equal number of shares of common stock of Blue
Martini Software, Inc. The various rights and preferences of the two classes of ownership were
identical before and after the merger. This action has been reflected in the accompanying financial

statements as if it had occurred at the issuance of the original ownership units.
Common Stock Split

In February 2000, the Company's board of directors approved a two-for-one stock split of the
Company's common stock. All common shares and per common share information presented in these

financial statements has been adjusted to reflect this common stock split.



Convertible Preferred Stock Convertible preferred stock outstanding as of December 31, 1999 is as

follows (in thousands):

Shares ---------=--=zmmnmmn Liquidation Carrying Authorized Outstanding Preference Value
Series:
A 2,000 1,116 $ 1,250 $ 1,250
B 3,000 2,631 5,000 5,000
Gt e 2,200 2,077 12,462 12,462
7,200 5,824 $18,712  $18,712

The rights, preferences and privileges of the holders of series A, B and C convertible preferred stock

are as follows:
Dividends

The holders of Series A, B and C convertible preferred stock are entitled to receive dividends of $0.09,

$0.15 and $0.48 per share, per annum, respectively (subject to appropriate adjustment, as

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) defined). Such dividends, which are in preference to any
common stock dividends, are payable whenever funds are legally available and when declared by the

board of directors. The right of the holders of the convertible preferred stock to receive dividends is
not cumulative. As of December 31, 1999 and March 31, 2000, no dividends have been declared.

Liquidation

In the event of any liquidation, dissolution or winding-up of the Company, a merger with a change in
voting control and an asset sale, the holders of convertible preferred stock are entitled to receive a
liquidation preference of $1.12, $1.90 and $6.00 for each outstanding share of series A, B and C
convertible preferred stock, respectively, plus any declared and unpaid dividends. If the funds available
for distribution are insufficient to cover the liquidation preference, then the entire assets and funds of
the Company legally available for distribution are to be distributed ratably among the holders of

convertible preferred stock.
Voting Rights

The holders of series A, B and C convertible preferred stock have voting rights equal to the number of
shares of common stock into which the shares of series A, B and C convertible preferred stock are then

convertible.

Holders of series A, B and C convertible preferred stock are also entitled to vote together as a separate

class to approve or reject certain transactions, including mergers and certain changes in equity.

Conversion



Each share of convertible preferred stock, at the option of the holder, is convertible into four shares of
common stock, subject to adjustments in accordance with anti-dilution provisions. Conversion is
automatic immediately upon the closing of a firm commitment underwritten public offering in which

the gross proceeds raised exceed $25 million.
Warrant

In January 2000, the Company granted a fully exercisable warrant to purchase 11,250 shares of series
C convertible preferred stock for $6.00 per share in connection with an equipment lease agreement
(see Note 7). Such warrants were outstanding as of March 31, 2000 and expire 10 years after issuance.
The fair value of the warrants was $176,000, calculated based upon the Black-Scholes option pricing
model using $18.75 as the fair value of the underlying convertible preferred stock and the following
weighted average assumptions: no dividends; contractual life of 10 years; risk-free interest rate of
6.6%; and expected volatility of 75%. This amount will be amortized ratably over the term of the

equipment lease agreement.
Stock Plans

1998 Equity Incentive Plan The Company is authorized to issue up to 19,520,000 shares of common
stock in connection with its 1998 Equity Incentive Plan (the Incentive Plan) to directors, employees
and consultants. The Incentive Plan provides for the issuance of stock purchase rights, incentive stock

options or nonstatutory stock options.

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) The stock purchase rights are subject to a restricted stock
purchase agreement whereby the Company has the right to repurchase the stock upon the voluntary or
involuntary termination of the purchaser's employment from the Company at the original issuance
price. The Company's repurchase right lapses at a rate determined by the board of directors, but at a
minimum rate of 25% per year. Through March 31, 2000, the Company has issued 13,813,000 shares
under restricted stock purchase agreements, of which 3,334,000 shares are no longer subject to
repurchase rights, 542,000 shares have been repurchased and 9,937,000 shares are subject to

repurchase at a weighted average price of $0.20 per share.

Under the Incentive Plan, the exercise price for incentive stock options is at least 100% of the stock's
fair market value on the date of grant for employees owning 10% or less of the voting power of all
classes of stock, and at least 110% of the fair market value on the date of grant for employees owning
more than 10% of the voting power of all classes of stock. For nonstatutory stock options, the exercise
price is also at least 110% of the fair market value on the date of grant for employees owning more
than 10% of the voting power of all classes of stock and no less than 85% for employees owning 10% or

less of the voting power of all classes of stock.



The Incentive Plan is administered by the board of directors, which has the authority to designate
participants, determine the number and type of options to be granted, the time at which options are
exercisable, the method of payment and any other terms or conditions of the options. Options
generally have a term of 10 years and become exercisable immediately, and vest at 25% upon
completion of one year of service from the vesting commencement date and ratably over the next 36
months.

Activity under the Incentive Plan is as follows (in thousands, except per share amounts):

June 5, 1998
(Inception) to Year Ended Three Months Ended
December 31, 1998 December 31, 1999 March 31, 2000
Weighted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise
Shares Price Shares Price Shares Price
Outstanding, beginning of period/year......... - $----$--4248 $0.21 Granted......ccc...... 8,253 0.01
6,316 0.19 4,984 1.50 Exercised............... (8,253) (0.01) (1,676) 0.13 (3,884) 0.45 Canceled................ - -
-(392) 0.16 (40) 0.25 Outstanding, end of period/year............ ----4,248 0.21 5,308 1.25 Exercisable,
end of period/year............ ----100.13 52 0.15 Weighted average fair value of options granted with
exercise prices equal to fair value at date of grant.................. 3,668 -- -- - -- -- Weighted average fair
value of options granted with exercise price less than fair value at date of grant.................. 4,584 0.12

6,316 1.59 4,984 7.39

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) The following table summarizes information about stock

options as of March 31, 2000 (option amounts in thousands):

Options
Options Outstanding Exercisable
Weighted
Average
Remaining Weighted Weighted
Number Contractual Average Number Average
Exercise of Life Exercise of Exercise
Prices Options (Years) Price Options Price
$0.13 386 9.29 $0.13 44 $0.13
0.25 650 9.50 0.25 8 0.25
1.50 4,272 9.92 1.50 -- --
5,308 1.25 52 0.15

Stock Compensation

During the period from inception through December 31, 1998, the year ended December 31, 1999,

and during the three months ended March 31, 2000, the Company issued options to certain employees
under the Incentive Plan with exercise prices below the amount subsequently determined to be the fair
value of the common stock at the date of grant for financial reporting purposes. In accordance with the

requirements of APB No. 25, the Company has recorded deferred stock compensation for the



differences between the exercise price of the options and the deemed fair market value of the
Company's stock at the date of grant. The Company recorded deferred stock compensation of
$516,000 and $9,814,000 and $34,261,000 for the period from inception through December 31,
1998, the year ended December 31, 1999 and the three months ended March 31, 2000, respectively.
The deferred stock compensation is being amortized on an accelerated basis over the vesting period,
generally four years, consistent with the method described in FASB Interpretation No. 28.

For the year ended December 31, 1999 and the three months ended March 31, 2000, the Company
granted 90,000 and 172,000 immediately vested and exercisable common stock options, respectively,
to non-employees and recorded related stock compensation of $47,000 and $1,416,000, respectively.
The recorded amounts reflects the fair value of these stock options at their respective grant dates,
calculated based upon the Black-Scholes option pricing model using the fair values of the underlying
common stock on the grant dates and the following weighted-average assumptions: no dividends;

contractual life of 10 years; risk free interest rate of 6.0%; and, expected volatility of 75%.

The amortization of deferred stock compensation, combined with the expense associated with stock
options granted to non-employees, relates to the following items in the accompanying statements of

operations (in thousands):

Three
June 5, 1998 Months
(Inception) Ended
to Year Ended March 31,
December 31, December 31, -----------
1998 1999 1999 2000
Cost of revenues.........covvvvuununn. $-- $ 385 $ 4 $1,084
Sales and marketing................. 14 839 14 1,285
Research and development............ 33 882 59 2,126
General and administrative.......... 44 146 37 1,080
$91 $2,252 $114 $5,575

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) The Company has adopted the disclosure only provisions
of SFAS No. 123. Had compensation cost been determined based on the fair value at the grant date for
the awards for the period from inception through December 31, 1998, the year ended December 31,
1999 and the three months ended March 31, 2000, the Company's net loss would have been as follows

(in thousands, except per share amounts):

June 5, 1998
(Inception) Three Months
to Year Ended Ended March 31,
December 31, December 31, ------------—--—-
1998 1999 1999 2000
Net loss:
As Teported.......coiiuiinnn... $(1,145) $(9,928)  $(1,362) $(11,381)
Pro forma.....ouoeuueuneenennn.. $(1,147) $(9,972)  $(1,364) $(11,493)

Basic and diluted net loss per
common share:



As reported..........cuiin... $ (0.05)
Pro forma...................... $ (0.05)

0.43) $ (0.06) $ (0.45)
0.43) $ (0.06) $ (0.46)

¥ P

(
(
The fair value of each option granted was estimated on the date of grant using the Black-Scholes
option-pricing model, using the following assumptions: no dividends, expected five year lives, and zero
expected volatility for the years ended December 31 1998 and 1999 and for the three months ended
March 31, 2000; and risk-free interest rate of 4.9%, 5.7% and 6.6% for the period from June 5, 1998

through December 31, 1998, the year ended December 31, 1999 and the three months ended March
31,2000, respectively.

Because the determination of the fair value of all options granted after the Company becomes a public
entity will include an expected volatility factor in addition to the factors noted above, and because
additional option grants are expected to be made and options vest over several years, the above pro
forma disclosures are not representative of the pro forma effects on reported net income or loss for
future years.

10. Income Taxes

The differences between the income tax expense (benefit) computed at the federal statutory rate and
the Company's tax provision for all periods presented primarily relate to net operating losses not
benefited. The individual components of the Company's deferred tax assets as of December 31, 1999
are as follows (in thousands):

Deferred tax assets:

ACCTUALS ANd TESETIVES . ¢ ittt ettt ittt tteeeeeeneeneeneeneeeneeneeneens $ 1,353
Net operating loss carryforwards. .......c.uuiiiiinneeinnneeeennnnnnnn 1,693
Credit carryforwards. ... u ittt ittt ettt ettt 579
[0l = Y 89
Total deferred taX @SSeTS ...ttt ittt ittt eeeeneenneeneeneens 3,714
Less valuation @lloWanCe. ..o v ittt tin et eneeneeneeneenneeneeneenennn (3,714)
Net deferred tax 8SSETS. .. uuiiii ittt ittt eieieaeaaeaaaaans $ --

Management has established a valuation allowance for the portion of deferred tax assets for which
realization is uncertain. The valuation allowance for deferred tax assets as of January 19, 1999 was
zero. The net change in the total valuation allowance for the year ended December 31, 1999 was a
increase of $3,714,000.

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) The Company has net operating loss carryforwards for
federal and California income tax purposes of approximately $4,287,000 and $2,172,000, respectively,
available to reduce future income subject to income taxes. The Company can carryforward the net
operating loss arising from the Subchapter C corporation period, which began January 19, 1999. For
the period the Company operated as a limited liability company, the Company has elected to be treated
as a partnership for tax purposes. Therefore net operating losses incurred as a flow-through entity prior

to January 19, 1999 are not available to reduce future income subject to income taxes.



As of December 31, 1999 the Company had research and other credit carryforwards for federal and
California income tax purposes of approximately $374,000 and $205,000, respectively available to

reduce future income taxes. These credits expire in 2019.

The federal net operating loss carryforwards expire in 2019. The California net operating loss

carryforwards expire in 2004.

The Tax Reform Act of 1986 imposes restrictions on the utilization of net operating loss and tax credit
carryforwards in the event of an "ownership change" as defined by the Internal Revenue Code. The
Company's ability to utilize its net operating loss and tax credit carryforwards is subject to restriction

pursuant to these provisions.

11. Significant Customer Information and Segment Reporting SFAS No. 131, Disclosures about
Segments of an Enterprise and Related Information, establishes standards for the manner in which
public companies report information about operating segments in annual and interim financial
statements. It also establishes standards for related disclosures about products and services, geographic
areas and major customers. The method for determining what information to report is based on the
way management organizes the operating segments within the Company for making operating

decisions and assessing financial performance.

The Company's chief operating decision-maker is considered to be the chief executive officer ("CEO").
The CEO reviews financial information presented for purposes of making operating decisions and
assessing financial performance. The financial information is identical to the information presented in
the accompanying statements of operations and the Company had no significant foreign operations
through December 31, 1999. For the three months ended March 31, 2000, revenues from a customer
in the United Kingdom were $1,299,000 and revenues from a customer in the Netherlands were
$738,000. On this basis, the Company is organized and operates in a single segment: the design,

development and marketing of software solutions.

Disaggregated product information is as follows (in thousands):

Three Months Ended March 31, December 31, --------------- 1999 1999 2000
Revenues:
[ oY= o 1= =3P $ 7,205 $ 25 $ 6,070
Service:
CoNSULtINg . o v ettt et e i e e 3,664 216 4,083
MaintenanCe. «vv vttt ittt e i e e 363 - 528

$11,232 $ 241 $10,681

Blue Martini Software, Inc.

Notes to Financial Statements--(continued) Significant customer information is as follows:

Percent of Total Revenues
Three Months
Ended Percent of Net
March 31, Accounts Receivable
Year Ended ------------eon mmmeme e



December 31, December 31, March 31,
1999 1999 2000 1999 2000

Customer:
A e 19% 100%
B 19%
Gttt et 10%
3N 12% 11%
N 30%
Fori i e e 12%
Y 10%
Y 16%
Ittt e e e e 10%

One of the Company's directors sits on the board of directors of customer A above.

12. Subsequent Events Issuance of Warrant On April 17, 2000, the Company issued a warrant to
purchase 600,000 shares of series C convertible preferred stock at $20.00 per share to a third party in
connection with a marketing arrangement. The warrant is exercisable at the end of eight years. The fair
value of the warrant will be capitalized and amortized to sales and marketing expense over the four

year term of the underlying marketing agreement.

Stock Split and Amendment to Certificate of Incorporation On April 24, 2000, the Company's board of
directors authorized a two-for-one common stock split in addition to the two-for-one common stock
split described in Note 9. All common share and per share information presented in these financial

statements have been retroactively adjusted to reflect this second stock split.

On April 24, 2000, the Company's board of directors approved an increase to the number of common

shares authorized to 500,000,000 and to establish an undesignated class of preferred stock with
5,000,000 authorized shares.

Amended and Restated Equity Incentive Plan On April 24, 2000, the Company's board of directors
approved the 2000 Equity Incentive Plan, an amendment and restatement of the 1998 Equity
Incentive Plan, and increased the number of shares reserved by 9,480,000 shares of common stock. All
options available for grant under the 1998 Plan will be transferred to the 2000 Plan on its effective
date and will continue to have substantially the same terms. The share will increase automatically to the
greater of 5% of the outstanding shares or the number of shares issued under the plan during the prior
12 months.

Blue Martini Software, Inc.

Notes to Financial Statements--(Continued) 2000 Non-employee Directors' Stock Option Plan On
April 24, 2000, the Company's board of directors approved the 2000 Non- employee Directors' Stock
Option Plan under which 300,000 common shares have been reserved for issuance. The Plan provides
for non-employee director option grants for 25,000 common shares upon the closing of the IPO or the
date of first election if later, option grants of 7,500 common shares annually and annual option grants
of 5,000 shares for committee members. The share will increase automatically to the greater of 0.25%

of the outstanding shares or the number of shares issued under the plan during the prior 12 months.



2000 Employee Stock Purchase Plan On April 24, 2000, the Company's board of directors approved
the 2000 Employee Stock Purchase Plan under which 4,000,000 shares have been reserved for
issuance. The 2000 Employee Stock Purchase Plan contains successive six- month offering periods and
the share price of stock purchased under the plan is 85% of the lower of the fair value of the common
stock either at the beginning or the end of the period. The share reserve will increase automatically to
the greater of 2.5% of outstanding shares or the number of shares issued under this plan during the

prior 12 months.

Initial Public Offering and Unaudited Pro Forma Balance Sheet Information On April 24, 2000, the
Company's board of directors authorized the filing of a registration statement with the Securities and
Exchange Commission that would permit the Company to sell shares of the Company's common stock
in connection with a proposed initial public offering. If the offering is consummated under the terms
presently anticipated, all the then outstanding shares of the Company's convertible preferred stock will
automatically convert into shares of common stock on a four-for-one basis upon the closing of the
proposed initial public offering. The unaudited pro forma stockholders' equity information presented
in the historical balance sheet reflects the conversion of all of the convertible preferred stock as if it
had occurred on March 31, 2000.

[Inside Back Cover Art Work]

Our software enables e-businesses to build their brands by interacting directly with customers across
multiple touch points. Our software integrates capabilities to manage products and content, execute
transactions, perform analyses and to subsequently utilize these analyses to personalize future
customer interactions. Companies use our software to interact with customers across traditional and
Internet-enabled touch points, such as websites, call centers, mobile wireless devices, bricks and mortar
stores and on-line trading exchanges. We target our software to customers in the retail, manufacturing,

financial services, telecom, media, and travel industries.

A diagram depicts our product features, customer touch points and industries. in the center of a
diagram is a pentagon listing our products features of "Merchandise," "Content," "Transaction,"
"Analysis" and "Personalization." The pentagon is in the middle of a square with "Websites," "Contact
Centers," "Bricks & Mortar" and "Trading Networks" in each corner. The square is circumscribed by an
outer circle containing the word "Brand.” The outer circle has the labels "eMerchandising," "eMarketing,"
and "eService." The outer circle is surrounded by ovals listing our target markets: "Retail," " Financial

Services," "Media," "Travel," "Telecom," and "Manufacturing.

No dealer, salesperson or other person is authorized to give any information or to represent anything
not contained in this Prospectus. You must not rely on any unauthorized information or
representations. This prospectus is an offer to sell only the shares offered hereby, but only under
circumstances and in jurisdictions where it is lawful to do so. The information contained in this

prospectus is current only as of its date.
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Through and including , 2000 (the 25th day after the date of this prospectus), all dealers effecting
transactions in these securities, whether or not participating in this offering, may be required to deliver
a prospectus. This is in addition to a dealer's obligation to deliver a prospectus when acting as an

underwriter and with respect to an unsold allotment or subscription.
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Part It
Information Not Required in Prospectus

Item 13. Other Expenses of Issuance and Distribution

The following table sets forth all expenses payable by the Registrant in connection with the sale of the
common stock being registered. All of the amounts shown are estimates, except for the SEC

registration fee, the NASD filing fee and the Nasdaq National Market application fee.

Amount to be Paid

SEC Registration Fe..uuu'uininene ittt ettt eeenneeeanaeennns $ 19,800
NASD Filing Fee. . vuiiii ittt ittt ittt tinaeeeeeneeeaeennns 8,000
Nasdag National Market Listing Application Fee................... 90,000
Blue Sky Qualification Fees and EXPENsSesS........cceeeeeeennnnnnnnn 5,000
Printing and Engraving EXPensSesS. ... ... eeeeeeeeeeenennnnnnn 300,000
Legal Fees and EXPeNSeS. . uuuueiettnneeeeeneeeeenneeeeenneeannns 800,000
Accounting Fees and EXPeNsSesS. .....uuttteeeeeeneennnnnenennnnnnnnn 500,000
Transfer Agent and Registrar Fees.......oiiiiiiiiiniiiiiinnnnns 25,000
LY =3 =T o Y=Y T = 152,200

LI o 1 $1,900,000

ltem 14. Indemnification of Officers and Directors

Under Section 145 of the Delaware General Corporation Law, the Registrant has broad powers to
indemnify its directors and officers against liabilities they may incur in such capacities, including
liabilities under the Securities Act of 1933, as amended (the "Securities Act").

The Registrant's Restated Certificate of Incorporation and Bylaws include provisions to (i) eliminate
the personal liability of its directors and officers for monetary damages resulting from breaches of their
fiduciary duty to the extent permitted by Section 102(b)(7) of the General Corporation Law of
Delaware (the "Delaware Law") and (ii) require the Registrant to indemnify its directors and officers to
the fullest extent permitted by Section 145 of the Delaware Law, including circumstances in which
indemnification is otherwise discretionary. Pursuant to Section 145 of the Delaware Law, a corporation
generally has the power to indemnify its present and former directors, officers, employees and agents
against expenses incurred by them in connection with any suit to which they are or are threatened to be
made, a party by reason of their serving in such positions so long as they acted in good faith and in a
manner they reasonably believed to be in, or not opposed to, the best interests of the corporation and,
with respect to any criminal action, they had no reasonable cause to believe their conduct was unlawful.
The Registrant believes that these provisions are necessary to attract and retain qualified persons as
directors and officers. These provisions do not eliminate the directors' duty of care, and, in appropriate
circumstances, equitable remedies such as injunctive or other forms of non-monetary relief will remain
available under Delaware Law. In addition, each director will continue to be subject to liability for

breach of the director's duty of loyalty to the Registrant, for acts or omissions not in good faith or



involving intentional misconduct, for knowing violations of law, for acts or omissions that the director
believes to be contrary to the best interests of the Registrant or its stockholders, for any transaction
from which the director derived an improper personal benefit, for acts or omissions involving a reckless
disregard for the director's duty to the Registrant or its stockholders when the director was aware or
should have been aware of a risk of serious injury to the Registrant or its stockholders, for acts or
omissions that constitute an unexcused pattern of inattention that amounts to an abdication of the
director's duty to the Registrant or its stockholders, for improper transactions between the director and
the Registrant and for improper distributions to stockholders and loans to directors and officers. The
provision also does not affect a director's responsibilities under any other law, such as the federal

securities law or state or federal environmental laws.

The Registrant intends to enter into indemnity agreements with each of its directors and officers that
require the Registrant to indemnify such persons against expenses, judgments, fines, settlements and
other amounts incurred (including expenses of a derivative action) in connection with any proceeding,
whether actual or threatened, to which any such person may be made a party by reason of the fact that
such person is or was a director or an officer of the Registrant or any of its affiliated enterprises,
provided that such person acted in good faith and in a manner such person reasonably believed to be in
or not opposed to the best interests of the Registrant and, with respect to any criminal proceeding, had
no reasonable cause to believe his conduct was unlawful. The indemnification agreements also set forth

certain procedures that will apply in the event of a claim for indemnification thereunder.

At present, there is no pending litigation or proceeding involving a director or officer of the Registrant
as to which indemnification is being sought nor is the Registrant aware of any threatened litigation that

may result in claims for indemnification by any officer or director.

The Registrant has an insurance policy covering the officers and directors of the Registrant with

respect to certain liabilities, including liabilities arising under the Securities Act or otherwise.

Item 15. Recent Sales of Unregistered Securities

Information presented in this section is on an as converted basis, and as if issued by the Registrant.
Since the Registrant's inception in June 1998, the Company has issued and sold the following

unregistered securities:

(1) From June 1998 to January 12, 1999 the Company issued an aggregate of 30,252,500 shares of its
common stock at a weighted average exercise price of $0.01 per share to employees, consultants,
directors and other service providers pursuant to its 1998 Equity Incentive Plan. These sales were

made in reliance on Rule 701 and Section 4(2).

(2) From July 1998 through November 1998, the Company issued 4,464,284 shares of its series A
preferred stock at a purchase price of $0.28 per share to Monte Zweben, Thomas M. Siebel and GC&H

Investments. These sales were made in reliance on Regulation D and Section 4(2).



(3) In January 1999, the Company issued 30,252,500 shares of its common stock to Monte Zweben,
James C. Gaither, Thomas M. Siebel, A. Michael Spence, William F. Zuendt, William H. Evans, Scott D.
Hanham, Jeffrey G. Johnson and 17 employees, consultants and directors and 4,464,284 shares of its
series A preferred stock to Monte Zweben, Thomas M. Siebel and GC&H Investments. These issuances

were made in reliance on Section 4(2).

(4) In January 1999, the Company issued 10,526,316 shares of its series B preferred stock at a
purchase price of $0.475 per share for an aggregate purchase price of $5,000,000 to Matrix PartnersV,
Matrix V Entrepreneurs Fund, the Zweben Family Revocable Trust, the Zuendt Family Trust and three

other investors. These sales were made in reliance on Rule 506 of Regulation D and Section 4(2).

(5) In July 1999, the Company issued 8,306,664 shares of its series C preferred stock at a purchase
price of $1.50 per shares of an aggregate price of $12,459,996 to ACII Technology (ACT II) BV,
Matrix Partners V, Matrix V Entrepreneurs Fund, U.S. Venture Partners VI, USVP VI Affiliates Fund,
USVP VI Entrepreneur Partners and the Zweben Family Revocable Trust. These sales were made in

reliance on Rule 506 of Regulation D and Section 4(2).

(6) In December 2000, the Company issued a warrant to purchase 45,000 shares of its series C
preferred stock at an exercise price of $1.50 per share to Comdisco, Inc. This sale was made in reliance

on Regulation D and Section 4(2).

(7) From January 13, 1999 through April 15, 2000, the Company granted options to purchase
12,547,400 shares of common stock at a weighted average exercise price of $1.29 per share to
employees, consultants, directors and other service providers pursuant to its 1998 Equity Incentive
Plan and issued an aggregate of 6,294,500 shares of its common stock at a weighted average exercise
price of $0.40 per share to employees, consultants, directors and other service providers pursuant to
exercises of options granted under the 1998 Equity Incentive Plan. These shares were made in reliance
on Rule 701 and Section 4(2).

[tem 16. Exhibits and Financial Statement Schedule
(a) Exhibits

Exhibit Number Description of Document 1.1* Form of Underwriting Agreement.

3.1 Third Amended and Restated Certificate of Incorporation of the Registrant.

3.2 Form of Fourth Amended and Restated Certificate of Incorporation of the Registrant to be filed
immediately following the closing of the offering made hereby.

3.3 Bylaws of the Registrant.
3.4 Bylaws of the Registrant to be filed on the closing of the offering made hereby.
4.1* Specimen Stock Certificate.

4.2 Reference is made to Exhibits 3.1, 3.2, 3.3 and 3.4 hereof.



5.1* Opinion of Cooley Godward LLP.

10.1 2000 Equity Incentive Plan.

10.2 2000 Employee Stock Purchase Plan.

10.3 2000 Non-Employee Directors' Stock Option Plan.

10.4 Commercial Office Lease Agreement by and between Peninsula Office Park Associates, L.P. and
Blue Martini, LL.C, as Amended.

10.5 Agreement and Plan of Merger by and between the Registrant and Blue Martini LL.C dated
January 12, 1999.

10.6 Form of Class A Units Agreement by and between the Registrant and certain investors of the

Registrant.

10.7 Form of Restricted Class B Units Agreement by and between the Registrant and certain investors

of the Registrant.

10.8 Series B Preferred Stock Purchase Agreement by and between the Registrant and certain investors

of the Registrant dated January 13, 1999.

10.9 Series C Preferred Stock Purchase Agreement by and between the Registrant and certain
investors of the Registrant dated July 20, 1999.

10.10 Investor Rights Agreement by and between the Registrant and certain investors of the Registrant
dated July 20, 1999.

10.11 Form of Indemnity Agreement by and between the Registrant and each of its directors and

executive officers.

10.12+ License and Marketing Agreement by and between the Registrant and Neuron Data, Inc., now
Blaze Software, Inc., dated March 31, 1999.

Exhibit Number Description of Document 10.13+ ISV Software and License Agreement between the
Registrant and BEA Systems, Inc. dated January 29, 1999.

10.14 Agreement by and between the Registrant and John E. Calonico, Jr.

10.15* Blue Martini Software Training Facility Agreement between the Registrant and Diversified
Computer Consultants of California, Inc. dated March 1, 2000.

10.16* Master Lease Agreement between the Registrant and Comdisco, Inc. dated December 6, 1999.
23.1 Consent of KPMG LLP.

23.2 Consent of Cooley Godward LLP. Reference is made to Exhibit 5.1.

24.1 Power of Attorney. See Signature Page.

27.1 Financial Data Schedule.



+ Confidential treatment requested with respect to certain portions of this exhibit. Omitted portions

have been filed separately with the Securities and Exchange Commission.
*To be filed by amendment.

(b) Financial Statement Schedules Financial statement schedules are omitted as the information called

for is not required or is shown either in the financial statements of the notes thereto.

Item 17. Undertakings

The undersigned registrant hereby undertakes to provide to the underwriters at the closing specified in
the underwriting agreements certificates in such denominations and registered in such names as

required by the underwriters to permit prompt delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to
directors, officers and controlling persons of the Registrant pursuant to provisions described in Item 14
or otherwise, the Registrant has been advised that in the opinion of the Commission such
indemnification is against public policy as expressed in the Securities Act of 1933 and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the
payment by the Registrant of expenses incurred or paid by a director, officer or controlling person of
the Registrant in the successful defense of any action, suit or proceeding) is asserted by such director,
officer or controlling person in connection with the securities being registered, the Registrant will,
unless in the opinion of its counsel the matter has been settled by controlling precedent, submit to a
court of appropriate jurisdiction the question whether such indemnification by it is against public

policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.
The undersigned Registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, the information omitted
from the form of prospectus filed as part of this registration statement in reliance upon Rule 430A and
contained in a form of prospectus filed by the Registrant pursuant to Rule 424(b)(1) or (4) or 497(h)
under the Securities Act shall be deemed to be part of this registration statement as of the time it was

declared effective.

(2) For the purpose of determining any liability under the Securities Act of 1933, each post-effective
amendment that contains a form of prospectus shall be deemed to be a new registration statement
relating to the securities offered therein, and the offering of such securities at that time shall be deemed

to be the initial bona fide offering thereof.

Signatures

Pursuant to the requirements of the Securities Act of 1933, as amended, the Registrant has duly caused
this Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in

the city of San Mateo, County of San Mateo, State of California, on May 2, 2000.



/s/ Monte Zweben By: Monte Zweben

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Monte Zweben and John E. Calonico, Jr. and each of them, as his true and
lawful attorneys-in-fact and agents, with full power of substitution and resubstitution, for him and in
his name, place, and stead, in any and all capacities, to sign any and all amendments (including post-
effective amendments, exhibits thereto and other documents in connection therewith) to this
Registration Statement and any subsequent registration statement filed by the registrant pursuant to
Rule 462(b) of the Securities Act of 1933, as amended, which relates to this Registration Statement,
and to file the same, with all exhibits thereto, and other documents in connection therewith, with the
Securities and Exchange Commission, granting unto said attorneys-in-fact and agents, and each of
them, full power and authority to do and perform each and every act and thing requisite and necessary
to be done in connection therewith, as fully to all intents and purposes as he might or could do in
person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or any of them, or

their or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, as amended, this Registration Statement

has been signed by the following persons in the capacities and on the dates indicated.
Signature Title Date

/s/ Monte Zweben Chairman and President, May 2, 2000
Chief Executive Officer
Monte Zweben (Principal Executive

Officer)

/s/ John E. Calonico, Jr. Vice President, Chief May 2, 2000
Financial Officer and
John E. Calonico, Jr. Secretary (Principal

Financial and Accounting

Officer)

/s/ James C. Gaither Director May 2, 2000 James C. Gaither /s/ A. Michael Spence Director May 2,
2000 A. Michael Spence /s/ Andrew W. Verhalen Director May 2, 2000 Andrew W. Verhalen Signature
Title Date /s/ Edward H. Vick Director May 2, 2000 Edward H. Vick /s/ William F. Zuendt Director
May 2, 2000 William F. Zuendt
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3.1 Third Amended and Restated Certificate of Incorporation of the Registrant.

3.2 Form of Fourth Amended and Restated Certificate of Incorporation of the Registrant to be filed

immediately following the closing of the offering made hereby.



3.3 Bylaws of the Registrant.

3.4 Bylaws of the Registrant to be filed on the closing of the offering made hereby.
4.1* Specimen Stock Certificate.

4.2 Reference is made to Exhibits 3.1, 3.2, 3.3 and 3.4 hereof.

5.1* Opinion of Cooley Godward LLP.

10.1 2000 Equity Incentive Plan.

10.2 2000 Employee Stock Purchase Plan.

10.3 2000 Non-Employee Directors' Stock Option Plan.

10.4 Commercial Office Lease Agreement by and between Peninsula Office Park Associates, L.P. and
Blue Martini, LLC.

10.5 Agreement and Plan of Merger by and between the Registrant and Blue Martini LL.C dated
January 12, 1999.

10.6 Form of Class A Units Agreement by and between the Registrant and certain investors of the

Registrant.

10.7 Form of Restricted Class B Units Agreement by and between the Registrant and certain investors

of the Registrant.

10.8 Series B Preferred Stock Purchase Agreement by and between the Registrant and certain investors

of the Registrant dated January 13, 1999.

10.9 Series C Preferred Stock Purchase Agreement by and between the Registrant and certain
investors of the Registrant dated July 20, 1999.

10.10 Investor Rights Agreement by and between the Registrant and certain investors of the Registrant
dated July 20, 1999.

10.11 Form of Indemnity Agreement by and between the Registrant and each of its directors and

executive officers.

10.12+ License and Marketing Agreement by and between the Registrant and Neuron Data, Inc., now
Blaze Software, Inc., dated March 31, 1999.

10.13+ ISV Software and License Agreement between the Registrant and BEA Systems, Inc. dated
January 29, 1999.

10.14 Agreement by and between the Registrant and John E. Calonico, Jr.

10.15* Blue Martini Software Training Facility Agreement between the Registrant and Diversified
Computer Consultants of California, Inc. dated March 1, 2000.

10.16* Master Lease Agreement between the Registrant and Comdisco, Inc. dated December 6, 1999.



23.1 Consent of KPMG LLP.

23.2* Consent of Cooley Godward LLP. Reference is made to Exhibit 5.1.
24.1 Power of Attorney. See Signature Page.

27.1 Financial Data Schedule.
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have been filed separately with the Securities and Exchange Commission.
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