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APPROXIMATE DATE OF COMMENCEMENT OF PROPOSED SALE TO THE PUBLIC: AS SOON AS PRACTICABLE
AFTER THE EFFECTIVE DATE OF THIS REGISTRATION STATEMENT.

IF ANY OF THE SECURITIES BEING REGISTERED ON THIS FORM ARE TO BE OFFERED ON A DELAYED
OR CONTINUOUS BASIS PURSUANT TO RULE 415 UNDER THE SECURITIES ACT OF 1933, CHECK THE
FOLLOWING BOX. [_] IF THIS FORM IS FILED TO REGISTER ADDITIONAL SECURITIES FOR AN
OFFERING PURSUANT TO RULE 462(B) UNDER THE SECURITIES ACT, PLEASE CHECK THE FOLLOWING
BOX AND LIST THE SECURITIES ACT REGISTRATION STATEMENT NUMBER OF THE EARLIER EFFECTIVE
REGISTRATION STATEMENT FOR THE SAME OFFERING. [_] IF THIS FORM IS A POST-EFFECTIVE
AMENDMENT FILED PURSUANT TO RULE 462(C) UNDER THE SECURITIES ACT, CHECK THE FOLLOWING
BOX AND LIST THE SECURITIES ACT REGISTRATION STATEMENT NUMBER OF THE EARLIER EFFECTIVE
REGISTRATION STATEMENT FOR THE SAME OFFERING. [_] IF DELIVERY OF THE PROSPECTUS IS
EXPECTED TO BE MADE PURSUANT TO RULE 434, PLEASE CHECK THE FOLLOWING BOX. [_]
CALCULATION OF REGISTRATION FEE

PROPOSED MAXIMUM

TITLE OF EACH CLASS OF PROPOSED MAXIMUM AGGREGATE AMOUNT OF
SECURITIES TO BE AMOUNT TO BE OFFERING PRICE OFFERING REGISTRATION
REGISTERED REGISTERED(1) PER SHARE(2) PRICE(2) FEE
COMMON STOCK, NO PAR VALUE.................. 2,300,000 SHARES $16.00 $36,800,000

$11,152 (1) INCLUDES SHARES THAT THE UNDERWRITERS HAVE THE OPTION TO PURCHASE TO COVER
OVER-ALLOTMENTS, IF ANY.

(2) ESTIMATED SOLELY FOR THE PURPOSE OF COMPUTING THE AMOUNT OF THE REGISTRATION FEE
PURSUANT TO RULE 457(A).

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS MAY
BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER
AMENDMENT THAT SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT SHALL THEREAFTER



BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(A) OF THE SECURITIES ACT OF 1933, AS
AMENDED, OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE
COMMISSION, ACTING PURSUANT TO SUCH SECTION 8(A), MAY DETERMINE.

B T T R S o T O O e R R s
+INFORMATION CONTAINED HEREIN IS SUBJECT TO COMPLETION OR AMENDMENT. A
+REGISTRATION STATEMENT RELATING TO THESE SECURITIES HAS BEEN FILED WITH THE
+SECURITIES AND EXCHANGE COMMISSION. THESE SECURITIES MAY NOT BE SOLD NOR MAY
+0FFERS TO BUY BE ACCEPTED PRIOR TO THE TIME THE REGISTRATION STATEMENT
+BECOMES EFFECTIVE. THIS PROSPECTUS SHALL NOT CONSTITUTE AN OFFER TO SELL OR
+THE SOLICITATION OF AN OFFER TO BUY NOR SHALL THERE BE ANY SALE OF THESE
+SECURITIES IN ANY STATE IN WHICH SUCH OFFER, SOLICITATION OR SALE WOULD BE
+UNLAWFUL PRIOR TO REGISTRATION OR QUALIFICATION UNDER THE SECURITIES LAWS OF
+ANY SUCH STATE.
B i i R T T T s
SUBJECT TO COMPLETION, DATED APRIL 3, 1997
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2,000,000 SHARES [L0GO]
GENESYS TELECOMMUNICATIONS LABORATORIES, INC.
COMMON STOCK (NO PAR VALUE)

ALL OF THE 2,000,000 SHARES OF COMMON STOCK OFFERED HEREBY ARE BEING SOLD BY THE
COMPANY. PRIOR TO THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE COMMON STOCK
OF THE COMPANY. IT IS CURRENTLY ESTIMATED THAT THE INITIAL PUBLIC OFFERING PRICE WILL

BE BETWEEN $14.00 AND $16.00 PER SHARE. FOR FACTORS TO BE CONSIDERED IN DETERMINING THE
INITIAL PUBLIC OFFERING PRICE, SEE "UNDERWRITING".

SEE "RISK FACTORS"™ BEGINNING ON PAGE 6 FOR CERTAIN CONSIDERATIONS RELEVANT TO AN
INVESTMENT IN THE COMMON STOCK.

THE COMPANY HAS APPLIED FOR QUOTATION OF THE COMMON STOCK ON THE NASDAQ NATIONAL MARKET
UNDER THE SYMBOL "GCTI".

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF
THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

INITIAL PUBLIC UNDERWRITING PROCEEDS TO OFFERING PRICE DISCOUNT(1) COMPANY(2)

Per Share.......viuiiininnnnennnnnnn $ $ $
Total(3) e e et ittt et e e e e $ $ $

(1) THE COMPANY AND, IF THE UNDERWRITERS' OVER-ALLOTMENT OPTION IS EXERCISED, THE
SELLING SHAREHOLDERS, HAVE AGREED TO INDEMNIFY THE UNDERWRITERS AGAINST CERTAIN
LIABILITIES, INCLUDING LIABILITIES UNDER THE SECURITIES ACT OF 1933.

(2) BEFORE DEDUCTING ESTIMATED EXPENSES OF $1,100,000 PAYABLE BY THE COMPANY.

(3) THE COMPANY AND THE SELLING SHAREHOLDERS HAVE GRANTED THE UNDERWRITERS AN OPTION
FOR 30 DAYS TO PURCHASE UP TO AN ADDITIONAL 300,000 SHARES AT THE INITIAL PUBLIC
OFFERING PRICE PER SHARE, LESS THE UNDERWRITING DISCOUNT, SOLELY TO COVER OVER-

ALLOTMENTS. IF SUCH OPTION IS EXERCISED IN FULL, THE TOTAL INITIAL PUBLIC OFFERING
PRICE, UNDERWRITING DISCOUNT, PROCEEDS TO COMPANY AND PROCEEDS TO SELLLING SHAREHOLDERS
WILL BE $ , $ , $ AND $ , RESPECTIVELY. SEE "UNDERWRITING".

THE SHARES OFFERED HEREBY ARE OFFERED SEVERALLY BY THE UNDERWRITERS, AS SPECIFIED
HEREIN, SUBJECT TO RECEIPT AND ACCEPTANCE BY THEM AND SUBJECT TO THEIR RIGHT TO REJECT
ANY ORDER IN WHOLE OR IN PART. IT IS EXPECTED THAT CERTIFICATES FOR THE SHARES WILL BE
READY FOR DELIVERY IN NEW YORK, NEW YORK, ON OR ABOUT , 1997, AGAINST PAYMENT THEREFOR

IN IMMEDIATELY AVAILABLE FUNDS.

GOLDMAN, SACHS & CO.
LEHMAN BROTHERS



ROBERTSON, STEPHENS & COMPANY
THE DATE OF THIS PROSPECTUS IS , 1997.

CERTAIN PERSONS PARTICIPATING IN THIS OFFERING MAY ENGAGE IN TRANSACTIONS THAT
STABILIZE, MAINTAIN, OR OTHERWISE AFFECT THE PRICE OF THE COMMON STOCK, INCLUDING OVER-
ALLOTMENT, STABILIZING AND SHORT-COVERING TRANSACTIONS IN SUCH SECURITIES, AND THE
IMPOSITION OF A PENALTY BID, IN CONNECTION WITH THIS OFFERING. FOR A DESCRIPTION OF
THESE ACTIVITIES, SEE "UNDERWRITING".

Prospectus Summary

The following summary is qualified in its entirety by the more detailed information and consolidated
financial data appearing elsewhere in this Prospectus, including information under "Risk Factors".
Except as set forth in the Consolidated Financial Statements and the Notes thereto, and unless
otherwise indicated, all information contained in this Prospectus (i) reflects the conversion of all
outstanding shares of Preferred Stock of the Company into shares of Common Stock of the Company
on a one-to-one basis and (ii) assumes no exercise of the Underwriters' over-allotment option. See
"Description of Capital Stock" and "Underwriting". Unless otherwise referenced herein, references to
Consolidated Financial Statements shall mean references to the Consolidated Financial Statements of

Genesys Telecommunications Laboratories, Inc. and its subsidiaries.

The Company

Genesys is a leading provider of enterprise-wide platform and applications software that enables
organizations to integrate critical business information and computing resources with telephony and
other telecommunications media. The Company's products allow an organization to optimally manage
its customer interactions and employee communications to increase productivity, lower costs and
achieve greater customer satisfaction and loyalty. In addition, the Company's products enable
organizations to develop and offer new or enhanced revenue-generating products and services.
Genesys believes that it is the first company to offer a suite of open, scaleable, enterprise-wide platform
and applications software solutions to address the evolving needs of organizations for intelligent

communications, a new market paradigm known as Enterprise Computer Telephony Integration
("ECTT").

The Company's platform and applications software products allow organizations to integrate disparate
telecommunications media with heterogeneous computing environments. These products integrate
with most major telephone systems and interoperate across most major computing platforms,
operating systems and databases, enabling organizations to manage their desktop and media resources
throughout the enterprise. Together with the Company's platform software, Genesys offers a range of
applications that provide advanced ECTI solutions, such as intelligent call routing, outbound/blended
dialing and campaign management, real-time and historical management reporting and Web-based
telephony fulfillment. The open, standards-based nature of the Company's products allows an
organization to leverage its investments in existing telecommunications and computing infrastructure,

software applications and employee training. The Company's products also support the integration of



internally developed or commercially available business applications, such as help desk or sales force
automation. In order to assist customers in realizing the maximum benefit from its solutions, the
Company augments its products with a range of implementation, training and support services. The
Company has targeted formal call centers within key industries as important entry points for its
products. To date, the Company has licensed its products to more than 125 end-users worldwide,
including: Ameritech, Bank of America, BT, Charles Schwab, FedEx, Gateway 2000, MCI, NationsBanc,
NB Tel, The SABRE Group and Sprint/United Management.

An organization's ability to manage the increasingly complex information requirements of customers
and employees in a cost-effective manner is an important competitive advantage. Modern
organizations communicate, both internally and externally, through a variety of different
communications media, including telephony, voice mail, e-mail, the Internet/intranets and video.
Traditionally, each of these media and its associated databases and information retrieval systems have
been treated as a unique and separate environment within which specialized applications have been
developed, resulting in the creation of "silos" of information that are not intelligently utilized across the
enterprise. This lack of interoperability has prevented organizations from optimally managing
customer interactions and employee communications and has, in turn, limited productivity, increased
costs and restricted the ability of organizations to generate greater customer satisfaction and loyalty. To
be most effective, organizations now need to make information available at any time it is needed,
anywhere it may be located and in any way that it may be requested. The shortcomings in the
traditional means by which organizations have managed customer interactions and employee
communications, in combination with general business trends such as the increasingly global nature of
business operations, the proliferation of distributed computing environments, the deregulation of
major industries and the increase in merger and acquisition and partnering activity, have created what
the Company believes to be a significant market opportunity for open, scaleable, standards-based ECTI

solutions.

The Company's objective is to be the leading provider worldwide of open, scaleable ECTI platform and
applications software. In order to meet this goal, the Company's strategy is to establish the Genesys
framework as a de facto ECTI standard, provide industry-leading, technologically advanced products,
target strategic markets, develop and leverage strategic business relationships and penetrate the
network services market. The Company's sales and marketing strategy is to target large organizations
through its worldwide direct sales force and through a broad range of indirect channels, including

telecommunications equipment vendors, systems integrators, VARs, ISVs and NSPs.

The Offering

Common Stock to be offered by the Company........... 2,000,000 shares Common Stock to be
outstanding after this offering.. 16,799,812 shares(1) Proposed Nasdaq National Market
symbol.............. GCTI Use of Proceeds.....c.ocoeuvvrnnivcvccrcniuenanes Working capital and general corporate
purposes (1) Based on the number of shares outstanding as of December 31, 1996. Excludes 5,059,191

shares of Common Stock issuable upon exercise of stock options and 420,282 shares of Common



Stock underlying warrants to purchase Common Stock, which options and warrants were outstanding
as of December 31, 1996. Also excludes 1,612,000 shares of Common Stock issuable upon exercise of
stock options granted during the period commencing on January 1, 1997 and ending on March 31,
1997. Also excludes 854,363 shares of Common Stock issuable upon conversion of Series C Preferred
Stock, 675,000 shares of Common Stock and 494,629 shares of Common Stock underlying warrants
to purchase Series C Preferred Stock, which Series C Preferred Stock, Common Stock and warrants
were issued on February 26, 1997. Assumes no exercise of stock options or warrants after December
31, 1996. See "Management--Stock Plans", "Description of Capital Stock--Warrants" and Notes 9 and

10 of Notes to Consolidated Financial Statements.

Summary Consolidated Financial Data (In Thousands, Except
Per Share Data)

SIX MONTHS ENDED

YEAR ENDED JUNE 30, DECEMBER 31,
1993 1994 1995 1996 1995 1996

CONSOLIDATED STATEMENT OF

OPERATIONS DATA:
Revenues:

License.....coviueennnnnnn $ - $ 460 $3,077 $ 7,369 $ 2,839 $ 10,233
Service.....vveiinnneann. 956 1,272 1,403 1,950 600 1,571
Total revenues........... 956 1,732 4,480 9,319 3,439 11,804
Cost of revenues:

License......ooviiinin.. -- 23 123 308 122 465
Service.....vveiinnneann. 352 595 1,190 2,568 819 1,572
Total cost of revenues... 352 618 1,313 2,876 941 2,037
Gross margin.............. 604 1,114 3,167 6,443 2,498 9,767
Operating expenses:

Research and development. 357 578 959 3,673 1,562 3,527
Sales and marketing...... - 162 705 3,030 911 5,038
General and

administrative.......... 503 534 1,343 2,979 1,500 1,440
Total operating expenses. 860 1,274 3,007 9,682 3,973 10,005
Income (loss) from

operations............... (256) (160) 160 (3,239) (1,475) (238)
Interest and other income

(expense), net........... (8) 23 (6) (88) (50) 215
Net income (loss) (1)..... $(264) $ (137) $ 154 $(3,327) $ (1,525) $ (23)
Pro forma net income $

(loss) per share (1)..... $ (.18) $ (.09) --

Pro forma weighted average
common shares and
equivalents.............. 18,644 17,760 20,154

DECEMBER 31, 1996 PRO PRO FORMA AS ACTUAL FORMA(2) ADJUSTED(3)

CONSOLIDATED BALANCE SHEET DATA:

Cash and cash equivalents..........cvviiiinnnnnn.. $ 1,816 $ 4,316 $31,116
Working capital..... ..o iiennnnnnnn 3,133 5,633 32,433
Total @SSelS. i vii ittt it et i e e e 16,201 18,701 45,501
Long-term obligations.........cciiiiiiiiiiinnnns 747 747 747

Total shareholders' equity.........cvviiiiinnnn... 5,542 8,042 34,842



(1) See Note 2 of Notes to Consolidated Financial Statements for an explanation of the method of

calculation.

(2) Pro forma as of December 31, 1996, to give effect to the exercise of outstanding warrants to
purchase 420,282 shares of Common Stock on a cash basis prior to the closing of this offering and the
conversion of the Company's Preferred Stock into Common Stock. See Note 2 of Notes to

Consolidated Financial Statements.

(3) Pro forma as provided in footnote (2), and as adjusted to reflect the sale of 2,000,000 shares of
Common Stock by the Company at an assumed initial public offering price of $15.00 per share and the

application of the estimated net proceeds therefrom. See "Use of Proceeds" and "Capitalization"

Design (COIL), NetVector, NetVectoring and VIDEOACD are registered trademarks of the Company,
and Call Center Pulse, Campaign Manager, DART, ICD, ICIS, InterActive-T, T-Server and VIDEOICD
are trademarks of the Company. This Prospectus also includes trade names and trademarks of other

companies.

Risk Factors

In addition to the other information contained in this Prospectus, the following risk factors should be
considered carefully in evaluating an investment in the Common Stock offered hereby. Certain
statements contained in this Prospectus constitute "forward-looking statements" within the meaning of
Section 27A of the Securities Act, Section 21E of the Securities Exchange Act, and the Private
Securities Litigation Reform Act of 1995. Such forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause the actual results, performance or
achievements of the Company, or industry results, to be materially different from any future results,
performance or achievements expressed or implied by such forward-looking statements. Given these
uncertainties, prospective investors are cautioned not to place undue reliance on such forward-looking

statements. See "Special Note Regarding Forward-Looking Statements".

Limited Operating History

The Company was founded in October 1990 and began shipment of its principal product, T-Server, in
1991. As of December 31, 1996, the Company had an accumulated deficit of approximately $3.6
million. The Company achieved profitability in the quarter ended December 31, 1996, but there can be
no assurance that the Company will remain profitable on a quarterly basis or achieve profitability on an
annual basis. The Company's limited operating history makes the prediction of future operating results
unreliable. Although the Company has experienced significant growth in revenues in recent periods,
the Company does not believe prior growth rates are sustainable or indicative of future revenue growth
rates or operating results. The Company's prospects must be considered in light of the risks
encountered by companies in an early stage of development, particularly companies in new and rapidly

evolving markets. Future operating results will depend on many factors, including demand for and



market acceptance of the Company's products, the level of product and price competition, the ability
of the Company to develop, market and deploy new, high-quality products and to control costs, the
ability of the Company to expand its direct sales force and indirect distribution channels, the
Company's success in attracting and retaining key personnel, the uncertainty, recent emergence and
acceptance of the ECTI market, and technological changes in the ECTI market. See "Management's

Discussion and Analysis of Financial Condition and Results of Operations".

Potential Fluctuations in Quarterly Operating Results

The Company's quarterly operating results have in the past fluctuated and may in the future fluctuate
significantly, depending on a number of factors, many of which are beyond the Company's control,
including: market acceptance of the Company products; the Company's ability to develop and market
new products and product enhancements; the size, timing and recognition of revenue from significant
orders; the length of sales and implementation cycles; competition; the Company's success in
establishing indirect sales channels and expanding its direct sales force; the Company's success in
retaining and training third-party support personnel; the timing of new product releases by the
Company and its competitors; the delay or deferral of significant revenues until acceptance of software
required by an individual license transaction; technological changes in the ECTI market; the deferral of
customer orders in anticipation of new products and product enhancements; purchasing patterns of
indirect channel partners and customers; changes in pricing policies by the Company and its
competitors; the mix of revenues derived from the Company's direct sales force and various indirect
distribution and marketing channels; the mix of revenues derived from domestic and international
customers; seasonality; changes in operating expenses; changes in relationships with strategic partners;
changes in Company strategy; personnel changes; foreign currency exchange rate fluctuations; the

ability of the Company to control its costs and general economic factors.

The Company currently operates with limited backlog. The Company derives substantially all of its

revenues from licenses of the Company's platform and related applications software and services.

The Company believes that the purchase of its products is relatively discretionary and generally
involves a significant commitment of capital and other resources by a customer. The Company's typical
order size per site ranges from $150,000 to $300,000. The timing of the receipt and shipment of a
single order can have a significant impact on the Company's revenues and results of operations for a
particular quarter. In situations requiring customer acceptance of implementation, the Company does
not recognize license revenues until installations are complete and does not recognize the consulting
component of service revenues until the services are rendered. As a result, revenue recognition may be
delayed in many instances. Historically, the Company has often recognized a substantial portion of its
revenues in the last month of a quarter, with these revenues frequently concentrated in the last two
weeks of a quarter. As a result, product revenues in any quarter are substantially dependent on orders
booked and shipped in that quarter, and revenues for any future quarter are not predictable with any
significant degree of certainty. Product revenues are also difficult to forecast because the market for

ECTI software products is rapidly evolving, and the Company's sales cycle, which may last from three



to nine months or more, varies substantially from customer to customer. The Company's quarterly
revenues are also subject to seasonal fluctuations, particularly in the quarter ending in September when
reduced activity outside North America during the summer months can adversely affect the Company's
revenues. The Company's expenses are relatively fixed and are based, in part, on its expectations as to
future revenues. Consequently, if revenue levels are below expectations, net income would be
disproportionately affected because a proportionately smaller amount of the Company's expenses
varies with its revenues. In addition, the Company expects that sales derived through indirect channels,
which are more difficult to forecast and may have lower gross margins than direct sales, will increase as
a percentage of total revenues. Due to all of the foregoing factors, the Company believes that period-to-
period comparisons of its results of operations are not necessarily meaningful and should not be relied
upon as indications of future performance. It is likely that in some future quarter the Company's
operating results will be below the expectations of public market analysts and investors. In such event,
the price of the Company's Common Stock would likely be materially adversely affected. See

"Management's Discussion and Analysis of Financial Condition and Results of Operations".

Lengthy Sales Cycle

Because of the mission-critical nature of the Company's products, the purchase of such products is
typically a strategic decision that requires approval at senior levels of customers' organizations. In
addition, the purchase of the Company's products involves a significant commitment of customers'
personnel and financial and other resources. Furthermore, the cost of the Company's products is
typically only a small portion of the related hardware, software, development, training and integration
costs of implementing an ECTI solution. For these and other reasons, the sales cycle associated with
the purchase of the Company's products is typically complex, lengthy and subject to a number of
significant risks, including changes in customers' budgetary constraints and approval at senior levels of
customers' organizations, over which the Company has no control. The Company's sales cycle can range
from three to nine months or more and varies substantially from customer to customer. Because of the
lengthy sales cycle and the dependence of the Company's quarterly revenues upon a small number of
orders that represent large dollar amounts, the loss or delay of a single order could have a material
adverse effect on the Company's business, financial condition and results of operations. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and

"Business--Sales, Marketing and Support".

Lengthy Implementation Cycle; Dependence on Third Party
Consultants

The time required to deploy the Company's products can vary significantly with the needs of its
customers and the complexity of a customer's telecommunications and computing infrastructure.
Accordingly, deployment of the Company's products is generally a process that extends for several

months and may involve a pilot implementation, successful completion of which is typically a



prerequisite for full-scale deployment. Because of their complexity, larger implementations, especially
multi-site or enterprise-wide implementations, can take several quarters. The Company generally relies
upon internal resources or third-party consultants to implement its products. The Company has
experienced difficulty implementing customer orders on a timely basis in the past due to the limited
resources available to the Company. There can be no assurance that the Company will not experience
delays in the implementation of orders in the future, that third- party consultants will be available as
needed by the Company to implement orders on a timely basis or that consultants will be able to
successfully install the Company's products. Any delays in the implementation of orders could have a
material adverse effect on the Company's business, financial condition and results of operations. In
addition, any significant delay in the implementation of a customer order could cause a customer to
reject the Company's software, which could impair the Company's reputation. The rejection of the
Company's software by customers could have a material adverse effect on the Company's business,
financial condition and results of operations. See "Business--Sales, Marketing and Support".

Dependence on New Products; Rapid Technological Change

The market for the Company's products is characterized by rapid technological change, frequent new
product introductions, changes in customer requirements and emerging industry standards. The
introduction of products embodying new technologies and the emergence of new industry standards
could render the Company's existing products obsolete and unmarketable. The life cycles of the
Company's products are difficult to estimate. The Company's future success will depend upon its ability
to develop and introduce new products and product enhancements on a timely basis that keep pace
with technological developments and emerging industry standards and address increasingly
sophisticated requirements of its customers. There can be no assurance that the Company will be
successful in developing and marketing new products or product enhancements that respond to
technological changes or evolving industry standards, that the Company will not experience difficulties
that could delay or prevent the successful development, introduction and marketing of these new
products or product enhancements, or that its new products or product enhancements will adequately
meet the requirements of the marketplace and achieve market acceptance. If the Company is unable,
for technological or other reasons to develop and market new products or product enhancements on a
timely and cost-effective basis, the Company's business, financial condition and results of operations
would be materially adversely affected. As part of the Company's ongoing development process, in
March 1997, the Company announced the availability of version 5.0 of its T-Server platform software
and the potential future release of several new application products and certain enhancements to
existing application products, which the Company currently plans to make available at various times
during 1997. Certain of the Company's competitors currently offer products with features and
functionality similar to these planned products and product enhancements. Due to the complexity of
ECTI software and the difficulty in gauging the engineering effort required to produce these planned
products and product enhancements, such planned products and product enhancements are subject to
significant technological risks. There can be no assurance that such planned products and product

enhancements will be introduced and deployed on a timely basis or at all. In the past, the Company has



experienced significant delays in the commencement of commercial shipments of its new and
enhanced products. If any new products or product enhancements are delayed or do not achieve
market acceptance, this may result in the cancellation or delay of customer orders which could
materially adversely affect the Company's business, financial condition and results of operations. The
Company has also, in the past, experienced delays in purchases of its products by customers
anticipating the launch of new products by the Company. There can be no assurance there will not be

significant cancellations of orders received in anticipation of new product introductions in the future.

The Company's products may contain undetected errors or failures when first introduced or as new
versions are released. The Company has in the past discovered software errors in its new products and
product enhancements after their introduction and has experienced delays or lost revenues during
those periods required to correct these errors. There can be no assurance that, despite testing by the
Company and by current and potential customers, errors will not be found in new products and
product enhancements after commencement of commercial shipments, resulting in loss of or delay in
market acceptance, which could have a material adverse effect upon the Company's business, results of

operations and financial condition. See "Business--Products" and "--Research and Development".

Competition

The market for the Company's software products is highly competitive and subject to rapid
technological change. The Company expects competition to increase significantly in the future. The
Company's principal competition currently comes from different market segments including computer
telephony platform developers, computer telephony applications software developers and
telecommunications equipment vendors. These competitors include Aspect Telecommunications,
Dialogic Corporation, GeoTel Communications Corporation, Hewlett-Packard, IBM Corporation, IEX
Corporation, Lucent Technologies, Northern Telecom and Tandem Computers Incorporated. The
Company also competes to a lesser extent with new or recent entrants to the marketplace. The
Company's competitors vary in size and in the scope and breadth of the products and services offered.
Many of the Company's current and potential competitors have longer operating histories, significantly
greater financial, technical, marketing, customer service and other resources, greater name recognition
and a larger installed base of customers than the Company. As a result, such competitors may be able to
respond to new or emerging technologies and changes in customer requirements more expediently
than the Company, or to devote greater resources to the development, promotion and sale of products
than can the Company. Current and potential competitors have established and may in the future
establish cooperative relationships among themselves or with third parties to increase the ability of
their products to address the needs of the Company's current or prospective customers. In addition, as
the ECTI market develops, a number of companies with significantly greater resources than the
Company could attempt to increase their presence in the ECTI market by acquiring or forming
strategic alliances with competitors of the Company. Accordingly, it is likely that new competitors or
alliances among competitors will emerge and may rapidly acquire significant market share, which

would have a material adverse effect on the Company's business, financial condition and results of



operations. In addition, because there are relatively low barriers to entry in the software market, the
Company expects additional competition from other established and emerging companies if the ECTI
market continues to develop and expand. Increased competition is likely to result in price reductions,
reduced margins and loss of market share, any of which could materially adversely affect the
Company's business, financial condition and results of operations. In order to be successful in the
future, the Company must respond promptly and effectively to the challenges of technological change,
changing customer requirements and competitors' innovations. There can be no assurance that the
Company will be able to compete successfully against current and future competitors or that
competitive pressures faced by the Company will not materially adversely affect its business, and

financial condition and results of operations.

Product Concentration

Substantially all of the Company's revenues to date have been attributable to the license of the
Company's platform and related applications software and services. These products and services are
currently expected to account for substantially all of the Company's revenues for the foreseeable future.
Consequently, a decline in demand for, or failure to achieve broad market acceptance of, the Company's
platform and related applications software products, as a result of competition, technological change or
otherwise, would have a material adverse effect on the Company's business, financial condition and
results of operations. The Company's application products can only be used in conjunction with the
Company's platform products. As a result, a decline in demand for the Company's platform products
would adversely affect sales of the Company's application products. Furthermore, if customers
experience problems with the Company's platform products, it may limit their ability to utilize the
Company's application products. The Company's future financial performance will depend in part on
the successful development, introduction and customer acceptance of new and enhanced versions of its
platform and related applications software products. There can be no assurance that the Company will
continue to be successful in marketing its platform products, related applications software or any new
or enhanced products. See "Management's Discussion and Analysis of Financial Condition and Results

of Operations" and "Business--Products".

Management of Growth

The Company has recently experienced a period of significant expansion of its operations, including
substantial growth in its number of employees, that has placed a strain upon its management,
information systems and operations. As of February 28, 1997, the Company had a total of 293
employees, as compared to 159 on June 30, 1996. The failure of the Company to manage its internal
expansion effectively could have a material adverse effect on the Company's business, financial
condition and results of operations. The Company's ability to compete effectively and to manage future
growth, if any, will require the Company to continue to improve its financial and management controls,
reporting systems and procedures on a timely basis and expand, train and manage its employee

workforce. Six of the Company's nine executive officers joined the Company within the past year,



including its Chief Financial Officer, Vice President of Sales, Vice President of Channels, Vice President
of Business Development, Vice President of Product Development and Vice President of Network
Services. In addition, the Company is currently attempting to recruit a Vice President of Marketing.
The Company's ability to compete effectively and to successfully implement its strategies will depend
in part upon its ability to integrate these and future new managers into its operations. Competition for
such personnel is intense, and the failure to attract, train and retain such personnel in the future on a
timely basis could have a material adverse effect on the Company's business, financial condition and
results of operations. The Company's future operating results will also depend on its ability to expand
its sales and marketing organizations, further develop its channels to penetrate different and broader
markets and expand its support organization to accommodate the rapid growth in its installed base.
There can be no assurance that the Company will be able to do so successfully. The Company's failure
to do so could have a material adverse effect upon the Company's business, financial condition and
results of operations. See "Management's Discussion and Analysis of Financial Condition and Results

of Operations" and "Business-- Sales, Marketing and Support".

Dependence on Third-party Resellers

An integral part of the Company's strategy is to develop multiple distribution channels, to increase the
proportion of its revenue obtained from third-party resellers and to enhance the Company's
installation and deployment capabilities. The Company intends to continue to expend significant
resources to develop third-party reseller channels, such as value-added resellers ("VARs"), original
equipment manufacturers ("OEMs"), systems integrators and independent software vendors ("ISVs").
Many of these third-party resellers do not have minimum purchase or resale requirements and can
cease marketing the Company's products at any time. Certain of these third-party resellers also offer
competing products that they produce or that are produced by third parties. There can be no assurance
that the Company's existing third-party resellers will continue to provide the level of services and
technical support required by the Company's customers or that they will not emphasize their own or
third-party products to the detriment of the Company's products. The loss of a significant number of
the Company's third-party resellers, the failure of such parties to sell the Company's products, or the
inability of the Company to attract and retain new third-party resellers with the technical, industry and
application expertise required to market and deploy the Company's products successfully in the future
could have a material adverse effect on the Company's business, financial condition and results of
operations. To the extent that the Company is successful in increasing its sales through third- party
resellers, those sales may be at more discounted rates, and revenue to the Company for each such sale
may be less than if the Company had licensed the same products to the customer directly. See

"Business--Sales, Marketing and Support".

The Company is also seeking to establish strategic relationships with telecommunications switch
vendors. Certain of these vendors' products offer functionality provided by the Company's products. In
addition, certain of these vendors offer competing products that are produced by third parties. The

Company has entered into reseller agreements with certain of the telecommunications switch vendors,



including those that compete with the Company. Such switch vendors often attempt to sell their
products or third party products, rather than the Company's products, to prospective customers. Many
of these switch vendors do not have minimum purchase or resale requirements and can cease
marketing the Company's products at any time. There can be no assurance that the
telecommunications switch vendors that currently resell the Company's products or partner with the
Company will continue to do so in the future. There can also be no assurance that the Company will be
able to develop relationships with other switch vendors in the future. The loss of a significant number
of the switch vendors or failure of such parties to sell the Company's products or the inability of the
Company to attract and retain new switch vendor resellers in the future could have a material adverse
effect on the Company's business, financial condition and results of operations. See "Business--Sales,

Marketing and Support" and "--Competition".

A key element of the Company's strategy is to incorporate its products into local and long distance
network carriers' product offerings. In the near term, the Company is focused on enabling Network
Service Providers ("NSPs") to offer ECT1I services to their corporate customers. There can be no
assurance that the Company will be able to establish relationships with NSPs, that NSPs will
successfully incorporate the Company's products into their product offerings, or that corporate or
other customers will be interested in purchasing the Company's products through the NSPs. Failure of
the Company to develop this channel for any of the foregoing or other reasons could have a material
adverse effect on the Company's business, financial condition and results of operations. See "Business--

Sales, Marketing and Support".

Geotel Litigation

On December 17,1996, GeoTel Communications Corporation ("GeoTel") filed a lawsuit in the United
States District Court for the District of Massachusetts naming the Company as defendant, and alleging
infringement of a patent issued to GeoTel entitled "Communications System Using a Central
Controller to Control at Least One Network and Agent System". On February 10, 1997, the Company
filed an answer in response to the complaint filed by GeoTel, asserting that the GeoTel patent is invalid,
denying the alleged patent infringement and seeking dismissal of the complaint with prejudice. The
Company believes that it has meritorious defenses to the asserted claims and intends to defend the
litigation vigorously. However, the outcome of litigation is inherently unpredictable, and there can be
no assurance that the results of these proceedings will be favorable to the Company or that they will
not have a material adverse effect on the Company's business, financial condition or results of
operations. Regardless of the ultimate outcome, the GeoTel litigation could result in substantial
expense to the Company and significant diversion of effort by the Company's technical and managerial
personnel. If the Court determines that the Company infringes GeoTel's patent and that the GeoTel
patent is valid and enforceable, it could issue an injunction against the use or sale of certain of the
Company's products and it could assess significant damages against the Company. Accordingly, an
adverse determination in the proceeding could subject the Company to significant liabilities and

require the Company to seek a license from GeoTel. Although patent and intellectual property disputes



in the software area have sometimes been settled through licensing or similar arrangements, costs
associated with such arrangements may be substantial, and there can be no assurance that a license
from GeoTel, if required, would be available to the Company on acceptable terms or at all. Accordingly,
an adverse determination in the GeoTel litigation could prevent the Company from licensing certain of
its software products, which would have a material adverse effect on the Company's business, financial

condition and results of operations.

Customer Concentration

A relatively small number of customers have accounted for a significant percentage of the Company's
revenues. In fiscal 1994, one customer accounted for 26.5% of total revenues; in fiscal 1995, three other
customers accounted for 11.1%, 11.2% and 12.8% of total revenues, respectively; and in fiscal 1996,
one of these customers and two other customers accounted for approximately 10.2%, 10.0% and 10.8%
of total revenues, respectively. No individual customer accounted for 10.0% or more of total revenues
in the six months ended December 31, 1996. The Company expects that it will continue to be
dependent upon a limited number of customers for a significant portion of its revenues in future
periods, and such customers are expected to vary from period-to-period. In general, the Company's
customers are not contractually obligated to license or purchase additional products or services from
the Company, and these customers generally have acquired fully-paid licenses to the installed product.
As a result, the failure by the Company to successfully sell its products to one or more targeted
customers in any particular period, or the deferral or cancellation of orders by one or more customers,
could have a material adverse effect on the Company's business, financial condition and results of
operations. There can be no assurance that any customer will continue to purchase the Company's
products. The loss of a major customer or any reduction in orders by such customer, including
reductions due to market or competitive conditions, would have a material adverse effect on the
Company's business, financial condition and results of operations. The Company's operating results
may in the future be subject to substantial period-to-period fluctuations as a consequence of such
customer concentration. See "Management's Discussion and Analysis of Financial Condition and

Results of Operations" and "Business--Sales, Marketing and Support".

Dependence on Emerging Ecti Market

The market for ECTI software is an emerging market that is extremely competitive, rapidly evolving
and subject to rapid technological change. The Company's future financial performance will depend in
large part on continued growth in the number of organizations adopting ECTI solutions. The market
for the Company's products is relatively new and undeveloped, and if the demand for ECTI software
fails to develop, or develops more slowly than the Company currently anticipates, it could have a
material adverse effect on the demand for the Company's products and on its business, financial

condition and results of operations.



Risks Associated with International Sales and Operations

For the fiscal years ended June 30 1994, 1995 and 1996, and the six months ended December 31,
1996, the Company derived 40.6%, 30.9%, 36.2% and 46.7% of its total revenues, respectively, from
sales outside the United States. The Company anticipates that a significant portion of its revenues for
the foreseeable future will be derived from sources outside the United States. The Company intends to
continue to expand its sales and support operations outside the United States and to enter additional
international markets. This will require significant management attention and resources, which could
have a material adverse effect on the Company's business, financial condition and results of operations.
To successfully expand international sales, the Company must establish additional foreign operations,
hire additional personnel, establish a foreign direct sales force and recruit additional international
resellers. To the extent that the Company is unable to do so in a timely manner, the Company's growth
in international sales, if any, will be limited, and the Company's business, financial condition and
results of operations could be materially adversely affected. The Company's ability to expand its ECTI
platform and applications software internationally is limited to those countries where there is
regulatory approval of the third-party telephony hardware supported by the Company's products. The
Company expects to commit additional development resources to customizing its products for selected
international markets and to developing international sales and support channels. There can be no
assurance that the Company will be successful in expanding its operations outside the United States,
entering additional international markets or expanding its international sales. See "Business--

Customers" and "--Sales, Marketing and Support".

International operations are generally subject to a number of risks, including costs of customizing
products for foreign countries, protectionist laws and business practices that support local competition
to the Company's detriment, dependence on local resellers, multiple, conflicting and changing
government regulations regarding communications, use of data and control of Internet access, longer
payment cycles, unexpected changes in regulatory requirements, import and export restrictions and
tariffs, difficulties in staffing and managing foreign operations, greater difficulty or delay in accounts
receivable collection, potentially adverse tax consequences, the burdens of complying with a variety of
foreign laws, the impact of possible recessionary environments in economies outside the United States
and political and economic instability. The Company's international sales are currently denominated in
both U.S. dollars and foreign currencies. The Company believes that an increasing portion of the
Company's revenues, cost of revenues and operating expenses will be denominated in foreign
currencies. Although it is impossible to predict future exchange rate movements between the U.S.
dollar and other currencies, it can be anticipated that to the extent the U.S. dollar strengthens or
weakens against other currencies, a substantial portion of the Company's revenues and operating
expenses will be proportionally lower or higher than would be the case in a more stable foreign
currency environment. Although the Company may from time to time undertake foreign exchange
hedging transactions to cover a portion of its foreign currency transaction exposure, the Company does
not currently attempt to cover potential foreign currency exposure. In the event the Company increases



its international sales, its total revenue may also fluctuate to a greater extent due to the seasonality of
European sales during the summer months. See "Management's Discussion and Analysis of Financial

Condition and Results of Operation" and "Business-- Sales, Marketing and Support".

Dependence on Key Personnel

The Company's future performance will depend significantly upon the continued contributions of its
executive officers and of its technical, sales, marketing, customer service and finance personnel. The
Company does not have an employment agreement with any of its employees or maintain key person
life insurance with respect to any employee. The loss of any of the Company's executive officers, in
particular, Gregory Shenkman, President and Chief Executive Officer, Alec Miloslavsky, Vice Chairman
of the Board and Chief Technical Officer or Michael J. McCloskey, Vice President of Finance and
International and Chief Financial Officer, or other key personnel could have a material adverse effect
on the Company's business, results of operations and financial condition. The Company's future
performance also depends on its continuing ability to attract, train and retain highly qualified
technical, sales, marketing, customer service and finance personnel. The Company continues to require
additional personnel due to its recent growth and occasional delays in filling key positions have placed

additional burdens on existing personnel. See "Business--Employees" and "Management".

Government Regulation of Immigration

Over 35% of the Company's employees, including approximately 75% of the Company's technical staff,
are foreign citizens. Accordingly, the Company must comply with the immigration laws of the United
States. Most of the Company's foreign employees are working in the United States under H-1
temporary work visas ("H-1 Visas"). An H-1 Visa allows the holder to work in the United States for
three years and, thereafter, to apply for a three-year extension. Upon the expiration of such period,
unless the holder thereof has become a Lawful Permanent U.S. Resident or has obtained some other
legal status permitting continued employment, that holder must spend at least one year abroad before
reapplying for an H-1 Visa. Furthermore, Congress and administrative agencies with jurisdiction over
immigration matters have periodically expressed concerns over the level of immigration into the
United States. The inability of the Company to utilize the continued services of such employees would

have a material adverse effect on the Company's business, financial condition and results of operations.

Dependence on Ability to Integrate with Third-party
Technology

A key element of the Company's strategy is to establish the Genesys framework as an industry standard
for the development of ECTI applications and solutions. The Company's products currently integrate
with most major telephone systems and interoperate across most major computing platforms,

operating systems and databases. In the event that the Company's platform is no longer able to readily



integrate with major telephone systems and computing platforms, operating systems or databases, the
Company could be required to redesign its platform product to ensure compatibility with such systems.
There can be no assurance that the Company would be able to redesign its products or that any
redesign would achieve market acceptance. The inability of the Company's platform product to
integrate with third-party technology would have a material adverse effect on the Company's business,
financial condition and results of operations. See "Business--Architecture" and "--Products".

Product Liability

The Company's license agreements with its customers typically contain provisions designed to limit
the Company's exposure to potential liability claims. However, it is possible that the limitation of
liability provisions contained in the Company's license agreements may not be effective under the laws
of certain jurisdictions, and that liability limitations may be negotiated in certain contractual
agreements on a less favorable basis. Although the Company has not experienced any product liability
claims to date, the sale and support of products by the Company and the incorporation of products
from other companies may entail the risk of such claims. The Company does not currently have
insurance against product liability risks, and, if the Company were to elect to obtain such insurance,
there can be no assurance that such insurance will be available to the Company on commercially
reasonable terms or at all. A successful product liability claim brought against the Company could have
a material adverse effect upon the Company's business, financial condition and results of operations.

See "Business--Architecture" and "--Products".

Protection of Intellectual Property

The Company's success is heavily dependent upon proprietary technology. The Company relies
primarily on a combination of copyright, trademark and trade secret laws, as well as nondisclosure
agreements and other contractual provisions to protect its proprietary rights. The Company presently
holds no patents, and as of March 31, 1997, had filed sixteen United States patent applications and
one corresponding foreign patent application. There can be no assurance that any of the Company's
patent applications will be approved, that the Company will develop additional proprietary products or
technologies that are patentable, that any issued patent will provide the Company with any
competitive advantages or will not be challenged by third parties or that the patents of others will not
have an adverse effect on the Company's ability to do business. Furthermore, there can be no assurance
that others will not independently develop similar products, duplicate the Company's products or, if
patents are issued to the Company, design around the patents issued to the Company. As part of its
confidentiality procedures, the Company generally enters into nondisclosure agreements with its
employees, consultants and other third-party providers who serve the Company in any technical
capacity or who have access to confidential information of the Company. In addition, the Company
limits access to and distribution of its software, documentation and other proprietary information.
Despite the Company's efforts to protect its proprietary rights, unauthorized parties may attempt to

copy aspects of the Company's products or to obtain and use information that the Company regards as



proprietary. Policing unauthorized use of the Company's products is difficult, and while the Company
is unable to determine the extent to which piracy of its software products exists, software piracy may
become a problem. In addition, effective protection of intellectual property rights may be unavailable
or limited in certain countries in which the Company currently sells products and countries the
Company may target to expand its sales efforts. Accordingly, there can be no assurance that the
Company's means of protecting its proprietary rights will be adequate or that the Company's

competitors will not independently develop similar technology.

There has also been a substantial amount of litigation in the software industry regarding intellectual
property rights. The Company has from time to time received claims that it is infringing third parties'
intellectual property rights, and there can be no assurance that third parties will not in the future claim
infringement by the Company with respect to current or future products, trademarks or other
proprietary rights. The Company expects that software product developers will increasingly be subject
to infringement claims as the number of products and competitors in the Company's industry segment
grows and the functionality of products in different industry segments overlaps. Any such claims, with
or without merit, could be time-consuming, result in costly litigation, cause product shipment delays or
require the Company to enter into royalty or licensing agreements. Such royalty or licensing
agreements, if required, may not be available on terms acceptable to the Company or at all, which could

have a material adverse effect on the Company's business, financial condition and results of operations.

Concentration of Stock Ownership

Upon completion of this offering, the present directors, executive officers and principal shareholders of
the Company and their affiliates will beneficially own approximately 65.0% of the outstanding
Common Stock. Upon the anticipated elimination of cumulative voting rights currently held by the
Company's shareholders, the foregoing shareholders will be able to control all matters requiring
shareholder approval, including the election of directors and approval of significant corporate
transactions. Under the General Corporations Law of California, the Company's shareholders are
currently entitled to cumulate their votes for the election of directors so long as at least one
shareholder has given notice at the shareholder meeting prior to the voting of that shareholder's desire
to cumulate his or her votes. The Bylaws, in accordance with the General Corporations Law of
California, however, provide that cumulative voting will no longer be permitted at such time as (i) the
Company's shares of Common Stock are listed on the Nasdaq National Market and the Company has
at least 800 holders of its equity securities as of the record date of the Company's most recent annual
meeting of shareholders or (ii) the Company's shares of Common Stock are listed on the New York
Stock Exchange or the American Stock Exchange. The Company expects to have its shares listed on the
Nasdaq National Market and to have at least 800 holders of its equity securities by the record date for
its next annual meeting of shareholders. This provision of the Bylaws, along with certain other
provisions of the Bylaws pertaining to the elimination of shareholder action by written consent and
the requirement that shareholders may only call a special meeting of shareholders upon a request of

shareholders owning at least 50% of the Company's Common Stock, could delay or make more difficult



a proxy contest involving the Company, which could adversely affect the market price of the
Company's Common Stock. See "Principal and Selling Shareholders" and "Description of Capital
Stock--Anti-takeover Effects of Provisions of the Bylaws".

No Prior Public Market; Possible Volatility of Stock Price

Prior to this offering, there has been no public market for the Common Stock of the Company, and
there can be no assurance that an active public market will develop or will be sustained after this
offering or that investors will be able to sell the Common Stock should they desire to do so. The initial
public offering price will be determined by negotiations among the Company, the Selling Shareholders
and the representatives of the Underwriters based upon several factors. The trading price of the
Company's Common Stock could be subject to wide fluctuations in response to quarterly variations in
operating results, announcements of technological innovations or new products by the Company or its
competitors, as well as other events or factors. In addition, the stock market has from time to time
experienced extreme price and volume fluctuations, which have particularly affected the market price
of many technology companies and which often have been unrelated to the operating performance of
these companies. These broad market fluctuations may adversely affect the market price of the
Company's Common Stock. See "Underwriting" for a discussion of factors to be considered in

determining the initial public offering price.

Shares Eligible for Future Sale; Registration Rights

Sales of a substantial number of shares of Common Stock in the public market following this offering
could adversely affect the market price for the Company's Common Stock. The number of shares of
Common Stock available for sale in the public market is limited by restrictions under the Securities Act
of 1933, as amended (the "Securities Act"), and lock-up agreements under which the holders of such
shares have agreed not to sell or otherwise dispose of any of their shares for a period of 180 days after
the date of this Prospectus without the prior written consent of the Representatives of the
Underwriters. However, such Representatives may, in their sole discretion and at any time without
notice, release all or any portion of the securities subject to lock- up agreements. As a result of these
restrictions, based on shares outstanding and options granted as of December 31, 1996, the following
shares of Common Stock will be eligible for future sale. On the date of this Prospectus, no shares other
than the 2,000,000 shares offered hereby will be eligible for sale. Upon the expiration of the lock-up
period 180 days after the date of this Prospectus, an additional 14,739,812 shares will become
available for sale. In addition, 1,529,363 shares which were issued in February 1997 will become
eligible for sale in February 1998. Furthermore, the Company intends to register on a registration
statement on Form S-8, approximately 30 days after the effective date of this offering, a total of
approximately 10,315,957 shares of Common Stock subject to outstanding options or reserved for
issuance under the Company's 1997 Stock Incentive Plan, and a total of 500,000 shares of Common
Stock reserved for issuance under the Company's Employee Stock Purchase Plan. Upon expiration of

the lock-up agreements referred to above, holders of approximately 2,797,878 shares of Common



Stock (excluding the following shares issued on February 26, 1997, the holders of which are entitled to
such registration rights, (i) 854,363 shares of Common Stock issuable upon conversion of Series C
Preferred Stock, (ii) 675,000 shares of Common Stock and (iii) 494,629 shares of Common Stock
underlying warrants to purchase Series C Preferred Stock) will be entitled to certain rights with respect
to the registration of such shares under the Securities Act . If such holders, by exercising their
registration rights, cause a large number of shares to be registered and sold in the public market, such
sales could have a material adverse effect on the market price for the Company's Common Stock. See

"Description of Capital Stock--Registration Rights" and "Shares Eligible for Future Sale".

Effect of Certain Charter Provisions; Anti-takeover Effects of
Provisions of the Bylaws

Immediately after the closing of this offering, the Company's Board of Directors will have the authority
to issue up to 5,000,000 shares of Preferred Stock and to determine the price, rights, preferences,
privileges and restrictions, including voting rights, of those shares without any further vote or action
by the shareholders. The rights of the holders of Common Stock will be subject to, and may be
adversely affected by, the rights of the holders of any Preferred Stock that may be issued in the future.
The issuance of Preferred Stock could have the effect of making it more difficult for a third party to
acquire a majority of the outstanding voting stock of the Company. Further, certain provisions of the
Company's Bylaws pertaining to the future elimination of cumulative voting and shareholder action by
written consent, and the requirement that shareholders may call a special meeting of shareholders only
upon a request of shareholders owning at least 50% of the Company's Common Stock, could delay or
make more difficult a proxy contest involving the Company, which could adversely affect the market
price of the Company's Common Stock. See "Description of Capital Stock--Preferred Stock" and "--

Anti-takeover Effects of Provisions of the Bylaws".

Dilution

The initial public offering price is substantially higher than the net tangible book value per share of
Common Stock. Investors participating in this offering will incur immediate, substantial dilution. To
the extent outstanding options and warrants to purchase the Company's Common Stock are exercised,
there will be further dilution. See "Dilution".

The Company

Genesys is a leading provider of enterprise-wide platform and applications software that enables
organizations to integrate critical business information and computing resources with telephony and
other telecommunications media. The Company's products allow an organization to optimally manage
its customer interactions and employee communications to increase productivity, lower costs and

achieve greater customer satisfaction and loyalty. In addition, the Company's products enable



organizations to develop and offer new or enhanced revenue-generating products and services.
Genesys believes that it is the first company to offer a suite of open, scaleable, enterprise-wide platform
and applications software solutions to address the evolving needs of organizations for intelligent
communications, a new market paradigm known as Enterprise Computer Telephony Integration
("ECTI").

Genesys Telecommunications Laboratories, Inc. was incorporated in California in October 1990. As
used in this Prospectus, unless the context otherwise indicates, references to "Genesys" or the
"Company" refer to Genesys Telecommunications Laboratories, Inc. and its subsidiaries. The
Company's principal executive offices are at 1155 Market Street, San Francisco, California 94103 and
its telephone number is (415) 437-1100.

Use of Proceeds

The net proceeds to the Company from the sale of the 2,000,000 shares of Common Stock offered by
the Company hereby are estimated to be $26.8 million (§ if the Underwriters' over-allotment option is
exercised in full), assuming an initial public offering price of $15.00 per share and after deducting
estimated underwriting discounts and estimated offering expenses. The primary purposes of this
offering are to create a public market for the Common Stock, to facilitate future access to public
markets and to obtain additional equity capital. The Company expects to use the net proceeds for
general corporate purposes, including working capital. A portion of the net proceeds may also be used
for the acquisition of businesses, products and technologies that are complementary to those of the
Company. Although the Company has no present plans, agreements or commitments and is not
currently engaged in any negotiations with respect to any such transaction, the Company may from
time-to-time evaluate such opportunities. Pending such uses, the net proceeds of this offering will be

invested in investment grade, interest- bearing securities.

Dividend Policy

The Company has not paid any cash dividends on its capital stock since its inception and does not
intend to pay any cash dividends on its Common Stock in the foreseeable future. Pursuant to the
Company's bank line of credit agreement, the Company may not pay cash dividends on its capital stock

without the bank's prior approval. See Note 7 to Notes to Consolidated Financial Statements.

Dilution

The pro forma net tangible book value of the Company's Common Stock as of December 31, 1996 was
$8,042,000, or approximately $0.53 per share. Net tangible book value per share represents the
amount of the Company's shareholders' equity, less intangible assets, divided by 15,220,094 shares of
Common Stock outstanding after giving effect to the conversion of all outstanding shares of Preferred

Stock into 2,797,878 shares of Common Stock and the exercise of an outstanding warrant to purchase



420,282 shares of Common Stock at a price of $5.9483 per share upon completion of this offering and
excluding 854,363 shares of Common Stock issuable upon conversion of Series C Preferred Stock,
675,000 shares of Common Stock and 494,629 shares of Common Stock underlying warrants to
purchase Series C Preferred Stock, all of which were issued on February 26, 1997.

Net tangible book value dilution per share represents the difference between the amount per share paid
by purchasers of shares of Common Stock in this offering made hereby and the pro forma net tangible
book value per share of Common Stock immediately after completion of this offering. After giving
effect to the sale by the Company of 2,000,000 shares of Common Stock in this offering at an assumed
initial public offering price of $15.00 per share and the application of the estimated net proceeds
therefrom, the pro forma net tangible book value of the Company as of December 31, 1996 would have
been $34,842,000 or $2.02 per share. This represents an immediate increase in net tangible book value
of $1.49 per share to existing shareholders and an immediate dilution in net tangible book value of
$12.98 per share to purchasers of Common Stock in this offering, as illustrated in the following table:
Assumed initial public offering price per share................ $15.00
Net tangible book value per share as of December 31, 1996.... $0.53
Increase in net tangible book value per share attributable to
NeW INVESTOIS. .. ittt ittt ittt it iene i nennnn 1.49
Pro forma net tangible book value per share after this

[ = o T 2.02
Dilution per share to new investors...............cciiiiiiiinn. $12.98

The following table sets forth as of December 31, 1996, after giving effect to the conversion of all
outstanding shares of Preferred Stock into Common Stock upon completion of this offering and
excluding all issuances subsequent to December 31, 1996, of Common Stock and securities
convertible, exchangeable or exercisable for Common Stock, the difference between the existing
shareholders and the purchasers of shares in this offering (at an assumed initial public offering price of
$15.00 per share) with respect to the number of shares purchased from the Company, the total
consideration paid and the average price per share paid:

AVERAGE
SHARES PURCHASED TOTAL CONSIDERATION PRICE
————————————————————————————————————— PER
NUMBER PERCENT  AMOUNT PERCENT SHARE
Existing shareholders......... 15,220,094 88% $11,847,000 28% $ 0.78
New shareholders.............. 2,000,000 12 30,000,000 72 15.00
Totals.....ovvvivinnennnn. 17,220,094 100% $41,847,000 100%

As of December 31, 1996, there were options outstanding to purchase a total of 5,059,191 shares of
Common Stock at a weighted average exercise price of $0.25 per share under the Company's 1995
Stock Option Plan. To the extent outstanding options are exercised, there will be further dilution to
new investors. See "Management--Stock Plans" and Note 10 of Notes to Consolidated Financial

Statements.



Capitalization

The following table sets forth the capitalization of the Company as of December 31, 1996, (i) on an
actual basis, (ii) on a pro forma basis after giving effect to the conversion of all outstanding shares of
Preferred Stock into Common Stock upon the closing of this offering, the filing of Amended and
Restated Articles of Incorporation upon the closing of this offering and the assumed exercise of
warrants to purchase 420,282 shares of Common Stock on a cash basis for an aggregate of $2.5 million
prior to the closing of this offering, and (iii) on an as adjusted basis to reflect the receipt of the
estimated net proceeds from the sale by the Company of 2,000,000 shares of Common Stock pursuant
to this offering at an assumed initial public offering price of $15.00 per share:
DECEMBER 31, 1996
PRO
PRO  FORMA AS

ACTUAL FORMA  ADJUSTED
(IN THOUSANDS)

Long-term debt, less current portion(1)............. $ 747 $ 747 $ 747 Shareholders' equity: Preferred
Stock, 3,300,000 shares authorized, 2,797,878 shares outstanding at actual, 5,000,000 shares
authorized pro forma and as adjusted; no shares outstanding pro forma and as adjusted..... 8,995 -- --
Common Stock, 120,000,000 shares authorized; 12,001,934 shares outstanding at actual, 15,220,094
shares outstanding pro forma and 17,220,094 shares outstanding as adjusted(2)..... 352 11,847 38,647

Notes receivable...ineeneeseeeeens (297) (297) (297) Accumulated defiCitu...cceeeveeneeenerneeenee (3,508)
(3,508) (3,508) Total shareholders' equity......c.ccerueucnce. 5,542 8,042 34,842 Total
capitalizatioN......cveereeereerennene $ 6,289 § 8,789 $35,589 (1) See Notes 5 and 8 of Notes to Consolidated

Financial Statements. (2) Excludes 854,363 shares of Series C Preferred Stock, 675,000 shares of
Common Stock and 494,629 shares of Common Stock underlying warrants to purchase Series C
Preferred Stock, all of which were issued on February 26, 1997. Also excludes 5,059,191 shares of
Common Stock issuable upon exercise of stock options, at a weighted average exercise price of $0.25
per share, which were outstanding as of December 31, 1996, and 42,709 shares of Common Stock
reserved for grant of future options or direct issuances under the Company's 1995 Stock Option Plan.
Further excludes 1,612,000 shares of Common Stock issuable upon exercise of stock options granted
during the period commencing on January 1, 1997 and ending on March 31, 1997. Subsequent to
December 31, 1996, the Company adopted, subject to shareholder approval, (i) on January 30, 1997, a
1,000,000- share increase in the number of shares issuable under the 1995 Stock Option Plan, (ii) on
February 28, 1997, a 2,000,000-share increase in the number of shares issuable under the 1995 Stock
Option Plan, (iii) on March 27, 1997, the 1997 Stock Incentive Plan to replace the 1995 Stock Option
Plan, with an increase in the number of shares available for issuance thereunder of 2,400,000 shares
and (iv) on March 27, 1997, the Employee Stock Purchase Plan and reserved 500,000 shares of
Common Stock for issuance thereunder. See "Management--Stock Plans", and Note 13 of Notes to

Consolidated Financial Statements.



Selected Consolidated Financial Data

The following selected consolidated financial data should be read in conjunction with "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and the Consolidated
Financial Statements and the notes thereto included elsewhere in this Prospectus. The consolidated
statement of operations data for the years ended June 30, 1994, 1995 and 1996, and the consolidated
balance sheet data at June 30, 1995 and 1996, are derived from, and are qualified by reference to, the
consolidated financial statements included elsewhere in this Prospectus that have been audited by and
reported on by Arthur Andersen, LLP, independent public accountants, and should be read in
conjunction with those consolidated financial statements and notes thereto. The consolidated balance
sheet data at June 30, 1994, is derived from audited consolidated financial statements not included
herein. The consolidated statement of operations data for the year-ended June 30, 1993 and the six-
month periods ended December 31, 1995 and 1996, and the consolidated balance sheet data at June
30, 1993 and December 31, 1996, are derived from unaudited consolidated financial statements that
include, in the opinion of management, all adjustments, consisting only of normal recurring
adjustments, necessary for a fair presentation of the information set forth therein. The operating
results of the Company for the six month period ended December 31, 1996 are not necessarily
indicative of results to be expected for any future period.
SIX MONTHS ENDED
YEAR ENDED JUNE 30, DECEMBER 31,

1993 1994 1995 1996 1995 1996
(IN THOUSANDS, EXCEPT PER SHARE DATA)

CONSOLIDATED STATEMENT OF
OPERATIONS DATA:

Revenues:

License.....covvuvvnnnnn.. $ -- $ 460 $3,077 $ 7,369 $ 2,839 §$ 10,233
Service.......ciiiiiinn. 956 1,272 1,403 1,950 600 1,571
Total revenues........... 956 1,732 4,480 9,319 3,439 11,804
Cost of revenues:

License.....ovviiiinn... -- 23 123 308 122 465
Service.......ciiiiiinn. 352 595 1,190 2,568 819 1,572
Total cost of revenues... 352 618 1,313 2,876 941 2,037
Gross margin.............. 604 1,114 3,167 6,443 2,498 9,767
Operating expenses:

Research and development. 357 578 959 3,673 1,562 3,527
Sales and marketing...... -- 162 705 3,030 911 5,038
General and

administrative.......... 503 534 1,343 2,979 1,500 1,440
Total operating expenses. 860 1,274 3,007 9,682 3,973 10,005
Income (loss) from

operations............... (256) (160) 160 (3,239) (1,475) (238)
Interest and other income

(expense), net........... (8) 23 (6) (88) (50) 215
Net income (loss)......... $(264) $ (137) $ 154 $(3,327) $ (1,525) $ (23)
Pro forma net income $

(loss) per share(1)...... $ (.18) $ (.09) --

Pro forma weighted average
common shares and
equivalents(1)........... 18,644 17,760 20,154

JUNE 30, ----------mmmmmmmomecee DECEMBER 31, 1993 1994 1995 1996 1996



CONSOLIDATED BALANCE SHEET DATA (IN

THOUSANDS) :

Cash and cash equivalents.......... $ 37 $ 253 $ 203 $ 5,926 $ 1,816
Working capital (deficiency)....... (131) (476) (188) 4,609 3,133
Total assets.......cciviiiinnnnn.. 151 689 2,256 11,961 16,201
Long-term obligations.............. 2 -- 57 404 747
Shareholders' equity (deficit)..... (265) (404) (245) 5,460 5,542

(1) See Note 2 of Notes to Consolidated Financial Statements for an explanation of the method of

calculation.

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

The following discussion and analysis should be read in conjunction with "Selected Consolidated
Financial Data" and the Company's Consolidated Financial Statements and Notes thereto included
elsewhere in this Prospectus. This Management's Discussion and Analysis of Financial Condition and
Results of Operations and other parts of this Prospectus contain "forward-looking statements" within
the meaning of Section 27A of the Securities Act, Section 21E of the Securities Exchange Act and the
Private Securities Litigation Reform Act of 1995. Such forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause the actual results, performance or
achievements of the Company, or industry results, to be materially different from any future results,
performance or achievements expressed or implied by such forward-looking statements. Given these
uncertainties, prospective investors are cautioned not to place undue reliance on such forward-looking

statements. See "Special Note Regarding Forward- Looking Statements".

Overview

The Company was incorporated in October 1990 and was principally engaged in product development.
Prior to shipping its first product, the Company generated revenues primarily from one-time
consulting projects. In fiscal 1991, the Company shipped its first software product, T-Server. From
1991 to 1994, the Company transitioned from a consulting services company to a product company.

During this transition, the Company has added several applications to its platform product.

Most of the Company's revenues to date have been derived from one-time license fees from customers
who have received a perpetual license to the Company's products. License fees are generally based on
the specific products licensed and are determined on either a per site or per user basis. The Company's
license revenues have increased as a percentage of total revenues, representing 26.5%, 68.7% and
79.1% of total revenues in fiscal 1994, 1995 and 1996, respectively, and 69.5% and 86.7% in the six
months ended December 31, 1995 and 1996, respectively. The Company currently expects that license
revenues will continue to account for a substantial majority of the Company's revenues for the
remainder of fiscal 1997 and for the foreseeable future. The remainder of revenues are expected to be

primarily attributable to maintenance and other revenues, including consulting and training revenues.



As a result, factors adversely affecting the pricing of or demand for the Company's licensed software
products would have a material adverse effect on the Company's business, financial condition and

results of operations.

Substantially all of the Company's revenues to date have been attributable to the license of the
Company's platform and related applications software and services. These products and services are
currently expected to account for substantially all of the Company's revenues for the foreseeable future.
Consequently, a decline in demand for, or failure to achieve broad market acceptance of, the Company's
platform and related applications software products, as a result of competition, technological change or
otherwise, would have a material adverse effect on the Company's business, financial condition and
results of operations. The Company's application products can only be used in conjunction with the
Company's platform products. As a result, a decline in demand for the Company's platform products
would adversely affect sales of the Company's application products. Furthermore, if customers
experience problems with the Company's platform products, it may limit their ability to utilize the
Company's application products. The Company's future financial performance will depend in part on
the successful development, introduction and customer acceptance of new and enhanced versions of its
platform and related applications software products. There can be no assurance that the Company will
continue to be successful in marketing its platform products, related applications software or any new

or enhanced products.

License revenues are recognized upon execution of a license agreement by the parties and shipment of
the product if no significant obligations remain and collection of the resulting receivable is probable.
Revenues from consulting and training services are generally charged separately from the Company's
software products and are recognized as the services are performed. Maintenance revenues primarily
consist of fees for ongoing support and product updates, are generally determined as a percentage of
list price, and are recognized ratably over the terms of the contracts, which to date have typically
ranged from 12 to 24 months. For all periods presented, the Company has recognized revenues in
accordance with Statement of Position 91-1, "Software Revenue Recognition". See Note 2 of Notes to

Consolidated Financial Statements.

A relatively small number of customers have accounted for a significant percentage of the Company's
revenues in any fiscal year. In fiscal 1994, one customer accounted for 26.5% of total revenues; in fiscal
1995, three other customers accounted for 11.1%, 11.2% and 12.8% of total revenues, respectively; and
in fiscal 1996, one of these customers and two other customers accounted for approximately 10.2%,
10.0% and 10.8% of total revenues, respectively. No individual customer accounted for 10.0% or more
of total revenues in the six months ended December 31, 1996. The Company expects that licenses of
its products to a limited number of customers will continue to account for a large percentage of
revenues for the foreseeable future. The license of the Company's software products is typically an
enterprise-wide decision by prospective customers and generally requires the Company to provide a
significant level of education to prospective customers regarding the use and benefits of the Company's
products. In addition, the implementation of the Company's products involves a significant
commitment of resources by prospective customers and typically involves substantial integration

efforts, which may be performed by the Company, the customer or third-party vendors. The cost of the



Company's product is typically only a small portion of the related hardware, software, development,
training and integration costs of implementing an ECTI solution. For these and other reasons, the sales
and implementation cycles associated with the license of the Company's products is often lengthy and
is subject to a number of significant delays over which the Company has little or no control. Given
these factors and the expected customer concentration, the loss of a major customer or any reduction
or delay in sales to or implementations by such customers could have a material adverse effect on the

Company's business, financial condition and results of operations.

The Company markets its products in North America primarily through its direct sales force and
internationally through its direct sales force and VARs. International revenues accounted for 40.6%,
30.9%, and 36.2% of total revenues in fiscal 1994, 1995 and 1996, respectively, and 30.5% and 46.7%
in the six months ended December 31, 1995 and 1996, respectively. The Company is increasing its
international sales force, primarily in Europe and the Asia Pacific region, and is seeking to establish
distribution relationships with appropriate strategic partners. As a result, failure to increase
international sales could have a material adverse effect on the Company's business, operating results
and financial condition. The Company expects international revenues to account for an increasing

portion of total revenues in the future.

The Company's revenues have increased in each of the last six quarters, and the Company achieved
profitability in the quarter ended December 31, 1996. The Company's limited operating history,
however, makes the prediction of future operating results unreliable. Prior growth rates in the
Company's revenues should not be considered indicative of future revenue growth rates or operating
results. Future operating results will depend upon many factors, including the demand for and market
acceptance of the Company's products, the level of product and price competition, the ability of the
Company to develop, market and deploy new, high-quality products and control costs, the ability of the
Company to expand its direct sales force and indirect distribution channels, the Company's success in
attracting and retaining key personnel, the uncertainty, recent emergence and acceptance of the ECTI
market and technological changes in the ECTI market. There can be no assurance that any of the
Company's business or strategies will be successful or that the Company will be able to achieve or

sustain profitability on a quarterly or annual basis.

Results of Operations

The following table sets forth statement of operations data of the Company expressed as a percentage

of total revenues for the years and periods indicated.

SIX MONTHS
YEAR ENDED JUNE ENDED
30, DECEMBER 31,
1994 1995 1996 1995 1996
Revenues:
LiCENSE . ittt ettt 26.6 % 68.7 % 79.1 % 82.6 % 86.7 %
SeIVICE. ittt e e e e 73.4 31.3 20.9 17 .4 13.3
Total revenues.........ccvvvvevnnnnn 100.0 100.0 100.0 100.0 100.0

Cost of revenues:
LiCENSE . ittt ettt 1.3 2.7 3.3 3.5 3.9



SeIVICE. s ittt it e e 34.4 26.6 27.6 23.8 13.3

Total cost of revenues............. 35.7 29.3 30.9 27.4 17.2
Gross Margin.........c.eevieennnnnannn 64.3 70.7 69.1 72.6 82.8
Operating expenses:

Research and development............ 33.4 21.4 39.4 45 .4 29.9
Sales and marketing................. 9.4 15.7 30.4 26.5 42.7
General and administrative.......... 30.8 30.0 34.1 43.6 12.2

Total operating expenses........... 73.6 67.1 103.9 115.5 84.8
Income (loss) from operations........ (9.3) 3.6 (34.8) (42.9) (2.0)
Interest and other income (expense),

4T3 P 1.3 (0.1) (0.9) (1.5) 1.8
Net income (10SS)....vvivinennennn. (8.0)% 3.5 % (35.7)% (44.4)% (0.2)%
Revenues

LICENSE. License revenues were $460,000, $3.1 million and $7.4 million in fiscal 1994, 1995 and
1996, respectively, representing increases of 569% from fiscal 1994 to fiscal 1995, and 140% from
fiscal 1995 to fiscal 1996. License revenues were $2.8 million and $10.2 million in the six months
ended December 31, 1995 and 1996, respectively, an increase of 260%. These increases were due to
the market's growing acceptance of the Company's products and underlying technology, an expansion
of the Company's product offerings, and a significant increase in the Company's sales, marketing and
customer service organizations. License fees as a percentage of total annual revenues have increased
consistently since fiscal 1994 as the Company has expanded its software product suite and has engaged
in fewer consulting service engagements, which were a more significant part of its business from
inception through fiscal 1994. The Company does not believe that the historical growth rates of license

revenues will be sustainable or are indicative of future results.

SERVICE. Service revenues primarily comprise fees from consulting, post- contract support and, to a
lesser extent, training services. Service revenues were $1.3 million, $1.4 million and $2.0 million, in
fiscal 1994, 1995 and 1996, respectively, representing increases of 10% from fiscal 1994 to fiscal 1995
and 39% from fiscal 1995 to fiscal 1996. Service revenues were $600,000 and $1.6 million in the six
months ended December 31, 1995 and 1996, respectively, an increase of 162%. The Company's
software license agreements often provide for maintenance and for consulting and training.
Accordingly, increases in licensing activity have resulted in increases in revenues from services related

to maintenance, consulting and training.

Service revenues have decreased as a percentage of total revenues from fiscal 1994 through the six
months ended December 31, 1996 due principally to a significant increase in licensing of the
Company's products. If the Company is successful in implementing its strategy of encouraging third
party organizations such as systems integrators to undertake a greater percentage of implementation of
the Company's products, service revenues may decrease as a percentage of total revenues, while
maintenance as a percentage of sales will increase. The Company does not believe that the historical

growth rates of service revenues will be sustainable or are indicative of future results.



Cost of Revenues

LICENSE. Cost of license revenues includes the costs of product media, product duplication and
manuals, as well as allocated labor and overhead costs associated with the preparation and shipment of
products. Cost of license revenues were $23,000, $123,000 and $308,000 in fiscal 1994, 1995 and
1996, respectively. Cost of license revenues were $122,000 and $465,000 in the six months ended
December 31, 1995 and 1996, respectively. These increases in absolute dollar amounts relate primarily
to increases in the volume of products shipped by the Company, and the resulting increases in

documentation material costs and personnel necessary to assemble and ship the products.

SERVICE. Cost of service revenues primarily comprise employee-related costs incurred in providing
consulting, post-contract support and training services. Cost of service revenues were $595,000, $1.2
million and $2.6 million in fiscal 1994, 1995 and 1996, respectively. Cost of service revenues were
$819,000 and $1.6 million in the six months ended December 31, 1995 and 1996, respectively. These
increases in absolute dollars were due primarily to increases in consulting, support and training
personnel, and increases in overhead costs associated with travel, computer equipment and facilities.
The Company increased the number of consulting, maintenance, training and shipping personnel
significantly during fiscal 1996 from 7 employees to 33 employees in anticipation of higher sales
activity, and, as a result, in fiscal 1996 the Company incurred a negative gross margin from service
revenues. The cost of service revenues as a percentage of service revenues may vary between periods

due to the mix of services provided by the Company and the resources used to provide these services.

Operating Expenses

The Company's operating expenses were $1.3 million, $3.0 million and $9.7 million, or 73.6%, 67.1%
and 103.9% of total revenues in fiscal 1994, 1995 and 1996, respectively. For the six months ended
December 31, 1995 and 1996, the Company's operating expenses were $4.0 million and $10.0 million,
or 115.5% and 84.8% of total revenues, respectively.

RESEARCH AND DEVELOPMENT. Research and development expenses were $578,000, $959,000
and $3.7 million, or 33.4%, 21.4% and 39.4% of total revenues in fiscal 1994, 1995 and 1996,
respectively. Research and development expenses were $1.6 million and $3.5 million, or 45.4% and
29.9% of total revenues, in the six months ended December 31, 1995 and 1996, respectively. These
expenses increased in absolute dollars primarily as a result of an increase in personnel to support the
Company's product development activities. The Company expects that research and development

expenditures will continue to increase in absolute dollars.

Research and development expenses are generally charged to operations as incurred. In accordance
with Statement of Financial Accounting Standards No. 86, costs that were eligible for capitalization for
these periods were insignificant, and the Company charged all software development costs to research

and development expense.



SALES AND MARKETING. Sales and marketing expenses were $162,000, $705,000 and $3.0 million,
representing 9.4%, 15.7% and 30.4% of total revenues in fiscal 1994, 1995 and 1996, respectively.
Sales and marketing expenses were $911,000 and $5.0 million, representing 26.5% and 42.7% of total
revenues, in the six months ended December 31, 1995 and 1996, respectively. These expenses
increased in absolute dollars primarily due to the Company's investment in building a direct sales force
in North America and, to a lesser extent, in Europe. From July 1, 1995 to December 31, 1996, the
Company increased the number of its sales and marketing personnel from 7 to 71 worldwide, and
incurred higher commission expenses related to higher sales levels. In addition, the Company incurred
increased marketing expenses associated with the Company's expanding product line, including trade
shows and promotional expenses. The Company expects to continue to expand its direct sales and
marketing efforts and, therefore, anticipates sales and marketing expenditures will continue to increase

in absolute dollars.

GENERAL AND ADMINISTRATIVE. General and administrative expenses were $534,000, $1.3
million and $3.0 million, or 30.8%, 30.0% and 34.1% of total revenues in fiscal 1994, 1995 and 1996,
respectively. These expenses increased in absolute dollars during these periods principally due to the
addition of staff and information system investments to support the growth of the Company's business
during these periods. In addition, during fiscal 1996 the Company recorded a provision for bad debts
totaling approximately $300,000 related to the increased sales activity and related receivables, and
incurred higher legal costs associated primarily with general corporate matters, trademark matters and
patent filings. General and administrative expenses were $1.5 million and $1.4 million, representing
43.6% and 12.2% of total revenues, in the six months ended December 31, 1995 and 1996,
respectively. During fiscal 1996, the Company incurred higher consulting expenses related primarily to
the engagement of temporary financial personnel, which expenses were reduced in fiscal 1997 upon
the hiring of the Company's Chief Financial Officer and other finance personnel. The Company
expects to continue to increase its general and administrative staff and to incur other costs necessary to
manage a growing organization, and, accordingly, it expects general and administrative expenses to

continue to increase in absolute dollars.

Provision for Income Taxes

The Company did not incur state or federal income taxes in fiscal 1994, 1995 or 1996 due to operating
losses incurred during those periods. As of June 30, 1996, the Company had net operating loss
carryforwards for federal and state tax reporting purposes of approximately $685,000 million and
$464,000 million, respectively, available to offset future taxable income, which expire at various dates
through 2010 if not utilized. In addition, the Tax Reform Act of 1986 contains certain provisions that
may limit the net operating loss carryforwards available for use in any given period upon the
occurrence of certain events, including a significant change in ownership interests. The Company has
net deferred tax assets, including its net operating loss carryforwards, totaling $1.1 million as of June

30,1996. The Company has recorded a valuation allowance to the full extent of its net deferred tax



assets as a result of significant uncertainties regarding the realization of the assets, including the
limited operating history of the Company, a recent history of losses and the variability of operating

results. See Note 11 of Notes to Consolidated Financial Statements.

Quarterly Results of Operations

The following tables set forth certain consolidated statement of operations data for each of the six
quarters in the period ended December 31, 1996, as well as the percentage of the Company's total
revenues represented by each item. This information has been derived from the Company's unaudited
consolidated financial statements. The unaudited consolidated financial statements have been prepared
on the same basis as the audited consolidated financial statements contained herein and include all
adjustments, consisting only of normal recurring adjustments, that the Company considers necessary
for a fair presentation of such information when read in conjunction with the Company's annual
audited consolidated financial statements and notes thereto appearing elsewhere in this Prospectus.
The results of operations for any quarter are not necessarily indicative of the results to be expected for

any future period.

QUARTER ENDED SEPT. 30, DEC. 31, MAR. 31, JUNE 30, SEPT. 30, DEC. 31, 1995 1995 1996
1996 1996 1996 (IN THOUSANDS, EXCEPT PER SHARE DATA)

CONSOLIDATED STATEMENT
OF OPERATIONS DATA:

Revenues:
License......ccovvvinn.. $ 613 $2,226 $1,849 $2,681 $3,525 $6,708
Service.......coiiii... 393 207 587 763 711 860
Total revenues......... 1,006 2,433 2,436 3,444 4,236 7,568
Cost of revenues:
License......ccovvvinn.. 53 69 61 125 153 312
Service.........uuuinn.. 300 519 668 1,081 682 890
Total cost of revenues. 353 588 729 1,206 835 1,202
Gross margin............ 653 1,845 1,707 2,238 3,401 6,366

Operating expenses:
Research and

development........... 710 852 913 1,198 1,571 1,956
Sales and marketing.... 303 608 820 1,299 1,909 3,129
General and

administrative........ 675 825 796 683 684 756
Total operating

EXPENSES . v vt v enernnnn 1,688 2,285 2,529 3,180 4,164 5,841

Income (loss) from
operations............. (1,035) (440) (822) (942) (763) 525
Interest and other
income (expense), net. (25) (25) (38) -- 143 72
Net income (loss)....... $(1,060) $ (465) $ (860) $ (942) $ (620) $ 597
Pro forma net income
(loss) per share....... $ (0.06) $(0.03) $(0.05) $(0.05) $(0.03) $ 0.03

Pro forma weighted
average common and
common equivalent
shares................. 17,300 18,400 18,900 20,500 20,200 22,400

QUARTER ENDED SEPT. 30, DEC. 31, MAR. 31, JUNE 30, SEPT. 30, DEC. 31, 1995 1995 1996
1996 1996 1996



PERCENT OF TOTAL

REVENUES :
Revenues:

License.....covvvvvnnn. 60.9 % 91.5 % 75.9 % 77.8 % 83.2 % 88.6%
Service.......couiii... 39.1 8.5 24.1 22.2 16.8 11.4
Total revenues......... 100.0 100.0 100.0 100.0 100.0 100.0
Cost of revenues:

License.....covvvvvnnn. 5.3 2.8 2.5 3.6 3.6 4.1
Service.......couiii... 29.8 21.3 27 .4 31.4 16.1 11.8
Total cost of revenues. 35.1 24.1 29.9 35.0 19.7 15.9
Gross margin............ 64.9 75.9 70.1 65.0 80.3 84.1
Operating expenses:

Research and

development........... 70.6 35.0 37.5 34.8 37.1 25.8
Sales and marketing.... 30.1 25.0 33.7 37.7 45.1 41.3
General and

administrative........ 67.1 33.9 32.7 19.8 16.1 10.0
Total operating

EXPENSES. v veeennnnnn 167.8 93.9 103.9 92.3 98.3 77.1
Income (loss) from

operations............. (102.9) (18.0) (33.8) (27.3) (18.0) 7.0
Interest and other

income (expense), net. (2.5) (1.0) (1.6) 0.0 3.4 1.0
Net income (loss)....... (105.4)% (19.0)% (35.4)% (27.3)% (14.6)% 8.0%

The Company's quarterly operating results have in the past fluctuated and may in the future fluctuate
significantly, depending on a number of factors, many of which are beyond the Company's control,
including: market acceptance of the Company products; the Company's ability to develop and market
new products and product enhancements; the size, timing and recognition of revenue from significant
orders; the length of sales and implementation cycles; competition; the Company's success in
establishing indirect sales channels and expanding its direct sales force; the Company's success in
retaining and training third-party support personnel; the timing of new product releases by the
Company and its competitors; the delay or deferral of significant revenues until acceptance of software
required by an individual license transaction; technological changes in the ECTI market; the deferral of
customer orders in anticipation of new products and product enhancements; purchasing patterns of
indirect channel partners and customers; changes in pricing policies by the Company and its
competitors; the mix of revenues derived from the Company's direct sales force and various indirect
distribution and marketing channels; the mix of revenues derived from domestic and international
customers; seasonality; changes in operating expenses; changes in relationships with strategic partners;
changes in Company strategy; personnel changes; foreign currency exchange rate fluctuations; the

ability of the Company to control its costs and general economic factors.

The Company currently operates with limited backlog. The Company derives substantially all of its
revenues from licenses of the Company's platform and related applications software and services. The
Company believes that the purchase of its products is relatively discretionary and generally involves a
significant commitment of capital resources by a customer. The timing of the receipt and shipment of a
single order can have a significant impact on the Company's revenues and results of operations for a
particular quarter. In situations requiring customer acceptance of implementation, the Company does
not recognize license revenues until installations are complete and does not recognize the consulting
component of service revenues until the services are rendered. As a result, revenue recognition may be

delayed in many instances. Historically, the Company has often recognized a substantial portion of its



revenues in the last month of a quarter, with these revenues frequently concentrated in the last two
weeks of a quarter. As a result, product revenues in any quarter are substantially dependent on orders
booked and shipped in that quarter, and revenues for any future quarter are not predictable with any
significant degree of certainty. Product revenues are also difficult to forecast because the market for
ECTI software products is rapidly evolving, and the Company's sales cycle, which may last from three
to nine months or more, varies substantially from customer to customer. The Company's quarterly
revenues are also subject to seasonal fluctuations, particularly in the quarter ending in September when
reduced activity outside North America during the summer months can adversely affect the Company's
revenues. The Company's expenses are relatively fixed and are based, in part, on its expectations as to
future revenues. Consequently, if revenue levels are below expectations, net income would be
disproportionately affected because a proportionately smaller amount of the Company's expenses
varies with its revenues. In addition, the Company expects that sales derived through indirect channels,
which are more difficult to forecast and may have lower gross margins than direct sales, will increase as
a percentage of total revenues. Due to all of the foregoing factors, the Company believes that period-to-
period comparisons of its results of operations are not necessarily meaningful and should not be relied
upon as indications of future performance. It is likely that in some future quarter the Company's
operating results will be below the expectations of public market analysts and investors. In such event,

the price of the Company's Common Stock would likely be materially adversely affected.

Because of these factors, the Company believes that period-to-period comparisons of its results of
operations are not necessarily meaningful and that such comparisons should not be relied upon as

indications of future performance.

Liguidity and Capital Resources

Since inception, the Company has financed its operations and met its capital expenditure requirements
primarily from proceeds from related party advances, a $1.5 million term note (of which $900,000 was
converted into Series A Preferred Stock) and the private sale of Preferred Stock. Through December
31, 1996, the Company had raised $9.0 million from the sale of Preferred Stock, and in February 1997,
the Company raised an additional $9.5 million of financing through the sale of Series C Preferred
Stock. At December 31, 1996, the Company's principal sources of liquidity included cash and cash
equivalents of $1.8 million and a $3.0 million line of credit agreement. Under the terms of the
agreement, the Company may borrow up to $3.0 million under a revolving line of credit, which
includes sublimits of $500,000 for equipment purchases and $500,000 for letters of credit. As of
December 31, 1996, the Company had borrowed $500,000 under the line of credit. The line of credit is
secured by substantially all of the Company's assets. Advances under the line of credit are limited to
80% of eligible accounts receivable. Borrowings accrue interest at the bank's prime rate plus 0.5% for
line of credit borrowings and 1.0% for borrowings under the equipment sublimit. The line of credit
contains provisions that prohibit the payment of cash dividends and require the maintenance of
certain financial covenants, with which the Company is in compliance. See Note 7 of Notes to

Consolidated Financial Statements.



The Company generated cash from operating activities of $242,000 and $295,000 in fiscal 1994 and
1995, respectively, and used cash for operating activities of $2.4 million, in fiscal 1996. The Company
also used cash of $293,000 and $2.8 million in the six months ended December 31, 1995 and 1996,
respectively. The increased use of cash for operating activities in the six months ended December 31,
1996 is attributable primarily to an increase in accounts receivable of approximately $6.1 million,

offset in part by an increase in deferred revenues of approximately $2.5 million.

The Company used cash for the purchase of property and equipment totaling $83,000, $227,000 and
$1.2 million in fiscal 1994, 1995 and 1996, respectively. The Company used cash for the purchase of
property and equipment totaling $311,000 and $1.9 million in the six months ended December 31,
1995 and 1996, respectively.

The Company generated $57,000 of cash from financing activities in fiscal 1994, used cash of
$118,000 for financing activities in fiscal 1995 related to the repayment of related party loans, and
generated cash of $9.3 million from financing activities in fiscal 1996, primarily related to the sales of
Series A and Series B Preferred Stock.

The Company currently has no significant capital commitments other than commitments under capital
leases. The Company believes that the proceeds from the sale of the Common Stock offered hereby,
together with its existing sources of liquidity, will satisfy the Company's projected working capital and

capital requirements for at least the next twelve months.

Business

Genesys is a leading provider of enterprise-wide platform and applications software that enables
organizations to integrate critical business information and computing resources with telephony and
other telecommunications media. The Company's products allow an organization to optimally manage
its customer interactions and employee communications to increase productivity, lower costs and
achieve greater customer satisfaction and loyalty. In addition, the Company's products enable
organizations to develop and offer new or enhanced revenue-generating products and services.
Genesys believes that it is the first company to offer a suite of open, scaleable, enterprise-wide platform
and applications software solutions to address the evolving needs of organizations for intelligent

communications, a new market paradigm known as Enterprise Computer Telephony Integration
("ECTT").

The Company's platform and applications software products allow organizations to integrate disparate
telecommunications media with heterogeneous computing environments. These products integrate
with most major telephone systems and interoperate across most major computing platforms,
operating systems and databases, enabling organizations to manage their desktop and media resources
throughout the enterprise. Together with the Company's platform software, Genesys offers a range of
applications that provide advanced ECTI solutions, such as intelligent call routing, outbound/blended
dialing and campaign management, real-time and historical management reporting and Web-based

telephony fulfillment. The open, standards- based nature of the Company's products allows an



organization to leverage its investments in existing telecommunications and computing infrastructure,
software applications and employee training. The Company's products also support the integration of
internally developed or commercially available business applications, such as help desk or sales force
automation. In order to assist customers in realizing the maximum benefit from its solutions, the

Company augments its products with a range of implementation, training and support services.

The Company has targeted formal call centers within key industries as important entry points for its
products. To date, Genesys has licensed its products to more than 125 end-users worldwide, including:
Ameritech, Bank of America, BT, Charles Schwab, FedEx, Gateway 2000, MCI, NationsBanc, NB Tel,
The SABRE Group and Sprint/United Management Company. As of February 28, 1997, the Company
had 293 employees.

Background

In the increasingly complex global business environment, an organization's ability to manage the
increased information demands of customers and employees in a cost-effective manner is an important
competitive advantage. In response to these competitive pressures, the delivery of high-quality, cost-
effective services has become critical in differentiating an organization's product or service offerings
and expanding its market share. In order to provide these services and optimally manage interactions
with customers and communications with employees, organizations need to integrate critical business

information and computing resources with telephony and other telecommunications media.

Modern organizations communicate, both internally and externally, through a variety of different
communications media, including telephony, voice mail, e- mail, the Internet/intranets and video.
Traditionally, each of these media and its associated databases and information retrieval systems have
been treated as a unique and separate environment within which specialized applications have been
developed. The point solution nature of these systems has created "silos" of information that are not
intelligently utilized across the enterprise. This lack of interoperability has prevented organizations
from optimally managing customer interactions and employee communications. This has limited
productivity, increased costs and restricted the ability of organizations to generate greater customer
satisfaction and loyalty. To be most effective, organizations now need to make information available at

any time it is needed, anywhere it may be located and in any way that it may be requested.

A number of general business trends are also contributing to the increasing importance of flexible and

sophisticated means of integrating telecommunications media and computing platforms:

THE INCREASINGLY GLOBAL NATURE OF BUSINESS OPERATIONS has significantly complicated

the task of managing information and providing expertise in a real-time cost-effective manner.

THE PROLIFERATION OF DISTRIBUTED COMPUTING ENVIRONMENTS has resulted in the
broader dissemination of information, particularly through enterprise software applications that
address key business functions such as finance, human resources, sales and marketing and supply chain
management. Consequently, the task of efficiently accessing this information has become increasingly
complex and difficult.



THE DEREGULATION OF MAJOR INDUSTRIES, specifically telecommunications, banking and
health care, has resulted in increased competition and new business opportunities. Many companies
within these industries are turning to new and enhanced services as a means of competitive

differentiation.

THE INCREASE IN MERGER AND ACQUISITION AND PARTNERING ACTIVITY has forced
organizations to integrate complex, disparate telecommunications and computer systems. This
integration must be accomplished while maintaining high-quality customer service and without

disrupting or delaying employees' access to critical business information.

Organizations have confronted a variety of complex business and technological issues associated with
intelligently accessing customer information in a real-time, automated and cost-effective manner. The
initial response to these issues has been the establishment of formal call centers, where hundreds of
customer service representatives may occupy a dedicated facility with systems designed specifically to
address high levels of customer inquiry. Typically, these call centers have been automated at the
hardware level (i.e., the telephone switch) through automated call distribution ("ACD") or interactive
voice response ("IVR") systems. In the face of competitive pressures, the stand-alone nature of these
systems is becoming increasingly burdensome to organizations, as the appropriate person to handle
many customer interactions is no longer just a call center representative with limited, generic training,
but is instead a more experienced or specialized employee located elsewhere within the organization.
Providing intelligent access to these employees and furnishing them with pertinent information

requires a level of sophistication and flexibility beyond the reach of traditional solutions.

The shortcomings in the traditional means by which organizations have managed customer
interactions and employee communications, in combination with the general business trends noted
above, have created what the Company believes to be a significant market opportunity for ECTI

solutions with the following characteristics:

. open, standards-based frameworks within which ECTI and other enterprise business applications,

whether developed by Genesys, ISVs or in-house I'T departments, may be incorporated;
. a suite of comprehensive business applications that address a wide variety of customer needs;

. intelligent, real-time integration of and access to information matched to customer and employee

needs across different media and throughout the organization;

. a high-performance, scaleable and flexible platform that can readily integrate with existing computer
architectures and business applications, thereby preserving an organization's investment in its
infrastructure and applications; and . a consistent level of functionality regardless of the underlying

infrastructure.

The Company believes that ECTI solutions with these characteristics will allow organizations of all
sizes to increase productivity, lower costs and achieve greater customer satisfaction and loyalty, as well

as enable organizations to develop and offer new or enhanced revenue-generating services.



The Genesys Solution

Genesys is a leading provider of enterprise-wide platform and applications software that enables
organizations to integrate critical business information and computing resources with telephony and
other telecommunications media. Genesys believes that its products represent a fundamentally new
approach to CTI that addresses many of the limitations inherent in traditional call center approaches.

The Company's products provide the following benefits:

Open, Scaleable and Media-independent Platform

The Company's open platform intelligently manages the convergence of disparate telecommunications
media and heterogeneous computing environments. The Company's platform is designed to scale with
increases in the volume of customer inquiries and growth in the number of customer service
representatives and geographic locations. The Company's platform readily integrates with a broad
range of proprietary telephone switching platforms, IVRs and major computing platforms, operating
systems and databases. In addition, the Genesys platform is designed to integrate with products
developed by third parties and customers' internal development teams. The Genesys platform also
supports many software development and network communication standards. This open systems
approach enables an organization to leverage its investments in existing infrastructure, software

applications and employee training.

Broad Suzte of Integrated Business Applications

Genesys offers a broad array of integrated business applications that provide a wide range of ECTI
solutions. These applications include intelligent call routing, outbound/blended dialing, real-time and
historical reporting and Web-based telephony fulfillment. These applications are designed to integrate
with an organization's existing telecommunications and computing infrastructure. Genesys also offers a
sophisticated ECTI development environment to enable an organization to develop its own

applications and integrate applications from other vendors into the Genesys framework.

Enhanced Customer Interactions

The Company's products enable organizations to enhance interactions with customers, resulting in
increased customer satisfaction and loyalty. For example, the Genesys Call Router product may be
utilized for the real-time analysis of critical information, including a customer's account profile,
financial position and the nature of past interactions, in order to direct incoming calls to the
representative with the skills, attributes and experience necessary to best address the customer's needs.
In addition, the Company's products extend the boundaries of the call center to enable a customer
inquiry to be routed to more specialized personnel located throughout the organization, regardless of

their location.



Increased Efficiency and Productivity

The Company's products enable organizations to improve the efficiency of customer interactions, as
well as optimize the distribution of information across the enterprise. The Company's products
automate the call routing and placement function to minimize agents' idle time. The real-time
availability of relevant customer information enables agents to more quickly process calls, resulting in
significant cost savings through the more efficient use of valuable customer service personnel and
decreased toll charges. An extensive suite of reporting tools enables managers to monitor and analyze
the nature of inbound calls and the effectiveness of outbound campaigns in real-time and on a
historical basis. In addition, by providing agents with increased access to pertinent information and
improving the overall efficiency of customer interactions, the Company's products create opportunities

for cross-selling and other revenue-generating activities.

Improved Time to Benefit

The Company's platform and applications software are designed to provide customers with
comprehensive ECTI solutions that can be readily deployed. Additionally, customers retain the
flexibility to add new applications, whether developed internally, by Genesys or by third parties, as
market requirements change. The deployability and flexibility of the Company's software allow its
customers to more quickly begin to benefit from the efficiency and productivity gains that the software

delivers.

The Genesys Strategy

Genesys seeks to be the leading provider worldwide of open, scaleable ECTI platform and applications

software. The Company's strategy includes the following key elements:

Establish the Genesys Framework as a De Facto Ecti Standard

The Company's objective is to establish the Genesys framework as a de facto ECTI standard. To
achieve this goal, the Company's products are designed to interoperate across major
telecommunications and computing platforms. In addition, Genesys focuses on licensing its products
to industry leaders in targeted strategic markets. The Company has developed, and will continue to
develop, strategic relationships with major telecommunications equipment and computer hardware

vendors, systems integrators, VARs, ISVs and NSPs.



Provide Industry-leading, Technologically Advanced Products

The Company offers a broad array of products that provide comprehensive ECTI solutions. Genesys
has developed an industry-leading platform and suite of applications and continues to invest
significant resources to enhance the Company's products and to incorporate new technologies and
standards as they evolve. In addition, Genesys offers a sophisticated ECTI development environment
to enable an organization to develop its own applications and integrate third-party applications into

the Genesys framework.

Target Strategic Markets

The Company targets organizations in industries with a strong need for external or internal
communications, a heavy transaction orientation or significant requirements for managing customer
information and providing customer service. The Company also focuses on specific industries
undergoing structural changes, such as deregulation or significant mergers and acquisitions activity,
that create the need for ECTI solutions. Examples include the telecommunications, financial services
and health care industries, where deregulation has substantially increased the competitive pressures to
provide new or enhanced products and services and mergers and acquisitions have created the need to
integrate heterogeneous communications and computing environments without any disruption in

customer service or employee communications.

The Company has initially targeted formal call centers within these key industries as important entry
points for its products. The Company's framework and applications software are well-suited to meeting
the needs of formal call centers. As the ECTI market evolves and moves beyond the boundaries of the
formal call center, the Company believes it will be able to leverage its market presence to offer a range
of solutions for the informal call center, small office/home office ("SOHO") and, eventually, consumer

markets.

Develop and Leverage Strategic Business Relationships

The sale, installation and implementation of advanced ECTI solutions require significant expenditures
of time and resources. In order to supplement the Company's direct sales organization and more
rapidly take advantage of the significant ECTI market opportunity, Genesys has focused on developing
strategic third-party relationships with telecommunications equipment and computer hardware
vendors, systems integrators, VARs, ISVs and NSPs. These relationships enable Genesys to leverage the
technical expertise of its partners and to access additional sales and marketing channels, while further

enhancing its efforts to establish the Genesys platform as a de facto ECTI standard.



Penetrate Network Services Market

By incorporating the Company's products into local and long distance network carriers' offerings,
Genesys believes that it can make its products available to a broader customer base than would
otherwise be possible. The Company is focused on enabling NSPs to offer ECTI services to their
corporate customers. These services would also provide the functionality of formal call centers without
the need to assemble personnel in a single location or purchase specialized equipment or software.
These so-called "virtual" call centers could subsequently be extended to the SOHO market, where cost

considerations have generally precluded the utilization of ECTI services.

Architecture

The Genesys architecture consists of an ECTI framework and a suite of integrated applications that are
open, scaleable and standards-based. Whereas traditional telecommunications applications are often
embedded within hardware such as ACDs and IVRs, the Genesys architecture supports a complete
software- based ECTI solution that interoperates across major telecommunications and computing
platforms, independent of the underlying infrastructure. As a result, this architecture provides robust
scaleability from small premise call centers to multi-site global enterprises and can be readily adapted
to an organization's existing infrastructure. Thus, the Company's solutions can scale with the increase
in the size of the organization as well as be quickly and easily adapted to accommodate changes in the
level or nature of customer interactions and employee communications. The Company believes that its
emphasis on, and investment in, this architecture is the key to Genesys' ECTI technological leadership.

The following diagram illustrates the Genesys architecture:

[DIAGRAM DEPICTING THE COMPANY'S THREE LAYER ARCHITECTURE AND FRAMEWORK
AS THEY INTERFACE WITH VARIOUS HARDWARE EQUIPMENT AND THIRD PARTY
APPLICATIONS.]

The Genesys architecture consists of four layers: The top layer--Real-Time Business Applications--
includes inbound, outbound, reporting and multimedia applications and will incorporate future
network services applications when they become available. The remaining three layers--Media Control
Services, Common Applications Services and Management Applications--comprise the Genesys

framework.

Media Control Services

The Media Control Services layer contains the interfaces to various telecommunications equipment
and computing hardware, such as PBXs, ACDs, IVRs, outbound dialers, SS7 gateways and Internet and
video servers. This layer incorporates a unified call control and event model that insulates the rest of
the software from the complexities of interfacing with particular types of hardware. Media Control
Services include a variety of device drivers for major ACD/PBX and central office switch

manufacturers. The capabilities and behavior of different switches can vary widely and the unified call



control and event model creates a superset of these capabilities to handle the interface. With the
introduction of Genesys T-Server 5.0, applications are able to query the capabilities of the underlying
equipment and appropriately adjust their behavior in real time, which enables applications to
interoperate across different ACD/PBX environments. The Company's outbound solutions can utilize
the capabilities of the ACD/PBX equipment, where available, or a stand-alone server equipped with
voice- processing hardware. Currently, the outbound capabilities of Lucent Technologies, Inc.,
Rockwell and Aspect Telecommunications switches are supported. Genesys also supports a variety of
IVR equipment from vendors such as Lucent Technologies, Inc., Northern Telecom, Inc., Periphonics
Corporation, Syntellect, Inc., Voicetek, Inc., Edify Corporation, Brite Voice Systems, Intervoice, Inc.

and IBM Corporation.

In order to enable network services, the Media Control Services layer contains drivers for the Public
Switched Telephone Network. The Company's software is fully certified on MCI's network as a
Customer Access Point solution provider, interfacing to MClI's Gateway 800, as well as the AT&T
network as the solution provider for AT&T"s Intelligent Call Processing Service (SS7). Genesys has

completed the development of the Sprint interface and is currently awaiting certification.

Common Application Services

The Common Application services layer contains a rich set of services that are used to create powerful
ECTI client/server applications, whether by the Company, third parties or internal IT departments.

The following services are available:

STAT SERVER. Stat Server keeps track of vital call center statistics that describe call traffic and agent
activities. This service is used for making real-time call routing decisions, as well as for real-time

reporting.

DB SERVER. DB Server serves as the gateway to different databases. This service is essential for
integration with the enterprise computing environment and is used by various applications for call

routing, historical reporting and outbound campaign management.

LIST MANAGER. List Manager provides the interface to customer contact information used in

outbound campaign management.

CLIENT SERVICES. Client Services consists of a broad array of services for creating desktop
applications and integrating with enterprise business applications such as help desk or sales force
automation. Genesys provides the means for integrating different platforms such as Windows 95,
Windows NT, Mac O/S, OS/2 and UNIX. Client Services conforms with many standards, including
ActiveX, Java, TAPI and CORBA, as well as the Genesys API, T-Lib.



Management Applications

The Management Applications layer contains all the facilities required to install, configure, maintain
and secure the Company's solutions. As more mission-critical applications depend upon ECT], this
layer facilitates the management of the Genesys solution. A Service Creation Environment is provided

to enable customers to configure the Genesys ECTI framework.

Genesys T-Server 5.0 includes significant new capabilities, such as the Configuration Server, that are
responsible for informing the software of any changes in customer configurations. This capability
allows services to be reconfigured without service interruption. Another new capability is provided
through the addition of Simple Network Management Protocol ("SNMP") support to all Genesys
servers. Through SNMP, the Company's platform can integrate with all industry standard network
management solutions. Genesys T-Server 5.0 incorporates the Secure Socket Layer ("SSL") security
protocol, which enables the Company to deploy applications over the Internet while meeting the

industry standard for secure electronic commerce transactions.

Products

The Company's products allow an organization to optimally manage its customer interactions and
employee communications to increase productivity, lower costs and achieve greater customer
satisfaction and loyalty. The average selling price for the Genesys platform products ranges from
$15,000 to $70,000 per site, plus additional fees based on the number of seats. The average selling
price for an application product ranges from $25,000 to $75,000 per site. The Company's typical order
size per site ranges from $150,000 to $300,000. In March 1997, the Company announced an enhanced

version of its entire product line and renamed certain of these products as described below.

[DIAGRAM DEPICTING THE COMPANY'S PLATFORM PRODUCT AND ITS VARIOUS
SOFTWARE APPLICATIONS AS THEY INTERFACE WITH MULTIPLE COMPUTER LANGUAGES,
TELECOMMUNICATIONS HARDWARE EQUIPMENT, DATABASES AND CALL CENTERS.]

Platform

GENESYS T-SERVER. Genesys T-Server, the Company's platform product, is the basis of the
Company's software framework. T-Server consists of the Company's ECTI software implemented on
industry standard hardware, integrates with most major PBXs, IVRs and ACDs and interoperates with
most major computing platforms, operating systems and databases. The Company's platform is
designed to scale with increases in the volume of customer inquiries and growth in the number of
customer service representatives and geographic locations. T-Server creates a bridge between
client/server applications and telephony devices. Features include the ability to transfer voice and data
across sites regardless of the switch type, providing the immediate appearance of customer data on the
agent's screen (known as a "screen pop"). In March 1997, the Company announced the availability of

version 5.0 of T-Server, with unified call model and SNMP support.



GENESYS INTERACTIVE-T SOFTWARE TOOLKIT. Genesys InterActive-T Software Toolkit is a set
of standards-based tools for integration and development of client/server applications on top of the
Genesys platform. The Toolkit is compliant with TAPI, CORBA, DCOM, JAVA and ActiveX. In
addition, it enables integration with applications from leading enterprise software vendors, such as

Clarify, Scopus, Siebel and Vantive.

Applications--inbound

GENESYS CALL ROUTER. Genesys Call Router is an intelligent, skills-based call routing application.
Using the ECTI capabilities embodied within T- Server, calls are routed to the most appropriate agent
based on a variety of criteria including Caller ID, ANI (automatic number identification), DNIS (dialed
number identification service), customer account information, customer importance, customer
preferences, service desired and other business rules and relevant database information. Call Router's
client/server architecture allows agent-level routing of call distribution over a multi-site environment.
Features include an easy-to-use graphical strategy builder to customize the routing strategy, ability to
track each agent in the system based on ECTI events to enable performance monitoring, screen pops

and routing capability between multiple sites with different kinds of switches.

Applications--outbound

GENESYS CAMPAIGN MANAGER. Genesys Campaign Manager is an advanced and robust
predictive dialing application for outbound call management. Campaign Manager is a scaleable
software application that is fully integrated with Genesys inbound and reporting call center
applications, providing a truly blended and integrated environment that enables multiple campaigns to
be run simultaneously. The call result detection feature of Campaign Manager enables customers to
undertake large-scale, high-volume outbound call campaigns while minimizing agent downtime

between calls.

Applications--reporting

GENESYS CALL CENTER MANAGER. Genesys Call Center Manager monitors real-time activities
across the call center and provides a graphical display of these activities. The product collects data in
real time and enables supervisors from their desktops to monitor call activities for the enterprise across
a distributed network and observe statistics such as total calls handled by each agent and average call
duration. Call Center Manager is the current real-time reporting product offered by Genesys and is
expected to be replaced by Call Center Pulse 5.0, which is expected to be generally available by mid-
1997. Call Center Pulse 5.0 is described below in "Products Under Development".

GENESYS CALL CONCENTRATOR. Genesys Call Concentrator is a historical reporting package that
tracks and stores data related to call center activity. The product enables a call to be followed

throughout the enterprise from initiation through termination, even if the call is transferred or



conferenced. Call Concentrator operates with major databases such as Oracle, Sybase, Informix, DB2
and SQL Server. Reports can be developed by the customer using standard, off-the-shelf reporting
packages. Call Concentrator is expected to be replaced by Genesys DART, which is described below in
"Products Under Development" and expected to be generally available by mid-1997.

Products Under Development

The Company has various products that are currently in development and plans to complete testing
and introduce these products in mid-1997. Software products as complex as those currently under
development by the Company are subject to frequent delays, and there can be no assurance that the
Company will not encounter difficulties that could delay or prevent the successful and timely
development, introduction and marketing of these potential new products. Moreover, even if such
potential new products are developed and introduced, there can be no assurance that they will achieve
any significant degree of market acceptance. Failure to release these or any other potential new
products on a timely basis, or failure of these or any other potential new products, if and when released,
to achieve any significant degree of market acceptance, could have a material adverse effect upon the

Company's business, financial condition and results of operations.

GENESYS CALL CENTER PULSE. Genesys Call Center Pulse is being designed as a real-time
reporting application for the call center environment and is expected to be a redesign of the Genesys
Call Center Manager. Call Center Pulse is being designed to include an improved GUI and to
incorporate object- based views of agents, groups, and call centers, allowing supervisors to monitor one
or more agents. Call Center Pulse is being designed to allow supervisors to visually monitor various
information regarding agent activity. This information should enable managers to make real-time

activity and resource decisions.

GENESYS DART (DATA ANALYSIS AND REPORTING TOOL). Genesys DART is being designed to
be a historical call center reporting package to replace the Call Concentrator product. Features being
designed include built-in reports of call center activity such as reports on agent, group, queue, routing
and switch activity. DART is also being designed to enable reporting on business information derived
from applications accessed as a result of a customer inquiry. DART is expected to incorporate browser-
based administration and be accessible from virtually any UNIX, N'T, Windows, Macintosh, or OS/2
based machine. DART is being designed to include SNMP support.

GENESYS VIDEO ICD. Genesys Video ICD is being designed to enable a customer with video
capability to place a video-call to a call center and be routed, like any other incoming call, to an agent or
agent group with video capability. Traditional video-conferencing requires that a call be placed from

one predetermined number to another and does not allow calls to be routed.

GENESYS NET VECTOR. Genesys Net Vector is being designed to integrate the Internet with the call
center. An earlier, pre-release of the product won the Call Center Magazine Product of The Year award

for 1996. Net Vector is being designed to allow a customer to click on a Web page and initiate an



automatic return call. The call center would then be able to utilize the Company's other ECTI products

to intelligently interact with the customer.

Customers

As of December 31, 1996, Genesys had, directly or indirectly through VARs, systems integrators and

resellers, licensed its products to more than 125 end- users worldwide. The following is a

representative list of end-users that accounted for more than $75,000 in license revenue to Genesys

since July 1, 1995:

FINANCIAL SERVICES

ABN AMRO Services Co.
Bank of America National
Trust and Savings
Association

Charles Schwab & Co., Inc.

Hibernia National Bank

NationsBanc Services, Inc.

0ld Kent Bank

Swinton Insurance (U.K.)
T. Rowe Price Associates,
Inc.

USAA Information Services
The Vanguard Group

Wells Fargo & Company

Westpac Banking
Corporation (NZ)

TELECOMMUNICATIONS

Airtouch Cellular

Ameritech Services, Inc.

Bell Mobility Cellular,
Inc.

BT

MCI Telecommunications
NB Tel

Page Net

Sprint/United Management
Company

Telia (Sweden)

U S West Communications
Vartec Telecom, Inc.

Sales, Marketing and Support

TECHNOLOGY

Frame Technologies

Gateway 2000, Inc.
(U.K.)

Hewlett Packard

OTHER

Blue Cross/Blue
Shield

FedEx

The SABRE Group

The Company's sales and marketing strategy is to target large organizations through its worldwide

direct sales force as well as through a broad range of indirect channels, including telecommunications

equipment vendors, systems integrators, VARs, ISVs and NSPs. The Company has its sales

headquarters in San Francisco, California, and has domestic sales offices located in Boston, Colorado,

Georgia, Illinois, Massachusetts, New Jersey, New York and Texas and international sales offices or

other representation in Canada, the United Kingdom, Japan, France and Australia.

Direct Sales

The Company employs a direct sales force to market is products and services worldwide. As of

December 31, 1996, the sales force consisted of 24 sales representatives worldwide, of whom 22 were

in the U.S. The sales force focuses primarily on large accounts. Sales representatives are assigned quotas

and compensated for all license revenues, direct and indirect, generated within their assigned

territories. The Company intends to expand its sales capabilities in the future. Many initial sales



include a pilot implementation of the Company's products, successful completion of which is typically
a prerequisite to full-scale deployment. While the sales cycle varies from customer to customer, it

typically ranges from three to nine months. See "Risk Factors--Lengthy Sales Cycle".

Indirect Sales

In order to enhance its revenue generation and implementation capabilities and extend its market
reach, the Company complements its direct sales organization with a network of distribution partners,
including telecommunications equipment vendors, systems integrators, VARs, ISVs and NSPs. While
the substantial majority of the Company's U.S. sales are direct, a large proportion of international sales

are executed via the indirect channel.

. VARs and systems integrators such as Broadway & Seymour, CMP, Pragmatix and Wiltel market,
distribute and implement the Company's products. The VARs and systems integrators represent a

critical product delivery and implementation channel for the Company.

. Telecommunications equipment and computer hardware vendors such as NCR, Nortel, Periphonics,
Rockwell and Unisys market and distribute Genesys products as part of a packaged solution with their

own products.

. ISV partners such as Scopus and Vantive integrate Genesys solutions with their own software

products. The Company's ISV relationships are also an important source of sales leads.

. NSPs such as MCI, British Telecom, Ameritech and NBTel have entered into a broad range of
relationships with the Company, including resale of the Company's products and the provision of

services utilizing the Company's products.

International

Revenues outside of the United States accounted for 40.6%, 30.9%, 36.2% and 46.7% for the fiscal
years ended June 30, 1994, 1995 and 1996 and the six months ended December 31, 1996, respectively.
The Company currently has sales offices in Canada, the United Kingdom, Japan, France and Australia,
and intends to broaden its international presence. A significant portion of international sales is
currently conducted through indirect sales channels. The Company believes that international
revenues will continue to represent a significant portion of its total revenues. The ability of the
Company to expand internationally, however, is limited to those countries where there is regulatory
approval of the third party telephony hardware supported by T- Server. See "Risk Factors--Risks
Associated with International Sales and Operations".



Support Services

Support services, which include maintenance, implementation, installation, training and sales support,
are an important element of the Genesys solution. Consulting and systems integration services are
provided directly by the Company's systems integration group, as well as through alliances with major
systems integrators and VARs. The Company intends to devote additional resources to supporting its
customers and providing training to indirect channels as the Genesys platform becomes more widely
adopted. There can be no assurance the Company will be successful in its efforts to provide sufficient

resources to expand its customer support capabilities.

Research and Development

The market for the Company's products is characterized by rapid technological change, frequent new
product introductions, changes in customer requirements and emerging industry standards. The
introduction of products embodying new technologies and the emergence of new industry standards
could render the Company's existing products obsolete and unmarketable. The life cycles of the
Company's products are difficult to estimate. The Company's future success will depend upon its ability
to develop and introduce new products and product enhancements on a timely basis that keep pace
with technological developments and emerging industry standards and address increasingly
sophisticated requirements of its customers. There can be no assurance that the Company will be
successful in developing and marketing new products or product enhancements that respond to
technological changes or evolving industry standards, that the Company will not experience difficulties
that could delay or prevent the successful development, introduction and marketing of these new
products or product enhancements, or that its new products or product enhancements will adequately
meet the requirements of the marketplace and achieve market acceptance. If the Company is unable,
for technological or other reasons, to develop and market new products or product enhancements on a
timely and cost-effective basis, the Company's business, financial condition and results of operations

would be materially adversely affected.

Genesys believes that strong product development capabilities are essential to its strategy of building
an industry standard platform, maintaining the competitiveness of its current product suite and adding
new features and functionality to the Genesys platform and applications. The Company's product
development team consists of professionals with expertise in software, telecommunications and
computer hardware. From its founding, the Company has believed that this combination of diverse
technical and communications expertise contributes to the highly integrated functionality of its

software products and thereby provides the Company with a significant competitive advantage.

Research and development expenses were $578,000, $959,000, $3.7 million and $3.5 million for the
fiscal years ended June 30, 1994, 1995 and 1996, and the six-months ended December 31, 1996,

respectively. The Company's total research and development staff consisted of 94 employees as of June



30, 1996 and 102 employees as of December 31, 1996. The Company expects that it will continue to
increase research and development expenditures in the future. See "Management's Discussion and

Analysis of Financial Condition and Results of Operations".

The Company's current product development efforts are focused on enhancements to the Genesys
platform and on new releases of many of the Company's applications. The Company is also developing
a network-based call center solution that is intended to be offered as a service by local and long-
distance telephone service providers, and an application that is intended to perform intelligent, skills-
based routing across multiple customer sites. There can be no assurance that these development efforts
will be completed within the Company's anticipated schedules or that, if completed, they will have the
features necessary to make them successful in the marketplace. Moreover, products as complex as the
Company's may contain undetected errors or failures when first introduced or as new versions are
released. Errors in new products may be found after commencement of commercial shipments,
resulting in loss of or delay in market acceptance. Future delays in the development or marketing of
product enhancements or new products could result in a material adverse effect on the Company's
business, financial condition and results of operations. See "Risk Factors--Dependence on New

Products; Rapid Technological Change" and "Business--Products".

Competition

The market for the Company's software products is highly competitive and subject to rapid
technological change. The Company expects competition to increase significantly in the future. The
Company's principal competition currently comes from different market segments including computer
telephony platform developers, computer telephony applications software developers and
telecommunications equipment vendors. These competitors include Aspect, Dialogic, GeoTel, Hewlett-
Packard, IBM, IEX, Lucent, Northern Telecom and Tandem. The Company also competes to a lesser
extent with new or recent entrants to the marketplace. The Company's competitors vary in size and in
the scope and breadth of the products and services offered. Many of the Company's current and
potential competitors have longer operating histories, significantly greater financial, technical,
marketing, customer service and other resources, greater name recognition and a larger installed base
of customers than the Company. As a result, such competitors may be able to respond to new or
emerging technologies and changes in customer requirements more expediently than the Company, or
to devote greater resources to the development, promotion and sale of products than can the Company.
Current and potential competitors have established and may in the future establish cooperative
relationships among themselves or with third parties to increase the ability of their products to address
the needs of the Company's current or prospective customers. In addition, as the ECTI market
develops, a number of companies with significantly greater resources than the Company could attempt
to increase their presence in the ECTI market by acquiring or forming strategic alliances with
competitors of the Company. Accordingly, it is likely that new competitors or alliances among
competitors will emerge and may rapidly acquire significant market share, which would have a material

adverse effect on the Company's business, financial condition and results of operations. In addition,



because there are relatively low barriers to entry in the software market, the Company expects
additional competition from other established and emerging companies if the ECTI market continues
to develop and expand. Increased competition is likely to result in price reductions, reduced margins
and loss of market share, any of which could materially adversely affect the Company's business,
financial condition and results of operations. In order to be successful in the future, the Company must
respond promptly and effectively to the challenges of technological change, changing customer
requirements and competitors' innovations. There can be no assurance that the Company will be able
to compete successfully against current and future competitors or that competitive pressures faced by
the Company will not materially adversely affect its business, financial condition and results of

operations.

Intellectual Property

The Company's success is heavily dependent upon proprietary technology. The Company relies
primarily on a combination of copyright, trademark and trade secret laws, as well as nondisclosure
agreements and other contractual provisions to protect its proprietary rights. The Company presently
holds no patents, and as of March 31, 1997, had filed sixteen United States patent applications and
one corresponding foreign patent application. There can be no assurance that any of the Company's
patent applications will be approved, that the Company will develop additional proprietary products or
technologies that are patentable, that any issued patent will provide the Company with any
competitive advantages or will not be challenged by third parties or that the patents of others will not
have an adverse effect on the Company's ability to do business. Furthermore, there can be no assurance
that others will not independently develop similar products, duplicate the Company's products or, if
patents are issued to the Company, design around the patents issued to the Company. As part of its
confidentiality procedures, the Company generally enters into nondisclosure agreements with its
employees, consultants and other third-party providers who serve the Company in any technical
capacity or who have access to confidential information of the Company. In addition, the Company
limits access to, and distribution of, its software, documentation and other proprietary information.
Despite the Company's efforts to protect its proprietary rights, unauthorized parties may attempt to
copy aspects of the Company's products or to obtain and use information that the Company regards as
proprietary. Policing unauthorized use of the Company's products is difficult, and while the Company
is unable to determine the extent to which piracy of its software products exists, software piracy may
become a problem. In addition, effective protection of intellectual property rights may be unavailable
or limited in certain countries in which the Company currently sells products and countries the
Company may target to expand its sales efforts. Accordingly, there can be no assurance that the
Company's means of protecting its proprietary rights will be adequate or that the Company's

competitors will not independently develop similar technology.

There has also been a substantial amount of litigation in the software industry regarding intellectual
property rights. The Company has from time to time received claims that it is infringing third parties'

intellectual property rights, and there can be no assurance that third parties will not in the future claim



infringement by the Company with respect to current or future products, trademarks or other
proprietary rights. The Company expects that software product developers will increasingly be subject
to infringement claims as the number of products and competitors in the Company's industry segment
grows and the functionality of products in different industry segments overlaps. Any such claims, with
or without merit, could be time-consuming, result in costly litigation, cause product shipment delays or
require the Company to enter into royalty or licensing agreements. Such royalty or licensing
agreements, if required, may not be available on terms acceptable to the Company or at all, which could

have a material adverse effect on the Company's business, financial condition and results of operations.

Geotel Litigation

On December 17, 1996, GeoTel filed a lawsuit in the United States District Court for the District of
Massachusetts naming the Company as defendant, and alleging infringement of a patent issued to
GeoTel entitled "Communications System Using a Central Controller to Control at Least One Network
and Agent System". On February 10, 1997, the Company filed an answer in response to the complaint
filed by GeoTel, asserting that the GeoTel patent is invalid, denying the alleged patent infringement and
seeking dismissal of the complaint with prejudice. The Company believes that it has meritorious
defenses to the asserted claims and intends to defend the litigation vigorously. However, the outcome
of litigation is inherently unpredictable and there can be no assurance that the results of these
proceedings will be favorable to the Company or that they will not have a material adverse effect on the
Company's business financial condition or results of connections. Regardless of the ultimate outcome,
the GeoTel litigation could result in substantial expense to the Company and significant diversion of
effort by the Company's technical and managerial personnel. If the Court determines that the
Company infringes GeoTel's patent and that the GeoTel patent is valid and enforceable, it could issue
an injunction against the use or sale of certain of the Company's products and it could assess
significant damages against the Company. Accordingly, an adverse determination in the proceeding
could subject the Company to significant liabilities and require the Company to seek a license from
GeoTel. Although patent and intellectual property disputes in the software area have sometimes been
settled through licensing or similar arrangements, costs associated with such arrangements may be
substantial, and there can be no assurance that a license from GeoTel, if required, would be available to
the Company on acceptable terms or at all. Accordingly, an adverse determination in the GeoTel
litigation could prevent the Company from licensing certain of its software products, which would have

a material adverse effect on the Company's business, financial condition and results of operations.

Employees

At February 28, 1997, the Company had 293 employees worldwide, of which 106 were primarily
engaged in research and development, 47 in customer service, 94 in sales and marketing and 46 in
finance and administration. The Company's future performance will depend significantly upon the
continued contributions of its executive officers, technical, marketing, sales and customer service and

financial personnel and its continuing ability to attract, train and retain highly qualified personnel.



Competition for such personnel is intense, and the failure to attract, train and retain such personnel in
the future on a timely basis could have a material adverse effect on the Company's business, financial
condition and results of operations. None of the Company's employees is represented by a collective
bargaining agreement and the Company has never experienced any work stoppages. See "Risk Factors--

Dependence on Key Personnel” and "--Management of Growth".

Over 35% of the Company's employees, including approximately 75% of the Company's technical staff,
are foreign citizens. Accordingly, the Company must comply with the immigration laws of the United
States. Most of the Company's foreign employees are working in the United States under H-1
temporary work visas ("H-1 Visas"). An H-1 Visa allows the holder to work in the United States for
three years and, thereafter, to apply for a three-year extension. Upon the expiration of such period,
unless the holder thereof has become a Lawful Permanent U.S. Resident or has obtained some other
legal status permitting continued employment, that holder must spend at least one year abroad before
reapplying for an H-1 Visa. Furthermore, Congress and the administrative agencies with jurisdiction
over immigration matters have periodically expressed concerns over the level of immigration into the
United States. The inability of the Company to utilize the continued services of such employees would

have a material adverse effect on the Company's business, financial condition and results of operations.

Facilities

The Company's headquarters are located in approximately 48,000 square feet of office space in San
Francisco, California under a lease, which expires on September 30, 2000. The Company also leases
space for its sales and support offices in Colorado, Georgia, Illinois, Massachusetts, New Jersey, New
York and Texas, as well as for offices in Canada, the United Kingdom, Japan and Australia. The
Company believes that its existing facilities are adequate for its current needs and that additional space

will be available as needed.

Management

Executive Officers and Directors

The executive officers and directors of the Company and their respective ages and positions as of
March 31, 1997 are as follows:

Name Age Position

Gregory Shenkman..... 35 President, Chief Executive Officer and Director Alec Miloslavsky..... 33 Vice
Chairman of the Board, Chief Technical Officer and Director Michael J. McCloskey. 41 Vice President,
Finance and International, Chief Financial Officer and Secretary Richard DeGolia...... 46 Vice

President, Business Development Seth Homayoon........ 49 Vice President, Network Services John



McNulty......... 50 Vice President, Channels Igor Neyman.......... 39 Vice President, Advanced
Development Yuri Shtivelman...... 41 Vice President, Product Development William Wesemann..... 40
Vice President, Sales James Jordan(1)(2)... 57 Chairman of the Board and Director Bruce Dunlevie(1)
(2). 40 Director Paul D. Levy(1)(2)... 41 Director (1) Member of the Audit Committee. (2) Member of

the Compensation Committee.

Mr. Shenkman co-founded the Company and has served as its President and Chief Executive Officer

since the Company's formation in October 1990 and as a director since January 1993.

Mr. Miloslavsky co-founded the Company and has served as its Chief Technical Officer since the
Company's formation in October 1990, as a director since January 1993 and as Vice Chairman of the
Board since March 1997. Prior to co- founding the Company, Mr. Miloslavsky worked as an

independent software consultant.

Mr. McCloskey joined the Company in September 1996 as its Vice President, Finance and
International, Chief Financial Officer and Secretary. From May 1995 to September 1996, Mr.
McCloskey served as Vice President, Finance, Chief Financial Officer and Vice President, Operations at
Network Appliance, Inc., a network data storage device company. From September 1993 to May 1995,
he served as Executive Vice President, Chief Financial Officer at Digital Microwave, a
telecommunications company. From September 1991 to September 1993, Mr. McCloskey was the
Chief Operating Officer and a member of the Board of Directors of Wavefront Technologies, a 3-D
graphics visualization software development company. From September 1986 to September 1991, he
served as Chief Financial Officer at Everex Systems, Inc., a computer equipment company. Mr.

McCloskey holds a B.S. in business administration from Santa Clara University.

Mr. DeGolia joined the Company in September 1996 as Vice President, Business Development. From
August 1985 to September 1996, Mr. DeGolia was an attorney with Wilson, Sonsini, Goodrich &
Rosati, PC, a law firm located in Silicon Valley. Mir. DeGolia holds a B.A. in American Studies from the

University of California at Berkeley and a J.D. from Harvard University.

Mr. Homayoon joined the Company in June 1996 as Vice President, Marketing and became Vice
President, Network Services in March 1997. From 1976 to 1996, Mr. Homayoon was employed by
Northern Telecom Limited ("Northern Telecom"), a telecommunications company, in various capacities,
including General Manager of CTI and Desktop Applications, as well as Vice President, Marketing of
the FiberWorld products division. Mir. Homayoon holds a B.S. in engineering from McGill University.

Mr. McNulty joined the Company in February 1997 as Vice President, Channels. Prior to joining the
Company, from July 1993 to February 1997, Mr. McNulty served as Director of Enterprise Programs
at Intel Corporation, a semiconductor company. From July 1989 to June 1993, Mr. McNulty served as
President and Chief Executive Officer of Rose Communications, Inc., a wireless telephone company.
Prior to that, he served as President and Chief Executive Officer for Integrated Solutions, Inc., a real-

time systems company. Mr. McNulty holds an associate's degree from RCA Technical Institute.



Mr. Neyman joined the Company in December 1990 and has served as Vice President, Advanced
Development since October 1993. Prior to joining the Company, Mr. Neyman served as Director of
Engineering for the Academy of Science Research Institute in Moscow. Mr. Neyman holds an M.S. in

computer science from Moscow University.

Mr. Shtivelman joined the Company in July 1996 as Vice President, Product Development. From 1986
to 1996, Mr. Shtivelman was employed in various capacities by Northern Telecom, most recently as
Assistant Vice President, Meridian 1 Advanced Technology. Mr. Shtivelman holds an M.S. in

mathematics from Moscow University.

Mr. Wesemann joined the Company in May 1996 as Vice President, Sales. Prior to joining the
Company, Mr. Wesemann served as Vice President, Sales and Professional Services at ParkPlace
Systems, Inc., a software development tools company, from December 1995 to May 1996. From May
1994 to December 1995, Mr. Wesemann served as Vice President, Sales at NeXT Computer Inc., a
software development tools company, and from March 1989 to May 1993, he served as Vice President,
Sales and Marketing and as a member of the Board of Directors of Viewpoint Systems, Inc., a software

development tools company. Mr. Wesemann holds a B.A. in marketing from Glassboro State College.

Mr. Jordan has served as director of the Company since November 1995 and as Chairman of the Board
since March 1997. Mr. Jordan is Chairman of the Board, President and Chief Executive Officer of
Kalpana, Inc., a provider of Ethernet switches. Prior to joining Kalpana in July 1992, Mr. Jordan served
as President of Telebit Corporation, a provider of remote access solutions for computer networks. Prior
to this time, Mr. Jordan was a founder and Executive Vice President of Ungermann-Bass, Inc., a

network software company. Mr. Jordan holds a B.S. in business and marketing from the University of
Utah.

Mr. Dunlevie has served as director of the Company since July 1996. Mr. Dunlevie is a General Partner
of Benchmark Capital LLC, a venture capital firm founded by Mr. Dunlevie in May 1995. Mr. Dunlevie
is also a General Partner of Merrill, Pickard, Anderson & Eyre. Mr. Dunlevie has also served as Vice
President and General Manager of the Personal Computer Division of Everex Systems, Inc., a personal
computer manufacturer, and as an investment banker with Goldman, Sachs & Co. He is also a director
of Geoworks, Inc. and Rambus, Inc. Mr. Dunlevie holds an M.B.A. from Stanford Graduate School of

Business and a B.A. from Rice University.

Mr. Levy has served as director of the Company since February 1997.In 1981, Mr. Levy co-founded
Rational Software Corporation, a software company providing products that automate component-
based development of software. He is currently Chairman of the Board and Chief Executive Officer of
Rational. Prior to September 1996, Mr. Levy served as President and Chief Executive Officer of
Rational. Since August 1996, he has served as a director of Peerless Systems Corporation, a provider of
software-based imaging systems for the digital document product marketplace. Mr. Levy holds a B.S.
degree in economics from the United States Air Force Academy and an M.S. degree in engineering-

economic systems from Stanford University.



The Company currently has authorized five directors. Each director holds office until the next annual
meeting of shareholders and until his successor is duly elected and qualified. The officers serve at the
discretion of the Board. Except for grants of stock options, directors of the Company generally do not
receive compensation for services rendered as a director. The Company also does not pay
compensation for committee participation or special assignments of the Board of Directors. Non-
employee Board members will receive option grants at periodic intervals under the Automatic Option
Grant Program of the 1997 Stock Incentive Plan and will also be eligible to receive discretionary
option grants under the Discretionary Option Grant Program of such plan. See "Management--Stock

Plans".

On January 18, 1996, Mr. Jordan purchased 528,000 shares of Common Stock at a purchase price of
$0.0167 per share, the fair market value of the Common Stock on such date. The shares are unvested
and subject to repurchase by the Company, at the purchase price paid per share, upon Mr. Jordan's
termination of service as a Board member prior to vesting in the shares. The Company's repurchase
right shall lapse with respect to, and Mr. Jordan shall acquire a vested interest in, 25% of the shares on

November 27, 1996, and the balance in a series of 36 equal monthly installments thereafter.

On February 28, 1997, the Company granted to each of Messrs. Dunlevie, Jordan and Levy an option
to purchase 30,000 shares of Common Stock and an option to purchase 20,000 shares of Common
Stock, each at an exercise price of $7.50 per share. The options are immediately exercisable for all of
the option shares. However, the shares purchasable upon exercise of the options are unvested and
subject to repurchase, at the option exercise price paid per share, upon the optionee's early termination
of Board service. The shares subject to each 30,000-share grant will vest as to 25% of the option shares
upon the optionee's completion of each of the four years of Board service after the grant date. The
shares subject to each 20,000-share grant will vest as to 25% of the option shares on each of the fifth,
sixth, seventh and eighth anniversaries of the option grant date. However, vesting of the 20,000 shares
will be subject to acceleration after the close of each fiscal year, beginning with the 1998 fiscal year, in
the event that the optionee has served on a committee of the Board of Directors in such fiscal year.
Vesting of 2,500 shares will accelerate with respect to each committee of the Board of Directors on
which the optionee has served, up to a maximum of two committees, and will be conditioned on the
optionee having attended at least 75% of the meetings held by such committee during the fiscal year.
The shares to be accelerated will be those shares that would otherwise have been the first shares to vest
in accordance with the vesting schedule described above. The options have a maximum term of 10
years measured from the grant date, subject to earlier termination following the optionee's cessation of
Board service. The options will immediately vest in the event that the Company is acquired by merger

or asset sale, unless such options are assumed by the successor corporation.

In addition, on February 28, 1997, Mr. Levy purchased 30,000 vested shares of Common Stock at a

purchase price of $7.50 per share, the fair market value of the Common Stock on such date.



Commuittees of the Board of Directors

In February 1997, the Board of Directors established a Compensation Committee and an Audit
Committee. The Compensation Committee recommends compensation levels of senior management
and works with senior management on benefit and compensation programs for the Company's
employees. In addition, the Compensation Committee will administer the Company's 1997 Stock
Incentive Plan and Employee Stock Purchase Plan. The Audit Committee's is responsible for reviewing
the scope and results of audits and other services provided by the Company's independent public

accountants.

Executive Compensation

The following Summary Compensation Table sets forth the compensation earned by the Company's
Chief Executive Officer and Chief Technical Officer for the 1996 fiscal year for services rendered in all
capacities to the Company and its subsidiaries for that fiscal year. No executive officer of the Company

earned salary and bonus in such fiscal year in excess of $100,000.

Summary Compensation Table

ANNUAL LONG-TERM
COMPENSATION COMPENSATION
NAME AND PRESENT  mmmmmm e e

PRINCIPAL POSITION SALARY AWARDS(1)
Gregory Shenkman
President and Chief Executive Officer............ $83,786 1,206,000
Alec Miloslavsky
Vice Chairman and Chief Technical Officer........ $83,786 1,206,000

(1) The shares were sold to Mr. Shenkman and Mr. Miloslavsky on August 8, 1995, at a purchase price
of $0.0167 per share, the fair market value of the Common Stock on such date. Payment of the
purchase price was made with promissory notes, secured by the purchased shares. The shares are
unvested and subject to repurchase, at the purchase price paid per share, upon Mr. Shenkman and Mr.
Miloslavsky's termination of service with the Company prior to vesting in the shares. The Company's
repurchase right lapses with respect to, and each of Mr. Shenkman and Mr. Miloslavsky vest in, 25% of
their respective shares on October 15, 1995, and the balance in a series of 36 equal monthly

installments thereafter.

As of the end of the 1996 fiscal year, the aggregate value of the 1,206,000 shares held by each of Mr.
Shenkman and Mr. Miloslavsky pursuant to the stock awards described above was $251,210 (the
excess of the fair market value of the shares as of the end of the 1996 fiscal year, as determined by the
Board of Directors ($0.225 per share), less the purchase price paid by Mr. Shenkman and Mr.
Miloslavsky).



Option Grants in Last Fiscal Year

No stock options or stock appreciation rights were granted to Mr. Shenkman or Mr. Miloslavsky

during the fiscal year ended June 30, 1996.

In addition to the information provided above, the Company's current executive officers received the

following stock options and stock awards during the period from the end of the 1996 fiscal year to
March 31, 1997.

On September 17, 1996, Mr. McCloskey was awarded 480,000 shares of Common Stock at $0.375 per
share, which shares were purchased by him in November 1996 and January 1997 through the issuance
of promissory notes in an aggregate principal amount of $180,000, secured by the purchased shares.
The shares are unvested and subject to repurchase by the Company, at the purchase price paid per
share, upon Mr. McCloskey's termination of service with the Company prior to vesting in the shares.
The Company's repurchase right lapses with respect to, and Mr. McCloskey vests in, 25% of the shares

on July 17,1997, and the balance in a series of 36 equal monthly installments thereafter.

On November 30, 1996, Mr. McNulty was awarded an option under the 1995 Stock Option Plan to
purchase 240,000 shares of Common Stock at an exercise price of $0.375 per share, the fair market
value of the Common Stock on such date. On February 24, 1997, Mr. McNulty exercised this option.
Payment of the option exercise price was made with a promissory note, secured by the purchased
shares. The shares are unvested and subject to repurchase, at the option exercise price paid per share,
upon Mr. McNulty's termination of service with the Company prior to vesting in the shares. The
Company's repurchase right lapses with respect to, and Mr. McNulty vests in, 25% of the shares on the
first anniversary of the option grant date and the balance in a series of 36 equal monthly installments

thereafter.

On November 30, 1996, Mr. Shtivelman was awarded an option under the 1995 Stock Option Plan to
purchase 90,000 shares of Common Stock at an exercise price of $0.375 per share, the fair market
value of the Common Stock on such date. On January 30, 1997, Mr. Neyman was awarded an option
under the 1995 Stock Option Plan to purchase 20,000 shares of Common Stock at an exercise price of
$3.50 per share, the fair market value of the Common Stock on such date. On February 28, 1997, Mr.
Shenkman and Mr. Miloslavsky were each awarded an option under the 1995 Stock Option Plan to
purchase 150,000 shares of Common Stock at an exercise price of $7.50 per share, the fair market
value of the Common Stock on such date. Each option has a maximum term of 10 years measured from
the grant date, subject to earlier termination upon the optionee's cessation of service with the
Company. Each option becomes exercisable as to 25% of the option shares on the first anniversary of
the option grant date and the balance in a series of 36 equal monthly installments thereafter. However,
Mr. Shtivelman's option is subject to acceleration as to 50% of the option shares on each of June 30,
1997 and July 31, 1997, in the event that certain performance milestones are attained prior to each
such date. In the event of an acquisition of the Company by merger or asset sale, the options will

terminate unless assumed by the acquiring corporation.



Option Exercises and Fiscal Year-end Values

No stock options or stock appreciation rights were exercised by Mr. Shenkman during the 1996 fiscal

year and Mr. Shenkman held no such outstanding options or rights at the end of such fiscal year.

Stock Plans

1997 Stock Incentive Plan

The Company's 1997 Stock Incentive Plan (the "1997 Plan") is intended to serve as the successor
equity incentive program to the Company's 1995 Stock Option Plan (the "Predecessor Plan"). The 1997
Plan was adopted by the Board of Directors on March 27, 1997, subject to approval by the
shareholders. 10,327,270 shares of Common Stock have been authorized for issuance under the 1997
Plan. This share reserve is comprised of (i) the shares that remained available for issuance under the
Predecessor Plan as of March 27, 1997, including the shares subject to outstanding options thereunder,
plus (ii) an additional increase of 2,400,000 shares. In addition, upon the commencement of each fiscal
year of the Company, beginning with the 1999 fiscal year, the share reserve will automatically be
increased on the first trading day of such year by a number of shares equal to five percent (5%) of the
total number of shares of Common Stock outstanding on the last trading day of the immediately
preceding fiscal year. However, in no event may any one participant in the 1997 Plan receive option

grants or direct stock issuances for more than 750,000 shares per calendar year.

The 1997 Plan is divided into four separate components: (i) the Discretionary Option Grant Program,
under which eligible individuals in the Company's employ or service (including officers and other
employees, non- employee Board members and independent consultants) may, at the discretion of the
Plan Administrator, be granted options to purchase shares of Common Stock at an exercise price not
less than their fair market value on the grant date, (ii) the Stock Issuance Program, under which such
individuals may, in the Plan Administrator's discretion, be issued shares of Common Stock directly,
either through the purchase of such shares at a price not less than their fair market value at the time of
issuance or as a fully-vested bonus for services rendered the Company, (iii) the Salary Investment
Option Grant Program, under which executive officers and other highly compensated employees may
elect to apply a portion of their base salary to the acquisition of special below-market stock option
grants, and (iv) the Automatic Option Grant Program, under which option grants will automatically be
made at periodic intervals to eligible non-employee Board members to purchase shares of Common

Stock at an exercise price equal to their fair market value on the grant date.

The Discretionary Option Grant and Stock Issuance Programs will be administered by the
Compensation Committee. A secondary committee of the Board may be granted separate but
concurrent jurisdiction to administer those programs with respect to all individuals other than the
Company's executive officers and non-employee Board members. Each Plan Administrator will have

complete discretion, within the scope of its administrative jurisdiction under the 1997 Plan, to



determine which eligible individuals are to receive option grants or stock issuances, the time or times
when such option grants or stock issuances are to be made, the number of shares subject to each such
grant or issuance, the vesting schedule to be in effect for the option grant or stock issuance, the
maximum term for which any granted option is to remain outstanding and the status of any granted
option as either an incentive stock option or a non-statutory stock option under the Federal tax laws.
The Compensation Committee will have the discretion to determine the calendar years in which the
Salary Investment Option Grant Program is to be in effect, the individuals who may participate in such
program and the specific date on which the option grants thereunder are to be awarded. The
administration of the Automatic Option Grant Program will be self-executing in accordance with the

express provisions of such program.

The exercise price for outstanding option grants under the 1997 Plan may be paid in cash or in shares
of Common Stock valued at fair market value on the exercise date. The option may also be exercised
through a same-day sale program without any cash outlay by the optionee. In addition, the Plan
Administrator may provide financial assistance to one or more optionees in the exercise of their
outstanding options by allowing such individuals to deliver a full-recourse, interest-bearing promissory
note in payment of the exercise price and any associated withholding taxes incurred in connection with

such exercise.

In the event that the Company is acquired by merger or asset sale, each outstanding option under the
Discretionary Option Grant Program granted to an optionee that has been employed with or providing
services to the Company for at least one year that is not to be assumed by the successor corporation
will automatically accelerate in full and all unvested shares under the Stock Issuance Program will
automatically vest in full except to the extent the Company's repurchase rights with respect to those
shares are to be assigned to the successor corporation. The Plan Administrator will have the authority
under the Discretionary Option Grant and Stock Issuance Programs to grant options and to structure
repurchase rights so that the shares subject to those options or repurchase rights will automatically vest
in the event the individual's service is terminated, whether involuntarily or through a resignation for
good reason, within a specified period (not to exceed 18 months) following (i) a merger or asset sale in
which those options are assumed or those repurchase rights are assigned or (ii) the completion of a
successful tender offer for more than 50% of the Company's outstanding voting stock or a change in
the majority of the Board through one or more contested elections for Board membership. Finally, the
Plan Administrator will have the authority under the Discretionary Option Grant Program to grant
options that will automatically vest upon an acquisition of the Company by merger or asset sale,
whether or not those options are to be assumed by the acquiring entity. Options currently outstanding
under the Predecessor Plan will terminate upon an acquisition of the Company by merger or asset sale,
unless those options are assumed by the acquiring entity. However, the Plan Administrator will have

the discretion to extend the acceleration provisions of the 1997 Plan to such outstanding options.

Stock appreciation rights may be issued in tandem with option grants made under the Discretionary
Option Grant Program. The holders of such rights will have the opportunity to elect between the
exercise of their outstanding stock options for shares of Common Stock or the surrender of those

options for an appreciation distribution from the Company equal to the excess of (i) the fair market



value of the vested shares of Common Stock subject to the surrendered option over (ii) the aggregate
exercise price payable for those shares. Such appreciation distribution may be made in cash or in shares

of Common Stock.

The Plan Administrator has the authority to effect the cancellation of outstanding options under the
Discretionary Option Grant Program in return for the grant of new options for the same or different
number of option shares with an exercise price per share based upon the fair market value of the

Common Stock on the new grant date.

In the event the Compensation Committee elects to activate the Salary Investment Option Grant
Program for one or more calendar years, each executive officer and other highly compensated employee
of the Company selected for participation may elect, prior to the start of the calendar year, to reduce
his or her base salary for that calendar year by a specified dollar amount not less than $10,000 nor
more than $150,000. In return, the officer will automatically be granted, on or prior to the last trading
day in January of the calendar year for which the salary reduction is to be in effect, a non- statutory
option to purchase that number of shares of Common Stock determined by dividing the salary
reduction amount by two-thirds of the fair market value per share of Common Stock on the grant date.
The option will be exercisable at a price per share equal to one-third of the fair market value of the
option shares on the grant date. As a result, the total spread on the option shares at the time of grant
will be equal to the salary reduction amount. The option will vest in a series of 12 equal monthly
installments over the calendar year for which the salary reduction is in effect and will be subject to full

and immediate vesting upon certain changes in the ownership or control of the Company.

Under the Automatic Option Grant Program, each individual who first becomes a non-employee Board
member after the date the underwriting agreement for this offering is executed will receive two option
grants at the time of his or her commencement of Board service, provided such individual has not
otherwise been in the prior employ of the Company. One such option grant will be for 30,000 shares of
Common Stock and the other for 20,000 shares of Common Stock. In addition, at each Annual
Shareholders Meeting, beginning with the 1998 Annual Meeting, each individual who is to continue to
serve as a non-employee Board member will receive an option grant to purchase 7,500 shares of

Common Stock, whether or not such individual has been in the prior employ of the Company.

Each automatic grant will have an exercise price equal to the fair market value per share of Common
Stock on the grant date and will have a maximum term of 10 years, subject to earlier termination
following the optionee's cessation of Board service. Each automatic option will be immediately
exercisable for all the option shares; however, any shares purchased upon exercise of the option will be
subject to repurchase, at the option exercise price paid per share, should the optionee's service as a non-
employee Board member cease prior to vesting in those shares. The shares subject to each 30,000-share
grant will vest as to 25% of the option shares upon the optionee's completion of each of the four (4)
years of Board service after the grant date. The shares subject to each 20,000-share option grant will
vest as to 25% of the option shares on each of the fifth, sixth, seventh and eighth anniversaries of the
option grant date. However, vesting of the shares will be subject to acceleration after the close of each

fiscal year, beginning with the 1998 fiscal year, in the event that the optionee has served on a



committee of the Board of Directors in such fiscal year. Vesting of 2,500 shares will accelerate with
respect to each committee of the Board of Directors on which the optionee has served, up to a
maximum of two committees, and will be conditioned on the optionee having attended at least 75% of
the meetings held by such committee during the fiscal year. The shares to be accelerated will be those
shares which would otherwise have been the first shares to vest in accordance with the vesting schedule
described above. The shares subject to each annual 7,500-share grant will vest upon the optionee's
completion of one year of Board service measured from the grant date. However, each outstanding
option will immediately vest upon (i) certain changes in the ownership or control of the Company or
(ii) the death or disability of the optionee while serving as a Board member. In the event of a hostile
tender offer for more than 50% of the Company's outstanding voting stock, the holders of outstanding
options under the Automatic Option Grant Program will have the right surrender those options,
whether or not those options are otherwise at the time exercisable for vested shares, in return for a cash
distribution from the Company in an amount equal to the excess of (i) the take-over price of the shares
of Common Stock at the time subject to each surrendered option over (ii) the aggregate exercise price
payable for those shares. The take-over price in clause (i) will be the greater of (a) the fair market value
per share of Common Stock on the date the option is surrendered to the Company in connection with
the hostile tender offer or (b) the highest reported price per share of Common Stock paid by the tender

offeror in effecting such hostile take-over.

The Board may amend or modify the 1997 Plan at any time. The 1997 Plan will terminate on March
26,2007, unless sooner terminated by the Board.

Employee Stock Purchase Plan

The Company's Employee Stock Purchase Plan (the "Purchase Plan") was adopted by the Board of

Directors on March 27, 1997, subject to approval by the shareholders. The Purchase Plan is designed to
allow eligible employees of the Company and participating subsidiaries to purchase shares of Common
Stock, at semi-annual intervals, through their periodic payroll deductions under the Purchase Plan, and

a reserve of 500,000 shares of Common Stock has been established for this purpose.

The Purchase Plan will be divided into two separate components: the U.S. Employee Stock Purchase
Plan, in which the Company's employees in the United States will participate, and the International
Employee Stock Purchase Plan, in which the Company's employees located outside the United States
will participate. The Purchase Plan will be implemented in a series of successive offering periods, each
with a maximum duration of 24 months. However, the initial offering period will begin on the day the
Underwriting Agreement is executed in connection with this Offering and will end on the last business
day in July 1999.

Individuals who are eligible employees on the start date of any offering period may enter the Purchase
Plan on that start date or on any subsequent semi-annual entry date (the first business day of February
or August each year). Individuals who become eligible employees after the start date of this offering

period may join the Purchase Plan on any subsequent semi-annual entry date within that period.



At the beginning of each offering period, the Compensation Committee, acting as Plan Administrator,
will designate the maximum percentage of the participant's base salary that may be applied to the
Purchase Plan for each semi-annual period of participation, such percentage not to exceed 10% in any
offering period. The accumulated payroll deductions will be applied to the purchase of shares on the
participant's behalf on each semi-annual purchase date (the last business day of January and July each
year, with the first such purchase date to occur on January 31, 1998) at a purchase price per share equal
to 85% of the lower of (i) the fair market value of the Common Stock on the participant's entry date
into the offering period or (ii) the fair market value on the semi-annual purchase date. In no event,
however, may any participant purchase more than 1,000 shares on any one semi-annual purchase date.
Should the fair market value of the Common Stock on any semi-annual purchase date be less than the
fair market value of the Common Stock on the first day of the offering period, then the current offering
period will automatically end and a new 24-month offering period will begin, based on the lower fair

market value.

EMPLOYMENT CONTRACTS, TERMINATION OF EMPLOYMENT AGREEMENTS AND
CHANGE OF CONTROL ARRANGEMENTS The Company has not entered into an employment

contract with any of its current executive officers.

Should the Company be acquired by merger or asset sale, all outstanding options granted to the Chief
Executive Officer and the other executive officers under the 1997 Plan will automatically accelerate,
except to the extent those options are to be assumed by the successor corporation. In addition, the
Compensation Committee as Plan Administrator of the 1997 Plan will have the authority to provide
for the accelerated vesting of the shares of Common Stock subject to outstanding options held by the
Chief Executive Officer or any other executive officer or any unvested shares of Common Stock subject
to direct issuances held by such individual, in connection with the termination of the officer's
employment following: (i) a merger or asset sale in which those options are assumed or the Company's
repurchase rights with respect to the unvested shares are assigned, (ii) the successful completion of a
tender offer for more than 50% of the Company's outstanding voting stock or (iii) certain hostile

changes in control of the Company.

Compensation Committee Interlocks and Insider Participation

The Compensation Committee of the Company's Board was formed in February 1997, and the
members of the Compensation Committee are Messrs. Dunlevie, Jordan and Levy. None of these
individuals was at any time during the fiscal year ended June 30, 1996, or at any other time, an officer
or employee of the Company. No executive officer of the Company 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 the Company's Board of Directors or Compensation Committee.



Certain Transactions

On March 29, 1996, James Jordan, a director of the Company, purchased 67,668 shares of the
Company's Series A Preferred Stock at a price of $2.2167 per share.

On March 29, 1996, entities affiliated with Benchmark Capital LLC ("Benchmark"), a greater than 5%
shareholder of the Company, purchased shares of the Company's Series A Preferred Stock at a price of
$2.2167 per share in the following amounts: Benchmark Capital Partners, L.P. (199,812 shares); and
Benchmark Founders' Fund, L.P. (23,274 shares). On April 26, 1996, the Company granted Benchmark
a warrant to purchase 420,282 shares of Common Stock at an exercise price of $5.9483 per share
(subject to adjustment upon occurrence of certain events) which is exercisable upon the earlier of April
26,1997 or the filing of the Company's initial public offering with proceeds of not less than
$10,000,000. This warrant was issued in exchange for consulting services provided to the Company by
Bruce Dunlevie, a director of the Company and an affiliate of Benchmark. On June 13, 1996,
Benchmark purchased shares of the Company's Series B Preferred Stock at a price of $3.6883 per
share in the following amounts: Benchmark Capital Partners, L.P. (957,084); and Benchmark Founders'
Fund, L.P. (127,416 shares).

On June 13, 1996, entities affiliated with Weiss Peck & Greer Venture Associates III, L.P.,, a greater than
5% shareholder of the Company at such time, purchased 813,378 shares of the Company's Series B
Preferred Stock at a price of $3.6883 per share.

In connection with the acceptance of an employment offer, on September 17, 1996, Michael
McCloskey, the Company's Vice President, Finance and International, Chief Financial Officer and
Secretary, was granted 480,000 shares of the Company's Common Stock at $0.375 per share, which
shares were purchased by him in November 1996 and January 1997 through the delivery of
promissory notes payable to the Company in the aggregate principal amount of $180,000 at an
interest rate of 6.5% per annum, compounded annually. Principal and interest on such notes is due and
payable on the earlier of (i) five years from the date of issuance, (ii) the sale of such shares of the
Company's Common Stock by such purchaser and (iii) 90 days following the date of such purchaser's

termination of employment with the Company.

On November 30, 1996, John McNulty, the Company's Vice President, Channels, was granted an
option to purchase 240,000 shares of the Company's Common Stock at $0.375 per share, which shares
were purchased by him in February 1997 through the delivery of a promissory note payable to the
Company in the aggregate principal amount of $90,000 at an interest rate of 6.1% per annum,
compounded annually. Principal and interest on such notes are due and payable on the earlier of (i) five
years from the date of issuance, (ii) the sale of such shares of the Company's Common Stock by such
purchaser and (iii) 90 days following the date of such purchaser's termination of employment with the

Company.

During fiscal 1995 and 1996, the Company borrowed an aggregate of $104,500 and $720,000,
respectively, from officers, shareholders and their affiliates. Of these amounts $39,000 and $25,000

was outstanding as of June 30, 1995 and 1996, respectively. Certain of these related party loans were



non-interest bearing, however, the computed interest related to the borrowings was immaterial.

During fiscal 1995 and 1996, the Company received $394,000 and $50,000 of revenue, respectively,
from sales to a company in which Gregory Shenkman, the Company's President and Chief Executive
Officer and a director of the Company, and Alec Miloslavsky, the Company's Vice Chairman of the

Board and Chief Technical Officer and a director of the Company, held an ownership interest.

The Company has also granted options to certain of its directors and executive officers. See

"Management--Executive Compensation” and "Principal and Selling Shareholders".

Principal and Selling Shareholders

The following table sets forth certain information regarding beneficial ownership of the Company's
Common Stock as of December 31, 1996, and as adjusted to reflect the sale of the shares of Common
Stock offered hereby, by (i) each person who is known by the Company to own beneficially more than
five percent of the Company's Common Stock, (ii) each of the Company's directors and Named
Officers, (iii) all executive officers and directors as a group and (iv) each of the other Selling
Shareholders.

PERCENTAGE OF SHARES NUMBER OF
BENEFICIALLY OWNED SHARES BEING
NUMBER OF SHARES ~ ————-——mmmmmmmmmmmmmomommmmmmm o OFFERED

NAME OF BENEFICIAL OWNER BENEFICIALLY OWNED(1) BEFORE OFFERING AFTER OFFERING(2) FOR SALE(3)

Gregory Shenkman(4)..... 3,570,000 24.1% 21.3% 1155 Market Street San Francisco, CA 94103 Alec
Miloslavsky(5)..... 3,570,000 24.1 21.3 1155 Market Street San Francisco, CA 94103 Entities affiliated
with Benchmark Capital LLC(6)......... 1,307,586 8.8 7.8 2480 Sand Hill Rd., Suite 200 Menlo Park, CA
94025 Bruce Dunlevie(6)....... 1,307,586 8.8 7.8 Entities affiliated with Weiss, Peck & Greer ... 813,378
5.5 4.8 555 California Street, Suite 4760 San Francisco, CA 94104 James Jordan(7)......... 595,668 4.0
3.5 Paul Levy(8)............ -- ** All directors and officers as a group (11 persons)(9)........ 11,111,754 73.6
65.0 OTHER SELLING SHAREHOLDERS * Less than 1%.

(1) Except as indicated in the footnotes to this table and pursuant to applicable community property
laws, the persons named in the table have sole voting and investment power with respect to all shares
of Common Stock beneficially owned. Shares of Common Stock subject to options that are currently
exercisable or exercisable within 60 days of December 31, 1996 are deemed to be outstanding and to
be beneficially owned by the person holding such options for the purpose of computing the percentage
ownership of such person but are not treated as outstanding for the purpose of computing the

percentage ownership of any other person.

(2) Assumes no exercise of the Underwriters' over-allotment option. If the Underwriters exercise the
over-allotment option, the Company and the Selling Shareholders will sell up to an aggregate of
300,000 additional shares in this offering.

(3) Represents shares that the Selling Shareholders have agreed to sell to the Underwriters if the

Underwriters exercise the over-allotment option.



(4) Includes 36,000 shares held by Norm and Maya Shendon and 180,000 shares held by Dmitri and
Maria Shenkman, of which Mr. Shenkman disclaims beneficial ownership. Includes 360,000 shares
held by Dmitri Shenkman, Trustee of the Michelle Shenkman 1996 Trust u/t/a dated March 18, 1996,
360,000 shares held by Dmitri Shenkman, Trustee of the Nikita Anthony Shenkman 1996 Trust u/t/a
dated March 18, 1996, and 1,428,000 shares held by Gregory and Yelena Shenkman, Trustees of the
Shenkman Family Trust u/t/a dated March 7, 1996.

(5) Includes 180,000 shares held by Anatoly and Zhanna Elkinbard and 180,000 shares held by Larry
and Lidia Miloslavsky, of which Mr. Miloslavsky disclaims beneficial ownership. Includes 360,000
shares held by Larry Miloslavsky and Anatoly Elkinbard, Trustees of the Miloslavsky 1996 Irrevocable
Trust u/t/a dated March 13, 1996 and 120,000 shares held by Larry and Lidia Miloslavsky, Trustees of
the Joshua Trobnikov Miloslavsky 1996 Trust u/t/a dated March 15, 1996.

(6) Consists of 150,690 shares held by Benchmark Founders' Fund, L.P., and 1,156,896 shares held by
Benchmark Capital Partners, L.P. Mir. Dunlevie, a director of the Company;, is an affiliate of the
foregoing entities and may be deemed to share voting and investment power with respect to such
shares. Mr. Dunlevie disclaims beneficial ownership of such shares, except to the extent of his
pecuniary interest in such shares arising from his interests in the entities referred to above. Excludes (i)
420,282 shares issuable to Benchmark Capital Partners, L.P., upon exercise of an outstanding warrant,
which warrant became exercisable upon the filing of the Registration Statement to which this
Prospectus is a part, and (ii) options exercisable by Mr. Dunlevie to purchase a total of 50,000 shares of

Common Stock, which options were issued and became exercisable on February 28, 1997.

(7) Excludes options exercisable by Mr. Jordan to purchase a total of 50,000 shares of Common Stock,

which options were issued and became exercisable on February 28, 1997.

(8) Excludes (i) 30,000 shares of Common Stock purchased by Mr. Levy on February 28, 1997, and (ii)
options exercisable by Mr. Levy to purchase a total of 50,000 shares of Common Stock, which options
were issued and became exercisable on February 28, 1997. Mr. Levy was elected as a director of the

Company in February 1997.

(9) Includes 292,500 shares of Common Stock issuable upon exercise of stock options exercisable
within 60 days of December 31, 1996. Includes Mr. Levy, who was elected as a director of the
Company in February 1997.

Description of Capital Stock

Immediately following the closing of this offering, the authorized capital stock of the Company will
consist of 120,000,000 shares of Common Stock, no par value, and 5,000,000 shares of Preferred
Stock, no par value, after giving effect to the amendment to the Company's Articles of Incorporation to
delete references to Series A, Series B and Series C Preferred Stock, which will occur upon conversion
of such Preferred Stock into Common Stock upon the closing of this offering, and the subsequent

authorization of shares of undesignated Preferred Stock, as described below.



Common Stock

As of December 31, 1996, there were 14,799,812 shares of Common Stock outstanding that were held
of record by 55 shareholders. There will be 16,799,812 shares of Common Stock outstanding
(assuming (i) no exercise of the Underwriters' over-allotment option, (ii) no exercise after December 31,
1996 of outstanding options, (iii) no exercise of a warrant to purchase 420,282 shares of Common
Stock, (iv) no exercise of warrants to purchase 494,629 shares of Series C Preferred Stock issued on
February 26, 1997, and (v) the exclusion of 854,363 shares of Series C Preferred Stock and 675,000
shares of Common Stock issued on February 26, 1997) after giving effect to the sale of the shares of
Common Stock to the public offered hereby and the conversion of the Company's Series A and Series B

Preferred Stock into Common Stock at a one-to-one ratio.

The holders of Common Stock are entitled to one vote per share on all matters to be voted upon by the
shareholders. Subject to preferences that may be applicable to any outstanding Preferred Stock, the
holders of Common Stock are entitled to receive ratably such dividends, if any, as may be declared
from time to time by the Board of Directors out of funds legally available therefor. See "Dividend
Policy". In the event of the liquidation, dissolution or winding up of the Company, the holders of
Common Stock are entitled to share ratably in all assets remaining after payment of liabilities, subject
to prior distribution rights of Preferred Stock, if any, then outstanding. The Common Stock has no
preemptive or conversion rights 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 nonassessable, and the shares of Common Stock to be issued upon completion of this offering will

be fully paid and nonassessable.

Preferred Stock

Upon the closing of this offering, the Company's Articles of Incorporation will authorize 5,000,000
shares of Preferred Stock. The Board of Directors will have the authority to issue the Preferred Stock in
one or more series and to fix the rights, preferences, privileges and restrictions thereof, including
dividend rights, dividend rates, conversion rights, voting rights, terms of redemption, redemption
prices, liquidation preferences and the number of shares constituting any series or the designation of
such series, without further vote or action by the shareholders. The issuance of Preferred Stock may
have the effect of delaying, deferring or preventing a change in control of the Company without further
action by the shareholders and may adversely affect the voting and other rights of the holders of
Common Stock. The issuance of Preferred Stock with voting and conversion rights may adversely
affect the voting power of the holders of Common Stock, including the loss of voting control to others.

The Company has no current plans to issue any of the Preferred Stock.



Warrants

As of February 26, 1997, the Company had warrants outstanding to purchase an aggregate of (i)
44,965 shares of Series C Preferred Stock at an exercise price per share equal to 110% of the current
fair value on the date such shares vest pursuant to the vesting schedule, which warrants expire on
February 26, 2000, (ii) 449,664 shares of Series C Preferred Stock at an exercise price per share equal
to 110% of the current market price on December 31, 1997 (subject to certain adjustments) if the
Company has completed an initial public offering of its Common Stock otherwise $13.34, which
warrants expire on February 26, 2004, and (iii) 420,282 shares of Common Stock at a price per share
equal to $5.9483, which warrant expires on the earlier of the closing of this offering or April 26, 2001.
The Company anticipates that the warrant to purchase 420,282 shares of Common Stock will be
exercised prior to the completion of this offering. Upon consummation of this offering, the outstanding
warrants to purchase shares of the Company's Series C Preferred Stock will become exercisable for
shares of Common Stock only at the same respective exercise prices per share as noted above. The
holders of shares acquired upon the exercise of the warrants to purchase Series C Preferred Stock are

entitled to certain registration rights. See "--Registration Rights".

Anti-takeover Effects of Provisions of the Bylaws

Upon the closing of this offering, the Bylaws will provide that all shareholder actions must be effected
at a duly called meeting and not by a consent in writing. The Bylaws will also provide that the
Company's shareholders may call a special meeting of shareholders only upon a request of
shareholders owning at least 50% of the Company's capital stock. Furthermore, the Company's
shareholders are currently entitled to cumulate their votes for the election of directors so long as at
least one shareholder has given notice at the shareholder meeting prior to the voting of that
shareholder's desire to cumulate his or her votes. Cumulative voting will no longer be permitted at such
time as (1) the Company's shares of Common Stock are listed on the Nasdaq National Market and the
Company has at least 800 holders of its equity securities as of the record date of the Company's most
recent annual meeting of shareholders or (ii) the Company's shares of Common Stock are listed on the
New York Stock Exchange or the American Stock Exchange. The Company expects to have its shares
listed on the Nasdaq National Market and to have at least 800 holders of its equity securities by the
record date for its next annual meeting of shareholders. These provisions of the Bylaws and the
existence of authorized, but undesignated, Preferred Stock could discourage potential acquisition
proposals and could delay or prevent a change in control of the Company. These provisions are
intended to enhance the likelihood of continuity and stability in the composition of the Board of
Directors and in the policies formulated by the Board of Directors and to discourage certain types of
transactions that may involve an actual or threatened change of control of the Company. The
provisions also are intended to discourage certain tactics that may be used in proxy fights. However,
such provisions could have the effect of discouraging others from making tender offers for the

Company's shares and, as a consequence, they also may inhibit fluctuations in the market price of the



Company's shares that could result from actual or rumored takeover attempts. Such provisions also
may have the effect of preventing changes in the management of the Company. See "Risk Factors--

Effect of Certain Charter Provisions; Anti-takeover Effects of Provisions of the Bylaws".

Registration Rights

After this offering, the holders of approximately 2,797,878 shares of Common Stock (excluding the
following shares issued on February 26, 1997, the holders of which are entitled to such registration
rights, (i) 854,363 shares of Common Stock issuable upon conversion of Series C Preferred Stock, (ii)
675,000 shares of Common Stock and (iii) 494,629 shares of Common Stock underlying warrants to
purchase Series C Preferred Stock) will be entitled to certain rights with respect to the registration of
such shares under the Securities Act. Under the terms of the agreements between the Company and the
holders of such registrable securities, if the Company proposes to register any of its securities under
the Securities Act, either for its own account or for the account of other security holders exercising
registration rights, such holders are entitled to notice of such registration and are entitled to include
shares of such Common Stock therein. Certain of such shareholders benefitting from these rights may
also require the Company to file a registration statement under the Securities Act at the Company's
expense with respect to their shares of Common Stock, and the Company is required to use its diligent
reasonable efforts to effect such registration. Further, holders may require the Company at the
Company's expense to file additional registration statements on Form S-3 when such form becomes
available to the Company. These rights are subject to certain conditions and limitations, among them
the right of the underwriters of an offering to limit the number of shares included in such registration

in certain circumstances. See "Risk Factors--Shares Eligible for Future Sale; Registration Rights".

Transfer Agent and Registrar

The Transfer Agent and Registrar for the Common Stock is .

Shares Eligible for Future Sale

Upon completion of this offering, the Company will have 16,799,812 shares of Common Stock
outstanding (assuming (i) no exercise of the Underwriters' over- allotment option, (ii) no exercise after
December 31, 1996 of outstanding options, (iii) no exercise of a warrant to purchase 420,282 shares of
Common Stock, (iv) no exercise of warrants to purchase 494,629 shares of Series C Preferred Stock
issued on February 26, 1997, and (v) the exclusion of 854,363 shares of Series C Preferred Stock and
675,000 shares of Common Stock issued on February 26, 1997). Of these shares, the 2,000,000 shares
sold in this offering will be freely tradeable without restriction or further registration under the
Securities Act, except that any shares purchased by "affiliates" of the Company, as that term is defined
under the Securities Act ("Affiliates"), may generally only be sold in compliance with the limitations of
Rule 144 described below.



Sales of Restricted Shares

The remaining 14,799,812 shares of Common Stock are deemed "Restricted Shares" under Rule 144.
The number of shares of Common Stock available for sale in the public market is limited by
restrictions under the Securities Act and lock-up agreements under which the holders of such shares
have agreed not to sell or otherwise dispose of any of their shares for a period of 180 days after the
date of this Prospectus without the prior written consent of the Representatives of the Underwriters.
However, such Representatives may, in their sole discretion and at any time without notice, release all
or any portion of the securities subject to lock-up agreements. As a result of these restrictions, based on
shares outstanding and options granted as of December 31, 1996, the following shares of Common
Stock will be eligible for future sale. On the date of this Prospectus, no shares other than the 2,000,000
shares offered hereby will be eligible for sale. Upon the expiration of the lock-up period 180 days after
the date of this Prospectus, an additional 14,739,812 shares will become available for sale. In addition,
1,529,363 shares, which were issued in February 1997, will become eligible for sale in February 1998.

In general, under Rule 144 of the Securities Act as currently in effect, beginning 90 days after this
offering, a person (or persons whose shares are aggregated) who has beneficially owned "restricted"
shares for at least one year, including a person who may be deemed an Affiliate of the Company, is
entitled to sell within any three-month period a number of shares of Common Stock that does not
exceed the greater of 1% of the then-outstanding shares of Common Stock of the Company
(approximately 167,998 shares after giving effect to this offering) and the average weekly trading
volume of the Common Stock on Nasdaq during the four calendar weeks preceding such sale. Sales
under Rule 144 of the Securities Act are subject to certain restrictions relating to manner of sale, notice
and the availability of current public information about the Company. A person who is not an Affiliate
of the Company at any time during the ninety days preceding a sale, and who has beneficially owned
shares for at least two years, would be entitled to sell such shares immediately following this offering
without regard to the volume limitations, manner of sale provisions or notice or other requirements of
Rule 144 of the Securities Act. However, the transfer agent may require an opinion of counsel that a
proposed sale of shares comes within the terms of Rule 144 of the Securities Act prior to effecting a

transfer of such shares. Such opinion would be provided by and at the cost of the transferor.

Rule 701 under the Securities Act permits resales of shares in reliance upon Rule 144 but without
compliance with certain restrictions, including the holding period requirement, of Rule 144. Any
employee, officer or director of or consultant to the Company who purchased his or her shares pursuant
to a written compensatory plan or contract may be entitled to rely on the resale provisions of Rule 701.
Rule 701 permits affiliates to sell their Rule 701 shares under Rule 144 without complying with the
holding period requirements of Rule 144. Rule 701 further provides that non-affiliates may sell such
shares in reliance on Rule 144 without having to comply with the holding period, public information,
volume limitation or notice provisions of Rule 144. All holders of Rule 701 shares are required to wait

until 90 days after the date of this Prospectus before selling such shares.



The Company intends to register on a registration statement on Form S-8, approximately 30 days after
the effective date of this offering, a total of approximately 10,315,957 shares of Common Stock subject
to outstanding options or reserved for issuance under the Company's 1997 Stock Incentive Plan and a
total of 500,000 shares of Common Stock reserved for issuance under the Company's Employee Stock
Purchase Plan. Such registration statement will automatically become effective upon filing.
Accordingly, shares registered under such registration statement will, subject to Rule 144 volume
limitations applicable to Affiliates of the Company, be available for sale in the open market
immediately after the 180-day lock-up agreements expire. Also, beginning six months after the date of
this Prospectus, the holders of 2,797,878 Restricted Shares will be entitled to certain rights with
respect to registration of such shares for sale in the public market. See "Description of Capital Stock--

Registration Rights".

Prior to this offering, there has been no public market for the Common Stock of the Company and no
predictions can be made of the effect, if any, that the sale or availability for sale of shares of additional
Common Stock will have on the market price of the Common Stock. Nevertheless, sales of substantial
amounts of such shares in the public market, or the perception that such sales could occur, could

adversely affect the market price of the Common Stock and could impair the Company's future ability

to raise capital through an offering of its equity securities.

Legal Matters

The validity of the Common Stock offered hereby will be passed upon for the Company and the Selling
Shareholders by Brobeck, Phleger & Harrison LLP, Palo Alto, California. Certain legal matters in
connection with this offering will be passed upon for the Underwriters by Gunderson Dettmer Stough
Villeneuve Franklin & Hachigian, LLP, Menlo Park, California.

Experts

The financial statements and schedule included in this Prospectus have been audited by Arthur
Andersen LLP, independent public accountants, to the extent and for the periods indicated in their
reports and are included herein in reliance upon the authority of said firm as experts in giving said

reports.

The statements in the Prospectus under the captions "Risk Factors--GeoTel Litigation" and "Business--
GeoTel Litigation" have been reviewed and approved by Blakely Sokoloff Taylor & Zafman as experts in

such matters, and are included herein in reliance upon such review and approval.

Change in Independent Public Accountants

In February 1997, the Company's Board of Directors retained Arthur Andersen LLP as its independent
public accountants and dismissed the Company's former public accountants, Coopers and Lybrand

LLP. The decision to change independent public accountants was approved by resolution of the Board



of Directors. The former independent public accountants' report on the Company's financial
statements at and for the years ended June 30, 1994 and 1995 did not contain an adverse opinion, a
disclaimer of opinion or any qualifications or modifications related to uncertainty, limitation of audit
scope or application of accounting principles. The former independent public accountants' report does
not cover any of the consolidated financial statements of the Company included in this Prospectus.
Coopers & Lybrand LLP did not issue an audit report on the Company's financial statements for any
other period. There were no disagreements with the former public accountants on any matter of
accounting principles or practices, financial statement disclosure or auditing scope or procedure with
respect to the Company's consolidated financial statements up through the time of dismissal that, if
not resolved to the former public accountants' satisfaction, would have caused them to make reference
to the subject matter of the disagreement in connection with their report. Prior to retaining Arthur
Andersen LLP, the Company had not consulted with Arthur Andersen LLP regarding accounting

principles.

Additional Information

The Company has filed with the Securities and Exchange Commission, Washington, D.C. 20549, a
Registration Statement on Form S-1 under the Act with respect to the Common Stock offered hereby.
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 the
Company and such Common Stock offered hereby, reference is made 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 referred to are not
necessarily complete; reference is made in each instance to the copy of such contract or document filed
as an exhibit to the Registration Statement. Each such statement is qualified in all respects by such
reference to such exhibit. The Registration Statement, including exhibits and schedules thereto, may be
inspected without charge at the Commission's principal office in Washington, D.C., and copies of all or
any part thereof may be obtained from such office after payment of fees prescribed by the

Commission.

Special Note Regarding Forward-looking Statements

Certain statements contained in this Prospectus, including, without limitation, statements containing
the words "believes", "anticipates", "estimates", "expects" and words of similar import, constitute
"forward- looking statements" within the meaning of the Private Securities Litigation Reform Act of
1995. Such forward-looking statements involve known and unknown risks, uncertainties and other
factors that may cause the actual results, performance or achievements of the Company, or industry
results, to be materially different from any future results, performance or achievements expressed or
implied by such forward-looking statements. Such factors include, among others, the following: the
limited operating history of the Company; the potential fluctuations in quarterly operating results; the

lengthy sales cycle; the lengthy implementation cycle and dependence on third party consultants; the



risks related to dependence on new products and rapid technological change; competition; product
concentration; the management of growth; the dependence on third-party resellers; the GeoTel
litigation; customer concentration; the dependence on the emerging ECTI market; the risks associated
with international sales and operations; the dependence on key personnel; government regulation of
immigration; the dependence on ability to integrate with third-party technology; risks related to
product liability; the risks related to protection of intellectual property; the concentration of stock
ownership; the lack of a prior public market and the possible volatility of stock price; the shares
eligible for future sale and the registration rights of certain shareholders; the effect of certain charter
provisions and the anti-takeover effects of provisions of the bylaws; dilution; and other factors
referenced in this Prospectus. Certain of these factors are discussed in more detail elsewhere in this
Prospectus, including, "Risk Factors", "Capitalization", "Selected Consolidated Financial Data",
"Management's Discussion and Analysis of Financial Condition and Results of Operations", "Business"
and "Principal and Selling Shareholders". Given these uncertainties, prospective investors are cautioned
not to place undue reliance on such forward-looking statements. The Company disclaims any
obligation to update any such factors or to publicly announce the result of any revisions to any of the

forward-looking statements contained herein to reflect any events or developments.
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Report of Independent Public Accountants

To Genesys Telecommunications Laboratories, Inc.:

We have audited the accompanying consolidated balance sheets of Genesys Telecommunications
Laboratories, Inc. (a California Corporation) and subsidiaries as of June 30, 1995 and 1996, and the
related consolidated statements of operations, shareholders' equity (deficit) and cash flows for each of
the three years in the period ended June 30, 1996. 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 Genesys Telecommunications Laboratories, Inc. and subsidiaries as of June 30,
1995 and 1996, and the results of their operations and their cash flows for each of the three years in

the period ended June 30, 1996, in conformity with generally accepted accounting principles.

Arthur Andersen Llp

San Jose, California April 2, 1997
Genesys Telecommunications Laboratories, Inc.

Consolidated Balance Sheets (In Thousands, Except Share
Amounts)

DECEMBER 31, 1996

JUNE 30, PRO FORMA
————————————————— DECEMBER 31,  SHAREHOLDERS'
1995 1996 1996 EQUITY (DEFICIT)
(UNAUDITED) (UNAUDITED)
ASSETS (NOTE 9) CURRENT ASSETS: Cash and cash equivalents...... $ 203 $ 5,926 $ 1,816 Accounts
receivable, net of allowance for doubtful accounts of $16, $426, and $366, respectively............ 1,675

4,607 10,905 Prepaid expenses and other..... 51 173 324 Total current assets......... 1,929 10,706 13,045
PROPERTY AND EQUIPMENT, at cost, net of accumulated depreciation and amortization.............
327 1,224 2,807 OTHER ASSETS......cccoceeunnnue. --31349 $ 2,256 $ 11,961 $16,201 LIABILITIES AND
SHAREHOLDERS' EQUITY (DEFICIT) CURRENT LIABILITIES: Bank line of credit............ $--$--%
500 Advances from related parties.. 39 25 50 Current portion of capital lease obligations............. 2337
40 Accounts payable............... 835 1,113 1,327 Accounts payable to related parties.........ceevreunee. --268
100 Accrued payroll and related benefits........cccceuvuucee. 126 625 1,141 Other accrued liabilities...... 334
948 1,147 Deferred revenues.............. 1,087 3,081 5,607 Total current liabilities.... 2,444 6,097 9,912
CAPITAL LEASE OBLIGATIONS, net of current portion............. 57 37 16 CONVERTIBLE DEBT TO
RELATED PARTY..ccceveveverreeenenns --367 731 COMMITMENTS AND CONTINGENCIES (Notes 5 and
6) SHAREHOLDERS' EQUITY (DEFICIT): Convertible preferred stock, no par value: Series A:
Authorized-900,000 shares Issued and outstanding-none in 1995, and 900,000 shares in 1996 and at
December 31, 1996 and none on a pro forma basis Liquidation value-$1,995... -- 1,995 1,995 -- Series
B: Authorized-2,400,000 shares Issued and outstanding-none in 1995, 1,897,878 shares in 1996 and
at December 31, 1996 and none on a pro forma basis Liquidation value-$7,000... -- 7,000 7,000 --



Common stock, no par value: Authorized-120,000,000 shares Issued and outstanding- 6,801,000
shares in 1995, 11,319,000 shares in 1996, 12,001,934 shares at December 31, 1996 and 15,220,094

shares on a pro forma basis............... 23 154 352 11,847 Shareholder notes receivable... (18) (112) (297)
(297) Cumulative translation adjustment.......c..cc....... -- -- 92 92 Accumulated deficit............ (250) (3,577)
(3,600) (3,600) Total shareholders' equity (deficit)......cccceueucn. (245) 5,460 5,542 $ 8,042 $ 2,256 $

11,961 $16,201 The accompanying notes are an integral part of these consolidated financial

statements.

Genesys Telecommunications Laboratories, Inc.

Consolidated Statements of Operations (In Thousands, Except
Per Share Amounts)

FOR THE YEARS ENDED FOR THE SIX MONTHS
JUNE 30, ENDED DECEMBER 31,
1994 1995 1996 1995 1996
(UNAUDITED)
REVENUES:
License....covviiiiinnnnnnnnnn. $ 460 $3,077 $ 7,369 $ 2,839 $ 10,233
SeIVICE. ..ttt i i 1,272 1,403 1,950 600 1,571
Total revenues............... 1,732 4,480 9,319 3,439 11,804
COST OF REVENUES:
LiCeNnSe. . vii ittt it 23 123 308 122 465
SeIVICE. ..ttt i i 595 1,190 2,568 819 1,572
Total cost of revenues....... 618 1,313 2,876 941 2,037
GROSS MARGIN......cvvvvvuennnnnnn 1,114 3,167 6,443 2,498 9,767
OPERATING EXPENSES:
Research and development....... 578 959 3,673 1,562 3,527
Sales and marketing............ 162 705 3,030 911 5,038
General and administrative..... 534 1,343 2,979 1,500 1,440
Total operating expenses..... 1,274 3,007 9,682 3,973 10,005
INCOME (LOSS) FROM OPERATIONS.... (160) 160 (3,239) (1,475) (238)
OTHER INCOME (EXPENSE):
Interest income (expense), net. (7) (17) (78) - 202
Other, net......coovvviiinnennn. 30 11 (10) (50) 13
NET INCOME (LOSS)............un.. $ (137) $ 154 $(3,327) $ (1,525) $ (23)
PRO FORMA NET INCOME (LOSS) PER
SHARE . . ottt e e e e e ieeane $ (0.18) $ (0.09) $ --
PRO FORMA WEIGHTED AVERAGE COMMON
AND COMMON EQUIVALENT SHARES.... 18,644 17,760 20,154

The accompanying notes are an integral part of these consolidated financial statements.



Genesys Telecommunications Laboratories, Inc.

Consolidated Statements of Shareholders' Equity (Deficit)

(In Thousands, Except Share and Per Share Amounts)

CONVERTIBLE PREFERRED STOCK
SERIES A SERIES B COMMON STOCK SHAREHOLDER CUMULATIVE
TOTAL
———————————————————————————————————————————————— NOTES ~ TRANSLATION
ACCUMULATED ~ SHAREHOLDERS'
SHARES AMOUNT SHARES ~ AMOUNT ~ SHARES  AMOUNT ~ RECEIVABLE ADJUSTMENT  DEFICIT
EQUITY (DEFICIT)

BALANCES, JULY 1,1993............. --$---- $-- 1,200,000 § 2 $ (2) $-- $ (267) $ (267) Net loss........ -
-----------(137)(137) BALANCES, JUNE 30, 19%4.... -- -- -- -- 1,200,000 2 (2) -- (404) (404)
Issuances of Common Stock.... -- -- -- -- 5,601,000 21 (16) -- -- 5 Net income...... e = -
154 BALANCES, JUNE 30, 1995.... -- -- -- -- 6,801,000 23 (18) -- (250) (245) Issuance of Common
Stock.... -- -- -- -- 4,518,000 129 (102) -- -- 27 Issuance of Series A Preferred Stock. 900,000 1,995 -- --
-- -- -- -- -- 1,995 Issuance of Series B Preferred Stock. -- -- 1,897,878 7,000 -- -- -- -- -- 7,000
Payments on shareholder notes receivable...... -- -- -- -- -- -- 8 -- -- 8 Deferred Compensation
Charge.......... -- === == == 2 -- - -- 2 Net loss........ s e - ---- - == (3,327) (3,327) BALANCES, JUNE
30, 1996.... 900,000 1,995 1,897,878 7,000 11,319,000 154 (112) -- (3,577) 5,460 Exercise of stock
options... -- -- -- -- 190,934 4 -- -- -- 4 Issuances of Common Stock.... -- -- -- -- 888,000 192 (185) -- -- 7
Repurchase of Common Stock.... -- -- -- -- (396,000) (7) -- -- -- (7) Cumulative translation
adjustment...... -- -- -- -- -- -- -- 92 -- 92 Deferred Compensation Charge.......... s === 9 - - -9 Net
loss........ == == == ----------(23) (23) BALANCES, DECEMBER 31, 1996 (Unaudited)...... 900,000
$1,995 1,897,878 $7,000 12,001,934 $ 352 $(297) $ 92 $(3,600) $ 5,542 PRO FORMA BALANCES,
DECEMBER 31, 1996 (Unaudited)...... - $ -- -- § -- 15,220,094 $11,847 $(297) $ 92 $(3,600) $ 8,042

The accompanying notes are an integral part of these consolidated financial statements.

GENESYS TELECOMMUNICATIONS LABORATORIES, INC. CONSOLIDATED STATEMENTS OF
CASH FLOWS (IN THOUSANDS)

FOR THE
FOR THE YEARS SIX MONTHS ENDED
ENDED JUNE 30, DECEMBER 31,
1994 1995 1996 1995 1996
(UNAUDITED)
CASH FLOWS FROM OPERATING ACTIVITIES: Net income (10ss)......c....... $(137) $ 154 $(3,327) §
(1,525) $ (23) Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities: Common stock issued for services rendered............ --1-- -- -- Deferred Compensation
EXPENSE..rrrirererencnennas -- -- 2 -- 9 Depreciation and amortization........c....... 11 56 264 77 317 Provision for
doubtful accounts........cccoeueueee. 514410 -- 10 Changes in operating assets and liabilities: Accounts

receivable......... (297) (1,324) (3,342) (86) (6,308) Prepaid expenses and other.. (3) (43) (122) (83) (151)



Accounts payable............ 257 631 278 (141) 214 Accounts payable to related parties........cceuee.... ----268
-- (168) Accrued payroll and related benefits................... -- 126 499 236 516 Other accrued liabilities...
88 2 614 184 291 Deferred revenues........... 272 688 1,994 1,045 2,526 Net cash provided by (used in)
operating activities. 242 295 (2,462) (293) (2,767) CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment........c.cccecuuu. (83)(227)(1,161) (311) (1,900) Increase in other
assets....... ----(31) (19) (318) Net cash used in investing activities............... (83)(227) (1,192) (330)
(2,218) CASH FLOWS FROM FINANCING ACTIVITIES: Proceeds from bank line of
creditecccncne. -- -- -- -- 500 Principal payments on capital lease obligations............. --(4) (34) (5)
(18) Proceeds from advances from related parties............... 202 102 771 -- 25 Repayments of advances
from related parties............... (145) (221) (757) (22) -- Proceeds from convertible debt to related
parties........... -- -- 367 -- 364 Proceeds from promissory note.. -- -- 1,500 500 -- Repayment of
promissory note... -- -- (600) -- -- Repayment of shareholder notes receivable.................... -8 -
Repurchases of Common Stock.... -- -- -- -- (7) Proceeds from sales of preferred stock............... ----8,095
-- -- Proceeds from sales of common stocK.....oueeeeerenvennnee. -- 527 34 11 Net cash provided by (used in)
financing activities. 57 (118) 9,377 507 875 NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS............ 216 (50) 5,723 (116) (4,110) CASH AND CASH EQUIVALENTS: Beginning of
Period............ 37253203 203 5,926 End of Period.................. $253$203$5,926%$87%1,816
ADDITIONAL DISCLOSURES OF NON- CASH TRANSACTIONS: Repayment of convertible debt
with issuance of preferred stock........ccoevuruuuces $ 900 The accompanying notes are an integral part of

these consolidated financial statements.

Genesys Telecommunications Laboratories, Inc.

Notes to Consolidated Financial Statements

JUNE 30, 1996 (INFORMATION RELATING TO THE SIX MONTHS ENDED DECEMBER 31, 1995
AND 1996 IS UNAUDITED)

1. the Company:

Genesys Telecommunications Laboratories, Inc. (formerly Enhanced Voice Processing, Inc.), was
incorporated in California on October 11, 1990. During fiscal 1995, Genesys Telecommunications
Laboratories, Inc. established a wholly-owned subsidiary in the United Kingdom, and in fiscal 1996 it
established a wholly-owned subsidiary in Russia. Also in fiscal 1996, Genesys Telecommunications
Laboratories, Inc. entered into a joint venture in Canada through which it owned 51% of a Canadian
corporation, Genesys Laboratories Canada, Inc. In February 1997, Genesys Telecommunications

Laboratories, Inc. acquired the remaining 49% of Genesys Laboratories Canada, Inc.



Genesys Telecommunications Laboratories, Inc. and subsidiaries (the "Company") operate in a single
industry segment and are involved in the design, development, marketing and support of a suite of
Enterprise Computer Telephony Integration ("ECTI") products, including platform and applications
software that enable organizations to integrate critical business information and computing resources
with telephony and other telecommunications media. The Company's products are marketed primarily
in North America, Europe and Asia.

2. Summary of Significant Accounting Policies:

Principles of Consolidation

The consolidated financial statements include the accounts of Genesys Telecommunications
Laboratories, Inc. and its subsidiaries. All significant intercompany accounts and transactions are

eliminated in consolidation.

Unaudited Interim Financial Data

The unaudited financial statements as of December 31, 1996 and for the six months ended December
31,1995 and 1996 have been prepared on the same basis as the audited consolidated financial
statements and, in the opinion of management, include all adjustments (consisting of only normal
recurring adjustments) necessary to present fairly the financial information set forth therein, in
accordance with generally accepted accounting principles. The data disclosed in the notes to the
consolidated financial statements for these periods are unaudited. The Company believes the results of
operations for the interim periods are not necessarily indicative of the results to be expected for any
future period.

Foreign Currency Translation

The functional currency of the Company's subsidiaries is the local currency. Accordingly, the Company
applies the current rate method to translate the subsidiaries' financial statements into U.S. dollars.
Translation adjustments are included as a separate component of shareholders' equity (deficit) in the

accompanying consolidated financial statements.

Foreign exchange gains and losses resulting from foreign currency transactions are recorded in other
income (expense) in the accompanying consolidated financial statements and were not material in any

of the periods presented.



Genesys Telecommunications Laboratories, Inc.
Notes to Consolidated Financial Statements--(continued)

Stock-based Compensation

The Financial Accounting Standards Board issued Statement of Financial Accounting Standards No.
123, "Accounting for Stock-Based Compensation” ("SFAS 123") in October 1995. This accounting
standard permits the use of either a fair value based method or the method defined in Accounting
Principles Board Opinion 25, "Accounting for Stock Issued to Employees" ("APB 25") to account for
stock-based compensation arrangements. Companies that elect to employ the valuation method
provided in APB 25 are required to disclose the pro forma net income (loss) and net income (loss) per
share that would have resulted from the use of the fair value based method. The Company has elected
to continue to determine the value of stock-based compensation arrangements under the provisions of
APB 25, and accordingly, it has included the pro forma disclosures required under SFAS 123 in its

consolidated financial statements.

Use of Estimates

The preparation of the consolidated 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 dates
of the consolidated financial statements and the reported amounts of revenues and expenses during

the reporting periods. Actual results could differ from those estimates.

Revenue Recognition

The Company generates revenues from licensing the rights to use its software products directly to end
users and indirectly through value-added resellers. The Company also generates revenues from sales of
post-contract support, consulting and training services performed for customers who license the

Company's products.

Revenues from software license agreements are recognized upon shipment of the software if there are
no significant post-delivery obligations and if collection is probable. If a software license agreement
provides for acceptance criteria that extend beyond the published specifications of the applicable
product, then revenues are recognized upon the earlier of customer acceptance or the expiration of the

acceptance period.



Revenues from post-contract support services are recognized ratably over the term of the support
period. If post-contract support services are included free or at a discount in a license agreement, such
amounts are allocated out of the license fee at their fair market value based on the value established by
independent sale of such post-contract support services to customers. Consulting revenues are
primarily related to implementation services performed on a time and materials basis under separate
service arrangements related to the installation of the Company's software products. Revenues from
consulting and training services are recognized as services are performed. If a transaction includes
both license and service elements, license fee revenue is recognized upon shipment of the software,
provided services do not include significant customization or modification of the base product and the
payment terms for licenses are not subject to acceptance criteria. In cases where license fee payments
are contingent upon the acceptance of services, revenues from both the license and the service

elements are deferred until the acceptance criteria are met.

Cost of license revenues includes the costs of product media, product duplication and manuals, as well

as allocated labor and overhead costs related to preparation and shipment of the product. Cost

Genesys Telecommunications Laboratories, Inc.

Notes to Consolidated Financial Statements--(continued)

of service revenues consists primarily of salaries, benefits and allocated overhead costs related to

consulting personnel and the customer service department.

Deferred revenues include software license fees and services that have been invoiced to the customer

for which the revenue earnings process has not been completed.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months or less
at the time of purchase to be cash equivalents. The Company's investments have consisted of

certificates of deposit with original maturities of three months or less and money market accounts.

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization. Depreciation
is provided using the straight-line method over the estimated useful lives of the related assets (or over
the lease term if it is shorter for leasehold improvements), which range from 3 to 5 years. Property and

equipment leased under capital leases is amortized over the lesser of its useful life or the lease term.



Software Development Costs

The Company capitalizes eligible computer software development costs upon the establishment of
technological feasibility, which the Company has defined as completion of a working model. For fiscal
1994, 1995 and 1996, and the six months ended December 31, 1995 and 1996, costs that were eligible
for capitalization were insignificant and, thus, the Company has charged all software development
costs to research and development expense in the accompanying consolidated statements of

operations.

Pro Forma Net Income (Loss) Per Share

Pro forma net income (loss) per share is computed using the weighted average number of common and
common equivalent shares outstanding during the period. Common equivalent shares consist of
Preferred Stock (using the "if converted" method) and stock options and warrants (using the treasury
stock method). Common equivalent shares are excluded from the computation if their effect is anti-
dilutive except that, pursuant to the Securities and Exchange Commission Staff Accounting Bulletins
and staff policy, such computations include all common and common equivalent shares issued within
the 12 months preceding the initial filing date as if they were outstanding for all periods presented
(using the treasury stock method and an assumed initial public offering price of $15.00 per share). In
addition, Preferred Stock is included in the computation (using the "if converted" method) even when
the effect of their inclusion is anti-dilutive. Pro forma net loss per share data prior to fiscal 1996 have
not been presented since such amounts are not deemed meaningful due to the significant change in the

Company's capital structure that will occur in connection with the proposed offering.

Stock Splits

In August 1996, the Company effected a 3:1 stock split of its Common Stock, and in November 1996
the Company effected a 2:1 stock split of its Common Stock. In February 1997, the Company effected
a 6:1 stock split of its Series A and Series B Preferred Stock.

Genesys Telecommunications Laboratories, Inc.

Notes to Consolidated Financial Statements--(continued)

All share and per share data in the accompanying consolidated financial statements have been
retroactively restated to reflect the stock splits, including the reflection of all preferred share and per

share data on an "as converted" basis.



3. Financial Instruments and Concentration of Credit Risk:

Financial instruments that potentially subject the Company to a concentration of credit risk
principally consist of accounts receivable. As of June 30, 1995, approximately 30% of accounts
receivable were concentrated with three customers. As of June 30, 1996, approximately 43% of
accounts receivable were concentrated with three different customers. As of December 31, 1996,
approximately 30% of accounts receivable were concentrated with three different customers. The
Company generally does not require collateral on accounts receivable, as the majority of the Company's
customers are large, well established companies. The Company provides reserves for credit losses and
such losses have been insignificant in all periods presented in the accompanying consolidated financial

statements.

For cash equivalents, the carrying amount approximates fair value because of the short maturity of
those instruments. For debt, the fair value is estimated based on market prices for similar debt
instruments, and the carrying amount approximates fair value. Substantially all of the Company's cash

and cash equivalents are held in five financial institutions.

4. Property and Equipment:

Property and equipment consist of the following (in thousands):

JUNE 30, ------------- DECEMBER 31,1995 1996 1996
Computer and office equipment.................... $ 227 $1,326 $2,260
Furniture and fixtures...........oiiiinunnnnnn. 86 104 488
Leasehold improvements and other................. 82 120 707
395 1,550 3,455
Less accumulated depreciation and amortization... (68) (326) (648)
$ 327 $1,224 $2,807

Included in property and equipment are assets acquired under capital lease obligations with an original
cost of approximately $84,000, $108,000 and $108,000 as of June 30, 1995 and 1996 and December
31, 1996, respectively. Accumulated amortization on the leased assets was approximately $3,000,
$31,000 and $43,000 as of June 30, 1995 and 1996 and December 31, 1996, respectively.

5. Commitments and Capital Lease Obligations

The Company leases its facilities under noncancellable operating lease agreements, which expire on

various dates through September 2000.



Genesys Telecommunications Laboratories, Inc.

Notes to Consolidated Financial Statements--(continued)

Minimum future lease payments under noncancellable capital and operating leases as of December 31,

1996 are summarized as follows (in thousands):

CAPITAL OPERATING FISCAL YEAR LEASES LEASES

1997 (Six MONthS) . it iit ittt ittt et et et et et e $ 24 $ 353

L PP 40 700

1990 e ittt -- 566

2010 P -- 519

70 -- 129
Total minimum lease payments.........oiiiiiinriinnnenennn 64 $2,267

Less: Amount representing interest at 14% to 19%........... (8)

Present value of minimum lease payments.................... 56

Less: Current portion........uiiiiiiinineiinnneeennneennns (40)

Long-term Portaion. vttt ittt ittt ittt e e $ 16

Rent expense was approximately $61,000, $98,000 and $341,000 in fiscal 1994, 1995 and 1996,
respectively, and $134,000 and $378,000 for the six months ended December 31, 1995 and 1996,

respectively.

6. Litigation

On December 17, 1996, GeoTel Communications Corporation ("GeoTel") filed a lawsuit in the United
States District Court for the District of Massachusetts naming the Company as defendant, and alleging
infringement of a patent issued to GeoTel. On February 10, 1997, the Company filed an answer in
response to the complaint filed by GeoTel, asserting that the GeoTel patent is invalid, denying the
alleged patent infringement and seeking dismissal of the complaint with prejudice. The Company
believes that it has meritorious defenses to the asserted claims and intends to defend the litigation
vigorously. The Company does not believe that any of its current products infringe any valid claims of
GeoTel's patent. However, the outcome of litigation is inherently unpredictable, and there can be no
assurance that the results of these proceedings will be favorable to the Company or that they will not
have a material adverse effect on the Company's business, financial condition or results of operations.
Regardless of the ultimate outcome, the GeoTel litigation could result in substantial expense to the
Company and significant diversion of effort by the Company's technical and managerial personnel. If
the Court determines that the Company infringes GeoTel's patent and that the GeoTel patent is valid
and enforceable, it could issue an injunction against the use or sale of certain of the Company's
products and it could assess significant damages against the Company. Accordingly, an adverse
determination in the proceeding could subject the Company to significant liabilities and require the
Company to seek a license from GeoTel. Although patent and intellectual property disputes in the
software area have sometimes been settled through licensing or similar arrangements, costs associated

with such arrangements may be substantial, and there can be no assurance that a license from GeoTel,



if required, would be available to the Company on acceptable terms or at all. Accordingly, an adverse
determination in the GeoTel litigation could prevent the Company from licensing certain of its
software products, which would have a material adverse effect on the Company's business, financial

condition and results of operations.
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7. Bank Line of Credit

In October 1996, the Company entered into a line of credit agreement that has no expiration terms.
Under the terms of the agreement, the Company may borrow up to $3.0 million under a revolving line
of credit, which includes sublimits of $500,000 for equipment purchases and $500,000 for letters of
credit. The line of credit is secured by substantially all of the Company's assets and advances are
limited to 80% of eligible accounts receivable. Advances under the line accrue interest at the bank's
prime rate plus 0.5% (8.75% at December 31, 1996) for line of credit borrowings and 1.0% for
equipment loans. The line of credit contains provisions that prohibit the payment of cash dividends,
and require the maintenance of specified levels of tangible net worth and certain financial ratios. The

Company was in compliance with these financial covenants as of December 31, 1996.

As of December 31, 1996, $500,000 was outstanding under this line of credit, and none of this balance

related to the equipment sublimit.
8. Related Party Transactions

Loans from Officers, Shareholders and Their Affiliates

During fiscal 1995 and 1996, the Company borrowed an aggregate of $104,500 and $720,000,
respectively, from officers, shareholders and their affiliates. Of these borrowings, $39,000 and $25,000
was outstanding as of June 30, 1995 and 1996, respectively. Certain of these related party loans were

non-interest bearing; however, the imputed interest related to the borrowings was immaterial.

In July 1995, the Company issued a $1.5 million promissory note to a business associate of the
Company's founders. The promissory note bore interest at a rate of 8% per annum. In May 1996, the
principal and accrued interest of $50,499 was converted into 428,796 shares of Series A Preferred

Stock, and the balance of the note was repaid.



In February 1996, the minority interest shareholder of the Company's Canadian subsidiary provided
the subsidiary with a convertible revolving line of credit for CDN $2.0 million (US $1,462,000 as of
December 31, 1996), of which US $367,000 and US $731,100 were outstanding as of June 30,1996
and December 31, 1996, respectively. Loan amounts are due on December 31, 1997 and bear interest
at a rate charged by the Royal Bank of Canada for 30 day Bankers Acceptances plus approximately 42
basis points. Borrowings under this facility are secured by all of the assets of the subsidiary. In March
1997, subsequent to the Company's acquisition of the minority shareholders' shares in the Canadian
subsidiary (Note 12), all amounts outstanding under this facility were repaid, and the facility was

canceled.

Other Related Party Transactions

During fiscal 1995 and 1996, the Company recognized $394,000 and $50,000 of revenue, respectively,
from a contract with a company in which two of the Company's significant shareholders held an
ownership interest. As of June 30, 1995, $200,000 of accounts receivable related to this transaction

were outstanding, and as of June 30, 1996 all amounts due from this related party had been paid.
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9. Preferred Stock

In March 1996, the Company issued 900,000 shares of Series A Preferred Stock at a price of $2.2167
per share. In June 1996, the Company issued 1,897,878 shares of Series B Preferred Stock at a price of
$3.6883 per share. In February 1997, the Company issued 854,363 shares of Series C Preferred Stock
at a price of $11.12 per share.

The rights, preferences, privileges and restrictions granted to the preferred shareholders are as follows:
Dividends

The holders of Series A, Series B and Series C preferred stock are entitled, when and as declared by the
Board of Directors, to annual dividends at a rate of $0.1333, $0.225 and $0.6672 per share,
respectively, prior to the declaration, setting aside or payment of any dividend to the holders of

Common Stock. Dividends are not cumulative. To date, no dividends have been declared.

Liquidation Preference In the event of any liquidation, dissolution or winding up of the Company,
either voluntary or involuntary, the assets and funds of the Company available for distribution will be

distributed as follows:



The holders of Series C Preferred Stock are entitled to receive, prior and in preference to any
distribution to the holders of Series A and Series B Preferred Stock and Common Stock, an amount

equal to $11.12 per share, plus any declared but unpaid dividends with respect to such share.

Thereafter, the holders of Series A and Series B Preferred Stock are entitled to receive, prior and in
preference to any distribution to the holders of Common Stock, an amount equal to $2.2167 and

3.6883 per share, respectively, plus any declared but unpaid dividends with respect to such shares.

After payment to the holders of Series A, Series B and Series C Preferred Stock as described above, the

holders of Common Stock of the Company receive any remaining assets of the Company.
Conversion
The holders of Series A, Series B and Series C Preferred Stock have the following conversion rights:

Each share is convertible into Common Stock at the option of the holder at any time after the date of
issuance. Each share is initially convertible into one share of Common Stock, subject to adjustment for

dilution, as defined in the Articles of Incorporation.

Each share of Preferred Stock will be automatically converted into Common Stock upon the
consummation of a public offering of the Company's Common Stock if the public offering price is not
less than $11.12 per share and if the aggregate proceeds are more than $15,000,000. Series A and
Series B Preferred Stock will be converted into Common Stock upon the written consent of holders of

more than 50% of such series (voting together as a class).
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Voting Rights

The holder of each share of Preferred Stock has the right to one vote for each share of Common Stock

into which such share of Preferred Stock is convertible.

Protective Provisions The Company cannot take certain actions, as defined in the Company's Articles
of Incorporation, without obtaining the affirmative vote or written consent of (i) the holders of a
majority of the outstanding shares of Series A and Series B Preferred Stock (voting together as a class),

and (ii) the holders of at least seventy-five percent of the outstanding shares of Series C Preferred

Stock.
Registration Rights

The holders of Preferred Stock and certain other security holders of the Company have certain
demand and piggyback registration rights as defined in the Company's Registration Rights Agreement
dated February 26, 1997.



Pro Forma Shareholders’ Equity (Deficit)

In connection with the initial public offering of the Company's Common Stock, all outstanding
Preferred Stock will automatically convert into Common Stock upon the closing of the offering. The
pro forma effects on shareholders' equity (deficit) of the conversion of Series A and B Preferred Stock
and the assumed issuance of 420,282 shares of Common Stock upon the exercise of certain warrants
prior to the closing of the offering have been reflected in the accompanying consolidated balance sheet
as of December 31, 1996.

10. Common Stock:

Restricted Stock Purchase Agreements

Since inception, the Company has sold an aggregate of 6,165,000 shares of Common Stock to certain
employees in connection with their employment and to certain vendors. All of these shares were sold at
the fair market value as of the date of purchase as determined by Board of Directors. All of these shares
are subject to stock repurchase agreements whereby the Company has the right to repurchase unvested
shares upon termination of employment or engagement at the original price paid for the shares.
Vesting generally occurs 25% on the first anniversary date of employment or engagement and monthly
thereafter over the following 36 months. As of December 31, 1996, an aggregate of 396,000 shares of
Common Stock have been repurchased under these agreements, and 4,068,800 shares are subject to

the Company's repurchase right at prices ranging from $0.01667 to $0.375 per share.

Stock Option Plan

Under the Company's 1995 Stock Option Plan (the "Option Plan"), the Board of Directors may grant
incentive and nonqualified stock options to employees, directors and consultants. The exercise price
per share for an incentive stock option cannot be less than the fair market value, as determined by the
Board of Directors, on the date of grant. The exercise price per share for a nonqualified stock option
cannot be less than 85% of the fair market value, as determined by the Board of Directors, on the date

of grant. Options granted under the Option Plan generally expire ten years after the date of
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grant and generally vest over a four year period. As of December 31, 1996, a total of 5,292,834 shares

of Common Stock have been authorized for grant under the Option Plan.



Details of option activity under the Option Plan are as follows:

OPTIONS OUTSTANDING

SHARES  --—-—————————mmmmm
AVAILABLE NUMBER PRICE WEIGHTED
FOR GRANT  OF SHARES PER SHARE AVERAGE
Inception of Option Plan......... 2,875,500 -- -- --
Balances, June 30, 1995.......... 2,875,500 -— -- -—
Authorized.............coin.. 437,334 -- -- --
Granted.......ccovviiinnnnnnnnnn (2,622,000) 2,622,000 $.02-$ .23 $.04
Balances, June 30, 1996.......... 690,834 2,622,000 $.02-$ .23 $.04
Authorized..................... 1,980,000
Granted.......coviiiiennnnnnnnn (2,718,500) 2,718,500 $.38-$1.25 $.43
Exercised. ...uuee i eennnnns -- (190,934) $.02 $.02
Canceled.......coviviiiinnnnnnnn 90,375 (90,375) $.02-$ .23 $.03
Balances, December 31, 1996
(unaudited)......cvvvvvninan., 42,709 5,059,191 $.02-$1.25 $.25
OPTIONS OUTSTANDING OPTIONS EXERCISABLE
NUMBER WEIGHTED WEIGHTED NUMBER WEIGHTED
OUTSTANDING AT AVERAGE AVERAGE EXERCISABLE AVERAGE
EXERCISE DECEMBER 31, REMAINING EXERCISE DECEMBER 31, EXERCISE
PRICES 1996 LIFE PRICE 1996 PRICE
$0.02 2,109,691 8.80 $0.02 530,325 $0.02
$0.23 231,000 9.43 $0.23 -- $0.23
$0.38 2,552,500 9.78 $0.38 20,396 $0.38
$1.25 166,000 10.00 $1.25 20,000 $1.25
$0.02-%$1.25 5,059,191 9.36 $0.25 570,721 $0.07

As of December 31, 1996, 570,721 shares were vested and exercisable under the Option Plan. The
weighted average of fair values of options granted during fiscal 1996 and the six months ended
December 31, 1996 was $0.01 and $0.06, respectively.

The Company accounts for options granted under the Option Plan under APB 25, and accordingly,
records compensation expense for any option grants for which the exercise price is below the fair

market value of the underlying Common Stock on the date of grant.

Had compensation cost been determined under a fair value method consistent with SFAS 123, the

Company's net loss and net loss per share would have increased to the following pro forma amounts:

Year Ended Six Months Ended June 30, 1996 December 31,
1996

Net loss (In thousands):

AS Teported. ...ttt ettt $(3,327) $(23)

Pro forma.......uiiiiiiiii i $(3,331) $(70)
Net loss per share:

AS TEPOTTEd. .ot i ittt it et e $ (0.18) $--

o oo T oo 11T $ (0.18) $--
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The fair value of each option grant under the Option Plan is estimated on the date of grant using the
Black-Scholes option pricing model with the following assumptions used for grants: risk-free rates
ranging from 5-7% and corresponding to government securities with original maturities similar to the
vesting periods; expected dividend yield of 0%; expected lives of 3 years beyond vest dates; and

expected volatility of 0%.

I[ssuance of Warrants

Warrants Issued to Consultant In connection with a services consulting agreement, in April 1996, the
Company issued a warrant to a shareholder for the purchase of 420,282 shares of Common Stock at an
exercise price of $5.95 per share. The warrant is first exercisable on the earlier of April 26, 1997 or
upon the filing of a registration statement for an initial public offering of the Company's Common
Stock with aggregate proceeds of not less than $10,000,000. The warrant expires on the earlier of the
closing of an initial public offering or April 26, 2001. The fair value of the warrant at the date of grant

was not material.

Warrants Issued to Series C Shareholders Concurrent with the closing of the sale of Series C Preferred
Stock to two corporate investors, the Company issued warrants for the purchase of 449,664 shares of
Common Stock to one investor (exercisable at a price of 110% of the market price of Common Stock
on December 31, 1997, subject to certain adjustments, if the Company has completed an initial public
offering; otherwise $13.34 per share), and 44,965 shares of Common Stock to the other investor
(exercisable at a price of 110% of the fair market value of Common Stock on the date such shares vest).
The warrants expire in February 2004 and February 2000, respectively. Each of these warrants
becomes exercisable upon the achievement of certain sales and development objectives specified in the
warrant agreements. In accordance with SFAS 123 and related interpretations, the Company recorded
the aggregate estimated fair value of the warrants of $650,000 in February 1997, and will amortize the

value of the warrants to cost of license revenues as the sales and development milestones are achieved.

Shares Reserved for Issuance

As of December 31, 1996, the Company has shares of Common Stock for future issuance as follows:

Number of Shares

Conversion of Series A Preferred StocK.........iiiiiiiiiinnnnnnn.. 900,000
Conversion of Series B Preferred Stock.........ciiiiiiiinnnnnn.. 1,897,878
Conversion of Series C Preferred Stock.........ooiiiiiinnnnnnn.. 854,363

Exercise of StoCk OptaionS....uuiiitiiintiinee i ttiieeeennneaeannnn 5,059,191



Exercise Of Warrants. .. ...t iit ittt ittt tteteeeenneeeeannnn 914,911
9,626,343
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11. Income Taxes:

The components of the net deferred tax asset are as follows (in thousands):

June 30, 1995 1996

Net operating loss carryforwards...........c.eiuiueennnneennnnnn $ - $ 261

Reserves and accruals not currently deductible................ 49 856

Tax credit carryforwards.........cuiiiiiiiinneiinnneeennnnnns 28 51

03 T= o 6 (22)

83 1,146

Valuation alloWancCe . . v vttt ettt ettt ettt ettt (83) (1,146)
Net deferred tax asset.....c.uuiiiinin i inninnennennnnnnns $-- $ --

A valuation allowance has been record for the entire deferred tax asset as a result of uncertainties
regarding the realization of the asset including the limited operating history of the Company, the lack
of profitability to date and the variability of operating results.

As of June 30, 1996, the Company had federal and state net operating loss carryforwards of
approximately $685,000 and $464,000, respectively. In addition, as of June 30, 1996, the Company
had research and development tax credit carryforwards of approximately $51,000. These
carryforwards expire in various periods from 2010 to 2011. The Tax Reform Act of 1986 contains
provisions that may limit the net operating loss and research and development credit carryforwards to
be used in any given year upon the occurrence of certain events, including a significant change in

ownership interest.

12. Acquisition of Minority Interest in Canadian Subsidiary

In February 1996, the Company entered into a joint venture in Canada through which it owned 51% of
a Canadian corporation, Genesys Laboratories Canada, Inc. ("GenCan"). In January 1997, the
respective Boards of Directors of the Company and the minority shareholder of GenCan reached
agreement on the terms and conditions of and signed a memorandum of understanding for the
purchase by the Company of the 49% minority shares of GenCan in exchange for 675,000 shares of
Common Stock of the Company. In February 1997, the Company issued 675,000 shares of Common

Stock to the minority shareholder in accordance with the terms of the January agreement. In



connection with this acquisition, which will be accounted for as a purchase, the Company will allocate
the purchase price based upon the estimated fair value of the assets acquired and liabilities assumed.

The Company estimates that intangible assets acquired will total approximately $2,000,000.
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13. International Operations and Major Customers

Major Customers

The following customers accounted for 10% or more of total revenues in the periods indicated:

FOR THE
SIX MONTHS

FOR THE YEARS ENDED ENDED
JUNE 30, DECEMBER 31,

1994 1995 1996 1995 1996

Customer A. ...ttt 26.5% * * * *
Customer B.......iiiiiiiiiiiiiniinnnns * 11.2% * * *
Customer C....oviiiiiiiiiiiiiiiiiinnnns * 12.8% * * *
Customer D....vviiiiiii ittt * 11.1% 10.2% * *
Customer E......ciiiiiiiiiiiiininnnns * * 10.8% * *
Customer F....oiiiiiiiiiiiiiiiiiiinnnn, * * 10.0% * *

*Less than 10% of total revenues International Operations A summary of the Company's operations by

geographic area is presented below (in thousands):

FOR THE
FOR THE FISCAL YEARS ENDED SIX MONTHS ENDED
JUNE 30, DECEMBER 31,
1994 1995 1996 1995 1996
Revenues from unaffiliated
customers:
North America............ $ 1,732 $ 4,212 $ 6,654 $ 3,092 $ 8,559
Europe........ovviiiinn. -- 268 2,665 347 3,245

$ 1,732 $ 4,480 $ 9,319 $ 3,439 $ 11,804
Intercompany revenues
between geographic areas:

North America............ $ -- $ -- $ 1,013 $ -- $ 1,841

Europe.......cciiiiia.. -- -- -- -- --

Eliminations............. -- -- (1,013) -- (1,841)
$ - $ - $ - $ - $ --

Operating income (loss):

North America............ $ (160) $ 158 $ (3,263) $ (1,327) $ 63

EUTOPE. ottt ieieieeenenn -- 20 21 (148) (257)

Eliminations............. - (18) 3 - (44)

$ (160) $ 160 $ (3,239) $ (1,475) $ (238)

Identifiable assets:
North America............ $ 689 $ 2,184 $ 12,524 $ 2,506 $ 16,198
Europe.......cooiiiinn. -- 431 2,960 818 3,722



Eliminations............. -- (360) (3,523) (814) (3,719)
$ 689 $ 2,255 $ 11,961 $ 2,510 $ 16,201

The information presented above may not be indicative of results if the geographic areas were

independent organizations. Intercompany transactions are made at established transfer prices.

Revenues generated from international sales of the Company's products, which includes export
shipments originating in the United States to unaffiliated customers and sales to unaffiliated customers
from the Company's foreign offices, represented 40.6%, 30.9% and 36.2% of total revenues in fiscal
1994, 1995 and 1996, respectively, and represented 28.3% and 46.7% of total revenues in the six
months ended December 31, 1995 and 1996, respectively.

Genesys Telecommunications Laboratories, Inc.
Notes to Consolidated Financial Statements--(continued)

14. Subsequent Events

1997 Employee Stock Purchase Plan In March 1997, the Board adopted the 1997 Employee Stock
Purchase Plan (the "Purchase Plan") subject to shareholder approval. The Company has reserved
500,000 shares of Common Stock for issuance under the Purchase Plan. The Purchase Plan will enable
eligible employees to purchase common stock at 85% of the lower of the fair market value of the

Company's common stock on the first or the last day of each offering period.

1997 Stock Incentive Plan In March 1997, the Board adopted the 1997 Stock Incentive Plan (the
"1997 Plan"), subject to shareholder approval, which will serve as a successor to the Company's 1995
Stock Option Plan (the "Predecessor Plan"). The Company will reserve shares of Common Stock for
issuance under the 1997 Plan equal to the sum of (i) the shares which remain available for issuance
under the Predecessor Plan, including the shares subject to outstanding options thereunder, and (ii) an
additional increase of 2,400,000 shares. In addition, upon the completion of each fiscal year of the
Company, beginning with the 1998 fiscal year, the share reserve will automatically be increased on the
first trading day of July each year by a number of shares equal to five percent (5%) of the total number
of shares of Common Stock outstanding on the last trading day of the immediately preceding calendar

month.

The 1997 Plan is divided into four separate components: (i) the Discretionary Option Grant Program,
under which eligible individuals in the Company's employ or service (including officers and other
employees, non- employee Board members and independent consultants) may, at the discretion of the
Plan Administrator, be granted options to purchase shares of Common Stock at an exercise price not
less than their fair market value on the grant date, (ii) the Stock Issuance Program, under which such
individuals may, in the Plan Administrator's discretion, be issued shares of Common Stock directly,

either through the purchase of such shares at a price not less than their fair market value at the time of



issuance or as a fully-vested bonus for services rendered the Company, (iii) the Salary Investment
Option Grant Program, under which executive officers and other highly compensated employees may
elect to apply a portion of their base salary to the acquisition of special below-market stock option
grants, and (iv) the Automatic Option Grant Program, under which option grants will automatically be
made at periodic intervals to eligible non- employee Board members to purchase shares of Common

Stock at an exercise price equal to their fair market value on the grant date.

Underwriting

Subject to the terms and conditions of the Underwriting Agreement, the Company has agreed to sell to
each of the Underwriters named below, and each of such Underwriters, for whom Goldman, Sachs &
Co., Lehman Brothers Inc. and Robertson, Stephens & Company LLC are acting as representatives,
have severally agreed to purchase from the Company, the respective number of shares of Common

Stock set forth opposite its name below:

Number of Shares Underwriter of Common Stock

Goldman, Sachs & Co....ceeeeeereeerecreeerecieeeeenns Lehman Brothers InC.....cceeeveveeecreececreeeeenae Robertson,
Stephens & Company LLC.......ccceeveriuiunnes Totalucuciiiiccrriiiennes 2,000,000 Under the terms
and conditions of the Underwriting Agreement, the Underwriters are committed to take and pay for all

of the shares offered hereby, if any are taken.

The Underwriters propose to offer the shares of Common Stock in part directly to the public at the
initial public offering price set forth on the cover page of this Prospectus and in part to certain
securities dealers at such price less a concession of § per share. The Underwriters may allow, and such
dealers may reallow, a concession not in excess of $ per share to certain brokers and dealers. After the
shares of Common Stock are released for sale to the public, this offering price and other selling terms

may from time to time be varied by the representatives.

The Company and the Selling Shareholders have granted the Underwriters an option exercisable for 30
days after the date of this Prospectus to purchase up to an aggregate of 300,000 additional shares of
Common Stock to cover over- allotments, if any. If the Underwriters exercise their over-allotment
option, the Underwriters have severally agreed, subject to certain conditions, to purchase
approximately the same percentage thereof that the number of shares to be purchased by each of them,

as shown in the foregoing table, bears to the 2,000,000 shares of Common Stock offered.

The Company and its officers, directors and shareholders have agreed that, during the period
beginning from the date of this Prospectus and continuing to and including the date 180 days after the
date of the Prospectus, they will not, subject to certain exceptions, offer, sell, contract to sell, grant an
option to sell, transfer or otherwise dispose of any securities of the Company without the prior written

consent of the representatives of the Underwriters.



The representatives of the Underwriters have informed the Company that they do not expect sales to
accounts over which the Underwriters exercise discretionary authority to exceed five percent of the

total number of shares of Common Stock offered by them.

Prior to this offering, there has been no public market for the Common Stock. The initial public
offering price will be negotiated between the Company and the representatives of the Underwriters.
Among the factors to be considered in determining the initial public offering price of the Common
Stock, in addition to prevailing market conditions, will be the Company's historical performance,
estimates of the business potential and earnings prospects of the Company, an assessment of the
Company's management and the consideration of the above factors in relation to market valuations of

companies in related businesses.

The Company has applied for quotation of the Common Stock on the Nasdaq National Market under
the symbol "GCTI".

The Company and, if the Underwriters' over-allotment option is exercised, the Selling Shareholders,
have agreed to indemnify the several Underwriters against certain liabilities, including liabilities under

the Securities Act.

Lehman Brothers Inc., one of the Representatives of the Underwriters, performed certain consulting

services to the Company in connection with the Company's Series C Preferred Stock financing,

In connection with this offering, the Underwriters may purchase and sell the Common Stock in the
open market. These transactions may include over-allotment and stabilizing transactions and
purchases to cover syndicate short positions created in connection with this offering. Stabilizing
transactions consist of certain bids or purchases for the purpose of preventing or retarding a decline in
the market price of the Common Stock; and syndicate short positions involve the sale by the
Underwriters of a greater number of shares of Common Stock than they are required to purchase from
the Company in this offering. The Underwriters also may impose a penalty bid, whereby selling
concessions allowed to syndicate members or other broker-dealers in respect of the securities sold in
this offering for their account may be reclaimed by the syndicate if such securities are repurchased by
the syndicate in stabilizing or covering transactions. These activities may stabilize, maintain or
otherwise affect the market price of the securities, which may be higher than the price that might
otherwise prevail in the open market; and these activities, if commenced, may be discontinued at any
time. These transactions may be effected on the Nasdaq Stock Market, in the over-the-counter market

or otherwise.

NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR TO MAKE ANY
REPRE- SENTATIONS OTHER THAN THOSE CONTAINED IN THIS PROSPECTUS, AND, IF
GIVEN OR MADE, SUCH INFORMATION OR REPRESENTATIONS MUST NOT BE RELIED UPON
AS HAVING BEEN AUTHORIZED. THIS PROSPECTUS DOES NOT CONSTITUTE AN OFFER TO
SELL OR THE SOLICITATION OF AN OFFER TO BUY ANY SECURITIES OTHER THAN THE
SECURITIES TO WHICH IT RELATES OR AN OFFER TO SELL OR THE SOLICITATION OF AN
OFFER TO BUY SUCH SECURITIES IN ANY CIRCUMSTANCES IN WHICH SUCH OFFER OR
SOLICITATION IS UNLAWFUL. NEITHER THE DELIVERY OF THIS PROSPECTUS NOR ANY



SALE MADE HEREUNDER SHALL, UNDER ANY CIRCUMSTANCES, CREATE ANY
IMPLICATION THAT THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY
SINCE THE DATE HEREOF OR THAT THE INFOR- MATION CONTAINED HEREIN IS CORRECT
AS OF ANY TIME SUBSEQUENT TO ITS DATE.
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ALL DEALERS EFFECTING TRANSACTIONS IN THE COMMON STOCK, WHETHER OR NOT
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[Logo]

Goldman, Sachs & Co.

Lehman Brothers

Robertson, Stephens & Company
Representatives of the Underwriters
Part It

Information Not Required in Prospectus

[tem 13. Other Expenses of Issuance and Distribution

The following table sets forth the costs and expenses, other than underwriting discounts and
commissions, payable by the Company in connection with the sale of Common Stock being registered.

All amounts are estimates, except the SEC registration fee and the NASD filing fees.

SEC registration fee....uiiiiitinnii ittt enneeeenneennnnennnns $ 11,152
NASD FE ittt e e e e e e e e e 4,180
Nasdag National Market listing fee .......iiiiiiiiiiiiiiiennnnn

Printing and engraving eXPeNSeS. ... uu e eeeeeeeeeeeeeeeeeennnnnn *
Legal fees and EXPeNSES . .« ettt ettt et e ettt ettt *
Accounting fees and eXPeNnsSesS......uitiieteteeeeeeennneeennnnnnnnn *
Officers' and directors' liability insurance..................... *

Blue sky fees and eXpPenSeS. ...ttt eeeeeeeeenannnn 5,000
Transfer agent fees. ...ttt et eeeeeeean *
Miscellaneous fees and EXPEeNSES . . ittt e et e ee e eeeeennnnnnannns *

LI o 1 $1,100,000

*To be filed by amendment.



[tem 14. Indemnification of Directors and Officers

As allowed by the California General Corporation Law, the Company's Articles of Incorporation
provide that the liability of the directors of the Company for monetary damages shall be eliminated to
the fullest extent permissible under California law. This is intended to eliminate the personal liability
of a director for monetary damages in an action brought by or in the right of the Company for breach
of a director's duties to the Company or its shareholders, except for liability: (1) for acts or omissions
that involve intentional misconduct or a knowing and culpable violation of law; (2) for acts or
omissions that a director believes to be contrary to the best interests of the Company or its
shareholders or that involve the absence of good faith on the part of the director; (3) for any
transaction from which a director derived an improper personal benefit; (4) for acts or omissions that
show a reckless disregard for the director's duty to the Company or its shareholders in circumstances in
which the director was aware, or should have been aware, in the ordinary course of performing a
director's duties, of a risk of serious injury to the Company or its shareholders; (5) for acts or omissions
that constitute an unexcused pattern of inattention that amounts to an abdication of the director's
duty to the Company or its shareholders; (6) with respect to certain transactions, or the approval of
transactions, in which a director has a material financial interest; and (7) with respect to approval of
certain improper distributions to shareholders or certain loans or guarantees. This provision does not
eliminate or limit the liability of an officer for any act or omission as an officer, notwithstanding that
the officer is also a director or that his actions, if negligent or improper, have been ratified, by the Board
of Directors. Further, the provision has no effect on claims arising under federal or state securities laws
and does not affect the availability of injunctions and other equitable remedies available to the
Company's shareholders for any violation of a director's fiduciary duty to the Company or its
shareholders. Although the validity and scope of the legislation underlying the provision have not yet
been interpreted to any significant extent by the California courts, the provision may relieve directors
of monetary liability to the Company for grossly negligent conduct, including conduct in situations

involving attempted takeovers of the Company.

The Company's Bylaws permit it to indemnify its officers and directors to the fullest extent permitted
by law. In addition, the Company's Articles of Incorporation expressly authorize the use of
indemnification agreements, and the Company has entered into separate indemnification agreements
with each of its directors and its executive officers. These agreements required the Company to
indemnify its officer and directors to the fullest extent permitted by law, including circumstances in
which indemnification would otherwise be discretionary. Among other things the agreements require
the Company to indemnify directors and officers against certain liabilities that may arise by reason of’
their status or service as directors and officers and to advance their expenses incurred as a result of any

proceeding against them as to which they could be indemnified.

The Underwriting Agreement provides for indemnification of the Company by the Underwriters for

certain liabilities, including liabilities arising under the Securities Act of 1933, as amended.



Item 15. Recent Sales of Unregistered Securities

Since January 1, 1993, the Registrant has issued and sold the following securities:

1. As of December 31, 1996, the Registrant issued and sold 5,811,000 shares (net of repurchases) of its
Common Stock to employees at prices ranging from $.0167 to $.225 pursuant to direct issuances

under Restricted Stock Purchase Agreements (Exhibit 10.3).

2.As of December 31, 1996, the Registrant issued and sold 190,934 shares of its Common Stock to
employees at a price of $.0167 pursuant to exercises of options under its 1995 Stock Option Plan
(Exhibit 10.2).

3. OnJanuary 20, 1993 and October 15, 1994, the Registrant issued and sold 6,000,000 shares of
Common Stock for an aggregate purchase price of $10,000 to the five founders of the Registrant.

4. On March 29, 1996, the Registrant issued and sold 900,000 shares of Series A Preferred Stock for an
aggregate purchase price of approximately $1,995,000 to a group of seven investors and a director of

the Registrant.

5.0n April 26, 1996, the Registrant issued and sold warrants to purchase 420,282 shares of Common
Stock with an aggregate exercise price of approximately $2,500,000 for advisory services provided by

one investor.

6.0n June 13, 1996, the Registrant issued and sold 1,897,878 shares of Series B Preferred Stock for an
aggregate purchase price of approximately $7,000,000 to a group of four investors.

7.0n February 26, 1997, the Registrant issued and sold 854,363 shares of Series C Preferred Stock for
an aggregate purchase price of approximately $9,500,517 to two investors and warrants to purchase
44,965 and 449,664 shares of Series C Preferred Stock, respectively, with an exercise price per share of
110% of the current fair value on the date such shares vest pursuant to the vesting schedule, which
expire on February 26, 2000, and at an exercise price per share of 110% of the current market price on
December 31, 1997 (subject to certain adjustments) if the Company has completed an initial public
offering of its Common Stock; otherwise $13.34, which expire on February 26, 2004.

8. On February 26, 1997, the Registrant issued and sold 675,000 shares of Common Stock in exchange

for a 49% equity interest in Genesys Laboratories Canada, Inc. to one investor.

The issuances described in Items 15(a)(1) and 15(a)(2) were deemed exempt from registration under the
Act in reliance upon Rule 701 promulgated under the Act. The issuances of the securities described in
Items 15(a)(3) through 15(a)(8) were deemed to be exempt from registration under the Act in reliance
on Section 4(2) of such Act as transactions by an issuer not involving any public offering. In addition,
the recipients of securities in each such transaction represented their intentions to acquire the
securities for investment only and not with a view to or for sale in connection with any distribution
thereof and appropriate legends were affixed to the share certificates and warrants issued in such
transactions. All recipients had adequate access, through their relationships with the Registrant, to

information about the Registrant.



[tem 16. Exhibits and Consolidated Financial Statement
Schedules

(a) Exhibits

Exhibit No. Description

1.1x% Form of Underwriting Agreement (preliminary form).

3.1 Amended and Restated Articles of Incorporation of the Registrant,
as amended to date.

3.2 Form of Restated Articles of Incorporation to be filed after the
closing of this offering made pursuant to this Registration
Statement.

3.3 Bylaws of the Registrant, as amended.

3.4 Form of Bylaws to be effective upon the effectiveness of this
Registration Statement.

4.1 Reference is made to Exhibits 3.1, 3.2, 3.3 and 3.4.

4. 2% Specimen Common Stock certificate.

4.3 Series A Preferred Stock Purchase Agreement, dated March 29, 1996
among the Registrant and the investors named therein.

4.4 Common Stock Purchase Warrant, dated April 26, 1996 between the
Registrant and Benchmark Capital Partners, L.P.

4.5 Series B Preferred Stock Purchase Agreement, dated June 13, 1996
among the Registrant and the investors named therein.

4.6 Securities Purchase Agreement, dated February 26, 1997 between the
Registrant and MCI Telecommunications Corporation ("MCI").

4.7+ Warrant to Purchase Shares of Series C Preferred Stock, dated
February 26, 1997 between the Registrant and MCI.

4.8 Series C Preferred Stock and Warrant Purchase Agreement, dated
February 26, 1997 between the Registrant and Intel Corporation
("Intel").

4.9+ Warrant to Purchase Shares of Series C Preferred Stock, dated
February 26, 1997 between the Registrant and Intel.

4.10 Stock Exchange Agreement, dated February 26, 1997 between the
Registrant and Bruncor, Inc. ("Bruncor").

4.11 Registration Rights Agreement, dated February 26, 1997, among the
Registrant and the investors named therein.

5.1 Opinion of Brobeck, Phleger & Harrison LLP.

10.1 Form of Indemnification Agreement entered into between the
Registrant and its directors and officers.

10.2 The Registrant's 1995 Stock Option Plan, as amended.

10.3 Form of the Registrant's Restricted Stock Purchase Agreement.

10.4% The Registrant's 1997 Stock Incentive Plan.

10.5% The Registrant's Employee Stock Purchase Plan.

10.6 [Intentionally left blank]

10.7 Credit Line with Imperial Bank, dated October 28, 1996.

10.8 Facilities Lease dated July 1, 1996 between the Registrant and

1155 Market Partners, with modifications dated January 21, 1997
and January 30, 1997.

10.9+ Master Software License Agreement dated January 31, 1996,
including Addendum to Master License Agreement dated February 1,
1996, as amended on February 26, 1997 by and between the
Registrant and MCI.

10.10+ Software Maintenance Agreement dated January 31, 1996, as amended
on February 26, 1997 by and between the Registrant and MCI.

11.1 Computation of Pro Forma Net Loss Per Share.

16.1 Change in Independent Auditor's Letter.



Exhibit No. Description

21.1 Subsidiaries of the Registrant.

23.1 Consent of Independent Public Accountants (see page I1I-6)
23.2 Consent of Counsel. Reference is made to Exhibit 5.1.
23.3 Consent of Counsel.

24.1 Power of Attorney (see page II-5)

27 Financial Data Schedule.

*'To be supplied by amendment. +Confidential treatment requested as to certain portions of these
exhibits.

(b) Consolidated Financial Statement Schedules

Schedule I1--valuation of Qualifying Securities

Schedules not listed above have been omitted because the information required to be set forth therein

is not applicable or is shown in the financial statements or notes thereto.

Item 17. Undertakings

The Registrant hereby undertakes to provide to the Underwriters at the closing specified in the
Underwriting Agreement, 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 Act may be permitted to directors, officers
and controlling persons of the Registrant pursuant to the California General Corporation Law, the
Articles of Incorporation or the Bylaws of the Registrant, Indemnification Agreements entered into
between the Registrant and its officers and directors, the Underwriting Agreement, or otherwise, the
Registrant has been advised that in the opinion of the Securities and Exchange Commission such
indemnification is against public policy as expressed in the Act, 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 hereunder, 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 of whether such indemnification by it is against public policy as

expressed in the Act and will be governed by the final adjudication of such issue.
The Registrant hereby undertakes that:

(1) For purposes of determining any liability under the Act, 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 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 Act, 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 this 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
FRANCISCO, STATE OF CALIFORNIA, ON THIS 2 DAY OF APRIL, 1997.

Genesys Telecommunications Laboratories, Inc.

By: /s/ Gregory Shenkman Gregory Shenkman President and Chief Executive Officer

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints jointly and severally, Gregory Shenkman and Michael J. McCloskey, and each
one of them, his attorneys-in-fact, each with the power of substitution, for him in any and all capacities,
to sign any and all amendments to this Registration Statement (including post effective amendments),
and to file the same, with exhibits thereto and other documents in connection therewith, with the
Securities and Exchange Commission, hereby ratifying and confirming all that each of said attorneys-

in-fact, or his substitute or substitutes, may 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/ Gregory Shenkman President, Chief Executive Officer April 2, 1997
(Principal Executive Officer),
Gregory Shenkman Director
/s/ Alec Miloslavsky Vice Chairman, Chief Technical Officer, April 2, 1997
Director
Alec Miloslavsky
/s/ Michael J. McCloskey Vice President, Finance and April 2, 1997
International, Chief Financial Officer
Michael J. McCloskey and Secretary
/s/ James Jordan Chairman of the Board and Director April 2, 1997
James Jordan
/s/ Bruce Dunlevie Director April 2, 1997
Bruce Dunlevie
/s/ Paul Levy Director April 2, 1997

Paul Levy



Exhibit 23.1

Consent of Independent Public Accountants

As independent public accountants, we hereby consent to the use of our reports and to all references to

our firm included in or made a part of this registration statement.

Arthur Andersen Lip

San Jose, California April 2, 1997

Report of Independent Public Accountants on Schedule

To Genesys Telecommunications Laboratories, Inc.:

We have audited in accordance with generally accepted auditing standards, the consolidated financial
statements of Genesys Telecommunications Laboratories, Inc. and subsidiaries included in this
registration statement and have issued our report thereon dated April 2, 1997. Our audit was made for
the purpose of forming an opinion on the basic financial statements taken as a whole. The schedule
listed in the index is presented for purposes of complying with the Securities and Exchange
Commissions rules and is not part of the basic financial statements. This schedule has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
fairly states in all material respects the financial data required to be set forth therein in relation to the

basic financial statements taken as a whole.

Arthur Andersen Lip

San Jose, California April 2, 1997

Schedule I1

Valuation and Qualifying Accounts

BALANCE AT ADDITIONS BALANCE
BEGINNING OF CHARGED TO WRITE- AT END OF
PERIOD EXPENSE OFFS PERIOD
Allowance for doubtful accounts
Year ended June 30, 1994......... -- $ 51,500 -- $ 51,500
Year ended June 30, 1995......... $51,500 $ 4,000 $(40,000) $ 15,500

Year ended June 30, 1996......... $15,500 $410,500 --  $426,000
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