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REGISTRATION STATEMENT FOR THE SAME OFFERING. [ 1 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. [ 1 IF THIS FORM IS A POST-EFFECTIVE
AMENDMENT FILED PURSUANT TO RULE 462(D) UNDER THE SECURITIES ACT, CHECK THE FOLLOWING

BOX AND LIST THE SECURITIES ACT REGISTRATION NUMBER OF THE EARLIER EFFECTIVE

REGISTRATION STATEMENT FOR THE SAME OFFERING. [ 1 IF DELIVERY OF THE PROSPECTUS IS

EXPECTED TO BE MADE PURSUANT TO RULE 434, PLEASE CHECK THE FOLLOWING BOX. [ 1

CALCULATION OF REGISTRATION FEE

PROPOSED MAXIMUM

AGGREGATE OFFERING AMOUNT OF

TITLE OF EACH CLASS OF
PRICE(1) REGISTRATION

SECURITIES TO BE REGISTERED

FEE
$ 75,000,000 $ 20,850.00

COMMON STOCK, $0.0001 PAR VALUE PER SHARE...................
(1) ESTIMATED SOLELY FOR THE PURPOSE OF DETERMINING THE REGISTRATION FEE IN ACCORDANCE

WITH RULE 457(0) UNDER THE SECURITIES ACT OF 1933.

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 OR UNTIL
THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION,
ACTING PURSUANT TO SAID SECTION 8(A), MAY DETERMINE.



THE INFORMATION IN THIS PRELIMINARY PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED.
THESE SECURITIES MAY NOT BE SOLD UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PRELIMINARY PROSPECTUS IS NOT AN
OFFER TO SELL NOR DOES IT SEEK AN OFFER TO BUY THESE SECURITIES IN ANY JURISDICTION
WHERE THE OFFER OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION. DATED NOVEMBER 24, 1999.
[ 1 SHARES
ORGANIC, INC.

COMMON STOCK [ORGANIC LOGO] THIS IS AN INITIAL PUBLIC OFFERING OF SHARES OF COMMON
STOCK OF ORGANIC, INC. ALL OF THE SHARES OF COMMON STOCK ARE BEING SOLD BY ORGANIC.

PRIOR TO THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE COMMON STOCK. IT IS
CURRENTLY ESTIMATED THAT THE INITIAL PUBLIC OFFERING PRICE PER SHARE WILL BE BETWEEN $
AND $ . APPLICATION HAS BEEN MADE FOR QUOTATION OF THE COMMON STOCK ON THE NASDAQ
NATIONAL MARKET UNDER THE SYMBOL "OGNC".

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

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

PER SHARE TOTAL

Initial public offering pPrice.......c.uvuiueinninernnneeennnns $ $
Underwriting discCount. ... vivintininiineniereennerenneennnn $ $
Proceeds, before expenses, to 0rganic..........eevvuiueennnn. $ $

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

THE UNDERWRITERS EXPECT TO DELIVER THE SHARES ON

GOLDMAN, SACHS & CO. DONALDSON, LUFKIN & JENRETTE THOMAS WEISEL PARTNERS LLC PROSPECTUS
DATED

INSIDE FRONT COVER:

ORGANIC LOGO COPY: CONNECTING CUSTOMERS TO BUSINESSES INSIDE GATEFOLD: ORGANIC LOGO
HEADLINE: CONNECTING CUSTOMERS TO BUSINESSES SUB HEAD: INTEGRATED SOLUTIONS FOR ONLINE
BUSINESS NEEDS COPY: ORGANIC'S CUSTOMER-CENTRIC APPROACH FOCUSES ON THE INTEGRAL
RELATIONSHIP BETWEEN OUR CLIENTS AND THEIR CUSTOMERS.

WE BELIEVE THAT THE DEMAND FOR OUR SERVICES WILL GROW AS COMPANIES EMBRACE THE EMERGING
PARADIGM SHIFT TOWARDS CUSTOMER EMPOWERMENT.

UNDERSTANDING THAT COMMUNICATION BETWEEN BUSINESSES AND THEIR CUSTOMERS IS CRITICAL,
ORGANIC'S INTEGRATED SERVICE OFFERING ADDRESSES ALL OF THE POINTS OF CONTACT IN THE
CUSTOMER EXPERIENCE.

WE BUILT ORGANIC TO LEAD THE TREND TOWARDS CUSTOMER-CENTRIC SOLUTIONS BY DEVELOPING A
CORE SUITE OF INTEGRATED SERVICES WITH THE EXPERTISE AND KNOWLEDGE TO MEET THE NEEDS OF
AND CONNECT CUSTOMERS TO BUSINESSES.

THE DIAGRAM

CENTER OF DIAGRAM: CUSTOMERS (DIALOG) TO BUSINESS (DIALOG) SECOND AND THIRD TIERS OF
DIAGRAM: (EACH OF THE FOUR SERVICES SHOWN BELOW ARE INTEGRATED, BUT RESPONSIBLE FOR
SPECIFIC SPECIALIZATIONS) SERVICE: MEDIA; FULFILLS: AWARENESS, ACCESS SPECIALIZATIONS
WITHIN SERVICE LINE: STRATEGIC CONSULTING SERVICES, INTEGRATED ADVERTISING, MEDIA
PLANNING, MEDIA BUYING, RESEARCH & ANALYSIS, DEVELOPMENT SERVICE: COMMUNICATIONS;
FULFILLS: PUBLICITY, EXPOSURE SPECIALIZATIONS WITHIN SERVICE LINE: STRATEGIC CONSULTING



SERVICES, PUBLIC RELATIONS, MESSAGING, LAUNCH SERVICES, ANALYST RELATIONS, MARKETING
SERVICE: IBUSINESS; FULFILLS: BUSINESS, PRODUCT SPECIALIZATIONS WITHIN SERVICE LINE:
STRATEGIC CONSULTING SERVICES, CREATIVE SERVICES, ENGINEERING SERVICES, TECHNOLOGY
INTEGRATION, RESEARCH & ANALYSIS, DEVELOPMENT SERVICE: LOGISTICS; FULFILLS: CUSTOMER
SERVICE, FULFILLMENT SPECIALIZATIONS WITHIN SERVICE LINE: STRATEGIC CONSULTING
SERVICES, CUSTOMER SERVICE, FULFILLMENT, TECHNOLOGY DEPLOYMENT STRATEGIES, DATA
MANAGEMENT, SUPPLY CHAIN MANAGEMENT

CALLOUTS AT BOTTOM OF PAGE SPREAD:

SUBHEAD1: GLOBAL EXPANSION IMAGE 1: MAP OF ORGANIC OFFICE LOCATIONS COPY: NONE IMAGE 2:
PHOTO OF ORGANIC EMPLOYEES SUBHEAD2: EXPAND CLIENT ENGAGEMENTS COPY2: IT IS A PRIORITY
FOR EVERY SERVICE LINE TO EFFECTIVELY TARGET AND SOLICIT NEW CLIENTS, SEPARATELY AND
TOGETHER. OUR BUSINESS PROCESSES AND INFRASTRUCTURE ARE ALL FOCUSED ON OPTIMIZING
SERVICE AND GROWTH TO SUPPORT OUR CLIENTS.

IMAGE 3: PHOTO OF ORGANIC EMPLOYEES SUBHEAD 3: ATTACTION & RETENTION COPY3: ORGANIC
VIEWS ITS CULTURE AND VALUES AS CORE ASSETS. EACH OFFICE IS STAFFED WITH MULTI-
DISCIPLINARY EXPERTS WHO CONTRIBUTE TO THE SUCCESSFUL GROWTH AND INTEGRATION OF OUR
SERVICE OFFERINGS.

IMAGE 4: PHOTO OF ORGANIC EMPLOYEES SUBHEAD 4: UNDERSTANDING & INNOVATING COPY4:
THROUGH RESEARCH, ANALYSIS, AND TESTING, ORGANIC GAINS A BETTER UNDERSTANDING OF THE
CUSTOMER MINDSET. OUR INNOVATIVE PRACTICE, VOICE, REPRESENTS THE VOICE OF THE CUSTOMER,
WHICH IS INTEGRATED THROUGHOUT THE DEVELOPMENT PROCESS.

IMAGE 5: PHOTO OF ORGANIC EMPLOYEES SUBHEAD 5: KNOWLEDGE MANAGEMENT COPY5: OUR NETWORK
MAXIMIZES THE OPPORTUNITY TO SOLVE AND INNOVATE QUICKLY. KNOWLEDGE MANAGEMENT TOOLS
GIVE OUR TEAMS THE ABILITY TO EFFECTIVELY COMMUNICATE ACROSS SERVICE LINES AND INNOVATE
THROUGH TECHNOLOGY.

Prospectus Summary

This summary highlights selected information contained elsewhere in this prospectus. This summary
may not contain all of the information that you should consider before investing in the common stock.
You should read the entire prospectus carefully, including "Risk Factors" and our consolidated financial

statements before making an investment decision.

Our Business

Organic is a leading Internet professional services firm focused on the customer-to-business market.
We fundamentally believe that the Internet has caused a customer-centric revolution by shifting the
balance of power and control from businesses to customers, and has created the first truly global
marketplace. Our suite of integrated services helps our clients address the challenges and opportunities

these changes present.

We believe the key to our success, and what differentiates us, is our complete focus on our clients'
customers. We view the ultimate customer, whether a business partner or consumer, as the central and
most influential participant in a commercial relationship. This customer-to-business approach fully
encompasses both the traditional business-to-consumer and business-to-business markets. We believe
that demand for our services will grow as companies seek customer-focused solutions to manage these

relationships. We built Organic by anticipating customer needs, developing innovative solutions and



delivering a suite of integrated services required to build and operate successful online businesses. By
expanding our business into Asia, Europe and Latin America, we believe we have established the

presence to deliver our suite of services globally.

We have experienced significant growth in demand for our services, with revenues increasing from
$6.8 million in 1997 to $51.8 million for the nine months ended September 30, 1999. We believe the
rapid growth of the customer-to-business market, the strength of our integrated service offering, our
premier client base and strong client relationships, our scalable systems and business processes as well
as our collaborative team approach have been the primary drivers of our success. We have organically
grown our business by focusing on recruiting, training and building our infrastructure, creating one of
the largest independent Internet professional services organizations with nearly 700 employees in 7

offices worldwide.

Founded in 1993, we have a long and distinguished history as a leader and innovator in the Internet
professional services industry. Since 1994, we have designed and developed a number of first-in-
category Web sites, including AT&T, Club Med, Volvo and Yahoo!. In addition, we led the development
of the Apache Web server and founded Accrue Software (Nasdaq: ACRU), a developer of network-
based tools for measuring Web site performance. We have performed work for over 250 clients and
have gained significant experience by working with both leading offline and emerging Internet
companies, including Barnes & Noble, Blockbuster, Boo.com, CDNOW, Chase Manhattan Bank,
Compaq, DaimlerChrysler, Tommy Hilfiger and Washington Mutual.

Our Service Model

We deliver value to our clients and their ultimate customers by addressing all of the points of contact in
the customer experience. Since our inception, we have sought to provide an integrated solution by
expanding our service offering to meet our clients' evolving needs. This is important to our clients
because we help create their online businesses and maximize the results of those online businesses over

time. Our comprehensive suite of integrated services includes:

- iBusiness: Strategic consulting, creative, engineering and integration services necessary to design,

create, implement and maintain a successful online business;

- Media and Communications: Marketing and public relations services necessary to build brands,
generate awareness, drive visits and transactions as well as understand customer behavior through
continuous data and feedback analysis; and 3 - Logistics: Customer service and fulfillment consulting
and transaction management services necessary to ensure superior product delivery, customer

satisfaction and loyalty.

We believe that these disciplines are not independent elements, but are highly dependent on one
another and must be fully integrated to create a comprehensive strategy that encompasses the entire

customer experience.



Our Market Opportunity

Few businesses have the internal capabilities to address the opportunities and challenges of the
Internet. The complexity of conducting business online, the rapidly changing technological
environment, the need to improve time-to-market and the limited supply of technically proficient
internal personnel creates significant demand for Internet professional services. According to a 1998
Dataquest survey, 83% of Fortune 1000 companies currently invest, or plan to invest, in Internet
professional services solutions. Furthermore, International Data Corporation estimates the worldwide
market for Internet professional services will grow from $7.8 billion in 1998 to $78.6 billion in 2003,

which represents a compound annual growth rate of more than 58%.

Our Strategy

Our objective is to be the leading Internet professional services firm focused on the customer-to-

business market. To achieve this objective, we plan to:

- hire and retain the best people;

- leverage our business processes and infrastructure;

- continue our track record of innovation;

- expand our relationships with our existing client base;

- effectively target and solicit new clients; and - continue our global expansion.

Our Offices

Our headquarters are located at 510 Third Street, San Francisco, California 94107 and our telephone
number is (415) 365-5500. Our Web site is www.organic.com. This reference to our Web site does not

constitute incorporation by reference of the information contained at our site.

The Offering

Common stock offered by Organic.......cceeueuuee shares Common stock to be outstanding after shares this
offering......ccceceeeccrcecececennne Use of proceeds.......ccceceerererurerurueuencnee To expand our corporate infrastructure,
reduce outstanding debt and for general corporate purposes, including working capital and capital
expenditures. Proposed Nasdaq National Market symbol............ "OGNC" The number of shares of
common stock to be outstanding after this offering is based on the number of shares outstanding as of

September 30, 1999 and does not include the following:

- 5,237,644 shares of common stock issuable upon exercise of stock options outstanding at a weighted
average exercise price of $2.17 per share granted under our 1997 stock option plan and 1,797,651

shares available for future issuance under our 1997 stock option plan; or - 3,500,000 shares of



common stock reserved for future issuance under our 1999 long-term stock incentive plan.

Please see "Capitalization" for a more complete description regarding the outstanding shares of our

common stock and options to purchase our common stock and other related matters.
Unless otherwise noted, all information in this prospectus assumes that:

- the underwriters will not exercise their option to purchase additional shares of common stock to

cover over-allotments, if any;

- each outstanding share of our preferred stock will convert into one share of common stock prior to

the closing of this offering;
- our outstanding warrant will be exercised;

- we will complete a for 1 split of our common stock before this offering is completed; and - the public

offering price will be $ per share.

Summary Consolidated Financial Information (Amounts in
Thousands, Except Share Data)

The following table is a summary of our consolidated statement of operations. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations". The financial results for the

nine months ended September 30, 1998 are unaudited.

JANUARY 31,
FOR THE
1995
NINE MONTHS ENDED
(INCEPTION) TO YEARS ENDED DECEMBER 31,

SEPTEMBER 30,
DECEMBER 31,  =—=—mmmmmmmmmmmmmmmmm oo -
1995 1996 1997 1998
1998 1999

CONSOLIDATED STATEMENT OF OPERATIONS DATA:

REVENUES .+ vttt ittt ie et en i ieineneeeenns $ 1,895 $ 4,294 $ 6,780 $ 27,734  $
20,744 $ 51,781

Operating expenses:

Professional services........ouuiieinennnnn 530 1,889 4,285 16,801
11,191 29,929
Selling, general and administrative........ 655 2,104 5,473 12,068
7,276 26,018
Stock compensation and other stock-based
(o] g = e 1= 14 53 87 694
291 9,648
Total operating expenses................. 1,199 4,046 9,845 29,563
18,758 65,595
Operating income (10SS)...viireeneneeennnnnnn 696 248 (3,065) (1,829)
1,986 (13,814)
Net income (10SS) .t i eenenennn. $ 412 $ 237 $(1,785) $ (2,766) $

1,146 $ (13,927)
Net income (loss) per share: (1)
BaSIC . ettt e $ 137,304 $ 78,857  $(2,006) $ (32.43) $



0 30 T =Y $ 0.02 $ 0.01 $(2,006) $ (32.43) $
0.05 $ (34.54)
Weighted average common shares

outstanding: (1)

BaSiC. ittt it i 3 3 890 85,296
45,420 403,197

Diluted. .. .vviiiii e 21,675,003 21,675,003 890 85,296
21,808,240 403,197
Unaudited pro forma basic and diluted net

loss per share(2)....cvviiiienneennnnnnnn $ (0.13)
$ (0.59)
Unaudited pro forma weighted average common

shares outstanding(2)..........coiuiiinn... 21,760,296
23,463,012

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

of the number of weighted average shares used in computing per share data.

(2) Unaudited pro forma net loss per share has been computed by dividing net loss by the pro forma
weighted average number of shares outstanding. The pro forma weighted average number of common
shares outstanding includes the pro forma effects of the automatic conversion on a weighted average
basis of our preferred stock, and the exercise of a warrant for common stock as if such conversion had
occurred on January 1, 1998 for the year ended December 31, 1998 and on January 1, 1999 for the

nine months ended September 30, 1999, or at the date of original issuance, if later.

The following table provides a summary of our consolidated balance sheet as of September 30, 1999.
The pro forma column gives effect to the conversion of all outstanding preferred stock and the exercise
of a warrant for 749,692 shares of common stock upon the closing of the offering. The pro forma as
adjusted column reflects the receipt of the net proceeds from the sale in this offering of shares of
common stock at an assumed initial public offering price of § per share, after deducting the estimated
underwriting discounts and commissions and estimated offering expenses. See "Use of Proceeds" and

"Capitalization".
SEPTEMBER 30, 1999 PRO FORMA ACTUAL PRO FORMA AS ADJUSTED (UNAUDITED)

CONSOLIDATED BALANCE SHEET DATA:

Cash and cash equivalents.......uiiiiiiinnnnneeeeeennnnnnnns $ 3,204 $ 3,211
Working capital. ... ..ottt ettt e e e 3,108 3,115
B I N o= T A= T Y - o= 58,519 58,526
Long-term obligations, less current portion................. 538 538
Total stockholders' equUity......uvviiiiinnninnnnnnnnnnnnnnnn 29,784 29,791

Risk Factors

This offering involves a high degree of risk. You should carefully consider the risks described below and
the other information in this prospectus, including our consolidated financial statements and the
related notes, before you purchase any shares of our common stock. Additional risks and uncertainties,
including those generally affecting the market in which we operate or that we currently deem

immaterial may also impair our business.



The information in this prospectus includes forward-looking statements which involve risks and
uncertainties. Our actual results could differ materially from those anticipated in these forward-looking
statements as a result of certain factors, including those set forth under the "Risk Factors",
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and

"Business" sections and elsewhere in this prospectus.

Risks Related to Organic

OUR SUCCESS DEPENDS ON RECRUITMENT AND RETENTION OF TALENTED PERSONNEL
WHO ARE ESSENTIAL FOR COMPLETING CLIENT PROJECTS Our business is labor intensive, and
our success depends on identifying, hiring, training and retaining professionals. All of our current
employees and senior managers are employed on an at-will basis. If a significant number of our current
employees, contractors or any of our senior managers leave, we may be unable to complete or retain

existing projects or bid for new projects of similar scope and revenues.

Even if we retain our current employees and contractors, our management must continually recruit
talented professionals for our business to grow. Competition for these employees is intense,
particularly in the Internet and high technology industries. As a result, we may be unable to
successfully attract, assimilate or retain qualified personnel. As of September 30, 1999, we had 681
employees. We believe that we need to hire additional personnel to support our business. The failure to
retain or attract the necessary personnel would reduce our capacity to handle new client engagements
and therefore our revenue growth, which would seriously harm our business, financial condition and

results of operations.

WE MAY BE UNABLE TO EFFECTIVELY MANAGE OUR RAPID GROWTH, WHICH COULD
RESULT IN OUR BEING UNABLE TO EFFECTIVELY CONTROL OUR COSTS AND IMPLEMENT
OUR BUSINESS STRATEGIES We have recently expanded our operations both in the U.S. and
internationally, and we believe further expansion will be required to address the anticipated growth in
our client base and market opportunities. Our current expansion has placed, and any future expansion

may continue to place, a significant strain on our managerial, operational, financial and other resources.

To manage our growth we intend to continue to implement and improve our operational,
administrative, financial and accounting systems and controls and to expand, train, retain and manage
our employee base. If we are unable to manage growth effectively or if we experience disruptions
during our expansion, our expenses could increase more quickly than revenues or our revenues might
be reduced as a result of failure to adequately service new client engagements, either of which would

seriously harm our business, financial condition and results of operations.



Our Revenues Could Be Significantly Reduced by the Loss of a
Major Client

We derive a significant portion of our revenues from a limited number of clients. The loss of any major
client, if not replaced, could dramatically reduce our revenues. For example, for the nine months ended
September 30, 1999, our five largest clients accounted for 41% of our revenues. During this period,
DaimlerChrysler accounted for approximately 12% of our revenues and Blockbuster accounted for

approximately 10% of our revenues.

OUR LACK OF LONG-TERM CONTRACTS WITH OUR CLIENTS REDUCES THE
PREDICTABILITY OF OUR REVENUES We generally do not have long-term contracts with our
clients and are generally retained on an engagement-by-engagement basis. These engagements vary in
size and scope and cause our revenues to be difficult to predict. Our operating expenses are relatively
fixed and cannot be reduced on short notice to compensate for unanticipated variations in the number
or size of engagements in progress. Because we incur costs based on our expectations of revenue from
future engagements, our failure to predict our revenues accurately may cause the increase in our
expenses to substantially outpace our revenue growth, which would seriously harm our financial

condition and results of operations.

IF WE FAIL TO ACCURATELY PREDICT COSTS RELATED TO OUR FIXED-PRICE CONTRACTS,
WE MAY LOSE MONEY Many of our contracts are fixed-price, fixed-timeframe contracts, rather than
contracts based on payment for time and materials. Often, we fix the price or timeframe before we
finalize the design specifications. If we miscalculate the resources or time necessary to complete these
projects, to meet client expectations about the services to be performed or to complete projects within
budget, we could have cost overruns and we could lose money on these projects, which could seriously
harm our operating results. The risk of miscalculations in pricing is high because we work with
complex technologies in compressed timeframes, and therefore it can be difficult to judge the time and

resources necessary to complete a project.

WE MAY HAVE DIFFICULTY IN MANAGING OUR INTERNATIONAL EXPANSION AND
OPERATIONS, WHICH COULD HARM OUR BUSINESS AND FINANCIAL CONDITION A key
element of our strategy is to expand our business into international markets. In addition to our U.S.
operations, we have operations in Sao Paulo, Brazil; London, England; and Singapore. Our
management may have difficulty in managing our international operations because of distance, as well
as language and cultural differences. Our management cannot assure you that they will be able to

market and deliver our services successfully in foreign markets.

Other risks related to our international operations include:

- international currency issues, including fluctuations in currency exchange rates;
- difficulties arising from staffing and managing foreign operations;

- difficulties in using equity incentives for employees;



- restrictions on the import and export of sensitive technologies, including data security and

encryption technologies that we may wish to use in solutions we develop for clients;
- legal and regulatory requirements of different countries, including different tax or labor laws;

- success in finding and acquiring suitable strategic acquisition candidates; and - potential political or

economic instability.

If any of these risks should materialize, our international and U.S. businesses, financial conditions and

results of operations could be harmed.

OUR BILLABLE EMPLOYEES MAY BE UNDERUTILIZED IF CLIENTS DO NOT RETAIN OUR
SERVICES, WHICH COULD REDUCE OUR REVENUES AND MARGINS AND DAMAGE OUR
POTENTIAL PROFITABILITY Many of our current or potential clients that are in the early stages of
development may be unable to continue to retain our services because of financial constraints. In
addition, some of our large clients who utilize our services for multiple engagements or in stages may
choose not to retain our services for additional stages of a project or may choose to cancel or delay
additionally planned projects. Such cancellations or delays could result from factors unrelated to our
work product or the progress of the project, but could be related to general business or financial
condition of the client. If a client defers, modifies or cancels an engagement or chooses not to retain our
services for additional phases of a project, we may be unable to rapidly redeploy billable employees to
other engagements, to minimize underutilization of those employees. This underutilization could

reduce our revenues and gross margins and damage our potential profitability.

For example, if DaimlerChrysler, the sole client of our Detroit, Michigan office at the present time,

chooses not to retain our services, the billable employees in our Detroit office could be underutilized.

WE ARE LIKELY TO EXPERIENCE SIGNIFICANT FLUCTUATIONS IN OUR QUARTERLY
OPERATING RESULTS WHICH MAY MAKE THE PRICE OF OUR COMMON STOCK DIFFICULT
TO PREDICT Our quarterly operating results have varied in the past and we expect that our revenues
and operating results will continue to fluctuate significantly from quarter to quarter due to a variety of
factors, many of which are outside of our control. Some important factors affecting revenues and

operating results are:
- changes in our operating expenses as we expand operations;
- our success in obtaining suitable locations for expansion;

- our ability to develop, market and introduce new and significant online business solutions on a timely

basis;

- timing and execution of major client engagements;

- the timing and cost of advertising and related media;
- timing of employee hiring and utilization rates;

- increases in the number of independent contractors we must hire to meet client needs, which would

result in increased costs versus an equivalent number of employees;



- demand for our Internet professional services;

- client budgetary cycles;

- pricing changes in the industry;

- economic conditions in general and specific to the Internet professional services market;

- legal or regulatory developments regarding the Internet; and - other general economic factors.

Our quarterly revenues and operating results are volatile and difficult to predict. It is likely that in some
future quarter or quarters our operating results will be below the expectations of public market

analysts or investors. In such event, the market price of our common stock may decline significantly.

THE SEASONALITY OF OUR REVENUES COULD CAUSE OUR QUARTERLY OPERATING
RESULTS TO FALL BELOW THE EXPECTATIONS OF MARKET ANALYSTS AND INVESTORS,
WHICH COULD HAVE A NEGATIVE EFFECT ON THE MARKET PRICE OF OUR COMMON
STOCK In general, our clients concentrate their expenditures on our services in the second and third
quarters of the calendar year. We expect this concentration of expenditures to result in fluctuations in
our revenues between these quarters and the first and fourth quarters of the calendar year. It is also
possible that in the future our revenues will decline from one quarter to the next as a result of this
concentration. If these fluctuations or declines are greater than market analysts or investors expect, our

stock price could decline.

OUR BUSINESS MODEL IS EVOLVING RAPIDLY AND INCLUDES A HISTORY OF LOSSES AND
WE MAY EXPERIENCE LOSSES IN THE FUTURE, WHICH COULD RESULT IN THE MARKET
PRICE OF OUR COMMON STOCK DECLINING We were founded in November 1993 and we are still
rapidly evolving. Because of this rapid evolution and growth, we have only a limited operating history
on which to base an evaluation of our current business and prospects. Companies in an early stage of
development frequently encounter extra risks, expenses and difficulties as they grow and evolve. These
risks and difficulties apply particularly to us because the Internet professional services market is also

new and rapidly evolving.

Our future success will depend on our ability to:

- implement our continuously evolving business model;

- manage our rapid growth;

- attract, retain and motivate professionals;

- respond to creative and technological challenges and developments;

- expand our client base and expand our services to current clients; and - enhance our brand.

Our failure to succeed in one or more of these areas could harm our business, financial condition and

results of operations.



Additionally, we have experienced operating losses as well as net losses during fiscal 1997 and 1998
and the nine months ended September 30, 1999. Although we have experienced revenue growth, we
may not be able to sustain that growth or those levels of revenues. You should not expect that our
operating results in the future will be the same as in the past. They could be significantly worse. In
addition, we intend to continue to invest heavily in development of our infrastructure and recruiting.
As a result, we will need to generate significant revenues to achieve profitability. We cannot assure you
that we will achieve profitability in the future or, if we achieve profitability, that we will be able to
sustain it. If we do not achieve and maintain profitability, the market price for our common stock may

decline, perhaps substantially.

WE RELY ON THE SERVICES OF OUR SENIOR MANAGEMENT AND OTHER KEY PERSONNEL,
AND THOSE PERSONS' KNOWLEDGE OF OUR BUSINESS AND TECHNICAL EXPERIENCE
WOULD BE DIFFICULT TO REPLACE We believe that our success will depend on the continued
employment of our senior management team and certain other key personnel. Any of our officers or
employees can terminate his or her employment relationship at any time. Currently, our key executives
are Jonathan Nelson, our Chief Executive Officer and Chairman of the Board, and Michael Hudes, our
President. The loss of either of these key employees or our inability to attract or retain other qualified
employees could harm our business, financial condition and results of operations. While we currently
maintain a key person life insurance policy for Jonathan Nelson, the amount of this insurance may be

inadequate to compensate us for his loss.

IF WE ARE NOT SUCCESSFUL IN OPENING AND GROWING NEW OFFICES, OUR FINANCIAL
RESULTS MAY SUFFER An important component of our growth strategy is to open offices in new
geographic locations. Once we select a new location, we typically devote substantial financial and
management resources to properly launch and grow that office. We cannot assure you that we will select
appropriate markets to enter, open new offices efficiently or manage new offices profitably. Our failure

to accurately assess these issues could negatively affect our business.

If New Services We Develop Are Not Successful, Our Business
Could Be Harmed

Clients may not favorably receive any new services that we launch, which could damage our reputation
and brand name. We also cannot be certain that we will generate satisfactory revenues from any
expanded services to offset the costs we incur to expand those services. Any expansion of our
operations also would require significant additional expenses, and these efforts may strain our

management, financial and operational resources.

WE WILL LIKELY CONTINUE TO FACE INTENSE COMPETITION WHICH COULD HARM OUR
OPERATING RESULTS The market for Internet professional services is relatively new, intensely
competitive, quickly evolving and subject to rapid technological change. In addition, our industry is

experiencing rapid consolidation. Our current competitors include the following:

- Internet professional service firms;



- large information technology consulting service providers;

- strategic consulting firms; and - internal information technology, marketing and other departments

of current and potential clients.

We also anticipate facing additional competition from new entrants into our markets due to the low

barriers of entry.

Moreover, many of our competitors have longer operating histories, larger client bases, greater brand
recognition, greater financial, marketing, service, support, technical, intellectual property and other
resources than we do. As a result, our competitors may be able to devote greater resources to marketing
campaigns, adopt more aggressive pricing policies or devote substantially more resources to client and
business development than us. This increased competition may result in reduced operating margins,
loss of market share and a diminished brand. In addition, we may from time to time make certain
pricing, service or marketing decisions or acquisitions as a strategic response to changes in the
competitive environment. These actions could reduce our profits and harm our financial condition and

results of operation.

OUR INVESTMENTS IN CLIENT COMPANIES INVOLVE RISK, INCLUDING LOSING SOME OR
ALL OF OUR INVESTMENT, WHICH COULD HARM OUR OPERATING RESULTS In exchange for
our services we have from time to time made strategic investments in some of our clients. We may
continue to invest on an opportunistic basis in our clients. In general, these equity investments are
structured so our clients pay for all of the costs related to their engagement in cash and use equity
incentives to compensate us for a portion of our profit margin. The businesses of the clients in which
we invest, however, are generally unproven and involve substantial risk. If these clients' businesses do
not succeed, we could lose some or all of our investment, which would harm our operating results and
cause our profitability to be lower than it would have been if we had taken payment for our entire

engagement in cash.

OUR BUSINESS OPPORTUNITIES MAY BE RESTRAINED BY CONFLICTS BETWEEN
POTENTIAL CLIENTS, WHICH COULD REDUCE OUR POTENTIAL PROFITABILITY Conflicts
between potential clients are inherent in aspects of our business. We have in the past, and will likely in
the future, be unable to pursue potential opportunities because they would result in offering similar
services to direct competitors of existing clients. Additionally, we risk alienating existing clients if we
provide services to even indirect competitors. Because these potential conflicts may jeopardize
revenues generated from existing clients and preclude access to business prospects, these conflicts
could cause our operating results to suffer. Furthermore, in limited circumstances, we have agreed not
to supply certain developed material to competitors of our clients. These agreements reduce the
number of our prospective clients and the number of potential sources of revenues. In addition, these
agreements increase the significance of our client selection process because many of our clients
compete in markets where only a limited number of players gain meaningful market share. If we agree
not to perform services for a particular client's competitors and our client fails to capture a significant

portion of its market, we are unlikely to receive future revenues in that particular market.



WE FACE POTENTIAL LIABILITY FOR DEFECTS OR ERRORS IN THE SOLUTIONS WE
DEVELOP, THE OCCURRENCE OF WHICH COULD REDUCE OUR REVENUES Many of the
solutions we develop are critical to the operations of our clients' businesses. Any defects or errors in

these solutions could result in:

- delayed or lost client revenues;

- adverse client reaction to us;

- negative publicity;

- additional expenditures to correct the problem; or - claims against us.

Our standard contracts limit our damages arising from our negligent conduct and for other potential
liabilities in rendering our services. However, these contractual provisions may not protect us from
liability for damages. In addition, large claims may not be adequately covered by insurance and may

raise our insurance costs.

IF WE ARE UNABLE TO PROTECT OUR INTELLECTUAL PROPERTY RIGHTS ADEQUATELY,
OUR REPUTATION COULD BE DAMAGED AND OUR COMPETITIVE POSITION COULD BE
HARMED We believe our trademarks and other proprietary rights are important to our success and
competitive position. If we are unable to protect our trademarks and other proprietary rights against
unauthorized use by others, our reputation among existing and potential clients could be damaged and
our competitive position could be harmed. We generally enter into confidentiality or license
agreements with our employees and consultants, and generally control access to and distribution of our
documentation and other proprietary information. Despite these precautions, our management cannot
ensure that these strategies will be adequate to deter misappropriation of our proprietary information

and material.

Despite efforts to protect our intellectual property, we also face the following risks:
- non-recognition or inadequate protection of proprietary rights;

- undetected misappropriation of proprietary information or materials;

- development of similar technologies by competitors;

- unenforceability of non-competition agreements entered into by our employees; and - infringement

claims, even if not meritorious, against us.

If any of these risks materialize, we could be required to pay significant amounts to defend our rights
and in some cases to indemnify our customers and as a result the time of our senior management could

be diverted.

OUR BUSINESS COULD BE HARMED IF WE FAIL TO MAINTAIN A GOOD REPUTATION OR
BRAND RECOGNITION We believe that establishing and maintaining a good reputation and brand
recognition is critical to attract and expand our targeted client base and that the importance of
reputation and brand recognition will increase as the number of Internet professional service providers

grows. Promotion and enhancement of our brand will depend largely on our success in continuing to



provide high quality Internet services and solutions, which cannot be assured. If clients do not perceive
our Internet professional services to be effective or of high quality, our brand name and reputation

could be harmed.

Additionally, although we intend to advertise and promote our brand, we cannot assure you that our
strategies to do so will be successful. If we are unable to design and implement effective marketing
campaigns or otherwise fail to promote and maintain our brand, our sales could decline. Our business
also may suffer if we incur excessive expenses in an attempt to promote and maintain our brand

without a corresponding increase in revenues.

WE MAY BE UNABLE TO MEET OUR FUTURE CAPITAL REQUIREMENTS AND MAY REQUIRE
ADDITIONAL FINANCINGS Our future liquidity and capital requirements will depend on numerous

factors, including:
- timing and amount of funds required for, or generated by, operations;

- success and duration of our expansion program, both domestically and internationally; and -

unanticipated opportunities or difficulties.

We may seek to raise additional funds through public or private financings, strategic relationships or
other arrangements. This additional funding may not be available on terms acceptable to us, or at all.
We may have to sell stock at prices lower than those paid by existing stockholders, which would result
in dilution, or we may have to sell stock or bonds with rights superior to rights of holders of common
stock. Also, any debt financing might involve restrictive covenants that would limit our operating
flexibility. Moreover, strategic arrangements may require us to relinquish our rights to certain of our
intellectual property. Finally, if adequate funds are not available on acceptable terms, we may be unable
to develop or enhance our services, take advantage of future opportunities or respond to competitive

pressures.

Risks Related to Our Industry

OUR SUCCESS DEPENDS ON OUR CLIENTS' WILLINGNESS TO ADOPT AND OUTSOURCE
THEIR INTERNET NEEDS TO INTERNET PROFESSIONAL SERVICE PROVIDERS The market for
our services will depend upon the adoption of Internet professional services by companies. Critical
issues concerning the use of Internet professional services remain unresolved and may affect the use of

these technologies to solve business problems. Critical issues include:
- security;

- reliability;

- cost; and

- administration and bandwidth of the Internet itself.



Additionally, some entities would have to make significant changes in their current business practice to
adapt to the Internet. Thus, even if the above listed issues were resolved, businesses may choose not to
outsource the design, development and maintenance of their Internet presence to outside firms like

ours.

IF WE ARE UNABLE TO KEEP UP WITH RAPID TECHNOLOGICAL AND OTHER CHANGES IN
THE INTERNET AND THE ELECTRONIC COMMERCE INDUSTRY, OUR BUSINESS WILL BE
HARMED To remain competitive, we must continue to enhance and improve the responsiveness,
functionality and features of our online business solutions. The Internet and the electronic commerce
industry are characterized by rapid technological change, changes in user and client requirements and
preferences, frequent new product and service introductions embodying new technologies, and the
emergence of new industry standards and practices. The evolving nature of the Internet could render
our existing proprietary technology, as well as the skills of our employees, obsolete. Our success will

depend, in part, on our ability to:
- effectively use leading technologies critical to our business;
- enhance our existing solutions;

- continue to develop new solutions and technology that address the increasingly sophisticated and
varied needs of our current and prospective clients and their customers; and - influence and respond to
technological advances, emerging industry and regulatory standards and practices and competitive

service offerings.

Our ability to remain technologically competitive may require substantial expenditures and lead-time.
If we are unable to adapt in a timely manner to changing market conditions or customer requirements,

our business, financial condition and results of operations could be seriously harmed.

OUR REVENUES COULD BE HARMED IF GROWTH IN THE USE OF THE INTERNET OR
GROWTH OF ELECTRONIC COMMERCE DOES NOT OCCUR Our future success is substantially
dependent upon continued growth in the use of the Internet, particularly growth in commerce over the
Internet. However, consumer use of the Internet for commerce may not grow as quickly as projected. If
the number of users on the Internet does not increase or commerce over the Internet does not become
more accepted and widespread, demand for our services may decrease and, as a result, our revenues
would decline. Capacity constraints caused by growth in Internet usage may, unless resolved, impede
further growth in Internet use. Other factors that may affect Internet usage or electronic commerce

adoption include:

- actual or perceived lack of security of information;

- lack of access and ease of use;

- congestion of Internet traffic;

- inconsistent quality or availability of Internet or customer service;

- possible outages due to difficulties or other damage to the Internet;



- excessive governmental regulation;
- uncertainty regarding intellectual property ownership;

- costs associated with the obsolescence of existing infrastructure; and - level of consumer satisfaction

with electronic commerce experiences.

Further, the adoption of the Internet for commerce and communications, particularly by those
individuals and companies that have historically relied upon alternative means of commerce and
communications, generally requires the understanding and acceptance of a new way of conducting
business and exchanging information. In particular, companies that have already invested substantial
resources in other means of conducting commerce and exchanging information may be particularly
reluctant or slow to adopt a new Internet-based strategy that may make their existing personnel and
infrastructure obsolete. If the necessary infrastructure, products, services or facilities are not
developed, or if the Internet does not become a viable commercial medium, our business, results of

operations and financial condition could be harmed.

THE APPLICATION OR ADOPTION OF GOVERNMENT REGULATIONS AND THE EXISTENCE
OF LEGAL UNCERTAINTIES MAY HARM OUR BUSINESS We, and our clients, are subject to
regulations applicable to businesses generally, and laws and regulations directly applicable to electronic
commerce. However, laws and regulations may be modified or adopted with respect to the Internet
relating to user privacy, pricing, content, copyrights, distribution and characteristics and quality of
products and services. The modification or adoption of any additional laws or regulations may decrease
the expansion of the Internet, which could increase our cost of doing business or decrease demand for

our online business solutions.

In addition, the applicability of existing laws to the Internet remains uncertain with regard to many
issues including property ownership, export of encryption technology, sales tax, libel and personal
privacy. Any new legislation or regulation in these areas could seriously harm our business, financial

condition and results of operations.

Finally, the application of laws and regulations of jurisdictions where we plan to offer our Internet

services could also harm our business. Other states or foreign countries may:

- require us to qualify to do business as a foreign corporation in each state or foreign country, or

otherwise subject us to taxes and penalties;
- attempt to regulate our Internet solutions;

- prosecute us for unintentional violations of their laws; or - modify or enact new laws in the near
future.

YEAR 2000 RISKS MAY HARM OUR BUSINESS BECAUSE OF DAMAGE TO OUR INTERNAL
SYSTEMS OR LIABILITY ARISING FROM NON-YEAR 2000 COMPLIANT SOLUTIONS THAT WE
PROVIDE Many currently installed computer systems and software products are coded to accept only
two-digit entries in the date code field. As a result, on January 1, 2000, many of these systems could fail

or malfunction because they may not be able to distinguish between 20th century dates and 21st



century dates. Accordingly, in the coming year, many companies, including our clients, potential
customers, vendors and strategic partners, may need to upgrade their systems or change their software
to comply with applicable year 2000 requirements. We currently rely on the following computer

systems to conduct our business:

- programming software;

- graphics design software;

- accounting and billing software;

- word processing, spreadsheet, project management and presentation software;

- communications software; and - network, server and personal computing hardware.

Because we and our clients are extremely dependent upon the proper functioning of our and their
computer systems, a failure of our or their systems to correctly recognize dates beyond December 31,
1999 could materially disrupt our operations, which could harm our business, financial condition and

results of operations.

We have warranted in the past, and expect to continue to warrant, to clients that our work will be year
2000 compliant. In these cases, we do not warrant the compliance of third party software; rather, we
warrant only that software created by us will be year 2000 compliant. However, even absent a specific
year 2000 warranty, there is a risk that clients for whom we have created or implemented software will
attempt to hold us liable for any damages that result in connection with year 2000 problems.
Furthermore, if the clients change or update their software, then their change or upgrade may not

interact properly with our previously established services.

Additionally, our failure to make our online business solutions year 2000 compliant could result in a
decrease in sales of our services, or an increase in the allocation of resources to address year 2000
problems of our clients without additional revenue for such invested resources. Also, year 2000 issues
may affect purchasing patterns of our clients or potential clients as they may expend significant
resources to correct their current systems. These expenditures may result in reduced funds available to

use our services, which could harm our business, operating results and financial condition.

Risks Related to This Offering

BECAUSE THERE IS NO PRIOR MARKET FOR OUR COMMON STOCK, THE PRICE OF OUR
COMMON STOCK MAY BE VOLATILE, WHICH MAY LEAD TO LOSSES BY INVESTORS AND
SECURITIES LITIGATION There is currently no public market for our common stock. The initial
public offering price of our stock will be determined through negotiations between us and
representatives of the underwriters, and may not be representative of the price that will prevail in the
open market. You may not be able to resell your shares at or above the initial public offering price. See
"Underwriting" for a description of factors evaluated in determining the initial public offering price

and of the arrangement between us and the underwriters.



We have filed an application for the quotation of the common stock on the Nasdaq National Market.
We do not know the extent to which investor interest will lead to the development of a trading market
or how liquid it may be. The market price for the common stock could be highly volatile and could be

subject to wide fluctuations in response to the following factors:

- quarterly variations in operating results;

- investor perception about us and the Internet professional services market in general;
- announcements of technological innovations;

- announcements of new products or services by us or our competitors;

- changes in financial estimates by securities analysts; and - general economic and Internet professional

services market conditions.

The common stock of many Internet professional companies has experienced significant fluctuations
in trading price and volume. Often these fluctuations have been unrelated to operating performance. In
the past, following periods of market volatility, security holders of these companies have instituted
class action litigation. If we were involved in such litigation, we could incur substantial costs and
diversion of management's attention, which could harm our business, results of operations and
financial condition. Declines in the trading price of our common stock could also harm employee

morale and retention, our access to capital and other aspects of our business.

CONCENTRATION OF OWNERSHIP MAY LIMIT YOUR ABILITY TO INFLUENCE CORPORATE
MATTERS, AND COULD PREVENT MERGERS OR OTHER BUSINESS COMBINATIONS THAT
YOU MAY BELIEVE ARE DESIRABLE Immediately following the offering, the stockholders set forth
below collectively will own approximately % of the outstanding shares of our common stock and will
own individually the percentage set forth opposite their respective names:

Organic Holdings, INC. ..iuuiiiiiiinnn e eeeeeenneenennnnns %
OMNAICOM GIOUP INC. ittt ittt ettt ettt tnneeeennnnns %

Jonathan Nelson, through his ownership in Organic Holdings, Inc., after the offering will beneficially

own % of our common stock.

If the stockholders listed above choose to act or vote in concert, they will have the power to influence
the election of our directors, the appointment of new management and the approval of any other
action requiring the approval of our stockholders, including any amendments to our certificate of
incorporation and mergers or sales of any or all of our assets. In addition, without the consent of these
stockholders, we could be prevented from entering into transactions that could be beneficial to us.
Conversely, third parties could be discouraged from making a tender offer or bid to acquire us at a price
per share that is above the price at which the common stock will trade on the Nasdaq National Market.

THE SUBSTANTIAL NUMBER OF SHARES THAT WILL BE ELIGIBLE FOR SALE IN THE NEAR
FUTURE MAY ADVERSELY AFFECT THE MARKET PRICE OF OUR COMMON STOCK Sales of a

substantial number of shares of common stock in the public market following this offering could cause



the market price for our common stock to decline. See "Shares Eligible for Future Sale" for a description

of the eligibility of shares of our common stock for future sale.

WE HAVE BROAD DISCRETION IN HOW WE USE THE PROCEEDS OF THIS OFFERING AND
WE MAY NOT USE THE PROCEEDS EFFECTIVELY Our management could spend most of the
proceeds from this offering in ways with which you may not agree or that do not yield a favorable
return. Our primary purpose in conducting this offering is to create a public market for our common
stock. As of the date of this prospectus, we intend to use a majority of the proceeds from this offering
for working capital and general corporate purposes. Because of the number and variability of factors
that determine our use of the net proceeds from this offering, we cannot assure you that you will agree
with our use of the proceeds. Pending their use, we intend to invest the net proceeds of this offering in

short-term, investment-grade, interest-bearing investments or accounts.

INVESTORS IN THIS OFFERING WILL SUFFER IMMEDIATE DILUTION AND DISPARITY IN
STOCK PURCHASE PRICE The initial public offering price is expected to be substantially higher than
the pro forma net tangible book value per share of the outstanding common stock immediately after
the offering. Accordingly, purchasers of common stock in this offering will experience immediate and
substantial dilution of approximately $ in net tangible book value per share, or approximately % of the
assumed offering price of § per share. In contrast, stockholders as of September 30, 1999 paid an
average price of $0.85 per share. Investors will incur additional dilution upon the exercise of
outstanding stock options. Furthermore, any additional equity financing may be dilutive to
stockholders and debt financing, if available, may involve restrictive covenants, which may limit our
operating flexibility with respect to business matters. If additional funds are raised through the
issuance of equity securities, the percentage ownership of our stockholders will be reduced.
Stockholders may experience additional dilution in net book value per share and newly-issued equity
securities may have rights, preferences and privileges senior to those of the holders of our common

stock.

PROVISIONS OF OUR CERTIFICATE OF INCORPORATION, BYLAWS AND SOME OF OUR
CONTRACTS COULD DETER POTENTIAL ACQUISITION BIDS THAT A STOCKHOLDER MAY
BELIEVE ARE DESIRABLE, AND THE MARKET PRICE OF OUR COMMON STOCK MAY BE
LOWER AS A RESULT Upon completion of this offering, our board of directors will have the authority
to issue up to 25,000,000 shares of preferred stock. The board of directors can fix the price, rights,
preferences, privileges and restrictions of the preferred stock without any further vote or action by our
stockholders. The issuance of shares of preferred stock may delay or prevent a change in control
transaction. As a result, the market price of our common stock and the voting and other rights of our
stockholders may be adversely affected. The issuance of preferred stock may result in the loss of voting

control to other stockholders. We have no current plans to issue any shares of preferred stock.

Other provisions of our certificate of incorporation and bylaws may discourage, delay or prevent a

merger or acquisition that a stockholder may consider favorable. These provisions include:
- authorizing our board of directors to issue additional preferred stock;

- limiting the persons who can call special meetings of stockholders;



- prohibiting stockholder actions by written consent;

- creating a classified board of directors under which our directors will serve staggered three-year

terms;

- establishing advance notice requirements for nominations for election to the board of directors or for

proposing matters that can be acted on by stockholders at stockholder meetings;

- limiting the ability of stockholders to remove directors without cause; and - adopting a stockholder
rights plan, which would cause substantial dilution to any person or group that attempts to acquire our

company on terms not approved in advance by our board of directors.

Further, some of our existing contracts may require a notice of assignment or give other parties the
right to terminate the contract or take other action that could harm our business as a result of a

takeover.

DELAWARE LAW MAY INHIBIT POTENTIAL ACQUISITION BIDS; THIS MAY ADVERSELY
AFFECT THE MARKET PRICE OF OUR COMMON STOCK, DISCOURAGE MERGER OFFERS
AND PREVENT CHANGES IN OUR MANAGEMENT Section 203 of the Delaware General
Corporation Law may inhibit potential acquisition bids for our company. Upon completion of this
offering, we will be subject to the antitakeover provision of the Delaware General Corporation Law,
which regulates corporate acquisitions. See "Description of Capital Stock" for a discussion of how
Section 203 operates. Under Delaware law, a corporation may opt out of the antitakeover provisions.

We do not intend to opt out of the antitakeover provisions of Delaware Law.

Special Note Regarding Forward-looking Statements

This prospectus contains forward-looking statements that are subject to a number of risks and

uncertainties, many of which are beyond our control, which may include statements about our:
- plans for and ability to hire additional personnel;

- business strategy;

- expectations for future expansion both in the U.S. and internationally;

- anticipated growth in revenue from our various service offerings;

- uncertainty regarding our future operating results;

- anticipated sources of funds, including the proceeds from this offering, to fund our operations for the
12 months following the date of this prospectus; and - plans, objectives, expectations and intentions

contained in this prospectus that are not historical facts.

All statements, other than statements of historical facts included in this prospectus, regarding our
strategy, future operations, financial position, estimated revenues or losses, projected costs, prospects,

plans and objectives of management are forward-looking statements. When used in this prospectus, the

won none

words "will", "believe", "anticipate”, "intend", "estimate”, "expect”, "project” and similar expressions are



intended to identify forward-looking statements, although not all forward-looking statements contain
such identifying words. All forward-looking statements speak only as of the date of this prospectus.
You should not place undue reliance on these forward-looking statements. Although we believe that our
plans, intentions and expectations reflected in or suggested by the forward-looking statements we

make in this prospectus are reasonable, we can give no assurance that these plans, intentions or
expectations will be achieved. We disclose important factors that could cause our actual results to differ
materially from our expectations under "Risk Factors" and elsewhere in this prospectus. These
cautionary statements qualify all forward-looking statements attributable to us or persons acting on
our behalf. We undertake no obligation to publicly update or revise any forward-looking statements,

whether as a result of new information or future events.

Use of Proceeds

We estimate that we will receive net proceeds of $ from the sale
of the shares of common stock in this offering (approximately
$ if the underwriters' over-allotment option is exercised in full),
assuming an initial public offering price of $ per share and after deducting

the estimated underwriting discounts and offering expenses.

While we cannot predict with certainty how the proceeds of this offering will be used, we currently

intend to use them as follows:
- to expand our corporate infrastructure;

- to repay outstanding debt under our revolving credit facility with Omnicom Group; and - for general

corporate purposes, including capital expenditures and working capital.

We may also use a portion of the net proceeds to acquire or invest in complementary businesses or
obtain the right to use complementary technologies. However, we have no current commitments or
agreements with respect to any of these types of investments. Pending these uses, the net proceeds of

this offering will be invested in short-term, investment-grade, interest-bearing investments or accounts.

Our revolving credit facility with Omnicom Group bears interest at a rate equal to the lender's
commercial paper rate plus 3.0% on borrowings up to $30.0 million until the closing of this offering.
After the offering, we may borrow up to $15.0 million at the lender's commercial paper rate plus 1.25%
through September 30, 2002. The interest rate on our borrowings under this facility as of September
30, 1999 was 6.4%.

The amounts we actually spend for the above purposes may vary significantly and will depend on a
number of factors, including our future revenues and cash generated by operations and the other
factors described under "Risk Factors". Therefore, we will have broad discretion in the way we use the
net proceeds. See "Risk Factors -- We have broad discretion in how we use the proceeds of this offering

and we may not use the proceeds effectively" for more information.



Dividend Policy

We have never declared or paid any cash dividends on shares of our common stock. We intend to retain
any future earnings for future growth and do not anticipate paying any cash dividends in the

foreseeable future.

Capitalization
The following table sets forth our:
- actual capitalization at September 30, 1999;

- pro forma capitalization after giving effect to the conversion of all outstanding shares of preferred
stock into 23,163,000 shares of common stock and the exercise of a warrant for 749,692 shares of
common stock immediately prior to the completion of this offering; and
- pro forma as adjusted capitalization, which gives effect to the sale in
this offering of shares of common stock at an assumed initial
public offering price of $

per share and after deducting the estimated underwriting discounts and
commissions and estimated offering expenses.

SEPTEMBER 30, 1999 PRO FORMA ACTUAL PRO FORMA AS ADJUSTED (AMOUNTS IN
THOUSANDS, EXCEPT SHARE DATA) Long-term obligations, less current portion..........c.cececececececeeeueunee
$ 538 $ 538 § Stockholders' equity: Convertible Preferred stock, $.0001 par value; 25,000,000 shares
authorized, 23,163,000 shares issued and outstanding, actual; no shares issued or outstanding, pro
forma and pro forma as adjusted....... 1 -- -- Common stock, $.0001 par value; 35,000,000 shares
authorized, 539,708 shares issued and outstanding, actual; 24,452,400 shares issued and outstanding,

pro forma; shares issued and outstanding, pro forma as adjusted........c.cececveueurururencnee -- 1 Additional paid-
in capital...c.ccceceueunen. 81,488 81,495 Deferred compensation.......c.ceceeeeeeene (33,032) (33,032) Accumulated
deficituiniecreeenenne (18,659) (18,659) Accumulated other comprehensive income...... (14) (14) Total
stockholders' equity............. 29,784 29,791 Total capitalization................ $ 30,322 $ 30,329 This table

excludes the following shares:

- 5,237,644 shares of common stock issuable upon exercise of stock options outstanding as of

September 30, 1999 at a weighted average exercise price of $2.17 per share;

- 1,797,651 shares of common stock available for future grant or issuance under our 1997 stock option
plan as of September 30, 1999; and - 3,500,000 shares of common stock available for future grant or

issuance under our 1999 long-term stock incentive plan.

Dilution

Our pro forma net tangible book value as of September 30, 1999, giving effect to the conversion of all
shares of preferred stock outstanding as of September 30, 1999 into common stock and the exercise of

a warrant for 749,692 shares of common stock upon completion of this offering, was approximately



$13.7 million, or approximately $0.56 per share of common stock. Pro forma net tangible book value
per share represents the amount of tangible assets less total liabilities, divided by 24,452,400 shares of
common stock.

Dilution in net tangible book value per share represents the difference between the amount per share
paid by purchasers of shares of our common stock in this offering and the pro forma net tangible book
value per share of our common stock immediately after the offering. After giving effect to our sale of
shares of common stock in this offering at an assumed initial public offering price of $ per share and
after deduction of the estimated underwriting discounts and commissions and estimated offering
expenses payable by us, our pro forma net tangible book value as of September 30, 1999 would have
been approximately million, or per share. This represents an immediate increase in pro forma net
tangible book value of per share to existing stockholders and an immediate dilution in pro forma net

tangible book value of per share to purchasers of common stock in this offering.

Assumed initial public offering price per share............. $ Pro forma net tangible book value per share
before offering......c.coceeeeriveecvcrcernneneececscennnene $ 0.56 Increase per share attributable to new investors..........
Pro forma net tangible book value per share after the offering........cccoceevevvrivivivcciiirinisccncnes Net tangible
book value dilution per share to NEW INVESTOTS....ccceeururururereerememerccccececseeerenes $ The following table sets
forth on a pro forma basis as of September 30, 1999, after giving effect to the conversion of all
outstanding shares of preferred stock into common stock and the exercise of a warrant for 749,692
shares of common stock upon completion of this offering, the total consideration paid and the average
price per share paid by our existing stockholders and by new investors, before deducting estimated
underwriting discounts and commissions and estimated offering expenses payable by us, at an assumed

initial public offering price of per share.

SHARES PURCHASED TOTAL CONSIDERATION AVERAGE
————————————————————————————————————————— PRICE PER
NUMBER PERCENT AMOUNT PERCENT SHARE
Existing stockholders.............. 24,452,400 % $20,849,274 % $0.85
New investors............cccvvuunnn.
Total.....covvivinnnn.. 100.0% 100.0%

This table assumes that no options were exercised after September 30, 1999. As of September 30,
1999, there were outstanding options to purchase a total of 5,237,644 shares of common stock at a
weighted average exercise price of approximately $2.17 per share; 1,797,651 shares of common stock
reserved for issuance under our 1997 stock option plan; and 3,500,000 shares available for issuance

under our 1999 long-term stock incentive plan.

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 our consolidated
financial statements and the notes to the consolidated financial statements, appearing elsewhere in this
prospectus. The selected balance sheet data as of December 31, 1997 and 1998 and September 30,
1999 and the statement of operations data for the years ended December 31, 1996, 1997 and 1998



and for the nine months ended September 30, 1999 are derived from our consolidated financial
statements included elsewhere in this prospectus, which have been audited by PricewaterhouseCoopers
LLP, independent accountants. The selected balance sheet data as of December 31, 1995 and 1996 and
the statement of operations data for the period ended December 31, 1995 are derived from our
consolidated financial statements that are not included in this prospectus, which have been audited by
PricewaterhouseCoopers LLP. The statement of operations data for the nine months ended September
30, 1998 are derived from our unaudited consolidated financial statements included elsewhere in this
prospectus, which, in the opinion of our management, include all adjustments necessary to fairly
present the results of our operations for such interim period. The historical results presented below are

not necessarily indicative of future results.

PERIOD FROM

JANUARY 31, 1995 FOR
THE NINE MONTHS
(INCEPTION) YEARS ENDED DECEMBER 31,
ENDED SEPTEMBER 30,
THROUGH ~  mm e e
DECEMBER 31, 1995 1996 1997 1998
1998 1999
(AMOUNTS IN THOUSANDS, EXCEPT SHARE DATA)
(UNAUDITED)

CONSOLIDATED STATEMENT OF OPERATIONS DATA:

ReVeNUES. ..t i ittt it it et i i $ 1,895 $ 4,294 $ 6,780 $ 27,734 $
20,744 $ 51,781

Operating expenses:

Professional services................ 530 1,889 4,285 16,801
11,191 29,929
Selling, general and
administrative............ .. 655 2,104 5,473 12,068
7,276 26,018
Stock compensation and other stock-
based charges.............ooiii... 14 53 87 694
291 9,648
Total operating expenses........... 1,199 4,046 9,845 29,563
18,758 65,595
Operating income (10SS).......cvvvvuunn. 696 248 (3,065) (1,829)
1,986 (13,814)
Minority interest in operations of
consolidated subsidiary.............. -- (106) -- --
-- (38)
Interest and other income, net......... -- 4 283 73
73 (11)
Net income (loss) before taxes..... 696 146 (2,782) (1,756)
2,059 (13,863)
Income tax expense (benefit)........... 284 (91) (997) 1,010
913 64
Net income (10SS)...vvriveennnenn.. $ 412 $ 237 $(1,785) $ (2,766) %

1,146 $  (13,927)
Net income (loss) per share:

BASIC. sttt $ 137,304 $ 78,857  $(2,006) $ (32.43) $
25.24 % (34.54)
Diluted. .ot $ 0.02 $ 0.01  $(2,006) $ (32.43) $

0.05 $ (34.54)
Weighted average common shares

outstanding:

BasSiC. vttt e e 3 3 890 85,296
45,420 403,197



Diluted. ...oviiiiiiii it e i 21,675,003 21,675,003 890 85,296
21,808,240 403,197
Unaudited pro forma basic and diluted

net loss per share.........couuvunn.. $ (0.13)
$ (0.59)
Weighted average common shares

outstanding -- unaudited pro forma

basic and diluted.................... 21,760,296
23,463,012

DECEMBER 31,
SEPTEMBER 30,
1995 1996 1997 1998
1999
(AMOUNTS IN THOUSANDS)

CONSOLIDATED BALANCE SHEET DATA:

Cash, cash equivalents and short-term investments........... $ 66 $ 243 $ 6,135 $ 2,067
$ 3,204

Working capital.......iiuiiiiiiiiiii it it it 36 307 8,290 339
3,108

Total @SSEtS. vttt ittt ittt e 979 1,677 11,426 17,605
58,519

Long-term obligations, less current portion................. -- -- 604 661
538

Total stockholders' equity.......uviiiiiiinnnnnneiinnnnnnnn. 338 923 9,225 7,190
29,784

Unaudited pro forma basic and diluted net loss per share for the year ended December 31, 1998 and
nine months ended September 30, 1999 has been computed using the weighted average number of
common shares outstanding, adjusted to include the pro forma effects of the conversion of Series A and
Series B convertible preferred stock and the exercise of a warrant for shares of common stock as if such
conversion had occurred on January 1, 1998 for the year ended December 31, 1998 and on January 1,

1999 for the nine months ended September 30, 1999, or at the date of original issuance, if later.

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

You should read the following discussion and analysis of our consolidated financial position and the
results of our operations in conjunction with "Selected Consolidated Financial Data" and our
consolidated financial statements and the notes to those financial statements appearing elsewhere in
this prospectus. This discussion and analysis contains forward-looking statements that involve risks,
uncertainties and assumptions. Our actual results may differ materially from those anticipated in these
forward-looking statements as a result of certain factors, including, but not limited to, those set forth

under "Risk Factors" and elsewhere in this prospectus.



Overview

Since our founding in 1993, we have been an innovator and leader in the Internet professional services
industry. We focus on providing an integrated suite of services to our clients including strategic
consulting, creative, engineering and integration services; marketing and public relations services; and
customer service and fulfillment consulting and transaction management services. This package of
services provides our clients with various opportunities to manage and grow their customer and
business relationships as the Internet continues to evolve. We have performed work for over 250
leading offline and online companies to establish or enhance brands and have introduced several new

service lines to serve their individual needs.

We expect that our revenues will be driven primarily by the number, size and scope of our client
engagements and by our professional services headcount. The number, size and scope of our
engagements have been increasing and we expect this trend to continue. We also anticipate our clients
will engage us for more of our service offerings over time. For the nine months ended September 30,
1999, five clients accounted for approximately 41% of our revenues, with DaimlerChrysler and
Blockbuster accounting for approximately 12% and 10%, respectively, of our revenues. Revenues from
any given client will vary from period to period; however, we expect that significant customer
concentration will continue for the foreseeable future. To the extent that any significant client reduces
its use of our services or terminates its relationship with us, our revenues could decline substantially. As

a result, the loss of any significant client could negatively impact our business and results of operations.

Substantially all of our revenues are derived from providing professional services on a fixed-fee,
retainer or time and materials basis. Online media placement and research services are typically
provided under long-term relationships. Fulfillment and customer call center consulting and
management services are typically provided under contracts that range from a few months to over a
year. We generally enter into a service agreement with our clients, which establishes the legal and
general business terms of our relationship. Our engagements vary depending on what type of services
we provide and they range from a few months to more than a year. Generally our client relationships
span several years. Revenues from fixed-fee contracts are generally recognized as services are rendered
using the percentage-of-completion method of accounting based on the percentage of costs incurred to
date to total estimated project costs. We periodically evaluate the actual status of each project to ensure
that the estimated cost to complete each contract and provisions for estimated losses, if necessary, are
made in the period in which such losses are determined. To date, such losses have not been significant.
Revenues pursuant to retainer contracts are generally recognized over the life of the contract on a
straight-line basis. Revenues pursuant to time and materials contracts are generally recognized as

services are provided. Revenues exclude reimbursable expenses charged to clients.

Our professional services expenses include the direct costs associated with employees and contractors
in billable departments. These expenses include salaries, bonuses, benefits, vacation, travel and
entertainment expenses. Historically our professional services expenses have increased and we expect

these expenses to continue to increase in the foreseeable future.



Our selling, general and administrative expenses primarily consist of our investment in our corporate
support services, our employee recruitment, training and retention programs and our research and
development and knowledge management initiatives. Our selling, general and administrative expenses
also include the direct costs associated with employees and contractors in non-billable departments,

real estate costs and other investments in our corporate support services.

Our clients tend to spend proportionally more during the second and third quarters. We expect this
seasonality to continue in the near term future. Therefore, our financial results may fluctuate from
quarter to quarter. Fluctuations also can result from such factors as the number, size and scope of our
engagements, the efficiency with which we utilize our employees and the ability to complete our

projects within the estimated timeframe.

We are rapidly growing to accommodate the increasing need for Internet professional service offerings
and to better serve our existing clients in their various domestic and international locations. For the
nine months ended September 30, 1999, we opened permanent offices in Detroit, Sao Paulo, London
and Singapore and increased our headcount from 278 as of December 31, 1998 to 681 as of September
30, 1999. We intend to open additional offices in the U.S. and internationally during 2000 and
accordingly, we expect associated headcount and infrastructure costs to continue to increase.
Personnel-related compensation represents a high percentage of our operating expenses and
accordingly, if revenues do not increase at a rate proportionally equal to expenses, our business,

consolidated financial position or results of operations could be harmed.

Results of Operations

The following table presents our consolidated statement of operations as a percentage of revenues for

the periods indicated:

FOR THE NINE MONTHS ENDED YEARS ENDED DECEMBER 31, SEPTEMBER 30, 1996 1997
1998 1998 1999 (UNAUDITED)

REVENUES . oottt ittt ittt e e 100.0% 100.0% 100.0% 100.0% 100.0%
Operating expenses:
Professional services.................... 44.0 63.2 60.6 53.9 57.8
Selling, general and administrative...... 49.0 80.7 43.5 35.1 50.3
Stock compensation and other stock-based
Charges. .ottt it ittt it i i i i e 1.2 1.3 2.5 1.4 18.6
Total operating expenses.............. 94.2 145.2 106.6 90.4 126.7
Operating income (10SS)...viiueenennnennnnn 5.8 (45.2) (6.6) 9.6 (26.7)
Minority interest in operations of
consolidated subsidiary.................. (2.5) 0.0 0.0 0.0 (0.1)
Interest and other income, net............. 0.1 4.2 0.3 0.3 0.0
Net income (loss) before taxes........ 3.4 (41.0) (6.3) 9.9 (26.8)
Income tax expense (benefit)............... (2.1) (14.7) 3.7 4.4 0.1
Net income (1o0SS)...vvrverernenennnnnn 5.5% (26.3)%  (10.0)% 5.5% (26.9)%



Nine Months Ended September 30, 1998 Compared to Nine
Months Ended September 30, 1999

Revenues

Our revenues were $20.7 million for the nine months ended September 30, 1998, compared to $51.8
million for the nine months ended September 30, 1999. This increase of 150% was primarily due to
increases in the number of clients and size of our engagements. Our increased sales and marketing
efforts resulted in the addition of several large accounts such as DaimlerChrysler and Blockbuster,
which represented 12% and 10% of our total revenues, respectively, for the nine months ended
September 30, 1999. To a lesser extent, existing clients also increased the breadth and scope of their
engagements with us, attributable, in part, to the additions of marketing and public relations services
and customer service and fulfillment consulting and transaction management services to our service

offerings.

Professional Services

Our professional services expenses were $11.2 million for the nine months ended September 30, 1998,
compared to $29.9 million for the nine months ended September 30, 1999. This increase of 167% was
primarily attributable to increased hiring of professional services personnel, increased costs associated
with contractors and employee-related benefit accruals in 1999. The increase in professional services
headcount resulted from opening new offices in Detroit, London, Sao Paulo and Singapore and
continued growth in our San Francisco, Chicago and New York offices and an increase in the size and
number of our projects. As a percentage of revenues, professional services expenses were 54% and 58%
for the nine months ended September 30, 1998 and 1999, respectively. This increase was primarily due
to increased costs in San Francisco engineering contractors.

Selling, General and Administrative

Selling, general and administrative expenses were $7.3 million for the nine months ended September
30, 1998, compared to $26.0 million for the nine months ended September 30, 1999. This increase of
258% was primarily due to the increase in non-billable personnel to support our growth, increased
costs associated with the addition of new offices and improvements in our office infrastructure and
increased consulting fees associated with several internal software implementations. As a percentage of
revenues, selling, general and administrative expenses were 35% and 50% for the nine months ended
September 30, 1998 and 1999, respectively. This increase reflects costs associated with hiring of
executive management and personnel to fill open positions within the corporate services departments.
We anticipate significant additional investment throughout 2000.



Stock Compensation and Other Stock-based Charges

Stock compensation and other stock-based charges consist of non-cash compensation expenses arising
from stock option grants and the issuance of detachable warrants to Omnicom Group. For the nine
months ended September 30, 1998 and 1999, we recorded aggregate deferred stock-based
compensation of $1.1 million and $42.0 million, respectively. This increase was primarily due to an
increase in the number of option grants associated with increased hiring of personnel. Additional
deferred stock-based compensation will be recorded for future grants made prior to our initial public
offering. Stock-based compensation expense is being amortized over the vesting period of the related
options, generally four years, and is expected to be significant through 2004. For the nine months
ended September 30, 1998 and 1999, we recognized stock-based compensation expense of $0.3

million and $9.2 million, respectively. See Note 7 of Notes to Financial Statements.

In connection with the $30.0 million revolving credit facility obtained on August 27, 1999, we issued
749,692 warrants and were required to record a deferred bank facility charge of approximately $16.5
million. This amount is being amortized on a straight-line basis over 36 months, the term of the credit
facility. For the nine months ended September 30, 1999, we recognized bank facility expense of $0.5
million. We expect to terminate the revolving credit facility in the first quarter of year 2000, which will

result in the recognition of a one-time bank facility expense charge of $14.7 million.

Income Tax Expense

Income tax expense for the nine months ended September 30, 1998 reflects the establishment of a

valuation allowance against our net deferred tax asset recorded in the year ended December 31, 1997.

Comparison of Fiscal Years 1996, 1997 and 1998

Revenues

Our revenues increased 58% from $4.3 million for the year ended December 31, 1996 to $6.8 million
for the year ended December 31, 1997. This increase was primarily due to increases in the number of
new clients in New York. Our revenues increased 309% from $6.8 million for the year ended December
31,1997 to $27.7 million for the year ended December 31, 1998. This increase was primarily due to
increases in the number of clients and the average size of our engagements as a result of increased sales
and marketing efforts. This increase also was attributable, in part, to additional revenues generated

from our new office in Chicago and from our new marketing and public relations service lines.



Professional Services

Our professional services expenses increased 127% from $1.9 million for the year ended December 31,
1996 to $4.3 million for the year ended December 31, 1997. As a percentage of revenues, professional
services expenses were 44%, 63% and 61% for the years ended December 31, 1996, 1997 and 1998,
respectively. The increase from 1996 to 1997 was attributable to billable headcount resulting from
opening our New York office and continued growth in our San Francisco office to accommodate
revenue growth. Our professional services expenses increased 292% from $4.3 million for the year
ended December 31, 1997 to $16.8 million for the year ended December 31, 1998, primarily due to
increases in our professional services personnel. The increase in billable headcount resulted from
opening our Chicago office and continued growth in our San Francisco and New York locations in order

to accommodate the increase in the volume of our projects.

Selling, General and Administrative

Our selling, general and administrative expenses increased 160% from $2.1 million for the year ended
December 31, 1996 to $5.5 million for the year ended December 31, 1997. As a percentage of
revenues, selling, general and administrative expenses were 49%, 81% and 44% for the years ended
December 31, 1996, 1997 and 1998, respectively. This increase from 1996 to 1997 reflected an
increase in non-billable personnel and increased costs associated with opening our New York office and
improving our office infrastructure to accommodate growth. Our selling, general and administrative
expenses increased 121% from $5.5 million for the year ended December 31, 1997 to $12.1 million for
the year ended December 31, 1998. This increase reflected the increase in non-billable personnel, costs
associated with opening our Chicago office and improving our office infrastructure to accommodate

growth, and consulting fees associated with several internal software implementations.

Stock Compensation and Other Stock-based Charges

Stock compensation and other stock-based charges consist of non-cash compensation expenses arising
from stock option grants. For the years ended December 31, 1996, 1997 and 1998, we recorded
aggregate deferred stock-based compensation of $0.4 million, $0, and $2.3 million, respectively. This
increase was primarily due to an increase in the number of option grants associated with increased
hiring of personnel. During the years ended December 31, 1996, 1997 and 1998, we recognized stock-

based compensation expense of $0.1 million, $0.1 million and $0.7 million, respectively.

Quarterly Results of Operations

The following table sets forth a summary of our unaudited quarterly financial information for the
periods indicated. We derived this data from our unaudited interim financial statements and, in our

opinion, included all adjustments necessary to fairly present the results of operations for the periods



shown. These unaudited quarterly results should be read in conjunction with our consolidated financial
statements and notes to those financial statements included elsewhere in this prospectus. The
operating results in any quarter are not necessarily indicative of the results that may be expected for

any future period.

QUARTER ENDED

MARCH 31, JUNE 30, SEPT. 30, DEC. 31, MARCH 31,  JUNE
30, SEPT. 30,
1998 1998 1998 1998 1999
1999 1999
(AMOUNTS IN THOUSANDS)
REVENUES . vttt i it it e et e $ 5,061 $ 8,114 $ 7,579 $ 6,990 $10,087

$17,267 $ 24,427
Operating expenses:

Professional services............... 2,172 3,562 5,457 5,610 5,568
8,263 16,098
Selling, general and
administrative.................... 1,677 2,688 2,911 4,792 4,649
8,325 13,044
Stock compensation and other stock-
based charges..................... 16 79 196 403 473
1,738 7,437
Total operating expenses.......... 3,865 6,329 8,564 10,805 10,690
18,326 36,579
Operating income (1losS)............... 1,186 1,785 (985) (3,815) (603)

(1,059) (12,152)
Minority interest in operations of

consolidated subsidiary............. -- - -- -- 23
4 (65)
Other income (expense), net........... 44 35 (6) -- (21)
36 (26)
Net income (loss) before taxes.... 1,230 1,820 (991) (3,815) (601)
(1,019) (12,243)
Income tax expense (benefit).......... 12 100 801 97 15
23 26
Net income (loss)..........cuvunn. $ 1,218 % 1,720 $(1,792)  $(3,912) $ (616)

$(1,042)  $(12,269)

Comparison of Quarters Ended June 30, 1998, September
30, 1998 and December 31, 1998

Revenues decreased 7% from $8.1 million in the second quarter of 1998 to $7.6 million in the third
quarter of 1998 due to a $1.3 million decrease in revenues from our San Francisco office related to
reduced work on Formica, Nike and Nortel. This decrease was partially offset by an increase in
revenues from our New York office during the third quarter. Revenues decreased 8% from $7.6 million
in the third quarter of 1998 to $7.0 million in the fourth quarter of 1998 due to seasonality of a more
stable office in San Francisco that was partially offset by continued revenue growth from our New York

office during the fourth quarter.

Selling, general and administrative expenses increased 8% from $2.7 million in the second quarter of
1998 to $2.9 million in the third quarter of 1998 due to the opening of our Chicago office and

increased infrastructure costs incurred to support our New York office. Selling, general and



administrative expenses increased 65% from $2.9 million in the third quarter of 1998 to $4.8 million
in the fourth quarter of 1998 due to hiring of non-billable personnel, especially middle level managers,

to support our growth.

Comparison of Quarters Ended March 31, 1999, June 30,
1999 and September 30, 1999

Revenues increased 71% from $10.1 million in the first quarter of 1999 to $17.3 million in the second
quarter of 1999 due to the addition of the DaimlerChrysler account and the opening of our Detroit
office. In addition, we recognized revenues from several of our large clients, including Blockbuster,
Global Sports Interactive and Tommy Hilfiger. Revenues increased 41% from $17.3 million in the
second quarter of 1999 to $24.4 million in the third quarter of 1999 as a result of the addition of our

London office as well as the seasonality of our business.

Selling, general and administrative expenses increased 79% from $4.6 million in the first quarter of
1999 to $8.3 million in the second quarter of 1999 due to continued hiring of corporate support
services personnel and the hiring of our Chief Information Officer and the promotion of our Chief
Technology Officer. Selling, general and administrative expenses increased 57% from $8.3 million in
the second quarter of 1999 to $13.0 million in the third quarter of 1999 as we hired a Chief Financial
Officer, Chief Legal and Administrative Officer, Chief Operating Officer and Vice President of Human
Resources. We hired additional corporate personnel for a number of our support services including

human resources, finance, information services and legal.

Income Tax Expense

Income tax expense in the year ended December 31, 1998 reflect the establishment of a valuation
allowance against our net deferred tax asset recorded in the year ended December 31, 1997 due to
projections that the Company would incur a net operating loss for 1998 and the foreseeable future. In

1999, taxes reflect actual payments made for state, local and foreign taxes.

Ligquidity and Capital Resources

Since inception, we have financed our operations primarily through operating cash flows, the issuance

of Series A and Series B convertible preferred stock and bank borrowings.

Operating Cash Flows

Cash and cash equivalents increased from $1.7 million as of December 31, 1998 to $3.2 million as of
September 30, 1999. Net cash used in operating activities of $0.2 million and net cash used in

investing activities of $4.0 million for the year ended December 31, 1998 was offset with borrowings



of $1.9 million during 1998 from the second credit agreement for the purchase of equipment and the
$10.0 million investment by Omnicom Group in 1997 as described below. Net cash used in operating
activities of $4.7 million and net cash used in investing activities of $5.8 million for the nine months
ended September 30, 1999 was more than offset by the issuance of Series B convertible preferred stock

and borrowings under the revolving credit facility as described below.

Capital expenditures were as follows (in millions):

For the years ended December 31,

2996 . i e e et e e e $0.5
LR 1.1
5L TP 5.6

Nine months ended September 30, 1999....... .00t innnn. 6.2

Capital expenditures were used primarily for computer equipment, computer software, other internal
software implementations and leasehold improvements. Capital expenditures for year 2000 are
expected to be approximately $20.0 million and will be principally made for computer equipment,

computer software, internal software implementations and leasehold improvements.

Preferred Stock Financing

We raised $10.0 million through the issuance of 3,351,288 shares of Series A convertible preferred
stock to Omnicom Group in January 1997. In February 1999, we issued 1,488,000 shares of Series B
convertible preferred stock to Omnicom Group for net cash proceeds of $7.7 million plus the

settlement of a $3.0 million short-term bridge loan that was obtained in January 1999.

Bank and Other Borrowings

In 1996, we had two credit agreements with a commercial lending institution that allowed us to borrow
against the purchase of equipment and against our accounts receivable. On August 27, 1999, we
entered into a revolving credit facility with Omnicom Group to be used for working 31 capital
purposes. This credit facility allows us to borrow up to $30.0 million at the lender's commercial paper
rate plus 3.0% until the closing of our proposed initial public offering. Thereafter, we may borrow up to
$15.0 million at the lender's commercial paper rate plus 1.25% through September 30, 2002. The
revolving credit facility expires on September 30, 2002. This credit facility contains certain restrictions
and any borrowings pursuant to this agreement require us to comply with certain financial covenants
and are collateralized by some of our investments. As of September 30, 1999, we had approximately
$4.7 million in outstanding debt, of which $4.0 million relates to this revolving credit facility. See Note

5 of Notes to Financial Statements.

We anticipate that the net proceeds of this proposed initial public offering, together with our existing
liquidity sources and expected cash flows from operations, if any, will be sufficient to meet our present

growth strategies and related working capital and capital expenditure requirements for at least the next



12 months. Thereafter, to the extent that we are unable to fund our operations from cash flows, we may
need to obtain additional equity or debt financing. There can be no assurance that such additional

financing will be readily available or can be obtained, if at all, on terms, which are favorable to us.

Year 2000 Readiness

The year 2000 problem exists because many computer systems and software products use only the last
two digits to refer to a year. This convention could affect date-sensitive calculations that treat "00" as
the year 1900, rather than as the year 2000. As a result, computer systems and software used by many
companies, including us, our vendors, our clients and our potential clients, may need to be upgraded to

comply with such year 2000 requirements.

We have identified all of the major systems and software products and have sought external and
internal resources to renovate and test the systems and products. Although we believe that our
principal internal systems are year 2000 compliant, some of our systems are not yet certified. We have
received year 2000 compliance statements from the suppliers of some of our principal internal
systems, and have sought similar statements from other vendors. Our review of our year 2000
readiness programs, including our assessment of our internal systems as well as those of third parties
with whom we have material interactions, is ongoing and has not yet been completed. We anticipate

that our assessment of such systems will be complete by the end of December 1999.

The year 2000 problem may also affect software or code that we develop or third party software
products that are incorporated into the services that we provide for our clients. Although our clients
license software directly from third parties, we generally discuss year 2000 issues with these suppliers
and sometimes perform internal testing on their products, but we do not guarantee that the software
licensed by these suppliers is year 2000 compliant. Any failure on our part to provide year 2000
compliant services to our clients could result in a re-deployment of internal resources to remediate
these problems and, as a result, hamper our ability to work or take on additional projects. This may
result in financial loss, harm to our reputation and potential liability to others and could harm our
business, financial condition and results of operations. In addition, our current or potential clients may
incur significant expenses to achieve year 2000 compliance. If our clients are not year 2000 compliant,
they may experience material costs to remedy problems, or they may face litigation costs. In either case,
year 2000 issues could reduce or eliminate the budgets that current or potential clients could have for
purchases of our services. As a result, our business, financial condition and results of operations could

be materially affected.

We have funded our year 2000 plan from operating cash flows and have not separately accounted for
these costs in the past. At this time, we cannot estimate the costs associated with remediating the year
2000 problem. However, we may experience unexpected problems associated with year 2000
compliance that may adversely affect our costs and as a result, our results of operations. In addition, we

expect that additional costs will be incurred beyond 1999 for personnel to monitor the results of the



year 2000 project to ensure client satisfaction. For example, we may experience material problems and
costs with year 2000 compliance that could seriously harm our business, financial condition and results

of operations, including:

- operational disruptions and inefficiencies for us, our clients and vendors that provide us with internal
systems that will divert management's time and attention and financial and human resources from

ordinary business activities;

- business disputes and claims for pricing adjustments by our clients, some of which could result in
litigation or contract termination; and - harm to our reputation to the extent that our client

deliverables experience errors or interruptions of service.
The principal risks associated with the year 2000 problem can be grouped into three categories:
- we do not successfully ready our operations for the next century;

- disruption of our operations due to operational failures of our significant vendors; and - inability of

our customers to achieve year 2000 compliance on a timely basis.

The only risk largely under our control is preparing our internal operations for the year 2000.

Management believes that we will be able to make the necessary modifications on schedule.

Operational failures among our significant vendors could jeopardize our operations, but the seriousness
of this risk depends on the nature and duration of the failures. Despite our continuing assessment, we
are unable, however, to estimate the likelihood of significant disruptions among our basic

infrastructure suppliers.

Operational failures among our current or potential clients could result in losses of expected or
potential revenue streams. If our clients are not year 2000 compliant, they may experience material
costs to remedy problems, or they may face litigation costs. In either case, year 2000 issues could reduce
or eliminate the budgets that current or potential clients could have for purchases of our services. The
year 2000 problem may also affect software or code that we develop or third party software products
that are incorporated into the services that we provide for our clients. Any failure on our part to
provide year 2000 compliant services to our clients could result in a re-deployment of internal
resources to remediate these problems and, as a result, hamper our ability to work or take on additional
projects. As a result, these failures could have a material adverse effect on our business, financial

condition and results of operations.

In view of this unknown probability of occurrence and impact on operations, we consider the need to
cease normal operations for an indefinite period of time while we attempt to respond to our significant

vendors' year 2000 problems to be our worst case scenario.

We are developing year 2000 contingency plans to address situations that may result if we are unable
to successfully ready our operations for the next century. We expect to complete our year 2000
contingency plans by the end of December 1999. We cannot, however, guarantee that our contingency

plans will shield operations from potential failures that may occur.



Business

Overview

Organic is a leading Internet professional services firm focused on the customer-to-business market.
We fundamentally believe that the Internet has caused a customer-centric revolution by shifting the
balance of power and control from businesses to customers, and has created the first truly global
marketplace. Our suite of integrated services helps our clients address the challenges and opportunities

these changes present.

We believe the key to our success, and what differentiates us, is our complete focus on our clients'
customers. We view the ultimate customer, whether a business partner or consumer, as the central and
most influential participant in a commercial relationship. This customer-to-business approach fully
encompasses both the traditional business-to-consumer and business-to-business markets. We believe
that demand for our services will grow as companies seek customer-focused solutions to manage these
relationships. We built Organic by anticipating customer needs, developing innovative solutions and
delivering a suite of integrated services required to build and operate successful online businesses,

including:

- iBusiness: Strategic consulting, creative, engineering and integration services necessary to design,

create, implement and maintain a successful online business;

- Media and Communications: Marketing and public relations services necessary to build brands,
generate awareness, drive visits and transactions as well as understand customer behavior through
continuous data and feedback analysis; and - Logistics: Customer service and fulfillment consulting
and transaction management services necessary to ensure superior product delivery, customer

satisfaction and loyalty.

By expanding our business into Asia, Europe and Latin America, we believe we have established the

presence to deliver our suite of services globally.

We have experienced significant growth in demand for our services, with revenues increasing from
$6.8 million in 1997 to $51.8 million for the nine months ended September 30, 1999. We believe the
rapid growth of the customer-to-business market, the strength of our integrated service offering, our
premier client base and strong client relationships, our scalable systems and business processes as well
as our collaborative team approach have been the primary drivers of our success. We have organically
grown our business by focusing on recruiting, training and building our infrastructure, creating one of
the largest independent Internet professional services organizations with nearly 700 employees in 7

offices worldwide.

Founded in 1993, we have a long and distinguished history as a leader and innovator in the Internet
professional services industry. Since 1994, we have designed and developed a number of first-in-
category Web sites, including AT&T, Club Med, Volvo and Yahoo!. In addition, we led the development
of the Apache Web server and founded Accrue Software (Nasdaq: ACRU), a developer of network-



based tools for measuring Web site performance. We have performed work for over 250 clients and
have gained significant experience by working with both leading offline and emerging Internet
companies, including Barnes & Noble, Blockbuster, Boo.com, CDNOW, Chase Manhattan Bank,
Compaq, DaimlerChrysler, Tommy Hilfiger and Washington Mutual.

Industry Background

Customer Empowerment

The rise of the Internet has created an environment for businesses where the competition is only "one
click away". Online customers can reach a virtually limitless number of vendors and can easily compare
pricing and product information to ensure the highest level of service and the lowest price. These
factors have increased the importance of customer satisfaction and loyalty as well as the quality of the
online experience, forcing many businesses to redefine the way they build and maintain relationships

with their customers.

As the number of Internet users and the value of transactions over the Internet grow, businesses are
becoming increasingly aware of the importance of focusing their online strategies on attracting,
servicing and retaining customers. International Data Corporation estimates that the number of
Internet users worldwide will grow from 159 million in 1998 to 510 million by 2003. International
Data Corporation also estimates that electronic commerce, which totaled approximately $50 billion in
1998, is expected to increase to approximately $1.3 trillion by 2003. This explosive growth in both the
number of users and the value of electronic commerce compounds the impact of customer

empowerment and creates significant opportunities and challenges for businesses on the Internet.

Businesses Face Significant Opportunities and Challenges
Online

Customer empowerment forces both traditional and online businesses to create or redefine themselves
in entirely new ways even as the global reach of the Internet removes traditional geographic
boundaries. Companies that have never had direct relationships with their end customers can and must
establish them, in some cases bypassing traditional intermediaries. In addition, companies now have
the opportunity to form strong and lasting relationships directly with new and distinct customers.
Some companies must also integrate their online and offline business strategies. In addressing these

changes, businesses face significant opportunities and challenges including:

CREATING STRATEGIES TO ADDRESS ONLINE OPPORTUNITIES. Developing strategies that can
be quickly evaluated and implemented is a critical factor in improving the time-to-market for online
businesses. Companies that can quickly identify opportunities, target and service geographically and



demographically diverse groups of customers, define and develop sustainable online business models,
develop compelling online brand strategies and create a framework for evaluating their online success

have the opportunity to dramatically improve their performance.

CREATING A COMPELLING CUSTOMER EXPERIENCE. Companies must create an online business
that presents an experience that resonates so strongly with a target audience that they are compelled to
act. This entails successfully merging form, function and reliability to deliver a consistent, engaging and
responsive customer experience. If done effectively, a dialogue between the business and the customer

is established and the foundation for a long-term relationship is formed.

CONNECTING WITH POTENTIAL CUSTOMERS ONLINE. Understanding how to communicate
with online customers requires businesses to develop new knowledge and skill sets. These skill sets
include identifying, targeting, attracting and retaining customers and then effectively establishing a
dialogue. These processes differ from traditional media and require new types of interactive

communication.

MANAGING RAPIDLY DEVELOPING INTERNET TECHNOLOGY. Internet technology differs
substantially from traditional information technology. Therefore, many businesses do not possess the
technical skills required to design, build and maintain a functional, reliable and robust online business.
The rapid evolution of Internet technology requires the expertise to select and build platforms that are

scalable, flexible and innovative.

LEVERAGING CUSTOMER DATA THROUGH CONTINUOUS FEEDBACK. Today, businesses can
collect, store and analyze significant quantities of customer information from every point of contact in
the customer experience. By proactively requesting and establishing a continuous dialogue with their
customers, businesses can collect information and incorporate the results of their analysis, if properly
performed, into their business planning processes, improving the total customer experience and

increasing loyalty.

MEETING CUSTOMER SERVICE AND FULFILLMENT EXPECTATIONS. A critical factor for online
success is a holistic approach to the customer experience that includes a focus on customer service and
fulfillment. Often overlooked, these aspects of the customer experience have the power to create long-
lasting, positive or negative, impressions with customers. Businesses that can distinguish themselves by
offering best-in-class customer service and fulfillment will maximize the value of their customer

relationships.

To capitalize on these opportunities and overcome these challenges, online businesses need to focus on
delivering a compelling customer experience. Increasingly, this requires the ability to draw upon
significant experience in a variety of disciplines, manage large multi-disciplinary teams and

successfully deliver an integrated solution worldwide.



Demand for Internet Professional Services

Few businesses have the internal capabilities to address the opportunities and challenges of the
Internet. The complexity of conducting business online, the rapidly changing technological
environment, the need to improve time-to-market and the limited supply of technically proficient
internal personnel creates significant demand for Internet professional services. According to a 1998
Dataquest survey, 83% of Fortune 1000 companies currently invest, or plan to invest, in Internet
professional services solutions. Furthermore, International Data Corporation estimates the worldwide
market for Internet professional services will grow from $7.8 billion in 1998 to $78.6 billion in 2003,

which represents a compound annual growth rate of more than 58%.

We believe that companies seek Internet professional services firms that deliver complete and
integrated global solutions with a focus on establishing, maintaining and enhancing strong and lasting
customer relationships with the appropriate technology. We believe that such firms must have the
global capabilities to design and build online businesses, use technology as a strategic tool, employ
effective marketing strategies and improve customer service and fulfillment to enhance the total

customer experience.

The Organic Solution

We have developed an integrated global solution to address the evolving needs of the empowered
customer and the significant opportunities and challenges facing our clients online. The key elements

of the Organic solution are:

Customer-to-business Market Focus

Unlike many of our competitors, we are exclusively focused on, and have built our reputation in, the
large and growing customer-to-business market. The customer-to-business market encompasses both
the traditional business-to-consumer and business-to-business markets, but views the ultimate

customer as the central and most influential participant in a commercial relationship.

Our solution recognizes that a complete focus on the customer has become important to our clients as
the Internet empowers every customer to demand a seamless, compelling online experience. We help
our clients transform their businesses by building them from the customer's perspective, enhancing
their ability to create and maintain a direct relationship with their customers and effectively
incorporate customer feedback into their business processes. We believe that we provide a unique value
proposition to our clients because we approach our solutions as potential drivers of growth in overall
customer satisfaction rather than as isolated assignments. A holistic approach is important to our
clients and requires a comprehensive and integrated skill set. Therefore, our projects are typically large
and complex. For the nine months ended September 30, 1999, 66% of our revenues were generated

from engagements with a value of more than $1.0 million.



Comprehensive and Integrated Service Offering

We deliver value to our clients and their ultimate customers by addressing all of the points of contact in
the customer experience. Since our inception, we have sought to provide an integrated solution by

expanding our service offering to meet our clients' evolving needs, including:

- iBusiness: Strategic consulting, creative, engineering and integration services necessary to design,

create, implement and maintain a successful online business;

- Media and communications: Marketing and public relations services necessary to build brands,
generate awareness, drive visits and transactions as well as understand customer behavior through
continuous data and feedback analysis; and - Logistics: Customer service and fulfillment consulting
and transaction management services necessary to ensure superior product delivery, customer

satisfaction and loyalty.

We believe that these disciplines are not independent elements, but are highly dependent on one
another and must be fully integrated to create a comprehensive strategy that encompasses the entire
customer experience. This is important to our clients because we help create their online businesses

and maximize their results over time.

Our comprehensive and integrated approach helps us maintain long-term relationships with our clients
and become a true partner. This also encourages our clients to use more than one of our service
offerings and enables us to assist our clients with the implementation of their online businesses and the
refinement of their strategies. Furthermore, the opportunity to have an ongoing role in our clients'

online businesses provides us with a recurring revenue base.

Global Presence

The Internet has removed geographic barriers. Many of our multi-national clients demand a consistent
brand image and tailored customer experience, which often requires localized content and specific
knowledge about local practices and customs. We believe that establishing a truly global presence is
critical to our clients' and ultimately to our success. Therefore, we will continue to expand aggressively
internationally, as well as in the U.S. We currently have offices in three international locations including
London, Sao Paulo and Singapore. Currently we serve 23 clients internationally, including Boo.com,
Brahma Beer and DaimlerChrysler. We believe that our global presence allows us to establish and
deepen relationships with multi-national clients and grow with them by effectively meeting the needs

of their customers on a global basis.

Technology as a Strategic Tool

Technology is a critical element in all of our service offerings and influences every aspect of our
solutions. Our approach is to combine custom software development with best-of-breed pre-packaged

software that is integrated with and into the existing technical infrastructure of our clients, resulting in



arobust and integrated online business. We work with our clients to create flexible, scalable systems

that can evolve as the capabilities of the Internet and the demands of customers change over time.

In addition to managing the process of rapid deployment of flexible Internet solutions, we also strive to

be technical innovators and introduce next generation technology to our clients.
Examples include:

- Our creative teams' usage of customer interfaces that incorporates rich media including streaming

audio and video;

- Our media efforts to develop transaction-enabled advertising banners that integrate a traditional
banner advertisement with transaction management and user tracking tools so that an entire electronic
commerce transaction can occur through the banner; and - Our customer service and fulfillment
solutions which utilize fully integrated transaction management applications that link customer orders

to fulfillment centers.

These cross-disciplinary innovations all use technology as a strategic tool to deliver a unique and

compelling customer experience.

Collaborative and Balanced Team Approach

Our collaborative core teams work together to design, build and maintain successful online businesses
for our clients. Client teams are managed by a multidisciplinary group of team leaders including a
client partner, an interactive strategist, a creative leader, a technical leader and a project manager that
work in close coordination to ensure successful execution of an engagement. Marketing and public
relations and customer service and fulfillment leaders round out each team depending on the scope of
the engagement. These team leaders work together as peers to actively manage and monitor each client
engagement through the use of milestones, structured discovery, planning and implementation

processes and regular feedback mechanisms.

From planning to design to problem-solving the expertise of every discipline is involved and team
members share knowledge and ideas. This ensures that the strategy we design can be implemented and
the technology we recommend meets customer needs. Our team-oriented culture promotes the open
discussion of strategic, design, creative and technical challenges to solve problems efficiently and

effectively, allowing us to deliver on the high expectations of our clients and their customers.

Our Growth Strategy

Our objective is to be the leading Internet professional services firm focused on the customer-to-

business market. To achieve this objective, the key elements of our growth strategy include:



Hire and Retain the Best People

We view our culture of innovation and commitment to professional development to be the strongest
asset we have in attracting and retaining our professionals. We have developed a scalable recruiting
function to identify and hire outstanding professionals, an extensive training and development
program to foster employee satisfaction and productivity and a structured compensation and benefits
organization to ensure that we provide highly competitive pay packages. Given our rapid and global
growth we also provide our employees with the opportunity for professional mobility and focus on
developing our managers from within the organization. We have invested in local human resources

teams for our offices that monitor employee morale and daily human resources operations.

Leverage Our Business Processes and Infrastructure

We have developed a scalable business model to manage our rapid, organic growth and to serve our
expanding client base. To support this model, we have developed and continue to 38 improve our
business and knowledge management processes including our proprietary workflow methodology, the
reuse of common programming elements and our use of prototypes. We will continue to invest in our
infrastructure including our management information systems, our financial planning processes and
controls and our Intranet. Our office-in-a-box strategy is designed to provide both a systematic
approach and the processes necessary to efficiently and effectively implement critical business
functions, including workflow, project management, recruiting, training and budgeting for new offices
on a global basis. We believe that the development and evolution of these processes and infrastructure

will allow us to continue to effectively manage our growth and scale our business operations globally.

Continue Our Track Record of Innovation

Our ability to innovate will continue to be an important factor differentiating us from our competitors.
Since our founding in 1993, we have demonstrated a track record of innovation. We led the
development of the Apache Web server and founded Accrue Software (Nasdaq: ACRU). We continue to
identify and address the changing needs of our clients and their customers through the creation of
innovative service offerings. Our customer service and fulfillment services and our practice known as
Value Optimization through Improved Customer Engagements, or VOICE, are two more such
examples. We will continue to develop new and innovative service offerings as we anticipate new

customer needs.

Expand Our Relationships with Our Existing Client Base

We intend to use our comprehensive and integrated service offering to grow and expand relationships
with our existing clients as their needs change. The Internet has proven to be a highly dynamic and

powerful medium and the extent of its global impact on traditional businesses and the creation of new



commercial opportunities is not fully known. This gives us the opportunity to sell additional services to
our existing clients as their needs change or the scope of our engagement grows. By expanding
relationships with our existing clients, we can reduce the cost of acquiring additional revenues,

strengthen our partnership with our current clients and increase recurring revenues.

Effectively Target and Solicit New Clients

We believe that by proactively targeting and selecting the most attractive new clients we will improve
our long-term prospect for success. The most attractive clients are businesses that understand the
potential power of the Internet and that will likely benefit from using more than one of our service
offerings. We also pursue franchise-enhancing engagements that involve implementing Internet
solutions for new industries, technologies and business models. By effectively targeting new clients, we
believe that we can build mutually beneficial long-term client relationships and gain valuable

experience and insights.

Continue Our Global Expansion

To be a global leader, we believe that we need to intelligently build ahead of the growth curve for
Internet-capable customers in non-U.S. markets. To meet our global growth objectives we intend to
open new offices, both in the U.S. and internationally, to expand our base of clients and to deepen our
relationships with our existing clients around the world. In addition to organic growth, we may make
small strategic acquisitions in selected international markets to acquire local talent and experience as

appropriate.

To effectively manage and achieve our planned global growth, we anticipate the need to open a number
of new offices over the next several years. To manage our office expansion program we have assembled
and trained an experienced corporate development team, which has successfully opened four offices
since 1998. The corporate development team led the design of our office-in-a-box program to provide a
systematic set of procedures and tools to open new offices, including workflow, project management,
recruiting, training and budgeting. We currently have U.S. offices in San Francisco, New York, Chicago

and Detroit, and international offices in London, Sao Paulo and Singapore.

Organic Services

We provide a comprehensive and integrated suite of Internet professional services focused on the total
customer experience. We developed our service offerings to meet the changing needs of our clients and
their customers and we anticipate that these offerings will continue to evolve and expand. Our current

service offerings include:



Strategic Consulting Services

The value of our strategic consulting offering lies in our ability to understand our clients' business
objectives, collaborate with our creative and engineering teams and recommend forward-looking,
actionable strategies. Our ability to rapidly deliver prototypes provides our clients with the

opportunity to have a significant time-to-market advantage.

SERVICES PROVIDED. Our strategic consulting teams provide Internet-focused business strategy
expertise, strategic marketing, branding and research services, and customer service and technology
consulting. Our team helps clients identify online market opportunities, define and develop sustainable
online business models, understand sources of competitive differentiation, identify, analyze and
segment online target markets, develop compelling online brand strategies and create a framework for

evolving and evaluating their online efforts.

Our research services focus on five key areas including audience profiling, concept testing, site
development and usability, brand strategy and market positioning and messaging. Our researchers
employ a variety of qualitative and quantitative, offline and online methodologies including surveys,
usability testing, one-on-one interviews and focus groups at all stages of the development and

evolution of an online business.

IMPLEMENTATION. Our strategic consulting teams work in a collaborative fashion with our clients
and other specialists within Organic. These teams articulate a vision for the future, test multiple
scenarios and refine that vision based on the rapid prototyping of potential strategies. In addition to
the collaboration associated with each client engagement our teams share ideas and best practices

through tailored education and brainstorming sessions, summits and focused workshops.

Creative Services

Our creative teams are responsible for designing a compelling user experience that enhances the
interaction and communication between our clients and their customers consistent with our clients'

strategic goals and the needs of their customers.

SERVICES PROVIDED. Our creative services involve the creation or extension of a client's online
brand identity, defining the theme or unifying concept for the business or media campaign and
creating an experience and message that is tailored to attract and retain customers. We believe that a
client's overall strategy should be intertwined with every aspect of our creative solution and consistent
with the technical sophistication of the intended audience. Our creative team works closely with our
strategy and engineering teams to ensure that the technical architecture and the user interface of a
client's online business work together to create a consistent, engaging and responsive customer

experience.

IMPLEMENTATION. We implement our creative services through experts in four key areas, including
visual design, editorial, information architecture and interactive art production. Our creative staff has

expertise and training as animators, cinematographers, editors and sound, 40 multi-media and game



designers. Our use of prototypes to evaluate interface design, content and customer behavior improves
our ability to quickly test multiple scenarios and incorporate feedback into the design and
implementation of a solution. The prototyping process also allows us to investigate innovative uses for

applications, technologies and platforms including broadband and interactive television.

Engineering and Integration Services

Our engineering teams combine traditional software engineering and emerging technologies to deliver

dynamic, compelling and scalable solutions for our clients.

SERVICES PROVIDED. Our approach is to combine custom software development with best-of-breed
pre-packaged software that is integrated with and into the existing technical infrastructure of our
clients. Our Internet expertise includes all aspects of technical design, development and integration
related to electronic commerce; Web-based applications development; database systems; content and
transaction management tools; and Internet features including community, personalization and
customization. We design our solutions to be flexible and extensible for future development. We also
incorporate the ability to capture site performance metrics and define and track customer behavior

information allowing our clients to measure their return on investment.

IMPLEMENTATION. Our engineering teams follow a flexible and comprehensive methodology to
quickly analyze a challenge and then recommend, design and deploy a solution. Our methodology
focuses on interface development and implementation concurrently with core application
development. Our proprietary processes also include the integration of data from multiple sources. Our
systems specialists work with our clients to specify hardware and software platforms and to integrate
our solutions with third party systems. Our engineering teams implement interface designs developed
in conjunction with our creative teams using interactive technologies including dynamic hypertext
markup language, or DHTML, Shockwave and Flash. Throughout all phases of development, a group
of quality assurance specialists work in conjunction with our development teams to ensure that robust,

scalable and functional solutions are created to our client's specifications.

Media and Communications Services

Our marketing and public relations services build brands, generate awareness, drive traffic and
transactions and improve the communication between our clients and their customers through the
management of customer data and feedback. We believe we are the leading buyer and manager of
online media, and that by using our accumulated purchasing power and analysis of customer behavior
data we deliver measurable results for our clients through lower customer acquisition costs, higher

retention rates and increased revenues.

SERVICES PROVIDED. Our media teams use their knowledge of customer behavior to design
marketing campaigns, in conjunction with technological innovations and other more traditional

techniques including direct response, email promotion, sampling, sponsorships, brand development



and affiliate program management. In collaboration with our engineering teams, we have created new
"beyond the banner" advertising vehicles using DHTML technology. These advertisements allow entire
transactions to be completed within the banner, facilitating commerce by reducing the time and effort
required to complete a transaction. This innovation also delivers a consistent branding message and
effectively shares information between the Web site and the advertisement. As appropriate, we also

extend our media expertise offline either directly or through arrangements with offline agencies.

Our communications teams offer public relations services including strategic message and identity
development; product and company launch or relaunch services; broadcast, online and print media and
analyst relations services. We also offer trade show support and create corporate presentations and

collateral material.

IMPLEMENTATION. Creating an online marketing program begins with research and strategic
planning from a collaborative core team that provides overall direction consistent with our client's
strategy. The team generally includes an art director, a writer, a technical lead, a performance analyst
and a media planner and buyer. The team collaborates to develop advertising designs, promotional or
sponsorship ideas, media recommendations and test scenarios and metrics for each campaign. After a
marketing program launches, our collaborative team analyzes the success of the campaign by reviewing
response rates, traffic and transaction volumes and using this feedback to refine the campaign or future

campaigns.

Customer Service and Fulfillment Services

Our customer service and fulfillment offering includes both consulting and transaction management
services. Our turn-key solution focuses on delivering a complete electronic commerce experience to our
clients' customers. We provide advice on best practices based on facility visits and audits of 20 of the
leading electronic commerce fulfillment and customer service providers as well as our proprietary
database which contains the logistical features of 500 leading Web sites and profiles of current relevant

Web-based applications, including live chat, email and collaborative filtering.

SERVICES PROVIDED. Our consulting services include a needs and capabilities assessment, strategic
advisory services, technology assessment services, third party vendor selection and negotiation,
development of performance monitoring procedures and the integration of customer service and
fulfillment functions into our clients' Web operations in a manner which is consistent with their goals

and branding message.

Our transaction management services provide a complete outsourced solution, including customer
service, fulfillment and transportation management services. Our fulfillment specialists monitor the
performance of third party fulfillment houses, identify and implement service enhancements and can
manage all of the vendors used by our clients. In addition to fulfillment services we also help our clients

improve their customer service experience by designing, and managing highly automated third party



call centers. Our staff incorporates telephone, email and live chat services that extend beyond
traditional order taking and tracking functions in ways that help our clients improve and extend their

relationship with their customers and potentially increase satisfaction and loyalty.

IMPLEMENTATION. Our customer service and fulfillment professionals are experts in electronic
commerce distribution and focus on integrating order management, transportation management,
customer fulfillment, distribution, payment processing, call center and data management activities
while enhancing overall customer service. Our teams have experience in the design and integration of’

electronic commerce technologies and in monitoring new innovations.

Innovative New Practices

Driven by the needs of our clients and their customers we continue to develop new and innovative
practices. We are developing a practice called Value Optimization through Improved Customer
Engagements, or VOICE. VOICE aims to provide clients with the technology, tools, tactics and analytics
for measuring, understanding and improving their businesses by better incorporating the voice of the
customer into online business operations. The philosophy of our VOICE practice is grounded in
behavioral psychology and incorporates the appropriate use of statistical modeling. In addition, VOICE
involves the use of permission-based marketing, in which businesses, with the permission of their
customers, engage them in a dialogue to drive a deep understanding of behavioral and relationship
attributes. We continue to develop new and innovative service offerings as we anticipate new customer

needs.

Clients

We believe that our continued success depends on maintaining a broad client base of both large,
established companies and emerging Internet companies. For the nine months ended September 30,
1999, approximately 75% of our revenues were derived from established, offline companies either
extending their businesses or creating a new presence or identity online. We combine the thought
leadership of Internet-based start-ups with the operating knowledge of traditional companies when
developing solutions for our clients. Since our founding in 1993, we have performed work for over 250
clients. Consistent with our strategy, we have derived approximately one-third of our revenues for the
nine months ended September 30, 1999 from clients who have used more than one of our service

offerings.

The following is a partial list of our clients that generated over $100,000 in revenues for us during the

nine months ended September 30, 1999, which we believe is representative of our overall client base:



Established Companies

Avis Barnes & Noble Blockbuster Brahma Beer British Telecom Chase Manhattan Bank Compaq
DaimlerChrysler Gap Garnett Hill Global Sport Interactive Home Depot lomega Knowledge Universe
Lucent Nickelodeon Payless Shoe Source Tommy Hilfiger United Missouri Bank Washington Mutual

Emerging Internet Companies

Boo.com CDNOW Deja.com E/Town FTD.com Guild.com KeeBoo JPKids Lucy.com Party Host.com
Textbooks.com We currently derive a significant portion of our revenues from a limited number of
clients. For the nine months ended September 30, 1999, our five largest clients accounted for
approximately 41% of our revenues. During this period DaimlerChrysler and Blockbuster accounted

for approximately 12% and 10% of our total revenues, respectively.

In exchange for our services we have from time to time made strategic investments in some of our
Internet clients. Our venture catalyst investment strategy has been focused on select early stage clients
with attractive business models seeking alternative forms of payment and/or who are interested in
more closely aligning our goals through equity-based compensation. In general, these equity
investments are structured so our clients pay for all of the costs related to their engagement in cash and
use equity incentives to compensate us for a portion of our profit margin. To date we have made several

equity investments in our clients, including Stan Lee Media and HomeGrocer.com, among others.

Client Case Studies

Each of the case studies that follow demonstrate our ability to deliver global, integrated solutions with

complex technologies.

Daimlerchrysler

The work that we are performing for DaimlerChrysler demonstrates our ability to create a successful

strategic partnership and to deliver integrated services on a global basis to large international clients.

CLIENT CHALLENGE. In creating its online initiative, DaimlerChrysler needed to broaden its
mission to include interactive strategies and to address the growing technical needs in the global
marketplace. It had a variety of Web sites in different countries that were controlled locally. To
implement its global strategy, DaimlerChrysler needed to create a unifying image for all of its Internet
properties. This required a global team approach to interact and build consensus with both local and

corporate constituencies within DaimlerChrysler.

ORGANIC SOLUTION. We have begun to deliver a solution that is designed to create a unified Web
strategy that presents DaimlerChrysler brands consistently worldwide in a way that appeals to local

customers. We focused our initial efforts on Europe. A team comprised of personnel from our London,



New York and Detroit offices collaborated to: (a) conduct in-market audits to develop a cohesive long-
term European strategy; (b) develop Web sites to incorporate both the corporate and in-market
customer messages; and (c) leverage technology and information across the organization. We developed
the content and copy for branded Web sites and implemented multi-lingual functionality for global

audiences, a process commonly referred to as localization.

To transition from locally to centrally controlled Web sites, we developed a phased approach to
conform all Web sites with our recommended global architecture, while allowing local design input. We
used Organic's proprietary C++ common gateway interface libraries with MapQuest common gateway
interfaces run on a Sun Solaris operating system with Netscape enterprise server as the server
platform. The first phase included transforming the content of each local Web site from 10 pages with
limited functionality and product information to 300 pages using a template with multiple car
information and expanded functionality that could be easily replicated to add other countries. We
leveraged technologies created in the U.S., including email fulfillment and user data capture for use
across Europe. In the second phase, we plan to redesign the application infrastructure using IBM
Websphere to create a dynamic, personalized experience and extensively use Macromedia Shockwave
and Flash technology to enable rich media experiences for new vehicle introductions. Recently the
scope of our efforts for DaimlerChrysler has expanded to include the Asia-Pacific region, South
America and the Middle East.

Compag

The work we performed for Compaq Computer Corporation illustrates our skills with cutting-edge
Internet technology. In working with Compaq, we developed a dynamic, highly technical Web site, to

connect Compagq, a Fortune 500 company, with consumers in the online world.

CLIENT CHALLENGE. Compaq wanted to build a Web site to showcase the Sting World Tour and
enhance Compagq's position as an Internet savvy company. Compaq wanted to create a Web site that
would have a life span of 18 months, the length of the tour, and would be able to take advantage of

broadband technologies as they become more available.

ORGANIC SOLUTION. Our solution was to create a dynamic Web site featuring tour information,
information about Sting and a behind the scenes section to showcase the Compaq technology behind
the Web site. We performed the systems integration and database design to create a robust, scalable
group of Compaq ProLiant servers deploying Microsoft technology. Repeat visits to the Web site are
enhanced through the use of the community tools and the Songline Engine -- a real time tool to create
and compose original audio, video and text based on rich media available throughout the Web site. It
encourages word of mouth marketing by giving users the ability to invite others to view a Songline
creation on the site. In addition to the Songline Engine, we developed a rich media interface using
Macromedia Flash Generator, Microsoft Site Server and Microsoft SQL Server and also created a

registration engine to capture potential customer information, allowing for targeted marketing efforts.



Our solution makes use of some of the latest Internet technologies. We employed Macromedia's Flash
Generator extensively to enable the user to experience a true next generation Web site sponsored by
Compagq. We also designed the Web site's architecture to allow for a long life span and eventual
integration of materials for broadband delivery. In addition, we developed custom publishing and
content management tools to allow geographically diverse teams to manage the Web site and update
rich media portions of the system through a Web-based interface. These tools reduce the overall

operating costs and resources necessary to maintain the Web site.

Sales and Marketing

We market and sell our integrated suite of Internet professional services through a coordinated team of
business development professionals located in each of our offices. Opportunities are prioritized by
client engagement type, targeted vertical industries and the opportunity to innovate. Our engagements
have been increasingly focused on fully-engaged assignments which cross multiple service lines and/or
include global strategic partnerships. Extended engagements, defined as multi-year and recurring
revenue opportunities with the potential to evolve into fully-engaged relationships, are also prioritized.
We also pursue basic engagements, which tend to be smaller in size or shorter in duration, when new

vertical markets or innovation opportunities exist.

The attractiveness of industry verticals is determined based on the size of the vertical market
opportunity and the influence of the Internet on the related business models. Industry verticals we
currently focus on include apparel, automotive, consumer electronics, education, entertainment and
content, financial services, healthcare, travel and home categories. Selected innovative technologies
include broadband content programming, webcasting, Internet appliances and customer insight and

relationship management services.

In addition to new clients, a key component of our growth strategy is the ability to penetrate existing
client accounts through the cross selling of additional services. We currently manage opportunities
with existing clients through our account management process. In this process, a client partner is
responsible for understanding the client's needs and how other Organic services could be beneficial. All
members of the client team meet on a monthly basis to review business development plans with

respect to each client and evaluate our progress on earlier initiatives.

Our business development group is complemented by a variety of marketing programs designed to
generate demand, strengthen our brand and build overall awareness. Our reputation has been built
through careful cultivation of thought leadership and innovation and through client references,
industry conferences, trade publications and our Web site. To promote our brand, we intend to
continue to pursue a marketing strategy through both Internet and traditional media- based channels
to increase our visibility with potential clients, industry partners and prospective employees. In
addition to these formal marketing efforts we have historically established a number of new client

relationships based on referrals from previous engagements.



Maintaining the Organic Culture

Our Culture and Employees

We view the Organic culture as one of our most strategic assets. We have built a creative and adaptive
environment that inspires individuals to excel. The influence of our culture extends to the design of our
office space, which has an open plan with few offices or cubicles to promote a barrier-free environment.
Our organization is centered on people, and espouses the core values of collaboration, innovation and
learning. We are committed to recruiting outstanding professionals, providing ongoing, role specific
and general management training and development and offering competitive compensation and
benefits packages. Our learning transfer occurs both through structured, moderated sessions and
informal employee gatherings. Examples of structured sessions include our specialized summits, new
hire orientation seminars and local all hands meetings. Unstructured employee gatherings include
Wednesday bagel mornings and Friday afternoon socials during which employees from all disciplines
and functions within an Organic office can come together in a supportive setting to share and generate

ideas, or just to relax and have fun.

As of September 30, 1999, we had 681 full-time employees. Of these, approximately 30 were strategy
consultants, 41 were media and communications specialists, 117 were creative specialists and 152 were
engineers and technical professionals. Experts in other functional groups included 11 in business
development, 58 in client services and 79 in project management. None of our employees is
represented by a labor union. We have not experienced any work stoppages and believe our

relationship with our employees is good.

Recruiting

Given our historical and anticipated growth, identifying and hiring outstanding professionals that fit
within the Organic culture is one of the most important functions within Organic. Our recruiting
department consists of 15 professionals domestically and internationally, and includes 10 full-time
recruiters. The recruiting department is organized along geographic lines so that we can develop an in-
depth knowledge of the local market and scale in accordance with our expansion strategy. As we open
and expand new offices, they will usually be supported by the recruiting department of an existing
office until the new office reaches sufficient size, at which point a dedicated recruiting professional is

assigned.

We recruit through a broad array of channels, including general and job specific advertising, internal
hires, job fairs, open houses and trade shows. We are currently implementing a number of key
recruiting initiatives including (a) an enterprise-wide, Web-based hiring automation system with a
PeopleSoft interface, (b) an internal sourcing team focused on proactive identification of key talent and

(c) a college relations program to target highly qualified students and promote our image at colleges and



universities around the world. Our new recruiting system is designed to enhance our ability to maintain
detailed performance metrics to monitor and control open positions, time to fill open positions, cost

per hire, source of hire and quality of hire.

Training and Development

We have an extensive training and development program, which is designed to accelerate employee
productivity, complement our recruiting and retention efforts by enhancing employee job satisfaction
and promote knowledge sharing to maintain our market leadership. Our training and development
initiatives include new hire orientation, recurring management and professional skills training and
annual summits for a number of functions including creative, project management, engineering, media,
business development, strategy and client services personnel. Training and development also
complements our office expansion strategy by promoting consistency across all of our offices, service
lines and departments. As we continue to open new offices and expand existing offices, we can deploy
existing employees who have mastery of the skills required and an understanding of and commitment

to the Organic culture in new offices.

Research and Development

Our research and development, or R&D, is focused on ensuring the ability of our local teams to provide
advanced solutions to challenges we currently address and to prepare our teams for problems we will be
asked to solve. Our R&D philosophy is to support innovation efforts on a local level through a global
support system that assures a uniformly high standard of quality. We believe attaining this goal will
enable a faster time-to-market for our clients. Additionally, our R&D team maintains relationships with
companies that provide knowledge and recommendations on software, hardware and training that will

speed team problem solving.

Our R&D efforts are focused on three service lines: engineering, creative and strategy. Our engineering
R&D efforts involve investigating new technologies, products and emerging standards. We also develop
platforms that allow for rapid solution delivery. While developing core skill sets, our engineering team
has taken a technology-agnostic stance, allowing our clients to benefit from objective
recommendations. Our engineering R&D supports our teams with the knowledge to quickly select the

best technology solution, and if necessary, provide the support to implement it.

Our creative R&D focuses on both extending and enabling our engineering team efforts. Three areas of
particular emphasis are exploratory prototypes, re-use strategies for information design and strategic
creative partnerships. Our creative R&D team also collaborates with local creative teams, as well as our
strategic consulting and VOICE teams to increase our understanding of the patterns and interfaces that
allow our solutions to connect with their intended audience. Behavioral knowledge and communication
expertise are intrinsic to success on any interactive platform; therefore, creative research, analysis and

invention are all methodically gathered and shared with our teams.



Our R&D teams also work closely with our strategy teams throughout the organization to create new
and enhanced business models, revenue streams and cost savings opportunities for our clients. The end

result is faster, more robust, more efficient solutions for developing our client's businesses.

Knowledge Management

We work to capture and share knowledge and re-use technology throughout our business. Knowledge-
sharing occurs in several ways, including through our Intranet, training and development classes,
discipline summits, off-site management meetings and our office-in-a-box tools and processes. We re-
use technology when appropriate through the development of standard software platforms, centrally-
managed software licensing, software re-use and strategic technology partnerships. We also share best-

practice creative design solutions across our teams for use with our clients.

Intranet

The mission of our Intranet is to create a sense of community, enhance communication and simplify
processes. Our workflow processes are accessible through the Intranet, and teams are expected to
follow them as standard procedure on client engagements. We encourage constant improvement in
these processes, which are discussed at our various discipline summits. Although every solution created
for a client is unique, many of the underlying functional elements can either be re-used for a period of

time or share common building blocks that serve as a base for other engagements.

Learning and Summits

In recognition of the need to create and maintain relationships with our employees, we have a number
of initiatives that focus on participatory learning, culture sharing and knowledge transfer. We provide
general training and development classes through our human resources department to both new hires
and current employees. In addition, each of the discipline heads is responsible for the development and
communication of best practices and tools throughout the organization. We share key learning at
various summits that are held each year within the strategic consulting, creative, project management,
engineering, media and business development disciplines. Our senior executives also participate twice

a year in off-site management sessions.

Office-in-a-box

The corporate development team has created our office-in-a-box program to systematize the process of
opening new offices. It provides a road map for new office initiation, including process documents,

monitoring and control tools and training plans. The office-in-a-box information exists in centralized



hardcopy form as well as electronically on our Intranet. It includes manuals on departmental
descriptions, organization charts, job descriptions, roles and responsibilities, contact lists, workflows,

policies and procedures and templates, formats and example documents.

Competition

The market for Internet professional services is relatively new, intensely competitive, quickly evolving
and subject to rapid technological change. Further, our industry is experiencing rapid consolidation.

Our principal current competitors include the following:

- other providers of Internet professional services, including Agency.com, iXL, Proxicom, Razorfish,
Scient, USWeb/CKS and Viant;

- large information technology consulting services providers, including Andersen Consulting,

Cambridge Technology Partners, Cap Gemini, CSC, EDS, IBM and Sapient;

- strategic consulting firms, including Bain & Company, Booz Allen & Hamilton and Boston Consulting
Group; and - internal information technology, marketing and other departments of current and

potential clients.

We anticipate facing additional competition from new entrants into our markets due to low barriers to

entry.

We believe that the principal factors upon which we compete are the ability to offer a comprehensive
suite of services, the ability to handle large, complex projects, the ability to attract and retain the best
professionals through our culture, the blending of strategy, creative and engineering expertise, brand
recognition and reputation, client service and price. Although we believe that few of our competitors
currently offer as comprehensive a suite of services as we offer, many competitors have announced an
intention to expand their service offerings. Many of our competitors have longer operating histories,
larger client bases, longer relationships with clients, greater brand or name recognition and
significantly greater financial, technical, marketing and public relations resources than we have. These
competitors, as well as new competitors, could develop or offer services that are comparable to or
superior to ours, or are less expensive. The entry of new competitors or changes in the service offerings

of existing competitors would harm our business, financial condition and results of operations.

Intellectual Property

We rely on a combination of nondisclosure and other contractual arrangements with our employees
and third parties, copyright trademark, service mark and trade secret laws to protect our intellectual
property. We are pursuing the protection of our trademarks in the United States and internationally.
We have obtained trademark registrations in the U.S. for the "Organic" and "Organic Online" marks and

have applied for registration of the "Organic Media" mark and some of our other trademarks and



service marks. We are pursuing expanded international trademark and service mark protection. In
addition, although we do not currently pursue patent protection for our intellectual property, we may

do so in the future, as appropriate.

If we fail to adequately protect our intellectual property rights and proprietary information or if we
become involved in litigation relating to our intellectual property rights and proprietary technology,
our business could be harmed. Any actions we take may not be adequate to protect our proprietary
rights and other companies may develop technologies that are similar or superior to our proprietary
technology. In addition, the legal status of intellectual property on the Internet is currently subject to

various uncertainties.

Although we believe that our products and services do not infringe on the intellectual property rights
of others and that we have all rights needed to use the intellectual property employed in our business,
it is possible that we could in the future become subject to claims alleging infringement of third party
intellectual property rights. Any claims could subject us to costly litigation, and may require us to pay
damages and develop non-infringing intellectual property or acquire licenses to the intellectual

property that is the subject of the alleged infringement.

Facilities

Our headquarters are located in a leased facility in San Francisco, California consisting of
approximately 52,000 square feet of office space. The primary lease for this office space expires in
September 2002. We also have entered into a lease for a new headquarters location in San Francisco
consisting of approximately 210,000 square feet of office space, commencing September 2000 and
expiring in September 2010. We also lease office space in Chicago, Detroit, New York, London, Sao
Paulo and Singapore. We are currently exploring real estate options consistent with our future growth

plans. We do not anticipate acquiring property or buildings in the foreseeable future.

Legal Proceedings

From time to time, we may be involved in litigation incidental to the conduct of our business. We are

not currently party to any material legal proceedings.

Management

Executive Officers and Directors

The following table sets forth information regarding our executive officers and directors as of
November 22, 1999:



Name Age Position

Jonathan Nelson.................. 32 Chief Executive Officer and Chairman of the Board

Michael Hudes...............c.o... 38 President and Director

Susan L. Field................... 40 Executive Vice President and Chief Financial Officer

Larry K. Geisel.................. 58 Executive Vice President and Chief Operating Officer

Daniel J. Lynch.................. 34 President, Logistics

Margaret Maxwell Zagel........... 50 Vice President, Chief Legal and Administrative
Officer and Secretary

Matthew Bernardini............... 26 Vice President, Chief Technology Officer

Marita C. Scarfi................. 33 Vice President, Finance

Janis M. Nakano Spivack.......... 36 Vice President, Chief Creative Officer

Lynda Ward Pierce................ 36 Vice President, Human Resources

Gary F. Hromadko................. 47 Director

Gerald Bruce Redditt............. 48 Director

Biographies of our executive officers and directors are as follows:

JONATHAN NELSON co-founded our company in 1993 and has served as our Chief Executive Officer
and Chairman of the Board since January 1995. From February 1996 to May 1996, Mr. Nelson served
as President and Chief Executive Officer of Accrue Software, a developer of network based tools for
measuring Web site performance. Mr. Nelson has served as Chairman of the Board of Accrue since
February 1996.

MICHAEL HUDES has served as our President and as a member of our board of directors since
October 1995 and until August 1999 he also served as our Chief Operating Officer. From October 1993
to September 1995, Mr. Hudes was the Director of Marketing for daVinci Time & Space, an interactive

media company.

SUSAN L. FIELD has served as our Executive Vice President and Chief Financial Officer since June
1999. From June 1997 to April 1999, Ms. Field was employed at Sears, Roebuck and Co., a multi-line
retailer providing merchandise and services, most recently as the Senior Vice President -- Strategy,
Planning and Corporate Development. From August 1985 to June 1997, Ms. Field served in various

capacities at Merrill Lynch & Co., a global investment bank, most recently as a Managing Director.

LARRY K. GEISEL has served as our Executive Vice President and Chief Operating Officer since
September 1999. From April 1998 to September 1999, Mr. Geisel served as the Executive Vice
President, Chief Technical Officer of Knowledge Universe, Inc., a holding company focused on
educational products and services. From February 1996 to April 1998, Mr. Geisel was the Senior Vice
President, Chief Information Officer of Netscape Communications, Inc., a provider of client and server
software, development tools and commercial applications. From February 1994 to February 1996, Mr.

Geisel was an Executive Vice President of Xerox Corporation, a provider of various document services.

DANIEL J. LYNCH has served as President, Logistics since May 1999. From February 1993 to March
1999, Mr. Lynch served as the Senior Vice President, Marketing and Sales of Technicolor

Entertainment, a film processing and distribution company.

MARGARET MAXWELL ZAGEL has served as our Vice President, Chief Legal and Administrative
Officer and Secretary since August 1999. From March 1998 to March 1999, Ms. Zagel served as the

Vice President, General Counsel and Secretary of Tellabs Operations, Inc., a manufacturer of



telecommunications equipment solutions. From September 1984 to January 1998, Ms. Zagel served as

General Counsel of Grant Thornton LLP, an accounting and management consulting firm.

MATTHEW BERNARDINI has served as our Vice President, Chief Technology Officer since July 1999,
and prior to that, from October 1997 to July 1999, he served as our Director of Engineering. From
January 1996 to August 1997, Mr. Bernardini was Vice President, Technology of Meta4Digital Design,
an interactive marketing company. From May 1995 to January 1996, Mr. Bernardini was an

independent consultant, working as a programmer and developer.

MARITA C. SCARFT has served as our Vice President, Finance since January 1998. She served as our
Director of Finance from January 1997 to January 1998 and as our Controller from July 1996 to July
1997. From August 1988 to July 1996, Ms. Scarfi served as a Manager of Business Assurance for

Coopers & Lybrand, an accounting firm.

JANIS M. NAKANO SPIVACK has served as our Vice President, Chief Creative Officer since
November 1996. From October 1993 to October 1996, Ms. Spivack was a partner of leftBrain-
rightBrain, a provider of consulting, technical and design production expertise to both Web site

builders and individual companies.

LYNDA WARD PIERCE has served as our Vice President, Human Resources since July 1999. From
August 1998 to July 1999, Ms. Pierce served as the Director of Human Resources of The Metzler
Group, Inc., a provider of consulting services to the utilities industry. From April 1997 to August 1998,
Ms. Pierce served as the Director of Human Resources for LECG, Inc., a provider of expert analysis,
litigation support and management consulting. From October 1996 to March 1997, Ms. Pierce served
as the Director of Human Resources for Party America, Inc., a party merchandise retailer. From April
1991 to October 1996, Ms. Pierce served as the Manager of Human Resources of Mervyn's, a

department store.

GARY F. HROMADKO has served as one of our directors since January 1997 and has served as a
director of Organic United Kingdom, one of our wholly-owned subsidiaries, since February 1999. Since

1993, Mr. Hromadko has been a private venture investor in early stage technology companies.

GERALD BRUCE REDDITT has served as a member of our board of directors since October 1998.
Since May 1998, Mr. Redditt has served as an Executive Vice President of Omnicom Group Inc., a
strategic and financial holding company. From July 1995 to May 1998, Mr. Redditt served as an
Executive Vice President of Sony Pictures Entertainment, a creator and distributor of entertainment
products, services and technology. From March 1991 to July 1995, Mr. Redditt served as a Corporate
Vice President of GTE Corporation, a telecommunications company. Since January 1999, Mr. Redditt

has served as a director of Agency.com, an Internet professional services company.



Board Composition

Our bylaws authorize the number of directors to be not less than five nor more than nine. The number
of directors on the Board is currently fixed at six. Our bylaws provide that following the completion of
this offering our board of directors will be divided into three classes of directors designated Class I,
Class IT and Class III. Each class will have a three-year term. Initially, two directors will serve in Class I,
two directors will serve in Class II and two directors will serve in Class III. The initial directors in each
class will hold office for terms of one year, two years or three years. Thereafter each class will serve a

three-year term. Executive officers are elected by and serve at the direction of the board of directors.

Board Committees

The board of directors has established a compensation committee and an audit committee. The
compensation committee, consisting of Mr. Hromadko and Mr. Redditt, reviews and approves the
salaries, bonuses and other compensation payable to our executive officers and administers and makes

recommendations concerning our employee benefit plans.

The audit committee, consisting of Mr. Hromadko and Mr. Redditt, recommends the selection of
independent public accountants to the board of directors, reviews the scope and results of the audit
and other services provided by our independent accounts, and reviews our accounting practices and

systems of internal accounting controls.

Director Compensation

Our directors currently are not compensated for their services. However, in the future we intend to

compensate our non-employee directors.

Compensation Committee Interlocks and Insider Participation

No member of our compensation committee serves as a member of the board of directors or
compensation committee of any entity that has one or more executive officers serving as a member of’

our board of directors or compensation committee.

There are no family relationships among any of our directors or executive officers other than between

Michael Hudes and Daniel Lynch, who are brothers-in-law.



Executive Compensation

Summary Compensation Information

The following table contains information in summary form concerning the compensation paid to our
chief executive officer and each of our most highly compensated executive officers whose total salary,
bonus and other compensation exceeded $100,000 during the fiscal year ended December 31, 1998. In
accordance with the rules of the SEC, the compensation described in this table does not include
perquisites and other personal benefits received by the executive officers named in the table below
which do not exceed the lesser of $50,000 or 10% of the total salary and bonus reported for these

officers.

Summary Compensation Table

ALL OTHER 1998

1998 ANNUAL COMPENSATION
COMPENSATION ~  ———=m—mmmmmm oo
——————————————————— TOTAL HEALTH
NAME AND PRINCIPAL POSITION SALARY BONUS INSURANCE
Jonathan Nelson
Chief Executive Officer and Chairman of the Board...... $ 90,000 -- $4,947
Michael Hudes
President and Director.......ouviiiiiinnennnneennnn 160,000 $ 65,000 5,792
Janis Nakano Spivack
Vice President, Chief Creative Officer............... 132,500 11,000 --
Michael Golden
Executive Vice President of Corporate Development.... 150,716 141,000 --
William Sequeira
Vice President of Engineering............oiviuunnnn.. 147,598 9,000 --

Michael Golden served as our Executive Vice President of Corporate Development from April 1997 to
March 1999. Additionally, from March 1999 to May 1999, he served as a consultant for us. William

Sequeira served as our Vice President of Engineering from September 1997 to August 1998.

Option Grants During Fiscal 1998

The following table sets forth information concerning grants of stock options to each of the executive
officers named in the table above during the fiscal year ended December 31, 1998. All options granted
to these executive officers in the last fiscal year were granted under our 1997 stock option plan. Each
option vests and becomes exercisable over a period of four years. The percentage of total options set
forth below is based on an aggregate of 2,514,525 options granted to employees in fiscal 1998. All
options were granted at a fair market value as determined by the board of directors on the date of
grant. The board of directors determined the fair market value based on our financial results and
prospects and the share price in arms-length transactions. The exercise price may in some cases be paid

by delivery of other shares or by offset of the shares subject to options. The deemed value for the date



of grant has been adjusted solely for financial accounting purposes. Potential realizable values are net
of exercise price, but before taxes associated with exercise. Amounts represent hypothetical gains that
could be achieved for the options if exercised at the end of the option term. The assumed 5% and 10%
rates of stock price appreciation are based on the exercise price of the options and are provided in
accordance with the rules of the SEC and do not represent our estimate or projection of the future

common stock price.

Options Granted in Fiscal Year Ended December 31, 1998

POTENTIAL REALIZABLE
VALUE AT ASSUMED

PERCENT OF ANNUAL RATES OF
NUMBER OF TOTAL OPTIONS STOCK PRICE
SECURITIES GRANTED TO APPRECIATION FOR
UNDERLYING EMPLOYEES IN EXERCISE OPTION TERM
OPTIONS FISCAL YEAR PRICE PER  EXPIRATION ----------—--—-m—mm—-
NAME GRANTED 1998 SHARE DATE 5% 10%
Jonathan Nelson........... - -- -- -- -- --
Michael Hudes............. 492,000 19.6% $0.2933 06/24/08  $90,752 $229,983
Janis Nakano Spivack...... -- -- -- -- -- --

Michael Golden............ 309,000 12.3% $0.2933 06/24/08 $56,997 $144 ,440
William Sequeira.......... - - - - - .

Option Exercises

The following table sets forth information concerning exercisable and unexercisable stock options held
by each of the executive officers named in the summary compensation table at December 31, 1998. The
value of unexercised in-the-money options represents the positive spread between the exercise price of
the stock options and the deemed fair market value of our common stock as of December 31, 1998,
which our board of directors determined was $1.17 per share. All options were granted under our 1997
stock option plan. These options vest over four years and otherwise generally conform to the terms of

our 1997 stock option plan.

AGGREGATE OPTION EXERCISES IN FISCAL YEAR ENDED DECEMBER 31, 1998 AND OPTION
VALUES AT DECEMBER 31, 1998

NUMBER OF
SECURITIES
UNDERLYING VALUE OF
UNEXERCISED UNEXERCISED
OPTIONS AT IN-THE-MONEY
FISCAL OPTIONS AT FISCAL
YEAR END YEAR END
SHARES e m -
ACQUIRED ON VALUE EXERCISABLE/ EXERCISABLE/
NAME EXERCISE REALIZED UNEXERCISABLE UNEXERCISABLE
Jonathan Nelson..........cvuiiiunnennn.. - - -—f-- -=/--
Michael Hudes........couiiuiiinnennnnnn. - --/492,000 --/%$429,713
Janis Nakano Spivack.........eeeeeuennn. - -- 34,531/92,969 $30,159/$ 81,199
Michael Golden..........iiieinnnnnnnn -- -- 99,875/464,125 $87,231/$405,367

William Sequeira........ovueennnunennnn. - - -—f-- -=/--



Employment Agreements

Jonathan Nelson

On January 29, 1997, Jonathan Nelson entered into an employment agreement with us to serve as our
Chief Executive Officer. Mr. Nelson currently serves as our Chief Executive Officer and as a member of
our board of directors. As amended on February 24, 1997, the employment agreement provides Mr.
Nelson with an annual base salary of $90,000. In addition, Mr. Nelson is eligible to receive

discretionary bonus compensation in an amount determined by the board of directors.

Under the terms of his agreement, Mr. Nelson's employment shall continue until either party gives the
other party 90 days advance written notice of the expiration of the employment agreement. Should we
terminate Mr. Nelson's employment for cause, we must pay Mr. Nelson all compensation due on the
date of termination. Cause is defined as: (a) repeated failure or refusal by Mr. Nelson to materially
perform his duties and responsibilities, or his failure to devote substantially all of his business time and
attention exclusively to our business and affairs; (b) willful misappropriation of our funds or property;
(c) use of alcohol or illegal drugs, which interferes with his performance and which continues after
written warning; (d) conviction in a court of law of, or entering a plea of guilty or no contest to, any
felony or any crime involving moral turpitude, dishonesty or theft; (e) any commission in bad faith of
any act which injures or could reasonably injure our reputation, business or business relationships; or
(f) any material breach of his employment agreement, which is not cured within 30 days of our written

notice.

Should we terminate Mr. Nelson's employment without cause and without 90 days advance written
notice, Mr. Nelson is entitled to receive from us, so long as Mr. Nelson is not in breach of the non-
competition and protection of confidential information provisions of his employment agreement, (a)
his applicable salary compensation less any income earned from subsequent employment, limited to 90
days once written notice is given, and (b) any unpaid reimbursable expenses outstanding, and any

unused accrued vacation, as of the date of termination.

Under the terms of his employment agreement, Mr. Nelson agrees that while he is employed by us and
for a period of two years after the date of his termination, he shall not, except on our behalf: (a) solicit

any client business; (b) solicit any of our employees or exclusive consultants; or (c) render to or for any

client any services that we provide. Additionally, Mr. Nelson also agrees that he will not at any time (a)
disclose any confidential information or trade secret of ours or our clients; or (b) use any confidential

information or trade secret for his own benefit, or for the benefit of third parties.

Michael Hudes

On January 29, 1997, Michael Hudes entered into an employment agreement with us to serve as our
President. Mr. Nelson currently serves as our President and a member of our board of directors. As

amended on February 24, 1997, the employment agreement provides Mr. Hudes with an annual base



salary of $140,000. In addition, Mr. Hudes is eligible to receive discretionary bonus compensation in

an amount determined by the board of directors.

Under the terms of his agreement, Mr. Hudes' employment shall continue until either party gives the
other party 90 days advance written notice of the expiration of the employment agreement. Should we
terminate Mr. Hudes' employment for cause, we must pay Mr. Hudes all compensation due on the date
of termination. Cause is defined as: (a) repeated failure or refusal by Mr. Hudes to materially perform
his duties and responsibilities, or his failure to devote substantially all of his business time and
attention exclusively to our business and affairs; (b) willful misappropriation of our funds or property;
(c) use of alcohol or illegal drugs, which interferes with his performance and which continues after
written warning; (d) conviction in a court of law of, or entering a plea of guilty or no contest to, any
felony or any crime involving moral turpitude, dishonesty or theft; (e) any commission in bad faith of
any act which injures or could reasonably injure our reputation, business or business relationships; or
(f) any material breach of his employment agreement, which is not cured within 30 days of our written

notice.

Should we terminate Mr. Hudes' employment without cause and without 90 days advance written
notice, Mr. Hudes is entitled to receive from us, so long as Mr. Hudes is not in breach of the non-
competition and protection of confidential information provisions of his employment agreement, (a)
his applicable salary compensation less any income earned from subsequent employment, limited to 90
days once written notice is given, and (b) any unpaid reimbursable expenses outstanding, and any

unused accrued vacation, as of the date of termination.

Under the terms of his employment agreement, Mr. Hudes agrees that while he is employed by us and
for a period of two years after the date of his termination, he shall not, except on our behalf: (a) solicit
any client business; (b) solicit any of our employees or exclusive consultants; or (c) render to or for any
client any services that we provide. Additionally, Mr. Hudes also agrees that he will not at any time (a)
disclose any confidential information or trade secret of ours or our clients; or (b) use any confidential

information or trade secret for his own benefit, or for the benefit of third parties.

Susan L. Field

On June 22, 1999, Susan L. Field entered into an employment agreement with us to serve as our
Executive Vice President and Chief Financial Officer. The employment agreement provides Ms. Field
with an annual base salary of $250,000 and a bonus of up to 40% of her base salary upon achievement
of specific goals and objectives. Additionally, Ms. Field was paid a signing bonus of $50,000 in

connection with her entering the employment agreement.

Ms. Field's employment agreement also provides her with an incentive stock option for the purchase of
160,000 shares of our common stock pursuant to our 1997 stock option plan, and a nonstatutory stock
option for the purchase of 375,000 shares of our common stock pursuant to our 1997 stock option

plan, at an exercise price of $2.50 per share. These options contain a four year vesting period, with 25%

vesting after the first continuous year of employment and the remaining option shares vesting in equal



monthly portions through the fourth year. Also, Ms. Field is entitled to an additional nonstatutory
stock option grant of 50,000 shares of common stock pursuant to our 1997 stock option plan, at an
exercise price of $2.50 per share. Of these shares, 25,000 will vest upon the closing of this offering and
25,000 of the shares will vest upon our hiring employees to fill at least two key management positions

and our retaining these employees for nine continuous months of employment.

Under the terms of her agreement, Ms. Field's employment may be terminated by either party at any
time with or without cause and with or without notice. Should we terminate Ms. Field's employment
for cause or should she voluntarily resign, she will not be entitled to severance pay, pay in lieu of notice,
or any other compensation or benefits, other than payment of accrued salary and vacation. Cause is
defined as: (a) conviction of any felony or of any crime against us; (b) participation of any fraud against
us; (c) willful breach of any duties to us, including persistent unsatisfactory job performance; (d) breach
of provisions in the employment agreement or of her proprietary information and invention
agreement; or (e) engagement of conduct determined by our board of directors to demonstrate gross

unfitness to serve.

In the event, Ms. Field's employment is terminated without cause, we will provide her with (a) a
payment equal to three months of her salary, less standard withholdings and deductions and (b) a one-
year acceleration of vesting of the common stock subject to purchase pursuant to the options granted

to her as of the date of the employment agreement.

Under the terms of her employment agreement, Ms. Field agrees that while she is employed by us, she
will not in any capacity whatsoever engage in, become financially interested in, be employed by or have

any business connection with any of our competitors.

In connection with her employment agreement, Ms. Field entered into a proprietary information and
invention agreement, which provides that she: (a) will not use any of our proprietary information
without our prior written authorization; (b) will assign to us in the future her interest in any and all
inventions, subject to a limited exclusion; and (c) will not, for a period of one year after the termination

of her employment, solicit any of our employees or clients.

Benefit Plans

1997 Stock Option Plan

Our 1997 stock option plan was approved by our board of directors and our stockholders in April 1997
and was amended in November 1998, February 1999, September 1999 and November 1999. Our 1997
stock option plan provides for the grant to our employees, including officers and employee directors, of
incentive stock options within the meaning of Section 422 of the Internal Revenue Code and for the
grant of nonstatutory stock options to our employees, outside directors and consultants. Our 1997
stock option plan is currently administered by our board of directors which selects the optionees,

determines the number of shares to be subject to each option and determines the exercise price of each



option. Our 1997 stock option plan authorizes the issuance of an aggregate of up to 7,575,000 shares
of common stock. The maximum number of shares that may be granted to any individual under our
1997 stock option plan in any year is 318,750. As of September 30, 1999, options to purchase an
aggregate of 5,237,644 shares of common stock were outstanding under the 1997 stock option plan,

and an aggregate of 1,797,651 shares of common stock remained available for future grants.

The exercise price of all incentive stock options granted under our 1997 stock option plan must be at
least equal to the fair market value of the common stock on the date of grant. The exercise price of all
nonstatutory stock options granted under our 1997 stock option plan shall be determined by the
administrator, but in no event may be less than 85% of the fair market value on the date of grant. With
respect to any participant who owns stock possessing more than 10% of the voting power of all our
classes of stock, the exercise price of any incentive or nonstatutory option granted must equal at least
110% of the fair market value on the grant date and the maximum term of any these options must not
exceed five years. The term of all other options granted under our 1997 stock option plan may not

exceed ten years.

In the event a participant in our 1997 stock option plan ceases to be an employee, director or
consultant, other than upon the participant's death or disability, the participant may exercise his or her
vested options for a period of three months following termination, unless a different exercise period is

specified in his or her option agreement.

In the event of our merger with or into another corporation or a sale of substantially all of our assets,
our 1997 stock option plan requires that each outstanding option be assumed or an equivalent option
substituted by the successor corporation; provided, however, that in the event the successor
corporation refuses to assume or substitute for the outstanding options, the vesting of these options
and the time during which these options may be exercised shall be accelerated prior to such event and

the options terminated if not exercised after such acceleration and at or prior to such event.

In the event of a change of control, all participants shall receive two additional years of vesting for all
outstanding options and all stock acquired through the exercise of an option. In addition, if a
participant is employed by us or a subsidiary at the time of the change of control and, prior to the one-
year anniversary of the change of control, the participant is either terminated for reasons other than
for cause or terminates employment for good reason, the participant shall have the greater of 90 days
from the date of termination or the period otherwise specified for exercise after termination to exercise
any vested options. Under the 1997 stock option plan, a change of control is defined as: (a) acquisition
of 25% or more of our stock by any individual or entity; (b) a change of a majority of the members on
our board of directors; (c) consummation of our reorganization, merger or consolidation or the sale or
disposition of more than 50% of our operating assets; (d) a tender offer made for our stock; or (e)

approval of a plan of complete liquidation by our stockholders.

Our 1997 stock option plan will terminate in 2007. Our board of directors has authority to amend or
terminate our 1997 stock option plan, provided that this such action will not impair the rights of the

holder of any outstanding options without the written consent of that holder.



1999 Long-term Stock Incentive Plan

Our 1999 long-term stock incentive plan was approved by our board of directors and our stockholders
in November 1999. Our 1999 long-term stock incentive plan provides for the grant to our employees,
including officers and employee directors, of incentive stock options within the meaning of Section
422 of the Internal Revenue Code and for the grant of nonstatutory stock options to our employees,
directors and consultants, stock appreciation rights and other types of awards. Our 1999 long-term
stock incentive plan will be administered by our compensation committee which selects the optionees,
determines the number of shares to be subject to each option, determines the exercise price of each
option and determines the vesting and exercise periods of each option. Our 1999 long-term stock
incentive plan authorizes the issuance of an aggregate of up to 3,500,000 shares of common stock. No
options to purchase shares of common stock have yet been granted under this plan, therefore options

to purchase 3,500,000 shares of common stock remain available for grant.

The exercise price of all incentive stock options granted under our 1999 long-term stock incentive plan
must be at least equal to the fair market value of the common stock on the date of grant. The exercise
price of all nonstatutory stock options granted under our 1999 long-term stock incentive plan shall be
determined by the compensation committee, but in no event may be less than 85% of the fair market
value on the date of grant. With respect to any participant who owns stock possessing more than 10%
of the voting power of all our classes of stock, the exercise price of any incentive or nonstatutory
option granted must equal at least 110% of the fair market value on the grant date and the maximum
term of any these options must not exceed five years. The term of all other options granted under our

1999 long-term stock incentive plan may not exceed ten years.

In the event a participant in our 1999 long-term stock incentive plan terminates employment, or is
terminated by us for any reason other than cause, any options which have become exercisable prior to
the time of termination, shall remain exercisable for six months from the date of termination if
termination was caused by death or disability, or 30 days from the date of termination if termination

was caused by reasons other than death or disability.

In the event of a change of control, all participants shall receive two additional years of vesting for all
outstanding options and share appreciation rights, all stock acquired through the exercise of an option
or a share appreciation right, and all other awards. In addition, if a participant is employed by us or a
subsidiary at the time of the change of control and, prior to the one-year anniversary of the change of
control, the participant is either terminated for reasons other than for cause or terminates employment
for good reason, the participant shall have the greater of 90 days from the date of termination or the
period otherwise specified for exercise after termination to exercise any vested options. Under the
1999 long-term stock incentive plan, a change of control is defined as: (a) acquisition of 25% or more
of our stock by any individual or entity; (b) a change of a majority of the members on our board of
directors; (c) consummation of our reorganization, merger or consolidation or the sale or disposition of
more than 50% of our operating assets; (d) a tender offer made for our stock; or (e) a plan of complete

liquidation by our stockholders.



Unless terminated sooner, our 1999 long-term stock incentive plan will terminate in 2009. Our board
of directors has authority to amend or terminate our 1999 long-term stock incentive plan, provided
that no this action will not impair the rights of any participant without the written consent of that

participant.

2000 Employee Stock Purchase Plan

We intend to adopt an employee stock purchase plan that would become effective in 2000 and would

be intended to qualify under Section 423 of the Internal Revenue Code.

The plan will be administered by the compensation committee of our board of directors and will

permit each eligible employee to purchase our common stock through payroll deductions.

401(K) Plan

In January 1997, we established a 401(k) Plan. All employees with at least one month of service are
eligible to participate in the plan. Employees may contribute up to 20% of their pre-tax covered
compensation through salary deductions. In 1999, we began contributing 25% of every pre-tax dollar
an employee contributes up to the first 5% of the employee's pre-tax covered compensation. Employees
are 50% vested in the employer's contributions after one year of service and fully vested after two
years. The 401(k) Plan is intended to qualify under Section 401 of the Internal Revenue Code so that
all contributions and income earned in the plan are not taxable to employees until withdrawn and our
contributions will be deductible by us when made. Our matching contribution expense was not
material for the nine months ended September 30, 1999. In addition, we may make a discretionary
profit-sharing contribution to all 58 eligible employees, regardless of whether an employee is
participating in the 401(k) Plan. However, no such contributions have been made through September
30, 1999.

Limitation of Liability and Indemnification Matters

Our certificate of incorporation and bylaws provide that we will indemnify all of our directors and
officers to the fullest extent permitted by Delaware law. Our certificate of incorporation and bylaws
also authorize us to indemnify our employees and other agents, at our option, to the fullest extent
permitted by Delaware. We intend to enter into agreements to indemnify our directors and officers, in
addition to indemnification provided for in our charter documents. These agreements, among other
things, will provide for the indemnification of our directors and officers for certain expenses (including
attorneys' fees), judgments, fines and settlement amounts incurred by any such person in any action or
proceeding, including any action by or in the right of Organic, arising out of such person's services as

one of our directors or officers or any other company or enterprise to which such person provides



services at our request to the fullest extent permitted by applicable law. We believe that these
provisions and agreements will assist us in attracting and retaining qualified persons to serve as

directors and officers.

Delaware law permits a corporation to provide in its certificate of incorporation that a director of the
corporation shall not be personally liable to the corporation or its stockholders for monetary damages
for breach of fiduciary duty as a director, except for liability for any breach of the director's duty of
loyalty to the corporation or its stockholders, for acts or omissions not in good faith or which involve
intentional misconduct or a knowing violation of law, under Section 174 of the General Corporation
Law of the State of Delaware, or for any transaction from which the director derived an improper
personal benefit. Our certificate of incorporation provides for the elimination of personal liability of a

director for breach of fiduciary duty, as permitted by Delaware law.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to our
directors, officers and controlling persons pursuant to the provisions contained in our charter
documents, Delaware law or otherwise, we have been advised that in the opinion of the Securities and
Exchange Commission such indemnification is against public policy as expressed in the Securities Act
and is, therefore, unenforceable. If a claim for indemnification against such liabilities (other than the
payment by us of expenses incurred or paid by one of our directors, officers or controlling persons in
the successful defense of any action, suit, or proceeding) is asserted by such director, officer or
controlling person, we will, unless in the opinion of our counsel the matter has been settled by
controlling precedent, submit to a court of appropriate jurisdiction the question whether such
indemnification by us is against public policy as expressed in the Securities Act and will be governed by

the final adjudication of this issue.

We intend to purchase and maintain insurance on behalf of the officers and directors insuring them

against liabilities that they may incur in such capacities or arising out of such status.

There is no pending litigation or proceeding involving one of our directors or officers as to which
indemnification is being sought, nor are we aware of any pending or threatened litigation that may

result in claims for indemnification by any director or officer.

Related Party Transactions

Organic Holdings

On January 29, 1997, our predecessor company changed its name from Organic Online, Inc. to Organic
Holdings, Inc., and we were formed as a subsidiary under the name Organic Online, Inc. At that time,

we exchanged 18,323,712 shares of our Series A preferred stock and three shares of our common stock
for substantially all of the assets and liabilities of Organic Holdings. Organic Holdings retained some of

our non-operating assets and liabilities.



Our directors Jonathan Nelson, Michael Hudes and Gary Hromadko are also directors of Organic

Holdings.

Omnicom Group

In January 1997, we issued 3,351,288 shares of our Series A preferred stock at $2.9833 per share to

Omnicom Group for net cash proceeds of $10.0 million.

In February 1999, we issued 1,488,000 shares of our Series B preferred stock at $7.2067 per share to
Omnicom Group for net cash proceeds of $7.7 million plus the settlement of a $3.0 million short-term

bridge loan that we obtained from Omnicom Group in January 1999.

On August 27, 1999, we entered into a revolving credit facility with Omnicom Group, which allows us
to borrow up to $30.0 million at the lender's commercial paper rate plus 3.0% until the closing of this
offering. Thereafter, we may borrow up to $15.0 million from Omnicom Group at the lender's
commercial paper rate plus 1.25% through September 30, 2002. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations -- Liquidity and Capital Resources" for
further information. Additionally, in connection with the revolving credit facility, we issued a warrant
to purchase 749,692 shares of our common stock to Omnicom Group at an exercise price of $0.01 per

share.

One of our directors, Bruce Redditt, has served as Executive Vice President of Omnicom Group since
1998.

Officer Loan

On March 31, 1999, we loaned $200,000 to Michael Hudes. This loan was secured by a pledge by Mr.
Hudes to us of his shares of our common stock, with principal and interest payments due upon the
second, fourth, sixth, eighth and tenth anniversaries of the loan. The amount becomes payable upon
the consummation of this offering, as long as the offering price is at least $10 per share and the

aggregate proceeds are at least $75.0 million.

Stock Option Grants to Officers

On March 20, 1997, we issued to Marita Scarfi options to purchase 255,000 shares of our common

stock at an exercise price of $0.0033 per share.

On December 8, 1997, we issued to Janis Nakano Spivack options to purchase 127,500 shares of our
common stock at an exercise price of $0.2933 per share. On the same date, we issued to Matthew

Bernardini options to purchase 30,000 shares of our common stock at the same exercise price.

On June 24, 1998, we issued to Michael Hudes options to purchase 492,000 shares of our common

stock at an exercise price of $0.2933 per share.



On November 25, 1998, we issued to Matthew Bernardini options to purchase 15,000 shares of our

common stock at an exercise price of $1.1667 per share.

On June 23, 1999, we issued to Susan Field options to purchase 585,000 shares of our common stock

at an exercise price of $2.50 per share.

On July 13, 1999, we issued to Matthew Bernardini options to purchase 127,500 shares of our

common stock at an exercise price of $4.00 per share.

On August 26, 1999, we issued to (a) Margaret Maxwell Zagel options to purchase 75,000 shares of our
common stock, (b) Lynda Ward Pierce options to purchase 30,000 shares of our common stock, and (c)
Larry Geisel options to purchase 400,000 shares of our common stock. Each of these officers were

issued these options at an exercise price of $5.00 per share.

On November 22, 1999, we issued to (a) Daniel Lynch options to purchase 281,690 shares of our
common stock, (b) Janis Nakano Spivack options to purchase 22,500 shares of our common stock, and
(c) Lynda Ward Pierce options to purchase 30,000 shares of our common stock. Each of these officers

were issued these options at an exercise price of $8.00 per share.

We intend to enter into indemnification agreements with each of our directors and officers. These
indemnification agreements will require us to indemnify these individuals to the fullest extent

permitted by Delaware law.

We also have entered into various employment agreements with our officers. See "Management --

Employment Agreements" for a more detailed description.

We believe that all of the transactions set forth above were made on terms no less favorable to us than
could have been obtained from unaffiliated third parties. We intend that all future transactions,
including loans, between us and our officers, directors, principal stockholders and their affiliates will be
approved by a majority of the board of directors, including a majority of the independent and
disinterested outside directors on the board of directors, and will be on terms no less favorable to us

than could be obtained from unaffiliated third parties.

Principal Stockholders

The following table sets forth the beneficial ownership of our common stock as of November 22, 1999

and as adjusted to reflect the sale of the shares of common stock in this offering by:
- each person or entity known by us to own beneficially more than five percent of our common stock;

- our chief executive officer, each of the executive officers named in the summary compensation table

and each of our directors; and - all of our executive officers and directors as a group.

The beneficial ownership is calculated based on 23,878,781 shares of our common stock outstanding
as of November 22, 1999 and shares outstanding immediately following the completion of this
offering. Beneficial ownership is determined in accordance with the rules of the SEC and generally

includes voting or investment power with respect to securities. Unless otherwise indicated, each person



or entity named in the table has sole voting power and investment power, or shares voting and
investment power with his or her spouse, with respect to all shares of capital stock listed as owned by
such person. Shares issuable upon the exercise of options that are currently exercisable or become
exercisable within sixty days of November 22, 1999 are considered outstanding for the purpose of
calculating the percentage of outstanding shares of our common stock held by the individual, but not
for the purpose of calculating the percentage of outstanding shares of our common stock held by

another individual.

The address of each of the executive officers and directors is c/o Organic, Inc., 510 Third Street, San
Francisco, California 94107.

PERCENTAGE
OF SHARES
SHARES ISSUABLE BENEFICIALLY OWNED
UPON EXERCISE =~ ====-—=m=mmmmmmmmmmm
NUMBER OF SHARES ~ OF STOCK OPTIONS ~ PRIOR TO AFTER
NAME AND ADDRESS BENEFICIALLY OWNED OR WARRANTS OFFERING ~ OFFERING

5% STOCKHOLDERS
Omnicom Group Inc.
437 Madison Avenue
New York, New York 10022......... 5,844,675 749,692 26.8% %
Organic Holdings, Inc.

c/o Organic, Inc.

510 Third Street

San Francisco, California

L% 0 L PP 17,318,325 -- 72.5% %
NAMED EXECUTIVE OFFICERS AND

DIRECTORS
Jonathan Nelson.................. 17,318,325 -- 72.5% %
Michael Hudes............ccouu.. - 184,500
Janis Nakano Spivack............. -- 69,063
Michael Golden...............v... 126,438 --
William Sequeira................. -- --
Gary F. Hromadko................. -- --
Bruce Redditt.................... -- s
All executive officers and

directors as a group (12

PEISONS) et v vttt eeeeneennennnn 17,646,029 367,095 74.3% %

EE R

* Represents beneficial ownership of less than one percent of the common stock.

Shares beneficially owned by Jonathan Nelson consist of 17,318,325 shares owned by Organic
Holdings, Inc., of which Mr. Nelson is the majority stockholder.

Description of Capital Stock

Following the closing of this offering, our authorized capital stock will consist of 80,000,000 shares of
common stock and 25,000,000 shares of undesignated preferred stock. The following description of
our capital stock does not purport to be complete and is subject to, and qualified in its entirety by, the
provisions of our certificate of incorporation and bylaws, which are included as exhibits to the

registration statement of which this prospectus is a part, and by the provisions of applicable law.



Common Stock

As of September 30, 1999, after giving effect to the conversion of all outstanding shares of our Series A
and Series B preferred stock prior to the closing of this offering, 23,702,708 shares of common stock
were issued and outstanding and held by approximately 50 stockholders. The holders of our common
stock are entitled to one vote for each share held of record upon such matters and in such manner as
may be provided by law. Subject to preferences applicable to any outstanding shares of preferred stock,
the holders of common stock are entitled to receive ratably dividends, if any, as may be declared by the
board of directors out of funds legally available for dividend payments. In the event we liquidate,
dissolve or wind up, the holders of common stock are entitled to share ratably in all assets remaining
after payment of liabilities and liquidation preferences of any outstanding shares of the preferred
stock. Holders of common stock have no preemptive rights or rights to convert their common stock
into any other securities. There are no redemption or sinking fund provisions applicable to the

common stock. All outstanding shares of common stock are fully paid and nonassessable.

Preferred Stock

As of September 30, 1999, there were 23,163,000 shares of preferred stock outstanding and held of
record by two stockholders. In connection with the closing of this offering, all outstanding shares of
our Series A and Series B preferred stock will automatically be converted into common stock on a one-
for-one basis. Upon the closing of this offering, our board of directors will be authorized, absent any
limitations prescribed by law, without stockholder approval, to issue up to an aggregate of 25,000,000
shares of preferred stock, in one or more series, each of the series to have rights and preferences,
including voting rights, dividend rights, conversion rights, redemption privileges and liquidation
preferences, as shall be determined by the board of directors. The rights of the holders of common
stock will be subject to, and may be adversely affected by, the rights of holders of any preferred stock
that maybe issued in the future. Issuance of preferred stock, while providing desirable flexibility in
connection with possible acquisitions and other corporate purposes, could have the effect of making it
more difficult for a third party to acquire, or of discouraging a third party from attempting to acquire, a
majority of our outstanding voting stock. We have no present plans to issue any shares of preferred

stock.

Warrants

As of September 30, 1999, a warrant to purchase an aggregate of 749,692 shares of our common stock
was outstanding at an exercise price of $0.01 per share. This warrant contains provisions for the
adjustment of the exercise price and the aggregate number of shares issuable upon the exercise of the
warrant in the event of stock dividends, stock splits, reorganizations and reclassifications and

consolidations. Upon the closing of this offering, this warrant to purchase common stock will expire.



Delaware Law and Provisions of Our Certificate of
Incorporation and Bylaws

Provisions of Delaware law and our certificate of incorporation and bylaws could make our acquisition
by means of a tender offer, a proxy contest, or otherwise, and the removal of incumbent officers and
directors more difficult. These provisions are expected to discourage types of coercive takeover
practices and inadequate takeover bids and to encourage persons seeking to acquire control to first
negotiate with us. We believe that the benefits of increased protection of our potential ability to
negotiate with the proponent of an unfriendly or unsolicited proposal to acquire or restructure us
outweighs the disadvantages of discouraging proposals, including proposals that are priced above the
then current market value of our common stock, because, among other things, negotiation of these

proposals could result in an improvement of their terms.

We are subject to Section 203 of the Delaware General Corporation Law. This provision generally
prohibits any Delaware corporation from engaging in any business combination with any interested
stockholder for a period of three years following the date the stockholder became an interested

stockholder, unless:

- prior to that date the board of directors approved either the business combination or the transaction

that resulted in the stockholder becoming an interested stockholder;

- upon completion of the transaction that resulted in the stockholder becoming an interested
stockholder, the interested stockholder owned at least 85% of the voting stock outstanding at the time
the transaction began; or - on or following that date, the business combination is approved by the
board of directors and authorized at an annual or special meeting of stockholders by the affirmative
vote of at least 66 2/3% of the outstanding voting stock that is not owned by the interested
stockholder.

Section 203 defines a business combination to include:
- any merger or consolidation involving the corporation and the interested stockholder;

- any sale, transfer, pledge or other disposition of 10% or more of the assets of the corporation
involving the interested stockholder;

- subject to certain exceptions, any transaction that results in the issuance or transfer by the

corporation of any stock of the corporation to the interested stockholder;

- any transaction involving the corporation that has the effect of increasing the proportionate share of
the stock of any class or series of the corporation beneficially owned by the interested stockholder; or -
the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or

other financial benefits provided by or through the corporation.

In general, Section 203 defines an interested stockholder as any entity or person beneficially owning
15% or more of the outstanding voting stock of the corporation and any entity or person affiliated with

or controlling or controlled by the entity or person.



Our bylaws provide that following the completion of this offering our board of directors will be divided
into three classes of directors designated Class I, Class II and Class III. Each class will have a three-year
term. Initially, two directors will serve in Class I, two directors will serve in Class II and two directors
will serve in Class III. The initial directors in each class will hold office for terms of one year, two years

or three years. Thereafter each class will serve a three-year term.

We believe that a classified board of directors will help to assure the continuity and stability of the
board of directors and our business strategies and policies as determined by the board of directors,
since a majority of the directors at any given time will have had prior experience as our directors. We
believe that this, in turn, will permit the board of directors to more effectively represent the interest of
our stockholders. With a classified board of directors, at least two annual meetings of our stockholders,
instead of one, will generally be required to effect a change in the majority of the board of directors. As
a result, a provision relating to a classified board of directors may discourage proxy contests for the
election of directors or purchases of a substantial block of our common stock because its provisions
could operate to prevent obtaining control of the board of directors in a relatively short period of time.
The classification provision and the prohibition on stockholder action by written consent also could
have the effect of discouraging a third party from making a tender offer or otherwise attempting to
obtain control of us. Under Delaware law, a director on a classified board may be removed by the

stockholders of the corporation only for cause.

Our bylaws provide that special meetings of the stockholders may be called only by our President or at
the direction of the board of directors, by our Secretary. Our bylaws require advance written notice,
which generally must be received by our Secretary not less than 30 days prior to the meeting, by a
stockholder of a proposal or director nomination which a stockholder desires to present at a meeting of’
stockholders. Our certificate of incorporation does not include a provision for cumulative voting in the
election of directors. Under cumulative voting, a minority stockholder holding a sufficient number of
shares may be able to ensure the election of one or more directors. The absence of cumulative voting
may have the effect of limiting the ability of minority stockholders to effect changes in the board of
directors and, as a result, may have the effect of deterring hostile takeover or delaying or preventing

changes in control or our management.

Stockholder Rights Plan

We intend to adopt a stockholder rights plan. Under the plan we will distribute preferred stock
purchase rights to our stockholders at a rate of one purchase right for each share of common stock
outstanding. Purchase rights also will be attached to all shares of common stock that we issue in the

future, including the shares of common stock to be issued in this offering.

The purchase rights will have anti-takeover effects. The purchase rights may cause substantial dilution

to a person or group that attempts to acquire us in a manner or on terms not approved by our board of
directors. The purchase rights, however, should not deter any prospective offeror willing to negotiate in
good faith with our board of directors, nor should the purchase rights interfere with any merger or

other business combination approved by our board of directors.



Transfer Agent and Registrar

The transfer agent and registrar for our common stock is EquiServe. Its address is 150 Royall Street,
Canton, Massachusetts 02021, and its telephone number is (781) 575-3400.

Shares Eligible for Future Sale

Prior to this offering, there has been no market for our common stock. Future sales of substantial
amounts of common stock in the public market could adversely affect prevailing market prices. As
described below, no shares currently outstanding will be available for sale immediately after this
offering because of contractual restrictions on resale. Sales of substantial amounts of our common
stock in the public market after the restrictions lapse or are released could adversely affect the

prevailing market price and impair our ability to raise equity capital in the future.

Upon completion of the offering, we will have outstanding shares of common stock. Of these shares,
the shares sold in the offering, plus any shares issued upon exercise of the underwriters' over-allotment
option, will be freely tradable without restriction under the Securities Act, unless purchased by our
"affiliates" as that term is defined in Rule 144 under the Securities Act. In general, affiliates include

officers, directors or 10% stockholders.

The remaining shares outstanding are "restricted securities” within the meaning of Rule 144. Restricted
securities may be sold in the public market only if registered or if they qualify for an exemption from
registration under Rules 144, 144(k) or 701 promulgated under the Securities Act, which are
summarized below. Sales of the restricted securities in the public market, or the availability of such

shares for sale, could adversely affect the market price of the common stock.

Our directors, officers and stockholders have entered into lock-up agreements in connection with this
offering generally providing that they will not offer, sell, contract to sell or grant any option to purchase
or otherwise dispose of our common stock or any securities exercisable for or convertible into our
common stock without the prior written consent of Goldman, Sachs & Co. The lock-up restrictions will
expire on the date which is 180 days after the date of this prospectus. Notwithstanding possible earlier
eligibility for sale under the provisions of Rules 144, 144(k) and 701, shares subject to lock-up
agreements will not be salable until these agreements expire or are waived by Goldman, Sachs & Co.
Taking into account the lock-up agreements, and assuming Goldman, Sachs & Co. does not release
stockholders from these agreements, the following shares will be eligible for sale in the public market at

the following times:

- Beginning on the date of this prospectus, only the shares sold in the offering will be immediately
available for sale in the public market.

- Beginning 180 days after the date of this prospectus, shares will be freely tradable pursuant to Rule
144(k), and an additional shares will be eligible for sale subject to volume limitations, as explained

below, pursuant to Rules 144 and 701.



In general, under Rule 144 as currently in effect, after the expiration of the lock-up agreements, a
person who has beneficially owned restricted securities for at least one year would be entitled to sell
within any three-month period a number of shares that does not exceed the greater of:

- one percent of the number of shares of common stock then outstanding

which will equal approximately shares immediately after the
offering; or

- the average weekly trading volume of the common stock during the four calendar weeks preceding

the sale.

Sales under Rule 144 are also subject to requirements with respect to manner of sale, notice, and the
availability of current public information about us. Under Rule 144(k), a person who is not deemed to
have been our affiliate and any time during the three months preceding a sale, and who has beneficially
owned the shares proposed to be sold for at least two years, is entitled to sell these shares without
complying with the manner of sale, public information, volume limitation or notice provisions of Rule
144. 66 Rule 701, as currently in effect, permits our employees, officers, directors or consultants who
purchased shares pursuant to a written compensatory plan or contract to resell these shares in reliance
upon Rule 144 but without compliance with specific restrictions. Rule 701 provides that affiliates may
sell their Rule 701 shares under Rule 144 without complying with the holding period requirement and
that non-affiliates may sell these shares in reliance on Rule 144 without complying with the holding

period, public information, volume limitation or notice provisions of Rule 144.

In addition, we intend to file a registration statement on Form S-8 under the Securities Act within 180
days following the date of this prospectus to register shares to be issued pursuant to our employee
benefit plans. As a result, any options or rights exercised under the 1997 stock option plan, the 1999
long-term stock incentive plan, the 2000 employee stock purchase plan we intend to adopt or any other
benefit plan after the effectiveness of the registration statement will also be freely tradable in the
public market. However, these shares held by affiliates will still be subject to the volume limitation,
manner of sale, notice and public information requirements of Rule 144 unless otherwise resaleable
under Rule 701. As of September 30, 1999, there were outstanding options for the purchase of
5,237,644 shares of common stock, of which options to purchase 841,834 shares were vested and

exercisable.

Legal Matters

The validity of the common stock offered hereby will be passed upon for us by Morrison & Foerster
LLP, San Francisco, California. Certain legal matters in connection with the offering will be passed

upon for the underwriters by Wilson Sonsini Goodrich & Rosati, P.C., Palo Alto, California.



Experts

The audited financial statements included in this prospectus have been so included in reliance on the
report of PricewaterhouseCoopers LLP, independent accountants, given on the authority of said firm

as experts in accounting and auditing.

Avazilable Information

We have filed with Securities and Exchange Commission in Washington, D.C. a Registration Statement
on Form S-1 under the Securities Act with respect to the common stock offered in this prospectus. This
prospectus, filed as part of the Registration Statement, does not contain all of the information set forth
in the Registration Statement and its exhibits and schedules, certain portions of which have been
omitted as permitted by the rules and regulations of the SEC. For further information about us and the
common stock, we refer you to the Registration Statement and to its exhibits and schedules. Statements
in this prospectus about the contents of any contract, agreement or other document are not necessarily
complete and, in each instance, we refer you to the copy of such contract, agreement or document filed
as an exhibit to the Registration Statement, and each such statement being qualified in all respects by
reference to the document to which it refers. Anyone may inspect the Registration Statement and its
exhibits and schedules without charge at the public reference facilities the SEC maintains at 450 Fifth
Street, N.W., Washington, D.C. 20549 and at the regional offices of the SEC located at 7 World Trade
Center, Suite 1300, New York, New York 10048 and 500 West Madison Street, Suite 1400, Chicago,
Mlinois, 60661. You may obtain copies of all or any part of these materials from the SEC upon the
payment of certain fees prescribed by the SEC. You may also inspect these reports and other
information without charge at a Web site maintained by the SEC. The address of this site is

http://www.sec.gov.

Upon completion of this offering, we will become subject to the informational requirements of the
Exchange Act and will be required to file reports, proxy statements and other information with the
SEC. You will be able to inspect and copy these reports, proxy statements and other information at the
public reference facilities maintained by the SEC and at the SEC's regional offices at the addresses
noted above. You also will be able to obtain copies of this material from the Public Reference Section of
the SEC as described above, or inspect them without charge at the SEC's Web site. We have applied for
quotation of our common stock on the Nasdaq National Market. If we receive approval for quotation
on the Nasdaq National Market, then you will be able to inspect reports, proxy and information

statements and other information concerning us at the National Association of Securities Dealers, Inc.
at 1735 K Street, N.-W., Washington, D.C. 20006.
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Report of Pricewaterhousecoopers Llp, Independent
Accountants

To the Board of Directors and Stockholders of Organic, Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements
of operations, of stockholders' equity and of cash flows present fairly, in all material respects, the
financial position of Organic, Inc. ("the Company") at December 31, 1997, 1998 and September 30,
1999, and the results of its operations and its cash flows for the years ended December 31, 1996, 1997,
and 1998 and the nine months ended September 30, 1999, in conformity with generally accepted
accounting principles. 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 of these financial statements in accordance with generally accepted
auditing standards which require that we plan and perform the audits 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, assessing
the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for the

opinion expressed above.

PricewaterhouseCoopers LLP November 22, 1999 San Francisco, California
Organc, Inc.

Consolidated Balance Sheet Amounts in Thousands, Except
Share Data

PRO
FORMA

STOCKHOLDERS
DECEMBER 31,
EQUITY AT
----------------- SEPTEMBER 30,
SEPTEMBER 30,
1997 1998 1999
1999



(UNAUDITED)

ASSETS
Cash and cash equivalents.......uiiiiiiinnnnnneeeennnnnnnnns $ 4,264 $ 1,667 $ 3,204
Short-term dnvestments. . ..ottt it ittt tie ittt 1,871 400 -—

Accounts receivable, net of allowance of $96 at December 31,
1997, $283 at December 31, 1998, and $564 at September 30,

1990 e e e e e e e e e 2,597 5,447 18,084
Accounts receivable -- media spending............iiiiiiia... -- 1,472 2,762
Costs in excess of billings.....uiviiininnninnnneeennnnnnnnn 3 574 5,707
Deposits and prepaid EXPeNSEeS. . ...vuiiie et ineneeennnneennnn 160 287 612
Other 8SSetsS. ..ttt ettt eeeeeeeannnnnnnns 4 108 318
Deferred tax asset, CUTTENt......iiiiiiiriineeeennneeennnn 988 - --

Total cUITENt ASSEtS . v vii i ii ittt ittt tneneeanenns 9,887 9,955 30,687
Property and equipment, net....... ..ottt 1,313 6,570 9,604
Long-term investments. ......c.ooutiiiiiiiiiiiaaa 100 602 1,289
Deferred bank facility charge, net of accumulated

amortization of $460. ... e -- -- 16,089
Other 8SSetS...uviitiiiiiiieeeeeeeeeeeeeeeeeeeeennnnnnnnnnns 126 478 850

TOtaLl @SS S . v v ittt ettt e e e $11,426  $17,605 $ 58,519
LIABILITIES
AccoUNtS PaYable. vttt ittt i e e e e e $ 722 $ 3,899 $ 5,996
Current portion of long-term debt........................... 364 2,735 4,302
Current portion of obligations under capital leases......... -- 36 42
ACCTUEA BXP NS S .t v vttt ttee e tenneeeeenneeeeeenneeeeennnnnens 67 674 4,182
Accrued employee COSTS. .ttt ittt ittt 93 187 3,157
Deferred TeVENUE. ...ttt ittt ettt ettt e e taaeeeennnn 351 1,013 3,106
Deferred revenue -- media spending..........c.ceeeeeeeeennnn.. - 1,072 6,79

Total current liabilities........c.oiiiiiiiiiniinnnnnnn 1,597 9,616 27,579
Long-term debt, net of current portion...................... 604 553 430
Obligations under capital leases, net of current portion.... -- 108 108
Deferred Tent. ... .ttt ettt -- 138 338

Total liabilities..vveetinnninnneereeneeennenennnnns 2,201 10,415 28,455
Commitments and contingencies (Note 10)

Minority interest in consolidated subsidiary................ -- - 280

STOCKHOLDERS' EQUITY Convertible Series A preferred stock, $.0001 par value, 21,675,000
shares authorized, issued and outstanding at December 31, 1997 and 1998 and September 30, 1999
(aggregate liquidation preference $64,664) (N0ne Pro forma)........coeeeeeeeeereeesresesressessessessenne 111%--
Convertible Series B preferred stock, $.0001 par value, 1,488,000 shares authorized, issued and
outstanding at September 30, 1999 (aggregate liquidation preference $10,724) (none pro
fOrma)...cceeeereereervereervecvennen -- -- -- -- Common stock, $.0001 par value, 35,000,000 shares authorized,
2,334,300,939 and 539,708 shares issued and outstanding at December 31, 1997, December 31, 1998
and September 30, 1999, respectively (24,452,400 pro forma)... -- -- -- 1 Additional paid-in
capital....ceoeverccncrcececnenenne 11,251 13,585 81,488 81,495 Deferred cOmMpPensation........eeeeeeueueucuccecececeenene
(61) (1,664) (33,032) (33,032) Accumulated defiCit.....cccevevererererrrrrerererereenenes (1,966) (4,732) (18,659)
(18,659) Accumulated other comprehensive income..........cceuee.... -- --(14) (14) Total stockholders'

[Te |11 9,225 7,190 29,784 $ 29,791 Total liabilities and stockholders' equity..............
$11,426 $17,605 § 58,519 The accompanying notes are an integral part of these consolidated financial

statements.



Organic, Inc.

CONSOLIDATED STATEMENT OF OPERATIONS AMOUNTS IN THOUSANDS, EXCEPT SHARE

AND PER SHARE DATA

MONTHS

YEARS ENDED DECEMBER 31,

1996
1999

A Z=] LU= $ 4,294
51,781
Operating expenses:
Professional services..........c.covvu... 1,889
29,929
Selling, general and administrative.... 2,104
26,018
Stock compensation and other stock-
based charges............oiiiii.. 53
9,648
Total operating expenses............. 4,046
65,595
Operating income (10SS)....v.vvueunnnun... 248
(13,814)
Minority interest in operations of
consolidated subsidiary................ (106)
(38)
Interest and other income, net........... 4
(11)
Net income (loss) before taxes....... 146
(13,863)
Income tax expense (benefit)............. (91)
64
Net income (10SS)....vvivuenuennennnn $ 237
(13,927)
Basic net income (loss) per share........ $ 78,857
(34.54)
Diluted net income (loss) per share...... $ 0.01
(34.54)
Weighted average common shares
outstanding:

403,197
Diluted.....oviiiiiiii it 21,675,003
403,197
Unaudited pro forma basic and diluted net
loss per share..........ciiiiiiiiinnn..
(0.59)
Weighted average common shares
outstanding -- unaudited pro forma
basic and diluted......................
23,463,012

1997

$ 6,780

4,285

5,473

87
9,845

(3,065)

283
(2,782)
(997)
$(1,785)
$(2,006)

$(2,006)

890

890

$

1998

27,734

16,801

12,068

694
29,563

(1,829)

73
(1,756)
1,010
(2,766)
(32.43)

(32.43)

85,296

85,296

(0.13)

21,760,296

FOR THE NINE

SEPTEMBER 30,

1998

(UNAUDITED)

$ 20,744

11,191

7,276

291

18,758

1,986

73

2,059

913

$ 1,146

$ 25.24

$ 0.05

45,420

21,808,240

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

$



Organic, Inc.

Consolidated Statement of Stockholders’ Equity Amounts in

Thousands, Except Share Data

PREFERRED STOCK COMMON STOCK ADDITIONAL

DEFERRED ACCUMULATED
SHARES AMOUNT  SHARES
COMPENSATION DEFICIT

BALANCE AT DECEMBER 31, 1995..........cccvnn.. -- $-- --
(145) $  (418)
Deferred stock-based compensation............. - -- --
(426) --
Amortization of deferred stock-based
compensation.......ciii it i i e e -- -- --
53 -
Cash received in connection with investments
in Organic Holdings prior to
reorganization........ ...ttt -- -- --
Adjustments related to certain assets and
liabilities retained by Organic Holdings.... -- -- --
Net Ancome. ...ttt ittt i - -- --
- 237
BALANCE AT DECEMBER 31, 1996.........cccvvennn. -- -- -
(518) (181)
Issuance of Series A preferred stock on
reorganization........ii it e 18,323,712 1 3

Issuance of Series A preferred stock.......... 3,351,288 -- --

Common stock options exercised................ - -- 2,331
Amortization of deferred stock-based

compensation. . ...ttt i e e e - -- --
87 --
Reduction in deferred stock-based compensation

expense related to stock options

cancelled. ... .ttt e e e e - -- --
370 --
Net 10SS. et i ittt i i it iiieeeeeenenenannnn -- -- --
-- (1,785)
BALANCE AT DECEMBER 31, 1997.......ciiuveenn.. 21,675,000 1 2,334
(61) (1,966)
Common stock options exercised................ - - 298,605
Deferred stock-based compensation............. - -- --
(2,348) --
Amortization of deferred stock-based

compensation. . ...ttt i i e e -- -- --
694 --
Reduction in deferred stock-based compensation

expense related to stock options

cancelled. . ...ttt i -- -- --

——————— PAID-IN

AMOUNT CAPITAL

$-- $ 900

-- 426

-- 400

- (105)

-- 1,621

-- (1)

- 10,000

-- (370)

-- 11,251

-- 37

-- 2,348



BALANCE AT DECEMBER 31, 1998..................
(1,664) (4,732)

-- (13,927)

Foreign currency translation adjustment.......

Comprehensive 10SS. ...t neneeennnneeennnns

Issuance of Series B preferred stock, net of
issuance costs of $6..... ... i,

Common stock options exercised................
Deferred stock-based compensation.............
(42,021) -
Amortization of deferred stock-based
compensation.......ciii it i e e e
9,188 --
Reduction in deferred stock-based compensation
expense related to stock options
cancelled. . ...ttt i e
1,465 -
Issuance of common stock warrants.............

BALANCE AT SEPTEMBER 30, 1999.................
$(33,032) $(18,659)

BALANCE AT DECEMBER 31, 1995..................
Deferred stock-based compensation.............
Amortization of deferred stock-based
compensation. .. ...ttt it e e e
Cash received in connection with investments
in Organic Holdings prior to
reorganization........ii it e
Adjustments related to certain assets and
liabilities retained by Organic Holdings....
Net Ancome. . ...ttt ittt
BALANCE AT DECEMBER 31, 1996.........ccvuvuunn..
Issuance of Series A preferred stock on
reorganization........ ...ttt
Issuance of Series A preferred stock..........
Common stock options exercised................
Amortization of deferred stock-based
compensation. . ...ttt i i e e
Reduction in deferred stock-based compensation
expense related to stock options
cancelled. . ...ttt i i e e e e
Net 10SS. ittt ittt ittt ittt
BALANCE AT DECEMBER 31, 1997......cciivieunnn.
Common stock options exercised................
Deferred stock-based compensation.............
Amortization of deferred stock-based
compensation. ... ...ttt i e e e
Reduction in deferred stock-based compensation
expense related to stock options
cancelled. . ...ttt i
Net 10SS. ittt ittt ittt iiaenenennnnnn
BALANCE AT DECEMBER 31, 1998..........cccuuun..
Net 10SS. et i ittt i i it iiieeeeeenenenannnn
Foreign currency translation adjustment.......
Comprehensive 10SS....vviiiiineiiinneneennnnn

1,488,000

23,163,000

ACCUMULATED

OTHER

COMPREHENSIVE

INCOME

1 300,939

-- 238,769

$1 539,708

TOTAL
STOCKHOLDERS'
EQUITY

$ 337

53

400

(105)
237
922

10,000

87

(1,785)
9,225
37

694

(2,766)
7,190
(13,927)
(14)
(13,941)

10,718
81

42,021

(1,465)
16,548

$81,488



Issuance of Series B preferred stock, net of

issuance costs of $6.... .., -- 10,718
Common stock options exercised................ -- 81
Deferred stock-based compensation............. -- --
Amortization of deferred stock-based

compensation. . ...t i e e e e -- 9,188
Reduction in deferred stock-based compensation

expense related to stock options

cancelled. ... .t e e e e -- -
Issuance of common stock warrants............. -- 16,548
BALANCE AT SEPTEMBER 30, 1999................. $(14) $ 29,784

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

Consolidated Statement of Cash Flows Amounts in Thousands

FOR THE
NINE MONTHS
ENDED
YEARS ENDED DECEMBER 31,
SEPTEMBER 30,
1996 1997 1998 1998
1999
(UNAUDITED)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net 2ncome (10SS) . uuiin i int ittt ittt iee et eneanennens $ 237 $(1,785)  $(2,766) $ 1,146
$(13,927)
Adjustments to reconcile net income to net cash used in
operating activities:
Depreciation and amortization..............c.ciiiiiiiiii.. 203 432 1,248 765
2,226
Stock-based compensation and other stock-based charges.... 53 87 694 291
9,648
Provision for doubtful accounts.............c.ccviiinnen... - -- 280 180
637
Write-off of fixed assets..........cciiiiiiiininnnnnnnnnnn. -- - 12 --
1,171
Minority interest in operations of consolidated
FYU T o 13 X = -- -- -- --
280
Provision (benefit) for deferred income taxes............. (91) (1,000) 1,000 830
Revenue recognized in exchange for investments............ (90) (100) (577) (252)
(687)
Changes in assets and liabilities:
Increase in accounts receivable.................cccuun.. (159) (1,911) (4,622) (6,651)
(14,763)
(Increase) decrease in costs in excess of billings...... 40 34 (571) (355)
(5,133)
Increase in deposits and prepaid expenses............... (22) (138) (127) (58)
(325)
Increase in other assets.......viitiiiniiinnneeennnnnnn (72) (76) (480) (405)
(466)
Increase in accounts payable and accrued expenses....... 87 603 3,878 1,406
8,576

Increase (decrease) in deferred revenue................. (139) 235 1,734 2,132



7,814

Increase in deferred rent...... ..o innnnn. --
200

Decrease in income taxes payable............c.cciiiinnn.. (111)

Net cash used in operating activities................. (64)

(4,749)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment..........c.oueiiiniuennnnn. (509)
(6,195)
Purchase of short-term investments.............. ... ..o iiut. --
(2,005)
Proceeds from the sale and maturity of short-term

ANVeStMENES . vttt e e e e e -
2,405
Proceeds from the sale of long-term investments............. --

Net cash used in investing activities................. (509)
(5,795)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from investment in Organic Holdings................ 400

Proceeds from issuance of convertible preferred stock,

7,718
Proceeds from exercises of common stock options............. --
81
Proceeds from long-term debt........ ..o, 350
7,000
Payments on notes payable -- related party.................. --
Payments on capital 1leases.......iiiiiiiiiinneennnenennnn --
(29)
Payments on long-term debt....... ..., --
(2,675)
Net cash provided by financing activities............. 750
12,095
Effect of exchange rate changes on cash and cash
eqUIVAleNtS . ittt i i e e e e --
(14)
Net increase (decrease) in cash and cash
eqUIVALlEeNtS .ttt i e et e e 177
1,537
Cash and cash equivalents at beginning of period............ 66
1,667
Cash and cash equivalents at end of period.................. $ 243
$ 3,204
SUPPLEMENTAL DISCLOSURES OF CASH FLOWS INFORMATION:
Cash paid for dnterest......ouuiiiiiiiininiienneennnnennnn $ 13
$ 231
Cash paid for income taxes........cuiiiiiiinnneinnneennnnnnn $ 115
$ 86
NONCASH INVESTING AND FINANCING ACTIVITIES:
Property and equipment acquired under financing

o 3 e - b oY o -3 PP $ --
$ 153
Conversion of debt into preferred stock..................... $ --
$ 3,000
Issuance of common stock warrants.............. .o $ --
$ 16,548
Notes payable issued for investment......................... $ 8
$ -
Deferred stock-based compensation............ ... $ 426

$ 42,021

(3,619)

(1,099)

(2,271)

400

(2,970)

10,000
1
757

(8)

(140)

10,610

4,021
243

$ 4,264

138

(159)

(5,579)

(1,865)

3,336
75

(4,033)

37

1,938

(25)
(355)

1,595

(2,597)
4,264

$ 1,667

$ 138

$ 906

19

(952)

(3,143)

(1,865)

1,880
75

(3,053)

34

1,100

(16)
(212)

906

(3,099)
4,264

$ 1,165

$ 906



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

Organic, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS AMOUNTS IN THOUSANDS, EXCEPT
SHARE AND PER SHARE AMOUNTS

Note 1 -- the Company and Summary of Significant
Accounting Policies

The Company

Organic, Inc. ("Organic" or "the Company") is an Internet professional services firm focused on the
customer-to-business market. Organic provides an integrated suite of services to their clients including
strategic consulting, creative, engineering and integration services, media and communications
services and customer service and fulfillment consulting and transaction management services. The
media and communications services are typically provided under long-term agreements. The customer
service and fulfillment consulting and transaction management services are typically provided under

contracts that range from a few months to over a year.

The accompanying financial statements present the results of operations of the Company and its
predecessor, Organic Online, Inc. On January 29, 1997, Organic Online Inc. was renamed Organic
Holdings, Inc. and the Company was formed as a subsidiary under the name Organic Online, Inc. The
Company exchanged 18,323,712 shares of Series A convertible preferred stock and three shares of
common stock for substantially all of the assets and liabilities of Organic Holdings, Inc. Certain non-
operating assets and liabilities (approximately $0.3 million, net) were retained by Organic Holdings,
Inc. and have been excluded from the accompanying financial statements. Because this reorganization
did not result in a change in control of the Company, there was no change in the basis of accounting at
the time of the reorganization. The Company changed its name from Organic Online, Inc. to Organic,
Inc. on January 28, 1999.

Consolidation and Basis of Financial Statement Presentation

The accompanying financial statements include the accounts of the Company's wholly owned
subsidiaries, Organic Media, Inc., Organic Online, Ltd., and Organic.com Private Ltd. and its share of a
70% owned subsidiary, Organic Brazil Comunicacao Interativa Limitada. All intercompany

transactions have been eliminated in consolidation.



On May 25, 1999, the Company's Board of Directors effected a 3-for-1 split of its outstanding shares
of common and preferred stock. All share and per share information included in these financial

statements have been retroactively adjusted to reflect these stock splits.

Interim Financial Statements

The accompanying interim consolidated financial statements and related footnote information as of
and for the nine months ended September 30, 1998 are unaudited but include, in management's
opinion, all adjustments, consisting of only normal recurring adjustments, necessary to present fairly,
in all material respects, the consolidated financial position, results of operations and cash flows. Results
for the nine months ended September 30, 1998 and 1999 are not necessarily indicative of results for

the entire year.

Use of Estimates

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

differ from those estimates.

Organic, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) AMOUNTS IN
THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of cash and investments in a money market fund. The
Company considers all highly liquid investments with an original maturity of three months or less to
be cash equivalents. The Company maintains its cash in bank deposit accounts that, at times, may

exceed federally insured limits.

Short-term Investments

The Company's investments in certain debt and equity securities are categorized as available for sale
securities, as defined by Statement of Financial Accounting Standards ("SFAS") No. 115, "Accounting
for Certain Investments in Debt and Equity Securities". At December 31, 1997 and 1998, the fair value

of the investments approximated their cost.



Concentration of Credit Risk

The Company extends credit to customers based on an evaluation of their financial condition and
collateral is not required. The Company performs ongoing credit evaluations of its customers and
maintains an allowance for doubtful accounts. Revenue derived from customers outside the United
States has not been significant. At December 31, 1997 and 1998, and September 30, 1999, three
customers, two customers and one customer accounted for 48%, 24%, and 21% of total accounts
receivable, respectively. In the year ended 1996, three customers accounted for 30% of the Company's
revenues. In the year ended 1997, no customers accounted for more than 10% of the Company's
revenues. In the year ended 1998, one customer accounted for 12% of the Company's revenues. For the
nine months ended September 30, 1998 and 1999, one customer and two customers accounted for

16% and 22% of the Company's revenues, respectively.

Property and Equipment

Property and equipment are carried at cost, less accumulated depreciation and amortization.
Depreciation and amortization are calculated using the straight-line method over the estimated useful
lives of the related assets ranging from three to five years. Leasehold improvements and equipment
under capital leases are amortized over the lease term or estimated useful lives, whichever is shorter.
Repairs and maintenance costs are charged to expense when incurred. When assets are sold or retired,
the cost and the related accumulated depreciation are removed from the accounts, and any resulting

gain or loss is included in operations.

Fair Value of Financial Instruments

The carrying value of the Company's cash and cash equivalents, short-term investments, accounts
receivable, and accounts payable approximate fair value because of the short-term maturity of these
instruments. Fair values are based on quoted market prices and assumptions concerning the amount
and timing of estimated future cash flows and assumed discount rates reflecting varying degrees of
perceived risk. Based upon borrowing rates currently available to the Company with similar terms, the

carrying value of long-term debt and capital lease obligations approximate fair value.
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Foreign Currency Translation

The financial position and results of operations of foreign subsidiaries are measured using the currency
of the respective countries as the functional currency. Assets and liabilities are translated into the
reporting currency (U.S. dollars) at the foreign exchange rate in effect at the balance sheet date, while
revenues and expenses for the year are translated at the average exchange rate in effect during the year.
Translation gains and losses are not included in determining net income or loss but are accumulated
and reported in stockholders' equity, as a component of other comprehensive income, on a net of tax

basis. The Company has not entered into hedging contracts during any of the periods presented.

Revenue Recognition

Revenue on contracts is recorded using the percentage-of-completion method, retainer basis, or on a
time and materials basis. Under the percentage-of-completion method, revenue on contracts is
recognized based on the percentage of costs incurred to date to total estimated project costs. Earned
but unbilled project revenues are classified under current assets as costs in excess of billings. Deferred
revenue includes billings in excess of project revenues earned, amounts payable on behalf of and billed
to customers, and cash received and other amounts billed in advance for services to be performed. The
Company periodically evaluates the estimated costs to complete its contracts. Provisions for losses are
recognized on uncompleted contracts when they become known. Under the retainer basis, which
relates primarily to media and communications, revenue on contracts is recognized over the life of the
contract on a straight-line basis. Under the time and materials basis, revenue on contracts is recognized
based on agreed-upon hourly rates for the positions that recorded time on the project during the period
plus any materials used and charged against the project. Sales of other services are recorded as revenue

when services are rendered.

Advertising Expenses

The Company expenses the cost of advertising and promoting its services as incurred. These costs are

included in selling, general and administrative on the statement of operations.

Income Taxes

Amounts provided for income tax expense are based on income reported for financial statement
purposes and do not necessarily represent amounts currently payable under tax laws. Deferred taxes,
which arise principally from temporary differences between the period in which certain income and
expenses are recognized for financial reporting purposes and the period in which they affect taxable

income, are included in the amounts provided for income taxes. Under this method, the computation



of deferred tax assets and liabilities give recognition to enacted tax rates in effect in the year the
differences are expected to affect taxable income. Valuation allowances are established when necessary

to reduce deferred tax assets to amounts that the Company expects to realize.

Net Income (Loss) Per Share

The Company computes basic and diluted net income (loss) per share in accordance with SFAS No.
128, "Earnings Per Share", and SEC Staff Accounting Bulletin ("SAB") No. 98. Under the provisions of
SFAS No. 128 and SAB No. 98, basic net income (loss) per share is computed by dividing net income
(loss) available to common stockholders for the period by the weighted F-9
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) AMOUNTS IN
THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS average number of common shares
outstanding during the period. Diluted net income per share is computed by dividing net income
available to common stockholders for the period by the weighted average number of common and
common equivalent shares outstanding during the period. For those periods in which the Company has
incurred a net loss, diluted net loss per share is equivalent to basic net loss per share since the assumed
exercise of the Company's stock options and a warrant and the assumed conversion of the Company's

preferred stock would be anti-dilutive and, accordingly, have been excluded from the calculation.

Pro Forma Net Loss Per Share (Unaudited)

Unaudited pro forma net loss per share for the year ended December 31, 1998 and nine months ended
September 30, 1999 included in the statement of operations is computed using the weighted average
number of common shares outstanding, adjusted to include the pro forma effects of the conversion of
Series A and Series B convertible preferred stock and the exercise of a warrant for common stock as if
such conversion had occurred on January 1, 1998 for the year ended December 31, 1998 and on
January 1, 1999 for the nine months ended September 30, 1999, or at the date of original issuance, if
later.

Pro Forma Balance Sheet (Unaudited)

Effective upon the closing of the Company's proposed initial public offering, subject to certain
conditions as described in Note 6, the outstanding shares of Series A and Series B convertible preferred
stock and warrants to purchase shares of common stock will automatically convert into 21,675,000
and 1,488,000 shares of common stock, respectively, and a warrant is exercisable for 749,692 shares of
common stock. The unaudited pro forma amounts included on the balance sheet reflect these
conversions and the assumed exercise, as if they had occurred on September 30, 1999.



Comprehensive Income

The Company has adopted SFAS No. 130, "Reporting Comprehensive Income", which requires that an
enterprise report and display, by major components and as a single total, the change in its net assets
during the period from non-owner sources. The adoption of this Statement did not have an impact on

the Company's consolidated financial position, results of operations or cash flows.

Stock-based Compensation

The Company accounts for stock-based compensation in accordance with the provisions of Accounting
Principles Board Opinion ("APB") No. 25, "Accounting for Stock Issued to Employees", and complies
with the disclosure provisions of SFAS No. 123, "Accounting for Stock-Based Compensation". Under
APB No. 25, compensation expense is based on the difference, if any, on the date of grant between the

fair value of the Company's common stock and the exercise price of the options to purchase that stock.

Segment Reporting

The Company manages its operations on a geographical basis and, to date, has provided services
primarily in the United States. Through September 30, 1999, foreign operations have not been
significant in either revenue or investment in long-lived assets. Revenues from major customers are

disclosed above in "Concentration of Credit Risk". F-10
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New Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board ("FASB") issued SFAS No. 133, "Accounting
for Derivative Instruments and Hedging Activities". The Statement will require the Company to
recognize all derivatives on the balance sheet at fair value. SFAS No. 133 requires that derivative
instruments used to hedge be identified specifically to assets, liabilities, unrecognized firm
commitments or forecasted transactions. The gains or losses resulting from changes in the fair value of
derivative instruments will either be recognized in current earnings or in other comprehensive income,
depending on the use of the derivative and whether the hedging instrument is effective or ineffective
when hedging changes in fair value or cash flows. This Statement, as amended, is effective for fiscal
years beginning after June 15, 2000. Management believes that the adoption of this Statement will not
have a material effect on the Company's consolidated financial position or results of operations.



In March 1998, the American Institute of Certified Public Accountants ("AICPA") issued Statement of
Position ("SOP") 98-1, "Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use". This SOP provides guidance on accounting for certain costs in connection with obtaining
or developing computer software for internal use and requires that entities capitalize such costs once
certain criteria are met. The Company adopted SOP 98-1 as of January 1, 1999. The adoption of this
SOP did not have a material effect on the Company's consolidated financial position or results of

operations.

In April 1998, the AICPA issued SOP 98-5, "Reporting on the Costs of Start-Up Activities". This SOP
requires that entities expense start-up costs and organization costs as they are incurred. The Company
adopted SOP 98-5 as of January 1, 1999. The adoption of this SOP did not have a material effect on

the Company's consolidated financial position or results of operations.

Note 2 -- Property and Equipment, Net

Property and equipment are carried at cost, less accumulated depreciation and amortization. As of
December 31, 1997 and 1998, and September 30, 1999, the amounts were as follows:

DECEMBER 31,
----------------- SEPTEMBER 30,

1997 1998 1999
Computer hardware. .....o.eeeinieeenneeennneennnneennns $1,322 $ 4,354 $ 7,780
Computer SOftWaArE. . vu ittt ittt ettt eennannn 208 1,461 1,707
e U A o 11 =Y o PP 159 721 986
FUINLtUTE . e e ettt 40 243 278
Leasehold improvements........ ..ottt 214 1,638 2,432

$1,943 $ 8,417 $13,183
Less: accumulated depreciation and amortization....... (630) (1,847) (3,579)

$1,313 $ 6,570 $ 9,604

Depreciation expense for the years ended December 31, 1996, 1997 and 1998, and for the nine
months ended September 30, 1998 and 1999 were $196, $401, $1,220, $744 and $2,144, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) AMOUNTS IN
THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS Included in the above is equipment
acquired under capital leases of $169 at December 31, 1998 and $204 at September 30, 1999.
Accumulated amortization on equipment acquired under capital leases was $28 and $66 at December
31, 1998 and September 30, 1999 respectively.



Note 3 -- Investments

The Company's investments comprise of common stock received from its customers in exchange for
services. The common stock, all of which is from privately held companies, has been recorded on the
financial statements based on the estimated fair value of the services provided to the customers. The
Company records a writedown for any declines in value that are judged to be other than temporary.
During the years ended December 31, 1996, 1997 and 1998, and nine months ended September 30,
1998 and 1999, the Company received common stock that was recorded at $90, $100, $577, $252 and
$687, respectively.

Note 4 -- Accrued Expenses and Employee Costs

The following table presents the detailed categories of the Company's accrued expenses and employee

costs that, on an individual basis, exceed five percent of total current liabilities:

DECEMBER 31,
______________ SEPTEMBER 30,

1997 1998 1999
Accrued Vacation. ....uuir i i e e e e e $ 92 $183 $ 639
Accrued boNUSES. .t i ittt ittt e e e et e -- -— 2,407
[0 = e 68 678 4,293
$160 $861 $7,339

Note 5 -- Debt

The Company had the following debt outstanding at December 31, 1998 and 1999 and September 30,
1999:

DECEMBER 31,
---------------- SEPTEMBER 30,

1997 1998 1999
Revolving credit facility.....ouuvuienienenennenennnnnn $ -- $ -- $ 4,000
Amounts borrowed under equipment line of credit........ 968 2,551 --
Amounts borrowed under software financing agreements... - 737 732
968 3,288 4,732
Less: current Portion. .....veuieene e ennenneeneennennn. (364) (2,735) (4,302)
Total long-term debt......ccviiriiiiiiiinnniinnnneennnnn $ 604 $ 553 $ 430

The revolving credit facility was established in August 1999 with Omnicom Group and allows the
Company to borrow up to $30.0 million at the lender's commercial paper rate plus 3.0% until the
closing of the Company's proposed initial public offering. Thereafter, the Company may borrow up to
$15.0 million at the lender's commercial paper rate plus 1.25% through September 30, 2002. Interest is
payable quarterly. A portion of the funds was used to repay the amounts borrowed under the

equipment line of credit.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) AMOUNTS IN
THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS Borrowings under the revolving loan
agreement are collateralized by certain long-term investments of the Company and are subject to
certain financial covenants, including minimum revenue targets and limitations on capital equipment

purchases. At September 30, 1999, the Company was in compliance with these covenants.

In connection with this agreement, the Company issued warrants to purchase 749,692 shares of its

common stock at $0.01 per share (Note 6).

The equipment line of credit, together with an additional credit agreement permitting borrowings
through September 30, 1999 with the same financial institution, allows the Company to borrow up to
$1.5 million for equipment purchases and $2.5 million limited to 75% of eligible accounts receivable
and any outstanding letters of credit up to $1.0 million. At September 30, 1999, the Company had
$144 in outstanding letters of credit under this agreement. Interest for amounts borrowed under the

equipment line of credit was at the bank's prime lending rate plus 0.50%.

The amounts borrowed under the software financing agreements bear interest at rates of 6.89% and
8.25% and are repayable $73, $307, $329, and $22, during the three months ended December 31,
1999 and for each of the years through 2002, respectively.

Note 6 -- Common and Convertible Preferred Stock

Common and Convertible Preferred Stock

At September 30, 1999, the Company had authorized 35,000,000 shares and 25,000,000 shares of
common stock and preferred stock, respectively. Of the 25,000,000 authorized shares of preferred
stock, the Company has designated 21,675,000 shares as Series A preferred stock and 1,488,000

shares as Series B preferred stock.

Voting Rights

Preferred stockholders receive one vote for each share of common stock into which the preferred

shares are convertible.

Ligquidation Preference

In the event of liquidation, Series A and B preferred stockholders are entitled to receive $2.9833 and
$7.2067 per share, respectively, plus any declared but unpaid dividends prior to and in preference to

any distribution to the holders of the Company's common stock. If assets remain upon completion of



this liquidation distribution, the remaining assets of the Company would be distributed ratably among

the holders of the Company's common stock.

Dividends

Holders of Series A and B preferred stock are entitled to receive noncumulative dividends at an annual
rate of $0.1667 per share, payable when and if declared by the Company's Board of Directors. The
Company may not pay a dividend on its common stock until Series A and B preferred stock dividends
have been paid. The Company may not pay a dividend if the resulting aggregate stockholders' equity of
the Company falls below $14.0 million. The Company's Board of Directors through September 30,
1999 has declared no dividends.
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Conversion

At the option of the holder, each share of Series A and B preferred stock is convertible into one share
of the Company's common stock, subject to adjustments under certain conditions as provided for in
the Company's Articles of Incorporation. Each share of Series A and B preferred stock will be
automatically converted into one share of common stock upon the earlier of i) a vote or written consent
by at least a majority of such shares when fewer than 700,000 shares of Series A preferred stock remain
outstanding or ii) the closing of the sale of the Company's common stock at a public offering price

equal to or exceeding $10 per share with aggregate proceeds of at least $7.5 million.

Warrants

In connection with the revolving credit facility (Note 5), the Company issued a warrant that entitles the
lender to purchase 749,692 shares of the Company's common stock at an exercise price of $0.01 per
share. The warrant is exercisable until the earlier of an initial public offering of the Company's
common stock or the expiration of the credit facility on September 30, 2002. The fair value of the
warrant of $22.07 per share was estimated using the Black-Scholes pricing model with the following
weighted average assumptions: risk-free interest rate of 6.77%, expected life of six months, expected
dividend rate of 0%, and volatility of 110%. The Company recorded $16,548 as a deferred bank facility
charge that is being amortized on a straight-line basis over the life of the revolving credit facility of

three years.



Note 7 -- Stock Options

In April 1997, the Company adopted the 1997 Stock Option Plan ("the Plan") which authorizes the
Board of Directors to grant incentive stock options and nonstatutory stock options. Incentive stock
options ("ISO") may be granted only to Company employees (including officers and directors who are
also employees). Nonstatutory stock options ("NSO") may be granted to employees, outside directors
and consultants. The maximum number of options, as amended, cannot exceed 7,575,000 shares of the

Company's common stock.

The stock options vest at a rate of 25% of the options granted after one year from date of grant, with
the remaining options vesting on a pro rata monthly basis over the next 36 months. Options generally
expire ten years from the date of grant; however, in the case of a stock option granted to a person
owning more than 10% of the combined voting power of all classes of the Company's stock, the term of
the option will be five years from the date of the grant. All cancelled or expired options become

available for future grants.

In accordance with the Plan, the stated exercise price shall not be less than 85% of the estimated fair
value of the shares on the date of grant as determined by the Board of Directors, provided, however,
that (i) the exercise price of an ISO and NSO shall not be less than 100% and 85% of the estimated fair
value of the shares on the date of grant, respectively, and (ii) the exercise price of an ISO and NSO
granted to a 10% shareholder shall not be less than 110% of the estimated fair value of the shares on

the date of grant, respectively.

The Company accounts for the Plan in accordance with APB No. 25, "Accounting for Stock Issued to
Employees" and related Interpretations. In connection with certain stock grants, the Company
recognized deferred compensation that is being amortized over the vesting period of the options. Total
stock-based compensation expense for the years ended December 31, 1996, 1997 and 1998 and nine
months ended September 30, 1998 and 1999 was $53, $87, $694, $291,
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granted to employees where the deemed fair value of the stock for accounting purposes exceeded the

exercise price of the option at the grant date.

The following table summarizes the transactions under the Plan.

YEARS ENDED DECEMBER 31, FOR THE NINE MONTHS ENDED

SEPTEMBER 30,
1997 1998 1998

1999

WEIGHTED- WEIGHTED- WEIGHTED-
WEIGHTED-

AVERAGE AVERAGE AVERAGE

AVERAGE

NUMBER OF EXERCISE NUMBER OF EXERCISE NUMBER OF EXERCISE NUMBER



OF EXERCISE

SHARES PRICE SHARES PRICE SHARES PRICE
SHARES PRICE
(UNAUDITED)
Options outstanding,
beginning of period.. -- $ -- 2,743,335 $0.27 2,743,335 $0.27
3,549,986 $0.39
Granted.............. 3,454,950 0.27 2,514,525 0.43 1,335,150 0.29
3,176,050 3.41
Exercised............ (2,331) 0.29 (298,605) 0.12 (116,202) 0.29
(238,769) 0.34
Expired or
cancelled.......... (709,284) 0.29 (1,409,269) 0.29 (978,393) 0.29
(1,249,623) 0.58
Options outstanding,
end of period........ 2,743,335 $0.27 3,549,986 $0.39 2,983,890 $0.27
5,237,644 $2.17
Options exercisable,
end of period........ 623,578 $0.25 483,983 $0.29 626,369 $0.23
841,834 $0.28

The following table summarizes information about stock options outstanding under the Plan.

OPTIONS OUTSTANDING AT OPTIONS EXERCISABLE AT
SEPTEMBER 30, 1999 SEPTEMBER 30, 1999

WEIGHTED- WEIGHTED- WEIGHTED-

AVERAGE AVERAGE AVERAGE

NUMBER REMAINING EXERCISE NUMBER EXERCISE
RANGE OF EXERCISE PRICES OUTSTANDING  CONTRACTUAL LIFE PRICE EXERCISABLE PRICE
$ 0.00. ..., 79,734 10.79 years $0.00 26,609 $0.00
0.29 = 1.67. i, 2,577,360 10.08 0.60 815,225 0.29
2.00 - 4.00.... i 1,683,550 9.73 3.05 -- --
5.00 - 6.00.......ciiiiiiiia., 897,000 9.92 5.24 -- --
5,237,644 9.95 $2.17 841,834 $0.28

At December 31, 1997 and 1998, and September 30, 1998 and 1999, 4,829,334, 3,724,078,
4,472,577,and 1,797,651 shares, respectively, were available for future stock option grants under the
Plan.
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Plan options granted was $0.07 and $1.02 for the years ended December 31, 1997 and 1998,
respectively, and $0.85 and $13.92 for the nine months ended September 30, 1998 and 1999. The fair
value of each option grant has been estimated on the date of grant using the Black-Scholes option

pricing model with the following weighted average assumptions:

FOR THE
NINE MONTHS
YEARS ENDED ENDED
DECEMBER 31, SEPTEMBER 30,
1996 1997 1998 1998 1999
Risk-free interest rates...........ciiiiiiiinnn... 6.09% 5.72% 5.12% 5.12% 5.78%

Expected lives (years).....c..vuvuenenenennnnennnn. 4 4 4 4 4



Expected dividend yields........ciiiiiiinennnnnnn. 0% 0% 0% 0% 0%
Expected volatility.....ovviiiiinnnnniiiiiiinnnnn. 0% 0% 0% 0% 0%

Because the determination of fair value of all options granted after such time as the Company becomes
a public entity will include an expected volatility factor in addition to the factors described above and
because additional grants are made each year, the results below may not be representative of future

periods.

Had the Company accounted for compensation expense on stock options granted to employees
according to SFAS No. 123, "Accounting for Stock-Based Compensation", the Company's net income
(loss) and net income (loss) per share would have decreased (increased) to the pro forma amounts
indicated in the following table. Since no options were granted prior to 1997 under this Plan, the pro
forma results indicated for those periods presented in the following table do not reflect the full effect of

amortization over the entire vesting period, and thus, may not be representative of future periods.

FOR THE
NINE MONTHS
YEARS ENDED ENDED
DECEMBER 31, SEPTEMBER 30,
1997 1998 1998 1999
(UNAUDITED)
Net income (loss) -- as reported.......... $(1,785) $(2,766) $1,146 $(13,927)
Net income (loss) -- pro forma............ (1,808) (2,883) 1,079 (14,761)
Basic net income per common share -- as
= o Yo o f =Y [ $(2,006) $(32.43) $25.24 $ (34.54)
Basic net income per common share -- pro
1o o 1= Y (2,031) (33.81) 23.75 (36.61)
Diluted net income (loss) per common
share -- as reported.........covuininn.. $(2,006) $(32.43) $ 0.05 $ (34.54)
Diluted net income (loss) per common
share -- pro forma..........c.cciviunn... (2,031) (33.81) 0.05 (36.61)
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THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS Prior to the adoption of the 1997
Stock Plan, the Company did not have a formal stock option plan and options were granted to
employees and directors to purchase shares of the Company's predecessor, Organic Online Inc., at
various exercise prices. For the years ended December 31, 1996, 1997 and 1998, and nine months
ended September 30, 1998 and 1999, the employees and directors were granted 58,000, 24,000,
5,000, 5,000, and 225,409 options, respectively, under this arrangement. As of September 30, 1999,

the number of options outstanding under this arrangement was 364,517.

Note 8 -- Income Taxes

As of September 30, 1999, the Company had net operating loss carryforwards of approximately $2.7
million for federal and state income tax purposes arising from the taxable loss in the years ended

December 31, 1997 and 1998. The federal net operating loss carryforwards expire in the years 2012



and 2018, respectively. The state net operating loss carryforwards expire in the years 2005. Valuation
allowances have been provided against the net deferred tax assets due to the uncertainty of their

realization.

The Company's ability to utilize its net operating loss carryforwards to offset future taxable income
may be subject to restrictions attributable to equity transactions that result in changes in ownership as
defined in the Tax Reform Act of 1986. These restrictions may limit, on an annual basis, the Company's

future use of its net operating loss carryforwards.

The difference between the income tax expense (benefit) at the federal statutory rate of 34% and the
Company's effective tax rate is due primarily to net operating loss carryforwards and the valuation

allowance.

Effective January 1, 1996, the Company became an S-Corporation and accordingly, was not subject to

income tax in 1996. The tax benefit in 1996 represents the reversal of the net deferred tax liabilities at
the date the Company changed from a C-Corporation to an S-Corporation. Upon the formation of the
Company into Organic Online (see Note 1), in January 1997, the Company operated as a C-

Corporation.
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expense (benefit) were as follows:

FOR THE
NINE MONTHS
YEARS ENDED ENDED
DECEMBER 31, SEPTEMBER 30,
1997 1998 1998 1999
(UNAUDITED)
Current
Federal. ...ttt ittt ittt e e $ - $ - $ 60 $--
State. vttt e e 3 10 23 9
FOreign. o vv ittt it ettt e it i s -- -- 55
Total currently payable................... 3 10 83 64
Deferred
Federal. v e e e ittt ittt (753) 753 629 -
State. . vt e e e (247) 247 201 --
Total deferred........ccvviiiiinninnnnnnnn. (1,000) 1,000 830 --
Total income tax expense (benefit)........ $ (997) $1,010 $913 $64

"The components of the deferred tax assets of the Company were as follows:

DECEMBER 31,
————————————————— SEPTEMBER 30,

1997 1998 1999
Accumulated depreciation..........c.uiiiiiiiinnnnnannn $ 12 $ (26) $ 203
Compensation CoSts. ...ttt -- -- 1,365
Organizational COStS.....vviiiiinnnnnnneeeeeennnnnnnnn -- 6 11
Tax Credits. .ottt it ittt - 9 66

ACCTrUals and TESETIVES . .. uvt it tneeneeeeeeneeneenenneenn 132 243 2,028



Net operating loss carryforward....................... 856 1,240 1,371

Gross deferred tax asset.........coviiiiuinnnnn.. 1,000 1,472 5,044
Valuation allowanCe. ...ueuereenenereeneneenennnnennnnn -- (1,472) (5,044)
Net deferred tax @sset........coeuvvevnenenennnnn. $1,000 $ -- $ --

NOTE 9 -- 401(k) SAVINGS PLAN In January 1997, the Company established a defined contribution
plan authorized under Section 401(k) of the Internal Revenue Code. All benefits-eligible employees
with at least one month of service are eligible to participate in the plan. Employees may contribute up
to 20 percent of their pre-tax covered compensation through salary deductions. In 1999, the Company
began contributing 25 percent of every pre-tax dollar an employee contributes up to the first 5 percent
of the employee's pre-tax covered compensation. Employees are 50 percent vested in the employer's

contributions after one year of service and fully vested after two years.
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THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS All employer contributions are tax
deductible by the Company. The Company's matching contribution expense was $57 for the nine
months ended September 30, 1999. In addition, the Company may make a discretionary profit-sharing
contribution to all eligible employees, regardless of whether an employee is participating in the 401(k)

plan. However, no such contributions have been made through September 30, 1999.

Note 10 -- Commaitments and Contingencies

The Company leases various office space and office equipment under non-cancelable operating and
capital leases with initial or remaining terms of one year or more. Total rent expense under operating
leases was $70, $207, and $876 for the years ended December 31, 1996, 1997 and 1998, respectively,
and $526 and $1,815 for the nine months ended September 30, 1998 and 1999, respectively. At

September 30, 1999, the future minimum lease payments under all lease arrangements are as follows:

OPERATING CAPITAL

LEASES LEASES

Three months ending December 31, 1999........cciiiiiineennn. $ 546 $ 15
Years ending December 31, 2000.......ciiiiiinnnnnnnnnnnnnn 2,050 62
700 1,607 49
2010 1,553 46
70101 P 1,354 26
2004 . ot e e e e e e e e 1,118 1

I 2 T=3 == o= oS 4,368 --
Total minimum lease payments........oueiiinieeeennneneennnnn $12,596 199
Less: amount representing interest...............ciiiiiin. 49
Present value of net minimum payments....................... 150
Less: current portion of obligations under capital leases... 42
Long-term obligations under capital leases.................. $108

The Company has one lease in San Francisco, California that contains an escalation clause that will
become effective upon the consummation of the proposed initial public offering. There are no

restrictions on paying dividends, incurring additional debt or negotiating additional leases under the



terms of the present lease agreements.
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Note 11 -- Earnings Per Share

The following table presents a reconciliation of basic and diluted net income per share for the year
ended December 31, 1996 and nine months ended September 30, 1998.

FOR THE NINE MONTHS

YEAR ENDED ENDED SEPTEMBER 30,
DECEMBER 31, 1996 1998
BASIC DILUTED BASIC DILUTED
(UNAUDITED)
Net income applicable to common stock.... $ 237 $ 237 $ 1,146 $ 1,146
Weighted average common shares
outstanding.......ccoiiiiiiiiiiiiiii.n 3 3 45,420 45,420
Additional shares due to:
Assumed conversion of dilutive stock
OPEIONS. vttt i e e e -- -- -— 87,820
Assumed conversion of Series A
convertible preferred stock......... -- 21,675,000 -- 21,675,000
Adjusted weighted average common shares
outstanding.......cviiiiiiiiiiiiea 3 21,675,003 45,420 21,808,240
Net income per share.............ccoueu.... $78,857 $ 0.01 $ 25.24 $ 0.05

The following table sets forth common stock equivalents that were not included in the calculation of

diluted net loss per share because to do so would be anti-dilutive for those periods presented.

YEARS ENDED

DECEMBER 31, FOR THE NINE MONTHS
———————————————————————— ENDED SEPTEMBER 30,
1997 1998 1999
Weighted average effect of common stock
equivalents:
Series A convertible preferred stock... 21,675,000 21,675,000 21,675,000
Series B convertible preferred
StOCK. t vttt e e -- -- 1,335,385
Common stock options................. 890 771,237 3,018,716
Common stock warrants................ -- -- 49,430

Note 12 -- Related Party Transactions

On March 31, 1999, the Company entered into a promissory note agreement for $200 with an
Executive of the Company. This note bears an annual interest rate of 7% with interest payments due

every other year beginning on March 31, 2001. Under the terms of this agreement, the entire principal



amount will become payable upon the consummation of the Company's proposed initial public
offering, as long as the offering price is at least $10 per share and the aggregate proceeds are at least
$75.0 million.

Concurrent with the reorganization in January 1997, the Company issued 3,351,288 shares of Series A

convertible preferred stock to Omnicom Group for cash proceeds of $10.0 million. In

Organic, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) AMOUNTS IN
THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS February 1999, the Company issued
1,488,000 shares of Series B convertible preferred stock to Omnicom Group for net cash proceeds of
$7,718 plus the settlement of a $3.0 million short-term bridge loan that was obtained from Omnicom
Group in January 1999. See Note 5 and 6 for detailed information on the Company's revolving credit
facility agreement with Omnicom Group and related warrants. In the future, the Company expects to

have transactions in the ordinary course of business with Omnicom Group.

Note 13 -- Subsequent Events

On November 4, 1999, the Company entered into a lease for office space in New York. The office space
consists of approximately 110,000 square feet and has a lease term of 15 years, with a projected
commencement date of June 1, 2000. The monthly lease payment will be approximately $275, $298,
and $321 during the first five years, subsequent five years and last five years, respectively. The lease has

been guaranteed by Omnicom Group for up to $4.5 million.

On November 8, 1999, the Company entered into a lease for new headquarters office space in San
Francisco. In accordance with this lease agreement, the Company provided a $10.0 million letter of
credit to the landlord to secure this space. The office space consists of approximately 212,000 square
feet and has a lease term of 10 years, with a projected commencement date of September 1, 2000. The
anticipated monthly lease payment during the first year will be approximately $705 with an annual

escalation clause of approximately 4%. The Company expects to sublease a portion of the office space.

In November 1999 the Company's Board of Directors approved 1,250,925 stock options at $8 per
share, an increase in the number of authorized common shares to 80,000,000 and adopted the 1999

long-term stock incentive plan of 3,500,000 authorized shares.

Underwriting

Organic and the underwriters named below (the "Underwriters") have entered into an underwriting
agreement with respect to the shares being offered. Subject to certain conditions, each underwriter has

severally agreed to purchase the number of shares indicated in the following table. Goldman, Sachs &



Co., Donaldson, Lufkin & Jenrette Securities Corporation and Thomas Weisel Partners LLC are the

representatives of the underwriters.

Underwriters Number of Shares Goldman, Sachs & Co. ...c.cceveeveceeecreceereceeeenenen. Donaldson, Lufkin &
Jenrette Securities Corporation......... Thomas Weisel Partners LLC.......ccocovevenirinencnce.
Totaleeeeeeeeccccceeeeerereeeeeenene

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

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

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

the underwriters' option to purchase additional shares.
Paid By Organic No Exercise Full Exercise

o =Y = o Y $ $
L X o= PP $ $

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

terms.

Organic has agreed with the underwriters not to dispose of or hedge any of the common stock or
securities convertible into or exchangeable for shares of common stock during the period from the date
of this prospectus continuing through the date 180 days after the date of this prospectus, except with
the prior written consent of Goldman, Sachs & Co. This agreement does not apply to any existing
employee benefit plan. See "Shares Eligible for Future Sale" for a discussion of certain transfer

restrictions.

Prior to the offering, there has been no public market for the shares. The initial public offering price for
the common stock will be negotiated among us and the representatives of the underwriters. Among the
factors to be considered in determining the initial public offering price of the shares, in addition to
prevailing market conditions, will be Organic's historical performance, estimates of the business
potential and earnings prospects of Organic, an assessment of Organic's management and the

consideration of the above factors in relation to market valuation of companies in related businesses.

Organic has applied to have the common stock listed on the Nasdaq National Market under the symbol
"OGNC"



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

of the common stock while the offering is in progress.

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

transactions.

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

over-the-counter market or otherwise.

The underwriters do not expect sales to discretionary accounts to exceed five percent of the total
number of shares offered. Organic currently anticipates that it will undertake a directed share program,
pursuant to which it will direct the underwriters to reserve up to shares of its common stock for sale at
the initial public offering price to directors, officers and friends of Organic, through a directed share
program. The number of shares of common stock available for sale to the general public will be reduced
to the extent such persons purchase any reserved shares. Any shares not so purchased will be offered by

the underwriters to the general public on the same basis as other shares offered hereby.

Thomas Weisel Partners LLC, one of the representatives of the underwriters, was organized and
registered as a broker-dealer in December 1998. Since December 1998 Thomas Weisel Partners has
been named as a lead or co-manager of 88 filed public offerings of equity securities, of which 68 have
been completed, and has acted as a syndicate member in an additional 46 public offerings of equity
securities. Thomas Weisel Partners does not have any material relationship with us or any of our
officers, directors or other controlling persons, except for our contractual relationship with us under the

terms of the underwriting agreement entered into in connection with this offering.

Organic estimates that its share of the total expenses of the offering, excluding underwriting discounts

and commissions, will be approximately § .

Organic has agreed to indemnify the several underwriters against certain liabilities, including liabilities

under the Securities Act.
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Organic Logo
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contained in this prospectus is current only as of its date.
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transactions in these securities, whether or not participating in this offering, may be required to deliver

a prospectus. This is in addition to a dealer's obligation to deliver a prospectus when acting as



underwriter and with respect to an unsold allotment or subscription. Shares

Organic, Inc.

Common Stock

[Organic Logo/

GOLDMAN, SACHS & CO. DONALDSON, LUFKIN & JENRETTE THOMAS WEISEL PARTNERS
LLC Representatives of the Underwriters

Part I
Information Not Required in Prospectus

[tem 13. Other Expenses of Issuance and Distribution.

The expenses to be paid by the Registrant in connection with the distribution of the securities being

registered, other than underwriting discounts and commissions, are as follows:

Amount*™
Securities and Exchange Commission Filing Fee............... $20,850.00
NASD Filing Fee..ivuuiiii ittt e ittt tenneneennnnns 8,000
Nasdag National Market Listing Fee..........oiiiiiiiinnn... *%
Accounting Fees and EXPENSesS......uueeeeeeeeeennnnnnnnnnnnnn 345,000
Blue Sky Fees and EXPeNSeS. ... e nneeiiiieieeeeeeeeeenns 3,000
Legal Fees and EXPeNSEeS. . v it inin it iineiitnnneneennnennnn 300,000
Transfer Agent and Registrar Fees and Expenses.............. *%
Printing EXPENSeS . i ittt ittt itieeeteteneeeeennneneenns *k
Miscellaneous EXPENSES . . v vttt ttneeeeeeneeeeeonneneennnnns *%
e o 1 Y $ *%

* All amounts are estimates except the SEC filing fee, the NASD filing fee and the Nasdaq National
Market listing fee.

**'To be included by amendment.

[tem 14. Indemnification of Directors and Officers

Section 145 of the Delaware General Corporation Law authorizes a court to award, or a corporation's
board of directors to grant, indemnity to officers, directors and other corporate agents under certain

circumstances and subject to certain limitations. Our certificate of incorporation and bylaws provide



that we shall indemnify our directors, officers, employees and agents to the full extent permitted by
Delaware General Corporation Law, including in circumstances in which indemnification is otherwise
discretionary under Delaware law. In addition, we intend to enter into separate indemnification
agreements with our directors, officers and certain employees which would require us, among other
things, to indemnify them against certain liabilities which may arise by reason of their status as
directors, officers or certain other employees. We also intend to maintain director and officer liability

insurance, if available on reasonable terms.

These indemnification provisions and the indemnification agreement to be entered into between us
and our officers and directors may be sufficiently broad to permit indemnification of our officers and

directors for liabilities, including reimbursement of expenses incurred, arising under the Securities Act.

The underwriting agreement filed as Exhibit 1.1 to this registration statement provides for
indemnification by the underwriters of us and our officers and directors for certain liabilities arising

under the Securities Act, or otherwise.

[tem 15. Recent Sales of Unregistered Securities

From our incorporation to September 30, 1999, we have granted or issued and sold the following

unregistered securities:

1. Stock options to employees, officers, directors and consultants under our 1997 stock option plan
exercisable for up to an aggregate of 5,237,644 shares of our common stock, with a weighted average

exercise price of $2.17 per share.

2. An aggregate of 539,705 shares exercised under our 1997 stock option plan, with a weighted average

exercise price of $.22 per share.

3. On January 29, 1997, we sold to Organic Holdings, Inc. 3 shares of our common stock at $0.333 per
share for $1.00, and 18,323,712 shares of our Series A preferred stock at $2.9839 per share for a total
of $54,664,735.

4. On January 29, 1997, we sold to Omnicom Group Inc. 3,351,288 shares of our Series A preferred
stock at $2.9839 per share for an aggregate total of approximately $10,000,000.

5.0On January 7, 1999, we sold to Omnicom Group Inc. 1,488,000 shares of our Series B preferred
stock at $7.2067 per share for a total of $10,723,520.

6. On September 13, 1999, we issued a warrant to Omnicom Group Inc. to purchase 749,692 shares of
common stock at $0.01 per share for a total of $7,497.

The issuances of the securities in all of the transactions above were deemed to be exempt from
registration under the Securities Act in reliance on Section 4(2) of the Securities Act by an issuer not
involving a public offering, where the purchasers represented their intention to acquire the securities

for investment only and not with a view to distribution and received or had access to adequate



information about the Registrant, or were deemed to be exempted in reliance on Rule 701 promulgated
under the Securities Act as transactions pursuant to a compensatory benefit plan or written

compensation contract.

Ttem 16. Exhibits and Financial Statement Schedules
(a) Exhibits
The exhibits are as set forth in the Exhibit Index.

(b) Financial Statement Schedules All schedules have been omitted since they are not required or are

not applicable or the required information is shown in the financial statements or related notes.

ltem 17. Undertakings

We hereby undertake 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 Securities Act may be permitted to our
directors, officers and controlling persons pursuant to the foregoing provisions, or otherwise, we have
been advised that in the opinion of the Securities and Exchange Commission such indemnification is
against public policy as expressed in the Securities Act and is, therefore, unenforceable. In the event
that a claim for indemnification against such liabilities (other than the payment by us of expenses
incurred or paid by one of our directors, officers or controlling persons 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, we will, unless in the opinion of our counsel the matter has been settled
by controlling precedent, submit to a court of appropriate jurisdiction the question whether such
indemnification by it is against public policy as expressed in the Securities Act and will be governed by

the final adjudication of such issue.
We hereby undertake that:

(1) For purposes of any liability under the Securities 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 us pursuant to Rule 424(b)(1) or (4) or 497(h) under the Securities Act shall

be deemed to be part of this Registration Statement as of the time it was declared effective.

(2) For the purpose of determining any liability under the Securities Act, each post-effective
amendment that contains a form of prospectus shall be deemed to be a new registration statement
relating to the securities offered therein, and the offering of such securities at that time shall be deemed

to be the initial bona fide offering thereof.



Signatures

Pursuant to the requirements of the Securities Act of 1933, Organic, Inc. 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 the 23rd day of November, 1999.

Organic, Inc.

By: /s/ JONATHAN NELSON Jonathan Nelson Chief Executive Officer and Chairman of the Board

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Jonathan Nelson, Michael Hudes and Susan L. Field, and each of them, as
their true and lawful attorneys-in-fact and agents, with full power of substitution and resubstitution,
for them and in their name, place and stead, in any and all capacities, to sign any and all amendments
(including post-effective amendments) to this registration statement, and to sign any registration
statement for the same offering covered by the registration statement that is to be effective upon filing
pursuant to Rule 462 (b) promulgated under the Securities Act of 1933 and to file the same, with all
exhibits thereto, and other documents in connection therewith, with the Securities and Exchange
Commission, granting unto said attorneys-in-fact and agents, and each of them, full power and
authority to do and perform each and every act and thing requisite and necessary to be done in
connection therewith and about the premises, as fully to all intents and purposes as he might or could
do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or any of them,

or their or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, this registration statement has been signed

by the following persons in the capacities and on the dates indicated:

Signature Title Date

/s/ JONATHAN NELSON Chief Executive November 23, 1999
- Officer and Chairman
Jonathan Nelson of the Board
(Principal Executive
Officer)

/s/ MICHAEL HUDES President and Director November 23, 1999 Michael Hudes

/s/ SUSAN L. FIELD Executive Vice November 23, 1999
it President and Chief
Susan L. Field Financial Officer

(Principal Financial
and Accounting
Officer)



/s/ GARY F. HROMADKO Director November 23, 1999 Gary F. Hromadko Director November, 1999
Gerald Bruce Redditt
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