Notice of Annual Meeting of Stockholders of
INTERLEAF, INC.
to be held August 24, 1998

The Annual Meeting of Stockholders (the “Annual Meeting”) of Interleaf, Inc. (the “Company”) will
be held on Monday, August 24, 1998, at 10:00 a.m., local time, at the offices of the Company located at 62
Fourth Avenue, Waltham, Massachusetts, for the following purposes:

1. To elect one Class II director, to hold office until the 2001 Annual Meeting of Stockholders
and until his successor is elected and qualified.

2. To consider and act upon a proposal to amend the Company’s 1993 Director Stock Option
Plan.

3. To consider and act upon a proposal to adopt a new 1998 Employee Stock Purchase Plan.

4. To ratify the selection of PricewaterhouseCoopers L.L.P. as the Company’s independent
auditors for the 1999 fiscal year.

5. To consider and act upon any other business as may properly come before the meeting or any
adjournment thereof.

The Board of Directors has fixed the close of business on June 29, 1998, as the record date for
determining the stockholders entitled to notice of, and to vote at, the Annual Meeting or any adjournment
thereof.

By Order of the Board of Directors,

Craig Newfield, Clerk

Waltham, Massachusetts
July 28, 1997

YOUR VOTE IS IMPORTANT

TO ASSURE YOUR REPRESENTATION AT THE MEETING, YOU ARE URGED TO VOTE, SIGN,
DATE AND RETURN THE ENCLOSED PROXY AS PROMPTLY AS POSSIBLE IN THE POSTAGE-
PAID ENVELOPE ENCLOSED FOR THAT PURPOSE. EVEN IF YOU HAVE GIVEN YOUR PROXY,
THE PROXY MAY BE REVOKED AT ANY TIME PRIOR TO EXERCISE BY FILING WITH THE CLERK
OF THE COMPANY A WRITTEN REVOCATION, BY EXECUTING A PROXY WITH A LATER DATE,
OR BY ATTENDING AND VOTING AT THE MEETING.



INTERLEAEF, INC.
PROXY STATEMENT

FOR THE ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON AUGUST 24, 1998

This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of
Directors of Interleaf, Inc., a Massachusetts corporation with its principal executive offices at 62 Fourth
Avenue, Waltham, Massachusetts 02451 (the “Company”), for use at the 1998 Annual Meeting of
Stockholders to be held on Monday, August 24, 1998, and at any adjournment thereof (the “Annual
Meeting™).

The enclosed proxy relating to the Annual Meeting is solicited on behalf of the Board of Directors of
the Company and the cost of solicitation of proxies will be borne by the Company. Certain of the
Company’s officers and other employees of the Company may solicit proxies by correspondence, tele-
phone, telegraph and personal interviews, without extra compensation. The Company may also pay to
banks, brokers, nominees, and other fiduciaries their reasonable expenses incurred in forwarding proxy
materials to their principals. It is expected that the Notice of Annual Meeting, Proxy Statement and Proxy
Card will be mailed to stockholders of the Company on or about July 28, 1998.

Only stockholders of record at the close of business on June 29, 1998 (the “Record Date”) will be
entitled to receive notice of, and to vote at, the Annual Meeting. As of the Record Date, there were
outstanding and entitled to vote 18,507,993 shares of Common Stock of the Company, $.01 par value per
share (“Common Stock™), 861,911 shares of the Company’s Senior Series B Convertible Preferred Stock,
$.10 par value per share (“Series B Stock™), and 1,010,348 shares of the Company’s Series C Convertible
Preferred Stock, $0.10 par value per share (“Series C Stock™). The Series B and Series C Stock are
together referred herein as the “Voting Preferred Stock”. Each share of (i) Common Stock is entitled to
one vote per share, (ii) Series B Stock is entitled to 1.34375 votes per share, and (iii) Series C Stock is
entitled to two votes per share. Therefore, the total number of votes eligible to be cast on the matters
proposed herein for consideration at the Annual Meeting is 21,686,882. The 6% Convertible Preferred
Stock, $.10 par value per share (“Series D Stock”), will not have any voting rights on the matters to be
submitted to stockholders at the Annual Meeting.

The enclosed proxy, if executed and returned, will be voted in accordance with the stockholder’s
instructions or, if no choice is specified, the proxies will be voted in favor of the matters set forth in the
accompanying Notice of Annual Meeting. If any other matters shall properly come before the Annual
Meeting, the enclosed proxy will be voted by the proxies in accordance with their best judgment. The proxy
may be revoked by a stockholder at any time prior to its excrcise by filing with the Clerk of the Company a
written revocation, by executing a subsequently dated proxy, or by attending in person and voting at the
Annual Meeting.

PROPOSAL NO. 1
ELECTION OF DIRECTORS

The Company has a classified Board of Directors presently consisting of three Class I, two Class II,
and two Class III directors. At each annual meeting of stockholders, a class of directors is elected for a full
term of three years to succeed those directors whose terms are expiring. Under the Company’s Articles of
Organization, as amended, the holders of Series B Stock, voting as a separate class, are entitled to elect
one director, which position is presently held by Ms. Marcia Hooper.
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indicated that he does not intend to stand for
director will be elected to serve for a term of
and until his successor is duly elected and

One of the Class II directors, Mr. Gcorgt? Potter, Jr., has
re-election. Accordingly, at the Annual Meeting, one Class II

three vears, until the 2001 Annual Meeting of Stockholders, ' :
qur:liﬁséd. Mr. Jaime W, Ellertson has been nominated by the Board of Directors for election as the Class II

director. Mr. Ellertson has indicated his willingness to serve if elected. If he is for an)(lj re_asont :navallable to
serve, proxies may be voted for such other person as the Board of Directors may designate.

Information on Nominee and Directors

Set forth below is certain biographical information with respect to the nominee, including the yearlllr;
which the nominee’s term would expire, if elected, and with respect to ee_lch of the Class I and 'Class .
directors whose terms will continue after the Annual Meeting. The nominee for the Class II director 1s

indicated by an asterisk.

Year Term
Expires, If
Director Elected, and
Name Age Position Since Class
*Jaime W. Ellertson . . . .. ..... 41 President and Chief Executive 1997  2001-Class I1
Officer
Frederick B. Bamber ......... 55 Director 1984  1999-Class III
David A Boucher. ........... 47 Director 1981 1999-Class III
Marcia J. Hooper . .......... 44 Director 1997  2000-Class I
RoryJ. Cowan.............. 44  Director 1997  2000-Class I
John A. Lopiano . ........... 59 Director 1998  2000-Class I

Jaime W. Ellertson has served as President and Chief Executive Officer and a Director of the Company
since January 1997. From July 1996 to January 1997, he served as Chairman of Purview Technologies, Inc.,
an internet monitoring, management and analysis company. Mr. Ellertson was President and Chief
Executive Officer of Tartan, Inc., a developer of compilers, from January 1996 to June 1996. From
July 1990 to December 1996, he served as President and Chief Executive Officer of Openware Technolo-

gies, a developer of software and provider of services.

Frederick B. Bamber has served as a director of the Company since 1984, Since January 1982,
Mr. Bamber has served as a managing director of Applied Technology, a venture capital firm. Mr. Bamber

also serves as a director of Information Storage Devices.

David A. Boucher has served as a director of the Company since 1981. Mr. Boucher was President of
the Company from 1981 to October 1989, Chief Executive Officer from October 1989 to July 1992, and
Chairman of the Board of Directors from October 1989 to March 1997. Since January 1993, he has served
as a managing director of Applied Technology, a venture capital firm. Mr. Boucher also serves as a director
of Pervasive Software, Inc. and Wang Laboratories.

Marcia J. Hooper has served as a director of the Company since January 1997. Since May 1996,
Ms. Hooper has served as a Vice President of Advent International Corporation, a venture capital
company. From January 1994 to April 1997, she served as the general partner of Viking Capital/Claybrook
Capital, a venture capital company. From January 1988 to December 1993, Ms. Hooper served as a general

partner of Ampersand Ventures, a venture capital company. Ms. Hooper also serves as a director of Wang
Laboratories, Inc. and Polymedica Corporaticn.

Rory J. Cowan has served as a director of the Company since July 1996, and Chairman of the Board of
Directors of the Company since March 1997. Since December 1997, Mr. Cowan has served as President
and Chief Executive Officer of LioNBRIDGE Technologies, Inc., an information technology services firm
specializing in the localization of software for the software industry. Mr. Cowan served as Chairman and
Chief Executive Officer of Stream International, Inc., a software and services provider, from May 1995 to
December 1996. He was an Executive Vice President of R.R. Donnelley & Sons, a provider of commercial
print and print related services, from January 1991 to December 1996. Mr. Cowan also serves as a director
of NewsEdge, Inc.

John A. Lopiano has served as a director of the Company since March 1998. Since 1995, Mr. Lopiano
has served as Senior Vice President of Xerox Corporation and President of the Xerox Corporation
Production Systems Group. He was President of the Xerox Corporation Printing Systems Division from
1992 to 1994. From 1965 to 1990, Mr. Lopiano held various positions with IBM Corporation. Mr. Lopiano
also serves as a Trustee of Rochester Institute of Technology and as a Member of the Government
Relations Committee and is Chairman of the Education Committee at such institution.

Information on Executive Officers

Set forth below are the name and age of ecach of the Company’s executive officers, other than
Mr. Ellertson, ail positions and offices with the Company held by that executive officer, the term of office,
principal occupation and business experience during the past five years, and the names of other publicly
held companies of which such person serves as a director, if any.

Gary Phillips, 38, joined the Company as Vice President, Sales in June 1997. From June 1996 to
June 1997, Mr. Phillips was Vice President, Sales at BBN Planet, where he was responsible for Internet
solutions sales. From June 1993 to June 1994, Mr. Phillips held the position of Vice President of Sales and
Marketing for Application Systems Group, a start-up software & systems integration company. From 1984
to June 1993, Mr. Phillips held several sales management positions, most recently as Director of Sales for
U.S. Operations at Wang Laboratories, a computer manufacturer, software applications developer and
services provider. From 1981 to 1984, Mr. Phillips was a sales consultant for NCR Corporation.

Christopher McKee, 39, joined the Company in May 1997 as Vice President of Europe, Middle East
and Africa. From 1991 to May 1997, Mr. McKee held various management positions at Inference
Corporation, a provider of knowledge management software and services, including Senior Vice President,
International Operations (April 1995 to May 1997) and Vice President for Northern Europe (Febru-
ary 1994 to April 1995). -

John Pavlov, 42, joined Interleaf as Vice President of Engineering in August 1997. From January 1997
to August 1997, Mr. Pavlov was Vice President of Distributed Systems at Putnam Investments, an
investment advisory firm. From March 1996 through January 1997, Mr. Pavlov was Vice President of
Development at The Dodge Group, Inc., where he developed and maintained client/server financial
applications and introduced object-oriented techniques. In April 1991, Mr. Paviov founded Open-
SoftWorks, which was later acquired by Flexilnternational, where he served as Vice President of Software
Engineering through March 1996.




Michael L. Torto, 36, joined the Company as Vice President, Marketing in April 1997. From April 1996
to April 1997, Mr. Torto was Chief Operating Officer at Ontos, Inc., an object database and object
middleware technology company. From December 1995 to April 1996, Mr. Torto served as Director of
Marketing for Intersolv’'s data access products division. From November 1994 to December 1995,
Mr. Torto was Vice President of TechGnosis, Inc., a European-based software company in the database
middleware market. From October 1991 to December 1994, Mr. Torto was Director of Product Marketing
at Trinzic Corp., a manufacturer of client server software.

Peter J. Rice, 45, joined the Company as Vice President of Finance and Administration, Chief Financial
Officer (“CFQO”) and Treasurer in February 1998. From July 1995 to February 1998, Mr. Rice was Vice
President, CFO and Treasurer for Media 100 Inc., a worldwide leader in digital video and multimedia
software. From July 1990 to July 1995, Mr. Rice was Vice President, Corporate Controller and chief
accounting officer of MA/Com, Inc. Prior thereto, Mr. Rice held senior finance and strategic planning

positions with Apollo Computer, Inc., and Atex, Inc. He is a certified public accountant who began his
career with Coopers & Lybrand.

Craig Newfield, 38, joined the Company as Vice President, General Counsel and Clerk in Octo-
ber 1997. From April 1996 through September 1997, Mr. Newfield served as General Counsel and
Secretary of OneWave, Inc., a start-up internet softwarc product and services vendor. From February 1993
to April 1996, Mr. Newfield served as in-house counsel for Marcam Corporation, a business application
(ERP) software products and services vendor. From 1987 to 1993, Mr. Newficld was employed as an
associate at two different Boston-area law firms.

Meetings of the Board of Directors

The Board of Directors held seven meetings during fiscal 1998. Each current director attended at least
75% of the aggregate number of the meetings of the Board of Directors and of all committees of the Board
of Directors on which he or she served.

The Company has a standing Audit Committee of the Board of Directors, which during the last fiscal
year was composed of George Potter, a director not standing for re-election, and Marcia Hooper.
Mr. Lopiano is expected to be appointed to serve on the Audit Committee. The Audit Committee reviews
the overall scope of and specific plans for the annual audit by the Company’s independent auditors and the
adequacy of the Company’s internal controls, and considers and recommends the selection of the
Company’s independent auditors. The Audit Committee met four times during fiscal 1998.

The Company also has a standing Compensation Committee of the Board of Directors, which is
currently composed of Rory Cowan and Frederick Bamber. The Compensation Committee provides
recommendations to the Board of Directors regarding compensation programs of the Company and
administers the Company’s 1993 and 1994 Stock Option Plans and 1987 Employee Stock Purchase Plan.
The Compensation Committee met five times during fiscal 1998.

The Company has no nominating or other standing committee.

Security Ownership Of Directors and Officers

The following table sets forth certain information, as of June 29, 1998, with respect to the beneficial
ownership of the Company’s voting shares by (i) each director and nominee for dircctor, (ii) each executive
officer named in the Summary Compensation Table under “Executive Compensation” below (the “Named

Executive Officers”), (ii) all current directors and executive officers of the Company as a group, and
(iv) each person known by the Company to beneficially own more than five (5%) percent of the
outstanding shares of any voting class. This information is based upon information received from or on
behalf of the individuals named therein or based on Schedule 13D and Schedule 13G filings they have
made with the Securities and Exchange Commission. Unless otherwise indicated, each stockholder
referred to herein has the sole voting and investment power over the shares listed.

Class of Stock
Common Stock Serles B Stock Series C Stock Series D Stock

% of Total
No. of Shares No, of Sharcs - No. aerrllur“ T N;’). °'n5l;'::m . e it ‘l’:.:linsg(ock
G £ibt
Do Ohart Cou Bune D) CioiCim el Guwsing Ow Oususing Ouaning 20

Directors and Officers n
Frederick B. Bamber . . . . .. 33,1001 q = = - - = il :
David A. Boucher . ....... 201,844 1.1% — — == — — o -
George D. Potter, Ir. .. . ... 115,662¢9 4 — - - = —_ = ;
RoryJ.Cowan .. ........ 70,0001 s —_— —. — — —_ - ;
Marcia J. Hooper . . ... ... 5,000 - — = = = = ras ;
John A. Lopiano . . ... .... 3,000 4 — — — = - - s
Jaime W, Ellertson . . . .. ... 205,975 1.1 — — = = e - :
Gary Phillips . . ......... 37,5000 < —_ —_ = = —- - ;
Christopher McKee .. ... .. 37,50044 . = — _— — = = :
JohnPavlov. . .. .......- — E — (- — “H —= j— :
Michael Torto . . . .« oo v s 52,2130 e = o = — = - :
Peter I.Rice’ . . ... ... ... 6,000 i —_ — — o= — — 4
Craig Newfield . . .. ... ... —_ n — = = = -~ = A
Robert R, Langer . .. ... .. 13 - — = = —_ — s

All current directors and

exccutive officers as a group
(13 persons) . ... . E c.. 767,79449 39 —_ = = == . - 3.4%

5% Stockholders
U.S. Trust Compan;
of New Yorkp, y ....... 997,6000% 539 — — — —_ — — 4.609%
114 West 47th Street
New York NY 10036-1532 i
GeoCapital LLC . . . .. .. .. 2,031,200 10.98% —_ — _ — — — .37%
767 Fifth Avcnue, 45th Floor
New York, NY 10153-4590
A%’grr‘;;:algmm.o tm.] ....... — — 861,91149 100% — — — — 5.34%
101 Fecderal Street
Bosion, MA 02110
Linder Investment Series Trust . —_
7711 Carendolet Ave,
Suite 700
St. Louis, MO 63105

SIL Nominees Ltd. . . ... ..
Liconardo,i [ P ol S

1,010,348 100% — — 9.32%

I
I
I

1,500 20.10%
950k 12.73%

45042 6.03%

Nelson Partners .. ... ... . 86300 11.56%

Cappceilo Capital Corp. . .. ..

19 —_
Olympus Securities, Ltd. . . . . -— = = = — oLl ggg( > z?ig?'g 2
The Tail Wind Fund Ltd. . . . . = S = pr =g w 500 6.70“%; o1
Decrc Park Capital Mgmt., Inc. = F = == = == 500 6.70% =,
Lakeshore International Ltd. . . = = i = = = 50000 6.70% o)
Bruce Newberg . . . .o .. .« = = - T = -y 50000 6.70% r
Ramius Fund, Lid. . . . . = = it = - e o X}

*  TIndicates less than 1%

(1) Does not include shares of Common Stock beneficially owned by virtue of right to convert sharcs_ of
Preferred Stock listed in other columns. In addition, none of the beneficial ownership or option




numbers in this Proxy Statement include any shares which may be purchasable under the Company’s
1987 Employee Stock Purchase Plan.

(2) Each share of Series B Stock has 1.34375 votes per share and is convertible into that number of shares
of Common Stock. Each share of Series C stock has two votes per share but is convertible into four
shares of Common Stock. The percentage of total voting power of Series C Stock is calculated on the
basis of two votes per share.

(3) Each share of Series D Stock may be converted into a number of shares of Common Stock which
depends on the trading prices of the Common Stock during the 22 trading day period prior to the date
of conversion. As of June 29, 1998, each Series D holder had the right to convert not more than 60%
of his or her Series D Stock into Common Stock. If each holder of Series D Stock had converted all
shares possible on June 29, 1998 based upon the conversion price formula as of that date, then
approximately 2.9 million shares of Common Stock in the aggrepate would have been issuable. As of
June 29, 1998, the total number of shares of Common Stock which had actually been issued upon
conversion of Series D Stock was 67,323 shares. The number of shares of Common Stock issuable
upon conversion of the Series D Stock which is convertible within 60 days after June 29, 1998 depends
upon the trading prices of the Common Stock during such 60-day period, and is not presently
determinable. The Series D Stock has no voting power, except (i) as to whether a consolidation or
merger of the Company or a sale of all or substantially all of its assets will constitute a liquidation or
winding-up of the Company for purposes of determining if such stock is entitled to its liquidation
preference, or (ii) as provided by law. The Series D shares have no right to vote on any Proposal
contained herein. eI

(4) Includes 25,000 shares of Common Stock issuable pursuant t ti i i ithi
e L S o p 0 options which are exercisable within 60

(5) Includes 5,000 shares of Common Stock issuable ursuant t i i : ‘hi
days after June 29, 1998, P nt to options which are exercisable within 60

6) Includes 10,000 shares of Com Stock i . . : :
( )days e e S mon Stock issuable pursuant to options which are exercisable within 60

(7) Includes 60,000 shares of Common Stock issuable
days after June 29, 1998.

(8) Includes 5,000 shares of Common Stock issuable i i
) 3 pursuant to options wh i ithi
~days after June 29, 1998. Does not include 861,911 shares of Series Bl(g]tc?cfl: ;x:rfilsabl; w“tb ll1'15!30
owned by Advent International Corporation, in which Ms, Hooper serves as Vic<;S ; aii etne !
resident.

(9) Includes 181,250 shares of Common Stock issuab
60 days after June 29, 1998,

(10) Includes 37,500 shares of Common Stock issuabl
days after June 29, 1998,

(11) Includes 37,500 shares of Common Stock issuable
days after June 29, 1998.

pursuant to options which are exercisable within 60

le pursuant to options which are exercisable within
e . p
Pursuant to options which are exercisable within 60

Pursuant to options which are exercisable within 60

(12) Includes 50,000 shares of Common Stock issuab]
days after June 29, 1998,

e . ;
pursuant to options which are exercisable within 60

T

(13) Mr. Langer resigned from all positions with the Company effective as of March 31, 1998.

(14) Includes an aggregate of 465,450 shares issuable upon exercise of options held by five directors and
four executive officers which are exercisable within 60 days after June 29, 1998. Does not include any
Series B Stock beneficially owned by Advent International Corporation, of which Ms. Marcia Hooper
(a director of the Company) serves as Vice President.

(15) U.S. Trust Company of New York has shared voting power over this amount.

(16) Represents shares of Series B Stock beneficially held by various limited partnerships of which Advent
International Corporation is either the general partner or a general partner of the general partner
(“Advent”). These shares are currently convertible into an aggregate of 1,158,193 shares of Common

Stock.

(17) Represents shares of Series C Stock beneficially held by Lindner Investment Series Trust on behalf of
the Lindner Growth Fund (505,174 shares) and the Lindner Dividend Fund (503,174 shares), each of
which is a registered investment company, for both of which Ryback Management Corporation serves
as investment advisor. Each share of Series C Stock is convertible into four shares of Common Stock
at any time (or an aggregate of 4,041,392 shares of Common Stock). Upon conversion into Common
Stock, each such stockholder shall be entitled to one vote for each share of Common Stock.

(18) Does not include 1,150 shares of Series D Stock held of record by other investment funds which are
advised by investment advisors which have officers in common with Leonardo L.P’s advisor.

(19) Does not include 450 shares of Series D Stock held of record by Nelson Partners, an officer of which
also serves as a director of Olympus Securities.

(20) Mr. Newberg serves as trustee of the Bruce Newberg Trust, which holds 500 shares of Series D Stock.

(21) Does not include 1,900 shares of Series D Stock held of record by other investment funds which are
advised by investment advisors which have officers in common with Ramius Fund. Ltd.’s advisor.

(22) Does not include 550 shares held of record by Olympus Securities, Ltd., a director of which also serves
as an officer of Nelson Partners.

(23) Includes warrants to purchase 763 shares of Series D Stock issued to Cappello Capital Corp., which
acted as the placement agent of the Series D Stock. These warrants are immediately exercisable, and
have been assigned to principals of the placement agent and their family members. Also includes 50
shares held of record by Linda Cappello and 50 shares held of record by Gerald Cappello, officers in
Cappello Capital Corp. Does not include 200 shares held of record by Laredo Capital Partners in
which Lawrence K. Fleischman, an officer of Cappello Capital Corp., is a partner, and 100 shares held
of record by NY-DBL Diamond Group, in which Mr. Fleischman also serves as partner.

Executive Compensation

The following Summary Compensation Table sets forth the compensation during the last three fiscal
years of (i) the Chief Executive Officer of the Company, and (ii) the executive officers of the Company,.
other than the Chief Executive Officer, who were serving as executive officers during or at the end of the
last fiscal year, whose annual salary and bonus, if any, exceeded $100,000 for services in all capacities to the
Company during the last fiscal year and certain other executive officers (all of the officers listed in the
table being hereafter collectively referred to as the “Named Executive Officers™).



Summary Compensation Table

Long Term Compensation

Annual Compensation Awards
Name and Principal 1) 2) Other Annual Securities Underlying Other (3)
Position Year Salary($) Bonus($) Compensation ($) Options(#) Compensation
Jaime W. Ellertson™ . . . . . .., . ... .. 1998 $300,000 $50,769 - = $9,307
President and Chief Executive 1997 91,923 12,692 — 725,000 2,334
Officer 1996 — — — —= —
Gary WP iliDSi T, P s SEE——— 1998 $122,885 $63,347 — 150,000 $7,782
Vice President, Sales 1997 — — — = —
1996 — — — — —
Christopher McKee . ... .......... 1998 $139,033 $85,727 $ 25,4509 150,000 $3,298
Vice President, Europe, Middle East 1997 — — — —
and Africa 1996 = — =
Johni A Paviovie R e e . 1998 § 85,000 $24,723 —_ 130,000 $6,062
Vice President, Engineering 1997 — — — — —
1996 = = A = —
MichaeliTorto™, b, .. o Tl =) 0 e 1998 $158,654 $57,250 — 200,000 $9,049
Vice President, Marketing 1997 — = - Tat =
1996 - == == — g
Peleri AR ice O R o p ) 1998 3 58,384 $35,510 — 225,000 $1,533
Vice President, CFO and Treasurer 1997 — = - s i =,
1996 — — = Al s
CrargiNewfreldssiet SR R L 8L 1998 § 50,353 $15,000 =3 125,000
Vice President, General Counsel and 1997 —_ o o LA H g $4’68_6
Clerk 1996 = 2= i — s
Robert Langer® . .. .. ........... 1998 $174,100 $24,287 = = $ 889
Formerly Vice President, CFO and 1997 50,400 6,000 - 50,000 869
Treasurer 1996 = ass i i

(1) Salary includes amounts deferred pursuant to the Company’s 401(k) Savi
: ts
withheld pursuant to the Company’s Employee Stock PurchaZe Plan.( ), Sevings Flan, and g

(2) Amounts shown are awards made under the Company’s co .
i : rporate bonus program, which amounts are
earned and accrued during the fiscal indi . 2
E e e & years indicated and may be paid subsequent to the end of each

(3) Amounts shown are Company contributions under employe i LR
: . S hi e b 3
insurance, accidental death and disability insurance and lrz)ng-termel:;i:sf:bill)ilt?(nisns(lrxl:z:i:ccz;l’ gl

(4) Mr. Ellertson joined the Company and was elected President

(5) Represents payments received for automobile €xpense allowance

(6) Bonus amount includes $30,000 paid to Mr. Rice in connection with hjs employment by the Company:
[ at by the Co .

(7) Mr. Langer resigned as Vice President, Chief Financiai Officer ang Tt
easy

March 31, 1998. The salary amount reflected for fiscal 1998 include
S

rer of the Company as 0f
a salary reduction from

. —— . ]

January 1, 1998 through March 31, 1998 to reflect Mr. Langer’s reduced responsibilities during this
time period, and the bonus amount includes a payment of $20,950 made to Mr. Langer in exchange
for the cancellation of his vested stock options.

The following table sets forth certain information with respect to the grant of stock options to the
Named Executive Officers during fiscal 1998:

Options Grants in Fiscal Year 1998

Individual Grants
Number of Percent of Total

Potential Realizable
Value at Assumed

Securities Options Annual Rates of Stock
Underlying Granted to Exercise or Price Appreciation for
Options Employees Base Price Expiration Option Term™
Name Granted(#)'" in Fiscal Year® ($/Share) Date 5% ($) 10% ($)
Jaime W. Ellertson ............. — — — — — —_
(8 P % ULV 5 i e el 56 oo 0 0 oa - 150,000 6.57% 1.25 6/4/07 117918 298,827
Christopher McKee ............ 150,000 6.57% 1.19 5/27/07 111,975 283,766
JohnrAPaviov & st s i 130,000 5.710% 275 10/15/07 224,830 569,763
MichaelRTortos s i S 200,000 8.76% 0.938 4/29/07 117,981 298,986
Peterils | Ricai(4) f5:F U P resysy 225,000 9.86% 3.125 2/23/08 442,192 1,120,600
Craig Newfield . .. ............. 125,000 5.48% 275 10/15/07 216,183 547,849

Robert Langer (5) ............. —

(1) All option grants described above become vested in four equal annual installments, commencing one
year after the date of grant. The Company’s 1993 and 1994 Stock Option Plans (“Stock Option
Plans”) provide that the exercise price of each option must be at least 100% of the fair market value
of the Company’s Common Stock on the date the option is granted. Pursuant to the terms of the
Stock Option Plans, the options held by all employees, including the above-mentioned executives,
become exercisable in full upon a change in control. See “Severance and Change in Control.”

(2) During the fiscal year ended March 31, 1998, the Company granted options under its Stock Option
Plans to its employees to purchase a total of approximately 2,282,000 shares of Common Stock and

canceled options to purchase approximately 942,000 shares of Common Stock.

(3) The dollar amounts under these columns are the result of calculations at the 5% and 10% apprecia-
tion rates set by the Securities and Exchange Commission and, are not intended to forecast future
appreciation, if any, in the price of the Company’s Common Stock.

(4) Granted pursuant to the 1998 Key Man Stock Option Plan and Agreement, of which Mr. Rice is the
only participant, and which provides that the exercise price of each option must be at least 100% of
the fair market value of the Company’s Common Stock on the date the option is granted. This option
becomes exercisable in full upon a change in control. See “Severance and Change in Control.”

(5) Mr. Langer resigned from all positions with the Company effective as of March 31, 1998.




The follqwing tab!e sets forth, for cach of the Named Executive Officers, the number of stock options
cxt:'[cxsed during fiscal 1998, the value realized upon exercise, the total number of unexercised options held
at March 31, 1998, and the aggregate value of in the money options held at fiscal year end.

Aggregated Option Exercises in FY 1998 and FY-End Option Values

Value of Unexercised

Number of Unexercised In-the-Money

Shares Opti i
I ptions at FY-End (#) Options at FY-
Nl o AEcquu:ed Value Exercisable/ £ Exe?‘cifn\;lﬁé?d &
xercise(#)  Realized($) Unexercisable Unexercisable

Jaime W. Ell
ertson . ... ... — —_ 181,250 / 543,750 $249,763 7 740,288

Gary Phillips. . . ... ... =
Ch:i);tophef McKee ... ... = 37,500 /112,500 82,050 / 246,150
John A, Paviov . ... .. ... S = 220 /12500 84,413 /253,238
Michael Torto . . . . ... ... - T 0/ 130,000 07/ 89,440
Peter J. Rice . . . . . . .... : ¥, 50,000 / 150,000 125,000 / 375,000
Craig Newfield ... . . . " = I L2000 0/7():425,
Robert Langer (2) .. ... .. - > 0/ 125,000 0/ 86,000

: ~ 50,000 /0 71,900 / 0

(1) Based upon the $3.438 closing pri
] 4 g price of the Company’s Comm
Nasdag National Market, minus the applicable option exercise g:icika o aeh il

(2} Mr. Langer resigned from all positi i
' positions with the Company effective a '
tan agreement entered -mto in connection with the termination of his Z;Li\:arl:: ?lf\/ll i
0 cancel a vested option to purchase 50,000 shares upon payment to himyof $l;20 953 St

Employment Agreements

The Company entered into letter agreem wi m
_ _ : rel agreements with each of the current Named E i
Officers in connection with their hiring. These agreements generally proviz,iee foF;I?)y;Z?: S;} rycd XCCU“V‘I’
! ary, an annua

without cause, In May, 1998, Mr. Ellertson’s Jetter a
, : greement was a I
fggoia()l(])grt;gn?zs,r(i(’):?n :ntd increase his poteintial cash bonus fronnzeggg?o(t)% rfg u; fzgl?)gg A salary'ﬁ.‘om
Azaeron sila ]n : ;s amended, provides that he shall be entitled to severan SRR
L Na?]; gduéx is annual bpnus as pro-rated to the date of termination Tct:: gt sith
b o e ecu,txve Officers, other than Mr. Torto and Mr. Pavioy, AR ‘?”th
T e ol Pttt T Co;, provide that the officer
~-Ompany without cause.

Severance Plan Upon Change of Control

Executive officers and all other offi
. icers of the Com
geverance Benefit Plan (the “Severance Plan”). Adopted b; ztll?z I;l(r)z ;OVE:
ever i i i i =8

Com:)ll]l‘; Pla'; provides that if any vice president or more senior offi
ey o(rj reasurer loses his efnployment with the Company, or has h‘i:cr ¥ th? ‘G.e'neral Caunsel
entitled to » during a one year period after a “change in contro] of the Cs resporjfnb:lmes R
feceive an amount equal to his then total annyaj compensatijon Fmpany, Bt office g LG
» H'OF purposes of the Severance

Directors effective in 1989, the
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Plan, a “change in control” occurs if (a) an individual by himself or in affiliation with others shall acquire,

directly or indirectly, 25% or more of the combined voting power of Company’s outstanding securities, or
causes the replacement of a majority of the incumbent Board of Directors of the Company, (b) the

Company is merged or reorganized into or with another entity, resulting in previous stockholders of the
Company holding less than 80% of the combined voting power of the outstanding securities of the
resulting entity, or (c) the Company is liquidated or substantially all of its assets are sold.

In addition, all options held by all employees, including Named Executive Officers, become exercisa-

ble in full upon a “change in control.”

Mr. Langer joined the Company in January 1997 as its Vice President and Chief Financial Officer, and
resigned from all positions in the Company effective March 31, 1998. From January through March 1998,
Mr. Langer’s salary was reduced to reflect his reduced responsibilities during the transition. In June 1997
Mr. Langer agreed to cancel a vested stock option to purchase 50,000 shares upon the payment by the

Company of $20,950.

Compensation of Directors

Through November 1997, nonemployee directors of the Company received $1,000 for each Board of
Directors and Audit Committee meeting attended. In addition, each nonemployee director received an
annual stipend of $6,000 per year, payable in four equal quarterly payments. Effective December 1, 1997,
each nonemployee director’s meeting fee was reduced from $1,000 to $500 for each meeting or series of
meetings attended in person or via telephone on a given day, and the annual stipend was reduced from
$6,000 to of $5,000, all payable within 30 days following the Company’s fiscal year end, but the number of
stock options which he or she might receive was increased. For a description of the stock options received
by directors, see Proposal No. 2, relating to the amendment of the 1993 Director Stock Option Plan.
Members of the Board of Directors are also reimbursed for reasonable out-of-pocket expenses.

Compensation Committee Interlocks and Insider Participation

Decisions regarding executive compensation are made by the Compensation Committee of the Board
of Directors, which is composed of Rory J. Cowan and Frederick B. Bamber. Mr. Cowan served for two
months as the Company'’s interim President from November 15, 1996 to January 24, 1997, for which he
received a salary of $18,000. Except for Mr. Cowan’s services as interim President, neither Mr. Cowan nor
Mr. Bamber is or has ever been an officer or employee of the Company or any of its subsidiaries.

Report on Repricing of Options

On June 20, 1997, the members of the Compensation Committee met to determine the need to
reprice the Company’s outstanding stock options for employees and officers. The Company’s stock price
had dropped from a trading range of $6-$8 during 1995 - 1996 to a trading range of $1.00 - $1.50 per share
in June 1997, reflecting the continued decline in Company revenues and a $29.6 million loss for fiscal 1997.
As a result, all options granted in the preceding two years to employees and officers, including options
which had been repriced in September 1996, were at an cxercise price significantly above the Company’s
then current stock price, and had lost any value as a retention tool. The Compensation Committee also
reviewed the effect on morale of the prior corporate reorganizations and layoffs, and the employment of a
new management team which had started with the hiring of Messts. Ellertson, Torto, Phillips and Langer.
The Compensation Committee was also aware of the current strong job market in high technology, and

feared significant voluntary departures of key employees.
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Gi-ver} the foregoing factors, the Compensation Committee recognized the need to provide incentives
to retain its employees and officers, and to attract additional senior managers to stabilize the Company.
The Committee therefore adopted a repricing program, whereby outstanding options held by employees
and.ofﬁccrs would be eligible to be repriced at $1.25 per share, the closing market price on the Nasdaq
Natlona.l Market on June 20, 1997. The vesting period for these repriced options was not restarted in
connection with this repricing. However, the Company did require that no repriced option be exercised
prior to June 20, 1998 and that the option holder had to be employed with the Company on that date in
order to exercise his repriced option. Mr. Jaime Ellcrtson, the Company’s President had an option repriced
under this program.

COMPENSATION COMMITTEE
Frederick B. Bamber and Rory J. Cowan

. The following table summarizes all repricings of options held by any executive officer of the Company
during the last ten fiscal years.

Ten-Year Option Repricings

Lengt_h of
Numbgr_ of Miarket Exercise oggﬁl%lm
Secuntu'es Price of Price Remaining at
Ugdeig-lymg %,mk a; at Time New Date
ptions ime o of Exerci ici
Name Date  Repriced (#) Repricing ($) Repricing ($) P:iz:ﬂ(sse) o F‘Ieelz:l:)mg
Named Executive Officers and Current Officers
Jaime W. Ellertson, President & CEQO ... .. .. 6/20/97 725,000 $1.25 $ 206 $1.25 9.6
Former Executive Officers ‘ .
Mark H. Cieplik, Vice President, Americas 4/27/95 110,000 2
Stephen J. Hill, Vice President, Europe. . . .. .. 8/3/94 8,000 22.72 : Z;(SJ gi‘slg 8-;
8394 2,000 $2.75 $675  $275 9.7
: 4/27/95 85,000 $2.56 $5.50 $2.56 8.4
ohn K. Hyvnar, General Counsel and Clerk ... [0/31/38 2,000 $7.38 $16.13 57.38 8'3
1(1)/13”88 1,500 $7.38 515:63 $7:38 9--6
12190 1,500 $3.13 $ 7.38 $3.13 7.6
lizso 1700 $3.13 $775  $3.13 8.8
T 2,000 $3.13 $ 7.38 $3.13 6.8
H gggg ggég $ 338 $3.13 10
g . $ 825
43;2: 3.000 $2.56 $ 675 3;2 g:
L5ds 6’% g;;g $ 825 $2.75 8.7
) . $ 6.75
‘{;ggg lg% :2-56 $ 737 3}2 3:;
William W, Barnes, VP of Human Resources . . . 10/31/88 6:000 sggg %523 S e
11/2/90 5,000 $3-13 $14.63 $7.38 8.5
1172190 2,000 53-13 $775 $3.13 8.8
11/2/90 6,000 53-13 $ 838 $3.13 8.4
i $ 738 $3.13 6.5
12

Length of

Original
Number of Market Exercise Option Term
Securities Price of Price Remaining at
Underlying Stock at at Time New Date
Options Time of of Exercise of Repricing
Name Date Repriced (#) Repricing (§) Repricing (§) Price (§) (Years)
Lawrence S. Bohn, Sr. VP of Marketing and
Business Development . . .. ............ 10/31/88 3,000 $7.38 $16.50 §7.38 8.7
1172190 5,000 $3.13 S 6.63 $3.13 9.4
11/2/90 2,000 $3.13 $ 838 $3.13 8.4
11/2/90 10,000 $3.13 $ 838 $3.13 8.1
11/2/90 3,000 $3.13 $ 7.38 $3.13 6.7
8/3/94 20,000 $2.75 $10.63 $2.75 1.7
8/3/94 7,000 $2.75 $ 4.50 $2.75 1.7
8/3/94 10,000 $2.75 $ 9.00 $2.75 88
8/3/94 10,000 $2.75 $6.75 $2.75 9.7
David A. Boucher, President and Chief Executive
€ )i ey 08 R oo o B ESEE ok o o 3/20/89 40,000 $8.38 $14.63 $8.38 8.1
11/2/90 44,800 $3.13 $ 838 $3.13 6.5
David J. Collard, Sr. VP of Finance and
Administration and Chief Financial Officer . . . 11/2/90 75,000 $3.13 $ 1715 $3.13 8.8
David L. Cross, Treasurer . . ......-...... 10/31/88 10,000 $7.38 $10.13 $7.38 9.8
11/2/90 10,000 $3.13 § 738 $3.13 7.8
Stephen J. Cummings, VP of International
Operations . . ....o-veecrorvaaaran 1172790 5,000 $3.13 $ 8.13 $3.13 8.6
112790 5,000 $3.13 $ 838 $3.13 8.4
11/2/90 2,400 $3.13 S 8.13 $3.13 58
11/2/90 1,500 $3.13 $ 450 $3.13 5.5
11/2/90 1,500 $3.13 $ 450 $3.13 5.1
11/2/90 3,000 $3.13 $ 4.00 $3.13 4.1
Richard P. Delio, Sr. VP of Finance and
Administration and Chief Financial Officer . . . 8/3/%4 100,000 $2.75 $7.00 $2.75 9.7
8/3/94 15,000 $2.75 $ 6.75 $2.75 9.7
M. David Downs, VP of Manufacturing ... ... 10/31/88 2,000 $7.38 $16.13 $7.38 8.8
10/31/88 5,000 $7.38 $10.13 $7.38 9.8
Stanley C. Douglas, Sr. VP, Software Operations .  2/6/96 100,000 $2.56 $ 737 $2.56 85
Frederick J. Egan, VP of Asia/Pacific/Japan . . . . 10/31/88 7,500 $7.38 $19.38 $7.38 9.4
11/2/90 25,000 $3.13 §513 $3.13 9.8
1172/90 25,000 $3.13 $ 8.13 $3.13 8.6
11/2/90 10,000 $3.13 $ 838 $3.13 8.4
11/2/90 7,500 $3.13 $ 738 $3.13 74
11/2/90 5,000 $3.13 $ 4.50 $3.13 5
8/3/94 10,000 $2.75 $ 6.75 $2.75 9.7
Paul English, Sr. VP of Product Managemeat . . . 11/2/90 1,500 $3.13 $ 6.63 $3.13 9.4
11/2/90 1,000 $3.13 $ 838 $3.13 8.4
8/3/94 3,000 $2.75 $10.63 $2.75 7.7
8/3/94 10,000 $2.75 $ 9.88 $2.75 8.1
8/3/94 7,000 $2.75 $ 825 $2.75 8.7
8/3/94 40,000 $2.75 $ 7.00 $2.75 9.6
Harry A. George, VP of Finance . . . ... ... 3/20/89 30,000 $8.38 $14.63 $8.38 8.1
Ed Koepfler, President and Chief Executive
Officor S NI B B TS G 10/27/94 325,000 $2.56 $ 375 $2.56 8.2
10/27/95 75,000 $2.56 $ 5.37 $2.56 9.2
G. Gordon M. Large, Executive Vice President
and Chief Financlal Officer . .+ -« v o v o oot 6/5/95 225,000 $2.56 $ 6.00 $2.56 87
13



Iben_gth of
Number of Market Exercise Opllrolgh'}“:l
Securities Price of Price Remainin, rmt
Ugderlying Stock at at Time New Date el
" p_nions Time of of Exercise of Reprici
ame Date  Repriced (#) Repricing (8) Repricing ($) Price (%) E (‘Zl;:ls‘ﬁmg
Robert T. Maher, Vice President, Engineering ..  8/3/94 25,000 $2.75 $ 7.25 $2.75 9.7
: _ 4229 70,000 $2.56 $ 5.50 $2.56 :
Edward Mallen, Vice President of U.S. Sales . .. 10/31/88 3,000 $7.38 $14.63 $7.38 §§
11/2/90 20,000 $3.13 $ 7.38 $3.13 -8
. 11/2/90 3,000 $3.13 $ 738 3
Michael Mark, V'P of Systems Integration . . . . . 3/20/89 4,000 $8.38 $14.63 28311; g.s
Stephen D. Pelletier, VP of Engineering . . ., .. 10/31/88 30,000 $7.38 312'38 $7l38 9.;
1llf2/90 30,000 $3.13 $ 6.63 $3.13 9.4
129 30,000 $3.13 $ 7.38 u
George D. Potter, Jr., Sr. VP of Sales Operations  3/20/89 30,000 $8.38 $14.63 gg;g e
Mgk K. Ruport, President and Chief Executive ; : : ot
fficer
.......................... 11/2/90 75,000 $3.13 $53
Steven M. Schwartz, VP of Marketing . ... .. 10/31/88 6,000 $7.38 $14.6§ gg;g gg
1031/88 i ' :
Andrew J Van Abs, VP of Engineering ; H i Sl i o
Peripherals Technology . . ... ........... 10/31/88 10,000 $7.38 $13.50 $7.38 9.1
11/2/50 7,500 $3.13 $ 6.63 53:13 9.4
11/2/90 5,000 $3.13 $ 775 $3.13 8'8
:;//;//gg l3,000 $3.13 3 7.38 $3.13 .3
000 !
George R. Va}xghn, Co_nlroller ............ 10/31/88 6,000 gg;g St e i
Robert K. Weiler, President and Chief Operating 1 s S o
Officer
1 et [T oy e 11/2/90 125
Haviland Wright, Sr. VP and Chief Scientist. . ..  8/3/94 60’383 ;;;g g 2;; o o5
x : 2 $2.75 9
8/3/94 7,500 $2.75 3 6.75 $2.75 9.7

Compensation Committee Report

During fiscal 1998, the Com i i
: pensation Committee’s philoso
: Ay : phy was to i i
salaries offered to executives in comparably sized software comparz’ies In agjzlist?or?xi;uuée Sala“est'os
- , the Compensatio

was given to Mr. Ellertson to attract him to join the Compan
i : : 5 Y, given th it . .
;?:2: (t’ll]‘;g;oet?;i?;lwtzs; :rr:)datcc)a:églr;zl ::ncefnt him to maximize gstockho?dz(:'n\]fgfl:::t W:Aen\gronment i hlgtsl
These goals were based on the CompanS oacltllP t(? b Sqhiam quarterly and ;mnr‘ 1l TR Wat
cash position. The remaining membersyof t;evmg rargeted earmings, progyct rev e med.
1€ Senior management team recciveznge,sitno:lal rcvenut:, a?ty
ilar opportun
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based on the same targets. The Compensation Committee believed that all senior managers would be

aligned in maximizing the Company’s value.

During fiscal 1998, the Company reported four consecutive profitable quarters, and the Company’s
cash position improved. In September 1997, the Company obtained $6.8 million in financing from the sale
of the Series D Stock. On the other hand, overall Company revenues have continued to decline. In the first
quarter of fiscal 1999, the Compensation Committee reviewed Mr. Ellertson’s performance, and commis-
sioned an independent study of CEO compensation in comparable companies. Based on the Company’s
performance, the Compensation Committee determined that Mr. Ellertson should be awarded a cash
bonus of approximately $63,500 for the first five quarters of his tenure (January 1997 through
March 1998). This reflected the substantially positive performance in terms of profitability and cash
position, but some disappointment with revenues. Based on the compensation study, the Compensation
Committee believed that Mr. Ellertson’s cash compensation should consist of a greater proportion of
bonus as compared to salary. Accordingly, Mr. Ellertson’s salary was reduced commencing July 1, 1998 to

$275,000, and his potential cash bonus was increased to $125,000.

The Compensation Committee recognizes the current need to preserve cash, and will seek to attract
and retain executives and employees by using stock option grants. In fiscal 1999, the Compensation
Committee expects that option grants will be awarded in larger amounts to the Company’s executives and

employees.
For fiscal 1998, the Committee has reviewed the implications of Section 162(m) of the Internal

Revenue Code and the proposed regulations thereunder. Section 162{m) disallows for federal tax purposes
the deductibility of compensation to any Named Executive Officer to the extent compensation to the
executive exceeds $1 million in a year. With the exception of Mr. Ellertson, the Compensation Committee
believes that the Company’s compensation for each executive in the foreseeable future would not exceed
this limitation. In Mr. Ellertson’s case, the Committee reviewed the possible adverse tax consequences, but
determined that the benefits of hiring Mr. Ellertson far outweighed the tax consequences. It has no present
intention of formally qualifying any compensation paid to its executive officers for deductibility under
Section 162(m) of the Internal Revenue Code, but may consider doing so in the future when the proposed
regulations become final if it appears that the limitations are likely to be exceeded.

COMPENSATION COMMITTEE:
Frederick B. Bamber and Rory J. Cowan
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Stock Performance Graph

Th i
ot ‘:itfloltll(])wmg giagh compares the yearly change in the Company’s cumulative total stockholder fiire
¢ cumulative total return of a broad market index (NASDAQ Stock Market Index for U.S

and Forej i : : :
reign Companies) and a published industry index (NASDAQ Computer and Data Processing AR O A D S DRI ORIS LO GO R LR

Services Stocks) for the last five fi :

Ma.rch 31, 1993). The lines r:;"rzsizzcta:n y::tl:iy'l;l:]z g{ell'z(":l';agce_ gf:Pfh assumes the investment (?f $100 on On December 26, 1997, the Company’s Board of Directors adopted a proposal to amend the 1993

capitalization, which are calculated based on daily closin sten}:e i the changes in the daily market Director Stock Option Pilan (the “Director Pian”) in certain respects, subject to stockholder ratification,

quarterly dividend reinvestments, The e e pnces,-quarterly Sh.ares outstanding and The amendments (a) increased the number of shares available for grant under the Director Plan,

market capitalization, Index and industry index are weighted on the basis of (b) increased the number of shares automatically granted to new directors, (c) increased the number of
shares automatically granted to each director annually, (d) made a one time grant of 15,000 shares to each

non-employee director as of December 26, 1997, and (e) made certain more technical amendments. For
the reasons discussed below, the Board of Directors determined that these amendments were appropriate

34007 and in the Company’s best interests.

$350 ——-— Interleaf, Inc.
Description of Director Plan

NASDAQ Stock Market
$300 (U.S. & Foreign) y A The Director Plan was adopted by the Board of Directors on September 8, 1993 and approved by
il e — Il:’r:gcsg)ﬁ_\Q go_m_putcr and Data P / stockholders in August 1994.
ssin €
ERED S ol Under the Director Plan, prior to its December 1997 amendment, each nonemployee director of the

- Company was granted a non-qualified option to purchase 5,000 shares of Common Stock on September 9,
____ 1993 at an exercise price of $6.65 per share (the average last reported sale price per share during the
period of September 9, 1993 through September 30, 1993). Those options became exercisable in full on
August 4, 1994, The Director Plan further provides that each person who becomes a nonemployee director
of the Company will be granted, as of the date of his or her election as a director, a non-qualified option to
purchase 5,000 shares of Common Stock at the then fair market value of the Common Stock. Each option
becomes exercisable one year after the date of grant. In addition, the Director Plan provides that each
nonemployee director is automatically granted a non-qualified option to purchase 5,000 shares of Common
Stock on April 1 of each year (the “April Renewal Options”), at the fair market value of the stock on that
date. Those options become fully exercisable one year after the date of grant.

$200

$150

$100

850

$0 1 T T
3/31/93 3/31/94 3/31/95

3/31/96 3/31/97 3/31/98

Reasons For Amendment
Fiscal Year In December 1997, the Board of Directors reviewed the Director Plan and noted several deficiencies.
3/31/93 373 e B First, the Board noted a trend among software and high technology companies towards equity compensa-
Interleaf, Inc.. .. ... ... .. el T 33195 3/31/96 3/31/97 3/31/98 tion for board members, and away from cash compensation. Consistent with that trend, as of December 1,
NASDAQ Stock Markot e & .F:o'r elgn) .......... 100 7 52 95 7 37 1997 the Board voted to reduce the amount (?f cash cor:npe.nsation to be pa.id to the Company:s directors.
NASDAQ Computer and Data Processs S 100 108 120 163 181 275 Second, the Board noted that, due to the continued decline in the market price of the Company’s Common
g Services Stocks ... 100 102 138 196 2 Stock, the stock options previously granted under the Director Plan had no value, since the exercise price
13RS of the options was substantially in excess of the then market price. Third, the Board noted that as of the
end of December 1997, there were not sufficient shares available to cover the April Renewal Options due
to be automatically granted on April I, 1998 (the “1998 Renewal Options™). Finally, the dircctors
recognized that the number of options granted to date was insufficient to compensate the current directors
for their expected future efforts, particularly in view of their reduced cash compensation and the low stock

price.

The Board of Directors also recognized certain technical difficulties with the Director Plan. First, the
Board noted that if the 1998 Renewal Options were granted on schedule, it would potentially cause an
accounting compensation charge to the Company if the stock price increased between the April 1, 1998
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Common Stock on the date of grant.

o e e oo

fésan(: :Satf anhd_ tpe Aug.ust 1998 date of s-tockholdcr approval of an increase in the Director Plan limits, In
= sewaT (()) tt_xs issue, .(1) the Board of Directors amended the Director Plan to delay the grant of the 1998
E Plapnlons ugm! after stockholder appr.oval of an increase in the number of shares under the
s wz;s$g Ot(z)nned at the Annual. Meeting, and (ii) each director holding options with an exercise
e ;soo ! : per share voluntarily agreed to cancel those options. Second, the Board recognized
Pl Lo comply “-nléh Rule 16b-3 under the Securities Exchange Act of 1934 as in effect at the time
k amendmentsa?-l \(w)v:sé ‘(,);grgﬁiley&dbogted, the Dge;tpr 1}’91;2 reqllu'res stockholder approval of certain types
b 2 -3 was amended in to eliminate the requirement for a st

Iv)t:)i;e tto ac;)(;pt or amend such a pian, anq the Board determined that it would bg appropriate to a(;i:r}iglf:r

cctor Flan to reflect Rule 16b-3 as it currently exists or may be amended in the future. :

Amendments to Director Plan

I : ¢ o
Djrec?orzrczﬁr lt;) codngm'le to attract and retain qualified persons to serve on the Company’s Board of
] » the Board believes that the Company needs to provide adequate and appropriate compensation

3 3 3 i

L g : :
To increase the number of shares authorized for Issuance under the Director Plan from 150,000 shares

To provide that each nonemployee director on December 26, 1997 be

15,000 shares of Common Stock, which shall vest in granted an option to purchase

full one year from th
To provide that no option granted to any d e date of grant,

- irector sha 1 :
S lcast SR o e th A dine: of e Il vest or be exercisable n whole or in part until

In all cases, the options will have an exerci
X€rcise price equal to i
to the fair m
arket v

Options Granted Under Director Plan

The following table summarizes the stock options granted to and held by each current member of the
Board of Directors under the Director Plan and under a predecessor 1989 plan which arc currently
exercisable or which become exercisable within 60 days after June 29, 1998:

Grant No. of Exercise
Director * Date Shares Price Shares Vested
David A. Boucher ................. 4/1/97 5,000 $1.56 5,000
12/26/97 15,000 3.35 0
Total 20,000 3,000
Frederick B. Bamber . .............. 3/20/89 12,000 8.38 12,000
3/2/92 3,000 8.75 3,000
4/1/95 5,000 487 5,000
4/1/97 5,000 1.56 5,000
12/26/97 15,000 Shab 0
Total 40,000 25,000
George D. Potter, Jr. ............... 4/1/95 5,000 4.87 5,000
4/1/97 5,000 1.56 5,000
12/26/97 15,000 3.35 0
Total 25,000 10,000
Marcia J. Hooper ................. 1/24/97 5,000 2.36 5,060
4/1/97 5,000 1.56 5,000
12/26/97 15,000 3.35 0
Total 25,000 10,000
RoryJ. Cowan..........co.oovnven 4/1/97 5,000 1.56 5,000
i 8/6/97 5,000 4.25 5,000
12/26/97 15,000 335 __(2
Total 25,000 10,000
John A. Lopiano .. ... ... ... 2/19/98 25,000 3.20 e}
Total 25,000 (4]
160,000 60,000

Total For All Directors. .............

t include options to purchase 35,000 shares which were voluntarily canceled by
amber (15,000 shares) and Potter {15,000 shares) on February 12,

*  Does no
Messrs. Boucher (5,000 shares), B

1998.

The Board of Directors unanimously recommends a vote FOR approval of Proposal No. 2.
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PROPOSAL NO. 3
APPROVAL OF INTERLEAE, INC. 1998 EMPLOYEE STOCK PURCHASE PLAN

General

As of June 15, 1998, the Board of Directors of the Company adopted, subject to stockholder approval
a new 1998 Employee Stock Purchase Plan (the “1998 Stock Plan). The 1998 Stock Plan will providej
eligible employees with an opportunity to purchase shares of the Company’s Common Stock at a discount
from market price through regular payroll deductions.

At the present time, all of the Company’s employees are eligible to participate in the C i
Et_nployee Stock Purchase Plan (the “1987 Plan”), which is due tﬁ cxpire[?n Nofember, 1998.0%?: [}?;)Zrl: t(;)‘,f‘
Directors believes that the 1987 Plan provided a valuable incentive and employee benefit for the
Company’s employees, because it encouraged investment in the Company’s Common Stock and enabled
femployees to purchase the Company’s Common Stock at a discount from the market price and without

Company for the Company to continue to offer a similar benefit and i i
r incentive and, therefi
the 1998 Stock Plan, subject to stockholder approval at the Annual Meeting. i -

The 1998 Stock Plan is intended to qualify as an “em i
ployee stock purchase plan” as def i '
423 of the Internal Revenue Code of 1986, as amended (the “Code”). The fo!ilowinags d:slcrrl?;tilgnsgit:ﬁz

1998 Stock Plan is qualified in its entirety by reference to the text ich i
T A e xt of the 1998 Stock Plan which s attached

Description of the 1998 Stock Plan

The 1998 Stock Plan will provide an opportunity for
= emplo i
subsidiaries to become stockholders of the Company through thz p)lfje::;a(s):: :)l;‘eitsc (én;&amn);nagfoflf Ttu:

discount from the market price and without incurring brokerage costs

Stock Available Under the Plan

The number of shares reserved for issuance under th
Stock. The 1998 Stock Plan is divided into ten Separate S?xli%SntSl:O(c):i}:(fPl
an “Offering Period”), and the maximum number of shares of Comm erlsng
single Offering Period is 250,000 shares. (The number of shares whi l:) oty
Plan and in any Offering Period is subject to adjustment for re((): s
consolidation, reclassification, stock dividend, stock split, reverse st(:fli(":;

be issued under the 1998 Stock
ation, recapitalization, merger,
lit or combination of shares.)
Offering Periods

_ The ten Offering Periods commence on the first busi
ing NoYember 2, 1998, and end on the last business day ;;':;S:hd;itﬁf;ﬁchhl\!ovcmber and May, commenc
respectwa):). On- the first day of each Offering Period (the “Offerip I;lt Eflereafter (April and October,
sach pa_lrtlmpan,t, in the 1998 Stock Plan an option to purchase op thcg] ate™), the Company will grant to
Exercise Date”) the number of full shares of Commop Stock of th ast day of the Offering Period (the
payroll deductions during the Offering Period will Purchase at the optignclfrr_npfgly which the participant’s
I¢¢ described below, subject to
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certain limitations. The option exercise price will be the lesser of (i) 85% of the fair market value of the
Common Stock on the Offering Date, or (ii) 85% of the fair market value of the Common Stock on the
Exercise Date.

Eligibility

Each person who is an employee of the Company or a subsidiary on the applicable Offering Date is
eligible to participate, including each of the executive officers of the Company. In order to be considered
an “employee” for the purpose of becoming a participant in the 1998 Stock Plan, a person must be

customarily employed by the Company or a participating subsidiary for more than 20 hours per week and
for more than five months in a calendar year.

Payroll Deductions

Each participant in the 1998 Stock Plan may elect on the Offering Date to have deductions made from
his or her compensation at the rate of between 1% and 10% of total compensation, in increments of 1%.
Participants may not invest more than $5,000 in any six month Offering Period and no employee may
purchase stock under all employee stock purchase plans of the Company having a fair market value of
more than $25,000 for any calendar year. Participants may change their rate of deduction, or withdraw
from the 1998 Stock Plan at any time prior to the end of an Offering Period. Upon withdrawal, withbeld
compensation will be refunded with interest. An eligible employee who has withdrawn may participate in
any subsequent Offering Period.

If the number of shares purchasable with participant withholdings exceeds the 250,000 share max.i-
mum for any Offering Period, the shares available will be allocated among participants on a basis
determined by the Compensation Committee to be practicable and equitable.

Termination

The termination of a participant’s employment with the Company or any participating subsidiary fqr
any reason, including retirement but excluding death or disability, will be treated in the same manner as if
the partici;)ant had withdrawn from the 1998 Stock Plan. All funds withheld will be returned to the

participant with interest.

If a participant becomes disabled or dies, the participant or his or her beneficiary will l’lave the right to
elect either (i) to withdraw all of the funds withheld to date or (ii) exercise the .pammpant s option and on
the Exercise Date purchase such number of shares of Common Stock as the withheld funds at the date of

disability or death will purchase at the applicable option exercise price.

Other
The shares of Common Stock to be issued under the 1998 Stock Plan may be from authorized but

i : her proper source. Shares of Common Stock may be purchased in
el hares Raerel sﬁzrzsr?;i';l:f;(iiim (I))ne%ther person with rights of survivorship. Participants may
not transfer or assign any of their rights under the 1998 Stock‘Plan. Participan_ts in the 1998 Stock Plan will
have no rights as stockholders with respect to any shares until the day on \\"hlr.lch shares of Eommon Stock
are actuallg urchased and issued. All amounts withheld by the Company under the 19?8 Stock Plan may
iy byytﬁe Company for any COTporate purpose and the Company shall not be obligated to segregate
such payroll deductions.

the participant’s name alo
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Administration

~ The 1998 Stock Plan is administered by the Compensation Committee. Subject to conditions set forth
;)nl the 199_8 Stock I_’]an and the Code, the Compensation Committee acts as manager of the 1998 Stock
an and is authorized to make rules governing the operation of the 1998 Stock Plan, to interpret th
provisions of the 1998 Stock Plan and to select the participants. Such rules may include, without limijtaj =
restrictions on the frequency of changes in withholding levels. { i

Federal Income Tax Conseguences

Under an “employee stock purchase 2 ifi i
_ plan,” qualified under Section 423 of the Code. an
:t(c))ii n;;l :iv; ;ﬁ) ;J:g .am;l federal income tax when he or she joins the plan or when he or she re:;:gso{ﬁ:
. 1S, however, required to pay federal income taxes he di i
e L0 on the difference, if any, between
4 p ich he or she sells the stock purchased under the plan and the price which he or she paid for
ey ;éae;naﬁrélglgyee wh(; purchases shares under the 1998 Stock Plan has owned the shares for more than
R thepn(;sei ot th'em at least two years after the applicable Offering Date, he or she will be taxed
ST e undez:rt }:: xl)glgce of the shares on the date they are sold is equal to or less than the price paid
€ 1998 Stock Plan, the employee will incur a long—term capital loss in thL:: amgunt

employee will recognize a capital gain or loss (!
: ong or sh i
owned the shares) for the difference between theictuzl (SJS:&E:FC, S6rping roon e petiod hdogholal

purchase.

The foregoing summary is
general and does :
that ; ~9%8 not apply to dispogit i
may occur, and does not constitute tax g, i anyyCom;l)Sapn(;smon? Other than sales (such as gifts)
cmployee or other
person.

The Company believes that the 1998 S
- t i j
Retirement Incorme Security Act of 1974, - 2 entisnor sublect to the provisions of the Employee

Accounting Issues

The Financial Accounting Standards Board (
not companies with Section 423-type em

C S with Ployee stock
earnings f : i i ichas
i thegfir(s)tr t;:snlc;satl gt;;::rg?% li)urpos}es if thf: stock s pumh:s;’:)i}zs :nay be Iequired to make a charge t0
terminate the 1998 Stock Plan de optlpn o The Board of : e o oS

epending upon any standarc umm;c;:tor; o e ol ey
Y adopted by the FASB.
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PROPOSAL NO. 4
RATIFICATION OF SELECTION OF INDEPENDENT AUDITORS

The firm of Ernst & Young LLP has seved as the Company’s independent auditors since 1981, and
served in such capacity for the 1998 fiscal year.

At the end of fiscal 1998, the Audit Committee recommended to the Board of Directors, and the
Board of Directors approved, the selection of the firm of PricewaterhouseCoopers L.L.P. as the Company’s
independent auditors for the 1999 fiscal year, effective July 1, 1998. Accordingly, PricewaterhouseCoopers,
L.L.P. was appointed as the Company’s independent auditors for the 1999 fiscal year.

Although stockholder approval of the Board of Directors’ selection of PricewaterhouseCoopers,
L.L.P. is not required by law, the Board of Directors believes it is advisable to give stockholders an
opportunity to ratify this selection. If this proposal is not approved at the Annual Meeting, the Board of
Directors will reconsider its selection of PricewaterhouseCoopers L.L.P.

The change from Ernst & Young LLP to PricewaterhouseCoopers, L.L.P. was not due to any dispute
between the Company and Ernst & Young LLP. The reports of Ernst & Young LLP on the consolidated
financial statements of the Company at March 31, 1997 and March 31, 1998, and for the three years ended
March 31, 1998 contain no adverse opinion or disclaimer of opinion and were not qualified or modified as
to uncertainty, audit scope or accounting principle. In connection with Emst & Young’s audits of the
Company for the two most recent fiscal years and through June 30, 1998, there have been no disagree-
ments with Ernst & Young LLP on any matter of accounting principles or practices, financial statement
disclosure, or auditing scope or procedure, which disagreements if not resolved to the satisfaction of Ernst
& Young LLP would have caused Ernst & Young LLP to make reference thereto in their report on the
financial statements for such years. See the Company’s Current Report on Form 8-K filed with the

Securities and Exchange Commission on July 13, 1998.
Representatives of Ernst & Young LLP and PricewaterhouseCoopers L.L.P. are expected to be

present at the Annual Meeting. They will have the opportunity to make a statement if they desire to do so
and will also be available to respond to appropriate questions from stockholders.
The Board of Directors unanimously recommends a vote FOR Proposal No. 4.

OTHER MATTERS

Voting Procedures \ .
The votes of stockholders present in person or represented by proxy, and entitled to vote at the

uding shares which abstain from or do not vote with respect to one or more of the

he Annual Meeting) will be tabulated lzly the mspetiftor ct)lf c}:ctlonls ls;)po!nted tg' thﬁ
“A. (“BankBoston”) was appointed inspector for the Annual Meeting an wi

fi::tr;‘:si[:lyé Ssgtl;licr)sct)(r)?l’o?a qu(orum is present for a particular matter. A quorum bc::ing present, a plurality

of votes cast by the stockholders present in person or by proxy at the Annual Meeting and entitled to vote

thereon is required for the election of the one Class 11 Director. The affirmative vote of shares holdu?g a

or by proxy and entitled to vote at the Annual Meeting is required

majority of the shares present in person

for the approval of Proposal Nos. 2, 3 and 4 ; .
Abstentions will be treated as shares that are present and entitled to vote, but will not count as votes

m Accordi i i roposal Nos. 2, 3 or 4 has the same legal

; rdingly, an abstention from voting on P 0s. 2, | .

:;fi‘;o,r‘: fqa%te Etfetnegrn.insi” the %uiltter, even though the stockholder abstaining may intend a different
(4 ¢ <

interpretation, Shares held of record by brokers who do not return a signed and dated proxy will not be

Annual Meeting (incl
matters presented at t
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considered present at the meeting, will not be counted towards a quorum and will not be voted on Proposa]
I\{os. 2 and 3. Shares held of record by brokers who return a signed and dated proxy but who do not vote on
either of Proposal Nos. 2 and 3 will count towards the quorum, but will count neither for nor against the
Proposal not voted.

Section 16(a) Beneficial Ownership Reporting Compliance

St?ction 16(a) of the Securities and Exchange Act of 1934, as amended, requires the Company's
executive officers and directors, and persons who own more than 10% of the Company’s Common Stock
to file reports of ownership and changes of ownership on Forms 3, 4 and 5 with the Securities an&
fxccliu;nge Commission and The Nasdaq Stock Market, Inc., and to furnish the Company with copies of
uch forms.

Based _soJely on the Company’s review of the copies of the forms it has received and written
representations from certain reporting persons that they were not required to file Forms 5 with respect to
tl}e Company’s most recent fiscal year, the Company believes that all of its current executive officers
directors and greater than 10% stockholders complied with all Section 16(a) filing requirements a licable
to them during the Company’s fiscal year ended March 31, 1998. #

Stockholder Proposals

Proposals which stockholders intend to present at the Company’s 199 i
pursuant to Rule 14a-8 promuigated under the Securities Exlc)ha?lge Acgt‘?)?nlu9a3:4M:: t;nrﬁe(:]fdit:cﬁll(l)slf f;)f:
.recerv_ed t?y the Company at its principal office in Waltham, Massachusetts, no later t’han March 30’ 1999 for
inclusion in the proxy statement for that meeting. If a proponent fails to noéify the Company by J ’ 13, 1999
of a non-Rule 14a-8 shareholder proposal which it intends to submit at the Company’s ?993 A); Um]’- M’ ti
o.f Stoa':kholders, the: proxy solicited by the Board of Directors with respect to syuch ti i "1%
discretionary authority to the proxies named therein to vote with respect to such matte:rl i

Other Proposed Action

The Board of Directors knows of no ather business to come b
¢ efo i i
any other bu§1ness ghould properly be presented to the Annual Mcr:tit:; /:‘hnenual Meetu}g. However,_lf
accordance with the judgment of the person or persons holding the proxie; bt T

Incorporation By Reference

To the extent that this Proxy Statement has been or will ifi
any filing by the Company under the Securities Act of 1933 as 2;2?5233”
1934, as amended, the sections of the Proxy Statement e:ntitled “Co ’
Executive Compensation” and “Performance Graph” shall not be d =
specifically otherwise provided in any such filing. i

y incorporated by reference into
or the Securities Exchange Act of
pensation Committee Report on
med to be so incorporated, unless

Annual Report and Form 10-K

Additional copies of the Annual Report to Stockholders for
: th
copies of Eh.e Company’s Annual Report on Form 10-K for the fiscal ;ef;ic:;d d
the Securities and Exchange Commission are available to stockholders with od March 31, 1998 as filed with
addressed to: Investor Relations, Interleaf, Inc., 62 Fourth Avenue, Wa| th(::, Cllvl:l'ge upon written request
’ » Massachusetts 02451.

year ended March 31, 1998 and

IT IS IMPORTANT THAT PROXIES BE RETURNED PRO
ARE URGED TO FILL IN, SIGN AND RETURN THE AccgﬂkﬁHEREFoRE, STOCKHOLDERS
ENCLOSED ENVELOPE. NG FORM OF PROXY IN THE
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Exhibit A

INTERLEAF, INC.
1998 EMPLOYEE STOCK PURCHASE PLAN

The purpose of the Interleaf, Inc. 1998 Employee Stock Purchase Plan (“the Plan™) is to provide
eligible employees of Interleaf, Inc. (the “Company”) and its Subsidiaries (as defined in Section 11) with
opportunities to purchase shares of the Company’s common stock, $.01 par value (the “Common Stock”).
The Plan is intended to constitute an “employee stock purchase plan” within the meaning of Section
423(b) of the Internal Revenue Code of 1986, as amended (the “Code”), and shall be interpreted in
accordance with that intent.

1. Administration. The Plan will be administered by the Company’s full Board of Directors (the
“Board”) or by a committee appointed by the Board for such purpose (the full Board of Directors in so
administering the Plan or any committee so appointed is hereafter referred to as the “Committee™). The
Committee has authority to make rules and regulations for the administration of the Plan (including
regulations applicable to a particular individual participant, group of participants or situation), and its
interpretations and decisions with regard thereto shall be final and conclusive. No member of the
Committee shall be liable for any action or determination made in good faith with respect to the Plan or
any option granted hereunder. The Committee may delegate its authority to the Company’s President with

respect to deadlines and administrative matters.

2. Offerings. The Company will make ten (10) successive six month offerings to eligible employefzs to
purchase Common Stock under the Plan ( each an “Offering”). Offerings will begm' on the first busu}css
day occurring on or after each November 1 and May | and will ch on the last busmes§ day _of the.smth
month thereafter (the following April 30 and October 31, respectively). The first Offering w1l_l t_Jegm on
November 2, 1998, and the final Offering shall end on October 31, 2003. An aggregate of Twwo Million, Five
Hundred Thousand (2,500,000) shares have been authorized for.issu_ance pursuant to Ehe Plan. The
maximum number of shares which may be issued in each Offering is Two Hundrc_d Fifty Thousand
Offering period less than 250,000 shares are issued, those unissued shares shall

. If in an ;
(250,000) shares. If in any bsequent Offering and shall cease to be reserved for issuance under

not be available for issuance in any su

the Plan.
i i Iso directors of the
ioibility. All employees of the Company (mcludlmg cmployfzc?s whq are a
ComB.afl;g;br:Zf}'a“ emplol;cgs of each Subsidiary are eligible to participate in any one or more of tl;l.e
Offerlzn Zunder the Plan, provided that as of the first day of the applicable Offering (the “Offering Date)
the emgloyee is customa;ily employed by the Company or a Subsidiary for more than twenty (20) hours a

week. Y ‘ .
v eligible on any Offering Date may participate in such Offering by
4. Participation, An DO et Il location at least ten (10) business days before the

itti to his appropriate payro .
gzz;:;ﬂ%Z?ecgf ltl)?::;hfoégllcr deadﬁge as shall be established or approved by the Committee for that

. ; nt to be deducted from his or her Compensation (as defined in
Offc.nng)' Thalci w_l!l Ela) ét)a;ittl?:r?zl:ct)l?c purchase of Common Stock for him or her in each Offering in
oo ) Gl L (1’ the Plan and (c) specify the exact name or names in which shares of Common
accordance with the T oh r are to be issued pursuant to Section 10. An employee who does not enroll
-StOCk purchased. for o] i:d‘ures will be deemed to have waived his or her right to participate. Unless
in. accordance Wil l)I‘oTlment form or withdraws from the Plan, his or her deductions and purchases
ar}ﬂ(:mp J9yeE ﬁlesha ne‘;lzn;:munt of Compensation for future Offerings, provided s/he remains eligible.
will continue at the samc




Notwithstanding the foregoing, participation in the Plan will neither be permitted nor be denied contrary
to the requirements of the Code.

5. Employee Contributions. Each eligible employee may authorize payroll deductions at a rate of
between one percent (1%) and ten percent (10%), in increments of exactly 1%, of his or her Compensa-
tion for each pay period, provided that the total amount withheld by any employee during any Offering
shall not cxceed $5,000 (or such greatcr amount as may be determined from time to time by the
Committee). The Company will maintain book accounts showing the amount of payroll deductions made
by each participating employee for each Offering. Except as specifically provided in this Plan, no interest
will accrue or be paid on Compensation withheld.

6. Deduction Changes. An employee may increase or decrease his or her Compensation withholding at
any time during any Offering, by giving notice in accordance with such administrative procedures and
notice period requirements as the Committee may establish or approve. An employee may increase or
decrease his or her Compensation withholding with respect to the next Offering (subject to the limitations
of Section 5) by filing a new enrollment form at least ten (10) business days before the next Offering Date
(or by such other deadline as shall be established or approved by the Committee for the Offering).

7. Withdrawal. An employee may withdraw from participation in the Plan at any time by delivering a
written notice of withdrawal to his or her appropriate payroll location. The employee’s withdrawal will be
effective as of the next business day. Following an employee’s withdrawal, the Company will promptly
refund to him his or her entire account balance under the Plan (after payment for any Common Stock
purchased before the effective date of withdrawal). Partial withdrawals are not permitted. The employee
may not begin participation again during the remainder of that Offering, but may enroll in a subsequent
Offering in accordance with Section 4.

8. Grant of Options. On each Offering Date, the Company will grant to each eligible employee who is
then a participant in the Plan an option (“Option”) to purchase on the last day of such Offering (the
“Exercise Date”), at the Option Price hereinafter provided for, such number of whoie shares of Common
Stock reserved for the purposes of the Plan as does not exceed twice (A) the lesser of (i) $5,000, or (ii) ten
percent (10%) of such employee’s projected Compensation for the period of the Offering, divided by
(B) eighty five percent (85%) of the Fair Market Value of the Common Stock (as defined in Section 11) on
the Offering Date. The purchase price for each share purchased under such Option (the “Option Price”)
will be the Fair Market Value of the Common Stock on the Offering Date or on the Exercise Date,
whichever is less, times 85%.

Notwithstanding the foregoing, no employee may be granted an option hereunder if such employee,
immediately after the option was granted, would be treated as owning stock possessing five percent (5%)
or more of the total combined voting power or value of all classes of stock of the Company or any Parent
or Subsidiary (as defined in Section 11). For purposes of the preceding sentence, the attribution rules of
Section 424(d) of the Code shall apply in determining the stock ownership of an employee, and all stock
which the employee has a contractual right to purchase shall be treated as stock owned by the employee. In
addition, no employee may be granted an Option which permits his rights to purchase stock under the
Plan, and any other employee stock purchase plan of the Company and its Parents and Subsidiaries, to
accrue at a rate which exceeds $25,000 of the fair market value of such stock (determined on the option
grant date or dates) for cach calendar year in which the Option is outstanding at any time. The purpose of
the limitation in the preceding sentence is to comply with Section 423(b)(8) of the Code.

9. Exercise of Option and Purchase of Shares. Each employee who continues to be a participant in the
Plan on the Exercise Date shall be deemed to have exercised his Option on such date and shall acquire
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from the Company such number of whole shares of Common Stock reserved for the purpose of the Plan as
his accumulated payroll deductions on such date will purchase at the Option Price, subject to any other
limitations contained in the Plan. Any balance remaining in an employee’s account at the end of an
Offering will be refunded to the employee promptly, together with ninety days’ interest on the amount of
such balance at the short term applicable federal rate in effcct at the Offering Date, or such other rate of
interest as the Committee may establish or approve (the “Interest Rate”) for the Offering Period then
ended.

10. Issuance of Certificates. Certificates representing shares of Common Stock purchased under the
Plan may be issued only in the name of the employee, or in the name of the employee and another person
of legal age as joint tenants with rights of survivorship, and such certificates will be delivered a soon a
practicable under the circumstances.

11. Definitions. The term “Compensation” means the amount of base pay, prior to salary reduction
pursuant to either Section 125 or 401(k) of the Code, including commissions, overtime, cash incentive and
cash bonus awards which are actually paid during the Offering Period, but excluding allowances and
reimbursements for expenses such as refocation allowances or travel expenses, income or gains on the
exercise of Company stock options, and similar items.

The term “Fair Market Value of the Common Stock” means (i) if the Common Stock is admitted to
trading on a national securities exchange or the Nasdaq National Market on the date the Option is
granted, not less than the closing price reported for the Common Stock on such exchange or system for
such date or, if no sales were reported for such date, for the last date preceding such date for which a sale
was reported, or (if) if the Common Stock is not admitted to trading on any exchange or the Nasdaq
National Market, but is admitted to quotation on the National SmallCap Market or is quoted on the over
the counter market on the date the Option is granted, then not less than the average of the highest bid and
lowest asked prices of the Common Stock on the Nasdaq SmallCap Market or the over the counter market
reported for such date, or if in either case the applicable market is not open for tradlpg on that date, then
on the last date preceding on which the applicable market was open. In each case, Fair Market Value shall

be determined by the Committee in good faith.
The term “Subsidiary” means a “subsidiary corporation” with respect to the Company, as defined in

Section 424(f) of the Code.

12. Rights on Retirement, Death, or Other Termination of Employment. 1f a participating employee’s
nates for any rcason before the Exercise Date for any Offering, no further payro}l
ken from any pay due and owing to the employee after that date and the balance in his
o him or her, or in the case of his or her death to his or her designated beneficiary, as
if he or she had withdrawn from the Plan under Section 7. An employee will b<.: deemed to hav_c 'terminated
employment for this purpose if the corporation that employs him or he.r, having been a Subsidiary, ceases
to be a Subsidiary, or if the employee is transferred to any corporation other than the Company or a

Subsidiary.

13. Optione ;
of amounts from his pay shall constitute
by an Option under the Plan until such

14. Rights Not Transferable. Rights under the Plan a
other than by will or the laws of descent and distribution,

lifetime only by the employec.

employment termi
deduction will be ta
account will be paid t

s Not Stockholders. Neither the granting of an Option to an employee nor the deduction
such employee a holder of the shares of Common Stock covered

shares have been purchased by and issued to him.

e Plan are not transferable by a participating employee
and are exercisable during the employee’s
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15. Application of Funds. Al funds received or held by the Company under the Plan may be combined
with other corporate funds and may be used for any corporate purpose.

16. Adjustment in Case of Changes Affecting Common Stock. In the event of a subdivision of
outstanding shares of Common Stock, or the payment of a dividend in Common Stock, the number of
shares approved for the Plan, and the share limitation set forth in Section 8, shall be increased
proportionately, and such other adjustment shall be made as may be deemed equitable by the Committee.
In the event of any other change affecting the Common Stock, such adjustment shall be made as may be
deemed equitable by the Committee to give proper effect to such event.

17. Amendment of the Plan. The Board of Directors may at any time, and from time to time, amend
the Plan in any respect, except to the extent that any amendment requires stockholder approval: (a) under
Section 423 of the Code because (i} it increases the number of shares approved for issuance under the
Plan, (ii) it changes the designation of the corporations or class of corporations whose employees are
eligible to receive Options under the Plan, or (iii) otherwise; or (b) in order to be eligible for exemption
under any rule under Section 16 of the Securities Exchange Act of 1934; then in either case such
amendment shall be subject to stockholder approval within the time period and in the manner required by
such law or regulation.

18. Insufficient Shares. If the total number of shares of Common Stock that would otherwise be
purchased on any Exercise Date exceeds the maximum number of shares permitted to be issued in that
Offering, the shares then available shall be apportioned among participants in proportion to the amount of
withheld Compensation accumulated on behaif of each participant as of the Exercise Date that would
otherwise be used to purchase Common Stock on such Exercise Date. Any Compensation withheld from a
participant which is not applied to the purchase of Common Stock shall be refunded, together with ninety
days’ interest at the Interest Rate.

19. Termination of the Plan. The Plan may be terminated at any time by the Board of Directors. Upon
termination of the Plan, all amounts in the accounts of participating employees shall be promptly refunded,
together with interest at the Interest Rate for a number of days equal to one-half the number of days
during the Option period during which amounts were withheld.

20. Governmental Regulations. The Company’s obligation to sell and deliver Common Stock under the
Plan is subject to listing of such shares on the principal public trading market on which the Company’s
Common Stock is then listed and to obtaining of all governmental approvals required in connection with
the authorization, issuance, or sale of such stock. The Plan shall be governed by Massachusetts law except
to the extent that such law is preempted by federal law,

21. Issuance of Shares. Shares may be issued upon exercise of an Option from authorized but unissued
Common Stock, from shares held in the treasury of the Company, or from any other Proper source.

22. Tax Withholding. Participation in the Plan is subject to any required tax withholding on income of
the participant in connection with the Plan, Each employee agrees, by entering the Plan, that the Company
and its Subsidiaries shall have the right to deduct any such taxes from any payment of ’any kind otherwise
due to the employee, including shares issuable under the Plan,

23. Notification upon Sale of Shares. Each employee agrees, by
prompt notice of any disposition of shares purchased under the P|
two years after the date of grant of the Option pursuant to which such shares were purchased

24. Effective Date and Approval of Stockholders. The Plan shall take effect on November 1, 1998
subject to approval by the holders of a majority of the shares of stock of the Compa es’ent OT,
represented and entitled to vote at a meeting of stockholders, which approval must pany _tir. rwelve
(12) months before or after the adoption of the Plan by the Board. bt HAHED

entering the Plan, to give the Company
an where such disposition occurs within
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