- Interleaf, Inc.
Prospect Place
9 Hillside Avenue
Waltham, Massachusetts 02154
(Address of principal executive offices)
Telephone No.: (617) 290-0710

Notice of Annual Meeting of Shareholders to be held August 17, 1995

The Annual Meeting of Shareholders (the “Annual Meeting”) of Interleaf, Inc. (the “Company"’) will be held at the
Westin Hotel, 70 Third Avenue, Waltham, Massachusetts, on Thursday, August 17, 1995 at 8:30 a.m., local time, to
consider and act upon the following matters: :

1. To elect two (2) Class II directors to serve for the ensuing three years.

2. To ratify and approve an amendment to the Company’s 1993 Stock Option Plan to increase the number of shares
of the Company’s Common Stock available for issuance from 750,000 to 1,500,000, as described in the Proxy State-
ment. ? '

3. To ratify the selection' of Emst & Young LLP as the Company’s independent auditors for the 1996 fiscal year.

4. To transact such other business as may properly come before the meeting or any adjoumfncnt thereof.
Shareholders of record at the close of business on June 23, 1995 will be entitled to vote at the Annual Meeting or
any adjournment thereof. The stock transfer books of the Company will remain open.
By Order of the Board of Directors,

John K. Hyvnar, Clerk

Waltham, Massachusetts
July 1, 1995

WHETHER OR NOT YOU EXPECT TO ATTEND THE ANNUAL MEETING, PLEASE COMPLETE, DATE AND
SIGN THE ENCLOSED PROXY AND MAIL IT PROMPTLY IN THE ENCLOSED ENVELOPE IN ORDER TO AS-
SURE REPRESENTATION OF YOUR SHARES. NO POSTAGE NEED BE AFFIXED IF THE PROXY IS MAILED
IN THE UNITED STATES.



Interleaf, Inc.
Prospect Place
9 Hillside Avenue
Waltham, Massachusetts 02154

Notice of Annual Meeting of Shareholders

August 17, 1995

INTRODUCTION

This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of Directors of Inter-
leaf, Inc. (the “Company”) for use at the Annual Meeting of Shareholders to be held on Thursday, August 17, 1995 and
at any adjournment of that meeting (the “Annual Meeting”). All proxies will be voted in accordance with the sharehold-
ers’ instructions, and if no choice is specified, the proxies will be voted in favor of the matters set forth in the accompany-
ing Notice of Annual Meeting. Any proxy may be revoked by a shareholder at any time before its exercise by delivery

of written revocation, or a subsequently dated proxy to the Clerk of the Company, or by voting in person at the Annual
Meeting.

The Board of Directors has fixed June 23, 1995 as the record date for determining shareholders who are entitled
to vote at the Annual Meeting. At the close of business on June 23, 1995 there were outstanding and entitled to vote
14,457,009 shares of common stock of the Company, $.01 par value per share (“Common Stock™) and 1,728,573 shares
of the Company’s Senior Series B Convertible Preferred Stock, $.10 par value per share (“Preferred Stock™). At the
Annual Meeting each share of the Common Stock is entitled to one vote; each share of the Preferred Stock is entitled
to 1.34375 votes, and therefore the total number of votes eligible to be cast at the Annual Meeting is 16,779,778.

The Company’s Annual Report for the fiscal year ended March 31, 1995 is being mailed to the shareholders with
the accompanying Notice of Annual Meeting and this Proxy Statement on or about July 1, 1995.

Principal Sharcholders

The following tabie sets forth certain information, as of June 15, 1995, with respect to all of the beneficial ownership
of the Company’s voting shares by (i) each person known by the Company to own beneficially more than five percent
(5%) of the outstanding shares of any voting class, (ii) each current director, (iii) each named executive listed under
“Executive Compensation,” and (iv) all current directors and executive officers of the Company as a group:

Class of Stock
Common Stock Preferred Stock % of Total Voti
Directors, Officers and No. of Shares % of Class No. of Shares % of Class Capital Stock
5% Shareholders Beneficially Owned  Outstanding Beneficially Owned  Outstanding OQutstanding!
Advent International Corporation -2 = 1,241,242 71.81% 9.94%
101 Federal Street
Boston, MA 02110
Compagnie Financiere du Scribe 4 - 428,572 24.79% 3.43%
73, Rue du Faubourg
Saint Honore, Paris, France
Frederick B. Bamber 33,4915 . e = *
David A. Boucher 426,6445 2.93% = - 2.53%
Andre Harari 10,0007 L) 428,5728 24.79% 343%
Clinton P. Harris 16,0009 b -12 - .
George D. Potter, Jr. 116,66210 » - = *
Parrick J. Sansonetti 31,9001 * 12 = .
Ed Koepfler 25,000 - - - *
Richard P; Delio 103,69213 * - = *
Frederick J. Egan : ‘ 129,00014 * - = .
Paul English  ~ 67,1813 » - = .
Bob Maher 10,83316 * - - *
Mark K. Ruport!? = - - - -
Peter Cittadini'8 - - - - -
All current directors and executive offi- 970,41019 6.53% 428,57220 24.79% 11.29%
cers as a group (13 persons)® i
*Less than 1%.
—Indicates zero.

(1) Determined by using a conversion ratio of 1.34375 for the Preferred Stock.

(2) Doesnotinclude 16,000 shares of Common Stock listed as beneficially owned by Mr. Clinton P. Harris, and 31,900 shares of Common Stock listed
as beneficially owned by Mr. Patrick J. Sansonetti, both of whom serve as Sr. Vice Presidents of Advent Intemational Corporation.

(3) Represents 1,241,242 shares of Senior Series B Convertible Preferred Stock (“Preferrcd Stock™ held by various limited partnerships of which
Advent International Corporation is either the general parmer or a general partner in limited partnerships which are the general partners in such
various limited partnerships (“Advent”). The Company has relied on information contained in a Schedule 13D, filed on October 18, 1989 by Ad-
vent, in providing this information.

(4) Does not include 10,000 shares of Common Stock listed as beneficiaily owned by Mr. Andre Harari. Mr, Harari is the controlling shareholder,
Chairman of the Board of Directors, and Chief Executive Officer of Compagnie Financiere du Scribe.

(5) Includes 28,000 shares of Common Stock issuable upon exerciseof certain options, which options are currently exercisable or become exercisable
within a 60-day period after June 15, 1995.

(6) Includes 10,000 shares held by the spouse of Mr. Boucher, as to which Mr. Boucher disclaims all beneficial ownership. Also includes 94,800 shares
of Common Stock issuable upon exercise of certain options, which options are all currently exercisable.

(7) Represents 10,000 sharcs of Common Stock issuable upon exercise of certain options, all of which are currently exercisable.

(8) Represents 428,572 shares of Preferred Stock listed as beneficially owned by Compagnie Financiere du Scribe, & French corporation of which
Andre Harax, a director of the Company, is Chairman of the Board of Directors, Chief Executive Officer and controlling sharehalder.

(9) Includes 10,000 shares of Common Stock issuable upon exercisc of certain options, which are currently exercisable, and 2.0_00 §hg:.5 c_benmmPn
Stock held by trustees of trusts established for the benefitof Mr. Harris’ wife and children, as to all of which shares Mr. Hams disclaims beneficial
ownership.

(10) Includes 10,000 shares of Common Stock issuable upon exercise of an option granted, which options arc currently exercisable.

(11) Includes 28,000 shares of Common Stock issuable upon exercise of certain options, which options are currently exercisable.




(12) Does notinclude },241.242 shares of Preferred Stock listed as beneficially owned by Advent International Corporation, a corporation in which he

serves as St. Vice President.

(13) Includes 97,500 shares of Common Stock issuable upon exercise of certain options,
within a 60-day period after June 15, 1995.

(14) Includes 67,500 shares of Common Stock issuable upon exercise of centain options, which options are currently exercisable or become exerciseble
within a 60-day period after June 15, 1995.

(15) Includes 62,250 shares of Common Stock issuable upon exercise of certain options, which options are currently exercisable or become exercisable
within a 60-day period after June 15, 1995.

(16) Represents 10,833 shares of Common Stock issuable upon exercise of certain options, which options are currently exercisable or become exer-
cisable within a 60-day period after June 15, 1995.

(17) Mr, Ruport resigned from all positions with the Company, effective July 25, 1994.

(18) Mr. Cittadini resigned from all positions with the Company, effective September 30, 1994.

(19) Includes an aggregate of 418,883 shares issuable upon exercise of options held by 6 directors and 6 executive officers, which options are currently
exercisable or becorne exercisable within the 60-day period after June 15, 1995.

(20) Represents 428,572 shares of Preferred Stock listed as beneficially owned by Compagnie Financiere du Scribe, a French corporation of which
Andre Harari, a director of the Company, is Chairman of the Board of Directors, Chief Executive Officer and controlling shareholder. Does not
include 1,241,242 shares of Preferred Stock listed as beneficially owned by Advent Interational Corporation, a corporation in which Patrick J.
Sansonetti and Clinton P. Harris serve as Sr. Vice Presidents.

which options are currently exercisable or become exercisable

Votes Required

A plurality of votes cast by the holders of the Preferred and Common Stock is required for the election of directors.
The affirmative vote of the holders of a majority of the shares of Common and Preferred Stock represented and entitled
to vote at the Annual Meeting is required for the approval of the amendment to the Company’s 1993 Incentive Stock
Option Plan. The affirmative vote of the holders of a majority of the shares of Common and Preferred Stock represented
and voting at the Annual Meeting is required for the ratification of the selection by the Board of Directors of Ernst &
Young LLP as the Company’s independent accountants for the current 1996 fiscal year.

Shares of Common and Preferred Stock represented in person or by proxy at the Annual Meeting (including shares
which abstain from or do'not vote with respect to one or more of the matters presented at the Annual Megting) will be
tabulated by the inspector of the election. The First National Bank of Boston (the “Bank of Boston”) was appointed in-
spector for the Annual Meeting and will determine whether or not a quorum is present for a particular matter(s). The
Bank of Boston will treat abstentions as shares that are present and entitled to vote for purposes of determining the num-
ber of shares that are present and entitled to vote with respect to any particular matter, but will not count abstentions
as a vote in favor of such matter. Accordingly, an abstention from voting on a matter by a shareholder present in person
or represented by proxy at the Annual Meeting with respect to any matter requiring a majority of the shares represented
and entitled to vote has the same legal effect as a vote “against” the matter even though the shareholder or interested
parties analyzing the results of the voting may interpret such vote differently. If a broker holding stock in *‘street name”
indicates on the proxy that it does not have discretionary authority as to certain shares to vote on a particular matter,
those shares will not be considered as present and entitled to vote with respect to the matter.

1. ELECTION OF DIRECTORS

The Compmy has a classified Board of Directors presently consisting of two (2) Class I, two (2) Class II, and three
(3) Class III directors. At each annual meeting of shareholders, a class of directors is elected for a full term of three years
to succeed those directors whose terms are expiring. The Preferred Shareholders, as a separate cl i
designated herein as the Preferred Class I Director. - Eonislass Slect e TR og

At the Annual Meeting, two (2) Class II directors will be elected to hold office until
shareholders and until their respective successors are duly elected and qualified. All nomin
ingness to serveiif elected; however, if an individual should be unable to serve, the
nominee or nominees designated by management.

the 1998 annual meeting of
ees have indicated their will-
proxies may be voted for a substitute

The persons named in the enclosed proxy will vote to elect as directors the Cl

ass II i
authority to vote for any or all of the directors is withheld by marking the proxy t nominees named below, unless

o that effect.

The following table sets forth the name and age of each nominee for election as a Class II director (each of whom
is currently a director) and each of the Class I and Ctass III directors, the positions and offices held by him with the
Company, his principal occupation and business experience during the past five years, the names of other publicly held
companies of which he serves as a director, if any, and the year of the commencement of his term as a director of the
Company.

Nominees for the Terms Expiring in 1998
(Class II Directors)
Andre Harari
Age 52; Chairman of the Board of Directors and Chief Executive Officer of Compagnie Financiere du Scribe, a French
venture capital firm, since January 1975. Director of the Company since 1991.
George D. Potter, Jr.
Age 58; President of Quality Systems International, Inc., a developer of quality assurance software, since October 1993
to present; Independent business consultant September 1991 to October 1993; Sr. Vice President of Sales and Marketing,
Gescan International, Inc., a data retrieval software company from January 1990 to September 1991; Sr. Vice President
of Sales Operations of the Company from April 1989 to December 1990; Vice President of Marketing of the Company,
February 1983 to March 1989. Director of the Company since 1983.
Directors Whose Terms Expire in 1996
(Class IT Directors)
David ‘A. Boucher :
Ape 44; General Partner of Applied Technology Partners, L.P,, a venture capital limited partnership, since January 1993;
Chairman of the Board of Directors of the Company since October 1989; Chief Executive Officer of the Company from
October 1989 to July 1992; Chief Executive Officer and President from 1981 to October 1989. Director of the Company
since 1981, Director of Viewlogic, Inc., and Wang Laboratories, Inc.
Frederick B. Bamber _
Age 52; General Partner of Applied Technology Partners, L.P., a venture capital limited partnership, since January 1982.
Director of the Company since 1984.
Ed Koepfler
Age 46; President and Chief Executive Officer of the Company since November 1994; from January 1992 to November
1994, ‘Vice President for North American Operations of System Software Associates, Inc. (“SSA™), a developer of
manufacturing software, and from 1989 to December 1991, Vice President of Operations of SSA. Director of the Compa-
ny since November 1994.

Directors Whose Terms Expire in 1997
(Class [ Directors)

Patrick J. Sansonetti
Age 51; Sr. Vice President of Advent International Corporation, a venture capital company, since December 1987. Direc-

tor of the Company since 1983. Director of Cognex Corp.
Preferred Class I Director

Clinton P. Harris 7 :
Age 48; Sr. Vice President of Advent International Corporation, a venture capital company, since December 1984. Direc-

tor of the Company since 1990.




Board and Committee Meetings

The Company has a standing Audit Committee of the Board of Directors, which provides the oppo.rlunity f.or direct
contact between the Company’s independent auditors and the Board of Directors. The Audit Committee reviews the
overall scope and specific plans of 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 five (5) times during fiscal 1995. The current Audit Committee members are Messrs. Bamber
(Chairman), Harris, and Potter.

The Company also has a standing Compensation Committee of the Board of Directors, which provides recommen-
dations to the Board of Directors regarding compensation programs of the Company and administers the Company’s
1983, 1993 and 1994 Stock Option Plans and 1987 Employee Stock Purchase Plan. The Compensation Committee met
six (6) times during fiscal 1995. The current members of the Compensation Committee are Messrs. Bamber, Harari, and
Harris (Chairman).

The Company has no nominating committee.

The Board of Directors met six (6) times during fiscal 1995, Each current director attended at least 75% of the aggre-
gate number of the meetings of the Board of Directors and of all committees of the Board of Directors on which he
served.

There are no family relationships between or among any directors or officers of the Company. Under the terms of
the Certificate of Vote Establishing the Preferred Stock, the holders of the Preferred Stock have the right, as a single
class, to elect one director, herein designated the Preferred Class I Director. At the time of such establishment in Septem-
ber, 1989, a current director of the Company, Patrick ]. Sanscnetti, was so designated. Daniel Harari and Clinton P. Harris
were elected by the Board of Directors as directors of the Company pursuant to arrangements arising out of the Compa-
ny’s private placement of the Preferred Stock in September, 1989. In May, 1991, Daniel Harari resigned as a director
of the Company. Subsequently, the Board of Directors elected Mr. Andre Harari a Class II director of the Company,
succeeding to the position previously held Daniel Harari. Mr. Andre Harari is a current nominee for election as a Direc-
tor.

Certain Relationships and Related Transactions

While Mr. David Boucher served as the Company’s Chief Executive Officer, the Company and Mr. Boucher entered
into an agreement that in the event Mr. Boucher should resign from his employment with the Company, he would be
available on an exclusive consulting basis to the Company for a period of 18 months during which time his monthly
compensation would equal that of his 1992 compensation of $30,750 per month. Additionally, in such event, certain
outstanding unvested stock options, approximately 30,000 shares, would continue to vest over said 18 month period.
In July 1992, Mr. Bgucher resigned as Chief Executive Officer and thereafter received compensation as a consultant
until January 31, 1994, totalling $553,500. Mr. Boucher shall have until June 30, 1996 to exercise options covering
42,800 shares at per share exercise price of $3.13. Mr. Boucher is currently Chairman of the Company’s Board of Direc-
tors, and since January 1993 a general partner in Applied Technology Partners, L.P. Mr. Frederick Bamber, a Company
director, is also a general partner in Applied Technology Partners, L.P. In July 1994, upon the resignation of the Compa-
ny’s then President and Chief Executive Officer, Mark K. Ruport, and to assist the Company in its restructuring, Mr.
Boucher was selected by the Company’s Board of Directors to oversee the restructuring and the search for a new Presi-
dent and Chief Executive Officer, ultimately resulting in the appointment of Ed Koepfler, as the Company’s President
and Chief Executive Officer in November 1994. For his services, Mr. Boucher received cash compensation of approxi-
mately $37,000, and was granted an option of 50,000 shares, at an exercise price of $2.75 per share, the Company’s then
current market price. In addition, the exercise period for his existing options was extended an additional 18 months to
June 30, 1996.

Executive Compensation

The foilowing table sets forth the summary of compensation received by the Chief Executive Officer and other
Named Executive Officers along with their principal positions, for services rendered with respect to fiscal 1995, 1994,

and 1993:
SUMMARY COMPENSATION TABLE
Annual Compensation Long Term Compensation
Awards
Name and Sccurities Underlying
Principal Position* Year Salary! (5) Bonus? ($) Options (#)

Ed Koepfler,3 1995 $120,000 $50,000 350,000
President and Chief Executive Officer 1994 = = =
1993 - = =
Richard P. Delio,* 1995 $194,615 $70,000 180,000
Seniqr 'Vioe.Presidcnl qf Fmance.and 1992 = = x

Administration and Chief Financial Officer
1993 - - -
Frederick J. Egan, 1995 $163,462 - 70,000
Vice President, Asia/Pacific/Japan 1994 $160,000 $160.000 =
1993 $129,731 $80,752 -
Paul English, 1995 '$174,615 $25.000 134,000
Sr. Vice President, Product Management 1994 $109.115 $25,000 47.000°
1993 $91,646 $17,000 15,0008
Bob Maher, 1995 $111,807 $25,000 30,000
Vice President, Techoology 1994 = = 5
1993 = = =
Mark K. Rupc_m." 1995 $346,152 - 30,000
i A | 1994 $250000 $49.810 30,000
1993 $250,000 $87.500 25,000
Peter Cittadini,’ 1995 $227,811 = 20,000
formerly St. VP Worldwide Operations 1994 $150,000 $73.444 20,000
1993 $150,000 $293,303 -

o No restricted stock awards have ever been made by the Company to the Chief Executive Officer and the other Named Executive Officers.

- Indicates zero.

(1) Salary includes amounts deferred pursﬁam to the Interleaf, Inc. 401(k) Savings Plan.

(2) Amounts shown, except for those relating to Messrs. Cittadini and Egan, are the awards made under the Company's corporate bonus program,
which amounts are camed and accrued during the fiscal years indicated and paid subsequent to the end of each fiscal year. Amounts shown
for Messrs. Cittadini and Egan are comprised of sales commissions based on revenue and a cash bonus for meeting his sales goal, or part

thereof, with respect to each fiscal year.
{(3) Mr. Kocpfler joined the Company and was elected President and Chief Executive Officer in November 1994,

{4) Mr Delio resigned from all positions with the Company, effective June 6, 1995.
(5) Mr. English's options were cancelled in fiscal 1995 and reissued in the Company’s 1995 repricing program,
(6) M. Ruport resigned from all positions with the Company, effective July 25, 1994,

(7) Mr. Citadini resigned from all positions with the Company, effective September 30, 1994.




The following table sets forth certain information with respect to the grant of incentive and non-qualified stock op-

tions for the Chief Executive Officer and its other Named Executive Officers in fiscal 1995:

, The followir.lg table sets forth certain information on option exercises in fiscal 1995 for the Company’s Chief Execu-
tive Officer and its other Named Executive Officers during fiscal 1995 and the value of such executive officers” in-the-
money unexercised options as of March 31, 1995;

OPTION GRANTS TABLE
Options Granted in Fiscal Year 1995 AGGREGATED OPTION EXERCISES AND FISCAL 1995 YEAR-END OPTION VALUE
= ] Potential Realizable Value at Aggregated Option Exercises in 1995 and FY-End Option Values
Assumed Annual Rates of Stock Shares Acquired Number of Unexercised | Value of Unexercised In-the-Money
Individual Grants Price Appreciation for Option Term? Name On Exercise (#) Value Realized (§) | Options at FY1995-End (#) Options at FY1995-End ($)!
Number of Securities | Percent of Total Options Exercise of Exercisable/ Exercisable/
| Underlying Options | Granted 10 Employees in Base Price Expiration Unexercisable Unexercisable
Name Granted (#)! Fiscal Year? ($/Share) Date 5% (3) 10% (%) Ed Koepller =) = 350,000 $393.750
" | Ed Koepfler 350,000 15.09% $3.75 1072772004 $826,875 $2,086,875 Richard P. Delio * = = 25,000/155,000 $53,125/5329,375

Richard P. Delio 180,000 1.76% $2.75 47172004 $311,850 $747,050 Frederick J. Egan E - 61,500/81,500 $108,269/5166,994
Frederick J. Egan 70,000 3.02% | s275 8/2/2004 $121,275 $306,075 =atlEdation = 3 34,250/102,750 570.881/5218,344
Paul English ~ 5,000 0.22% 275 41212002 58,163 321,863 e yfaitcr 5 3 /30,000 /363,750

10,000 0.43% $2.75 -9/312002 $17,325 $43,725 Y T E - = =

Peter Cittadini 4 z = =T =
2,000 0.09% $2.75 4/8/2002 $3,465 $8,745
7,000 0.30% $2.75 4/82003 $12.127 $30,608 ~Indicates zero.

40,000 1.72% $2.75 21282004 $69,300 $174,900 (1) Market value of shares covered by in-the-money options on March 31, 1995, or $4.875 per share, less the option exercise price. Options are

70,000 1.02% $2.75 $/3/2004 $121.275 $306,075 in-the-money if the market value of the shares covered thereby is greater than the option exercise price.
oEiaher 30,000 o e T T SI3LI% (2)  Mr. Delio resigned from all positions with the Company, effective June 6, 1995.
Mark K. Ruport® 30,000 129% $6.25 5 ' = 3 (3}  Mr. Ruport resigned from all positions with the Company, effective July 25, 1994.
Peter Cittadini® 20,000 26% $6.25 3 = = ) Mr. Cittadini resigned from all positions with the Company, effective September 30, 1994.

R Compensation Committee Report on Repricing

On August 3, 1994, the Compensation Committee met to determine the need to reprice the Company’s outstanding
stock options for certain key employees and officers. Because of the $8.2 million loss for the quarter ended June 30,
1994, the Company’s stock price dropped from a trading range of $6-38 per share, to a trading range of $2-$3 per share.
As a result, all options granted in the last five years to employees were significantly underwater. The Committee also
reviewed the planned corporate reorganization and restructuring that was expected to be announced by September 7,
1994. As part of this restructuring and reorganization, the Company was expected to incur 2 $7.1 million charge to earn-
ings to cover expected lay-offs of approximately 150 employees and the consolidation of 19 sales offices worldwide.
As part of the reorganization, the Company also planned to revamp its senior management team, having previously ac-
cepted the resignation of Mark K. Ruport, the Company’s President and Peter Cittadini, its Sr. Vice President for World-

() All optious granted to the Named Executive Officers provided above are exercisable in two to four equal annual installments, commencing
one year after the date of grant. The Company’s 1983, 1993 and 1994 Stock Option Plans (“Stock Option Plans™) provide that the exercise
price of each option must be at leas) 100% of the fair market value of the Company's Common Stock on the date the option is granted, The
exercise price may be paid in cash. Pursuant to the terms of the Plans, the options held by all employees, including the above-mentioned
executives, become exercisable in full upen a “change in control.” See, “Severance and Change in Control.”

2}  During the fiscal year ended March 31, 1995, the Company granted options under its Stock Option Plans to its employees to purchase a total
of 2,319,000 shares of Common Stock and cancelled options tc purchase 1,696,000 shares of Common Stock. These options include
1,043,000 shares that were cancelled and reissued under the Company’s repricing program.

3)  The dcllar amounts under these columns are the result of calculations at the 5% and 10% appreciation rates set by the Securities and Exchange
Commission and, therefore, are not intended to forecast possible future appreciation, if any, in the price of the Common Stock.

@) Due to Named Executive’s resignation in fiscal 1995, all options granted in fiscal 1995 have been forfeited. wide Operations.

Given this environment, the Committee recognized the need to incent and retain certain key employees and officers.
The Committee adopted a repricing program whereby outstanding options would be repriced at $2.75 per share, the clos-
ing market pﬁce on August 3, 1994, for certain employees and officers which it believed were important to the future

success of the Company. Because of the critical need to retain these individuals, the vesting period was not restarted.

including former President, Mark K. Ruport and former Sr. Vice President for

None of the employees and officers, o ; :
Worldwide Operations, Peter Cittadini, who departed or were scheduled to depart were eligible to have their options
repriced. Of the Named Executive Officers, Richard P, Delio, Frederick J. Egan, and Paul English, who were selected

by the Board of Directors to implement the Company’s reorganization and restructuring, t_lad their opt'ions 1:epriccd. 'l:he
Company's current President, Ed Koepfier, joined the Company in November 1994 and did not participate n the repric-

* ing program.

Frederick B. Bamber Clinton P. Harris

Compensation Committee: Andre Harari -




The following table sets forth certain information concerning all repricing of options held by an executive officer

of the Company during the last ten completed fiscal years:

Ten-Year Option Repricings

Length of
Original Op-
) tion Term
Name Date Number of Se- | Market Price of Remaining at
curities Under- | Stock at Time | Exercise Price | New Exer- Date of
lying Options | of Repricing at Time of cise Price Repricing
Repriced (#) O] Repricing ($) () (Years)
Named Executive Officers and Current Officers
Richard P. Delio, Sr. VP of Finance and 8/3/94 100,000 $2.75 $7.00 $2.75 9.7
Administration and Chief Financial Officer 8/3/94 15,000 $2.75 $6.75 $2.75 9.7
Paul English, Sr. VP of Product Management 11/2/90 1,500 $3.13 $6.63 $3.13 9.4.
11/2/90 1,000 $3.13 $8.38 $3.13 84
8/3/94 5,000 $2.75 $10.63 $2.75 17
8/3/94 10,000 $2.75 $9.88 $2.75 8.1
8/3/94 7,000 $2.75 $8.25 $2.75 8.7
8/3/94 40,000 $2.75 3$7.00 $2.75 9.6
Bob Maher, VP of Technology 8/3/94 25,000 $275 $7.25 $2.75 9.7
Frederick J. Egan, VP of Asia/Pacific/Japan 10/31/88 7,500 $7.38 $19.38 $7.38 9.4
1172190 25,000 $3.13 $5.13 $3.13 9.8
11/2/90 25,000 $3.13 38.13 $3.13 8.6
11/2/90 10,000 $3.13 $8.38 $3.13 84
11/2/90 7,500 $3.13 $7.38 $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
Stephen J. Hill, VP of Europe 8/3/94 8.000 32.75 3$6.75 $2.75 9
8/3/94 2,000 $2.75 $6.75 $2.75 9.7
John ¥. Hyvnar, General Counsel and Clerk 10/31/88 2,000 $7.38 $16.13 $7.38 8.8
10/31/88 1,500 $7.38 $15.63 $7.38 9.6
11/2/90 1,500 $3.13 $7.38 $3.13 7.6
11/2/90 17,000 - $3.13 $7.75 $3.13 8.8
11/2/90 2,000 $3.13 $7.38 $3.13 6.8
11/2/90 - 5,000 $3.13 $3.38 $3.13 10
8/3/94 8,000 $2.75 $8.25 $2.75 8.7
8/3/94 6,000 $2.75 $6.75 $2.75 9.7
Former Executive Officers
‘William W. Baracs, VP of Human Resources | 10/31/88 6,000 $7.38 $14.63 5798 e
11/2/90 5,000 $3.13 $1.75 $3.13 8.3
11/2/50 2,000 5313 $8.38 $3.13 8.4
11/2/90 6,000 $3.13 $7.38 $3.13 6.5
Lawrence S. Bohn, Sr. VP of Marketing and a
Business Development 10/31/88 3,000 $7.38 $16.50 $7.38 8.7
11/2/90 5,000 $3.13 $6.63 $3.13 94
11/2/%0 2,000 $3.13 $3.38 $3.13 8.4
117290 10,000 $3.13 $8.38 $3.13 81
11/2/50 3,000 $3.13 $7.38 $3.13 6.7
el 20,000 $2.75 $10.63 $2.75 i
S Lo $2.75 $450 | s275 17
Kl 10,000 $2.75 $9.00 | s275 8.8
3 ALY $2.75 $675 | s275 9.7
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Ten—Year Option Repricings
Length of
Original Op-
tion Term
Name Date Number of Se- | Market Price of Remaining at
curities Under- | Stock at Time | Exercise Price | New Exer- Date of
lying Options | of Repricing at Time of cise Price Repricing
Repriced (#) ® Repricing(5) | ® (Years)
David A. Boucher, President and Chief Execu- 3/20/89 40,000 $8.383 $14.63 $8.38 8.1
tive Officer 11/2/90 44,800 $3.13 $8.38 $3.13 6.5
David J. Collard, Sr. VP of Finance and
Administration and Chief Financial Officer 1112190 75,000 $3.13 $7.75 $3.13 88
David L. Cross, Treasurer 10/31/88 10,000 $7.38 $10.13 $7.38 9.8
11/2/90 10,000 $3.13 $7.38 $3.13 7.8
Stephen J. Cummings, VP of International
Operations 11/2/90 5,000 $3.13 $8.13 $3.13 8.6
11/2/90 5,000 $3.13 38.38 $3.13 8.4
11/2/90 2,400 $3.13 $8.13 $3.13 538
11/2/90 1,500 $3.13 $4.50 $3.13 5.5
11/2/90 1,500 $3.13 $4.50 $3.13 5.1
11/2/90 3,000 $3.13 $4.00 $3.13 4.1
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
Harry A. George, VP of Finance 32039 30,000 $8.38 $14.63 $8.38 8.1
Edward Mallen, VP of U.S. Sales 10/31/88 3,000 $7.38 $14.63 $7.38 85
11/2/90 20,000 $3.13 $7.38 $3.13 8
11/2/90 3,000 $3.13 $7.38 $3.13 6.5
Michael Mark, VP of Systems Intcgration 3/20/89 4,000 $8.38 $14.63 $8.38 8.1
Stephen D. Pelletier, VP of Engincering 10/31/88 30,000 $7.38 $12.33 $7.33 9.7
11/2/90 30,000 $3.13 $6.63 $3.13 9.4
11/2/90 30,000 33.13 $7.38 $3.13 1.7
George D. Potter, Jr., St. VP of Sales
Operations 3/20/89 30,000 $8.38 $14.63 $8.38 8.1
Mark K. Ruport, President and Chief Execu-
tive Officer y 11/2/90 75,000 33.13 $5.38 $3.13 9.5
Steven M. Schwartz, VP of Marketing 10/31/88 6,000 $7.38 $14.63 $7.38 8.5
s 10/31/88 6,000 $738 $10.13 $7138 9.8
Andrew J Van Abs, VP of Engineering —
Peripherals Technology 10/31/88 10,000 $7.38 $13.50 $7.38 9.1
. 1142490 7,500 $3.13 $6.63 $3.13 9.4
11/2/90 5,000 $3.13 $1.75 $3.13 8.8
11/2/90 5,000 $3.13 $7.38 $3.13 8
11/2/90 10,000 $3.13 $7.38 $3.13 7.1
George R. Vaughn, Controller 10/31/88 6,000 $7.38 $14.63 $7.38 35
mﬁ g;ﬁl;', Pttt Gt 11/2/90 125,000 $3.13 $6.75 $3.13 8.9
Haviland Wright, Sr. VP and Chief Scientist 8/3/94 60,000 $2.75 $6.75 $2.75 9
8/3/94 7,500 $2.75 $6.75 $2.75 9.7
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Compensation Committee Interlocks and Insider Participation

The members of the Compensation Committee of the Company’s Board of Directors during fiscal 1995 were Andre
Harari, Clinton P. Harris and Frederick B. Bamber, none of whom is or has ever been an officer or employee of the Com-
pany or any of its subsidiaries. No member of the Compensation Committee is a party to any relationship required to
be disclosed under Item 402 or Item 404 of Regulation S-K promulgated by the Securities and Exchange Commission.
See “Certain Relationships and Related Transactions,” above.

Compensation Committee Report

The Company’s executive compensation program is developed and approved by the Compensation Committee. The
Committee’s philosophy is to reward executives based upon the achievement of corporate and individual performance
goals as well as to provide long-term incentives for the achievement of future financial and strategic goals. Commencing
in fiscal 1995, the Company’s then President and Chief Executive Officer, Mark K. Ruport, could earn up to 50% of
his compensation based exclusively upon the achievement of corporate goals. Approximately 25% to 50% of the Com-
pany’s other executive officers’ total compensation opportunity was based upon the achievement of corporate and indi-
vidual performance goals, except for executives whose salaries are highly leveraged based on profitability for a particu-

- lar business unit. Of the Named Executive Officers, Peter Cittadini, the Company’s then Sr. Vice President of Worldwide
Operations, and Frederick Egan, Vice President, Asia/Pacific/Japan, had their compensation based on this latter criteri-

on.

The Company’s executive compensation program for fiscal 1995 originally consisted of the following three ele-
ments: (1) base salary; (2) incentive compensation in the form of commissions and annual cash bonuses earned under
the Company’s corporate bonus program; and (3) long-term equity-based incentive compensation in the form of stock
options granted pursuant to the Company’s 1993 Stock Option Plan.

1. Base Salary

Base salaries for the Company’s executive officers, including the Company’s then President, Mark K. Ruport, were
determined by taking into account a combination of the following three factors: (a) salaries generally paid for similar
positions in comparable software companies, (b) the particular skills of the executive, and (c) the past performance of

' the executive with the Company.

. 2. Incentive Compensation

In April 1994, the Compensation Committee established Interleaf’s corporate bonus program (1995 Bonus Pro-
gram”). Under the 1995 Bonus Program, each then executive, with the exception of Messrs: Cittadini and Ruport, could
receive between 25% to 50% of his base salary if certain targeted (i) corporate revenue and (ii) corporate net income
goals were achieved (“Goals”) in fiscal 1995, along with certain individual performance goals established by Mr. Ru-
port, with the approval of the Compensation Committee. Under the 1995 Bonus Program, however, no bonuses were
to be paid to Mr. Ruport, the Company’s President and Chief Executive Officer, if the Company achieved less than 70%
of these Goals; if the Company achieved 70% of its Goals, 12.5% of his base salary would be paid; and at 90% of Goals,
35% of his base salary would be paid. Finally, if 100% of Goals were achieved, Mr. Ruport would receive a bonus equal
to 50% of his base salary. This formula has been in effect for the Company’s last four fiscal years.

3. Long-Term Incentives

The Company awards options primarily to executives and key employees. Under the Company’s 1993 Stock Option
Plan, stock options are awarded an executive to incent the executive to focus on the Company’s long-term success as
measured by the Company’s stock price. Since options for executives vest annually over a 4 to 5 year period, executives
are encouraged to focus on the long-term success of the Company. In April 1994, Mr. Ruport, the Company’s then Presi-
dent, was awarded an option grant covering 30,000 shares of the Company’s Common Stock at an exercise price of $6.25
per share, the then fair market price of the Company’s Common Stock.

In the first quarter of fiscal 1995, ended June 30, 1994, the Company recorded a loss of approximately $8.2 million
and the full Board of Directors determined that the Company’s senior management organization needed to be reorga-
nized. Upon mutual agreement, the Company’s then President and Chief Executive Officer, Mark K. Ruport, resigned
effective July 25, 1994. Mr Ruport received one year of severance totalling $350,000 payable over 26 equal installments.
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The Compensation Committee believed this to be fair and reasonable in light of Mr. Ruport’s position, his term of five

years with the Company, and his dedicated efforts. Mr. Ruport also forfeit ions in whi
of his termination date, July 25, 1994, port also forfeited all options in which he was not vested as

In November 1994, the Company’s Board of Directors elected Mr. Ed Koepfler as President and Chief Executive
Ofﬁcer. Pursuant to Mr. Koepfler’s employment agreement with the Company, he received a base salary of $300,000,
w¥t,h a gu.aranteed bonus of $50,000 for fiscal 1995. The Compensation Commitice based this salary on consultations
with outside executive placement firms, and given Mr. Koepfler's past experience and performance as a senior executive
in the software industry. In addition, Mr. Koepfler was awarded an option grant of 350,000 shares, vesting over four
years, at an exercise price of $3.75 per share, the then current market price, This option was granted to significantly tie
Mr. Koepfler’s compensation to the long term success of the Company, and was within the range of options being offered
by other software companies for newly recruited CEQ's for companies similarly situated to Interleaf.

In fiscal 1995, the bonuses awarded to the current executive officers were awarded based on their contribution to
the Company’s restructuring program. With the exception of Paul English, the Company’s Sr. Vice President of Product
Management, none of these individuals served in their respective positions in fiscal 1994, the previous year.

Finally, for fiscal 1995, 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 the Company’s President or any Named Executive Officer to the extent compensation to the executive
exceeds $1 million in a year. The Compensation Committee believes that the Company’s compensation for each execu-
tive in the foreseeable future would not exceed this limitation. Therefore, it has no present intention of formally qualify-
ing 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. it

Compensation Committee:  Andre Harari . Frederick B. Bamber Clinton P. Harris

Stock Performance Graph

The following graph compares the Company’s cumulative shareholder reum with th'at of a broad market index
(NASDAQ Stock Market Index for U.S. and Foreign Companies) and a published industry index (N{\SDAQ Computer
and Data Processing Services Stocks). Each of these indexes is calculated assuming th.at $100 was n}vefted_nn Mm:ch
31, 1990. The lines represent monthly index levels derived from the cha,ngcs.x in the daily marke:t ::apna.hz.auon. which
are calculated based on daily closing stock prices, quarterly shares outstanding anfi qfla.rt_erly dividend reinvestments.
The broad market index and industry index are weighted on the basis of market capitalization.
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Severance Plan and Change of Control

Executive officers and all other officers of the Company are covered by the Company’s Officer Severance Benefit
Plan (the “Severance Plan"). Adopted by the Board of Directors effective March 13, 1989, the Severance Plan provides
that if any officer, vice president or more senior officer loses his employment with the Company, or has his responsibili-
ties significantly diminished, during a one year period after a “change in control of the Company,” such individual will
be entitled to receive an amount equal to his then total annual compensation. For purposes of the Severance 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 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 shareholders 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, under the Company’s 1983, 1993 and 1994 Stock Option Plans, all options held by all employees, in-
cluding Named Executive Officers, become exercisable in full upon a “change in control.”

On April 13, 1994, Richard P. Delio was elected the Company’s Sr. Vice President of Finance and Administration
and Chief Financial Officer. Pursuant to Mr. Delio’s employment agreement, in the event that Mr. Delio is terminated
without cause or resigns due to a diminution of responsibility, he shall receive severance equal to his first year’s salary,
or approximately $300,000. In addition, all options granted to him shall continue vesting for an additional year. In June
1995, upon mutual agreement between the Company and Mr. Delio, Mr. Delio resigned from all positions with the Com-
pany, and will receive for a period of 12 months, severance equal to approximately $300,000. In J uly 1994, upon mutual
agreement between the Company and Mr. Mark Ruport, the Company’s then President and Chief Executive Officer, Mr.
Ruport resigned from all positions with the Company, and received severance equal to one year of compensation,
approximately $350,000. In September 1994, upon mutual agreement between the Company and Mr. Peter Cittadini,
the Company'’s then Senior Vice President of Worldwide Operations, Mr. Cittadini resigned from the Company, and re-
ceived severance equal to approximately $185,833. In November 1994, Mr. Ed Koepfler was elected the Company’s
President and Chief Executive Officer. Pursuant to Mr. Koepfler's employment agreement with the Company, in the
event that Mr. Koepfler is terminated without cause, he shall receive severance equal to his annual base salary of
$300,000.
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Directors’ Compensation

i CCash.ftIompens'zation. Nonemployr:e. directors of the Company receive $1,000 for each Board of Directors and Au-
f’m"“ €c meeting attended. In addition, each nonemployee director receives a retainer fee of $6,000 per year, pay-
able in four equal quarterly payments, Board members are also reimbursed for reasonable out-of-pocket expenses.

Company’s 1989 anfl 1993 Director Stock Option Plans. On March 20, 1989, the Board of Directors of the Com-
pany adopted the 1989 Director Stock Option Plan (the 1989 Director Stock Option Plan), which was ratified by the
shareho]dt‘ars at the Special Meeting in Lieu of An Annual Meeting held in August 1989. To replace the 1989 Director
Stock Option Plan, on September 8, 1993, the Board adopted the 1993 Director Stock Option Plan (1993 Director Stock
Option Plan”), which was ratified at the Annual Meeting of Shareholders held in August 1994.

Under the 1989 Director Stock Option Plan, each then nonemployee director of the Company was granted a non-
statutory stock option to purchase 12,000 shares of Common Stock on March 20, 1989, the date the 1989 Director Stock
Option Plan was adopted by the Board of Directors at a per share exercise price of $8.38. Each such option is exercisable
on a cumulative basis in equal annual installments over a three-year period beginning one year after the date of grant.
At the end of the three year period, each such director receives an option grant of 3,000 shares on each succeeding March
20, at the then fair market value on such date in which he will be fully vested at such time. '

Only_ two of six (6) current nonemployee directors, Messrs. Sansonetti and Bamber, participate in the 1989 Director
Stock Option Plan. Under the 1989 Director Stock Option Plan, each holds an option to purchase 12,000 shares at an
exercise price of $8.38 per share, and an option to purchase 3,000 shares at an exercise price of $8.75 per share.

Under the 1993 Director Stock Option Plan, each current nonemployee director of the Company was granted a non-
statutory 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, inclu-
sive. Such options became exercisable in full on August 4, 1994. Each person who becomes a director of the Company
and is not an employee of the Company will be granted, as of the first date of his or her election as a director, a non-statu-

‘tory option to purchase 5,000 shares of Common Stock at the then fair market value of the Common Stock. Each such

option will be exercisable one year after the date of grant. In addition, each nonemployee director will be automatically
granted, on April 1 of each year, a non-statutory option to purchase 5,000 shares of Common Stock at the fair market
value of the stock on April 1. Such option will be lfqlly exerci's’_able one year after the date of grant. ;

Under the 1993 Director Stock Option Plan, each current nonemployee director, with the exception of Mr. Boucher,
has three options of 5,000 shares each to purchase shares of the Company’s Common Stock at exercise prices of $6.65,

$7.13, and $4.87, respectively.
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2. RATIFICATION AND APPROVAL OF AMENDMENT TO
THE COMPANY’S 1993 STOCK OPTION PLAN

Under the Company’s 1993 Stock Option Plan (the 1993 Stock Option Plan™), the Company is currently authorized
to grant options to purchase up to an aggregate of 750,000 shares of Common Stock, of which 10,000 shares of Common
Stock remain available for future grants as of June 1, 1995. Any options to purchase shares of Common Stock issued
pursuant to the 1993 Stock Option Plan which are cancelled shall be available for future grants under such plan.

To ensure that the Company may continue to attract and retain key employees, on April 27, 1995, the Board of Direc-
tors adopted, subject to the approval of the Company’s shareholders at the Annual Meeting, an amendment to the 1993
Stock Option Plan increasing the total number of shares available for issuance under the 1993 Stock Option Plan from
750,000 to 1,500,000 shares (subject to adjustment for any dividend, stock split or other relevant changes in the Compa-
ny’s capitalization).

The following is a summary of certain provisions of the 1993 Stock Option Plan.
Eligibility

All employees (including executive officers) of the Company are eligible to receive incentive stock options and
non-statutory stock options. Consultants and advisors to the Company are only eligible to receive non-statutory stock

options. As of June 15, 1995, approximately 650 employees (including 5 executive officers) were eligible for selection
to receive stock options under the 1993 Stock Option Plan.

Administration; Option Terms

The 1993 Stock Option Plan is administered by the Compensation Committee of the Board of Directors, which des-
ignates the optionees, number of shares, exercise price, date of grant and other terms of each option. The exercise price
may not be less than 100% of the fair market value of the Common Stock for both non-statutory and for incentive stock
options. Under Section 422 of the Intemal Revenue Code of 1986, as amended (the “Code”), no incentive stock option
granted under the 1993 Stock Option Plan can, together with any other incentive stock option granted under any other
plan of the Company, become exercisable for the first time in any one calendar year for shares of Common Stock with
an aggregate fair market value (determined as of the date of grant) of more than $100,000 and no incentive stock opticn
can have a term exceeding ten years. Payment of the option price may be made in cash, shares of Common Stock or
a combination thereof.

While the Company may grant options which are exercisable at different times or within different periods, it is antic-
ipated that options granted generally will be exercisable on a cumulative basis in three equal annual installments (gener-
ally four or five equal annual installments in the case of executive officers). Options are nontransferable other than by
the laws of descent and distribution and are exercisable, during the optionee’s lifetime, only by him or her. The Com-
pensation Committee will determine the length of time an optionee may exercise his option following the termination
of employment of the optionee (which may not exceed three months in the case of incentive stock options) or upon the
optionee’s death or disability (which may not exceed one year in the case of incentive stock options). In the event of
a “Change of Control” of the Company, as defined in the 1993 Stock Option Plan, all outstanding options will immedi-
ately become exercisable in full.

The last reported sale price for the Common Stock as reported by NASDAQ on the National Market System on June
15, 1995 was $6.37 per share.

Cancellation and Grant of New Options

The Compensation Committee, with the consent of the affected option holder, may at any time cancel any or all
outstanding options under the 1993 Stock Option Plan and grant in substitution therefor new options under the 1993
Stock Option Plan covering the same or different numbers of shares of Common Stock, Such new options shall have
an exercise price of not less than 100% of the fair market value on the date of the new grant in the case of both non-statuto-
ry and incentive stock options. The Company anticipates that in most cases the option price in effect under any such
new grant will be less than the option price which would have been payable under the cancelled options since the new
grant is likely to arise in situations where the exercise price of existing options exceed the market price and new options
are granted at lower prices to restore incentive to recipients of such options.
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Amendment and Termination

. i:e:aztr?v;;gﬁm“ may at any time amend or terminate the 1993 Stock Option Plan except that no amendment
b yﬁts P € approval of the Company’s stockholders if such amendment would (i) materially increase the
sl INg 10 participants under the 1993 Stock Option Plan, (ii) materially iricrease the number of shares which

may be issued under the 1993 Stock Option Plan or (jii) materiall i i igibili ici
tion under the 1993 Stock Option Plan : ) y modify the ‘requlrements as to eligibility for participa-

Federal Income Tax Consequences .

i The following is a summary of the federal income tax treatment of incentive stock options and non-statutory stock
options. ity ] il '

Non-Statutory Options. No taxable income is recognized by the optionee upon the grant of a2 non-statutory stock
option. The optionee must recognize as ordinary income in the year in which the option is exercised the amount by which
the fair market value of the purchased shares on the date of exercise exceeds the option price. The Company will be
entitled to a business expense deduction equal to the amount of ordinary income recognized by the optionee. Any addi-
tional gain or loss recognized upon the subsequent disposition of the purchased shares will be a capital gain or loss, and
will be a long-term gain or loss if the shares are held for more than one year from the date of exercise.

Incentive Stock Options. No taxable income will be recognized by the optionee upon the grant or exercise of an
incentive stock option and no corresponding business expense deduction will be available to the Company. Generaly,
if an optionee holds shares acquired upon the exercise of incentive stock options for at least two years from the grant
of the option and for at least one year from the date of transfer of the purchased shares to him or her, any gain recognized
by the optionee on a subsequent sale of the shares will be treated as long-term capital gain. The gain recognized upon
the sale of the stock is the difference between the option price and the sale price of the stock. The net federal income
tax effect on the holder of an incentive stock option is to defer, until the stock is scld, taxation of any increase in the
stock’s value from the time of grant to the time of exercise.

_If the optionee disposes of the shares prior to the expiration of the statutory holding periods described above, he
or she will recognize taxable income at ordinary income tax rates in an amount equal to the lesser of (i) the value of
the shares on the date of exercise, less the option price, or (ii) the amount realized on the date of sale, less the option
price and the Company will receive a corresponding business expense deduction. The amount by which the proceeds
of sale exceed the fair market value of the shares on the date of exercise will be treated as long-term capital gain if the
shares are held for more than one year prior to the sale and as short—-term capital gain if the shares are held for a shorter
period. In the case of a sale where a loss, if sustained, yvould have been recognized, the amount of the optionee’s income,
and the amount of the Company’s corresponding expense deduction, will not exceed the difference between the sale

price and the adjusted basis of the shares.
For the purposes of the “altemative minimum tax” applicable to individuals, an incentive stock option is treated
as if it were a non—statutory stock option. Thus, in the year of option exercise, an optionee must generally include in

his or her alternative minimum taxable income the difference between the exercise price and t_he fair m:frket \_ra.!ue of
the stock on the date of exercise, and in the year of sale any additional gain or loss is included in alternative minimum

taxable income.

Information About Participation

i :onees and the number of shares to be covered by options will be made from time to
timelis::;: sfittll::e fﬁ;togo(:lfl:;us:ﬁon Committee of the Board of Directors, -it is“not pos§ible to detenni-ne the benefits
or amounts that will be received by executive officers r.lamcd. under the caption “Executive Compensau‘on above, all
current executive officers as a group or all employees, mc.ludmg all current ofﬁo?rs who are not evxecunv.e officers, as
a group. For information concerning recent grants to executive officers of stock options under the Company’s 1993 Stock

Option Plan, see the table captioned “Option Grants Table" above.

Recommendation of the Board of Directors
i i ber of shares available for issuance in the 1993
i jeves that the proposed increase in the num ) :
Stoczlgpltaizzrgl:ili);ﬁc::: bt:]tl?nterests of the Company and its shareholders, and accordingly recommends a vote FOR

the proposal.
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3. RATIFICATION OF SELECTION OF INDEPENDENT AUDITORS

Subject to ratification by the shareholders, the Board of Directors, on the recommendation of the Audit Committee,
has selected the firm of Emst & Young LLP as the Company’s independent auditors for the current fiscal year, ending
March 31, 1996. Emnst & Young LLP has served as the Company’s independent auditors since 1981.

Although shareholder approval of the Board of Directors’ selection of Emst & Young LLP is not required by law,
the Board of Directors believes it is advisable to give shareholders 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 Ernst & Young LLP.

Representatives of Emst & Young LLP are expected to be present at' the Annual Meeting. They will have the oppor-
tunity to make a statement if they desire to do so and will also be available to respond to appropriate questions from
shareholders.

OTHER MATTERS

Management does not know of any other matters which may come before the Annual Meeting. However, if any
other matters are properly presented to the meeting, it is the intention of the persons named in the accompanying proxy
to vote, or otherwise act, in accordance with their judgment on such matters.

This solicitation has been made by the Company. All costs of solicitation of proxies will be borne by the Company.
In addition to solicitations by mail, the Company’s directors, officers and other employees, without additional remunera-
tion, may solicit proxies by telephone, telegraph and personal interviews. Brokers, custodians and fiduciaries will be
requested to forward proxy soliciting material to the owners of stock held in their names, and the Company will reim-
burse them for their out-of-pocket expenses in this connection.

Deadline For Submission Of Shareholder Proposals

Proposals of shareholders intended to be presented at the 1996 Annual Meeting of Shareholders must be received
by the Company at its principal office in Waltham, Massachusetts, by no later than April 1, 1996 for inclusion in the
proxy statement for that meeting. '

By Order of the Board of Directors,

John K. Hyvnar, Clerk

July 1, 1995

THE BOARD OF DIRECTORS HOPES THAT SHAREHOLDERS WILL ATTEND THE ANNUAL MEETING.
WHETHER OR NOT YOU PLAN TO ATTEND, YOU ARE URGED TO COMPLETE, DATE, SIGN AND RETURN
THE ENCLOSED PROXY CARD IN THE ACCOMPANYING ENVELOPE. YOUR PROMPT RESPONSE WILL
GREATLY FACILITATE ARRANGEMENTS FOR THE MEETING AND WILL BE APPRECIATED, SHARE-
HOLDERS WHO ATTEND THE MEETING MAY VOTE THEIR SHARES PERSONALLY EVEN THOUGH THEY
HAVE SENT IN THEIR PROXIES.
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