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1998 IN REVIEW




“In
a market that has become notorious

for intense competition and rapid change,
Open Text has proven the value of
innovation and discipline in pursuing
customer value. [Open Text’s] efforts to

define the markets for integrated
information management and the active
electronic document have been well ahead

of the curve. [Its] continuing growth has set the
benchmark for document management software
suppliers as the market moves beyond its

early stages and into a new status as an
accepted enabler for electronic business

processes.”

Thomas M. Koulopoulos
The Delphi Group, in presenting the
1998 Delphi Market Development Award
to Open Text



MESSAGE FROM THE CEO

Tom Jenkins, Chief Executive Officer

-A Year of Continued
chievements and Record Growth

To Our Shareholders,

Last year we set some challenging goals: “capitalizing on
opportunities in the expanding intranet software market. . .con-
tinued investments in technology...and achieving solid profits.”

We are very happy to report that we accomplished what we
set out to do. Fiscal Year 1998 was another year of record
growth in revenue and market share. Among our many
achievements, we are especially proud of becoming a prof-
itable company and delivering 100 percent revenue growth.

This achievement did not go unnoticed by the industry. For the second consecutive
year, The Delphi Group, a strategic management and technology consulting firm special-
izing in knowledge and workflow management for Global 2000 corporations, named
Open Text the leader in market development and awarded the Company its Market

Development Award for achieving the most rapid and greatest revenue growth.

INCREASING FINANCIAL STRENGTH

Open Text’s total revenue for Fiscal Year 1998 was U.S. $45 million, double the revenue for
Fiscal Year 1997. The Company’s earnings’ curve demonstrates a steady upward trend, mark-
ing our first year of profitability (when excluding one-time charges for the year’s two acqui-
sitions). Open Text completed its fourth quarter of fiscal year 1998 with $2.4 million of prof-

it (net of one-time charges), on $16 million in revenue, our highest quarterly profit ever.
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MESSAGE FROM THE CEO

“IOpen Text] continues to Iead
in defining what document
In an enterprise-wide

The Open Text product family has 2.5
million users in 3,400 corporations. With
a 42.7 percent market share and a 48.5

percent share of new user growth,
according to IDC? Open Text is the clear
leader in the emerging knowledge
management market.

2 International Data Corp 1997 Report #14689

GAINING BROAD MARKET ACCEPTANCE

Fiscal Year 1998 financial results reflect the continued move toward Web-based busi-
ness computing by organizations across nearly every industry, and Open Text's ability to
be first to market with a ready-to-deploy, integrated business software solution for
intranets and extranets. Our investment in technology clearly paid dividends. Shipping
since June, 1998, Livelink® version 8, also known as Livelink Collaborative Knowledge
Management, is defining what a \Web-based work environment should be.

With Livelink version 8, we not only fulfilled our vision of Putting the \Web to Work™,

LIVELINK USER GROWTH 3.0M

2.6mM

INSTALLED SEATS (IN MILLIONS)




the way
management means
intranet environment,”

Bruce Silver, Industry Analyst, KM}.}N.orId \

but also successfully expanded it to deliver the market’s only
comprehensive, Web-based collaborative knowledge man-
agement system for the enterprise. Livelink’s new architec-
ture consists of the robust document management and
search and retrieval modules that our customers have come
to trust, project-based virtual collaboration, and business
process automation for a complete, easy-to-use knowledge
and work environment for the entire enterprise.

Livelink continues to gain widespread acceptance in the
market. In a recent product review, Doculabs, an indepen-
dentadvisory firm specializing in information management
technologies, gave Livelink high marks.“Open Text has kept
Livelink at the vanguard of emerging technology
trends...making it truly a next-generation product,” Emeka
Ojukwu, Systems Analyst, Doculabs.

The market acceptance of Livelink spans all kinds of
industries from pharmaceutical and manufacturing to

financial services and telecommunications. Organizations

(11 -
as diverse as Molson Breweries and the International [Open Text and 1D I] 1S
Standards Organization (ISO) are using Livelink to address a p OWG I’fu I
awide array of business applications from customer support CcCOoOMm b IN at 10N ’ 2=

Help Desks and partners extranets to requlatory compliance
P P g y P lan Campbell, Director of Collaborative

and Year 2000 project management. For hundreds of Open and Intranet Computing,
Text customers, new and existing, Livelink Collaborative = tional Data CorpgiStl

Knowledge Management is already an enterprise

»
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MESSAGE FROM THE CEO ) 4

& = Information
= Dimensions

“[IDI,] the pioneer in the
EDMS (electronic docu-
ment management sys-
tems) industry is now part
of the family that has been
called the fastest growing
company in the EDMS
market,”

Ronni T. Marshak, Patricia
Seybold’s Workgroup
Computing Report

dard and serves as the infrastructure for global work-
group communication, and information and process man-
agement. The results are significant and quantifiable—with
independent case studies by International Data
Corporation indicating as high as 684% return on invest-
ment in five months at AT&T Wireless.

The Customer Highlights section provides proof again

that Livelink is applicable for virtually any business process
and validates our strategy of targeting enterprise collabora-

tion for Global 2000 organizations.

BROADENING TECHNOLOGY BASE
AND PRODUCT OFFERINGS

Another of the Company’s core business strategies is to
strengthen our technology base and product offerings
through acquisitions of businesses with complementary
technologies. In Fiscal Year 1998 we successfully acquired
the assets of Campbell Services Incorporated and
Information Dimensions Incorporated (IDI). With
Campbell Services' OnTime™ product, the Company
gained large scale group scheduling technology.
OnTime allows users to—in real-time and
from their desktops—coordinate
meetings with colleagues who are

in different time zones and




who have demanding and conflict
4 BASISE and TEC

1’ specialized corporate and govern

These applications often feature web-based ca

internal proprietary information and externally purchase

information, document archives, and resource circulation,
retention, and usage tracking.

OnTime, BASIS and TECHLIB enable the Company to add
depth and breadth to the Livelink product family. As we go

forward, we plan to offer and support them as separate prod-

ucts and to integrate them with Livelink for seamless access.

EXPANDING GLOBAL PRESENCE
AND GAINING MARKET SHARE

Acquisitions also enable us to expand the Company’s global
presence. The IDI acquisition added three European locations to
Open Text's market base: London, Paris,and Frankfurt. In addition,
the combined companies now boast 2.5 million users in 3,400
corporations. With a 42.7% market share and a 48.5% share of
new user growth, according to IDC*, Open Text is the clear leader

in the emerging knowledge management market.

INCREASING MARKET PENETRATION
Forming strong technology and strategic
business alliances is also helping the

Company to increase brand recognition

" International Data Corp 1997 Report #14689 : | o7
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MESSAGE FROM THE CEO 1:t*=

and expand our customer base. In Fiscal Year 1998, Open Text added Adobe, Cambridge
Technology Partners, Hewlett Packard, and Siemens, among others, to our growing list of
industry partners. These partnerships provide increased opportunities for mutually
leveraging existing distribution channels and for joint-sales and marketing efforts. The
most interesting aspect of these partnerships is that all of the partner companies men-

tioned here are also our customers—many deploying Livelink in enterprise-wide,

TOTAL REVENUES 50“‘

45m

(IN MILLIONS)




mission-critical applications—Ilending credibility and
attesting to the benefits of Open Text solutions. As a leading
international management consulting and systems integra-
tion firm, Cambridge Technology Partners specializes in
providing its clients with best technology practices.
Cambridge uses Livelink Collaborative Knowledge
Management for enterprise-wide collaboration, project
management and data access.

In Fiscal Year 1998, we also launched the Livelink
Affinity Partner program. The program is designed to build
strong relationships with and support for Open Text dis-
tributors, value-added resellers, system integrators, solution
providers and development partners who incorporate
Open Text software into their solutions. Having Affinity
partners in a broad range of industries provides Open Text
with greater opportunity and ability to penetrate specific
vertical markets and distinct customer groups.

In addition, we launched Livelink Online, a subscription
service that offers corporate customers reliable, high-per-
formance intranet hosting services based on Livelink. The
service, available for a monthly fee through Open Text and
business partners such as Hewlett Packard and GE
Information Services, enables the Company to reach a
broad base of companies who want the full benefits of
Livelink intranet knowledge management, but do not wish

to incur administrative and implementation costs.

MOVING FORWARD
Looking back over the year: our cor
place, and our market share and profi
the upswing.
Going forward, our obje

enue growth, sustain a

market penetration and brand recognition, and continue to
lead with product innovation.

We thank you, our shareholders, for your support
through our growth. We are grateful to our dedicated staff
worldwide for helping Open Text reach these milestones.
We welcome our colleagues in the BASIS and OnTime
groups and look forward to working together to achieve our
goals in the year ahead.

Sincerely,

Tom Jenkins
Chief Executive Officer



AWARDS & ACCOLADES

For the second consecutive year, The Delphi Group named
Open Text the leader in market development and
awarded the Company its Market Development Award to
Open Text Corporation for achieving the most rapid and
greatest revenue growth.

KMWorld

Many more awards and accolades echoed similar messages... the

InformationWeek

And in a recent pr
an independe
information m

emergi

ems Analyst, Doculabs

n’s list
in the World.

News gave its

ward to Open Text for
chnical prowess and the
el program merits.




Upside magazine placed Open Text
on its Up-a '




LIVELINK 8

nowledge
, t—Changing How
Organizations Conduct Business

The Internetishavinganastoundingeffecton virtually every industry—fromfinan-
cialand manufacturing to governmentand telecommunications—anditisdramatical-
ly changing how business is conducted today. Corporations are discovering, however,
thatintranetsand\Web pagesalone do notsolve business problemsand thatto gain com-
petitive advantage, it takes Web-based business software application programs.

Look at any business process, you'll find that information is at the heart and you'll
find teams organizing around projects, using and transforming knowledge and expe-

rience into tangible, measurable business results.

LINKING PEOPLE, INFORMATION AND BUSINESS PROCESSES
Open Text was first in its vision—and delivery—of a software application—
Livelink Collaborative Knowledge Management—that uses the power of the intranet
to manage knowledge, and to support cross-enterprise collaborative teams and com-
plex business processes. In addition to the ability to capture knowledge, and manage,
access and share information, people need tools that enable them to act on the

Livelink

knowledge that’s being delivered to their desktops. Livelink not only links people to

information, it also links people to people, and people to processes, providing a com-

)

prehensive collaborative work environment that allows them to capitalize on their

AR

collective knowledge. And Livelink delivers its rich functionality off-the-shelf and
through standard Web browsers for unprecedented ease and cost savings.




BRINGING ENTERPRISE KNOWLEDGE AND
COLLABORATION TO THE DESKTOP

Livelink’s powerful functionality is fully integrated.
Virtual Team Collaboration features, including thread-
ed discussions and enterprise scheduling, allow globally
distributed teams to support complex collaboration
efforts. Robust Knowledge Library Management
securely stores and manages terabytes of information of
every type. Powerful Information Retrieval functionali-
ty ensures that users access correct versions of, and the
most up-to-date, information. Livelink Change Agents
and Livelink Channels bring changing enterprise and
project news and information to users’ desktops in real-
time, while features such as project and workflow sta-
tus, audit trails and LiveReports provide real-time intel-
ligence on enterprise activities. Livelink Forms and the

®

“The Speed at which pages
and the comple
INformation pr

to the kn




LIVELINK 8

“The difference between Web-centered
“Web-enabled” applications is

. L"_' to deploy intranet applications. Open
- from having been there first and see
accept this

graphical Workflow Designer support, manage and automate business processes of
any complexity.

Inadditiontoacomprehensive setof functionality, Livelink'sother marketadvantage
is its open architecture. Livelink is WWeb-based for easy deployment, minimal adminis-
tration and scalability across tens of thousands throughout a global enterprise and
acrosspartnerorganizations.Because itsupportsallindustry standards,customersfind
that Livelink integrates easily with their existing computing environments.

Livelink is modular. While it provides an extensive set of core functionality, Open
Text or third-party vendors can also develop solutions for specific market or cus-

tomer requirements using the Livelink Application Program Interface.
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Three workspaces—Enterprise, Project and Personal—provide users with easy-to-use, fingertip
access to: enterprise knowledge, real-time business intelligence, extranet and Internet information,
project libraries, work in progress and tasks, virtual collaboration features such as threaded discus-
sions, and powerful business process tools.




applications like Open Text’s Livelink and other
becoming ever more apparent as corporations begin
Text will continue to benefit

INCreasing success as buyers come to
universal view of business applications.”

Tony McKinley, Author of “From Paper to Web,”
an Amazon.com Internet Expert Editor’s Book Pick

ADDRESSING A BROAD RANGE OF
BUSINESS CHALLENGES

With Livelink, organizations can address a broad

range of business challenges, from global project man-
agement, such as Year 2000, and enterprise knowledge
access to customer support and regulatory compliance.
They are able to leverage their most valuable
resources—people and knowledge. Hundreds of
Global 2000 organizations use Livelink to
achieve major business objectives: unify glob-
ally distributed teams, capture market
opportunities more quickly, accelerate prod-
uct cycles, improve customer and partner
relationships, or alter business strategies
faster and with greater ease. An increasing
number of these organizations are also using Y .
Livelink as an enterprise-wide Information
Technology infrastructure, where each department can
implement a Livelink solution to address its unique

business objectives and requirements.
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CUSTOMER HIGHLIGHTS

s Around the World

THANKS TO LIVELINK, THE INTERNATIONAL STANDARDS
ORGANIZATION SAVES TIME AND EFFORT THROUGH THE
EFFECTIVE MANAGEMENT OF THE ENTIRE GLOBAL
STANDARDIZATION PROCESS

The International Standards Organization (ISO),aworldwide federation of nation-
al standards bodies from over 120 countries, develops standards for facilitating inter-
national commerce. Complying with ISO standards, such as the 1SO 9000 standard, is
imperative for firms competing in today’s global economy. Companies in virtually
every kind of business, from chemical to information technology, are required by their
customers to comply with particular ISO standards as a prerequisite to doing business.
Developing, maintaining and distributing ISO standards, however, involve a great deal
of effort—both for ISO and the companies subject to compliance.

The 1SO Central Secretariat is using Livelink to effectively manage the entire stan-
dardization process, from development to distribution. Livelink met the ISO’s tough
requirements. Livelink provides the long-term foundation for capturing knowledge,
which the 1SO sought. Livelink is Web-based to greatly ease the process of distribut-
ing information over the ISO extranet—soon to be one of the largest in the world
with thousands of organizations worldwide. Customers have instant access to infor-
mation directly from their Web browser and print-on-demand capability, which sig-
nificantly reduces companies’ operational costs.

Livelink enables 1SO to track thousands of projects, handle hundreds of thousands

of contributors, maintain tens of thousands of existing standards in three languages,




gather international consensus for the 1,000 new stan-
dards it publishes annually, and very importantly, to
ascertain problems in the process and ensure their

swift resolution.

USING LIVELINK, AT&T WIRELESS
FOSTERS ENTREPRENEURIAL SPIRIT

TO GAIN COMPETITIVE ADVANTAGE AND
ACHIEVES A 684% RETURN ON INVESTMENT

Competition in the cellular market is at an all time
high. To gain competitive advantage, AT&T Wireless
believes it takes entrepreneurial spirit and a strong focus
on developing new and innovative services and prod-
ucts. The company uses Livelink to support that spiritin
its Product Development group.

Livelink helps the firm manage the documents, col-
laboration, information access and work processes asso-
ciated with bringing a new product or service to market.
With all existing product and project documents stored
securely in Livelink, project teams have fingertip access
to specifications, operation guides, and more informa-
tion, which they can re-use and update. Team memb
coordinate, collaborate and follow process
through Livelink. And field personnel

access to all product and service i




CUSTOMER HIGHLIGHTS

“The Livelink environment is sometimes

a virtual project space,
and the potential

uses are virtually

from everywhere

Web browsers.

Challenges the group faced before deploying Livelink—re-inventing the wheel,
delays in field notification, incorrect versions of information—have now been com-
pletely eliminated for significant improvements in productivity and reductions in
operational costs. According to an independent case study conducted recently by
IDC, AT&T Wireless’ Livelink deployment had an overall return on investment of

684% in five months time.

COLLABORATION THROUGH LIVELINK SAVES TRANSCANADA
PIPELINES MILLIONS OF DOLLARS

TransCanada PipeLines Limited, a $21 billion Canadian-based energy company
with customers throughout North and South America, and Europe, implemented
Livelink to manage the documents associated with regulatory approval.

Amid industry changes and corporate growth, TransCanada discovered how ver-
satile Livelink really is. Because Livelink has complete knowledge and collaboration
capabilities, TransCanada easily expanded its application from a document manage-

ment solution to an enterprise-wide knowledge management infrastructure, with

myriad benefits: Faster time to regulatory board and to market. Higher-quality fil-
ings and substantial cost reductions.

In one pipeline construction proposal requiring an extensive fili
Federal Regulatory Commission, TransCanada’s 30-me
complete the process in half the time nor

consumed more than one




described as providing
but the benefits are very real,

jumping out at us
we look.”

Scott Chate, TransCanada Pipelines

successfully collaborated on, coordinated and imple-
mented several key safety and efficiency initiatives.
Because Livelink brought together people scattered at
facilities across more than 4,000 km of pipeline, from
multiple time zones and three work shifts, it contributed
to TransCanada’s ability to successfully exploit market
opportunities which enhanced the company’s botto

line by tens of millions of dollars.

LIVELINK FUELS CAMBRIDGE TE
PARTNERS’" RAPID GROWTH
ENTERPRISE-WIDE ACCE
INTELLIGENCE

As an internati

everage lessons

p to speed quickly, and

nagement solution that can grow

pany. Livelink effectively met Cambridge

®

chnology Partners’ requirements.
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CUSTOMER HIGHLIGHTS

“Iwe] support 200,000 people
all working with different

was the best

provides full access via [Web]
knowledge management

By deploying Livelink across its worldwide operations of 4,100 employees in 52
offices, the firm’s consultants have easy, Web-based access to information from glob-
al data sources, including content from file servers, project databases, mail lists and
newsgroups, and they can collaborate and share best-practice information across the
enterprise. Livelink won Cambridge’s confidence because it is scaleable across an
organization of any size, has the ability to manage terabytes of information, and the
capability to support even the most complex and demanding business processes.
Livelink is enabling Cambridge to manage six times more data than its previous sys-
tem, and it is directly contributing to the firm’s success in delivering quality solutions

to its customers.

AT OSRAM, LIVELINK IS IMPROVING PRODUCTIVITY AND
CUSTOMER SATISFACTION WITH REAL-TIME KNOWLEDGE, AND
DELIVERING A 210 PERCENT RETURN ON INVESTMENT

OSRAM is one of the leading lamp manufacturers in the world, supplying lighting
systems to the automotive and photographic industries. Specialized applications
along with the need for increased electrical efficiency for all applications, has forced
lighting manufacturers to turn to very sophisticated materials and technology to
meet customer demands. One strategy the company is using to maintain its market
dominance is to provide superior customer support, with Livelink at the heart of its
corporate intranet.

Prior to Livelink, the customer support challenge was in the volume and depth of
technical questions customers were asking. Since the company’s information was
paper-based, the support process was a heavy burden on both sales and technical

staff. There were growing delays in responsiveness as the staff spent hours trying to




from different companies and cultures,
tools and practices...Livelink

solution for our requirements...Because Livelink
browser, we can provide collaborative

services very quickly.”

Pasi Rinta-Filppula, Director of Information Processing Services,
ISO Central Secretariat

find information. Once found, there was no guarantee
that the information was correct or up-to-date.

Today,authorsuseLivelinktomanageand publishtech-
nicaldocumentsdirectlytothecorporateintranet.Livelink
automatically creates asearchable index. Sales representa-
tives,technical supportstaff—infactallemployees—from
any of OSRAM’s worldwide locations

now obtain technical data and
answersinreal-time.

Results of a recent indepen-
dent case study conducted
by IDC indicate that
OSRAM has improved
customer  satisfaction,
increased staff produc-
tivity, gained additional
sales, and achieved a 201
percent return on invest-
ment in 16 months and
savings to the tune of more
than one million dollars
over three years with

Livelink.
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OPEN TEXT CORPORATION
CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS END OPEN TEXT Prepared in accordance with the Generally
JUNE 30, 1998, 1997 AND 1996 IIltV d net Accepted Accounting Principles in the U.S.

UNITED STATES GAAP
| =

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

FORWARD-LOOKING STATEMENTS

Certain statements in this Annual Report constitute forward-looking statements. These forward-looking statements
include, without limitation, statements in the CEO?s letter under the heading “Moving Forward” and in the “Management’s
Discussion and Analysis” under the heading “Year 2000 Compliance”, statements indentified by a cross reference to this sec-
tion, and other statements concerning future plans, objective or anticipated results of operations or product and service ini-
tiatives of the Company and anticipated developments or conditions in the industry and the economy generally. Forward-
looking statements involve known and unknown risks, uncertainties and other factors that may cause the actual results, per-
formance or achievements of the Company, or developments in the Company’s industry, to differ materially from the antic-
ipated results, performance, achievements or developments expressed or implied by such forward-looking statements. Such
factors include, but are not limited to: the Company’s limited operating history and losses, increases in expenses, unproven
acceptance of the Company’s products and services, risks involving the management of growth, competition and new
entrants in the market for the Company’s products and services, product development risks and risks of technological
change, liquidity and capital resources and the other risks and uncertainties described in filings with the United States
Securities and Exchange Commission and the Ontario Securities Commission. The Company does not undertake to update
forward-looking statements if conditions or management’s estimates or opinions change.

OVERVIEW

Open Text develops, markets, licenses and supports collaborative knowledge management application software for use on
intranets, extranets and the Internet that enables users to find electronically stored information, work together in creative and
collaborative processes, do group calendaring and scheduling and distribute or make available to users across networks or the
Internet the resulting work product and other information. The Company’s principal product line, Livelink, is a scaleable col-
laborative network application that integrates several modular engines including, but not limited to, search, collaboration,
workflow, group calendaring and scheduling, and document management. The Company’s search engine enables users to
transparently search vast amounts of data stored in a wide variety of formats and in disparate locations, including World Wide
W\Eb sites. The Company’s collaboration, workflow and document management engines enable users to establish and manage
knowledge and document-oriented collaborative work processes that involve a diversity of workers, computing platforms and
data. The Company’s group calendaring and scheduling enables users to quickly schedule personal and group meetings,
reserve conference rooms and add tasks to other users’ lists of things to do. In addition, the Company’s products enable orga-
nizations to flexibly manage the distribution and availability of information. The Company has focused its efforts on its
intranet-related software and services to provide collaborative knowledge management solutions for use on intranets.

The Company has only a limited operating history upon which an evaluation of the Company and its prospects can be
based. The Company’s prospects must be considered in the light of the risks, expenses and difficulties frequently encountered
by companies seeking to introduce new products into new and rapidly evolving markets. To address these risks and uncer-
tainties, the Company must, among other things, successfully market its existing products and technologies and complete and
introduce products and product enhancements under development in a timely manner, continue to upgrade and commercial-
ize its technologies, and attract, retain and motivate highly qualified personnel and manage rapid growth. There can be no
assurance that the Company will successfully address these challenges. The Company has incurred losses in each of its last five




UNITED STATES
GAAP

fiscal years and as at June 30, 1998, had an accumulated deficit in shareholders equity of $83.2 million. The Company attained
operating profitability for the last three quarters in fiscal 1998 however there can be no assurance this can be sustained.

During 1996, the Company completed the Acquisitions of seven businesses. The results of operations of the Acquired
Businesses are included in the Company’s results of operations from the dates of the Acquisitions. The Acquisitions have been
accounted for under the purchase method of accounting and resulted in the allocation of an aggregate of approximately $30.5
million to intangible assets during the year ended June 30, 1996. Of this amount, an aggregate of $27.6 million was allocated to
purchased research and development and, under US GAAP, was charged immediately to expense.

During 1998, the Company completed the acquisitions of OnTime and Information Dimensions. The results of operations
of the Acquired Businesses are included in the Company’s results of operations from the dates of the Acquisitions. The
Acquisitions have been accounted for under the purchase method of accounting and resulted in the allocation of an aggregate
of approximately $28.0 million to intangible assets during the year ended June 30, 1998. Of this amount, an aggregate of $24.1
million was allocated to purchase research and development and, under US GAAP, was charged immediately to expense. See
Note 16 of Notes to Consolidated Financial Statements for additional information concerning the Acquisitions.

The Company’s strategy in acquiring certain of the Acquired Businesses was principally to acquire technology which the
Company believed could be adapted and integrated with the Company’s existing products and technologies to develop infor-
mation management software solutions applicable to intranets and the Internet. See Note 16 of Notes to Consolidated Financial
Statements. In order to complete the development of these products, the Company has pursued several significant research and
development projects. The Company substantially modified and expanded Odesta’s Livelink technology to render it compati-
ble with Internet protocols and with the Company’s information search and retrieval technology. The initial release of an inte-
grated product took place in the spring of 1996. Further integration and improvements to the product continued to require the
efforts of a substantial portion of the Company’s research and development personnel. The Company has integrated, and has
plans to continue to integrate, technologies acquired with certain of the Acquired Businesses into Livelink. The cost of these
integration activities are included in research and development expenses. The Company’s estimates of the feasibility of research
and development projects and the time and resources necessary to complete them are subject to a variety of uncertainties
inherent in software research and development projects and may change as the projects proceed. See “Forward-Looking
Statements”. There can be no assurance that the Company will successfully complete all or any of these research and develop-
ment projects in a timely manner or at all.

A number of competitive developments in certain of the Company’s markets at the end of fiscal 1996, together with the
recognition of the need to integrate and consolidate the activities of the Acquired Businesses resulted in a decision by the
Company to focus its efforts on its Livelink product line that has been integrated with the Company’s search technology and
modified to be compatible with Internet protocols. After its initial release, customer interest in the Livelink was substantial.
Initial customer installations, however, proceeded more slowly and required more resources than anticipated as the Company
resolved installation issues and retained and trained newly-hired employees and employees of the Acquired Businesses to sup-
port full scale Livelink deployments. Further, the Company concluded that the market for intranet software presented an excel-
lent market opportunity, but the likelihood of intense competition was foreseen. As a result, the Company concluded that focus-
ing its technical, research and development, sales and marketing and management resources on the Livelink product line would
enhance the product’s market penetration.

In order to concentrate on the intranet market opportunity for Livelink, the Company stopped marketing the PC Search
product developed from technology acquired with Intunix and stopped offering its Open Text 5 search engine as a stand-alone
product. As a result of intensely competitive pricing practices of competitors with respect to Internet browsers and access soft-
ware, the Company became unable to charge a price for Internet Anywhere (the Company’s Internet access software) that cov-
ered the cost of sales of the product. Accordingly, the Company ceased marketing the product. The Company also determined
that the level of expenditure and commitment of management and technical resources required to compete for advertising rev-
enues with several well-financed providers of Internet search services was not justified by the advertising revenues being gen-
erated by the Open Text Index or likely to be generated in the future. Accordingly, the Company de-emphasized the develop-
ment of the Open Text Index as a means of generating advertising revenue and has transformed the product into a business spe-
cific search index called Livelink Pinstripe.

Asa part of its integration of the activities of the Acquired Businesses, and focusing its activities on its intranet-related prod-
ucts and services, the Company incurred a pre-tax restructuring charge of $3.4 million during the quarter ending June
30, 1996. Included in this charge was a $1.3 million expense relating to the phase out of Internet Anywhere retail activi-
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ty,and a provision of $2.1 million related to fixed assets and leases involved consolidation of operations. During the quarter end-
ing September 30, 1996, the Company announced the termination of a number of employees, which resulted in a charge to
income of $650,000 for severance compensation and benefits in accordance with US GAAP requirements. The restructuring was
completed during the fourth quarter of fiscal 1997. The amount of the restructuring charges were equal to the costs of the
restructuring.

On June 3, 1998 the Company acquired certain of the assets and liabilities of Information Dimensions for approximately
$8.1 million which consists of cash paid on closing of $7.6 million and an accrual of $500,000 for contingent consideration that
the Company expects it will be obligated to pay to the vendor one year from the closing date based on the delivery of a special
purpose balance sheet of the assets and liabilities assigned as at May 31, 1998. In addition, the Company accrued acquisition
costs of $8.2 million. See Note 16 of Notes to Consolidated Financial Statements. The operations of Information Dimensions
have been included in the financial statements from the purchase date.

On December 3,1997 the Company acquired certain of the assets and liabilities of OnTime for approximately $8.3 million,
including acquisition costs of $1.6 million, in a transaction which has been accounted for under the purchase method. See Note
16 of Notes to Consolidated Financial Statements. The purchase price is subject to adjustment based on delivery of a special pur-
pose balance sheet of the assets and liabilities assigned as at November 30, 1997. The operations of OnTime have been included
in the financial statements from the purchase date. Cash in the amount of $6.2 million was paid at closing. Cash in the amount of
$268,000 was paid prior to June 30, 1998 based on the final determination of OnTime’s working capital.

The total of the acquisition accrurals for Information Dimensions and OnTime is $9.8 million. Of that amount, $2.0 mil-
lion are direct costs of the acquisitions and $7.8 million represents costs to exit certain activities of Information Dimensions
and OnTime. The costs to exit certain activities includes costs of relocation, costs to discontinue the development of certain
products and involuntary termination costs of certain employees of Information Dimensions and OnTime. The company
expects to communicate its involuntary termination plans to the effected employees in the first quarter of fiscal 1999 and
expects to have all components of the costs to exit certain activities completed by the fourth quarter of fiscal 1999.

The Company continues to seek out opportunities to acquire or invest in businesses, products and technologies that
expand, compliment or are otherwise related to the Company’s current business or products. The Company also considers

from time to time opportunities to engage in joint ventures or other business collaborations with third parties to address
particular market segments. Such acquisitions, investments, joint ventures or other business initiatives may involve signifi-
cant commitments of financial and other resources of the Company. There can be no assurance that any such activity will
be successful in generating revenue, income or other returns to the Company, or that financial or other resources commit-
ted to such activities will not be lost.
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RESULTS OF OPERATIONS

During the year ended June 30, 1998, the Company sustained a loss of $23.5 million, or $1.33 per share.
The following table presents, for the periods indicated, certain components of the selected financial data of the Company
as a percentage of total revenues:
Year Ended June 30,
1998 1997 1996

Revenues:
License 65.4 % 60.6 % 65.8 %
Service 34.6 39.4 34.2
Total revenues 100.0 100.0 100.0
Cost of revenues:
License 3.8 3.7 17.2
Service 16.7 29.3 20.9
Total cost of revenues 20.5 33.0 38.1
Gross Profit 79.5 67.0 61.9

Operating expenses:
Research and development 174 29.2 45.3
Sales and marketing 48.4 735 84.7
General and administrative 10.3 20.5 36.6
Amortization 5.2 74 324
Acquired research and development ~ 56.5 - 275.7
Restructuring - 2.9 34.3
Total operating expenses 137.8 1335 509.0
Loss from operations (58.3) (66.5) (447.1)
Other income (expense) 0.6 0.3 14
Interest income 39 8.6 148
Interest expense (0.3) (0.7 (13)

Loss for the year before income taxes (54.1) (58.3) (432.2)
Income tax recovery 2.2 - -
Net loss for the year (51.9) % (58.3) % (432.2) %

Fiscal 1998 Compared with Fiscal 1997

Revenues. Total revenues include license revenues and service revenues which consists of consulting contracts, customer
support agreements and training and integration services contracts. Contract revenues are derived from contracts to devel-
op applications, conduct research and provide consulting services. Contract revenues are recognized under the percentage
of completion method, using a methodology that accounts for costs incurred in relation to total value under the contract
after providing for any anticipated losses under the contract. Revenues from customer support agreements, which are gen-
erally for a term not exceeding one year, are recorded as deferred revenue when the agreement is executed and are recog-
nized on a pro rata basis over the term of the agreement. Payments under customer support agreements are generally made
in advance. Revenues from training and integration services are recognized in the period in which the services are per-
formed.

Total revenues increased 100% from $22.6 million in the year ended June 30,1997 to $45.3 million in the year ended June
30, 1998. Revenues from licenses increased 116% from $13.7 million in the year ended June 30, 1997 to $29.6 million in the
year ended June 30, 1998. The Company'’s Livelink software accounted for 100% of revenues from licenses in fiscal 1998, com-
pared with 90% in fiscal 1997. Service revenues increased 75.7% from $8.9 million in the year ended June 30, 1997 to $15.7
million in the year ended June 30, 1998. The increase in service revenues was primarily attributable to an increase in inte-
gration services provided to new license customers and the increase in support contracts provided to new and exist- @
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ing customers.

Cost of revenues. Cost of license revenues consists primarily of the costs of royalties payable to companies whose soft-
ware is bundled in the Company’s products, product media, duplication, manuals and packaging, as well as software amor-
tization on purchased software.

Cost of license revenues increased from $848,000 in the year ended June 30, 1997 to $1.7 million in the year ended June
30, 1998, increasing from 3.7% to 3.8% of total revenue. The increase was primarily due to software amortization on pur-
chased software.

Cost of service revenues consists primarily of the costs of integration, technical support personnel, product support and
training. Cost of service revenues increased 13.9% from $6.6 million in the year ended June 30, 1997 to $7.6 million in the
year ended June 30, 1998, primarily due to additional personnel required to support the expanded activities of the techni-
cal services department. Cost of service revenues as a percentage of total revenues decreased from 29.3% in the year ended
June 30, 1997 to 16.7% in the year ended June 30, 1998. The Company believes that it must continue to enhance its customer
service and support capabilities as its customer base expands.

Research and development costs. Research and development expenses consist primarily of engineering personnel expens-
es, contracted research and development expenses and facilities and equipment costs. The Company presently expenses all
research and development costs as incurred. See Note 2 of Notes to Consolidated Financial Statements.

Research and development costs increased by 19.6% from $6.6 million in the year ended June 30, 1997 to $7.9 million in
the year ended June 30, 1998 and decreased as a percentage of total revenues from 29.2% in the year ended June 30, 1997 to
17.5% in the year ended June 30, 1998. The Company believes that significant investments in research and development are
required to remain competitive in the software business. As a consequence, the Company expects the absolute amount of its
expenditures on research and development to continue to increase, mainly through the employment of additional develop-
ment personnel. See “Forward-Looking Statements”.

Sales and marketing expenses. Sales and marketing expenses consist primarily of compensation of sales and marketing
personnel as well as expenses for advertising, trade shows, cost of facilities and other expenses related to the sales and mar-
keting of the Company’s products and services. Sales and marketing expenses increased 31.7% from $16.6 million in the
year ended June 30, 1997 to $21.9 million in the year ended June 30, 1998 but decreased as a percentage of total revenues
from 73.5% in the year ended June 30, 1997 to 48.4% in the year ended June 30, 1998. The increase in absolute dollars was
due principally to expenses associated with increases in the number of sales and marketing personnel and related salaries
and commissions, as well as expenses related to marketing, public relations activities, marketing materials, advertising and
trade shows to promote Livelink. Sales and marketing expenses can be expected to increase in absolute dollars consistent with
the Company’s increased sales and marketing efforts. See “Forward-Looking Statements”.

General and administrative expenses. General and administrative expenses consist primarily of salaries of administrative
personnel and related overhead and facilities expenses. General and administrative expenses remained constant at $4.6 mil-
lion in the year ended June 30, 1997 and in the year ended June 30, 1998 and decreased as a percentage of total revenues from
20.5% in the year ended June 30, 1997 to 10.3% in the year ended June 30, 1998. The Company has maintained the size of
its management and administrative staff during the year and believes that the level of general and administrative expenses
in future periods will increase in absolute dollars as the Company will install new management information systems and
processes. See “Forward-Looking Statements”.

Amortization expenses. Amortization expense was $1.7 million in the year ended June 30,1997 and increased to $2.4 mil-
lion in the year ended June 30, 1998 as a result of increased capital expenditures during the year.

Acquired research and development. During fiscal 1998, the Company acquired certain assets and liabilities of
Information Dimensions and OnTime. For both acquisitions, an aggregate of $24.1 million was charged to expense for
acquired research and development at the dates of the respective acquisitions. The Company subsequently revised the soft-
ware technology under development valuation for OnTime resulting in an additional writedown of $1.5 million and this
amount has been included in acquired research and development.

Other income. During fiscal 1997, the Company sold its investment in Yahoo! Corporation for a net gain of $5.8 million.
Also during the year, reserves were taken against the value of certain investments and other assets, including General
Internet Inc. in the amount of $3.9 million and MacRAE's O.E.M. Mart Inc. in the amount of $815,000. This resulted in other
income of $57,000. Other income of $280,000 for fiscal 1998 consisted principally of foreign exchange gains and gains on
the sale of fixed assets.
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Interest. Interest expense has been incurred by the Company under capital equipment leases. Interest expense was
$148,000 in the year ended June 30,1997 compared to $125,000 in the year ended June 30, 1998. The Company earned inter-
est income in the amount of $1.9 million during the year ended June 30, 1997 which decreased to $1.7 million for the year
ended June 30, 1998 as a result of lower interest rates and lower average cash balances. See “Liquidity and Capital Resources”.

Income taxes. A deferred tax asset of $16.4 million and $27.9 million existed as of June 30, 1997 and June 30, 1998 respec-
tively. A valuation allowance is recorded against a deferred tax asset if it is more likely than not that the asset will not be real-
ized. In accordance with US GAAP, a valuation allowance continues to be recorded against a significant portion of the
deferred tax asset by the Company because of the lack of profitability in the past, the significant risk that taxable income will
not be generated in the future and the nontransferable nature of the deferred tax asset under certain conditions.

Fiscal 1997 Compared with Fiscal 1996

Revenues. Total revenues increased 127% from $10.0 million in the year ended June 30, 1996 to $22.6 million in the year
ended June 30, 1997. Revenues from licenses increased 109% from $6.6 million in the year ended June 30,1996 to $13.7 mil-
lion in the year ended June 30, 1997. The Company’s information search and retrieval software and workflow, document
management and collaborative computing software accounted for 90% of revenues from licenses in fiscal 1997, compared
with 69% in fiscal 1996. Service revenues increased 160% from $3.4 million in the year ended June 30, 1996 to $8.9 million
in the year ended June 30, 1997. The increase in service revenues was primarily attributable to an increase in integration ser-
vices provided to new license customers and the increase in support contracts provided to new and existing customers.

Cost of revenues. Cost of license revenues decreased from $1.7 million in the year ended June 30, 1996 to $848,000 in the
year ended June 30, 1997, decreasing from 17.2% to 3.7% of total revenue. This was primarily due to decreased royalties
payable as a result of the discontinuation of the Company’s Internet Anywhere product at the end of fiscal 1996, as well as
decreased packaging, and production costs after discontinuing Internet Anywhere.

Cost of service revenues consists primarily of the costs of integration, technical support personnel, product support and
training. Cost of service revenues increased 217% from $2.1 million in the year ended June 30, 1996 to $6.6 million in the

year ended June 30, 1997, primarily due to additional personnel required to support the expanded activities of the techni-
cal services department. Cost of service revenues as a percentage of total revenues increased from 20.9% in the year ended
June 30, 1996 to 29.3% in the year ended June 30, 1997. The Company believes that it must continue to enhance its customer
service and support capabilities as its customer base expands.

Research and development expenses. The following table sets forth gross and net research and development expenditures
and investment tax credits for the periods indicated:

Year Ended June 30,
1997 1996
(in thousands)
Gross research and development expenditures $6,612 $5,201
Investment tax credits - (670)
Net research and development expenditures $6,612 $4,531
Gross research and development expenditures as a percentage of total revenues  29.2% 52.0%
Net research and development expenditures as a percentage of total revenues 29.2% 45.3%

Net research and development costs increased by 45.9% from $4.5 million in the year ended June 30, 1996 to $6.6 mil-
lion in the year ended June 30, 1997 and decreased as a percentage of total revenues from 45.3% in the year ended June 30,
1996 to 29.2% in the year ended June 30, 1997. The absolute dollar amount spent on research and development increased
and reflected an increase in the number of personnel through hiring in support of the Company’s research and development
projects.

As a Canadian Controlled Private Corporation (“CCPC”), the Company qualified for certain investment tax credits
under the Income Tax Act (Canada) on eligible research and development expenditures. Prior to the Company’s initial pub-
lic offering in January 1996, refundable investment tax credits, which result in cash payments to the Company, have been
recorded at a rate of 35% of eligible current research and development expenditures, and at a rate of 20% of eligible
capital research and development expenditures, with an additional 10% recorded at the provincial level effective @
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January 1,1995. Prior to the Company’s initial public offering, the Company was entitled to an investment tax credit at these
rates for the first Cdn $2.0 million of eligible current research and development expenditures and a further investment tax
credit at the rate of 20% of eligible research and development expenditures in excess of Cdn $2.0 million. Investment tax
credits on current expenditures earned at the 35% rate are fully refundable to CCPCs. Investment tax credits earned by a
CCPC on capital expenditures and investment tax credits earned at the 20% rate are refundable at a rate of 40% of the
amount of the credit. The Company now earns investment tax credits at a rate of 20% of eligible current and capital research
and development expenditures made after December 31, 1995. While a portion of investment tax credits earned when the
Company was a CCPC were refundable, investment tax credits earned subsequent to December 31, 1995 may only be used
to offset income taxes otherwise payable.

Sales and marketing expenses. Sales and marketing expenses consist primarily of compensation of sales and marketing
personnel as well as expenses for advertising, trade shows, cost of facilities and other expenses related to the sales and mar-
keting of the Company’s products and services. Sales and marketing expenses increased 96.5% from $8.5 million in the year
ended June 30, 1996 to $16.6 million in the year ended June 30, 1997 but decreased as a percentage of total revenues from
84.7% in the year ended June 30, 1996 to 73.5% in the year ended June 30, 1997. The increase in absolute dollars was due
principally to expenses associated with increases in the number of sales and marketing personnel and related salaries and
commissions, as well as expenses related to marketing, public relations activities, marketing materials, advertising and trade
shows to promote Livelink.

General and administrative expenses. General and administrative expenses increased 27.1% from $3.7 million in the year
ended June 30,1996 to $4.6 million in the year ended June 30,1997 and decreased as a percentage of total revenues from 36.6%
in the year ended June 30, 1996 to 20.5% in the year ended June 30, 1997. The increase in absolute dollars was attributable to
an increase in salaries and other costs as the Company has grown in size and scope.

Amortization expenses. Amortization expense was $1.1 million in the year ended June 30, 1996 and increased to $1.7 mil-
lion in the year ended June 30, 1997 as a result of increased capital expenditures during the year. Amortization of purchased
software and goodwill in 1996 amounted to $1.0 million and $1.1 million, respectively including a charge at June 30, 1996
reflecting write-off of goodwill in connection with the Company’s restructuring and was included in amortization expense.

Acquired research and development. The $27.6 million charge in fiscal 1996 relates to the Acquisitions completed during
the year which was expensed as of the dates of acquisition.

Other income. During fiscal 1997, the Company sold its investment in Yahoo! Corporation for a net gain of $5.8 million.
Also during the year, reserves were taken against the value of certain investments and other assets, including General
Internet Inc. in the amount of $3.9 million and MacRAE’s O.E.M. Mart Inc. in the amount of $815,000. This resulted in
Other income of $57,000. Other income for fiscal 1996 consisted principally of foreign exchange gains and gain on sale of
fixed assets.

Interest. Interest expense has been incurred by the Company under capital equipment leases. Interest expense was
$129,000 in the year ended June 30, 1996 compared to $148,000 in the year ended June 30, 1997. The Company recorded
interest income in the amount of $1.5 million during the year ended June 30, 1996 which increased to $1.9 million for the
year ended June 30, 1997.

Income taxes. A deferred tax asset of $9.2 million and $16.4 million existed as of June 30, 1996 and June 30, 1997 respec-
tively. A valuation allowance is recorded against a deferred tax asset if it is more likely than not that the asset will not be real-
ized. In accordance with US GAAP, a 100% valuation allowance was recorded by the Company because of the lack of prof-
itability in the past, the significant risk that taxable income would not be generated in the future and the nontransferable
nature of the deferred tax asset under certain conditions.

QUARTERLY RESULTS

The Company has experienced significant fluctuations in quarterly results that have been caused by many factors,
including changes in demand for the Company’s products, the introduction or enhancement of products by the Company
and its competitors, market acceptance of those products or enhancements, delays in the introduction of products or
enhancements by the Company or its competitors, delays involved in installing products with customers, the mix of distri-
bution channels through which products are sold, the mix of products and services sold, the mix of international and North
American revenues, the integration of the Acquired Businesses into the Company’s operations and general economic con-
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ditions. The results of operations of these businesses have also fluctuated from period to period due to factors similar to
those that have affected the Company. As a result, the Company believes that period-to-period comparisons of its results of
operations, either on an actual or pro forma basis, are not necessarily meaningful and should not be relied upon as any indi-
cation of future performance. In addition, like many other software companies, the Company has generally recognized a
substantial portion of its revenues in the last quarter of each fiscal year and in the last weeks of each quarter. The Company’s
revenues for the quarter ended September 30 of each fiscal year generally have been lower than revenues for other quarters,
however, it is uncertain whether this trend will continue in current or future periods. Due to all of the foregoing factors, the
Company’s operating results in a particular quarter may fail to meet market expectations.

LIQUIDITY AND CAPITAL RESOURCES

To date, license and service revenues have been insufficient to satisfy the Company’s cash requirements. The Company
has financed its cash needs primarily through sales of securities.

At June 30, 1998, the Company had cash and cash equivalents of $40.4 million, current assets of $66.1 million and cur-
rent liabilities of $27.5 million. The Company has credit facilities of $6.5 million, under which borrowings were insignifi-
cant as at June 30, 1998.

In January 1996, the Company completed an initial public offering with net proceeds of $61.4 million. The Company
received net proceeds of approximately $20.6 million from sale of securities in private placements during fiscal 1996 before
completion of the public offering. Cash used by operations during the year ended June 30, 1997 was $15.3 million. Sale of
shares in Yahoo! Corporation generated $6.3 million. Purchase of other investments and additions to other assets were $1.4
million and $6.0 million respectively. Acquisitions of furniture and equipment was $2.6 million. Net cash used for the pay-
ment of capital lease obligations was $828,000. During fiscal 1997, the Company advanced approximately $4.0 million to
General Internet Inc. (“General Internet™), a US based Internet service development company and converted these advances
to a promissory note. During 1998, the Company converted the note to 433,333 shares of Series A Convertible Preferred
Stock, 1,114,327 shares of Series B Convertible Preferred Stock and a Special Warrants to purchase 67,708 shares of General
Internet common stock. In fiscal 1997, the Company, together with a company controlled by a director of the Company and
individuals not related to the Company, incorporated MacRAE’s O.E.M. Mart, Inc. (“MacRAE’s) and loaned $1.1 million to
MacRAE’s in the form of a subordinated debenture.

On March 25, 1998, the Company issued 1,750,000 Special Warrants at a price of $20.85 per Special Warrant for net pro-
ceeds to the Company of $34.8 million. All of the Special Warrants were converted into 1,750,000 Common Shares on July
10, 1998 without payment of additional consideration. Cash used by operations during the year ended June 30, 1998 was
$8.1 million. Acquisitions of furniture and equipment was $3.7 million. The purchase of OnTime and Information
Dimensions resulted in a cash outflow of $5.5 million and $7.8 million respectively. The purchase of other investments
resulted in a cash outflow of $2.4 million. Net cash used for the payment of capital lease obligations was $597,000.

The Company had liabilities with respect to capital leases of $344,000 at June 30, 1998 and operating lease obligations
during fiscal 1998 of $2.2 million. The Company anticipates additional capital expenditures for equipment as the number
of employees increases and to meet new technology needs.

Since June 30, 1995, the Company has completed the Acquisitions, hired additional employees, increased its sales, mar-
keting and promotional activities, increased occupancy costs and otherwise increased the level of its business activity. This
has resulted, and will continue to result, in cash requirements that significantly exceed those of previous years. The
Company believes that existing cash and revenue from operations, will be sufficient to satisfy the Company’s operational
cash requirements until June 30, 1999. See “Forward-Looking Statements”. However, the Company regularly evaluates
acquisitions, investments, joint ventures and other business initiatives, and cash expenditures for acquisitions, investments,
joint ventures and other business initiatives or unanticipated expenses could create a need for additional financing. In addi-
tion, if the Company’s operations do not begin to generate cash sufficient to satisfy its needs, the Company ultimately would
require additional financing. There can be no assurance that such financing would be available if required.

®
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EFFECTS OF FOREIGN CURRENCY EXCHANGE RATES AND INFLATION

The Company's earnings are affected by fluctuations in the value of the US dollar, as compared to foreign currencies, as
aresult of transactions in foreign markets. Approximately 32% of the Company’s revenues in 1998 and 39% in 1997 has been
earned in currencies other than the US dollar. A portion of the Company’s operating expense, however, has been and will
continue to be incurred in Canadian dollars. Accordingly, fluctuations in exchange rates between the United States dollar
and other foreign currencies could materially affect the Company’s results of operations. To date, the Company has not
engaged in exchange rate hedging activities nor does the Company purchase or hold any derivative financial instruments
for speculative purposes. To the extent that the Company implements hedging activities in the future with respect to foreign
currency exchange transactions, there can be no assurance that the Company will be successful in such hedging activities.

While the Company believes that inflation has not had a material effect on its results of operations, there can be no assur-
ance that inflation will not have a material effect on the Company’s results of operations in the future.

YEAR 2000 COMPLIANCE

The approach of the year 2000 presents potential issues to all organizations who use computers in the conduct of their
business or depend on business partners who use computers. To the extent computer use is date-sensitive, hardware or soft-
ware that recognizes the year by the last two digits may erroneously recognize “00” as 1900 rather than 2000, which could
result in errors or system failures.

The Company initiated its year 2000 compliance efforts in 1998. The initial focus of the Company’s compliance efforts
was on Livelink, however the review has now been expanded to include all of the Company’s products and systems (includ-
ing past products). The Company has retained outside consultants to assist it in its compliance review. The review and a
determination of all compliance costs is expected to be completed by the end of calendar 1998. The Company’s contingency
plan will be formalized at the conclusion of this review.

Livelink obtains date information, such as creation dates and modification dates, directly from the computer’s operating
system. Thus, it is the Company’s belief that the current version of Livelink is year 2000 compliant provided that third party
software is not embedded therein and that the underlying operating systems are fully compliant. However, the Company has
not yet completed the necessary testing in order to verify this compliance. Therefore, the primary risk for the Company’s
customer lies with their own computer operating systems. While operating systems companies have stated that their prod-
ucts will continue to operate properly into the twenty-first century, the Company has not conducted any tests with the oper-
ating systems companies to verify this.

There is also the possibility that in the coming year corporations, in dealing with their own Year 2000 issues, will defer
some software purchases, except for the most urgent and those relevant to solving their own Year 2000 concerns. To the
extent that this occurs, it could materially adversely affect the Company’s results of operations.

In addition to any Year 2000 issues identified within the Company, it is not presently clear that all parts of the country's
infrastructure, including such things as the national banking systems, electrical power, communications, and governmental
activities, will be fully functioning as the Year 2000 approaches. To the extent failure occurs in such activities, which are out-
side the Company's control, it could affect the Company's ability to service its customers with the same degree of effective-
ness with which they are served presently. The Company is identifying elements of the infrastructure that are of greater sig-
nificance to its operations, obtaining information on an ongoing basis as to their expected Year 2000 readiness, and deter-
mining alternative solutions if required.
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Management’s Report

Management is responsible for all the information and representations contained in the consolidated financial state-
ments. Management believes that the consolidated financial statements have been prepared in conformity with accounting
principles generally accepted in the United States and appropriate in the circumstances to reflect in all material respects the
substance of events and transactions that should be included. In preparing the consolidated financial statements, manage-
ment makes informed judgments and estimates of the expected effects of events and transactions that are currently being
accounted for.

In meeting its responsibility for the reliability of the consolidated financial statements, management depends on the
Company’s system of internal accounting control. This system is designed to provide reasonable assurance that assets are
safeguarded and transactions are executed in accordance with management’s authorization, and are recorded properly to
permit the preparation of consolidated financial statements in accordance with generally accepted accounting principles. In
designing control procedures, management recognizes that errors or irregularities may nevertheless occur. Also, estimates
and judgments are required to assess and balance the relative cost and expected benefits of the controls. Management
believes that the Company’s accounting controls provide reasonable assurance that errors or irregularities that could be
material to the consolidated financial statements are prevented or would be detected within a timely period by employees
in the normal course of performing their assigned functions.

The Board of Directors pursues its oversight role for these consolidated financial statements through the Audit
Committee, which is comprised solely of Directors who are not officers or employees of the Company. The Audit Committee
meets with management periodically to review their work and to monitor the discharge of each of their responsibilities. The
Audit Committee also meets periodically with PricewaterhouseCoopers, the independent auditors, who have free access to
the Audit Committee of the Board of Directors, without management present, to discuss internal accounting control, audit-
ing, and financial reporting matters.

PricewaterhouseCoopers is engaged to express an opinion on our consolidated financial statements. Their opinion is
based on procedures believed by them to be sufficient to provide reasonable assurance that the consolidated financial state-
ments are not materially misleading and do not contain material errors.

.-"
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PThomas Jenkins Thomas J Hearne
Chief Executive Officer Chief Financial Officer

August 12,1998
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Auditors’ Report

TO THE DIRECTORS AND SHAREHOLDERS OF OPEN TEXT CORPORATION

We have audited the consolidated balance sheets of Open Text Corporation as at June 30, 1998 and 1997 and the consol-
idated statements of operations, shareholders’ equity and cash flows for the years ended June 30, 1998, 1997 and 1996. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as eval-
uating the overall financial statement presentation.

In our opinion, these 1998 and 1997 consolidated financial statements present fairly, in all material respects, the consol-
idated financial position of the Company as at June 30, 1998 and 1997 and the results of its operations and cash flows for the
years ended June 30, 1998, 1997 and 1996 in accordance with accounting principles generally accepted in the United States.

PricewaterhouseCoopers
Chartered Accountants

Kitchener, Canada
August 12,1998
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OPEN TEXT CORPORATION
CONSOLIDATED BALANCE SHEETS

(In thousands of US Dollars, except share data)

ASSETS
Current assets:

Cash and cash equivalents $40,39