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Intershop Communications AG

Intershop Communications AG, headquarted in Jena, is a pioneering e-commerce
software vendor with almost two decades of expertise. As an e-commerce pure
play, the company is increasingly transitioning to a one stop shop providing all
relevant aspects of e-commerce from a single source. The company’s flagship
product is the e-commerce software platform Enfinity Suite 6, which allows its
customers to centrally manage online business channels, including business-to-
consumer (B2C), business-to-business (B2B), partner and supplier as well as
procurement channels on a single platform. Over the years, Intershop extended its
business scope by adding Online Marketing and Full-Service E-Commerce to its
core competencies. As an integrated e-commerce service provider, Intershop
serves a global customer base with more than ~300 clients.

Business model T Intershop is in a sweet spot as internet and e-commerce
have become crucial parts of the economy. With its transformation to a vertically
integrated full-service e-commerce provider, Intershop expanded its revenue model
by adding Full-Service E-Commerce and Online marketing to its activities. This
allows the company to run a more stable business model and participate in different
growth areas of its underlying market of e-commerce. With its cooperation partners
the company is already able to provide all the relevant aspects of e-commerce
process chain from one single source. Nevertheless, the development of state-of-
the-art e-commerce software is still the backbone of Intershop’s business model,
as revenues in other business segments depend on software installations.

Strategy i In our view, Intershop’s strategy of an integrated e-commerce
service provider appears reasonable as the company can leverage on its
longstanding expertise and its broad installation basis of more than 300
clients. Intershop is increasingly transitioning from a pure software vendor to an
integrated e-commerce provider. As a result the company strongly intends to align
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Intershop: A pioneer in
e-commerce
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diversification with
software as backbone
of the business model

Ongoing strategic
transformation is
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delivering only an e-commerce software platform. Therefore, Intershop aims for a
higher vertical integration of the e-commerce process chain (e.g. payment and
fulfilment systems). This can be achieved either by internal development or
purchasing of external technology as seen in 1Q 2009 with the acquisition of the
software company called The Bakery. The new strategy enables Intershop to
position itself as an e-commerce outsourcing partner and seek growth opportunities
beyond pure software sales.

Key attraction i Main triggers of the equity story are: 1.) Transformation from
a pure software vendor to an integrated e-commerce player, 2.) Evolving
growth in its underlying market of e-commerce, 3.) Leveraging on a broad
customer base of more than 300 accounts (cross selling potentials and
upgrading key accounts to platinium accounts), 4.) Strategic agreement with
GSI Commerce. In the past Intershop has been a victim of its fast expansion when
expenses at the peak of the #nADot Com
However, after the ensuing phase of disillusionment with cost cutting and
restructuring measures as well as investments in new business areas (Online
Marketing and Full-Service E-Commerce), the company has now arrived at the
sweet spot of its underlying market in which internet, B2B and B2C have evolved

At the sweet spot of
the market

hypeo accelerated

into a fundament al part of Adailyo wthhsi ness functi

its new strategic approach, is now favourably positioned to benefit from the
successful development in B2C and B2B from its transformation from an exotic
niche market in the late 1990°s to a well-established and promising economic
factor. In this growth market, Intershop as an independent e-commerce software
vendor offers interesting USPs.
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Intershop Communications AG

Market i Post recession, the overall e-commerce market is expected to
continue its growth momentum and achieve low double digit growth. JP
Morgan expects the e-commerce market (ex travel) to grow at a CAGR of 20.3%
through 2012E. Convenience of purchase, ease of delivery, and lower costs are
major factors attracting consumers to various online shopping sites. Moreover, the
expansion of internet use both in terms of users and user intensity, considerably
improvements in security of online payments mechanisms and faster access to
internet continues to significantly contribute to the e-commerce market growth.

GSI Commerce agreement i In our opinion the GSI partnership is a major
milestone for Intershop and will take the company’s growth into a new
dimension. Intershop has entered into a strategic agreement with GSI Commerce
which become the exclusive distributor of Intershop's e-commerce software
products in the Americas, as well as a global reseller on a non-exclusive basis. As
a well established e-commerce player (B2C) GSI offers a broad customer basis, a
strong sales force and distribution networks. This will provide Intershop with a much
better market access and enable a broader geographic presence. Along with
revenues from direct sales to GSI Commerce (middle seven-digit Euro range over
the next five years), we believe the real potential of the GSI partnership lies in the
reselling agreement. After an initial phase in which GSI’s sales force will need to be
trained on Intershop’s products we expect significant revenue contribution from the
reselling agreement.

Financials 1 We expect Intershop to continue its low double digit growth in
the top and remain sustainably profitable in the future. Over the period 2005-
2009, Intershop’s top line grew by a CAGR of 15.6%. Considering the company’s
stronger order intake in 4Q2009 and recent partnership with GSI Commerce, we
expect Intershop’s growth momentum to continue and project top line growth
(CAGR) of 13.7% through FY2012E. Our main growth drivers are: 1.) GSI
Commerce partnership, 2.) Hidden potential with existing customer base of more
than 300 clients (cross selling opportunities), 3.) Upgrading promising key accounts
to platinum accounts (e.g. Merck), and 4.) Promising growth prospects for the
company’s underlying market of e-commerce in general. Overall we forecast net
revenues of EUR 35.3m, 40.4m and 46.7m for the FY2010E, 2011E and 2012E,
respectively. After a successful turnaround Intershop could start to capitalize a
huge amount of loss carry forwards which, in our opinion, is a substantial asset.

Valuation i By combining a peer group analysis and a DCF model we derived
a fair value per share of EUR 2.46. Thus, we initiate our coverage on
Intershop with BUY recommendation and a price target of EUR 2.50 per
share. Intershop with its new strategy and management is a different company
than known to many investors from the Dot.Com hype at the end of the past
century. Today the company is profitable with a promising market positioning and a
favourable cost platform implying sustainable profitability for the future as well.
Although the GSI Commerce agreement in our opinion implies significant revenues
over the next years the current share price does not fully reflect the upside potential
in earnings. Furthermore the equity story has an M&A appeal considering the
company’s strong market position in e-commerce software and recent investment
of GSI in Intershop. Particularly large e-commerce players looking for expansion
into the European e-commerce market can take advantage of Intershop’s low
market cap and high free float.
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SWOT Analysis
Strength

A Sustainable turnaround with a more favourable cost platform: After many
years of losses the company managed to turnaround the business and become
sustainably profitable.

A Higher revenue diversification: By adding Online Marketing and Full-Service
E-Commerce to its core competencies, the company gained access to further
revenues sources. This combined with a more favourable expense platform
enables Intershop to run a more stable business model.

A Strong customer base and a proven track record: Being a pioneer in e-
commerce application industry, Intershop has build up a considerable reputation
as a leading e-commerce software vendor. The company has a strong customer
base of more than 300 clients and has longstanding relationships with leading
market players such as Otto or HP etc.

A High Innovation power and cutting-edge software platform: In a history of
almost two decades, Intershop has proven many times its capability to adopt
new e-commerce trends and transfer them into appropriate software solutions.
With Enfinity Suit 6 the company has invented one of the most powerful and
highly regarded e-commerce software platform.

A Strategic partnership with GSI Commerce: Intershop expects to generate
revenues in the middle seven-digit Euro range over the next 5 years from the
strategic partnership with GSI Commerce with a significant upside potential
through the reseller agreement.

A Broad geographic presence: Intershop has established business activities in
all major geographies (according to Forrester no. 4 global market presence).

A Significant amount of deferred tax assets: EUR 395.4m of accumulated loss
carry forward for German corporate taxes and a further EUR 89.2m for US
federal taxes implies very low tax expenses.

A Sound equity base with a net cash position of EUR 10.6m.

Weaknesses

A still not fully restored reputation within the investment community: During
the ADot Com hypeo, Intershop was one of the favourite st
community. However after the burst of the speculation bubble the company
went through a period of disillusionment with a lack of profitability, unmet
guidanceses and internal turmoils. Despite the improvements over the last
year(s) Intershop shares still face lack of trust on the trading floor.

A High proportion of intangible assets in the balance sheet: With a goodwill
figure of EUR 5.2m representing a relatively high proportion of the balance
sheet, there is a risk of potential future impairments in case Intershop starts to
post losses again. Moreover, the capitalisation of software development costs
will continue to burden the P&L with further amortisation expenses.

A High renting expenses: Despite a more favourable agreement the leasing
expenses of EUR 2.3m related to company’s headquarter in Jena (Intershop
Tower) will result in higher operating expenses until the end of FY2013.

A Low number of i Pl at The wompaAyc m® aurrénty 0Six
customers which are considered as platinum accounts (revenues > EUR 1m). In
the future the company aims for the acquisition of two platinum accounts per
fiscal year.

A Acceleration of operating expenses (OPEX): The current growth appetite in
course of the new strategy implies an acceleration of OPEX as well as higher
working capital need over the next few years.
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Opportunit ies

A Promising markets: The e-commerce industry is currently experiencing a
second boom phase as a result of growing popularity of business transactions
over the World Wide Web. Further technological enhancements in the field of
high speed internet access, mobile internet or online payment etc. will continue
to support the growth of B2C, B2B etc. Along with the general shift in consumer
demand from traditional retail to online business, trends such as Mobile
Commerce, Social Commerce, Cloud Computing or Emotional Shopping should
continue to propel growth in e-commerce market.

A Synergy potentials: By adding Online Marketing and Full-Service-E-
Commerce to its business activities Intershop will leverage on its expertise as e-
commerce software vendor and continue to gain market traction in new
business segments. This will not only allow for higher cross selling potentials
within the existing customer base, but also attract new clients.

A Growth prospects within the company’s new business units: With its
business unit Online Marketing, Intershop will benefit from the shift in
advertisement budgets from classic sources to internet related advertisement.
Furthermore, Intershop should be able to leverage on its longstanding expertise
as leading e-commerce software vendor and position itself towards an e-
commerce outsourcing partner.

A Broad installation base: Current customer base of 300 key accounts offers
substantial potential for progressing some of these clients to platinum accounts
(revenues > EUR 1m).

A Inorganic growth: The implementation of the strategy to be an integrated e-
commerce solution provider implies potential for some inorganic growth
opportunities (e.g. acquisition of new technologies such as online payment
functionalities etc).

A Possible take-over candidate: Meanwhile GSI is the company’s largest single
shareholder and could continue to expand its share in Intershop.

Threats

A Key personnel and IT-Partners: The company’s success depends on the
performance of its executives and employees in key positions, particularly in the
areas of product development and sales. Furthermore, Intershop closely
cooperates with external partners in the area of Full-Service E-Commerce.
Difficulties in maintaining the quality of services provided by its partners could
endanger company’s competitiveness.

A Competitive market environment: Intershop is in direct competition with many
other providers of e-commerce technologies. If Intershop is unable to adopt new
technological developments and maintain its product range and service quality
in accordance to the market development this could significantly reduce the
company competitiveness.

A Adaption of e-commerce trends: The market for e-commerce is dynamic and
subject to changes. Therefore, it is crucial for Intershop’s future success to
anticipate trends on time and develop appropriate e-commerce applications.

A A fast expansion in the course of the new strategy bears the risk of
inflating expenses.

A With the insolvency of Quelle Group Intershop lost one of its major
platinium accounts.
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Valuation

Valuation summary

We applied a multiple valuation based on a peer group analysis and a Discounted DCF and peer group
Cash Flow (DCF) model in order to determine the fair value of Intershop valuation

Communications AG. Our peer group analysis on basis of different multiples for the
years 2011E and 2012E implies a fair value of EUR 2.19 per share. However, due
to the limited comparability of the peer group companies, we decided to weight our
peer group only with one-third in our overall valuation approach.

Our DCF model results in a higher fair value of EUR 2.58 per share. Given the Our price target is EUR
company’s promising long-term growth prospects, we think the DCF model is more 2.50 per share
appropriate for assessing the growth in Intershop’s equity story. By combining both

valuation methods we derived a fair value of EUR 2.46 per share. Thus, we set up

our price target at EUR 2.50 and start our initiation of coverage with a BUY

recommendation.

Overview Valuation Methods

Weighting Fair value
factor per share
Peer group valuation 30.0% 2.19
DCF valuation 70.0% 2.58
Fair value per share (EUR) 2.46
Price Target (EUR) 2.50
In our opinion, Intershop’s growth momentum is sustainable as the company is Our positive view

currently at the sweet spot of the e-commerce market, as demand for e-commerce
solutions is strong since retailers and other business are updating their online
business platforms and activities. Meanwhile Intershop has expanded its business
activities far beyond pure software offering and is able to participate to a stronger
degree on the promising growth prospects in its underlying market of e-commerce.
Particularly the company’s current installation basis of more than 300 clients as
well as the recent agreement GSI Commerce offers substantial growth potential.

Peer group valuation

In order to include a market-oriented approach to our valuation, we applied a peer Limited number of
group analysis based on different multiples. Apart from B2B and B2C software comparable peers
vendors, we also considered online marketing players in our peer group

comparison since Intershop provides online marketing services as well. Although,

there is a large number of non-listed e-commerce players (e.g. Escalate, hybris or

MarketLive etc) the number of listed companies showing a similar revenue basis

and market cap as Intershop is rather small. As consequence of past market

consolidation some of the major e-commerce players have been meanwhile

acquired by large market players such as Oracle (e.g. Siebel Systems or

BroadVision) or run simply out of business (e.g. CommerceOne).
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Our peer group analysis comprises seven companies with different relevance to 7 peers with ATG as
Intershop’s business activities. With ATG, Digital River or GSI commerce we added most comparable
three e-commerce pure plays to our peer group conducting a similar business company

approaches. Besides, we considered software vendors such as Salesforce, Netsuit
Inc which have a strong focus on internet and operate in B2B segment (at least
partly). Finally, since Intershop also provides online marketing services, we
considered with Adlink and Valueclick two web agencies. However we did not
consider for large market players such as IBM, Microsoft, Oracle, SAP in our peer
group as they have a much broader business scope and generate only a marginal
proportion of their revenues in market segments that are relevant to Intershop.
From the listed companies below the closest peer in our opinion is ATG.

Relevant peer group data

Company name Market EV EPS EBIT Sales

cap. 2010E 2011E 2012E 2010E  2011E 2012E 2010E 2011E 2012E
Intershop Communications AG (estimates by CBSR): 49.2 38.6 0.07 0.10 0.13 2.2 3.1 4.2 39.8 40.4 46.7
ART TECHNOLOGY GROUP INC 606.1 467.4 0.21 0.25 0.21 314 40.1 52.1 200.64 225.00 253.00
GSI COMMERCE INC 18.9 1,960.5 0.58 0.83 1.19 45.3 78.1 113.6 1,339.78 1,527.88 1,714.25
DIGITAL RIVER INC 1,040.1 654.8 0.76 1.28 1.81 329 61.0 77.6 355.75 381.70 442.50
SALESFORCE.COM INC 12,426.0 11,943.8 1.16 1.53 1.88 200.8 283.9 376.0 1,564.87  1,853.89  2,208.75
NETSUITE INC 910.6 814.1 0.08 0.19 0.25 5.8 17.6 n.a. 184.93 214.42 243.50
ADLINK INTERNET MEDIA AG 97.0 94.4 0.17 0.24 0.28 7.0 7.8 10.4 125.00 138.00 146.00
VALUECLICK INC 934.4 774.8 0.78 0.85 1.02 82.9 90.1 123.0 409.18 433.69 470.00
Company name Net margin EBIT margin Sales growth

2010E  2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E

Intershop Communications AG (estimates by CBSR): 6.0% 7.2%  8.4% 6.2% 7.6% 9.0% 11.0% 14.7% 15.5%
ART TECHNOLOGY GROUP INC 16.6% 185% 20.7% 157% 17.8%  20.6% 11.8% 12.1% 12.4%
GSI COMMERCE INC 2.7% 3.5% 4.3% 3.4% 5.1% 6.6% 33.4% 14.0% 12.2%
DIGITAL RIVER INC 8.0% 13.1% 14.5% 9.2% 16.0% 17.5% -11.9% 7.3% 15.9%
SALESFORCE.COM INC 10.1% 11.9% 11.3% 12.8% 153% 17.0% 19.9% 18.5% 19.1%
NETSUITE INC 2.9% 6.2% -1.4%  3.1% 8.2% n.a. 11.0% 15.9% 13.6%
ADLINK INTERNET MEDIA AG 4.0% 4.1% 5.1% 5.6% 5.7% 7.1% -7.6% 10.4% 5.8%
VALUECLICK INC 15.2% 155% 17.6% 20.3% 20.8%  26.2% -3.2% 6.0% 8.4%
Average 8.1%  10.6% 9.9% 8.8%  125% 15.4% 13.3% 13.6% 14.7%
Median 8.0%  11.9% 11.3% 92%  153% 17.3% 15.9% 14.0% 13.6%

Short profile of peers

Art Technology Group, Inc. (ATG), incorporated in 1991, develops and markets a ART Technology Group
suite of e-commerce software products and software-as-a-service (SaaS) solutions,
as well as provide related services, including support and maintenance,
professional services, application hosting, e-commerce optimization services for
enhancing online sales, and education. Its solutions are designed to provide an e-
commerce Website for its customers to create an online customer base. Its ATG
Commerce Suite consists of solutions delivered through perpetual software
licenses or delivered as recurring SAAS solutions. ATG continues to be a leader in
B2C eCommerce platform solutions, as evidenced by more than 180 new
customers in the past 12 months. Total revenues in 2008 grew to USD 164.6m, a
20% increase from USD 137.1m in 2007. In our peer group ATG is the closet peer
to Intershop although the company has a stronger focus on B2C.

GSI Commerce is a provider of e-commerce and interactive marketing services to GSI Commerce
large businesses that sell products directly to consumers (b2c). The company
carries out business within two segments e-commerce services and interactive
marketing services. For e-commerce services, GSI delivers customized solutions to
clients through an integrated e-commerce platform, which is comprised of three
components: technology, fulfillment and call center services. The company offers
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each of the platformbs components on a modul ar basi s,
end-to-end solution. For interactive marketing services, the company carries out

online marketing and advertising, user experience and design, studio and e-mail

marketing services. At the of previous fiscal year the company achieved net

revenues of USD 1bn. Meanwhile GSl is a strategic partner of Intershop and holds

a stake of 15.1% in the company.

Digital River, Inc., a leading provider of global e-commerce solutions, builds and Digital River Inc.
manages online businesses for more than 40,000 software publishers, consumer

technology manufacturers, distributors, online retailers and affiliates. Its multi-

channel e-commerce solution, which supports both direct and indirect sales, is

designed to help companies of all sizes maximize online revenues as well as

reduce the costs and risks of running an e-c o mmer ce operati on. The companyds
comprehensive platform offers site development and hosting, order management,

fraud prevention, export controls, tax management, physical and digital product

fulfillment, multi-lingual customer service, advanced reporting and strategic

marketing services. In comparison to Intershop Digital River is a much larger

market player with revenues.

NetSuite Inc. is a leading vendor of on-demand, integrated business management NetSuite Inc
application suites for growing and medium-sized businesses. NetSuite enables

companies to manage core key business operations in a single system, which

includes Enterprise Resource Planning (ERP), Customer Relationship

Management (CRM), and Ecommerce. NetSuite's patent-pending "real-time

dashboard" technology provides an easy-to-use view into up-to-date, role-specific

business information. Compared to Intershop the company can be considered as

pure software vendor with only a small proportion of revenues generated in e-

commerce.

Salesforce.com, inc., incorporated in February 1999, is a provider of software on Salesforce.com
demand. The Company provides customer relationship management (CRM)

service to businesses of all sizes and industries worldwide. The Company also

provides a technology platform for customers and developers to build and run

business applications. The Company delivers its service through a standard Web

browser. The Company provides an array of SaaS CRM services, which enable

customers and subscribers to systematically record, store, analyze, share and act

upon business data, and to help businesses manage customer accounts, track

sales leads, evaluate marketing campaigns, and provide post-sales service.

AdLINK Internet Media AG, is further online marketing provider which we added AdLink AG
to our peer group, The AdLINK Group is an independent network of marketing

experts for comprehensive online marketing solutions: display marketing is handled

by AdLINK Media, affilinet is responsible for affiliate marketing, permission

marketing is covered by composite, direct and dialog online marketing is handled

by net:dialogs, and domain marketing is the specialty of Sedo. AdLINK Internet

Media AG was established in 1995, its main shareholder is United Internet AG.

ValueClick Inc, offers a suite of products and services to enable marketers to ValueClick Inc.
advertise and sell products through online marketing channels. ValueClick offers
display/web advertising, search marketing, email marketing, lead generation,
affiliate marketing, online shopping comparison, and online marketing technology
services via its three business segments - media, affiliate marketing, and
technology. ValueClick customers include advertisers, direct marketers and
agencies. ValueClick runs one of the largest online ad network online with over
50,000 publishers and has relationship with over 5,000 marketers and agencies.
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ValueClick was founded in 1998 and is headquartered in Los Angeles. The
company has business operations in USA, UK, France, Sweden, and Germany.

Valuation

We applied the median of the peer group multiples for 2011E and 2012E to our
financial forecasts of Intershop AG. We considered P/E, EV/EBIT and EV/Sales
multiples in our calculations and derived a fair value of equity of EUR 63.3m. This
translates into a fair value per share of EUR 2.19. However, since most of the
peers have partly a different market scope and generate revenues in business
areas which are not relevant to Intershop, we decided to weight our peer group
result with only one third in our overall valuation.

Peer group valuation

@ Close Brothers

Our peer group
analysis results in a FV
per share of EUR 2.19

Company name P/E EV / EBIT EV / Sales
2011E 2012E  2011E 2012E 2011E 2012E
ART TECHNOLOGY GROUP INC 15.4 18.4 11.7 9.0 2.1 1.8
GSI COMMERCE INC 0.4 0.3 1.2 0.8 0.1 0.1
DIGITAL RIVER INC 20.6 14.5 10.7 8.4 1.7 1.5
SALESFORCE.COM INC 63.2 515 42.1 31.8 6.4 5.4
NETSUITE INC 76.9 57.5 46.3 n.a. 3.8 3.3
ADLINK INTERNET MEDIA AG 13.6 11.4 121 9.1 0.7 0.6
VALUECLICK INC 13.6 11.3 8.6 6.3 1.8 1.6
Average 29.1 23.6 18.9 10.9 2.4 2.1
Median 15.4 14.5 11.7 8.7 1.8 1.6
EURM EPS Sales
2011E 2012E 2011E  2012E 2011E 2012E

Intershop Communications AG: Financial estimates by CBSR 0.10 0.13 3.1 4.2 45.3 50.1
Applied multiples: Median of the peer group multiples 15.4 14.5 11.7 8.7 1.8 1.6
Enterprise value (derived) - 35.8 36.6 80.9 82.5
+ Excess cash and marketable securities 10.6

- Financial debt 0.0

- Estimated market value of minority interest 0.0

Market capitalization (derived) 44.7 56.6 46.4 47.2 91.5 93.1
Average of market capitalizations 63.3

Premium (discount) vs. peer group companies 0%

Fair market capitalization 63.3

Number of shares outstanding (m) 29.0

Fair value per share (EUR) 2.19

DCF v aluation

Over the period 2005-2009 the company experienced a top line growth of CAGR
15.6% which we expect to slowdown to a CAGR of 13.7% over the period 2009-
2012E. Despite increasing OPEX we expect Intershop to remain sustainably
profitable. We project EBIT margins to remain in one digit range in the short term,
but expect for mid-term low double digit margins. Overall our DCF model is based
on the following assumptions:

Weighted average cost of capital (WACC): On basis of the current long-term
yields of German federal bonds, we set the risk-free rate at 3.5%. We assumed an
equity risk premium of 6.0%, and a debt risk premium of 3.0%. Although the
company’s stocks have been listed for a long period, we did not apply Intershop’s
historical beta to our WACC calculation. We decided to apply a beta of 1.40 which
is significantly above its historic value as well as the beta of most its peers. The
reason for this adjustment was mainly due to high volatility of the share price as
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well as the current uncertainties related to success of the current strategic
approach of becoming an integrated e-commerce service provider. With high beta
we furthermore took into account the cyclical characteristics of company’s business
and the higher volatility at equity market and high revenue variability in the past.
We furthermore assumed a long-term target equity ratio of 50%. These premises
lead to a WACC of 8.24%.

Phase 1 (2009-11E): We estimated the free cash flows (FCF) of phase 1 according Phase 1: Detailed
to our detailed financial forecasts for this period described in the financials section financial forecasts
of this document.

Phase 2 (2012-18E): For Phase 2, we made more general assumptions, Phase 2: decreasing
considering the expected industry growth and Intershop’s market position. We revenue growth
believe that company will yield the fruits of its international business expansion and

continue to achieve growth in the future as well. Moreover we believe the company

will leverage on its longstanding expertise, superior software platform and broad

customer base. Overall, we allowed annual revenue growth to decrease

successively to 2.0% in 2019E, resulting in a CAGR 2012-19E of 6.1%. We project

EBIT long-term EBIT margin to be at 10.5%, a rate which the management of

Intershop is aiming as well.

Phase 3: For the calculation of the terminal value, we applied a long-term FCF Phase 3: 2% growth in
growth rate of 2.0% which equals the estimated long-term inflation rate. This FCF

assumption theoretically corresponds to a real-term zero growth, since we use a

nominal discount rate (WACC).

Based on these assumptions, we calculated a fair value of the operating business Our DCF yield a fair
of EUR 64.0m. By adding the company’s net cash position of EUR 10.6m we value pe rshare of EUR
derived a fair value of equity of EUR 74.6m. This corresponds to a fair value per 2.58

share of EUR 2.58.

DCF Valuation
PHASE 1 PHASE 2 PHASE 3
EURm 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E 2018E 2019E @®
Sales 35.3 40.4 46.7 52.5 58.1 63.3 68.0 71.4 73.6 75.1
Y-0-Y growth 13.0% 14.7% 15.5% 12.5% 10.5% 9.0% 7.5% 5.0% 3.0% 2.0%
EBIT 2.2 3.1 4.2 5.5 6.1 6.6 7.1 7.5 7.7 7.9
EBIT margin 6.2% 7.6% 9.0% 10.5% 10.5% 10.5% 10.5% 10.5% 10.5% 10.5%
Income tax on EBIT 0.4 0.2 0.3 0.4 0.4 0.4 0.5 0.5 0.5 2.3
Depreciation and amortisation 2.4 25 2.6 2.4 2.2 2.1 2.0 2.0 2.0 2.0
Change in net working capital 1.0 -0.1 -2.4 -1.8 -1.7 -1.6 -1.4 -1.0 -0.6 -0.4
Net capital expenditure -2.8 -2.6 -2.4 -2.4 -2.3 -2.3 -2.2 -2.2 -2.2 -2.0
Free cash flow [ 24 272 171 3.4 3.9 4.4 5.1 5.8 6.4 5.1
Present values [ 23 24 14 2.6 2.7 2.8 3.0 3.1 3.2 2.3 38.2
Present value Phase 1 6.1 Risk free rate 3.50% Target equity ratio 50.0%
Present value Phase 2 19.7 Equity risk premium 6.00% Beta 1.40
Present value Phase 3 38.2 Debt risk premium 3.00% WACC 8.24%)
Total present value 64.0 Tax shield (Phase 3) 29.5% Terminal growth 2.00%)
+ Excess cash/Non-operating assets 10.60 Sensitivity analysis
- Financial debt 0.00 Terminal growth (Phase 3)
- Est. market value of minority interest 0.0 1.0% 1.5% 2.0% 2.5% 3.0%
Fair value of equity 74.6 7.24% 2.74 2.87 3.03 3.22 3.46
7.74% 2.55 2.66 2.78 2.94 3.12
Number of shares outstanding (m) 29.0 WACC 8.24% 2.38 2.47 2.58 2.70 2.84
8.74% 2.24 2.31 2.40 2.50 2.61
Fair value per share (EUR) 2.58 9.24% 2.11 2.17 2.24 2.33 2.42
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Company description

Company profile

Intershop Communications AG, headquarted in Jena, is a leading provider of Transition from a pure
comprehensive e-commerce and online marketing solutions. As an international software vendor to a
operating pioneer in e-commerce software, Intershop develops and distributes full servicee -
cutting-edge e-commerce software. The company’s flagship product is the e- commerce provider
commerce software for online businesses, Enfinity Suite 6, which allows its

customers to centrally manage online business channels, including business-to-

consumer (B2C), business-to-business (B2B), partner, supplier and procurement

channels, on a single platform. By adding Online Marketing and Full-Service E-

Commerce, Intershop extended its business scope and provides, in cooperation

with its partners, all relevant aspects of e-commerce from one single source.

With a global sales orientation and established subsidiaries in major geographies,
Intershop pursues an international business strategy. Currently, more than 300
companies around the world rely on Intershop’s solutions, among them global
players such as Deutsche Telekom, HP, Merck KGaA, Otto Group or Telstar.

Business model

Intershop Communications AG: E -Commerce from one single source

Services Online Marketing

E-Commerce
Software

Full-Service E-Commerce

Source: CBS Research AG

In April 2010 Intershop entered into a strategic agreement with GSI Commerce, Inc. GSI Commerce:
As part of the agreement, GSI will become the exclusive distributor of Intershop's e-

commerce software products in America, as well as a global reseller on a non-

exclusive basis. The strategic partnership with GSI will allow Intershop to generate

revenue streams from both software sales and service business. In our opinion

gaining GSI as a distribution partner provides an outstanding opportunity for

Intershop due to GSI's broad customer base, strong sales capacities and well

established business.

The key attraction in Intershop’s business concept is its development from a pure Key attraction
software vendor to an integrated full-service e-commerce provider. By adding

Online Marketing and Full-Service E-commerce to its business activities, Intershop

moved up the value chain and is now able to monetize on different areas of the e-

commerce process chain. This transition to a full-service e-commerce player will

increasingly provide the company with the opportunity to explore growth potential

far beyond pure software sales, and allocate a higher proportion of its customers IT

or e-commerce budget.
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History

Intershop was founded in 1992 and has an impressive history in e-commerce Troubled history

software innovation. The company implemented the first full functional online shop

solution in 1994 while the first packaged e-commerce software product was

launched two years later. A milestone in company’s history was the successful

listing on the Neue Markt of the Frankfurt stock exchange in 1998. In a very short

time, the company became one of the favourite stocks of the investment community

and was trading at peak of fADashareomo hype at around DM 2, 0(

However, with the burst of the Dot.com bubble, at the beginning of the new century
the company entered a phase of disillusionment. Particularly the fast expansion at
the end of 90s had resulted in significantly higher expenses as they accelerated
faster than revenues. The ensuing years were mainly characterized by capital
reshuffling, unmet guidance, internal turmoils and discontinuity in management.

With cost cutting and restructuring measures as well as investments in new

business areas (Online Marketing and Full-Service E-Commerce), the company

has now arrived at the sweet spot of its underlying market where internet, B2B and

B2C have evolved to f unda meFRuttharlmileptenestin o f Afdaily businesso.
company’s history were the consolidation of its different product solutions on one

single software platform called Enfinty Suit 6 in 2006 and the recent agreement with

GSI Commerce.

Company structure

The Groups’s structure consists of the parent company, the Intershop A more streamlined
communication AG and subsidiaries. Over the last years, the company has business structure
successfully streamlined the group structure by deconsolidating some of its foreign

subsidiaries (e.g. in Dubai or France). An important step in Intershops’s history was

the acquisition of SoQuere GmbH in 2006, which has been renamed in Intershop

Communications Online Marketing GmbH. With this acquisition, the company

broadened its business scope by tapping the market segment of online marketing.

Company structure

Intershop Communications AG
Jena | Deutschland

Intershop Communications, Inc The Bakery GmbH SoQuero GmbH
San Francisco | USA Berlin | Germany Frankfurt am Main | Germany

Shareholder structure

With a stake of 15.1% GSI Commerce is the company’s largest shareholder High free float
followed by D+S europe AG which holds currently 9.5%. Another individual

shareholder is the company’s former vice chairman of the supervisory board

Michael Sauer. He is the owner of the Cologne-based company, Musicstore, one of

the most successful European retailers, mail order specialists for musical

instruments and client of Intershop.
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Shareholder  structure

B GSI Commerce, Inc 15.1%
= D+S europe AG 9.5%
4.2% Mr. Michael Sauer 4.2%
Free Float 71.2%

71.2%

Management

The company’s executive board currently comprises three members

Peter Mark Droste - Member of the Management Board - Mr. Droste joined
Intershop in April 2009 and has close ties to the company as he was few years ago
a member of Intershop’s supervisory board. His areas of responsibility on the board
include mergers and acquisitions, marketing, public relations, investor relations, as
well as finance, operations, legal, and human resources. After his studies in
engineering, specializing in telecommunications, Mr. Droste has gained several
decades of global management experience in the software and hardware industry,
achieving considerable success at Nixdorf, Compag Computer as head German
business, CRM specialist Siebel Systems, and BPM/SaaS provider Cordys, among
others.

Henry Goéttler - Member of the Management Board - Mr. Géttler is an old veteran
of Intershop and carries the responsibility for company's global business
operations. Prior to this, he was Vice President of E-Commerce Standard Solutions
of Intershop Communications AG. He graduated in sinology and mathematics in
Taizhong (Taiwan) and Tibingen, and holds also a degree in business
administration. Before joining the Intershop Group in 2001, he held several
positions at HP amongst them IT Support Manager EurAsia. Since 2005, Mr.
Gottler has been leading the working group on service management and standards
of BITKOM, the German Association for Information Technology,
Telecommunications and New Media.

Dr. Ludger Vogt i Member of the Management Board - Mr. Vogt was appointed
to the board of management in December 2008 and is mainly responsible for the
global sales and consulting services business of Intershop Communications AG.
Mr. Vogt studied computer science at the RWTH Aachen University, and in 1992,
he received his PhD in information management. He started his career at Oracle's
pre-sales department, before becoming responsible for Oracle's consulting division
in East Germany. Prior to Intershop he led a consulting division at Debis
(DaimlerChrysler) in Berlin. In 1999, Mr. Vogt joined Intershop. As Vice President
Services, he headed Intershop's Consulting, Customer Support and Technical
Training until the end of 2006.

The company’s supervisory board comprises three experienced IT-managers:
Bernhard Wobker, who is the chairman of the board, Peter Georg Baron von der
Howen and since beginning of June 2010 Jim Maclintyre, a GSI representative.

@ Close Brothers
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Busine ss overview

Intershop breaks its business activities into four major categories: E-Commerce Backbone of business

Software, Services, Online Marketing and Full-Service E-Commerce. Although the model is stille -

company has meanwhile achieved a higher revenue diversification (Online commerce software

Marketing and Full-Service E-Co mmer c e ) , IntershopEs fAbread and butter fbus

still remains the development of compelling e-commerce software solutions as
revenues in other business segments highly correlate with software installations.

Overview business units

E-Commerce
Software

Full-Service Intershop

E-Commerce E-commerce
solutions

Online
VECEl]

E-Commerce Software

Since the introduction of its first fully functional e-commerce software in 1994, Enfinity Suite 6 as
Intershop stands for sophisticated, high-end e-commerce software solutions for flagship product
medium-sized and large companies. As one of the pioneers in the German e-

commerce software industry, Intershop has proven many times its capability to

adopt new e-commerce trends and transfer them into appropriate product

innovations. In 2006, the company consolidated all of its different applications to

one single e-commerce software platform called Enfinity Suite 6.

The core to Enfinity Suite 6 is a modular-based software architecture which Enfinity supports B2B

provides customers with the flexibility to bring all their e-commerce activities and B2C

together on a single platform. It enables to centrally manage all the buy- and sell-

side activities as well as procurement processes via the Internet. The software is

capable to support numerous e-commerce business models including business-to-

consumer and business-to-business. Since Intershop intends to align its business

activities t o a stronger d-ecpnmeree busimessa r d s its customer d6s
process the next versions of Enfinity Suit 6 are expected to offer substantially more

functionalities.
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Overview Enfinity Suite 6 channels
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In January 2010, the company launched the latest version of its software Enfinity
Suite 6.4 which encompasses for the first time Intershop’s expertise from the
business areas, online marketing and full-service e-commerce. Consequently, the
Enfinity Suite 6.4 offers enhanced functionalities including a further development of
the Customer Information Center (CIC version 2.0) and the integration of both a
Feed Engine and the Bid Manager that optimizes the success of individual online
marketing campaigns. In the future, the company intends to release in regular time
intervals new versions of Enfinity Suite 6. Overall, Enfinity Suite 6 delivers following
added value to clients:

A Multi-Channel capabilities: Cross-company business processes and the
integration of all suppliers, partners, and customers can be easily
consolidated on one platform. Moreover, new channels and business
processes can be smoothly implemented.

Rich feature set and extendibility: The component-based architecture of
Enfinity Suite 6 allows for extensive re-using of proven business logic in
multiple applications, business units, countries, and languages. In
addition, interfaces to business applications integrate data from existing
third-party systems

Performance and scalability: The client can start with a small installation
and expand the software in accordance to its business growth (Investment
security). Usually, new instances of single components or entire servers
can be added at runtime.

Internationalization: Due to its multi-site capability, Enfinity Suite 6
allows for operating multiple web sites in parallel on one system.
Moreover, every target region can use specific front-end pages.

Usually margins in pure software sales are higher and pave the way for further
revenues related to the implementation of the online shop (e.g. consulting) as well
as training and after sales services (e.g. maintenance). After years of declining
software business, Intershop turned around business by boosting software sales
yoy by almost 70%. Although 2009 was mainly inflated by a large order intake at
the end of the year we nevertheless believe that Intershop will continue to expand
its software installation basis considering the recent deals (e.g. GSI Commerce).
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Worldwide the company equipped more than 300 clients with its e-commerce
applications, among them first-class references such as Otto, T-Com, Sun
Microsystems, HP, and Bosch. In the future the company intends to leverage its
broad installation base and develop some of the 300 key accounts to platinum
accounts enabling revenues of more than EUR 1m per annum.

Services
Traditionally, revenues in Services are highly correlated with installed software. A three level service
Currently, Services contributes the largest stake to company’s revenues. concept....

I nt er s h o pBosfolic cvers the entire e-commerce process from the initial
idea to system deployment as well as support and maintenance. In order to deliver
the maximum possible value-add to its software installations, Intershop has
implemented a three-level service concept.

Intershop’s service concept

Technical training Consulting Customer support
u a u
u u
u
|
.
u u
A team of experienced trainers provides training modules on the full range of ...Training

Intershop's e-commerce solutions to partners and end users alike. Even though the
training is mainly tailored on the needs of technical staff, the courses are also
suitable for project managers, business consultants, and end-users that want to
explore the standard features and functionalities of Intershop applications.

In the area of consulting, a team of experienced consultants deliver turnkey e- ...consulting and
commerce solutions which are tailored toc u st o me r 6 srequiredents. iTlleu a | maintenance
team comprises specialist, project managers, software developers, and Web

designers leveraging their knowledge to support the customer across all steps of

implementing Intershop’s e-commerce software. Depending on the project,

Intershop consulting takes on the role of prime contractor or provides coaching to

the implementation partners. The company’s service portfolio is rounded off by a

24/7 maintenance and support offer which ensures a smooth operation of its

software. Overall the customers can decide among different service options.

Online Marketing

Within this business unit, the company provides its clients with all the relevant Key strength:
aspects of marketing activities which aim to increase the presence and popularity of Techni cal expertise
online shops. The company’s competitive advantage arises from its longstanding combined with
technical know-how in e-commerce software combined with more than eight years longstanding
expertise in online marketing (incl. the take-over of the online marketing specialist experience in online

SoQuero GmbH in 2006. Business in this area is carried out by its online marketing marketing

agency SoQuero GmbH.
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Intershop’s campaign managers accompany clients during the entire process, from
the definition of campaign objectives to the planning of appropriate online
marketing activities as well as campaign implementation and budget optimization.
With its qualified team of specialists providing international expertise in eleven
languages, the company addresses all customer segments and industries in B2B
and B2C segment. Intershop’s product range comprises the following aspects of
online marketing.

Service offering in online marketing

Search
Engine
Optimization
(SEO)

Search

Online Engine
Co-operations Marketing

(SEM)

Controllling

Optimization

Affiliate Data Feed
Marketing Marketing

In the past, Intershop realized more than 40 online marketing campaigns among
them customers like Frankfurter Allgemeine Zeitung, Debitel, DERTOUR, or ZDF.

Full -Service E -Commerce

Full-Service E-Commerce is a relatively new business field. Intershop positions
itself as an integrated e-commerce outsourcing partner of businesses providing the
entire e-commerce process chain from one single source. Revenues in this
business area are generated when the
which the company sets up. The revenue model comprises an initial payment for
the implementation of the shop (on average EUR 0.05m) combined with a recurring
small monthly fee and sales based bonus payments. Depending on the products
offering and sales power of the shop Intershop charges fees around 4% to 6%.
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Covering the entire value ¢ hain of e -commerce
CLIENT
: Product : o :
Marketing Production Distribution Accounting
Management
INTERSHOP s Full Service E -Commerce offering
Online Content Fulfillment Payment & Technical
Marketing Production Accounting Operation
ARG Call Center
Development
E-Commerce & CRM System
Source: Intershop Communications AG, CBS Research AG
As e-commerce outsourcing partner, Intershop is not only responsible for the Positioning as an
technical implementation of the shop, but also for procurement and logistic as well outsourcing partner

as the online presentation of the products to the customers. Moreover it realizes
online marketing campaigns for its customers and carries out after-sales services
as well as claim management and customer care duties. With an international
network of strategic business and technology partners (e.g. Fiege PVS for
procurement and logistics, Heiler software for PIM or PayPal for online payment
etc), the company is able to operate as a one-stop shop e-commerce service
provider. In the future, Intershop intends to expand its offering by adding further
elements of the e-commerce value chain to its business activities (e.g. electronic
payment, e-commerce or online marketing technologies).

Full -Service E -Commerce

[ ]
INTERSHOP
S retekurs Group
©eCircle m@‘m KSV1870 WBURGEL FULFILLMENT SOLUTIDNS @F'WE,?UEO.WM
Wissen intelligent umsetzen. ~ -

Businesdntelligence

Online-Marketing Online- Customer Claim
Shop Support management

Warehousing//\’ Distribution
d

Source: Intershop Communications AG, CBS Research AG

Intershop has implemented its first full-Service E-commerce project for the Austrian Expertise transformed
luxury brand Wolford in May 2006 where the company could generate significant into new projects
know-how. Since then, the company was able to acquire new clients. In the first

half of 2009, the company gained with the international fashion brand Mexx a major

customer in this business segment. In 2008, it worked together with its partner

Fiege PVS on a full makeover of the online business Mexx. Under the revenue-

based billing model that is typical for its full-service business, Intershop will receive

a s har e soefenudsvia itstonline shops.
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Growth Strategy

Intershop Communications AG is transitioning from a pure software vendor to an
integrated e-commerce service provider. Consequently the company will
increasingly offer, in cooperation with external partners, the entire range of e-
commerce solutions from procurement to the delivery of goods to the shop as well
as invoicing and after-sales support. Thus Intershop aims for a higher vertical
integration in the e-commerce value-added chain in order to position itself
increasingly as a full service e-commerce service provider.

Enable the shop manager

Today e-commerce is much more than providing only the technological platform for
a web-shop. In order to run a successful web shop, a shop manager needs
expertise in several business areas such as IT, business, retail, sales, marketing,
or logistics. In order to respond to its clients changing business environment
Intershop is increasingly adding tools and services to its business offering that
enable an efficient and successful web shop management (enabling the shop
manager). Thus, Intershop will increasingly aligning its business activities along its
c u st o meoninerce dusiness processes rather than providing only the e-
commerce IT platform. This will enable Intershop to exploit growth potentials within
e-commerce market far beyond pure software implementation.

@ Close Brothers Seydier
Research AG

Transformation to an
integrated e -commerce
service provider

Enabling the shop
manager

Strategic Factors for e -commerce

Corporate Identity Marketing budget Products Product mix Collections

Revenue Market segments Pricing Licensing

Brand value Cognition RS Return reasons

Strategy

Target group Basic / trend products

Process flexibility ct !
hannels

Capacity Lead time Loyalty Program

Countries
v
Payments

Service quality Print

Debt collection e
ebt collectio Subsidiaries

Cares Strategic Key Factors

for Successin

E-Commerce Call Center

360 views

Catwalk videos Languages

Web 2.0
ePayment

Recommendations Delivery times

Virtual fitting room Payment

Return time

Usability tests
Scalability Abandoned baskets

Call Center complaints

Mobile Personalization

Maintenance Stability Navigation

Interfaces Features

Customer retention
Performance

Publishing lead time Conversion rate

Affiliate program

Pick & ship lead time

Product groups

Newsletter

Sponsoring

Refunds

Self-services

Source: CBS Research AG

In the past, Intershop was only providing the technical platform to its clients, without
directly participating on the economic success of the shop which the company had
originally set up. With its full-service e-commerce strategy Intershop is now able to
participate directly in the commercial success of its customers online shops
(revenues dependant on sales generated by the shop). This will put Intershop in the
position to expand business beyond pure software installation and participate on
different growth areas of its underlying market of e-commerce.

Stronger participation
ongrowthine -
commerce
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Vertical integration a s a key driver

By adding Online Marketing and Full-Service E-Commerce to its business activities
Intershop has already taken the first steps in implementing its strategy of an
integrated e-commerce service provider. In cooperation with partners, the company
can already cover all the relevant aspects of the e-commerce process chain from
procurement to marketing and warehousing as well as distribution. To achieve a
higher vertical integration, as part of its new strategy, Intershop will align its future

software developments to a stronmremercalegr ee

process chain. In the future the company’s Enfinity Suite 6 platform will offer more
advanced technological enhancements including standard interfaces to additional
third-party systems (e.g. payment and fulfilment systems) and expanded marketing
and sales functionalities. This can be either carried out by means of internal
development or purchasing of technologies as happened during the first quarter
with the acquisition of the software company The Bakery.

Having achieved a higher integration on the product side, Intershop will push ahead
with its service business. The company aims for a service approach that is aligned
along the customer’s value chain and primarily focuses on the commercial success
of the implemented online shops. This will be flanked by supportive activities such
as a Call Center that coordinates the business processes between Intershop and
its customers as well as partners. A further strategic element is a stronger
integration of the existing software platform by online marketing and full service e-
commerce components.

Along with the acquisition of new customers, Intershop plans to monetize on cross
selling potentials within its broad installation basis by providing Online Marketing
and full service e-commerce. This will continue to stabilise Intershop’s business
model as it will become more diversified. While the online marketing business is
continuing to grow in Full-Service E-Commerce segment the company’s short-term
priority is to achieve break-even as soon as possible. However, from mid-term
perspective Intershop intends to explore the full potentials related to outsourcing of
e-commerce activities to larger companies and SME’s.

Apart from cross selling potentials within existing installation basis, a higher vertical
integration along the e-commerce value chain will enable Intershop to attract new
customers. Particularly multinational companies are increasingly seeking
outsourcing possibilities for their online business activities. Intershop as a
pioneering e-commerce software vendor should be able to leverage its
longstanding expertise and attract new customers.

Although Intershop is striving for a higher revenue diversification software and
related services will continue to be the company’s backbone and cash cow in the
future. Thus Intershop’s commercial success in other business segments will highly
depend on its capability to deliver compelling software solutions that adopt most
up-to-date market trends. Nevertheless new business areas will show higher
growth and will develop to become Intershop’s future stars.
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Inter esting mix of cash cows and future stars

Cash -Cows Future -Stars

—

In our view, Intershop’s strategy of an integrated e-commerce service provider
sounds reasonable as the company can leverage its expertise of delivering more
than 15 years e-commerce software to various industries. Moreover, the company
can leverage its existing software installation base and benefit from synergies and
cross selling potentials since it can exploit online marketing and e-commerce
outsourcing potentials within the existing customer base. Moreover, a higher
vertical integration along the e-commerce value chain will attract new customers,
particularly large caps that are seeking outsourcing possibilities for their online
business activities. Although, Intershop’s strategic approach sounds promising the
company still needs to prove that it can deliver substantial top line growth and
superior margins with the ongoing strategy.

GSI Commerce partnership: OA milestone

On 15 April 2010 Intershop entered into a strategic agreement with GSI Commerce
a leading e-commerce service provider (B2C) with broad customer base and
revenues of USD 1.0bn. Under the agreement Intershop will licence its Enfinity Suit
6 software to GSI Commerce allowing the company to incorporate Intershop
products into its on-demand/SaaS e-commerce offerings. From this transaction
Intershop expects revenues in the middle seven-digit Euro range over the next 5
years based on both software licensing and service contract.

As part of the partnership, Intershop has granted GSI exclusive reseller rights for its
software products in the Americas and non-exclusive rights on a global basis. The
reselling agreement implies significant revenue potential in the mid-term since GSI

is among the worl dbds | ar g-eomierce soltionsdvehr s

global sales and distribution networks. This will provide Intershop with a much
broader access to customers and enable a stronger geographic presence.

After an initial phase in which GSI's sales force will need to be trained on
Intershop’s products we expect first revenues (licensing plus consulting and
maintenance revenues) from the reselling agreement to take place towards the end
of FY2010E. Considering GSI’s global sales power we think the real potential of the
GSiI partnership lies in the reselling agreement which we consider to be a milestone
in Intershop’s history. From the partnership with GSI Intershop expects a revenue
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- @ Close Brothers

contribution of at least EUR 3m in the ongoing fiscal year with significant upside
potential in ensuing fiscal years due to the reselling agreement.

Customer and sales channels

The companyEs current customer base compiwdsalessharhesven Apl ati
300 Akey accountso. For customers with a revenue base ex¢
euro, referred to as APl ati numd <customer s, Intershop has i mplemente
sales channel with own sales force. For other clients with revenues below one

million euro (key accounts) the distribution and sales activities are carried out by

external partners. The company distinguishes between implementation partners,

solutions partners and technology partners. However, the company’s objective is to

develop key accounts to future platinum customers. Therefore, Intershop is highly

interested in its custo me r s & tedmosnocgess in e-commerce segment (higher

shop revenues mean higher revenues in Full-Service E-Commerce) by supporting

all processes across their e-business initiatives. Nevertheless, the company’s main

focus remains the acquisition of large customers offering sufficient potentials for e-

commerce outsourcing.

Sales organisation

Direct sales

A Own sales representatives
Platinum A B2B and B2C

Accounts

A Key Account Managers (KAM)
A Technical Account Managers (TAM)

A Management Sponsors

APlatinum Account Planners (PAP)

Development to platinium customers

=

Indirect sales approach

Key Accounts A Distribution via:

(approx.300) A Implementation Partners (IIP)
A Solution Partner (ISP)
A Technology Partners (ITP)

A Partner Account Manager (PAM)

A Target Account Selling (TAS)

In the future, Intershop intends to acquire at least two platinum customers per Objective: Acquisition
annum. We consider the company’s intension to focus more strongly on business of 2 Platinum
with major customers as promising since large caps offer opportunities beyond customers per annum

pure software implementation. Along with higher consulting and training they also
provide business opportunities for e-commerce outsourcing and online marketing.
The company aims to acquire additional major customers in Europe and Asia-
Pacific region by implementing special marketing and sales activities tailored to the
needs of this target group.
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Market environment

Since the mid-1990s, the global e-commerce business has been expanding rapidly
with several trillion dollars are being exchanged annually over the web. The Rapid
growth in internet usage in the US, Europe and Asia/Pacific regions was one of the
main catalysts for the growing popularity of e-commerce as an additional sales
channel. According to Internet World Stats 1.8bn or 26.6% of the world population
was using the internet in 2009 with North America and Europe achieving the
highest penetration rates while BRIC countries showing the highest growth. Going
forward Forrester Research estimates 2.2bn Internet users worldwide by 2013
(Source: Forrester Research, Global Online Population Forecast).

Global internet usa geinm
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Growing availability of broadband internet, improved safety measures for online
transactions and increasing popularity of mobile internet are expected to further fuel
the growth of e-commerce industry which has meanwhile evolved to a key factor in
today’s economoy. As a pioneer in e-Commerce Intershop provides software
platform for B2B (Business-to-Business), B2C (Business-to-Commerce) and C2C
(Consumer-to-Consumer).

rket

Global e -commerce ma

According to Bundesministerium fir Wirtschaft und Technologie (Federal Ministry
of Economics and Technology), the world e-commerce industry had been growing
with annual average growth rate of 37% from 2003 to 2008. In 2008 the global e-
commerce sales volume totalled EUR 7.4 trillion. With a market size of EUR 6.7
trillion the B2B market is representing by far the largest segment. From geographic
perspective US is considered to be the world leader with the market share of 38%
and total volume of EUR 2.8 trillion as of 2008.

Global e -commerce sales development in EUR bn
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Today one of the fastest growing segments of the overall e-commerce market is the
B2B (Business-to-Business) segment, which does not only require enormous
investments, but also necessitates change in business practices and culture.
Usually market researchers have a much broader definition of the B2B market
which also comprises the market of the traditional enterprise software solutions.
Compared to most of the enterprise software players Intershop is a pure e-
commerce player and has therefore a much narrower business focus. Thus we will
focus on the in our market section on B2C although Intershop is providing B2B as
well.

With worldwide retailers focusing on benefiting from an expanding online user
base, B2C (Business-to-Commerce) market is expected to generate higher sales.
Convenience of purchase, ease of delivery, and lower costs are major factors
attracting consumers to various online shopping sites. Thus the e-commerce
business benefits twofold: Firstly, growing number of shoppers that adapt to online
shopping for the first time and secondly, increasing frequency of online shopping by
more experienced online shoppers. Thus JP Morgan expects the e-commerce
market (ex travel) to grow at a CAGR of 20.3% through 2012E.

Development of e -commerce market (ex. Travel)
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Currently, Europe and US are the largest e-commerce markets which however are
expected to slowdown in terms of growth over the next years (Europe: CAGR of
19% and US 11% through 2012E). The fastest growth is currently coming from
Asian countries which are predicted to grow at a CAGR of 28.8% through 2012
(Source: JP Morgan).

European e -commerce market

The European e-commerce consists of a number of distinct markets, each with its
own particularities and defining characteristics. Therefore, the stage of e-commerce
development in European countries varies among the different regions. In Western
European countries such as Germany or UK show a high level of online shopping
experience while Eastern Europe is still lagging behind. Nevertheless the growth in
Eastern Europe has been stronger over the last year which is expected to be the
main growth driver in Europe in upcoming years as well. JP Morgan expects the
European e-commerce market to return double digit growth and forecast for 2010 a
yly growth of 25.9% to USD 237.3bn.
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European e -commerce market (ex. Travel)

Today Germany is still the number one in West European e-commerce industry
followed by UK. However, the German market share tends to shrink as the Eastern
European countries, where e-commerce industry is still on the initial stages of
development, grow with an increasing intensity. Thus, Germany market share in e-
commerce Industry amounted to 31% in 2008, whereas in 2006 the share totalled
to 35%.

Market drivers in e -commerce industry

Overall the eCommerce is expected to benefit from several drivers, some region-
specific and some general. Of primary importance among these is the growing
adoption of broadband, which is much more conducive to eCommerce growth than
slower forms of internet access. Additionally, the struggles of traditional retailers
during the recent economic slowdown will be a further catalyst for eCommerce.
Below we summerized some of the key drivers for the e-commerce industry:

e Growth of internet use: The growing penetration of broadband and the
increasing degree of trust in the internet result in the growth of the use of
Internet (both in terms of numbers of users and user intensity)

o Digital convergence: Nowadays the newly developed digital devices are
designed to communicate with each other. This expands the ability to get
internet access, which contribute the development of e-commerce industry

e Secure payment mechanisms: Security of online transactions has been a
major obstacle to the growth of the e-commerce. However, with the
development of secure payment interface being provided by the websites, the
internet users are fast overcoming their apprehensions

e Ubiquity: T o d a y-dbmmerce is available to anyone, anywhere, in the world.
e-commerce ties together merchants, the industrial sector, the service sector,
and the content provider using text, multimedia, video, and other technologies

e e-commerce as a part of company strategies: Typical company strategy
implies the expansion of markets for existing products and services, the
enhancement of coordination with customers and suppliers, improvement
delivery options, entering new markets and reduction of costs. e-commerce
partly allows to fulfill these targets

Given the above-mentioned drivers, the potential of e-commerce market is not
being exploited fully, therefore it is forecasted that in the short and medium term the
e-commerce industry should continue its growth, however, with slowing intensity.
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