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FINANCIAL SUMMARY
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On the first day of trading, the stock price closed at
DM 240.00, which was an increase of 140% in com-
100 parison to the issue price. Despite the instability of
the market at times, the INTERSHOP stock remai-
ned on a high level, clearly surpassing the initial
0 offering price.
| 16.07.1998 30.10.1998 |
DM in thousands ]an-Sele 9 9 8 Ian.-Sept.I 9 9 7 Change in %
Revenues 5.366 17.343 323
Gross margin 1.086 14.519 1.337
Operating loss - 7.320 - 21.111 288
Net loss - 6.947 - 19.521 281
Cash flow from operating activities 11.986 - 42.594 - 355
Investments 1.756 2.510 143
Cash and cash equivalents 16.272 56.699 348
Shareholders equity - 7.445 72.368 -
Total assets 23.104 71.628 310
Employees as of Sept. 30 185 150 81

MARKETS

The market for electronic commerce products continued its dy-
namic expansion throughout the first nine months of 1998. A
trend in the direction of mass-market business also became evi-
dent during this period, especially in the USA. But demand for
electronic commerce products increased substantially also in Eur-
ope. More and more companies — and to an increasing extent
medium-sized operations — are now availing themselves of the ad-
vantages of electronic commerce — decreased sales and adminis-
trative expenses, faster business processing and increased market
size — to improve sales performance and hone their competitive
edge. The trend toward Internet-based transactions is supported
by frequent reports on marketing success stories in connection
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with the Internet and the possibility of fast return on investment.
The increasing popularity of the Internet is also generating addi-
tional demand. According to Nielsen Media Research, the first six
months of 1998 saw the number of Internet shoppers jump 100%
to over 20 million from the comparable figure a year earlier.
Electronic commerce is becoming more and more popular, and
this is reflected in the continued increase in demand for standard
software products. The same applies to the hosting market, ren-
ting online shops from telecommunications firms and Internet
service providers.

COMPANY

Throughout the first nine months of the year, INTERSHOP
Communications continued to consistently pursue its growth-orien-
ted corporate strategy and was able to reinforce its position of lea-
dership as the world’s largest provider of standard electronic com-
merce software. INTERSHOPs listing on Frankfurt’s Neuer Markt
stock exchange represented the highlight of the past quarter for
the company. Before, INTERSHOP’s entities were put under a
German-based holding company. The company’s stock market
debut was accompanied by strong interest on the part of the media
and investors in both Germany and abroad, and a total of 2,339,100
shares were issued at an initial offering price of DM 100.00 per
share.




PRODUCTS

The launch of a new product family, INTERSHOP 3, in the spring
of the year marked another major milestone for the company.
This new generation was received very positively by the market
and, like its predecessors, was rated as the best electronic com-
merce solution available by well-known professional publications.
Numerous new developments ensure seamless integration of
INTERSHOP 3 products into leading procurement, transaction
and payment systems. At the same time, INTERSHOP introduced
the INTERSHOP Enterprise Edition, a high-end for big corpora-
tions, and the INTERSHOP Hosting ePages cartridge, a hosting
solution that enables ISPs and telcos to mass-deploy eCommerce
solution to small and medium-sized businesses. As a result of
these new product offerings, the Company now covers all signi-
ficant segments of the market.

SALES

The market’s rapid acceptance of INTERSHOP’s next generation
products was facilitated by the expansion of the Company’s stra-
tegic alliances with companies such as Sun Microsystems and
Silicon Graphics, leading server companies, and Oracle, the world’s
leading database provider. At the same time, an "Independent
Software Vendor” program was launched to intensify cooperation
with vendors of complementary software at the technological level.
New sales subsidiaries were created in the USA, Melbourne, Syd-
ney, Toronto and Sao Paulo to reinforce the international presen-
ce. On the other hand, plans to expand in the Asian markets were
temporarily delayed due to the present unfavorable economic situ-
ation. Instead, INTERSHOP will focus its resources on the USA
and Europe, the largest markets at the present time. In addition to
direct sales, activities in the area of indirect sales will be substanti-
ally intensified through further cooperative ventures with leading
systems integrators and consulting firms. At the end of September
1998, the number of INTERSHOP employees was up to 335 from
the comparable figure of 185 a year earlier.
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As a German corporation, INTERSHOP’s financial results will now
be reported in DM. All prior period amounts have also been re-
stated and are now reported in DM. Sales performance continued
to remain dynamic, which reflected the technological leadership
of the new generation of products and increasing awareness of
INTERSHOP in the marketplace. Sales for the first nine months of
the year were up DM 17.3 million or 323% over the comparable
figure for 1997 to DM 22.7 million. This increase was due both to
additional orders from existing customers as well as orders from new
customers. In the area of hosting solutions in particular, INTER-
SHOP was able to add a large number of telecoms and Internet ser-
vice providers to its list of customers and thereby reinforce its pos-
ition of leadership in this segment of the market. The company’s
largest customer was again Deutsche Telekom, which accounted for
28% of total sales for the nine months ended September 30, 1998.
The European market accounted for sales of 37% of the total and
the USA for 35% respectively. The increase in US revenue as a per-
centage of the company’s total revenue (US revenue represented
23% of the consolidated total for the same period in 1997) demon-
strated that INTERSHOP was able to substantially reinforce its
position in the world’s most important — and most competitive —
market for electronic commerce software. On the whole, software
licenses accounted for DM 13.6 million or 60.1% of total sales,
services for DM 8.7 million or 38.3% and other activities for DM
400,000 or 1.6%.

EMPLOYEES



OPERATING EXPENSES

During the nine months ended September 30, 1998, INTERSHOP
continued to pursue its strategy of consolidating its position in its
rapidly expanding market as quickly as possible through concen-
trated investment in product development, marketing and sales. As a
result, operating expenses were up DM 38.5 or 303% to DM 51.1
million. The cost of sales was up 66% to DM 7.1 million, which in-
crease was substantially lower than that of sales. As a result, gross
margin for the first three quarters of the year were up DM 14.5
million or 1,337% to DM 15.6 million, which represented 69% of
sales as compared with the comparable figure of 20% a year earlier.
Research and development expense went from DM 900,000 in 1997
to DM 5.0 million. Reinforcement of marketing and sales activities
resulted in expense in the amount of DM 24.8 million as compa-
red with the 1997 figure of DM 4.1 million, and general adminis-
trative expense was up DM 6.4 million (186%) to DM 9.8 million.
This increase resulted essentially from expansion of the internation-
al organization, which included the creation of new sales subsidia-
ries, the introduction of global IT systems, and the reorganization
of our corporate structure. In addition, the above figure reflects
legal settlement costs of DM 3.6 million incurred prior to the IPO.

EARNING

Operating loss for the first nine months of the year, including the
above-mentioned legal settlement costs, was DM 28.4 million as
compared with the 1997 figure of DM 7.3 million, or DM 24.8 if
adjusted to eliminate the effect of this item. In this context, it is
worth pointing out that operating results improved substantially
in the third quarter due to the fact that corporate resources are now
adequate in many areas. Other expense and income for the period
under review came to DM 2.0 for the first nine months as compa-
red with DM 400,000 a year ago, which resulted in a net loss of
DM 26.5 million for the period from January through September
1998 as compared with a loss of DM 6.9 million for the first three
quarters of the past year.



CASH FLOW/INVESTMENT

Cash flow from operating activities came to DM —30.6 million in the
first nine months of 1998 as compared with DM 12.0 million for the
comparable 1997 period. Investments for the first three quarters
came to DM 4.3 million as compared with DM 1.8 million a year
ago. The difference between the increase in capitalization and repay-
ment of outstanding debt yielded a cash flow from financing activi-
ties in the amount of DM 98.0 million from financial activities as
compared with DM 5.6 million for 1997. As of Sept. 31, cash and
cash equivalents represented DM 73.0 million.

OUTLOOK

Management is of the opinion that the strong upward momen-
tum in sales will continue throughout the remaining three
months of the year and expects to achieve its sales target of
DM 34 million for the year. On the other hand, the cost curve
started to flatten out in the third quarter of the year, and it is
expected that this trend will also continue, which will result in
further improvement in operating results. Management conti-
nues to expect the company to reach the break-even point by
late 1999. The one-time extraordinary expense resulting from
the legal settlement in the amount of DM 3.6 million will have
an effect upon overall operating results for 1998. On the other
hand, a 7.4 million one-time income is expected for the fourth
quarter and will be booked to the capital reserves.
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AmsinckstrafSe 57 - 20097 Hamburg - Germany
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Consolidated Statements of Operations

DM in thousands

Jan.-Sept. | 9 9 8 Jan.-Sept. | 9 9 7

REVENUES
Licences
Services
Other revenues
Total revenues
OPERATING EXPENSES
Cost of revenues
Research and development
Sales and marketing
General and administrative
Legal settlement costs
Total operating expenses
OPERATING LOSS

OTHER INCOME (EXPENSE)
Interest income
Interest expense
Other
Total other income (expense)

NET LOSS
ACCRETION OF REDEEMABLE PREFERRED STOCK
NET LOSS ATTRIBUTABLE TO COMMON SHAREHOLDERS

Consolidated Statements of Cash Flows
DM in thousands Jan.-Sept. I 9 9 8 Jan.-Sept. I 9 9 7

CASH-FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to cash provided
by (used in) operating activities
Depreciation
Provision for doubtful accounts
Software royalty expense
Warrenty expense
Gain on equipment disposal
Accounts receivable
Prepaid expenses and deposits
Other assets
Accounts payable
Deferred revenue
Accrued expenses and other liabilities
Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of equipment, net of capital leases
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale of preferred stock
Proceeds from sale of common stock
Proceeds from debt issuance
Repayments of indebtedness
Net cash provided by (used in) financing activities
Effect of change in exchange rates on cash
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period




