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Share Performance

INTERSHOP Communications AG (SIN 622700) ranked among the top performers
on the Neuer Markt for the first six months of 1999. The Company’s shares ended
the second quarter at € 248 from € 127 at the beginning of the year, which represent-

ed an increase of 95% (Nemax 50 plus 16%). The encouraging performance of the

Company, new reports on the Company’s activities by banks and intensive investor
relations activities combined to generate increased investor interest in INTERSHOP
shares. On July 1, 1999, INTERSHOP was included in the Nemax 50 Index, which
consists of the 50 leading stocks on the Neuer Markt.

FINANCIAL SUMMARY (us-GaaP)

in thousands, except per Jan.-June 1999 Jan.-June |998
share and employee data € €

Revenues 16,469 7,048 134
Gross margin 11,818 4,917 140
Operating loss (8,551) (10,478) (18)
Net loss (7,667) (10,3006) (26)
Net loss per share (basic and diluted) (0.40) (1.58) (75)
Cash flow from operating activities (18,896) (9,199) 51
Cash flow from investing activities (2,920) (1,307) 123
Cash and cash equivalents 21,302 59 36,176
Shareholders equity 28,763 (7,741) —
Total assets 42,075 9,040 365
Employees as of June 30 442 316 40

MARKET

e-Commerce Continues To Grow

In first half of 1999, e-commerce, which involves the use of the
Internet to conduct business, continued to expand. According to
ActivMedia Research, leading e-business Web sites reported an-
nual growth rates of 1,000% over 1998 and total sales were up
US $100 million. As a result of this strong growth, demand for
standard software solutions that allow companies to market their
products and services through the Internet likewise increased
during the period. As one example Strato AG, only two months
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after the company launched its e-commerce service in March,
1999, which uses INTERSHOP hosting technology, had more than
5,600 stores online with 100,000 products and had generated reve-
nues in access of € 2 million.

Market Leadership Reinforced

A leading global provider of standard software for sell-side
e-commerce applications, INTERSHOP continued to increase its
lead over competitors in the first six months of the current year.
Market research reports appearing in the spring had already docu-
mented INTERSHOP’s position of leadership in the market for
e-commerce software in 1998. Dataquest, for example, called
INTERSHOP the fastest growing provider in the industry, and IDC
reported that INTERSHOP had more stores online than any
other provider. By the end of June, the number of stores doing
business with INTERSHOP technology had climbed to over 40,000.

New Locations in Stockholm and New York

In March 1999, INTERSHOP created a subsidiary and office in
Stockholm, Sweden, IS Nordic AB, to establish a more effective
presence in Scandinavia, one of Europe’s most important markets.
The Fountainhead Management, Inc., a company headquartered
in Melville, New York, was acquired in February, 1999 and be-
came the primary INTERSHOP location for the eastern United
States. INTERSHOP ended the first half of 1999 with 442 em-
ployees worldwide as compared to 316 at the end of the same
period one year ago.

Impressive Additions to List of Customers
INTERSHOP attracted considerable interest in its technology and
its products at CeBIT 99, the world’s largest showecase for infor-
mation technology held in Hannover, Germany. INTERSHOP
generated over 3,500 high-quality contacts at this major industry
event. In addition to follow-up business with present customers,
INTERSHOP added an impressive number of new customers in
the first six months of 1999. In the segment for hosted e-commerce
solutions, leading telcos and commerce service providers conti-
nued to opt for INTERSHOP solutions. In Europe, for example,
INTERSHOP received a contract from Retevisién, Spain’s largest
telephone company. Other new European customers in this seg-
ment included tesion, a German-Swiss Internet service provider,
Sonera, Finland’s largest telephone company, and Strato, a Teles
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subsidiary. INTERSHOP was also particularly successful in the

United States where new customers included AltaVista, which

operates one of the world’s leading search engines, and leading
Internet service providers Go2Net, Concentric and Mindspring.
In the second quarter, INTERSHOP also signed its first Chinese
Internet service provider, Sparkice. Follow-up business included
orders from Deutsche Telekom, France Telecom and Bell South.

In the segment for self-hosted online solutions, new INTER-
SHOP customers included numerous medium-sized companies
as well as major international corporations such as Hewlett-
Packard, Canon, NatWest, Robert Bosch, SGI, Siemens,
Lufthansa, Deutsche Bank. New customers also included
Coram Healthcare, a leading online marketer of pharmaceutical
products in the U.S., and Waterstone’s, the U.K.’s largest book
retailer offering over 1.2 million titles through the Internet.

INTERSHOP Becomes "mySAP.com" Partner

In May, INTERSHOP became a global partner for sell-side e-com-
merce applications in SAP's "mySAP.com” Internet marketplace
initiative. Integration with SAP’s R/3 ERP software reinforced
INTERSHOP’s technological and strategic alliance with the world’s
leading provider of business software. Cooperative ventures were
also entered into with other leading providers of hardware and
software such as Compaq, SGI, Tandata, Concentric Network and
CENIT. In addition, partnership agreements were signed with lea-
ding international IT consulting companies Cap Gemini and debis.

New Product Releases in the Pipeline

First-half technological highlights included the completion and
product release of INTERSHOP 4 as well as the continued devel-
opment of our next-generation technology. INTERSHOP 4,
which was successfully introduced in July 1999, features signifi-
cant functionality enhancements and greater operational conveni-
ence. The functionality of INTERSHOP’s products was expanded
through the integration of other systems, including OpenMar-
ket’s transaction solution, the Lotus Notes office system and
eProcure, a Softlution procurement system. In June, INTER-
SHOP technology was once again singled out as the best e-com-
merce software product on the market, this time by "PCDirekt",
a well-known computer magazine.



Y2 Compliance

All INTERSHOP products comply with the British Standards
Institution’s DISC PD2000-1:1998 Y2K rules relating to general
integrity, date integrity and explicit/implicit century mention.
With regard to internal Y2K preparations, a complete plan was
introduced in December, 1998 that calls for a team to carry out
various tests to verify systems and interfaces and implement ap-
propriate measures to handle occurrences of incompatibility. The
project team, which reports directly to the head of IT, has its own
budget and is assisted by an external consultant. This project is
scheduled for completion in the course of the current quarter.

Revenues up 134%

INTERSHOP continued to exhibit dynamic growth in the first
six months of 1999. Worldwide revenues were up 134% or € 9.4
million over the comparable 1998 figure to € 16.5 million. Second-
quarter performance was especially encouraging, with revenues
up 38% over the first quarter to € 9.6 million, which represents
an increase of 167 % over the comparable figures for the same
period a year earlier. First-half license revenues came to € 10.5
million or 64% of the total for an increase of 125% or € 5.8 mil-
lion over the comparable 1998 figure. The hosting segment gene-
rated the greater part of revenues. First-half revenues from servi-
ces were up 160% or € 3.4 million to € 5.6 million. One reason
for this exceptional increase was the acquisition of The Fountain-
head Management, Inc. in February of this year.

First-half European activities generated revenues of € 9.9 million
or 89% more than the comparable figure of € 4.6 million a year
earlier. The former figures include revenues of € 2.1 million from
business with Deutsche Telekom, which accounted for 13% of
total first-half revenues as compared with 26% for the same peri-
od last year. U.S. revenues outpaced European revenues by rising
258% or € 4.8 million from the 1998 first-half figure € 6.6 mil-
lion. A series of market analyses appearing in the spring singled
INTERSHOP out as an industry leader, and this combined with
intensification of our marketing activities to have a positive
impact upon our performance, especially in the second quarter,
when license revenues tripled. The percentage of total revenues
generated in the U.S.A. was up substantially to 40% from the
comparable figure of 26% a year earlier.
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CASH FLOWS

Expenses Remains Low

In order to build up and consolidate its position of leadership as
quickly as possible, INTERSHOP continued to pursue its corpor-
ate strategy of rapid expansion by investing heavily in product
development, marketing, sales and operations. Operating ex-
pense for the first half of 1999 was up 43% to € 25.0 million
from the comparable figure of € 17.5 million a year ago, but this
increase was relatively low compared with the increase in reve-
nues. The cost of revenues was up a relatively modest 118% to
€ 4.7 million. Gross profit increased by an impressive 140% or €
6.9 million to € 11.8 million, and the gross margin went from 70
% last year to 72%. The increase in other expense resulted pri-
marily from the addition of new personnel. Research and de-
velopment expense was up 81% to € 3.0 million, which reflected
the introduction of new products planned for the second half of
the year. Sales and marketing expense came to € 12.4 million,
which was 49% higher than the comparable 1998 figure. General
and administrative expense increased € 1.4 million to € 4.9 as a
result of new locations.

Operating Results Show Improvement

The operating loss for the first half of 1999 was down 18% or
€ 1.9 million from the comparable figure for the same period a
year ago to € 8.6 million. Other income and expense combined
to amount to € 0.9 million. This yielded a net loss of € 7.7 mil-
lion for the first six months of the year, which represented an
improvement of 26% or € 2.6 million over the comparable 1998
figure. As a result, the loss per share decreased to € 0.40 as com-
pared with € 1.58 for the first half of 1998.

Cash Flows

The net cash outflow for operating activities in the first half of
1999 came to € 13.9 million from the comparable outflow in
the amount of € 9.2 million for the same period a year ago.
This improvement resulted chiefly from an increase in earnings,
which was, however, offset by a corresponding increase in
accounts receivable. Net cash used in investing activities during
the first half of the year came to € 2.9 million as compared with
€ 1.3 million for first-half 1998. With net cash from financing
activities in the amount of € 1.6 million as compared with € 5.5
million for the previous year, net cash outflow came to € 12.9
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from year-end 1998. At the end of the first half, cash and cash
equivalents came to € 21.3 million or 51% of total assets. Total
shareholders’ equity came to € 28.8 million at June 30, 1999, as
compared with a negative €7.7 at the end of the same period
a year eatlier, and the equity ratio was 68%.

Introduction of new product technology

In order to continue to build up our position in the market, sub-
stantial investments continue to be made in product development
and marketing in the months to come. Initial versions of the new
INTERSHOP 4 release for the hosting product line were success-
fully introduced in July, and further versions will follow in the
near future. A recent advertising campaign in the U.S. has genera-
ted considerable additional interest in INTERSHOP and its prod-
ucts, and the introduction of new product technology for the
enterprise product is planned for the fall.

Management expects revenues to continue to increase and out-
pace expenses in the second half of the year as a result of encour-
aging first-half performance, which confirmed management’s pro-
jections, and business that is expected to materialize. On the
other hand, there is of course some uncertainty as to the ramifi-
cations of the Y2K problem in terms of the investment decisions
of potential customers. Although INTERSHOP remains convinced
that the Y2K transition will not have any effect upon its products
or sales, it is not possible to exclude the possibility that some
companies may become reluctant to install new software imme-
diately before the turn of the century.

INVESTOR RELATIONS EUROPE

INTERSHOP Communications AG, Dr. John H. Lange
Amsinckstralbe 57, D- 20097 Hamburg, Germany

Tel.: +49-40-23709-0 , Fax: +49-40-23709-111

E-mail: investorrelations@intershop.de, http://www.intershop.de

INVESTOR RELATIONS U.S.A.

INTERSHOP Communications Inc., Philip Oreste

600 Townsend Street, Suite 500 West

San Francisco, California 94103, U.S.A.

Tel.: +1-415-229-0100, Fax: +1-415-229-0555

E-mail: info@intershop.com, http://www.intershop.com




Condensed Consolidated Statement of Operations (Us-GAAP),

- in thousands €, except share and per share data ]an -]une |999 Jan -JUnE |998

REVENUES
Licences 10,515 4,684
Services 5,604 2,156
Other revenues 350 208
Total revenues 16,469 7,048
OPERATING EXPENSES
Cost of revenues 4,651 2,131
Research and development 2,979 1,647
Sales and marketing 12,447 8,376
General and administrative 4,943 3,506
Legal settlement costs 0 1,866
Total operating expenses 25,020 17,526
OTHER INCOME LOSS (8,551) (10,478)
OTHER INCOME (EXPENSE)
Interest income 289 28
Interest expense S) (114)
Other income 590 258
Total other income (expense) 884 172
NET LOSS (7,667) (10,306)
ACCRETION OF REDEEMABLE PREFERRED STOCK 0 (220)
NET LOSS ATTRIBUTABLE TO COMMON SHAREHOLDERS (7,667) (10,526)
NET LOSS PER SHARE ATTRIBUTABLE TO COMMON SHAREHOLDERS:
basic and diluted (0.40) (1.58)
WEIGHTED AVERAGE COMMON AND COMMON EQUIVALENT
SHARES OUTSTANDING: basic and diluted **adjusted for 1:3 split 8/99 19,365,650 6,679,470

Condensed Consolidated Statement of Cash-Flow (Us-GAAP),

‘fnmousands€ an.-June 1999 Jan.-June 1998

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss (7,667) (10,306)
Adjustments to reconcile net loss to cash provided
by (used in) operating activities:

Depreciation 1,098 239
Provision for doubtful accounts 784 229
Amortization of deferred compensation 159 0
Legal settlement costs 0 1,866
Gain on equipment disposal (1) (4)
Change in:
Restricted cash (15 0
Accounts receivable (5,080) (1,880)
Prepaid expenses and deposits 42 657)
Other assets (610) (80)
Accounts payable 371 (769)
Deferred revenue (1,088) (1,575)
Accrued expenses and other liabilities (1,748) 3,638
Net cash provided by (used in) operating activities (13,896) 9,199)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of Unaffiliated company (1,199) 0
Purchases of equipment, net of capital leases (1,721) (1,307)
Net cash used in investing activities (2,920) (1,307)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale of preferred stock 0 1,877
Proceeds from sale of common stock 2.054 2,867
Proceeds from debt issuance 945 1,051
Repayments of indebtedness (1,435) (294)
Net cash provided by (used in) financing activities 1,564 5,501
EFFECT OF CHANGE IN EXCHANGE RATES ON CASH 2,369 6
NET CHANGE IN CASH AND CASH EQUIVALENTS (12,883) (4,999)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 34,185 5,058

CASH AND CASH EQUIVALENTS, END OF PERIOD 21,302 59




