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CUSTOMER CASE STUDY

Knowledge Management Company Learns How to Simplify the Audit Process

Technology Enables Finance Department to Focus on Financial Growth
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KEY BENEFITS

—> Stop using multiple, error-
prone spreadsheets for equity
administration and reporting.

—> Automate option expensing
and guarantee 100% accuracy
and confidence.

- Go from hours to minutes for
complex calculations and
reports.

—> Reduce audit and legal fees by
using a standardized system.

—> Share information and reports
more easily with all
stakeholders.

CFOs and stock plan administrators are quickly learning that traditional ways of
doing business are no longer acceptable given the higher levels of scrutiny from
auditors and the need to comply with the new stock option expensing require-
ments under FAS 123R. As a result, organizations can no longer rely on error-prone,
manual spreadsheets — something that until recently was the most often used
method for tracking stock option information. Today, companies are seeking to
implement automated FAS 123R solutions capable of simplifying the process while
providing critical information faster and with greater accuracy and accountability.
Consequently, financial executives are requiring that systems enable all partici-
pants to rely on the same set of consolidated records and be capable of combining
stock plan administration, stock option expensing, and corporate governance
management. Such was the case at OutStart, Inc.

THE CHALLENGE: GAIN BETTER CONTROL AND INCREASE EFFICIENCY

Financial executives at OutStart, a knowledge management and e-learning
software provider with a broad-based employee stock option plan, knew they
didn't have a system that was capable of managing their growing stock option plan.
For many years, OutStart used one of the nation’s leading law firms to administer its
stock option plan. Initially the process worked well, primarily because the plan was
not that complex. However, over time, the number of participants grew, as did the
number of spreadsheets required to manage the information. Consequently, the
number of executive hours spent reconciling the law firm’s reports with the
company’s spreadsheets also increased.

“We really had two systems in place,” said Rob Lubash, V.P, Corporate Controller at
OutStart. “ We had to verify the accuracy of their documents, then compare and
verify the accuracy of our documents with the source information. Not only was this
an expensive way to track options, it was not the best use of our time”

Because Lubash did not have central control of the entire process, it became a
time-consuming effort to compare records, double-check formulas, and confirm
dates. As an example of how the hours - and legal fees - could add up, Lubash
explained that before a board meeting, he would put together the list of proposed
option grants. At that point, the list could be modified by either the President or
CFO. Then, the lawyers would prepare their paperwork for the board based on
whichever version they received. After the board meeting, Lubash would have to
research and confirm whether the numbers had in fact changed during any step in
the process in order to develop his numbers for financial reporting purposes.

“We looked at the process cost-wise and found a compelling argument for moving
our entire stock plan administration work in-house,” he explained.

ZWD VSVIEE CALL: (800) 223-8900 EMAIL: sales@twostep.com WEB: www.twostep.com



CorporateF®cus

Insight. From Start-up to Exit

CUSTOMER CASE STUDY

THE HIGHEST STANDARD
FOR EQUITY REPORTING

— Corporate Focus has been

delivering efficiency, accuracy
and peace of mind since 1995.

Trusted for tracking owner-
ship information for more
companies than any other
solution.

Secure, online capitalization
tables, option expensing and
equity reporting means
greater productivity and less
risk.

No software to install. SAS 70
Type Il certified, enterprise
class hosting facility.

THE SOLUTION: SHIFT TO COST-EFFECTIVE, COMPREHENSIVE REPORTING

Because there were so many people in the process, Lubash was concerned about the
potential for inaccuracy which he long ago learned stems from the very nature of
using spreadsheets. This issue, coupled with the expense of using a large law firm to
administer a relatively straight-forward stock option program, prompted OutStart to
look for a new solution that they could administer themselves.

“Instead of reconciling two sets of books, we wanted one system and one source of
information that would give us a greater comfort level and would satisfy our auditors,’
he said. “More specifically, the solution needed to be reasonably priced, have a fast
initial start-up, and include the highest levels of support and training.”

OutStart evaluated Corporate Focus™ from Two Step Software, Inc,, a stock plan
administration system that connects stock option records to the supporting corpo-
rate governance documents, and quickly determined it satisfied their requirements.
In fact, at the time they began their search, they knew they would be facing their first
audit under the new FAS 123R stock option valuation and expensing requirements
and wanted the solution to simplify compliance with FAS 123R.

“Corporate Focus had all the functionality we needed and the other solutions we
considered were cost-prohibitive,” said Lubash.” Moreover, having a hosted system is
a big benefit for us because | can get secure access to the information even when |
work remotely.”

THE RESULTS: GREATER COMFORT, BETTER CONTROL, FASTER ACCESS

Faster Response Results in an Easier Audit

The company’s first audit after deploying Corporate Focus went very well. Further-
more, since all the data is tracked in a single application, it can also be used to create
the footnotes for the financial statements. At OutStart, Corporate Focus was used to
calculate the grant date valutions as well as the Corporate compensation expense
numbers for the income statement. Once reported, the auditors reviewed and
verified the numbers and were satisfied with OutStart’s data management, expense
amortization, and option reporting.

In addition, as part of their ‘Big Four’ accounting firm's review, the company’s
auditors examined the source documents for selected transactions. In the past,
Lubash would have spent a great deal of time collecting the back-up documents for
specific transactions, such as option agreements, board minutes, or employee
termination notices. Now, he just uploads all the supporting documents into
Corporate Focus and knows they're always available in one central location in case
they’re needed down the road.
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ABOUT OUTSTART

OutStart software powers formal
and on-demand knowledge
sharing and learning solutions that
enable knowledge workers — such
as sales and marketing profession-
als, partners and customers - to
perform their roles far more
efficiently and effectively. Major
organizations rely on OutStart to
increase individual and organiza-
tional performance, improve
knowledge transfer, and lower
operating costs.

CUSTOMER CASE STUDY

Option Holders Grade the Company Higher Due to Its Instant Answers

Since adopting Corporate Focus, the company no longer needs to spend hours to
find the right spreadsheet, check the formulas for accuracy, or confirm that the
dates are accurate. “Now, when we get calls from employees who are interested in
exercising their options and need to know how many shares are vested on a certain
date, | have instant access to that kind of information,” Lubash said. “l just go into the
system, put in the date, and generate the report. That was at least a 20- minute
process before. Now, it just takes minutes.”

With respect to his quarterly board meetings, Lubash simply scans the board
minutes into Corporate Focus. As a result, there’s no wasted time looking through
different versions of spreadsheets, finding the right one, and making sure it was
updated with the most recent changes. “We know the numbers are accurate and
timely because there’s only one source of information,” said Lubash. “In fact, in just
about an hour’s time, all our reports are up-to-date.”

Company Calculates Better Control and Cost Savings

From a business standpoint, OutStart has realized cost savings and significant
improvments in administrative controls since automating their stock option
functions. “Corporate Focus has reduced much of the administrative burden result-
ing in real process improvements and bottom-line savings,” explained Lubash.
“Since we're spending less time reconciling the numbers, we can get answers to our
investors faster.”

By taking back the option tracking work from their law firm, the company has
realized a cost savings of several thousand dollars a year. More specifically, incurring
the legal fees of a large, international law firm for tracking options no longer made
sense for the company which had previously spent about $1,000 per month in stock
option administration related fees. Leveraging Corporate Focus, OutStart has
dramatically reduced its legal fees for stock option related tasks which has already
saved the company about $7,000 per year.

CONCLUSION

At OutStart, automating the stock plan administration has had greater benefits than
just those that show up in the bottom line.“Since we brought our stock plan adminis-
tration in-house, not only have we saved time and money, we now have better
control, more timely reporting capabilities, and faster access to our information.” More
importantly, Lubash can now focus his attention back on more strategic tasks like the
financial growth of the business.
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