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Indicate by check mark whether the Registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act.)

Yes   ý     No   o
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PART I-FINANCIAL INFORMATION

Item 1.  FINANCIAL STATEMENTS

MANUGISTICS GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(in thousands)

November 30,
2004

February 29,
2004

ASSETS

CURRENT ASSETS:
Cash and cash equivalents $ 81,566 $ 138,984
Marketable securities 36,477 7,316

Total cash, cash equivalents and marketable securities 118,043 146,300
Account receivable, net of allowance for doubtful accounts of $7,833 and $4,395 at November
30, 2004 and February 29, 2004, respectively 37,716 55,575
Other current assets 13,264 11,924

Total current assets 169,023 213,799

NON-CURRENT ASSETS:
Property and equipment, net of accumulated depreciation 18,565 21,632
Software development costs, net of accumulated amortization 14,140 14,224
Long-term investments 14,127 8,999
Goodwill 185,749 185,501
Acquired technology, net of accumulated amortization 16,386 27,023
Customer relationships, net of accumulated amortization 10,997 15,984
Other intangibles and non-current assets, net of accumulated amortization 9,612 10,919

TOTAL ASSETS $ 438,599 $ 498,081

LIABILITIES AND STOCKHOLDERS� EQUITY

CURRENT LIABILITIES:
Accounts payable 7,932 10,368
Accrued compensation 4,344 6,180
Accrued exit and disposal obligations 6,735 5,112
Deferred revenue 31,051 43,748
Other current liabilities 20,445 22,857

Total current liabilities 70,507 88,265

NON-CURRENT LIABILITIES:
Convertible debt 175,500 175,500
Accrued exit and disposal obligations 9,243 14,393
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Long-term debt and capital leases 1,841 2,633
Other non-current liabilities 323 430

Total non-current liabilities 186,907 192,956

COMMITMENTS AND CONTINGENCIES (Note 4)

STOCKHOLDERS� EQUITY:
Preferred stock � �
Common stock, $.002 par value per share; 300,000 shares authorized; 83,542 and 81,973
issued and outstanding at November 30, 2004 and February 29, 2004, respectively 167 164
Additional paid-in capital 779,699 775,969
Deferred compensation (3,306) (1,410)
Accumulated other comprehensive income 4,218 3,615
Accumulated deficit (599,593) (561,478)

Total stockholders� equity 181,185 216,860

TOTAL LIABILITIES AND STOCKHOLDERS� EQUITY $ 438,599 $ 498,081

See accompanying notes to the Condensed Consolidated Financial Statements.
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MANUGISTICS GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(in thousands, except per share data)

Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003
REVENUE:
Software $ 6,664 $ 17,079 $ 28,143 $ 54,790
Support 20,666 22,195 63,383 64,749
Services 16,159 18,332 50,091 58,249
Reimbursed expenses 1,556 2,291 6,273 7,457

Total revenue 45,045 59,897 147,890 185,245

OPERATING EXPENSES:
Cost of revenue:
Cost of software 3,525 3,695 10,861 12,560
Amortization of acquired technology 3,546 3,546 10,638 10,664

Total cost of software 7,071 7,241 21,499 23,224

Cost of services and support 18,391 18,450 55,621 62,902
Cost of reimbursed expenses 1,556 2,291 6,273 7,457
Non-cash stock-option compensation expense for cost of
services and support � 183 75 780

Total cost of services and support 19,947 20,924 61,969 71,139

Sales and marketing 11,387 16,326 41,852 49,209
Non-cash stock-option compensation expense for sales and
marketing � 92 26 424

Total cost of sales and marketing 11,387 16,418 41,878 49,633

Product development 8,257 8,049 25,151 28,153
Non-cash stock-option compensation expense for product
development � 27 15 110

Total cost of product development 8,257 8,076 25,166 28,263

General and administrative 5,250 5,912 17,270 18,158
Non-cash stock-option compensation expense for general and
administrative � 92 52 292

Total cost of general and administrative 5,250 6,004 17,322 18,450

Amortization of intangibles 1,662 1,004 4,986 3,012
Exit and disposal activities 2,931 67 6,636 10,549

Total operating expenses 56,505 59,734 179,456 204,270

(LOSS) INCOME FROM OPERATIONS (11,460) 163 (31,566) (19,025)
DEBT CONVERSION EXPENSE � (16,406) � (16,406)
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OTHER EXPENSE, NET (1,585) (3,374) (5,655) (9,997)
LOSS BEFORE INCOME TAXES (13,045) (19,617) (37,221) (45,428)
PROVISION FOR INCOME TAXES 223 230 894 849
NET LOSS $ (13,268) $ (19,847) $ (38,115) $ (46,277)

BASIC AND DILUTED LOSS PER SHARE $ (0.16) $ (0.27) $ (0.47) $ (0.65)

SHARES USED IN BASIC AND DILUTED LOSS PER
SHARE  COMPUTATION 81,928 72,753 81,885 71,088

See accompanying notes to the Condensed Consolidated Financial Statements.
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MANUGISTICS GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(in thousands)

Nine Months Ended November 30,
2004 2003

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (38,115) $ (46,277)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 29,433 27,961
Amortization of debt issuance costs 678 921
Exit and disposal activities 6,636 10,549
Debt conversion expense � 16,406
Non-cash stock-option compensation expense 168 1,606
Bad debt expense 3,965 856
Other 793 291
Changes in assets and liabilities:
Accounts receivable 13,894 4,619
Other assets (1,311) (5,007)
Accounts payable (2,436) 1,007
Accrued compensation (1,837) (1,599)
Other liabilities (2,763) (4,245)
Accrued exit and disposal obligations (9,778) (7,941)
Deferred revenue (12,697) (8,457)
Net cash used in operating activities (13,370) (9,310)

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions, net of cash acquired � 1,968
Restricted cash � 12,980
(Purchases) sales of marketable securities, net (29,360) 308
Purchases of property and equipment (3,352) (1,674)
Proceeds from sale of fractional shares of jet 1,958 �
Capitalization and purchases of software (7,341) (8,955)
Purchases of long-term investments, net (5,128) (9,807)
Net cash used in investing activities (43,223) (5,180)

CASH FLOWS FROM FINANCING ACTIVITIES
Payments of long-term debt and capital lease obligations (1,976) (2,359)
Proceeds from exercise of stock options and employee stock plan purchases 745 4,646
Net cash (used in) provided by financing activities (1,231) 2,287

EFFECTS OF EXCHANGE RATES ON CASH BALANCES 406 2,029

NET CHANGE IN CASH AND CASH EQUIVALENTS (57,418) (10,174)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 138,984 134,789
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 81,566 $ 124,615

SUPPLEMENTAL DISCLOSURES:
Cash paid for interest $ 9,011 $ 13,057

SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND FINANCING 
ACTIVITIES:
Acquisition of capital leases $ 1,490 $ �
Debt conversion $ � $ 22,500
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See accompanying notes to the Condensed Consolidated Financial Statements.
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MANUGISTICS GROUP, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

November 30, 2004

1.  The Company and Basis of Presentation

The Company

Manugistics Group, Inc. (the �Company�) is a leading global provider of demand-driven supply chain management software products and services.
The Company combines its products and services to deliver solutions that address the specific demand-driven supply chain business needs of its
clients. The Company�s approach to client delivery is to advise clients on how to best use its software and other technologies across their entire
demand-driven supply chain. The Company�s solutions enable companies to reduce their operating costs, improve customer service and increase
their top-line revenue by allowing them to plan, optimize and synchronize their entire demand-driven supply chain.

Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements of the Company and its wholly-owned subsidiaries have been
prepared in accordance with generally accepted accounting principles for interim reporting and the guidance provided in the instructions to the
Quarterly Report on Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and notes required by
generally accepted accounting principles for complete financial statements. In the opinion of management, all adjustments which are necessary
for a fair presentation of the unaudited results for the interim periods presented have been included. The results of operations for the periods
presented herein are not necessarily indicative of the results of operations for the entire fiscal year, which ends on February 28, 2005.

These financial statements should be read in conjunction with the financial statements and notes thereto for the fiscal year ended February 29,
2004 included in the Annual Report on Form 10-K of the Company for that year filed with the Securities and Exchange Commission.

Certain prior year amounts have been reclassified to conform with the current year�s financial statement presentation.

2.  Stock Option-Based Compensation Plans & Employee Stock Option Exchange Program

Stock Option-Based Compensation Plans. The Company accounts for its stock option-based compensation plans in
accordance with Accounting Principles Board (�APB�) Opinion No. 25, �Accounting for Stock Issued to Employees� and
related interpretations using the intrinsic value based method of accounting. If the Company accounted for its stock
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option-based compensation plan using the fair value based method of accounting in accordance with the provisions of
Statement of Financial Accounting Standards No. 123 (�SFAS 123�), �Accounting for Stock-Based Compensation,� as
amended by Statement of Financial Accounting Standards No. 148 (�SFAS 148�), �Accounting for Stock-Based
Compensation � Transition and Disclosure � an amendment of FASB Interpretation No. 9,� as it will be required to do
beginning September 1, 2005, the Company�s net loss and loss per basic and diluted share amounts would have been as
follows (amounts in thousands except per share amounts):

Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003
Net loss, as reported $ (13,268) $ (19,847) $ (38,115) $ (46,277)
Add: Stock option-based compensation expense
included in reported net loss, net of tax � 394 168 1,606
Deduct: Stock option-based compensation
expense determined under the fair-value method,
net of tax (1) (1,257) (1,665) (4,999) (1,976)

Pro forma net loss $ (14,525) $ (21,118) $ (42,946) $ (46,647)

Basic and diluted loss per share, as reported $ (0.16) $ (0.27) $ (0.47) $ (0.65)
Basic and diluted loss per share, pro forma $ (0.18) $ (0.29) $ (0.52) $ (0.66)

(1) Includes the impact of actual stock option forfeitures related to employee terminations.

6
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Consistent with the Company�s accounting for deferred tax assets resulting from the exercise of employee stock options in the accompanying
unaudited Condensed Consolidated Financial Statements, the Company has not provided a tax benefit or expense on the pro forma expense in
the above table.

During the three and nine months ended November 30, 2004, stock options granted had weighted average fair values of $1.65 and $1.76 per
share, respectively, and $4.00 and $4.20 per share during the three and nine months ended November 30, 2003, respectively, as calculated using
the Black-Scholes option valuation model.

The weighted average estimated fair value of the common stock purchase rights granted under the employee stock purchase plan during the three
months ended November 30, 2004 was $0.51 per share. The weighted average estimated fair value of the common stock purchase rights granted
under the employee stock purchase plan during the nine months ended November 30, 2003 was $0.90 per share. The employee stock purchase
plan was suspended as of June 30, 2003. At the 2004 Annual Meeting of Shareholders, the shareholders of the Company approved the 2004
Employee Stock Purchase Plan of Manugistics Group, Inc., and participation commenced on September 1, 2004. On November 30, 2004, 70,278
shares of the Company�s common stock were issued under the Company�s employee stock purchase plan.

The Company determined the assumptions used in computing the fair value of stock options and stock purchase plan shares by estimating the
expected useful lives, giving consideration to the vesting and purchase periods, contractual lives, actual employee forfeitures, and the
relationship between the exercise price and the fair market value of the Company�s common stock, among other factors. The risk-free interest
rate is the U.S. Treasury bill rate for the relevant expected life. The fair value of stock options and stock purchase plan shares was estimated on
the date of grant using the Black-Scholes option-pricing model with the following weighted average assumptions:

OPTIONS ESPP OPTIONS ESPP
Three Months Ended

November 30,
Three Months Ended

November 30,
Nine Months Ended

November 30,
Nine Months Ended

November 30,
2004 2003 2004 2003 2004 2003 2004 2003

Risk-free interest rate 3.37% 2.22% 2.02% N/A 3.15% 2.49% 2.02% 1.45%
Expected term 5.41 years 2.86 years 3 months N/A 4.71 years 4.44 years 3 months 6 months
Volatility 0.7812 0.9403 0.5499 N/A 0.7902 0.9430 0.5499 0.8814
Dividend Yield 0% 0% 0% N/A 0% 0% 0% 0%

Employee Stock Option Exchange Program. On February 10, 2003, the Company announced a voluntary stock option
exchange program for its employees. Under the program, the Company offered to exchange options to purchase an
aggregate of approximately 6.1 million shares of Manugistics common stock held by eligible employees, vested or
unvested, with exercise prices equal to or greater than $7.0001 per share. All employees had the opportunity to
exchange existing eligible options for a promise to grant new options at exchange ratios dependent on the exercise
price of the exchanged options. Members of the Company�s Board of Directors, including the Company�s then
Chairman and Chief Executive Officer, were not eligible to participate in this program.

On March 10, 2003, the Company announced that it had accepted for cancellation and exchange options to purchase approximately 4.8 million
shares of its common stock in exchange for approximately 1.5 million new options of its common stock, to be granted on September 16, 2003.
The Company granted approximately 1.2 million new options on September 16, 2003 as a result of the option exchange program. The number of
new options granted to employees declined from the original expected amount as a result of voluntary and involuntary terminations. The
replacement options have terms, except for exercise price, and conditions that are substantially the same as those of the cancelled options. The
exercise price of the replacement options is $5.55 per share, which was the market value of a share of the Company�s common stock on the date

Edgar Filing: MANUGISTICS GROUP INC - Form 10-Q

12



of grant as determined under the Company�s option plans.

Options cancelled in the exchange program and the new options have been treated as fixed option awards for accounting purposes as the new
options were granted six months and five days after the cancellation date and any options granted after August 9, 2002 (the �look-back� period)
were required to be exchanged in order for employees to participate in the program. Therefore, no compensation expense will be recorded as a
result of the exchange program.

Restricted Stock Program. In June 2003, the Company�s Board of Directors approved an amendment to the Company�s 1998
stock option plan to issue restricted shares of Manugistics� common stock to its employees. This amendment was
approved by shareholders at the Company�s 2003 Annual Meeting of Shareholders on July 29, 2003. On November 3,
2004, the Company issued 1.3 million shares of restricted stock to certain key employees. The restricted stock awards
granted to key employees have a vesting schedule pursuant to which the stock award vests in three equal annual
increments over three years from the date of grant, with the first increment vesting on November 3, 2005. The total
value of the 2004 restricted stock awards granted of approximately $2.5 million was

7
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computed using the closing stock price on the date of grant and a 22% estimated forfeiture rate and was recorded as a component of deferred
compensation. The related compensation expense will be recognized and amortized over the vesting period. Additionally, 200,000 shares, which
vest in full on January 1, 2006, were issued to the new Chief Executive Officer, resulting in an increase in deferred compensation in stockholders�
equity of $0.5 million.

On October 17, 2003, the Company issued 205,000 shares of restricted stock to certain key employees. The restricted stock awards granted to
key employees have a vesting schedule pursuant to which the stock award vests in four equal increments over four years from the date of grant,
with the first increment vesting on April 17, 2005. The total value of the 2003 restricted stock awards granted of approximately $1.3 million was
computed using the closing stock price on the date of grant and was recorded as a component of deferred compensation. The related
compensation expense will be recognized and amortized over the vesting period. The Company recorded $0.3 million and $0.6 million in
compensation expense related to restricted shares outstanding during the three and nine months ended November 30, 2004, respectively.

3.  Net Loss Per Share

Basic net loss per share is computed using the weighted average number of shares of common stock outstanding. Diluted net loss per share is
computed using the weighted average number of shares of common stock and, when dilutive, potential common shares from options, restricted
stock and warrants to purchase common stock using the treasury stock method and the effect of the assumed conversion of the Company�s
convertible subordinated debt. The dilutive effect of options, restricted stock and warrants to acquire six thousand and 1.9 million shares for the
three months ended November 30, 2004 and 2003, respectively, and to acquire 0.9 million and 0.7 million shares for the nine months ended
November 30, 2004 and 2003, respectively, was excluded from the calculation of diluted net loss per share because including these shares would
be anti-dilutive due to the Company�s reported net loss. The assumed conversion of the Company�s convertible debt was excluded from the
computation of diluted net loss per share for the three and nine month periods ended November 30, 2004 and 2003 because it was anti-dilutive.

4.  Commitments and Contingencies

Legal Actions. The Company is involved in disputes and litigation in the normal course of business. The Company does
not believe that the outcome of existing disputes or litigation will have a material adverse effect on the Company�s
business, operating results, financial condition or cash flows. The Company has established accruals for losses related
to such matters that are probable and reasonably estimable. However, an unfavorable outcome of some or all of these
matters could have a material adverse effect on the Company�s operating performance, financial condition and cash
flows.

Indemnification. The Company licenses software to its customers under contracts which the Company refers to as
Software License Agreements (�SLAs�). Each SLA contains the relevant terms of the contractual arrangement with the
customer, and generally includes provisions for indemnifying the customer against damages, judgments, reasonable
cost and expenses incurred by the customer for any claim or suit based on infringement of a trademark or copyright as
a result of the customer�s use of the Company�s software. The SLA generally limits the indemnification obligations in a
variety of industry-standard respects. To date, the Company has not had to reimburse any of its customers for any
losses related to these indemnification provisions and no material claims are outstanding as of November 30, 2004.
For several reasons, including the lack of prior indemnification claims and the lack of a monetary liability limit for
certain infringement cases under the SLAs, the Company cannot determine the maximum amount of potential future

Edgar Filing: MANUGISTICS GROUP INC - Form 10-Q

14



payments, if any, related to such indemnification provisions. There can be no assurance that potential future payments
will not have a material adverse effect on the Company�s operating performance, financial condition and cash flows.

The SLA generally provides that in the event of a determination that the Company�s software, or the customer�s use of the Company�s software,
infringes any trademark or copyright of any third party, or if the Company reasonably believes that such is the case, the Company, at its option
and expense, has the right to obtain for the customer the right to continue to use the infringing item, replace the infringing item or modify the
infringing item so that it is no longer infringing.

Product Warranty. The Company generally warrants its software products. The Company provides for the estimated cost
of product warranties based on specific warranty claims, provided that it is probable that a liability exists and provided
the amount can be reasonably estimated. To date, the Company has not had any material costs associated with these
warranties.

8
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5.  Intangible Assets and Goodwill

Acquisition-related intangible assets subject to amortization as of November 30, 2004 and February 29, 2004 were as follows (amounts in
thousands):

Gross Assets
Accumulated
Amortization Net Assets

November 30, 2004
Acquired technology $ 64,739 $ (48,353) $ 16,386
Customer relationships 28,109 (17,112) 10,997

Total $ 92,848 $ (65,465) $ 27,383

Gross Assets
Accumulated
Amortization Net Assets

February 29, 2004
Acquired technology $ 64,739 $ (37,716) $ 27,023
Customer relationships 28,109 (12,125) 15,984

Total $ 92,848 $ (49,841) $ 43,007

The change in the carrying amount of goodwill for the nine months ended November 30, 2004 was as follows (amounts in thousands):

Balance as of February 29, 2004 $ 185,501
Foreign currency translation adjustments, net 248

Balance as of November 30, 2004 $ 185,749

During the six months ended August 31, 2004, the Company experienced adverse changes in its stock price resulting from its poor financial
performance. As a result, the Company performed a test for goodwill impairment at August 31, 2004 and determined that based upon the
implied fair value (which includes factors such as, but not limited to, the Company�s market capitalization, control premium and recent stock
price volatility) of the Company as of August 31, 2004, there was no impairment of goodwill. There was no change in circumstances during the
three months ended November 30, 2004 that caused the Company to perform an additional test for goodwill impairment at November 30, 2004.

Amortization expense for acquisition-related intangible assets was $5.2 million and $4.6 million for the three months ended November 30, 2004
and 2003, respectively, and $15.6 million and $13.7 million for the nine months ended November 30, 2004 and 2003, respectively. Estimated
aggregate future amortization expense for acquisition-related intangible assets for the three month period ending February 28, 2005 and future
fiscal years is as follows (amounts in thousands):

Three Months
Ending

February 28, Fiscal Year Ending February 28 or 29,
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2005 2006 2007 2008 2009 Thereafter Total
Amortization expense $ 4,231 $ 12,497 $ 7,146 $ 2,441 $ 914 $ 154 $ 27,383

9
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6.  Comprehensive Loss

Other comprehensive loss relates primarily to foreign currency translation adjustments and unrealized (losses) gains on investments in
marketable securities and long-term investments. The following table sets forth the comprehensive loss for the three and nine month periods
ended November 30, 2004 and 2003 (amounts in thousands):

Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003

Net loss $ (13,268) $ (19,847) $ (38,115) $ (46,277)
Other comprehensive loss, net of tax:
Unrealized (loss) gain on investments (114) 31 (308) 23
Foreign currency translation adjustment 1,949 2,041 911 2,643
Total comprehensive loss $ (11,433) $ (17,775) $ (37,512) $ (43,611)

7.  Exit and Disposal Activities

The following table sets forth a summary of total exit and disposal charges, payments made against those charges and the remaining liabilities as
of November 30, 2004 (amounts in thousands):

All Plans

Balance as of
February 29,

2004

Adjustments to
charges in the
three months

ended
May 31,

2004

Charges and
adjustments to
charges in the
three months

ended
August 31,

2004

Charges and
adjustments to
charges in the
three months

ended
November 30,

2004

Utilization of
cash in the nine
months ended
November 30,

2004

Non-cash
activity disposal

losses in the
nine months

ended
November 30,

2004

Balance as of
November 30,

2004
Lease
obligations and
terminations (1) $ 18,636 $ (2,837) $ 3,377 $ 578 $ (6,478) $ �$ 13,276
Severance and
related benefits 82 � 1,922 2,647 (2,985) � 1,666
Impairment
charges (benefit)
and write-downs � 246 686 (370) � (562) �
Other 58 74 237 76 (315) � 130
Subtotal 18,776 $ (2,517) $ 6,222 $ 2,931 $ (9,778) $ (562) 15,072
Reclassification
of deferred rent 729 906
Total $ 19,505 $ 15,978

(1)   Certain accrued lease obligations extend through fiscal year 2019.

Plan FY05 Q2 Exit and Disposal Plans (�FY05 Q2 Plans�). During the three months ended August 31, 2004, the Company
announced and began implementing the FY05 Q2 Plans designed to further adjust its cost structure and resource
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allocation to increase efficiencies and reduce excess office space. Actions taken included the involuntary termination
of 16 employees located in the U.S. and 3 located overseas and abandoning additional idle space in the San Carlos and
Calabasas, California facilities. As a result of the involuntary terminations, the Company recorded a charge of
approximately $1.9 million. Three of the terminated employees had employment contracts that defined the amount of
severance and related benefits they would receive upon termination. The severance and related benefits for employees
with employment contracts were accrued at August 31, 2004 in accordance with Statement of Financial Accounting
Standards No. 88, �Employers� Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for
Termination Benefits� (�SFAS 88�) as the amounts were both probable and estimable. All terminated employees were
notified by August 31, 2004 and those employees without employment contracts were not required to render service to
the Company for severance and related benefits beyond the earlier of their termination date or a minimum retention
period of 60 days (as defined by Statement of Financial Accounting Standards No. 146 �Accounting for Costs
Associated with Exit or Disposal Activities� (�SFAS 146�)).

The Company recorded a facility charge of approximately $2.2 million related to abandoning additional idle space in the San Carlos and
Calabasas facilities. The costs associated with the facilities charge were recorded based on the present value of the sum of expected remaining
lease commitments and include management�s best estimates of expected sublease income and costs associated with subleasing the vacated
space. Other contract termination-related charges amounted to approximately $0.2 million. In accordance with Statement of Financial
Accounting Standards No. 144 �Accounting for the Impairment or Disposal of Long-Lived Assets� (�SFAS 144�), the Company
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Edgar Filing: MANUGISTICS GROUP INC - Form 10-Q

19



recorded a write-down of certain furniture, fixtures, computer equipment and leasehold improvements of approximately $0.7 million related to
the abandonment of idle space in San Carlos, California.

During the three months ended November 30, 2004, the Company recorded exit and disposal charges of approximately $0.5 million related to
abandoning additional office space in Munich, Germany and Stockholm, Sweden. The costs associated with the facilities charge were recorded
based on the present value of the sum of expected remaining lease commitments and include management�s best estimates of expected sublease
income and costs associated with subleasing the vacated space. The Company also disposed of its right to certain fractional shares of a jet,
resulting in a benefit of approximately $0.4 million. Other exit and disposal charges were $0.1 million.

Additionally, during the three months ended November 30, 2004, the Company recorded severance-related exit and disposal charges of
approximately $2.6 million as a result of the involuntary termination of 75 employees located in the U.S. and 21 located overseas. All terminated
employees were notified by November 30, 2004. There were 24 employees who were required to render service beyond the earlier of their
termination date or minimum retention period of 60 days, as defined by SFAS 146. The severance cost for these employees is recognized and
accrued over the required service period in accordance with SFAS 146. All other terminated employees were not required to render service to
the Company for severance and related benefits beyond the earlier of their termination date or a minimum retention period of 60 days.

The following table sets forth a summary of the FY05 Q2 Plans exit and disposal charges, payments made and the remaining liabilities as of
November 30, 2004 (amounts in thousands):

FY05 Q2 Plans

Balance as of
February 29,

2004

Charges in the
three months

ended
August 31,

2004

Charges and
adjustments to
charges in the
three months

ended
November 30,

2004

Utilization of
cash in the

nine months
ended

November 30,
2004

Non-Cash activity
disposal losses in
the nine months

ended
November 30,

2004

Balance as of
November 30,

2004
Lease obligations and
terminations(1) $ �$ 2,180 $ 519 $ (179) $ �$ 2,520
Severance and related
benefits � 1,922 2,635 (2,891) � 1,666
Impairment charges
(benefit) and write downs � 686 (370) � (316) �
Other � 190 76 (136) � 130
Subtotal �$ 4,978 $ 2,860 $ (3,206) $ (316) 4,316
Reclassification of deferred
rent � 88
Total $ � $ 4,404

(1) Includes $14 of accretion expense in adjustments to charges in the three and nine month periods ended November 30, 2004.

In accordance with SFAS 146, in periods subsequent to the initial recording of the FY05 Q2, FY04 Q4 and FY04 Q1 Plans facilities charge, the
Company will recognize accretion expense due to the passage of time. Accretion expense will be recorded as an additional restructuring-related
expense and increase to restructuring liabilities.
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Plan FY04 Q4 Exit and Disposal Plan (�FY04 Q4 Plan�). During the three months ended February 29, 2004, the Company
announced and implemented the FY04 Q4 Plan designed to further adjust its cost structure and resource allocation to
increase efficiencies and reduce excess office space. Actions taken included further consolidation of the Company�s
U.S. product development functions to the corporate headquarters in Rockville, Maryland by closing the product
development facility at Wayne, Pennsylvania and relocating employees to the corporate headquarters in Rockville,
Maryland, involuntary termination for the remaining employees at the Wayne, Pennsylvania product development
facility and lease abandonments. The Company recorded a facility charge of approximately $5.6 million during the
three months ended February 29, 2004 related to the Company vacating Wayne, Pennsylvania, remaining office space
in Irving, Texas and Detroit, Michigan, as well as further reductions of office space in Atlanta, Georgia; Itasca,
Illinois; Calabasas, California; and Bracknell, United Kingdom. The costs associated with the facilities charge were
recorded based on the present value of the sum of expected remaining lease commitments and include management�s
best estimates of expected sublease income and costs associated with subleasing the vacated space. The Company also
recorded other charges of approximately $0.1 million related to relocation costs during the three months ended
February 29, 2004 to relocate certain employees under the consolidation of its U.S. product development function
from Wayne, Pennsylvania. The involuntary terminations related to the closing of the Wayne, Pennsylvania product
development facility totaled seven employees which resulted in a charge for severance and related benefits of
approximately $0.1 million. All terminated employees were

11
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notified by February 29, 2004 and were not required to render service to the Company beyond the earlier of their termination date or minimum
retention period of 60 days (as defined by SFAS 146).

During the nine months ended November 30, 2004, the Company recorded an adjustment of approximately $0.4 million in facility charges to the
FY04 Q4 Plan related to a lease termination agreement with the landlord of its facility in metropolitan Chicago, Illinois (the �Chicago Lease
Termination�). In addition, the Company recorded an adjustment to other charges of approximately $0.1 million related to additional costs to
relocate certain product development employees from Wayne, Pennsylvania to the corporate headquarters in Rockville, Maryland. Further,
during the nine months ended November 30, 2004, the Company recorded an adjustment of approximately $0.1 million related to a change in the
sublease income estimate for the Detroit, Michigan facility and an adjustment of approximately ($0.1) million related to other estimate
adjustments for the Atlanta, Georgia facility.

The following table sets forth a summary of the FY04 Q4 Plan exit and disposal charges, payments made and the remaining liabilities as of
November 30, 2004 (amounts in thousands):

FY04 Q4 Plan

Balance as of
February 29,

2004

Adjustments to
charges in the
three months

ended
May 31,

2004

Adjustments to
charges in the
three months

ended
August 31,

2004

Adjustments to
charges in the
three months

ended
November 30,

2004

Utilization of
cash in the nine
months ended
November 30,

2004

Balance as of
November 30,

2004
Lease obligations and
terminations (1) $ 5,338 $ (418) $ 5 $ 31 $ (1,422) $ 3,534
Severance and related benefits 24 � � 12 (36) �
Other 58 58 47 � (163) �
Subtotal 5,420 $ (360) $ 52 $ 43 $ (1,621) 3,534
Reclassification of deferred
rent 225 225
Total $ 5,645 $ 3,759

(1) Includes $31 and $102 of accretion expense in adjustments to charges in the three and nine month periods ended November 30, 2004.

Plan FY04 Q1 Exit and Disposal Plan (�FY04 Q1 Plan�). During the three months ended May 31, 2003, the Company
announced and implemented the FY04 Q1 Plan designed to further align its cost structure with expected revenue.
Actions taken included a reduction in the Company�s employee workforce by approximately 8%, further consolidation
of the U.S. product development functions to the corporate headquarters in Rockville, Maryland, further reduced
discretionary spending and lease terminations. The reduction in workforce was achieved through a combination of
attrition and involuntary terminations and totaled 94 employees, 72 of which were involuntary, across most business
functions and geographic regions. Involuntary terminations by geographic region included 66 in the U.S., 3 in Mexico,
2 in Canada and 1 in Japan which resulted in a charge for severance and related benefits of approximately $1.3
million. All terminated employees were notified by May 31, 2003 and were not required to render service to the
Company beyond the earlier of their termination date or minimum retention period of 60 days, as defined by SFAS
146. The Company recorded a facility charge of approximately $5.9 million during the three months ended May 31,
2003 related to the Company vacating and subleasing approximately 26% of its corporate headquarters building in
Rockville, Maryland, as well as further reductions of office space in San Carlos, California; Atlanta, Georgia; Irving,
Texas and Detroit, Michigan. The costs associated with the facilities charge were recorded based on the present value

Edgar Filing: MANUGISTICS GROUP INC - Form 10-Q

22



of the sum of expected remaining lease commitments and include management�s best estimates of expected sublease
income and costs associated with subleasing the vacated space. In accordance with SFAS 144, the Company recorded
a write-down related to exit and disposal activities of approximately $3.2 million during the three months ended May
31, 2003. The write-down consisted of the abandonment of certain furniture, fixtures, computer equipment and
leasehold improvements related to permanently vacating office space in the previously mentioned facilities.

During the nine months ended November 30, 2004, the Company recorded an adjustment of approximately $0.5 million related to a change in
sublease income estimate for the Detroit, Michigan and San Carlos, California facilities.

12
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The following table sets forth a summary of FY04 Q1 Plan exit and disposal charges, payments made and the remaining liabilities as of
November 30, 2004 (amounts in thousands):

FY04 Q1 Plan

Balance as of
February 29,

2004

Adjustments to
charges in the
three months

ended
May 31,

2004

Adjustments to
charges in the
three months

ended
August 31,

2004

Adjustments to
charges in the
three months

ended
November 30,

2004

Utilization of
cash in the nine
months ended
November 30,

2004

Balance as of
November 30,

2004
Lease obligations and
terminations (1) $ 3,632 $ 30 $ 467 $ 36 $ (544) $ 3,621
Severance and related benefits 40 � � � (40) �
Subtotal 3,672 $ 30 $ 467 $ 36 $ (584) 3,621
Reclassification of deferred
rent 504 504
Total $ 4,176 $ 4,125

(1) Includes $34 and $105 of accretion expense in adjustments to charges in the three and nine month periods ended November 30, 2004.

Plans FY03, FY02 and FY99 Exit and Disposal Plans (the �Prior Plans�). During fiscal 2003, the Company implemented three exit
and disposal plans in order to further align its cost structure with expected revenue. Actions taken included a reduction
in the Company�s employee workforce by approximately 26%, consolidation of most of the U.S. product development
functions to the corporate headquarters in Rockville, Maryland, further reduced discretionary spending and lease
termination costs. Implementation of these plans resulted in a charge for severance and related benefits of
approximately $7.9 million related to 343 involuntary terminations across most business functions and geographic
regions. In addition, the plans resulted in a facility charge of approximately $8.6 million related to the closure and
abandonment of leased office space; closure of the offices in Ratingen, Germany; Milan, Italy; and Denver, Colorado;
reductions in office space in Bracknell, UK; San Carlos, California; and Atlanta, Georgia; and the expected loss of
sublease rental income from a previously closed office in Bracknell, UK. The facility charge was offset by a credit of
approximately $0.7 million related to the reduction of a previously recorded office space liability assumed as part of
the Talus Solutions, Inc. (�Talus�) acquisition where the landlord subsequently agreed to reduce the remaining office
space and lease obligation held by the Company. These costs include management�s best estimates of expected
sublease income. The Company also recorded other charges of approximately $0.7 million related to contract
termination costs during the twelve months ended February 28, 2003. The Company recorded other charges of
approximately $0.2 million related to relocation costs of certain employees relocated to Rockville, Maryland as part of
the consolidation of product development during the twelve months ended February 28, 2003.

In accordance with SFAS 144, the Company recorded a write-down relating to exit and disposal activities of approximately $1.3 million during
fiscal 2003. The write-down consisted of the abandonment of certain furniture, fixtures, computer equipment and leasehold improvements
related to the closure of certain facilities. In fiscal 2003 the Company also recorded an impairment charge of approximately $1.2 million related
to the discontinued use of a portion of the Company�s sales force automation software, which was subsequently replaced with another tool. The
remaining net book value at August 31, 2002 of $0.7 million was fully amortized over its remaining useful life.
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During fiscal 2002, the Company adopted two exit and disposal plans in order to (i) centralize certain of its product development functions in
Rockville, Maryland from other locations in North America; and (ii) reduce expenses as a result of expected reduction in revenue caused by
client concerns about committing to large capital projects in the face of weakening global economic conditions. Implementation of these plans
resulted in facility charges of approximately $3.7 million related to the closure and abandonment of leased office space, a charge for severance
and related benefits of approximately $2.3 million related to the involuntary termination of 163 employees across most business functions and
geographic regions, a charge of approximately $0.5 million related to the relocation of 10 employees and an impairment charge of approximately
$0.1 million related to the closure and abandonment of certain leased facilities.

During the third and fourth quarters of fiscal 1999, the Company implemented an exit and disposal plan aimed at reducing costs and returning
the Company to profitability. Actions taken included a reduction in the Company�s workforce of 412 employees across all business functions in
the U.S., the abandonment of future lease commitments on office facilities that were closed and write-downs of operating assets, goodwill and
capitalized software made in accordance with Statement of Financial Accounting Standards No.121, �Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of� (�SFAS 121�).

13
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In fiscal 2004, the Company recorded adjustments to facility charges of approximately $1.2 million related to changes in certain facilities
sublease assumptions based on commercial real-estate conditions, adjustments to severance charges of approximately $(0.6) million and an
adjustment to other charges of approximately $0.5 million related to its initiative taken on in fiscal 2003 to relocate certain employees under the
consolidation of the U.S. product development functions to Rockville, Maryland.

In the nine months ended November 30, 2004, the Company recorded an exit and disposal-related adjustment of approximately $1.0 million
related to a change in the sublease income estimate for the San Carlos, California facility. Additionally, the Company executed a lease
amendment for its facility in Ratingen, Germany. Under the terms of the amendment, half of the existing space was eliminated from the existing
lease. As a result, the Company recorded a benefit of $0.3 million.

In the nine months ended November 30, 2004, the Company recorded an exit and disposal-related adjustment of approximately ($2.8) million in
facility charges related to the Chicago Lease Termination. Approximately ($2.4) million of the adjustment relates to the Prior Plans. In
accordance with SFAS 144, the Company recorded a write-down of certain furniture, fixtures, computer equipment and leasehold improvements
of $0.2 million related to the lease termination.

The following table sets forth a summary of the Prior Plans exit and disposal charges, payments made and the remaining liabilities as of
November 30, 2004 (amounts in thousands):

Prior Plans

Balance as of
February 29,

2004

Adjustments to
charges in the
three months

ended
May 31,

2004

Charges and
Adjustments to
charges in the
three months

ended
August 31,

2004

Adjustments to
charges in the
three months

ended
November 30,

2004

Utilization of
cash in the nine
months ended
November 30,

2004

Non-cash
activity disposal

losses in the
nine months

ended
November 30,

2004

Balance as of
November 30,

2004
Lease
obligations and
terminations $ 9,666 $ (2,449) $ 725 $ (8) $ (4,333) $ �$ 3,601
Severance and
related benefits 18 � � � (18) � �
Impairment
charges and
write-downs � 246 � � � (246) �
Other � 16 � � (16) � �
Subtotal 9,684 $ (2,187) $ 725 $ (8) $ (4,367) $ (246) 3,601
Reclassification
of deferred rent � 89
Total $ 9,684 $ 3,690

8.  Warrant

In March 2004, the Company entered into an amendment to an existing alliance agreement with International Business Machines Corporation
(�IBM�) under which the companies will develop, market, sell and deliver demand and supply chain solutions globally. In connection with
entering into the amendment to the alliance agreement, the Company issued a warrant (the �Warrant�) to IBM to acquire 250,000 shares of the
Company�s common stock at a per share purchase price of $8.51, in reliance upon an exception provided under Section 4(2) of the Securities Act
of 1933, as amended, for transactions not involving a public offering. The Warrant is immediately exercisable, expires March 12, 2009, and
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provides for customary registration and indemnification rights and certain limited transfer rights. The fair value of the Warrant of $1.1 million
will be recognized as operating expense over the three-year service period of the alliance agreement. The fair value of the Warrant was
calculated using the Black-Scholes option pricing model with the following assumptions: risk-free interest rate of
2.79%; dividend yield of zero; volatility of 99%; and a Warrant life of five years. The Company recorded $0.3 million
in amortization expense associated with the Warrant for the nine months ended November 30, 2004.

9.  Credit Facilities

The Company has a one-year unsecured revolving credit facility (the �Credit Facility�) with Silicon Valley Bank (�SVB�) for $15.0 million which
will expire on March 30, 2005, unless renewed. Under the terms of the Credit Facility, the Company may request cash advances, letters of credit,
or both.

The Credit Facility requires the Company to comply with financial covenants including (i) a minimum tangible net worth requirement and (ii) a
minimum ratio of (a) unrestricted cash, cash equivalents, marketable securities and long-term investments deposited with SVB and its affiliates
plus net accounts receivable to (b) current liabilities, plus long-term indebtedness to SVB and outstanding letters of credit, minus deferred
revenue, of at least 1.75 to 1.0. On September 22, 2004, the Company and SVB amended the terms of the Credit Facility to change the minimum
tangible net worth (defined as the total consolidated assets of the Company minus goodwill, capitalized software costs, other intangible assets
and total liabilities plus convertible debt and up to $10.0 million in exit and disposal
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accruals) requirement to $120.0 million as of November 30, 2004 and $120.0 million plus 50% of net quarterly GAAP profit for the quarter
ending February 28, 2005. The Company was in compliance with all financial covenants as of November 30, 2004 and February 29, 2004. There
were no cash draws outstanding under the Credit Facility as of November 30, 2004 and February 29, 2004. As of November 30, 2004 and
February 29, 2004, the Company had $9.5 million and $9.9 million, respectively, in letters of credit outstanding under the Credit Facility to
secure its lease obligations for certain office space.

The Credit Facility requires the Company to maintain $50.0 million in funds with SVB Asset Management and its affiliates. The Credit Facility
also restricts the amount of additional debt the Company can incur and restricts the amount of cash that the Company can use for acquisitions
and for the repurchase of convertible debt. Under the terms of the Credit Facility, the Company retains the right to terminate the facility at any
time upon repayment of any advances and the posting of cash collateral for any outstanding letters of credit. Under the Credit Facility, SVB has
the right to obtain a lien on all of the Company�s assets, other than intellectual property, upon an occurrence of default, unless the Company
terminates the facility as provided above. The Credit Facility also provides that, upon an event of default, the Company is prohibited from
paying a cash dividend to its shareholders.

The Company had an additional credit agreement (the �Equipment Line�) with SVB, as amended, which expired on December 31, 2004, under
which the Company was permitted to borrow up to $5.0 million for the purchase of equipment. During fiscal 2003, the Company borrowed $2.9
million under the Equipment Line. Amounts borrowed under the Equipment Line in fiscal 2003 accrue interest at a rate equal to the greater of
the three-year treasury note rate plus 5%, or 8.25%, and are repaid monthly over a 36-month period. The principal balance remaining as of
November 30, 2004 and February 29, 2004 was approximately $1.0 million and $1.7 million, respectively. The financial covenants for the
Equipment Line are the same as the financial covenants for the Credit Facility. The Company was in compliance with all financial covenants as
of November 30, 2004 and February 29, 2004.

10.     Stockholder Rights Agreement

On October 28, 2004, the Board of Directors declared a dividend of one right (a �Right�) for each outstanding share of the Company�s common
stock to stockholders of record at the close of business on November 8, 2004.  Each Right entitles the registered holder to purchase from the
Company one one-thousandth of a share of series A junior participating preferred stock, $.01 par value per share, at a purchase price of $19.00 in
cash, subject to adjustment. Initially, the Rights are not exercisable and will be attached to all certificates representing outstanding shares of
common stock, and no separate Rights certificates will be distributed.  The Rights will become exercisable and separate from the common stock,
and the distribution date will occur, upon the earlier of (i) 10 business days following the later of (a) the first date of a public announcement that
a person or group of affiliated or associated persons (an �Acquiring Person�) has acquired, or obtained the right to acquire, beneficial ownership of
20% or more of the outstanding shares of common stock or (b) the first date on which an executive officer of the Company has actual knowledge
that an Acquiring Person has become such or (ii) 10 business days following the commencement of a tender offer or exchange offer that would
result in a person or group beneficially owning 20% or more of the outstanding shares of common stock.  The distribution date may be deferred
in circumstances determined by the Board of Directors.  In addition, certain inadvertent acquisitions will not trigger the occurrence of the
distribution date. The Rights expire upon the close of business on October 27, 2014, unless earlier redeemed or exchanged.

11.     New Accounting Pronouncements

FASB Statement 123 (Revision 2004), �Share-Based Payment,� was issued in December 2004 and is effective for reporting periods beginning
after June 15, 2005. The new statement requires all share-based payments to employees to be recognized in the financial statements based on
their fair values. The Company currently accounts for its share-based payments to employees under the intrinsic value method of accounting set
forth in Accounting Principles Board Opinion No. 25, �Accounting for Stock Issues to Employees.� Additionally, the Company complies with the
stock-based employer compensation disclosure requirements of SFAS 148.  The Company plans to adopt the new statement beginning
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September 1, 2005.
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Item 2.   MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward-Looking Statements

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with the Condensed
Consolidated Financial Statements and the related notes and other financial information included elsewhere in this Quarterly Report on
Form 10-Q. The discussion and analysis contains forward-looking statements which are made in reliance upon safe harbor provisions of the
Private Securities Litigation Reform Act of 1995. Our actual results may differ materially from those anticipated in these forward-looking
statements and other forward-looking statements made elsewhere in this Quarterly Report on Form 10-Q as a result of specified factors,
including those set forth under the caption �Factors that May Affect Future Results.�

Executive Summary

Our Condensed Consolidated Financial Statements are included in Item 1 of this Quarterly Report on Form 10-Q. The following discussion is
provided to allow the reader to have a better understanding of our operating results for the third quarter ended November 30, 2004, including (i)
a brief discussion of our business and products, (ii) the business environment and factors that affected our financial performance, (iii) our focus
on future improvements in our financial performance and (iv) Key Financial Metrics-Fiscal 2005. This executive summary should be read in
conjunction with the more detailed discussion and analysis of our financial condition and results of operations included in this Item 2, section
titled, �Factors that May Affect Future Results� and our Condensed Consolidated Financial Statements, which are included in Item 1 of this
Quarterly Report on Form 10-Q.

Overview � Business and Products

We are a leading global provider of demand-driven supply chain management software products and services. We combine these products and
services to deliver solutions that address the specific demand-driven supply chain business needs of our clients. Our approach to client delivery
is to advise clients on how to best use our software and other technologies across their entire demand-driven supply chain.

Our solutions enable our clients to reduce operating costs, improve customer service and increase their top-line revenue by allowing them to
plan, optimize and synchronize their entire demand-driven supply chain. These benefits create efficiencies in how goods and services are
brought to market, how they are priced and sold and how they are serviced and maintained. Our software solutions provide the further benefit of
simultaneously optimizing cost and revenue on an enterprise-wide basis by integrating pricing, forecasting, operational planning and execution,
enhancing margins across the client�s enterprise and extended trading network. In addition, our software solutions help our clients derive more
benefits from their existing IT investments with other software vendors, such as legacy and Enterprise Resource Planning applications, and help
ensure the security and integrity of their global supply chains.

Our approach to client delivery is to advise our clients how to best use our solutions and other technologies across their entire demand-driven
supply chain to integrate pricing, forecasting, operational planning and execution in a manner that will allow them to enhance margins across
their entire enterprise and extended trading network. We deliver our solutions using commercially available products and will provide additional
functionality addressed through product extensions for industry-specific capabilities. Certain of our clients and prospects are also asking for
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unique capabilities on top of our core capabilities to give them a competitive edge in the market place. In these instances, this could lead to an
increase in software license revenue being recognized on a contract accounting basis over the course of the delivery of the solution rather than
upon delivery and contract execution. We are primarily focused on the Consumer Goods, Retail, and Government, Aerospace & Defense
markets. We are also focused on providing revenue management solutions for the Travel, Transportation & Hospitality and Communications and
High Technology markets.

Business Environment and Factors That Affected our Three and Nine Months Ended November 30, 2004 Results

Our operating results for the past three fiscal years were affected by several broad-based factors including global macro-economic conditions
and cautious capital spending by corporations, especially for information technology, such as enterprise application software. Despite
improvements in macro-economic conditions in the United States during our fiscal 2005, markets for supply chain management software has
lagged the overall
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improvements in macro-economic indicators in capital spending. We believe changing conditions over the last three fiscal years caused changes
in the behavior patterns in our markets as our clients and prospects intensified their efforts to reduce costs. Their focus shifted from longer-term
strategic initiatives to short-term tactical initiatives with more rapid paybacks. In addition, we believe that some of our clients and prospects are
still deferring capital spending on supply chain management software in part as a result of the challenges they have faced in complying with the
requirements of the Sarbanes-Oxley Act of 2002 and other related regulatory requirements. As a result, over the past three fiscal years and
during the three and nine months ended November 30, 2004, we have faced challenges in our ability to stabilize revenue and improve our
operating performance. We also believe that our financial results for the three and nine months ended November 30, 2004 were affected by the
magnitude of changes in our workforce, including our executive management and sales organization, difficulties in execution, a market focus
that was too broad for existing market conditions and a strong competitive environment.

In addition to these trends in our operating environment, we also recognize that our performance has not met our expectations, and as previously
announced, during our second quarter of fiscal 2005 we developed and began executing plans to improve our overall operating performance and
other initiatives to focus on future improvements in our financial performance, which we discuss in more detail below.

Focus on Future Improvements in Our Financial Performance

In response to our recent financial performance, we continue to make focused changes within our business to reduce cost and improve our
financial performance. These changes include, among others, the continued development of a more focused product and market strategy and
strategic restructuring of the organization, and efforts to align our operating expense levels with a revenue run-rate that will allow us to become
profitable. During the last two fiscal quarters, we hired a new Chief Executive Officer and a new Chief Technology Officer, consolidated our
senior management team, eliminating several positions including that of President, and consolidated our sales team on a global basis. In
December 2004, we hired a new Vice President of Mid-Markets. In two European countries where we do not presently have a critical mass of
resources, we eliminated certain offices, which are now being serviced from other locations in the region and through indirect sales channels
such as resellers and other alliance partners. In addition, we have integrated our services, support and training organizations to provide better
coordination and improved customer service.

As part of these initiatives, in our second quarter of fiscal 2005, we approved and began to implement exit and disposal plans, with anticipated
quarterly cost savings of approximately $4.0 million to $5.0 million by the end of the first quarter of fiscal 2006, compared to the first quarter of
fiscal 2005. During our third quarter, we continued making focused changes to reduce our costs under our second quarter exit and disposal plans,
including the abandonment of certain office space and the involuntary termination of employees. We recorded an exit and disposal charge of
$2.9 million in the three months ending November 30, 2004 related to these cost-cutting initiatives. We will continue the implementation of our
second quarter exit and disposal plans through the fourth quarter of fiscal 2005 and seek to implement other initiatives that will improve our
performance. As a result of these plans, we expect to incur exit and disposal charges of $5.0 million to $6.5 million during the fourth quarter of
fiscal 2005 that will result in future cash expenditures consisting primarily of $4.5 million to $5.5 million for lease abandonment charges and
$0.5 million to $1.0 million in severance and other benefits associated with further reductions in headcount.

We recently commenced operations at our new product development center in India. We intend to move a substantial portion of our product
development to our new facility over the course of the next year while keeping our core high-level product development at our headquarters in
Rockville, Maryland. We believe this will allow us to leverage lower cost product development work, resulting in anticipated expense savings of
approximately $2.0 million to $3.0 million per quarter by the end of the fourth quarter of fiscal 2006.

If market conditions for our products and services do not improve, we will need to make further adjustments to our cost structure to improve
performance.
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Key Financial Metrics � Fiscal 2005

We reported year-over-year revenue decreases in software, support, services and reimbursed expense and total revenue. �All other operating
expenses� decreased $6.4 million, or 11.6%, to $48.4 million for the quarter ended November 30, 2004 compared to the same period in fiscal
2004.
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Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003
Revenue:
Software $ 6,664 $ 17,079 $ 28,143 $ 54,790
Support 20,666 22,195 63,383 64,749
Services and reimbursed expenses 17,715 20,623 56,364 65,706
Total revenue $ 45,045 $ 59,897 $ 147,890 $ 185,245

Operating expenses and employee headcount:
Exit and disposal and acquisition-related
expenses (1) $ 8,139 $ 5,011 $ 22,428 $ 25,831
All other operating expenses (2) 48,366 54,723 157,028 178,439
Total operating expenses $ 56,505 $ 59,734 $ 179,456 $ 204,270

Total employees (period end) 733 943 733 943
Total average employees 766 957 828 1,017
Total revenue per average employee $ 59 $ 63 $ 179 $ 182

November 30,
2004

August 31,
2004

May 31,
2004

February 29,
2004

Financial condition, liquidity and capital
structure:
Cash, cash equivalents, marketable securities and
long-term investments $ 132,170 $ 137,911 $ 148,737 $ 155,299
Convertible debt $ 175,500 $ 175,500 $ 175,500 $ 175,500
Total stockholders� equity $ 181,185 $ 192,094 $ 209,030 $ 216,860
Common shares outstanding (period end) 83,542 82,304 82,072 81,973
Cash flows from operating activities (quarter
ended) $ (5,598) $ (6,758) $ (1,014) $ 16,135

(1)  Includes exit and disposal activities plus acquisition-related expenses consisting of amortization of
acquired technology and intangibles and non-cash stock option-based compensation expense.

(2)  Includes cost of software, cost of services and support, cost of reimbursed expenses, sales and
marketing, product development and general and administrative costs.

The following is a brief discussion of the above financial metrics and analysis of the reasons for the change between fiscal quarters ended
November 30, 2004 and 2003 and recent trends.

Software revenue

Our software revenue decreased $10.4 million, or 61.0%, to $6.7 million for the three months ended November 30, 2004 compared to the same
period in fiscal 2004 and decreased $26.6 million, or 48.6%, to $28.1 million for the nine months ended November 30, 2004 compared to the
same period in fiscal 2004. The following table highlights some of the significant trends affecting our software revenue:
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Quarter Ended

Significant
Software

Transactions (1)

Average
Selling Price

(in 000s)

Software
Transactions
$1.0 Million
or Greater

May 31, 2003 14 $ 1,279 5
August 31, 2003 27 $ 556 6
November 30, 2003 31 $ 513 4
February 29, 2004 27 $ 654 3
May 31, 2004 13 $ 695 1
August 31, 2004 18 $ 533 3
November 30,2004 11 $ 491 1

(1)  Significant software transactions are those with a value of $100,000 or greater recognized within the fiscal
quarter.

Software revenue categorized by the current industries on which we focus for the three and nine months ended November 30, 2004 and 2003 is
as follows (in thousands):
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Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003
Government, Aerospace & Defense $ 230 $ 4,429 $ 2,356 $ 18,455
Consumer Packaged Goods (1) 2,527 1,574 5,015 8,364
Retail 615 146 9,119 2,749
Communications and High Technology 315 781 2,365 4,208
Travel, Transportation & Hospitality 274 1,686 1,254 2,297
Other 2,703 8,463 8,034 18,717

$ 6,664 $ 17,079 $ 28,143 $ 54,790

(1) A component of Consumer Goods

The previous tables indicate the following trends affecting our software revenue in the three and nine months ended November 30, 2004 and
2003:

�      The number of significant software license transactions completed decreased in the three and nine months ended
November 30, 2004 compared to the same periods in fiscal 2004.

�      The average selling price of our software has fluctuated during the past six quarters, ranging from $491,000 to
$695,000. The quarter ended May 31, 2003 included software revenue from an installment payment under a large
multi-year government contract.

�      The number of software transactions of $1.0 million or greater reported for the three and nine months ended
November 30, 2004 has decreased compared to the same periods in fiscal 2004 due to lower and delayed capital
spending on information technology by corporations.

�      Software revenue declined for all industries with the exception of an increase in the Consumer Packaged Goods
and Retail industries during the three months ended November 30, 2004 compared to the same period in fiscal 2004.
The concentration of software revenue from the retail industry increased significantly for the nine months ended
November 30, 2004 compared to the same period in fiscal 2004, reflecting increased spending by retail clients. The
concentration of software revenue from the government, aerospace and defense sector was significantly lower for the
nine months ended November 30, 2004 compared to the same period in fiscal 2004 due in part to the inclusion of
software revenue from a large multi-year government contract in the nine months ended November 30, 2003, and
lengthening sales cycles that we believe are resulting, in part, from the Department of Defense�s shift of budget dollars
from planned initiatives to other projects to cover funding shortfalls caused by the increased cost of the war in Iraq.

�      The decrease in �Other� software revenue for the three months ended November 30, 2004 compared to the same
period in fiscal 2004 was primarily due to decreases in the Pulp & Paper, Chemical and Life Sciences industries. The
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decrease in �Other� software revenue for the nine months ended November 30, 2004 compared to the same period in
fiscal 2004 was primarily due to decreases in the Industrial, Energy, Chemical, Automotive, Pulp & Paper and Food
and Agriculture industries.

Support revenue

Support revenue decreased $1.5 million, or 6.9%, to $20.7 million for the three months ended November 30, 2004 compared to the same period
in fiscal 2004 and decreased $1.4 million, or 2.1%, to $63.4 million during the nine months ended November 30, 2004 compared to the same
period in fiscal 2004. Our percentage of annual support renewals by our clients remains high; however, decreases in support revenue from
non-renewals was not fully offset by increases in support revenue from new software sales during the three and nine months ended November
30, 2004. We have not lost any of our largest support customers in the past several quarters that had a material negative effect on revenue.

Services and reimbursed expenses revenue

Our services and reimbursed revenue decreased $2.9 million, or 14.1%, to $17.7 million for the three months ended November 30, 2004
compared to the same period in fiscal 2004 and decreased $9.3 million, or 14.2%, to $56.4 million for the nine months ended November 30,
2004 compared to the same period in fiscal 2004. The decrease for the three months ended November 30, 2004 compared to the same period in
fiscal 2004 is due to the lag effect of a decrease in the number of software transactions completed in early fiscal 2005. The decrease for the nine
months ended November 30, 2004 compared to the same period in fiscal 2004 is due to the lag effect of a decrease
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in the number of software transactions completed in early fiscal 2005, lower demand for implementation services, attrition of services employees
and lower than anticipated revenue from services transactions with fixed price contract terms.

Total revenue per average employee

Our total quarterly revenue per average employee decreased $4,000, or 6.3%, to $59,000 for the three months ended November 30, 2004
compared to the same period in fiscal 2004 and decreased $3,000, or 1.6%, to $179,000 during the nine months ended November 30, 2004
compared to the same period in fiscal 2004. Total quarterly revenue per average employee is calculated as total revenue for the quarter divided
by average employees for the quarter. The decrease during the three and nine months ended November 30, 2004 was primarily due to the
decrease in total revenue compared to the same period in fiscal 2004, partially offset by the decrease in employee headcount.

Total operating expenses

Our total operating expenses decreased $3.2 million, or 5.4%, to $56.5 million for the three months ended November 30, 2004 compared to the
same period in fiscal 2004 and decreased $24.8 million, or 12.1%, to $179.5 million for the nine months ended November 30, 2004 compared to
the same period in fiscal 2004. Total operating expenses contain both exit and disposal and acquisition-related expenses and �all other operating
expenses� (as defined in the preceding Key Financial Metrics � Fiscal 2005 table). Exit and disposal and acquisition-related expenses increased
$3.1 million, or 62.4%, to $8.1 million during the three months ended November 30, 2004 compared to the same period in fiscal 2004. Exit and
disposal and acquisition-related expenses decreased $3.4 million, or 13.2%, to $22.4 million during the nine months ended November 30, 2004
compared to the same period in fiscal 2004. �All other operating expenses� decreased $6.4 million, or 11.6%, to $48.4 million for the three months
ended November 30, 2004 compared to the same period in fiscal 2004 and decreased $21.4 million, or 12.0%, to $157.0 million for the nine
months ended November 30, 2004 compared to the same period in fiscal 2004. The decreases in �all other operating expenses� were primarily the
result of lower revenue-related expenses due to a decrease in total revenue and a 20.0% and 18.6% decrease in average employee headcount
during the three and nine months ended November 30, 2004, respectively, compared to the same periods in fiscal 2004. The decrease in average
employee headcount is the direct result of our exit and disposal plans during fiscal 2005 and 2004 and voluntary attrition.

Financial condition, liquidity and capital structure

During the three months ended November 30, 2004, we had a net usage of cash. Activity includes the following:

�      Cash, cash equivalents, marketable securities and long-term investments decreased $5.7 million, or 4.2%, to
$132.2 million as of November 30, 2004 compared to $137.9 million as of August 31, 2004. This decrease is the result
of cash flows used in operations of $5.6 million, including the semi-annual interest payment of $4.4 million on our
outstanding convertible debt, capital expenditures, including capitalized software development costs, of $3.0 million,
cash flows used in financing activities of $0.6 million, partially offset by positive cash flows from the effect of foreign
currency exchange rates of $1.6 million and the proceeds of approximately $2.0 million from the disposal of our right
to certain fractional shares of a jet.
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�      Cash flows from operating activities improved by $1.2 million to ($5.6) million for the three months ended
November 30, 2004 compared to ($6.8) million for the three months ended August 31, 2004 primarily because of a
lower reported operating loss, higher accounts receivable contribution related to the timing of receipt of payments for
outstanding receivables, which was partially offset by an increase in the allowance for doubtful accounts, a smaller
decrease in deferred revenue due to the timing of billing renewals and the seasonal nature of our support renewals,
decreased vendor payments related to the timing of receipt of vendor invoices, offset by increased payments related to
our exit and disposal activities.

Use of Estimates and Critical Accounting Policies

The accompanying discussion and analysis of our financial condition and results of operations are based upon our Condensed Consolidated
Financial Statements, which have been prepared in accordance with accounting principles generally accepted in the U.S. The preparation of
these financial statements requires that we make estimates and judgments that affect the reported amounts of assets, liabilities, revenue and
expenses, and related disclosure of contingent assets and liabilities. We base our estimates on historical experience and on various other
assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources.
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Actual results could differ from the estimates made by management with respect to these and other items that require management�s estimates.

We believe that the following accounting policies are critical to understanding our historical and future performance, as these policies affect the
reported amounts of revenue and relate to the more significant areas involving management�s judgments and estimates:

�      revenue recognition and deferred revenue;

�      allowance for doubtful accounts;

�      capitalized software development costs;

�      valuation of long-lived assets, including intangible assets and impairment review of goodwill;

�      income taxes;

�      exit and disposal related expenses; and

�      stock-based compensation plans.

Our management has reviewed our critical accounting policies, our critical accounting estimates and the related disclosures with our Disclosure
and Audit Committees. These policies and our procedures related to these policies are described further in our Annual Report on Form 10-K for
the year ended February 29, 2004 in Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of Operations,� under the
heading �Use of Estimates and Critical Accounting Policies.�

Results of Operations

The following table includes the Condensed Consolidated Statements of Operations data for the three months and nine months ended November
30, 2004 and 2003 expressed as a percentage of total revenue:

Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003
REVENUE:
Software 14.8% 28.5% 19.0% 29.6%
Support 45.9% 37.1% 42.9% 35.0%
Services 35.9% 30.6% 33.9% 31.4%
Reimbursed expenses 3.4% 3.8% 4.2% 4.0%

Total revenue 100.0% 100.0% 100.0% 100.0%

OPERATING EXPENSES:
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Cost of software 7.8% 6.2% 7.3% 6.8%
Amortization of acquired technology 7.9% 5.9% 7.2% 5.8%
Cost of services and support 40.8% 30.8% 37.6% 34.0%
Cost of reimbursed expenses 3.4% 3.8% 4.2% 4.0%
Sales and marketing 25.3% 27.3% 28.3% 26.6%
Product development 18.3% 13.4% 17.0% 15.2%
General and administrative 11.7% 9.9% 11.7% 9.8%
Amortization of intangibles 3.7% 1.7% 3.4% 1.6%
Exit and disposal activities 6.5% 0.1% 4.5% 5.7%
Non-cash stock option compensation expense 0.0% 0.7% 0.1% 0.9%

Total operating expenses 125.4% 99.8% 121.3% 110.4%

(Loss) income from operations (25.4)% 0.2% (21.3)% (10.4)%
Debt conversion expense � (27.4)% � (8.9)%
Other expense, net (3.5)% (5.6)% (3.8)% (5.4)%

Loss before income taxes (28.9)% (32.8)% (25.1)% (24.7)%
Provision for income taxes 0.5% 0.4% 0.6% 0.5%

Net loss (29.4)% (33.2)% (25.7)% (25.2)%

The percentages shown above for cost of services and support, sales and marketing, product development and general and administrative
expenses have been calculated excluding non-cash stock compensation expense as follows (in thousands):
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Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003
Cost of services and support $ � $ 183 $ 75 $ 780
Sales and marketing � 92 26 424
Product development � 27 15 110
General and administrative � 92 52 292

$ � $ 394 $ 168 $ 1,606

See Operating Expenses: �Non-Cash Stock Compensation Expense� for further detail.

Revenue:

Software Revenue. Software revenue decreased $10.4 million, or 61.0%, to $6.7 million for the three months ended
November 30, 2004 compared to the same period in fiscal 2004 and decreased $26.6 million, or 48.6%, to $28.1
million for the nine months ended November 30, 2004 compared to the same period in fiscal 2004. We believe the
decreases in software revenue and software revenue as a percentage of total revenue are due to cautious capital
spending for supply chain software purchases and to effects resulting from the magnitude of changes in our workforce,
including our executive management and sales organization, difficulties in execution and a strong competitive
environment. We experienced lengthening sales cycles and reductions in the size of customer orders compared to the
same periods in fiscal 2004. These factors resulted in a decrease in the number of significant software license
transactions with a value of $100,000 or greater, the number of transactions greater than $1.0 million and our average
selling price in both the three months and nine months ended November 30, 2004 compared to the same periods in
fiscal 2004.

We attribute much of the caution of our clients and prospects to their concerns regarding the sustainability of the current economic recovery and
the current geopolitical environment in which we operate. We saw no driving force to overcome the negative market factors that are holding
back companies from supply chain initiatives.  Further, we believe that the effort by companies to comply with the Sarbanes-Oxley Act of 2002
continues to consume the internal resources of our clients and prospects and slow the decision making process for other software purchases.

The following table summarizes significant software transactions completed during the three and nine months ended November 30, 2004 and
2003:

Three Months Ended
November 30,

Nine Months Ended
November 30,

Significant Software Transactions (1) 2004 2003 2004 2003
Number of transactions $100,000 to
$999,999 10 27 37 57
Number of transactions $1.0 million and
greater 1 4 5 15
Total number of transactions 11 31 42 72
Average selling price (in thousands) $ 491 $ 513 $ 572 $ 678
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(1)   Significant software transactions are those with a value of $100,000 or greater recognized within the fiscal quarter.

Support Revenue. Support revenue decreased $1.5 million, or 6.9%, to $20.7 million for the three months ended
November 30, 2004 compared to the same period in fiscal 2004 and decreased $1.4 million, or 2.1%, to $63.4 million
during the nine months ended November 30, 2004 compared to the same period in fiscal 2004. Our percentage of
annual support renewals by our clients remains high; however, decreases in support revenue from non-renewals were
not fully offset by increases in support revenue from new software sales during the three and nine months ended
November 30, 2004. We have not lost any of our largest support customers in the past several quarters that had a
material negative effect on revenue. There can be no assurance that our historical renewal rate will continue. See
�Forward-Looking Statements� and �Factors That May Affect Future Results.�

Services Revenue. Services revenue decreased $2.2 million, or 11.9%, to $16.2 million for the three months ended
November 30, 2004 compared to the same period in fiscal 2004 and decreased $8.2 million, or 14.0%, to $50.1
million for the nine months ended November 30, 2004 compared to the same period in fiscal 2004. The decrease in
services revenue during the three months ended November 30, 2004 resulted from the decrease in the number of
completed software transactions in the first half of fiscal 2005. Services revenue tends to track software license
revenue in prior periods. The decrease in services revenue during the nine months ended November 30, 2004 was due
to a decrease in the number of completed software transactions in late fiscal 2004 and the first half of 2005. 
Additionally, there was lower demand for implementation services, attrition of services employees and lower than
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anticipated revenue from services transactions recognized on a percentage-of-completion basis. See �Forward-Looking Statements� and �Factors
That May Affect Future Results.�

Geographic Revenue. We market and sell our software and services internationally, primarily in Europe, Asia, Canada
and South America. Revenue outside of the U.S. decreased $7.3 million, or 31.1%, to $16.1 million, or 35.8% of total
revenue, during the three months ended November 30, 2004 compared to the same period in fiscal 2004 and decreased
$13.5 million, or 21.1%, to $50.3 million, or 34.0% of total revenue, during the nine months ended November 30,
2004 compared to the same period in fiscal 2004. The decrease in international revenue during the three and nine
months ended November 30, 2004 compared to the same periods in fiscal 2004 is due to lower software and services
revenue caused by a decrease in the number of software sales and reductions in the size of customer orders, resulting
from what we believe are concerns of our clients and prospects over general market conditions, the effects resulting
from the magnitude of changes in our workforce, including our executive management and sales organization,
difficulties in execution and a strong competitive environment.

Operating Expenses:

Cost of Software. Cost of software consists primarily of amortization of capitalized software development costs and
royalty fees associated with third-party software either embedded in our software or resold by us. The following table
sets forth amortization of capitalized software development costs and other costs of software for the three and nine
months ended November 30, 2004 and 2003 (in thousands):

Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003

Amortization of capitalized
software $ 2,435 $ 2,095 $ 7,224 $ 7,303
Percentage of software revenue 36.5% 12.3% 25.7% 13.3%
Other costs of software $ 1,090 $ 1,600 $ 3,637 $ 5,257
Percentage of software revenue 16.4% 9.4% 12.9% 9.6%
Total cost of software $ 3,525 $ 3,695 $ 10,861 $ 12,560
Percentage of software revenue 52.9% 21.6% 38.6% 22.9%

The decrease in the total cost of software during the three months ended November 30, 2004 as compared to the same period in fiscal 2004 was
a result of decreased royalties paid to third parties as a result of decreased software revenue which was partially offset by an increase in the
amortization of capitalized software due to the product release of version 7.2 of our software in February 2004 and the write-off of one of our
capitalized products for which the anticipated future gross revenues were less than the estimated future costs of completing and disposing of the
product. The decrease in the total cost of software during the nine months ended November 30, 2004 as compared to the same period in fiscal
2004 was a result of decreased royalties paid to third parties as a result of decreased software revenue. Amortization of capitalized software
development costs does not typically vary as software revenue changes, but royalty fees do change with movements in software revenue.
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Amortization of Acquired Technology. In connection with acquisitions in fiscal 2003, 2002 and 2001, we acquired
developed technology that we offer as part of our solutions. Acquired technology is amortized over periods ranging
from four to six years. We expect annual amortization of acquired technology to be approximately $13.2 million in
fiscal 2005.

Cost of Services and Support. Cost of services and support includes primarily personnel and third-party contractor costs.
Cost of services and support, excluding the cost of reimbursed expenses and non-cash stock option compensation
expense, remained flat at $18.4 million, while the percentage of related revenue increased to 49.9% for the three
months ended November 30, 2004 compared to 45.5% for the same period in fiscal 2004.  The increase in costs as a
percentage of revenue reflects an increase in the percentage of active implementations with fixed price contract terms. 
Cost of services and support decreased $7.3 million, or 11.6%, to $55.6 million, or 49.0% of related revenue during
the nine months ended November 30, 2004 compared to 51.1% of related revenue for the same period in fiscal 2004.
The decrease in cost of services and support was attributable to an overall decrease in the average number of services
and support employees to 310 during the nine months ended November 30, 2004, compared to 378 during the same
period in fiscal 2004. This was primarily the result of our exit and disposal initiatives implemented during the past two
fiscal years.

Sales and Marketing. Sales and marketing expense consists primarily of personnel costs, sales commissions, and
promotional events such as user conferences, trade shows and technical conferences, advertising and public relations
programs. Sales and marketing expense decreased $4.9 million, or 30.3%, to $11.4 million during the three months
ended November 30, 2004 compared to the same periods in fiscal 2004. The decrease during the three months ended
November 30, 2004 was due to:
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�      an overall decrease in the average number of sales, marketing and business development employees to 153 during
the three months ended November 30, 2004 compared to 216 during the same period in fiscal 2004 and 181 for the
nine months ended November 30, 2004 compared to 223 during the same period in fiscal 2004. This was the result of
our exit and disposal plans implemented during the second and third quarters of fiscal 2005 and the implementation of
our exit and disposal plan in the fourth quarter of fiscal 2004 in addition to some voluntary attrition;

�      a decrease in sales commissions due to lower software revenue; and

�      a decrease in promotional spending, travel, advertising and public relations spending resulting from cost
containment and cost reduction measures implemented in fiscal 2004 and the second and third quarters of fiscal 2005.

Product Development. Product development costs include expenses associated with the development of new software
products, enhancements of existing products and quality assurance activities and are reported net of capitalized
software development costs. Such costs are primarily from employees and third-party contractors. The following table
sets forth product development costs for the three and nine months ended November 30, 2004 and 2003 (in
thousands):

Three Months Ended
November 30,

Nine Months Ended
November 30,

2004 2003 2004 2003

Gross product development costs $ 10,853 $ 10,717 $ 32,291 $ 35,647
Percentage of total revenue 24.1% 17.9% 21.8% 19.2%
Less: Capitalized product
development costs $ 2,596 $ 2,668 $ 7,140 $ 7,494
Percentage of total revenue 5.8% 4.5% 4.8% 4.0%
Product development costs, as
reported $ 8,257 $ 8,049 $ 25,151 $ 28,153
Percentage of total revenue 18.3% 13.4% 17.0% 15.2%

Gross product development costs increased $0.1 million, or 1.3%, to $10.9 million during the three months ended November 30, 2004 compared
to the same period in fiscal 2004 and decreased $3.4 million, or 9.4%, to $32.3 million during the nine months ended November 30, 2004
compared to the same period in fiscal 2004. The increase in gross product development costs for the three months ended November 30, 2004
compared to the same period in fiscal 2004 was a result of increased development efforts related to our software release version 7.2.1, which is
scheduled to be released in February 2005. The decrease in gross product development costs and capitalized product development costs for the
nine months ended November 30, 2004 compared to the same period in fiscal 2004 were due to:

�      an overall decrease in the average number of product development employees to 217 for the three months ended
November 30, 2004 compared to 263 for the same period in fiscal 2004 and to 227 during the nine months ended
November 30, 2004 compared to 295 for the same period in fiscal 2004, as a result of the implementation of our
second quarter exit and disposal plans during the second and third quarters of fiscal 2005 and the implementation of
our fiscal 2004 exit and disposal plans;
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�      an increase in the proportion of our development work being performed by contractors in India in order to take
advantage of cost efficiencies associated with India�s lower wage scale; and

�      an overall decrease in the average number of product development contractors in the U.S. during the three and
nine months ended November 30, 2004 compared to the same periods in fiscal 2004.

General and Administrative. General and administrative expenses decreased $0.7 million, or 11.2%, to $5.3 million for the
three months ended November 30, 2004 compared to the same period in fiscal 2004 and decreased $0.9 million, or
4.9%, to $17.3 million for the nine months ended November 30, 2004 compared to the same period in fiscal 2004.
General and administrative expenses include personnel and other costs of our legal, finance, accounting, human
resources, facilities, internal audit and information systems functions. The decrease for the three and nine months was
the result of a decrease in the average number of general and administrative employees, partially offset by increased
professional fees primarily related to compliance with the Sarbanes-Oxley Act of 2002. In addition, part of the
decrease for the nine months ended November 30, 2004 is due to a decrease in property tax expense related to a
settlement with the State of Maryland.

Amortization of Intangibles. Our past acquisitions were accounted for under the purchase method of accounting. As a
result, we recorded goodwill and other intangible assets that represent the excess of the purchase price paid over the
fair value of the net tangible assets acquired. Other intangible assets are amortized over periods ranging from four to
seven years. Amortization of intangibles increased $0.7 million, or 65.5%, to $1.7 million for
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the three months ended November 30, 2004 compared to the same period in fiscal 2004 and increased $2.0 million, or 65.5%, to $5.0 million for
the nine months ended November 30, 2004 compared to the same period in fiscal 2004 as a result of a change in the economic life of the Talus
customer relationships amortization from seven years to five years in fiscal 2004. We continue to monitor our performance and the useful lives
of our intangible assets in view of declining revenue.

Exit and Disposal Charges. We adopted exit and disposal plans in our second quarter of fiscal 2005 and first and fourth
quarters of fiscal 2004.

During the second quarter of fiscal 2005, we approved and began implementing the FY05 Q2 Plans designed to further adjust our cost structure
and resource allocation to increase efficiencies and reduce excess office space. Actions taken included the involuntary termination of a total of
16 employees located in the U.S. and 3 employees located overseas and abandoning additional idle space in the San Carlos and Calabasas,
California facilities. As a result of the involuntary terminations, we recorded a charge for severance and related benefits of approximately $1.9
million. Three of the terminated employees had employment contracts that defined the amount of severance and related benefits they would
receive upon termination.  The severance and related benefits for employees with employment contracts were accrued at August 31, 2004 in
accordance with SFAS 88 as the amounts were both probable and estimable. All terminated employees were notified by August 31, 2004, and
employees without employment agreements were not required to render service for severance and related benefits to us beyond the earlier of
their termination date or minimum retention period of 60 days (as defined by SFAS 146).

We recorded a facility charge of approximately $2.2 million as a result of abandoning idle space in the San Carlos and Calabasas, California
facilities. Other contract termination-related charges amounted to $0.2 million. In accordance with SFAS 144, we recorded a write-down of
certain furniture, fixtures, computer equipment and leasehold improvements of $0.7 million related to the abandonment of idle space in San
Carlos, California. On April 14, 2004, we signed a lease termination agreement with the landlord of our facility in metropolitan Chicago,
Illinois, for unused office space as a result of past exit and disposal activity. As part of the lease termination agreement, we paid approximately
$3.3 million in cash in exchange for terminating our lease agreement which expires in fiscal 2009. We recorded an exit and disposal benefit of
approximately $2.8 million related to the lease termination during the nine months ended November 30, 2004.

During the nine months ended November 30, 2004, we recorded additional exit and disposal activity adjustments of $1.5 million related to a
change in the sublease income estimate for our Detroit, Michigan location and a portion of San Carlos, California. Additionally, we executed a
lease amendment to affect a partial lease termination for our facility in Ratingen, Germany. Under the terms of the amendment, half of the
existing space was eliminated from the existing lease. As a result, we recorded a benefit of $0.3 million.

During the three and nine months ended November 30, 2004, we recorded exit and disposal charges of approximately $0.5 million related to
abandoning additional office space in Munich, Germany and Stockholm, Sweden. The costs associated with the facilities charge were recorded
based on the present value of the sum of expected remaining lease commitments and include management�s best estimates of expected sublease
income and costs associated with subleasing the vacated space. We also disposed of our right to certain fractional shares of a jet resulting in a
benefit of approximately $0.4 million. Other exit and disposal charges were $0.1 million.

Additionally, during the three and nine months ended November 30, 2004, we recorded severance-related exit and disposal charges of
approximately $2.6 million as a result of the involuntary termination of 75 employees located in the U.S. and 21 located overseas. All terminated
employees were notified by November 30, 2004. There were 24 employees who were required to render service beyond the earlier of their
termination date or minimum retention period of 60 days, as defined by SFAS 146. The severance cost for these employees is recognized and
accrued over the required service period in accordance with SFAS 146. All other terminated employees were not required to render service to us
for severance and related benefits beyond the earlier of their termination date or minimum retention period of 60 days, as defined by SFAS 146.
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The following table sets forth a summary of exit and disposal charges, net of adjustments, for the three and nine months ended November 30,
2004 and 2003 (in thousands):

Three Months
Ended

November 30,

Nine Months
Ended

November 30,
2004 2003 2004 2003

Lease obligations and
terminations $ 578 $ 40 $ 1,118 $ 5,728
Severance and related
benefits 2,647 � 4,569 1,217
Impairment (benefit) charges
and write-downs (370) � 562 3,190
Other 76 27 387 414
Total exit and disposal
charges $ 2,931 $ 67 $ 6,636 $ 10,549

The impact to reported basic and diluted loss per share as a result of the exit and disposal charges was $0.04 and $0.08 for the three and nine
months ended November 30, 2004, respectively, and $0.00 and $0.15 for the three and nine months ended November 30, 2003, respectively.

In response to the challenges we faced in our ability to stabilize revenue and operating performance, we enacted a number of cost containment
and cost reduction measures over the past four fiscal years to better align our cost structure with expected revenue. Specifically, we took the
following actions:

1.  We reduced our workforce by 115, 79, 343 and 163 employees through involuntary terminations with the
fiscal 2005, 2004, 2003 and 2002 exit and disposal plans, respectively.

2.  We further consolidated our product development function in the U.S. to the corporate headquarters in
Rockville, Maryland as part of the exit and disposal plans in fiscal 2004, 2003 and 2002. This included the relocation
of certain employees from Wayne, Pennsylvania; San Carlos, California; Atlanta, Georgia; Denver, Colorado; and
Ottawa, Canada to our headquarters in Rockville, Maryland.

3.  As a result of the workforce reductions, product development consolidation and employee attrition, certain of
our facilities were under-utilized. Accordingly, we consolidated our remaining workforce in the under-utilized
facilities and ceased to utilize the then-vacated office space. The facilities permanently removed from our operations
during fiscal 2005, 2004, 2003 and 2002 were located in Wayne, Pennsylvania; Irving, Texas; Detroit, Michigan;
Denver, Colorado; Ratingen, Germany; Ottawa, Canada; Chicago Illinois, Milan, Italy, Munich, Germany and
Stockholm, Sweden. A portion of the office space was permanently vacated in certain facilities located in Rockville,
Maryland; Atlanta, Georgia; Calabasas and San Carlos, California and Bracknell, United Kingdom.
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4.  As part of the consolidation of our facilities, certain leasehold improvements and furniture and fixtures were
abandoned. As a result, we recorded non-cash charges equal to the net book value of these abandoned assets in exit
and disposal charges.

We expect to incur additional exit and disposal charges of $5.0 million to $6.5 million as a result of the continued implementation of our second
quarter exit and disposal plans during the fourth quarter of fiscal 2005 that will result in future cash expenditures consisting primarily of
$4.5 million to $5.5 million for lease abandonments and $0.5 million to $1.0 million in severance and other benefits associated with further
reductions in headcount. We anticipate quarterly cost savings of approximately $4.0 million to $5.0 million by the first quarter of fiscal 2006,
compared to the first quarter of fiscal 2005, as a result of our second quarter exit and disposal plans .

As a result of our exit and disposal activities and cost containment initiatives during the past three fiscal years, we have reduced �all other
operating expenses� (as shown in the table under �Key Financial Metrics � Fiscal 2005�) to $48.4 million and $157.0 million for the three and nine
months ended November 30, 2004, respectively. The cost savings associated with our exit and disposal and cost containment efforts will begin
to be fully realized in the quarter following completion of the implementation of the exit and disposal plan. Details of our exit and disposal
charges are included in Note 7 in the Notes to Condensed Consolidated Financial Statements included elsewhere in this Quarterly Report on
Form 10-Q.

Substantially all of the cost savings from our exit and disposal activities and cost containment initiatives implemented in fiscal 2004 were
reflected in our operating results by the first quarter of fiscal 2005. We expect to complete our cost containment initiatives related to the second
quarter exit and disposal plans by the end of the fiscal year and fully realize the cost savings associated with these actions by the first quarter of
fiscal 2006. The total exit and disposal charges reflected in the financial statements are based on management�s current estimates, which may
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change materially if actual lease-related expenditures or sublease income differ from current estimates. See �Forward Looking Statements.�

Non-Cash Stock Option Compensation Expense. Non-cash stock option compensation expense was $0 for the three months
ended November 30, 2004 compared to $0.4 million for the same period in fiscal 2004 and decreased $1.4 million, or
89.5%, to $0.2 million for the nine months ended November 30, 2004 compared to the same period in fiscal 2004
related to unvested stock options assumed in the Talus acquisition, completed in December 2000. These amounts are
included as a separate component of stockholders� equity and are amortized by charges to operations in accordance
with FASB Interpretation No. 44 (�FIN 44�) �Accounting for Certain Transactions Involving Stock Compensation.�

As part of the Talus acquisition, we assumed all outstanding Talus stock options, which were converted into our stock options. Options to
purchase approximately 631,000 shares of our common stock were unvested at the acquisition date. FIN 44 requires the acquiring company to
measure the intrinsic value of unvested stock options assumed at the acquisition date in a purchase business combination and record a
compensation charge over the remaining vesting period of those options to the extent those options remain outstanding. All of these outstanding
options are fully vested and all compensation expense has been recognized.

Other Expense, Net.  Other expense, net, includes interest income from cash equivalents, marketable securities and
long-term investments, interest expense from borrowings, foreign currency exchange gains or losses and other gains
or losses. Other expense, net decreased $1.8 million, or 53.0%, to $1.6 million for the three months ended
November 30, 2004 compared to the same period in fiscal 2004 and decreased $4.3 million, or 43.4%, to $5.7 million
for the nine months ended November 30, 2004 compared to the same period in fiscal 2004. The decrease in other
expense, net for the three and nine months ended November 30, 2004 compared to the same periods in fiscal 2004
primarily relates to a decrease in interest expense of $0.8 million and $2.7 million during the three and nine months
ended November 30, 2004, respectively, on outstanding convertible debt due to the conversion of $74.5 million in 5%
Convertible Subordinated Notes due in 2007 (the �Notes�) into common stock in fiscal 2004 and foreign currency
exchange gains.

Provision for Income Taxes.  Income tax expense was $0.2 million for the three months ended November 30, 2004 and
2003 and $0.9 million for the nine months ended November 30, 2004 and 2003. Income tax expense is related to our
foreign operations. We did not record a deferred income tax benefit during the three and nine months ended
November 30, 2004 because we believe it is more likely than not the tax benefit will not be realized.

Loss per Common Share.  Loss per common share is computed in accordance with SFAS No. 128, �Earnings Per Share,�
which requires dual presentation of basic and diluted earnings per common share for entities with complex capital
structures. Basic loss per common share is based on net loss divided by the weighted-average number of common
shares outstanding during the reporting period. Diluted loss per common share include, when dilutive, (i) the effect of
outstanding stock options, restricted stock and warrants granted using the treasury stock method, (ii) the effect of
contingently issuable shares earned during the reporting period, if any, and (iii) shares issuable under the conversion
feature of our Notes using the if-converted method. Calculations of weighted-average shares outstanding in future
reporting periods will be affected by the following factors:
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�  the ongoing issuance of common stock associated with stock option and warrant exercises;

�  the potential future issuance of additional common shares associated with our employee stock purchase plan;

�  any fluctuations in our stock price, which could cause changes in the number of common stock equivalents
included in the diluted earnings per common share calculations (to the extent we have net income);

�  the potential ongoing future issuance of restricted stock;

�  the issuance of common stock to effect capital transactions or business combinations should we enter into
such transactions; and

�  assumed or actual conversions of our convertible debt into common stock.

Goodwill.  During the six months ended August 31, 2004, we experienced adverse changes in our stock price resulting
from a decline in revenue and overall financial performance caused by adverse business conditions that have affected
the technology industry, especially supply-chain management software companies. Based on these factors, we
performed a test for goodwill impairment at August 31, 2004 and determined that based upon the implied fair value
(which includes factors such as, but not limited to, our market capitalization, control premium and recent stock price
volatility) of our Company as of August 31, 2004, there was no impairment of goodwill. There was no change in
circumstances during the three months ended November 30, 2004 that caused us to perform an additional test for
goodwill impairment at November 30, 2004.
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Liquidity and Capital Resources:
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Historically, we have financed our operations and met our capital expenditure requirements through cash flows provided from operations,
long-term borrowings (including the sale of convertible notes) and sales of equity securities. Our cash, cash equivalents, marketable securities
and long-term investments in aggregate decreased $23.1 million, or 14.9%, to $132.2 million for the nine months ended November 30, 2004
compared to February 29, 2004.  Working capital decreased $27.0 million, or 21.5%, to $98.5 million for the nine months ended November 30,
2004 as compared to February 29, 2004. For the nine months ended November 30, 2004, the decrease in cash, cash equivalents, marketable
securities and long-term investments resulted from a net loss, excluding non-cash charges, plus changes in working capital items plus:

�  $10.7 million in expenditures for property, equipment and software, including $7.3 million of capitalized
software;

�  $9.8 million in payments for exit and disposal obligations;

�  $2.0 million in principal payments on long-term debt and capital leases; and

Offset by:

�  $0.7 million in cash proceeds from the exercise of stock options; and

�  $2.0 million in cash proceeds from the disposal of our right to certain fractional shares of a jet.

Cash used in operations was $13.4 million and $9.3 million during the nine months ended November 30, 2004 and 2003, respectively. The
decline in operating cash flows of $4.1 million in the nine months ended November 30, 2004 compared to the same period in fiscal 2004 resulted
from a decrease in deferred revenue related to lower software revenue for the nine months ended November 30, 2004 compared to the same
period in fiscal 2004, increased payments related to exit and disposal activities, increased payments made to vendors related to the timing of
receiving vendor invoices, offset by higher net accounts receivable contribution due to the timing of cash receipts from billings and by a
decrease in the payment of interest on our convertible debt as a result of the decrease in our outstanding debt balance.

Cash used in investing activities was $43.2 million and $5.2 million during the nine months ended November 30, 2004 and 2003, respectively.
Investing activities consist of the sales and purchases of marketable securities and long-term investments, sales and purchases of property and
equipment, purchases and capitalization of software and acquisitions of businesses. Total purchases of property, equipment and software,
including capitalized software, were $10.7 million and $10.6 million during the nine months ended November 30, 2004 and 2003, respectively.
Additionally, we received approximately $2.0 million in proceeds related to the disposal of our right to certain fractional shares of a jet.

Purchases of long-term investments and marketable securities, net, were $34.5 million and $9.5 million during the nine months ended
November 30, 2004 and 2003, respectively. During the nine months ended November 30, 2003, approximately $13.0 million was provided by
the elimination of cash restrictions upon the transfer of most of our letters of credit from Bank of America to Silicon Valley Bank.
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Cash (used in) provided by financing activities was $(1.2) million and $2.3 million during the nine months ended November 30, 2004 and 2003,
respectively. Cash used in financing activities consisted of payments of long-term debt and capital lease obligations offset by proceeds from the
exercise of stock options and employee stock plan purchases.

We had $175.5 million in outstanding Notes as of November 30, 2004. The Notes bear interest at 5.0% per annum which is payable
semi-annually. The fair market value of the Notes in the hands of the holders was $158.0 million as of November 30, 2004 based on market
quotes. The Notes mature in November 2007 and are convertible into approximately 4.0 million shares of our common stock at a conversion
price of $44.06, subject to adjustment under certain conditions. The conversion price of the Notes will be adjusted in the event that we issue our
common stock as a dividend or distribution with respect to our common stock, we subdivide, combine or reclassify our common stock, we issue
rights to our common stockholders to purchase our common stock at less than market price, we make certain distributions of securities, cash or
other property to our common stockholders (other than ordinary cash dividends), or we make certain repurchases of our common stock. Upon a
change of control of our Company, the holders of the Notes would have the right to require us or our successor to repurchase the Notes at a
purchase price equal to 100% of the principal amount, plus accrued and unpaid interest to the date of repurchase in cash. The Notes do not have
any financial covenants. On or after November 7, 2003, we may redeem, from time to time, the Notes in whole or in part, at our option.
Redemption can be made on at least 30 days notice if the trading price of
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our common stock for 20 trading days in a period of 30 consecutive trading days ending on the day prior to the mailing of notice of redemption
exceeds 120% of the conversion price of the Notes. The redemption price, expressed as a percentage of the principal amount, is:

Redemption Period Redemption Price
November 1, 2004 through October 31, 2005 102%
November 1, 2005 through October 31, 2006 101%
November 1, 2006 through maturity 100%

In the second half of fiscal 2004, we exchanged $74.5 million of the Notes for 9,725,750 shares of our common stock in privately negotiated
transactions with note holders. The offer and issuance of the common stock underlying these transactions were exempt from registration under
Section 3 (a) (9) of the Securities Act of 1933 and were freely traded upon issuance.

At the conversion price of $44.06 per share, the $74.5 million of Notes exchanged would have been convertible into 1,690,780 shares of
common stock. For accounting purposes, the additional 8,034,970 shares of common stock that we issued in these transactions are considered an
inducement for the holders to convert their Notes, which required us to record a non-operating expense equal to the fair value of the additional
shares issued to the holders. Accordingly, we recorded a non-cash debt conversion expense of approximately $59.8 million during the twelve
months ended February 29, 2004. These transactions resulted in a $74.5 million reduction of the Notes outstanding and increased stockholders�
equity by $74.5 million. The 9,725,750 shares of common stock represent 11.9% of the shares outstanding as of February 29, 2004.

We have a one-year unsecured revolving credit facility (the �Credit Facility�) with Silicon Valley Bank (�SVB�) for $15.0 million which will expire
on March 30, 2005, unless renewed. Under the terms of the Credit Facility, we may request cash advances, letters of credit, or both.

The Credit Facility requires us to comply with financial covenants including (i) a minimum tangible net worth requirement and (ii) a minimum
ratio of (a) unrestricted cash, cash equivalents, marketable securities and long-term investments deposited with SVB and its affiliates plus net
accounts receivable to (b) current liabilities, plus long-term indebtedness to SVB and outstanding letters of credit, minus deferred revenue, of at
least 1.75 to 1.0. On September 22, 2004, we and SVB amended the terms of the Credit Facility to change the minimum tangible net worth
(defined as our total consolidated assets minus goodwill, capitalized software costs, other intangible assets and total liabilities plus convertible
debt and up to $10.0 million in exit and disposal accruals) requirement to $120.0 million as of November 30, 2004 and $120.0 million plus 50%
of net quarterly GAAP profit for the quarter ending February 28, 2005. We were in compliance with all financial covenants as of November 30,
2004 and February 29, 2004. There were no cash draws outstanding under the Credit Facility as of November 30, 2004 and February 29, 2004.
As of November 30, 2004 and February 29, 2004, we had $9.5 million and $9.9 million, respectively, in letters of credit outstanding under the
Credit Facility to secure our lease obligations for certain office space.

The Credit Facility requires us to maintain $50.0 million in funds with SVB Asset Management and its affiliates. The Credit Facility also
restricts the amount of additional debt we can incur and restricts the amount of cash that we can use for acquisitions and for the repurchase of
convertible debt. Under the terms of the Credit Facility, we retain the right to terminate the facility at any time upon repayment of any advances
and the posting of cash collateral for any outstanding letters of credit. Under the Credit Facility, SVB has the right to obtain a lien on all of our
assets, other than intellectual property, upon an occurrence of default, unless we terminate the facility as provided above. The Credit Facility
also provides that, upon an event of default, we are prohibited from paying a cash dividend to its shareholders.

We had an additional credit agreement (the �Equipment Line�) with SVB, as amended, which expired December 31, 2004, under which we were
permitted to borrow up to $5.0 million for the purchase of equipment. During fiscal 2003, we borrowed $2.9 million under the Equipment Line.
Amounts borrowed under the Equipment Line in fiscal 2003 accrue interest at a rate equal to the greater of the three-year treasury note rate plus
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5%, or 8.25%, and are repaid monthly over a 36-month period. The principal balance remaining as of November 30, 2004 and February 29, 2004
was approximately $1.0 million and $1.7 million, respectively. The financial covenants for the Equipment Line are the same as the financial
covenants for the Credit Facility. We were in compliance with all financial covenants as of November 30, 2004 and February 29, 2004.

As of November 30, 2004, our future fixed commitments and the effect these commitments are expected to have on our liquidity and cash flows
in future periods are as follows (in thousands):
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Three Months
Ended Feb. 28, Fiscal Year Ending Feb. 28 or 29,

2005 2006 2007 2008 2009 Thereafter Total
Capital lease obligations (1) $ 464 $ 1,854 $ 1,090 $ 239 $ � $ � $ 3,647
Operating lease obligations not
in exit and disposal activities 2,750 8,704 7,352 7,025 6,534 29,731 62,096
Operating leases obligations in
exit and disposal activities 1,857 6,619 6,054 4,638 3,093 15,333 37,594
Equipment line of credit (1) 275 773 � � � � 1,048
Convertible subordinated notes
(1) � 8,775 8,775 185,006 � � 202,556
Total fixed commitments $ 5,346 $ 26,725 $ 23,271 $ 196,908 $ 9,627 $ 45,064 $ 306,941

(1) Includes principal and interest payments

The lease commitments in the above table designated as �Operating lease obligations in exit and disposal activities� only include the
non-cancelable portion of lease commitments included in past cost containment initiatives and, accordingly, have not been reduced by estimated
sublease income. However, as required by EITF 88-10 and SFAS 146, we have reduced these lease commitments by estimated sublease income
in determining the total exit and disposal-related lease obligations of $14.2 million recorded in the accompanying balance sheet as of
November 30, 2004. Please refer to Note 7 in our Condensed Consolidated Financial Statements included elsewhere in this report.

In the future, we may pursue acquisitions of complementary businesses and technologies. In addition, we may make strategic investments in
businesses and enter into joint ventures that complement our existing business. Any future acquisition or investment may result in a decrease to
our liquidity and working capital to the extent we pay with cash.

We may choose to purchase a portion of the Notes in the open market from time to time with cash or enter into alternative transactions to reduce
the balance of the Notes, such as exchanging Notes for shares of our common stock, if we are able to do so on terms favorable to us. Purchases
of the Notes with cash would reduce our debt outstanding and may result in a decrease to our liquidity and working capital.

We believe that the combination of cash and cash equivalents, marketable securities and long-term investments, and anticipated cash flows from
operations will be sufficient to fund expected capital expenditures, capital lease obligations and working capital needs for the next twelve
months. However, weakening economic conditions or weak demand for supply chain management software in future periods could have a
material adverse effect on our future operating results and liquidity. Although we have no current plans to do so, we may elect to obtain
additional debt or equity financing if we are able to raise it on terms favorable to us. See �Forward-Looking Statements� and �Factors That May
Affect Future Results.�

Off-Balance Sheet Arrangements:
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We do not use off-balance sheet arrangements with unconsolidated entities or related parties, nor do we use other forms of off-balance sheet
arrangements such as research and development arrangements. Accordingly, our liquidity and capital resources are not subject to off-balance
sheet risks from unconsolidated entities.

We have entered into operating leases with unrelated third parties for most U.S. and international sales and support offices and certain
equipment in the normal course of business. These arrangements are oftentimes referred to as a form of off-balance sheet financing. Future
minimum lease payments under our operating leases as of November 30, 2004 are detailed previously in �Liquidity and Capital Resources.� We
have a one-year unsecured revolving credit facility (the �Credit Facility�) with SVB for $15.0 million which will expire on March 30, 2005, unless
renewed. Under the terms of the Credit Facility, we may request cash advances, letters of credit, or both. As of November 30, 2004, $9.5 million
in letters of credit was outstanding under the Credit Facility to secure our lease obligations for certain office space.

We license software to our customers under contracts which we refer to as Software License Agreements (�SLAs�). Each SLA contains the
relevant terms of the contractual arrangement with the customer, and generally includes provisions for indemnifying the customer against
damages, judgments, reasonable cost and expenses incurred by the customer for any claim or suit based on infringement of a trademark or
copyright as a result of the customer�s use of our software. The SLA generally limits the indemnification obligations in a variety of
industry-standard respects. To date, we have not had to reimburse any of our customers for any losses related to these indemnification provisions
and no material claims are outstanding as of November 30, 2004. For several reasons, including the lack of prior indemnification claims and the
lack of a monetary liability limit for certain infringement
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cases under the SLAs, we cannot determine the maximum amount of potential future payments, if any, related to such indemnification
provisions. There can be no assurance that potential future payments will not have a material adverse effect on our operating performance,
financial condition and cash flows.

The SLA generally provides that in the event of a determination that our software, or the customer�s use of our software, infringes any trademark
or copyright of any third party, or if we reasonably believe that such is the case, we, at our option and expense, have the right to obtain for the
customer the right to continue using the infringing item, replace the infringing item or modify the infringing item so that it is no longer
infringing.

Factors that May Affect Future Results:

In addition to the other information in this Quarterly Report on Form 10-Q, the following factors should be considered in evaluating us and our
business. The risks and uncertainties described below are not the only ones facing us. Additional risks and uncertainties that we do not presently
know or that we currently deem immaterial, may also impair our business, results of operations and financial condition.

RISKS RELATED TO OUR INDEBTEDNESS AND FINANCIAL CONDITION
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OUR INDEBTEDNESS COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR FINANCIAL CONDITION.

In November 2000, we completed a convertible debt offering of $250.0 million in Notes that are due November 2007. During fiscal 2004, the
balance of the Notes was reduced to $175.5 million as a result of $74.5 million of Notes being exchanged for shares of our common stock. Our
indebtedness could have important consequences for investors. For example, it could:

�  increase our vulnerability to general adverse economic and industry conditions;

�  limit our ability to obtain additional financing;

�  require the dedication of a substantial portion of our cash flows from operations to the payment of principal
of, and interest on, our indebtedness, thereby reducing the availability of capital to fund our operations, working
capital, capital expenditures, acquisitions and other general corporate purposes;

�  limit our flexibility in planning for, or reacting to, changes in our business and the industry; and

�  place us at a competitive disadvantage relative to our competitors.

Although we have no present plans to do so, we may incur substantial additional debt in the future. While the terms of our Credit Facility impose
certain limits on our ability to incur additional debt, we are permitted to incur additional debt subject to compliance with the terms and
conditions set forth in the Credit Facility. The terms of the Notes set forth no limits on our ability to incur additional debt. If a significant amount
of new debt is added to our current levels, the related risks described above could intensify.

WE MAY HAVE INSUFFICIENT CASH FLOW TO MEET OUR DEBT SERVICE OBLIGATIONS WHICH COULD
NEGATIVELY AFFECT OUR ABILITY TO ATTRACT AND RETAIN CUSTOMERS.

We will be required to generate sufficient cash to pay all amounts due on the Notes and to conduct our business operations. The Notes require
interest payments of $8.8 million annually with $175.5 million of principal due November 2007. As of November 30, 2004, the remaining
principal and interest payments due under the Notes were $202.6 million. Our cash, cash equivalents, marketable securities and long-term
investments totaled $132.2 million as of November 30, 2004. Assuming our cash, cash equivalents, marketable securities and long-term
investments remain constant from our November 30, 2004 levels, we will have to generate a minimum of $70.4 million of net cash flow through
any combination of normal operations of our Company, raising of debt and equity capital or asset sales by November 2007 to meet our
remaining principal and interest payments under the Notes. We have incurred net losses in the past, and we may not be able to cover our
anticipated debt service obligations. This may materially hinder our ability to make principal and interest payments on the Notes. Concerns
about our ability to meet our debt service obligations could negatively affect our ability to attract and retain customers. Our ability to meet our
future debt service obligations will be dependent upon our future performance, which will be subject to financial, business and other factors
affecting our operations, many of which are beyond our control.
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WE MAY CHOOSE TO EXCHANGE THE NOTES FOR SHARES OF OUR COMMON STOCK IN THE OPEN MARKET OR
PURCHASE A PORTION OF THE NOTES FOR CASH, WHICH COULD MATERIALLY DILUTE EXISTING STOCKHOLDERS
OR COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR FINANCIAL CONDITION.

During fiscal 2004, we issued 9,725,750 shares of our common stock in exchange for the Notes in privately negotiated transactions under
Section 3(a)(9) of the Securities Act of 1933, and we expect to enter into such transactions from time to time if we are able to do so on terms that
are favorable to us. If we choose to enter into privately negotiated transactions to exchange some of our outstanding Notes for shares of our
common stock, it could materially dilute the ownership percentage of our existing shareholders and result in a non-cash charge to earnings. In
addition, to the extent we are able to do so on terms favorable to us, we may choose to purchase a portion of the Notes outstanding from time to
time in the open market with cash. While the terms of our credit facility impose certain limits on our ability to repurchase our debt securities
with cash, we are permitted to do so subject to compliance with the terms and conditions set forth in the credit facility. If purchases of the Notes
in the open market were funded from available cash and cash equivalents, it could have a material adverse effect on our liquidity and financial
condition.

WE MAY VIOLATE FINANCIAL COVENANTS UNDER OUR CREDIT FACILITY WHICH COULD HAVE A MATERIAL
ADVERSE EFFECT ON OUR LIQUIDITY AND FINANCIAL CONDITION.
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In January 2003, we entered into an unsecured $20.0 million credit facility with SVB. We renewed the unsecured credit facility with SVB on
March 31, 2004 with borrowing capacity reduced to $15.0 million. We also have an additional credit agreement with SVB, under which we are
able to borrow up to $5.0 million for the purchase of equipment. As of November 30, 2004, approximately $9.5 million of letters of credit were
outstanding with SVB, and approximately $1.0 million was outstanding under the equipment financing credit line. On September 22, 2004, we
and SVB amended the terms of the Credit Facility and Equipment Line to change the minimum tangible net worth (defined as our total
consolidated assets minus goodwill, capitalized software costs, other intangible assets and total liabilities plus convertible debt and up to $10.0
million in exit and disposal accruals) requirement to $120.0 million as of November 30, 2004 and $120.0 million plus 50% of net quarterly
GAAP profit for the quarter ending February 28, 2005. If our future financial performance results in a violation of financial covenants under our
credit facility, or with our equipment financing credit line, we could be required to provide cash collateral for letters of credit or repay
outstanding borrowings, which would have a material adverse effect on our liquidity and financial condition.

RISKS RELATED TO OUR BUSINESS

Edgar Filing: MANUGISTICS GROUP INC - Form 10-Q

RISKS RELATED TO OUR BUSINESS 64



OUR BUSINESS IS SUBJECT TO CHANGING REGULATION OF CORPORATE GOVERNANCE AND PUBLIC DISCLOSURE
THAT HAS INCREASED BOTH OUR COSTS AND THE RISK OF NONCOMPLIANCE.

Because our common stock is publicly traded, we are subject to certain rules and regulations of federal, state and financial market exchange
entities charged with the protection of investors and the oversight of companies whose securities are publicly traded. These entities, including
the Public Company Accounting Oversight Board, the Securities and Exchange Commission and NASDAQ, have recently issued new
requirements and regulations and continue to develop additional regulations and requirements in response to recent laws enacted by Congress,
most notably the Sarbanes-Oxley Act of 2002. Our efforts to comply with these new regulations have resulted in, and are likely to continue to
result in, increased general and administrative expenses and a diversion of management time and attention from revenue-generating activities to
compliance activities.

In particular, our efforts to comply with Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations regarding our required
assessment of our internal controls over financial reporting and our external auditors� audit of that assessment has required, and continues to
require, the commitment of significant financial and managerial resources. Although we believe that the ongoing review of our internal controls
will enable us to provide an assessment of our internal controls and our external auditors to provide their audit opinion as of February 28, 2005
within the time period required by Section 404 of the Sarbanes-Oxley Act of 2002, we can give no assurance that these efforts will be completed
on a timely and successful basis.

Moreover, because these laws, regulations and standards are subject to varying interpretations, their application in practice may evolve over time
as new guidance becomes available. This evolution may result in continuing uncertainty regarding compliance matters and additional costs
necessitated by ongoing revisions to our disclosure and governance practices.
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ADVERSE ECONOMIC AND POLITICAL CONDITIONS CAUSED A DETERIORATION OF DEMAND IN THE MARKETS FOR
OUR PRODUCTS AND SERVICES AND HAVE ADVERSELY AFFECTED AND COULD FURTHER ADVERSELY AFFECT OUR
OPERATING PERFORMANCE AND FINANCIAL CONDITION.

Our revenue and operating results depend on the overall demand for our software and related services. Regional and global adverse changes in
the economy and political upheaval and unrest caused a deterioration of the markets for our products and services in recent years. Recent
improvements in economic conditions have not yet resulted in improvements in the markets for supply chain management software. These
factors resulted in reductions, delays and postponements of customer purchases, which materially and adversely affected our financial
performance during the last three fiscal years and the first three quarters of fiscal 2005. Demand for our solutions designed to optimize pricing
and revenue management, a component of our demand management solutions, was more severely affected than our other solutions for which
there are more mature markets. Although our markets deteriorated in most industries and geographies, industries most severely affected include,
among others, chemical & energy, high technology, and travel, transportation & hospitality. Industries less affected include government,
aerospace & defense, communications, consumer packaged goods, life sciences and retail. If these adverse conditions continue or worsen, we
would likely experience further reductions, delays, and postponements of customer purchases further adversely affecting our operating
performance and financial condition.

National and global responses to future hostilities and terrorist attacks may materially and adversely affect demand for our software and services
because of the economic and political effects on our markets and by interrupting the ability of our customers to do business in the ordinary
course, as a result of a variety of factors, including, among others, changes or disruptions in movement and sourcing of materials, goods and
components or possible interruptions in the flow of information or monies.

IF THE MARKETS FOR OUR PRODUCTS DO NOT IMPROVE OR SUFFER FURTHER DECLINES, OUR OPERATING
PERFORMANCE AND FINANCIAL CONDITION WILL BE MATERIALLY AND ADVERSELY AFFECTED.

Substantially all of our software, services and support revenue has arisen from, or is related directly to, our solutions. We expect to be dependent
upon these solutions in the future, and any factor adversely affecting the markets for our solutions would materially and adversely affect our
ability to increase revenue and achieve operating profitability. The markets for our solutions have been and may continue to be materially
adversely affected by continued weak demand for supply chain management software and political instability. While we believe the markets for
our solutions ultimately will expand as the economy improves, they may grow more slowly than anticipated. If the markets for our solutions
decline or do not grow as rapidly as we expect, revenue growth, operating margins, or both, could be adversely affected.

WE EXPERIENCED SIGNIFICANT LOSSES IN RECENT YEARS DUE TO A DETERIORATION OF DEMAND IN OUR
MARKETS RESULTING FROM WEAKENING ECONOMIC CONDITIONS AND INCREASED POLITICAL INSTABILITY
COMMENCING IN FISCAL 2002. IN ADDITION, WE BELIEVE OUR RECENT FINANCIAL PERFORMANCE WAS
ADVERSELY AFFECTED BY THE MAGNITUDE OF CHANGES IN OUR WORKFORCE, INCLUDING OUR EXECUTIVE
MANAGEMENT AND SALES ORGANIZATION, DIFFICULTIES IN EXECUTION, A MARKET FOCUS THAT WAS TOO
BROAD FOR EXISTING MARKET CONDITIONS AND A STRONG COMPETITIVE ENVIRONMENT.

We incurred significant losses during the past three fiscal years. Since the beginning in fiscal 2002, weakening economic conditions and political
instability have resulted in the deterioration in our markets. Continued weakening of economic conditions through fiscal 2004 severely affected
the timing of capital spending decisions for enterprise application software, particularly supply chain management software, further negatively
affecting the markets for our products and services. Recent improvements in economic conditions have not yet resulted in significant
improvements in the markets for supply chain management software. In addition, we believe our recent financial performance was adversely
affected by the magnitude of changes in our workforce, including our executive management and sales organization, difficulties in execution, a
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market focus that was too broad for existing market conditions and a strong competitive environment.

We experienced sequential declines in software and total revenue during our second and third quarters of fiscal 2002. Total annual revenue
decreased in each of fiscal 2003 and fiscal 2004, as compared to prior fiscal years. For the three and nine months ended November 30, 2004,
there were declines in software and total revenue in comparison to the fourth quarter of fiscal 2004. The losses incurred during these periods
were $115.2 million in fiscal 2002, $212.2 million in fiscal 2003, $103.8 million in fiscal 2004 and $38.1 million for the nine months ended
November 30, 2004. If market conditions for our software do not improve or if we do not successfully align our cost
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structure with our revenue without hindering our ability to grow revenue, or if we do not successfully overcome the recent internal factors that
have hindered our performance, our operating performance and financial condition could be harmed, and we could continue to incur significant
losses.

A VARIATION IN THE CONVERSION OF OUR REVENUE PIPELINE TO CONTRACTS COULD ADVERSELY AFFECT OUR
REVENUE AND ABILITY TO FORECAST OPERATIONS.

We use a �pipeline� system, a common industry practice, to forecast sales and trends in our business. Our sales personnel monitor the status of all
proposals, including the estimated closing date and potential dollar amount of each transaction. We aggregate these estimates periodically to
generate a sales pipeline and then evaluate the pipeline to identify trends in our business. This pipeline analysis and related estimates of revenue
may differ significantly from actual revenue in a particular reporting period as the estimates and assumptions were made using the best available
data at the time. A slowdown in the global economy and, among other factors, we believe, compliance with the Sarbanes-Oxley Act of 2002 and
other recent regulatory requirements related to corporate governance, caused and may continue to cause customer purchasing decisions to be
delayed, reduced in amount or canceled, all of which have reduced and could continue to reduce the rate of conversion of the pipeline into
contracts. Recent improvements in economic conditions have not yet resulted in significant improvements in the markets for supply chain
management software. In addition, because a substantial portion of our software license contracts close in the latter part of a quarter, we may not
be able to adjust our cost structure to respond to a variation in the conversion of the pipeline into contracts in a timely manner. A variation in the
pipeline or in the conversion rate of the pipeline into contracts, or our inability to respond to a variation in the conversion of the pipeline into
contracts in a timely manner, could cause us to plan or budget inaccurately and thereby could adversely affect our business, financial condition
or results of operations.

WE RECORDED A GOODWILL IMPAIRMENT CHARGE OF $96.3 MILLION IN OUR FOURTH QUARTER OF FISCAL 2003
AS A RESULT OF SIGNIFICANT DECLINES IN OUR STOCK PRICE DURING FISCAL 2003. IF OUR STOCK PRICE
DECREASES TO LEVELS SUCH THAT THE IMPLIED FAIR VALUE OF OUR COMPANY IS SIGNIFICANTLY LESS THAN
STOCKHOLDERS� EQUITY FOR A SUSTAINED PERIOD OF TIME, WE MAY BE REQUIRED TO RECORD ADDITIONAL
SIGNIFICANT NON-CASH CHARGES ASSOCIATED WITH GOODWILL IMPAIRMENT.

On March 1, 2002, we adopted Statement of Financial Accounting Standards No.142 �Goodwill and Other Intangible Assets� (�SFAS 142�), which
changed the accounting for goodwill from an amortization method to an impairment-only method. Effective March 1, 2002, we stopped
amortizing goodwill, but continued amortizing other intangible assets with finite lives. As required by the provisions of SFAS 142, we
performed the initial goodwill impairment test required during our first quarter of fiscal 2003. We consider ourselves to have a single reporting
unit. Accordingly, all of our goodwill is associated with our entire Company. As of March 1, 2002, based upon our implied fair value, there was
no impairment of goodwill recorded upon implementation of SFAS 142.

During fiscal 2003, we experienced adverse changes in our stock price resulting from a decline in our financial performance caused by adverse
business conditions that affected the technology industry, especially enterprise application software companies. Based on these factors, we
performed a test for goodwill impairment at August 31, 2002, November 30, 2002 and February 28, 2003.  As a result of these tests, we
determined that based upon the implied fair value (which includes factors such as, but not limited to, our market capitalization, control premium
and recent stock price volatility) of our Company as of August 31, 2002 and November 30, 2002, there was no impairment of goodwill, but as of
February 28, 2003, there was an impairment of goodwill. As a result of the impairment of goodwill as of February 28, 2003, we recorded a
non-cash goodwill impairment charge of $96.3 million to reduce goodwill associated with our acquisitions to their estimated fair value as of that
date. We again performed a test for goodwill impairment at February 29, 2004, which is our annual date for goodwill impairment review, and
determined that based upon the implied fair value (which includes factors such as, but not limited to, our market capitalization, control premium
and recent stock price volatility) of our Company as of February 29, 2004 there was no impairment of goodwill.
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During the six months ended August 31, 2004, we experienced adverse changes in our stock price resulting from our poor financial performance.
As a result, we performed a test for goodwill impairment at August 31, 2004 and determined that based upon the implied fair value (which
includes factors such as, but not limited to, our market capitalization, control premium and recent stock price volatility) of our Company as of
August 31, 2004, there was no impairment of goodwill. There was no change in circumstances during the three months ended November 30,
2004 that caused us to perform an additional test for goodwill impairment at November 30, 2004.

We will continue to test for impairment on an annual basis, coinciding with our fiscal year-end, or on an interim basis if circumstances change
that would more likely than not reduce the fair value of our reporting unit below its
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carrying value. If our stock price is significantly lower than recent levels such that the implied fair value of our Company is significantly less
than stockholders� equity for a sustained period of time, among other factors, we may be required to record an additional impairment loss related
to goodwill below its carrying amount.

OUR FUTURE RESULTS WILL BE ADVERSELY AFFECTED BY SEVERAL TYPES OF SIGNIFICANT NON-CASH CHARGES
WHICH COULD IMPAIR OUR ABILITY TO ACHIEVE OR MAINTAIN PROFITABILITY IN THE FUTURE.

We will incur significant non-cash charges in the future related to the amortization of acquired technology and intangible assets from past
acquisitions. During fiscal 2002, we announced that we were required to write-off our investment in Converge, Inc., which resulted in a pre-tax
charge of $10.2 million. During fiscal 2003, we recorded a valuation allowance for the full amount of our net deferred tax assets which resulted
in a $20.4 million non-cash charge to income tax expense. Also during fiscal 2003, we recorded a goodwill impairment charge of $96.3 million
to reduce goodwill associated with our acquisitions to their estimated fair value as of that date. During fiscal 2002, 2003, 2004 and the first three
quarters of fiscal 2005, we recorded net write-downs of long-lived assets associated with exit and disposal activities of approximately $0.1
million, $2.5 million, $4.2 million and $0.6 million, respectively, consisting of the abandonment or disposal of certain furniture, fixtures,
computer equipment, leasehold improvements related to vacating office space and other long-lived assets. During fiscal 2004, we exchanged
$74.5 million of the Notes for 9.7 million shares of our common stock in privately negotiated transactions, which resulted in a non-cash debt
conversion expense of $59.8 million. We may also incur non-cash charges in future periods related to impairments of long-lived assets and
future exchanges of Notes for shares of our common stock, if any. To achieve profitability, we must grow our revenue sufficiently to cover these
charges. Our failure to achieve profitability could cause our stock price to decline.

IF OUR EXIT AND DISPOSAL PLANS AND OUR COST CONTAINMENT AND COST REDUCTION MEASURES FAIL TO
ACHIEVE THE DESIRED RESULTS OR RESULT IN UNANTICIPATED NEGATIVE CONSEQUENCES, WE MAY SUFFER
MATERIAL HARM TO OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION.
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In response to deteriorations in our markets, during fiscal 2002, fiscal 2003, fiscal 2004 and for the nine months ended November 30, 2004, we
implemented exit and disposal plans and cost containment and cost reduction measures and are continuing to implement cost containment and
cost reduction measures to align our cost structure with our revenue. These actions have included, among other things, reductions in workforce
and consolidations of our operational facilities. Headcount at the end of our third quarter of fiscal 2005 was 733 compared to 815 at the end of
the second quarter of fiscal 2005. We anticipate headcount to be approximately 725 at the end of the fourth quarter of fiscal 2005. We also
abandoned idle space in our San Carlos and Calabasas facilities and closed two offices in Europe.

As part of the consolidation of our facilities, we negotiate lease termination agreements or subleases for certain of our facilities. We cannot
predict when or if we will be successful in negotiating lease termination agreements or subleases on terms acceptable to us. Should we be
unsuccessful in such negotiations or if the negotiated terms are less favorable than currently anticipated, we may be required to materially
increase our exit and disposal related expenses in future periods. Further, if we consolidate additional facilities in the future, which is currently
under consideration for the fourth quarter of fiscal 2005, we may incur additional restructuring and related expenses, which could have a
material adverse effect on our business, financial condition or results of operations.

We also cannot assure you that we will not reduce or otherwise adjust our workforce again in the future or that related transition issues
associated with such a reduction will not occur again.

In fiscal 2002, fiscal 2003, fiscal 2004 and for the nine months ended November 30, 2004, we recorded exit and disposal charges of $6.6 million,
$19.2 million, $18.6 million and $6.6 million, respectively. As a result of the continued implementation of our second quarter fiscal 2005 exit
and disposal plans, we expect to incur additional exit and disposal charges of $5.0 million to $6.5 million during the fourth quarter of fiscal
2005, that will result in future cash expenditures consisting primarily of $4.5 million to $5.5 million for lease abandonment charges and
$0.5 million to $1.0 million in severance and other benefits associated with further reductions in headcount. We anticipate quarterly cost savings
of approximately $4.0 million to $5.0 million by our first quarter of fiscal 2006 compared to the first quarter of fiscal 2005. If we fail to achieve
the desired results of our exit and disposal plans and our cost containment and cost reduction measures, we may suffer material harm to our
operating performance and financial condition.

WE REDUCED OUR WORKFORCE AS PART OF OUR COST CONTAINMENT AND COST REDUCTION INITIATIVES. IF WE
FAIL TO ATTRACT AND RETAIN A QUALIFIED WORKFORCE,
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OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION COULD BE MATERIALLY ADVERSELY AFFECTED.
FURTHER, OUR COST CONTAINMENT AND COST REDUCTION INITIATIVES MAY HINDER OR IMPAIR
OUR ABILITY TO TAKE ADVANTAGE OF IMPROVEMENTS IN MARKET CONDITIONS.
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We believe that our success depends on our ability to motivate and retain highly skilled technical, managerial, sales, marketing and services
personnel. Competition for skilled personnel can be intense, and there is no assurance that we will be successful in attracting, motivating and
retaining the personnel we need to improve our financial performance and grow.

As part of our cost containment and cost reduction initiatives, we have recently reduced our workforce. During the nine months ended
November 30, 2004, voluntary employee attrition increased compared to recent periods. In addition, the recent trading levels of our stock have
decreased the value of our stock options granted to employees under our stock option plans. We consider stock options to be critically important
in attracting and retaining employees.

As a result of these factors, our employees, whether or not affected by our reduction in workforce, may seek employment with our business
partners, clients or competitors. Continuity of personnel is a very important factor in our success. Moreover, the cost of hiring, training and
retaining skilled employees is high, and we may have difficulty attracting such personnel as a result of a perceived risk of future workforce
reductions. Our cost containment and cost reduction initiatives may yield further unintended consequences, such as reduced employee morale,
decreased productivity and disclosures of confidential information about us by employees that seek employment with others in violation of their
confidentiality agreements with us. Failure to attract, motivate and retain highly skilled personnel could materially and adversely affect our
business. Further, our cost containment and cost reduction initiatives may hinder or impair our ability to take advantage of improvements in
market conditions

WE HAVE EXPERIENCED SIGNIFICANT CHANGES IN SENIOR MANAGEMENT RECENTLY. THE SUCCESS AND
GROWTH OF OUR BUSINESS MAY SUFFER IF WE EXPERIENCE TOO MANY CHANGES IN KEY PERSONNEL IN TOO
SHORT A PERIOD OF TIME.
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We have recently undergone significant changes in our senior management. As a result, our senior management team has only recently begun to
work together. In July 2004, Gregory J. Owens resigned as our Chief Executive Officer, but continues as Chairman of the Board, and was
replaced by Joseph L. Cowan as Chief Executive Officer. In August of 2004, our President, Jeremy P. Coote resigned and the position of
President was eliminated. In addition, two other senior management personnel left the Company during our third quarter. In September 2004,
Jeffrey L. Kissling was hired as our Chief Technology Officer, and two other senior management personnel were promoted to new positions.
Our success depends significantly on the continued service of our executive officers and their ability to work together effectively as a
management team. We do not have fixed-term employment agreements with any executive officers, other than with Joseph L. Cowan, who has a
two-year employment agreement with our Company that commenced in July 2004, and we do not maintain key person life insurance on our
executive officers. The loss of services of any of our senior management for any reason or their inability to manage our Company effectively
could have a material adverse effect on our operating performance and financial condition.

WE HAVE RESTRUCTURED, AND MAY IN THE FUTURE RESTRUCTURE, OUR SALES FORCE, WHICH CAN BE
DISRUPTIVE.  WE HAVE ALSO REDUCED OUR SALES FORCE AS PART OF OUR COST CONTAINMENT AND COST
REDUCTION INITIATIVES. OUR FAILURE TO FIELD AN EFFECTIVE SALES ORGANIZATION COULD HAVE A
MATERIAL ADVERSE EFFECT ON OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION.

We continue to rely heavily on our direct sales force. In recent years, we have restructured or made other adjustments to our sales force in
response to factors such as management changes and other internal considerations. We have reduced our sales force in fiscal 2002, fiscal 2003,
fiscal 2004 and for the nine months ended November 30, 2004 as a result of the deterioration in our markets and restructuring of our operations.
Decreasing software revenue and unpaid leave programs resulted in reduced compensation earned by members of our sales force, which may
result in further voluntary attrition of our sales force over time. In order to stabilize and thus grow our revenue, we will have to field an effective
sales force. Changes in the structure of the sales force and sales force management have generally resulted in a temporary lack of focus and
reduced productivity that may have affected revenue in one or more quarters. We cannot assure you that we will be able to field a more
productive sales force or successfully attract and retain qualified sales people at levels sufficient to support growth. We cannot assure you that
we will not continue to restructure our sales force or that the transition issues associated with restructuring the sales force will
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not recur. Such restructuring or associated transition issues can be disruptive and adversely impact our operating performance and financial
condition.

SALES CYCLES FOR OUR PRODUCTS AND SERVICES CAN BE LONG AND UNPREDICTABLE. VARIATIONS IN THE TIME
IT TAKES US TO LICENSE OUR SOFTWARE MAY CAUSE FLUCTUATIONS IN OUR QUARTERLY OPERATING RESULTS.

Each client�s decision to license and implement our products and services is discretionary, involves a significant commitment of resources and is
subject to the client�s budget cycles.  The time it takes to license our software to prospective clients varies substantially, but historically has
ranged between three and twelve months. Variations in the length of our sales cycles will cause our revenue to fluctuate widely from period to
period. We base our operating expenses on anticipated revenue trends. Because a high percentage of our expenses are relatively fixed and we
typically recognize a substantial portion of our software revenue in the last month of a quarter, any delay in the licensing of our products could
cause significant variations in our revenue from quarter to quarter. These delays occurred on a number of occasions in the past and materially
and adversely affected our financial performance, most recently in the nine months ended November 30, 2004. The length of our sales cycle
depends on a number of factors, many of which are beyond our control, including the following:

�  the complexities of client challenges our solutions address;

�  the breadth of the solution required by the client, including the technical, organizational and geographic scope
of the license;

�  the size, timing and complexity of contractual terms of licenses and sales of our products and services;

�  wide variations in contractual terms, which may defer recognition of revenue;

�  customer financial constraints and credit-worthiness;

�  the evaluation and approval processes employed by the clients and prospects, which has become more
complex and lengthy;

�  economic, political and market conditions; and

�  any other delays arising from factors beyond our control.

As a result of these and other factors, revenue for any quarter is subject to significant variation, and we believe that period-to-period
comparisons of our results of operations are not necessarily meaningful. You should not rely on these comparisons as indications of future
performance. Our future quarterly operating results from time to time may not meet the expectations of market analysts or investors, which
would likely have an adverse effect on the price of our common stock.

THE LENGTH OF TIME IT TAKES TO ENGAGE A CLIENT AND IMPLEMENT OUR PRODUCTS MAY BE LENGTHY AND
UNPREDICTABLE.  A DELAY IN THE SALE OR IMPLEMENTATION OF EVEN A LIMITED NUMBER OF LICENSE
TRANSACTIONS COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR OPERATING PERFORMANCE AND FINANCIAL
CONDITION AND CAUSE OUR OPERATING RESULTS TO VARY SIGNIFICANTLY FROM QUARTER TO QUARTER.
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The timing of the licensing and implementation of our products and services is lengthy and not accurately predictable. Prior sales and
implementation cycles should not be relied upon as any indication of future cycles. The license of our software products is often an
enterprise-wide decision by prospective clients and generally requires us to provide a significant level of education to prospective clients
regarding the use and benefits of our products. In addition, the implementation of our products involves a significant commitment of resources
by prospective clients and is commonly associated with process reengineering efforts that may be performed by the client or third-party systems
integrators. The cost of our product to the client is only a portion of the related hardware, software, development, training and integration costs
of implementing a large-scale business software system. Certain of our clients and prospects are also asking for unique capabilities in addition to
our core capabilities to give them a competitive edge in the market place. In these instances, this could lead to an increase in software license
revenue being recognized on a contract accounting basis over the course of the delivery of the solution rather than upon delivery and contract
execution. For these and other reasons, the period between initial contact and the completion of the implementation of our products can be
lengthy and is subject to a number of factors (over many of which we have little or no control) that may cause significant delays. These factors
include the size and complexity of the overall project. Accordingly, individual sales have sometimes occurred in quarters subsequent to when we
anticipated. Moreover, we may derive a significant portion of our quarterly software license revenue from a small number of relatively large
sales. As a result, a delay in the sale or implementation of even a limited number of license transactions may have a material adverse effect on
our operating performance and financial condition and cause our operating results to vary significantly from quarter to quarter. As a result of
current economic conditions and increased competition, our sales cycle has recently become longer than historical sales cycles.
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FAILURE TO MAINTAIN OUR SERVICE RATES FOR IMPLEMENTATION SERVICES COULD HAVE A MATERIAL
ADVERSE EFFECT ON OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION.

A significant portion of our revenue is derived from implementation services. Implementation services are predominately billed on an hourly or
daily basis (time and materials) and sometimes under fixed price contracts. Implementation services billed on an hourly or daily basis are
generally recognized as work is performed. If we are not able to maintain the current service rates for our time and materials implementation
services, without corresponding cost reductions, or if the percentage of fixed price contracts increases and we underestimate the costs of our
fixed price contracts, our operating performance may suffer. The rates we charge for our implementation services depend on a number of factors,
including the following:

�  our clients� and prospects� perceptions of our ability to add value through our implementation services;

�  complexity of services performed;

�  competition;

�  pricing policies of our competitors and systems integrators;

�  the use of globally sourced, lower-cost service delivery capabilities within our industry; and

�  economic, political and market conditions.

CHANGES IN THE SIZE OR NUMBER OF OUR SOFTWARE TRANSACTIONS MAY CAUSE MATERIAL FLUCTUATIONS IN
OUR QUARTERLY OPERATING RESULTS.

The size and number of our software license transactions fluctuate. Fluctuations in the size and number of our software transactions have
occurred, and may in the future occur, as a result of changes in demand for our software and services. Losses of, or delays in concluding, larger
software transactions (which typically are more complex, take longer to negotiate and are more subject to delays) have had and could have a
proportionately greater effect on our revenue and financial performance for a particular period. We have experienced declines in the number of
software transactions of $1.0 million or greater since fiscal 2002. Specifically, we recorded 38 such software transactions in fiscal 2002, 19 such
software transactions in fiscal 2003, 18 such software transactions in fiscal 2004 and 5 such software transactions for the nine months ended
November 30, 2004. As a result of these changes in the size and number of our software transactions, our quarterly revenue and financial
performance have fluctuated significantly and may fluctuate significantly in the future.

WE EXPERIENCED DECLINES IN SOFTWARE REVENUE IN FISCAL 2002, FISCAL 2003, FISCAL 2004 AND FOR THE NINE
MONTHS ENDED NOVEMBER 30, 2004. LOWER SOFTWARE LICENSE REVENUE HAS RESULTED AND MAY CONTINUE
TO RESULT IN REDUCED SERVICES AND SUPPORT REVENUE.

Our ability to maintain or increase services and support revenue depends on our ability to maintain or increase the amount of software we license
to customers. During our fiscal 2003 and 2004, we experienced declines in services revenue primarily as a result of declining software revenue
in prior periods. For the nine months ended November 30, 2004, we experienced a decrease in service revenue as compared to the same period
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in fiscal 2004. Additional decreases of software license revenue or slowdowns in licensing may have a material adverse effect on our services
and support revenue in future periods.

FURTHER DECLINES IN SOFTWARE REVENUE, A REDUCTION IN THE RENEWAL RATE OF ANNUAL SUPPORT
CONTRACTS, OR BOTH, COULD RESULT IN A MATERIAL ADVERSE EFFECT ON OUR OPERATING PERFORMANCE
AND FINANCIAL CONDITION.

In our third quarter of fiscal 2003, our first two quarters of fiscal 2004, fourth quarter of fiscal 2004 and the first three quarters of fiscal 2005, we
experienced sequential quarterly declines in support revenue resulting from both the recent decline in software revenue and clients not renewing
or partially renewing existing support contracts. Our support revenue includes post-contract support and the rights to unspecified software
upgrades and enhancements. Support contracts are generally renewable annually at the option of our customers. We have experienced high rates
of renewed annual support contracts from our customers. If our software revenue does not grow and if our customers fail to renew or to fully
renew their support contracts at historical rates, our support revenue could materially decline.

WE HAVE A HISTORY OF SUPPLEMENTING OUR EXISTING REVENUE GENERATION CAPABILITIES THROUGH
ACQUISITIONS OF BUSINESSES AND TECHNOLOGY.  ACQUISITIONS
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INCREASE BUSINESS AND FINANCIAL RISK. WE HAVE EXPERIENCED DIFFICULTIES INTEGRATING ACQUISITIONS IN
THE PAST.

An acquisition involves the integration of a business that has previously operated independently and increases the business and financial risk of
the acquirer. In fiscal 2001, 2002 and 2003, we acquired the products and operations of seven companies, including Talus and Western Data
Systems of Nevada, Inc. In connection with these and any future acquisitions, there can be no assurance that we will:

�  effectively integrate employees, operations, products and systems;

�  realize the expected benefits of the transaction;

�  retain key employees;

�  effectively develop and protect key technologies and proprietary know-how;

�  avoid conflicts with our clients and business partners that have commercial relationships or compete with the
acquired company;

�  avoid unanticipated operational difficulties or expenditures or both; and

�  effectively operate our existing business lines, given the significant diversion of resources and management
attention required to successfully integrate acquisitions.

Although we are not currently contemplating any acquisitions, future acquisitions may result in a dilution to existing shareholders to the extent
we issue shares of our common stock as consideration or reduced liquidity and capital resources to the extent we use cash as consideration.

OUR MARKETS ARE VERY COMPETITIVE, AND WE MAY NOT BE ABLE TO COMPETE EFFECTIVELY.

The markets for our solutions are very competitive. The intensity of competition in our markets has significantly increased in part as a result of
the deterioration in our markets. We expect this intensity of competition to increase in the future.

In addition, many leading companies in the business of providing enterprise application software have been the subject of mergers and
acquisitions during the last several years.  We expect this trend towards consolidation to continue as companies attempt to maintain or extend
their market and competitive positions in the rapidly changing enterprise applications software industry and as companies are acquired or are
unable to continue operations. This industry consolidation may result in stronger competitors that are better able to compete as sole-source
vendors for customers.  If there is significant consolidation among enterprise application software companies, we may be at a competitive
disadvantage.
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Some competitors are offering software that competes with ours at little or no charge as components of bundled products or on a stand-alone
basis. Smaller niche software companies have been and will likely continue to develop unique offerings that compete effectively with some of
our solutions. Further, our current or prospective clients and partners may become competitors in the future.

Increased competition has resulted and in the future could result in price reductions, lower gross margins, longer sales cycles and the loss of
market share. Each of these developments could have a material adverse effect on our operating performance and financial condition.

MANY OF OUR CURRENT AND POTENTIAL COMPETITORS HAVE SIGNIFICANTLY GREATER RESOURCES THAN WE
DO, AND THEREFORE, WE MAY BE AT A DISADVANTAGE IN COMPETING WITH THEM.
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We directly compete with other enterprise application software vendors including: Adexa, Aspen Technology, DemandTec, The Descartes
Systems Group, Global Logistics Technologies, i2 Technologies, JDA Software, Khimetrics, Logility, Manhattan Associates, Finmatica,
Metreo, PROS Revenue Management, Rapt, Retek, Sabre, SAP, Viewlocity and Zilliant. Certain enterprise resource planning (�ERP�) vendors, in
addition to SAP, all of which are substantially larger than Manugistics, have acquired or developed demand-driven and supply chain
management software companies, products, or functionality or have announced intentions to develop and sell demand and supply chain
management solutions. Such vendors include Oracle, (which recently acquired PeopleSoft) and SSA Global Technologies. Some of our current
and potential competitors, particularly the ERP vendors, have significantly greater financial, marketing, technical and other competitive
resources than we do, as well as greater name recognition and larger installed bases of clients. Two of our competitors, Oracle and PeopleSoft,
have combined and other of our current and potential competitors may combine pursuant to recently announced mergers or tender offers and
subsequently utilize enhanced financial and human resources to develop and
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sell more competitive demand-driven supply chain products. In addition, many of our competitors have well-established relationships with our
current and potential clients and have extensive knowledge of our industry. As a result, they may be able to adapt more quickly to new or
emerging technologies and changes in client requirements or to devote greater resources to the development, promotion and sale of their
products than we can. Any of these factors could materially impair our ability to compete and have a material adverse effect on our operating
performance and financial condition.

IF THE DEVELOPMENT OF OUR PRODUCTS AND SERVICES FAILS TO KEEP PACE WITH OUR INDUSTRY�S RAPIDLY
EVOLVING TECHNOLOGY, OUR FUTURE RESULTS MAY BE MATERIALLY AND ADVERSELY AFFECTED.

The markets for our solutions are subject to rapid technological change, changing client needs, frequent new product introductions and evolving
industry standards. We have historically been successful in keeping pace with these changes, but if we fail to do so in the future, our products
and services may be rendered less competitive or obsolete. Our product development and testing efforts have required, and are expected to
continue to require, substantial investments. We have released a web-native version of many of our products and will continue to develop and
release web-native versions of our products. We may not possess sufficient resources in the future to continue to make further necessary
investments in technology. Recent and future cutbacks in our workforce could lengthen the time necessary to develop our products. In addition,
we may not successfully identify new software opportunities or develop and bring new software to market in a timely and efficient manner.

Our growth and future operating results will depend, in part, upon our ability to continue to enhance existing applications and develop and
introduce new applications or capabilities that:

�  meet or exceed technological advances in the marketplace;

�  meet changing market and client requirements, including rapid realization of benefits and the need to rapidly
manage and analyze increasingly large volumes of data;

�  comply with changing industry standards;

�  achieve market acceptance;

�  integrate third-party software effectively; and

�  respond to competitive offerings.

If we are unable, for technological or other reasons, to develop and introduce new and enhanced software in a timely manner, we may lose
existing clients and fail to attract new clients, which may have a material adverse effect on our operating performance and financial condition.

OUR CONTINUED SHIFT OF OUR PRODUCT DEVELOPMENT OPERATIONS TO INDIA POSES SIGNIFICANT RISKS.
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We recently opened our own product development facility in India, and plan to move a substantial portion of our product development to India.
In addition, we maintain relationships with third parties in India to which we outsource a significant portion of our product development effort.
We are increasing the proportion of our product development work being performed at our facility in India in order to take advantage of cost
efficiencies associated with India�s lower wage scale. However, we may not achieve the cost savings and other benefits we anticipate from this
program, and we may not be able to find sufficient numbers of developers with the necessary skill sets in India to meet our needs. We have a
heightened risk exposure to changes in the economic, security and political conditions of India. Economic and political instability, military
actions and other unforeseen occurrences in India could impair our ability to develop and introduce new software applications and functionality
in a timely manner, which could put our products at a competitive disadvantage whereby we lose existing customers and fail to attract new
customers.

DEFECTS IN OUR SOFTWARE, THE IMPROPER SCOPING OF A PROJECT, OR PROBLEMS IN THE IMPLEMENTATION OF
OUR SOFTWARE COULD LEAD TO CLAIMS FOR DAMAGES BY OUR CLIENTS, LOSS OF REVENUE OR DELAYS IN THE
MARKET ACCEPTANCE OF OUR SOLUTIONS.

Our software is complex and must be implemented to perform within the often sophisticated and complex business processes of our clients,
which can make it difficult to properly scope the initial project or detect errors in our software prior to implementation. We may not discover the
existence of these problems until our customers install and use a given product or until the volume of services that a product provides increases.
In addition, when our software is installed, the technical environment into which it is installed is frequently complex and typically contains a
wide variety of systems and third-party software, with which our software must be integrated. This can make the process of implementation
itself difficult and lengthy. As a result of these factors, some customers may have difficulty implementing our products successfully within
anticipated timeframes or otherwise achieving the

40

Edgar Filing: MANUGISTICS GROUP INC - Form 10-Q

RISKS RELATED TO OUR BUSINESS 84



expected benefits. These problems may result in claims for damages suffered by our clients, a loss of, or delays in, the market acceptance of our
solutions, client dissatisfaction and lost revenue and collection difficulties during the period required to correct these errors.

WE UTILIZE THIRD-PARTY SOFTWARE THAT WE INCORPORATE INTO AND INCLUDE WITH OUR PRODUCTS AND
SOLUTIONS, AND IMPAIRED RELATIONS WITH THESE THIRD PARTIES, DEFECTS IN THIRD-PARTY SOFTWARE OR
THEIR INABILITY OR FAILURE TO ENHANCE THEIR SOFTWARE OVER TIME COULD HAVE A MATERIAL ADVERSE
EFFECT ON OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION.

We incorporate and include third-party software into and with our products and solutions. We are likely to incorporate and include additional
third-party software into and with our products and solutions as we expand our product offerings. If our relations with any of these third parties
are impaired, and if we are unable to obtain or develop a replacement for the software, our business could be harmed. The operation of our
products would be impaired if errors occur in the third-party software that we utilize. It may be more difficult for us to correct any defects in
third-party software because the software is not within our control. Accordingly, our business could be adversely affected in the event of any
errors in this software. There can be no assurance that these third parties will continue to invest the appropriate levels of resources in their
products and services to maintain and enhance the capabilities of their software.

WE UTILIZE THIRD PARTIES TO INTEGRATE OUR SOFTWARE WITH OTHER SOFTWARE PRODUCTS AND
PLATFORMS. IF ANY OF THESE THIRD PARTIES SHOULD CEASE TO PROVIDE INTEGRATION SERVICES TO US, OUR
OPERATING PERFORMANCE AND FINANCIAL CONDITION COULD BE MATERIALLY ADVERSELY AFFECTED.

We depend on companies such as Business Objects, Inovus, Tibco Software, Vignette, and webMethods to integrate our software with software
and platforms developed by third parties. If relations with any of these third-parties are impaired, and if we are unable to secure a replacement on
a timely basis, our operating performance and financial condition could be harmed. If these companies are unable to develop or maintain
software that effectively integrates with our software and is free from defects, our ability to license our products and provide solutions could be
impaired and our operating performance and financial condition could be harmed. There can be no assurance that these third parties will
continue to invest the appropriate levels of resources in their products and services to maintain and enhance their software�s capabilities.

OUR EFFORTS TO DEVELOP AND SUSTAIN RELATIONSHIPS WITH VENDORS SUCH AS SOFTWARE COMPANIES,
CONSULTING FIRMS, RESELLERS AND OTHERS TO MARKET AND IMPLEMENT OUR SOFTWARE PRODUCTS MAY
FAIL, WHICH COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR OPERATING PERFORMANCE AND FINANCIAL
CONDITION.

We are developing, maintaining and enhancing significant working relationships with complementary vendors, such as software companies,
consulting firms, resellers and others that we believe can play important roles in marketing our products and solutions. We are currently
investing, and intend to continue to invest, significant resources to develop and enhance these relationships, which could adversely affect our
operating margins. We may be unable to develop relationships with organizations that will be able to market our products effectively. Our
arrangements with these organizations are not exclusive and, in many cases, may be terminated by either party without cause. Many of the
organizations with which we are developing or maintaining marketing relationships have commercial relationships with our competitors. There
can be no assurance that any organization will continue its involvement with us and our products. The loss of relationships with important
organizations could materially and adversely affect our operating performance and financial condition.
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AS A RESULT OF THE WDS ACQUISITION, AN INCREASED PERCENTAGE OF OUR REVENUE HAS BEEN DERIVED FROM
CONTRACTS WITH THE GOVERNMENT. GOVERNMENT CONTRACTS ARE SUBJECT TO COST AND OTHER AUDITS BY
THE GOVERNMENT AND TERMINATIONS FOR THE CONVENIENCE OF THE GOVERNMENT. GOVERNMENT
PROCUREMENT IS HIGHLY REGULATED, AND CONTRACTORS ARE SUBJECT TO THE RISKS OF PROTESTS, CLAIMS,
PENALTIES, FINES, DEFAULT TERMINATION, AND RESCISSION, AMONG OTHER ACTIONS. THE ADVERSE RESULT OF
A GOVERNMENT AUDIT OR ACTION AGAINST ANY OF OUR CONTRACTS WITH THE GOVERNMENT COULD HAVE A
MATERIAL ADVERSE EFFECT ON OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION.

Government contracts face special risks due to potential audits by government agencies.
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The WDS acquisition significantly increased the percentage of our revenue derived from contracts with the Federal Government. Government
contractors are commonly subject to various audits and investigations by Government agencies. One agency that oversees or enforces contract
performance is the Defense Contract Audit Agency (�DCAA�). The DCAA generally performs a review of a contractor�s performance on its
contracts, its pricing practices, costs and compliance with applicable laws, regulations and standards and to verify that costs have been properly
charged to the Government. Although the DCAA completed an initial review of our accounting practices and procedures allowing us to invoice
the Government, it has yet to exercise its option to perform an audit of our actual invoicing of Government contracts. These audits may occur
several years after completion of the contract. If an audit were to identify significant unallowable costs, we could have a material charge to our
earnings or reduction to our cash position as a result of the audit and this could have a material adverse effect on our operating performance and
financial condition.

If a government audit uncovers improper or illegal activities, we may be subject to civil and criminal penalties and administrative sanctions,
including termination of contracts, forfeiture of profits, suspension of payments, fines, and suspension or debarment from doing business with
U.S. federal government agencies. In addition, we could suffer serious harm to our reputation if allegations of impropriety were made against us,
whether or not true.

Government contracts are subject to unique risks of early termination.

In addition, Government contracts may be subject to termination by the Government for its convenience, as well as termination, reduction or
modification in the event of budgetary constraints or any change in the Government�s requirements. If any of our time-and-materials or
fixed-priced contracts were to be terminated for the Government�s convenience, we would probably receive only the purchase price for items
delivered prior to termination, reimbursement for allowable costs for work-in-progress and an allowance for profit on the contract, or an
adjustment for loss if completion of performance would have resulted in a loss. Government contracts are also conditioned upon the continuing
availability of Congressional appropriations. Congress usually appropriates funds on a fiscal-year basis, even though the contract performance
may extend over many years. Consequently, at the outset of a program, the contract is usually only partially funded, and Congress must annually
determine if additional funds will be appropriated to the program. As a result, long-term contracts are subject to cancellation if appropriations for
future periods become unavailable. We have not historically experienced any significant material adverse effects as a result of the Government�s
failure to fund programs awarded to us. If the Government were to terminate some or all of our contracts or reduce appropriations for a program
under which we have a contract, cancel appropriations, or both, our operating performance and financial condition could be materially and
adversely affected.

Competitive bidding, a cornerstone to government contracting, imposes risks and costs.

We derive significant revenue from federal contracts awarded through a competitive bidding process, which can impose substantial costs upon
us. We will lose revenue if we or our contracting partners (typically, prime contractors with whom we subcontract) fail to compete effectively.
Competitive bidding imposes substantial costs and presents a number of risks, including:  the need to bid before design is complete, bid and
proposal costs, risks in estimation of prospective needs, and bid protests that may delay or derail awards.

Our work with other contractors poses risks, including risks to our reputation.

As a prime contractor, we may rely upon other companies as subcontractors to perform work we are obligated to deliver to our clients. A failure
by one or more of our subcontractors to perform the agreed-upon services on a timely and satisfactory basis may compromise our ability to
perform our obligations as a prime contractor. In some cases, we have limited involvement in the work performed by the subcontractor and may
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have exposure as a result of problems caused by the subcontractor. In extreme cases, performance deficiencies on the part of our subcontractors
could result in a government client terminating our contract for default. A default termination could expose us to liability for the agency�s costs of
re-procurement, damage our reputation, and hurt our ability to compete for future contracts. Additionally, we may have disputes with our
subcontractors that could impair our ability to execute our contracts as required.

Despite careful precautions that we take, we are exposed to risk due to potential employee misconduct in the highly regulated government
marketplace.

We are exposed to the risk that employee fraud or other misconduct could occur. Misconduct by employees could include intentional failures to
comply with federal government procurement regulations, engaging in unauthorized activities, or falsifying time records. Employee misconduct
could also involve the improper use of our clients� sensitive or classified information, which could result in regulatory sanctions against us and
serious harm to our
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reputation. It is not always possible to deter employee misconduct, and the precautions we take to prevent and detect this activity may be
ineffective in controlling unknown or unmanaged risks or losses, which could harm our business.

The government marketplace has a unique risk:  that appropriations to fund contracts will not be made, or will be diverted or delayed.

A decline in overall U.S. government expenditures could cause a decrease in our revenue and adversely affect our operating performance.
Defense spending levels may not continue at present levels, and future levels of expenditures and authorizations for existing programs may
decline, remain constant, or shift to agencies or programs in areas where we do not currently have contracts. A significant decline in defense
expenditures, or a shift in expenditures away from agencies or programs that we support, could cause a material decline in our
government-related revenue.

Federal contracts are subject to unique terms and risks, not commonly found in the commercial marketplace.

Federal government contracts contain provisions and are subject to laws and regulations that provide government clients with rights and
remedies not typically found in commercial contracts. These rights and remedies allow government clients, among other things, to:

�  terminate existing contracts for convenience, as well as default;

�  reduce or modify contracts or subcontracts, often unilaterally;

�  terminate security clearances and thereby prevent classified contracting;

�  cancel multi-year contracts and related orders if funds for contract performance for any subsequent years
become unavailable;

�  decline to exercise options to renew multi-year contracts;

�  claim rights in certain products, systems, and technology produced by us;

�  prohibit future awards based on a finding of an organizational conflict of interest; subject contract awards to
protest; and

�  suspend or debar contractors.

Our federal contracts pose unique pricing risks.
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Much of our federal contracting is done through a type of special contract, sponsored by the U.S. General Services Administration (GSA),
known as the �Multiple Award Schedules� (or simply �Schedules�) contract. Our GSA Schedules contract, like all others, includes a clause known as
the �Price Reductions� clause; the terms of that clause are analogous to a �most favored customer� clause in commercial contracts. Under that clause,
we have agreed that the prices to the government under the GSA Schedules contract will maintain a constant relationship to the prices charged to
certain commercial customers, i.e., when prices to those benchmark customers drop, so too must our prices on our GSA Schedules contract.
Although we have undertaken extensive efforts to comply with the Price Reductions clause, it is possible that we, through, for example, an
unreported discount offered to a �benchmark� customer, might fail to honor the obligations of the Price Reductions clause. If that occurred, we
could, under certain circumstances, be subject to an audit, an action in fraud, or other adverse government actions or penalties.

THE LIMITED ABILITY OF LEGAL PROTECTIONS TO SAFEGUARD OUR INTELLECTUAL PROPERTY RIGHTS COULD
IMPAIR OUR ABILITY TO COMPETE EFFECTIVELY.

Our success and ability to compete are substantially dependent on our internally developed technologies and trademarks, which we protect
through a combination of confidentiality procedures and agreements, contractual provisions, patent, copyright, trademark and trade secret laws.
Despite our efforts to protect our proprietary rights, unauthorized parties may copy aspects of our products or obtain and use information that we
regard as proprietary. The shift of an increasing amount of our product development work to India may increase this risk. Policing unauthorized
use of our products is difficult, particularly in certain foreign countries, including, among others, India and The People�s Republic of China. We
are unable to determine the extent to which piracy of our software products exists. In addition, the laws of some foreign countries do not protect
our proprietary rights to the same extent as the laws of the U.S. Furthermore, our competitors may independently develop technology similar to
ours.

OUR PRODUCTS MAY INFRINGE UPON THE INTELLECTUAL PROPERTY RIGHTS OF OTHERS, WHICH MAY CAUSE US
TO INCUR UNEXPECTED COSTS OR PREVENT US FROM SELLING OUR PRODUCTS.
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The number of intellectual property claims in our industry may increase as the number of competing products grows and the functionality of
products in different industry segments overlaps. In recent years, there has been a tendency by software companies to file substantially
increasing numbers of patent applications, including those for business methods and processes. We have no way of knowing what patent
applications third parties have filed until the application is published or until a patent is issued. Patent applications are often published within 18
months of filing, but it can take as long as three years or more for a patent to be granted after an application has been filed. Although we are not
aware that any of our products infringe upon the proprietary rights of third parties, there can be no assurance that third parties will not claim
infringement by us with respect to current or future products. Any of these claims, with or without merit, could be time-consuming to address,
result in costly litigation, cause product shipment delays or require us to enter into royalty or license agreements. These royalty or license
agreements might not be available on terms acceptable to us or at all, which could materially and adversely affect our financial performance.

OUR INTERNATIONAL OPERATIONS POSE RISKS FOR OUR BUSINESS AND FINANCIAL CONDITION.

We currently conduct operations in Australia, Belgium, Brazil, Canada, France, Germany, Hong Kong, Japan, Malaysia, Mexico, Taiwan, The
People�s Republic of China, Singapore, and the United Kingdom. We recently opened a product development center in India, where we also have
relationships with third parties to outsource a portion of our product development and implementation services effort. We intend to expand our
international operations and to increase the proportion of our revenue from outside the U.S. These operations require significant management
attention and financial resources and additionally subject us to risks inherent in doing business internationally, such as:

�  failure to properly comply with foreign laws and regulations applicable to our foreign activities;

�  failure to properly comply with U.S. laws and regulations relating to the export of our products and services;

�  difficulties in managing foreign operations and appropriate levels of staffing;

�  foreign currency exposure;

�  longer collection cycles;

�  tariffs and other trade barriers;

�  seasonal reductions in business activities, particularly throughout Europe;

�  proper compliance with local tax laws which can be complex and may result in unintended adverse tax
consequences;

�  anti-American sentiment due to the war with Iraq and other American policies that may be unpopular in
certain countries; and

�  increasing political instability, adverse economic conditions and the potential for war or other hostilities in
many of these countries.

Our failure to properly comply with or address any of the above factors could adversely affect the success of our international operations and
could have a material adverse effect on our operating performance and financial condition.
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CHANGES IN THE VALUE OF THE U.S. DOLLAR, IN RELATION TO THE CURRENCIES OF FOREIGN COUNTRIES WHERE
WE TRANSACT BUSINESS, COULD HARM OUR OPERATING PERFORMANCE AND FINANCIAL CONDITION.

For the nine months ended November 30, 2004, 34.0% of our total revenue was derived from outside the U.S. Our primary international
operations are located throughout Europe and Asia-Pacific. We also have operations in Brazil, Canada and Mexico. Our international revenue
and expenses are denominated in foreign currencies, typically the local currency of the selling business unit. Therefore, changes in the value of
the U.S. Dollar as compared to these other currencies may adversely affect our operating results. We generally do not implement hedging
programs to mitigate our exposure to currency fluctuations affecting international accounts receivable, cash balances and intercompany
accounts, and we do not hedge our exposure to currency fluctuations affecting future international revenue and expenses and other
commitments. For the foregoing reasons, currency exchange rate fluctuations have caused, and likely will continue to cause, variability in our
foreign currency denominated revenue streams and costs and our cost to settle foreign currency denominated liabilities, which could have a
material adverse effect on our operating performance and financial condition.

WE MAY BE SUBJECT TO FUTURE LIABILITY CLAIMS, AND THE REPUTATIONS OF OUR COMPANY AND PRODUCTS
MAY SUFFER.
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Many of our implementations involve projects that are critical to the business operations of our clients and provide benefits, some of which may
be difficult to quantify. Any failure in a client�s system could result in a claim for substantial damages against us, regardless of our responsibility
for the failure. We have entered into and plan to continue to enter into agreements with software vendors, consulting firms, resellers and others
whereby they market and implement our solutions. If these vendors fail to meet their clients� expectations or cause failures in their clients�
systems, our reputation and that of our products could be materially and adversely affected even if our software products perform in accordance
with their functional specifications.

WE MAY CHOOSE TO CHANGE OUR BUSINESS PRACTICES OR OUR EARNINGS MAY BE AFFECTED AS A RESULT OF
CHANGES IN THE REQUIREMENTS RELATING TO THE ACCOUNTING TREATMENT OF EMPLOYEE STOCK OPTIONS.

Generally accepted accounting principles in the U.S. are subject to interpretation by the Financial Accounting Standards Board, or FASB, the
American Institute of Certified Public Accountants, the Public Company Accounting Oversight Board, the Securities and Exchange
Commission, and various bodies formed to promulgate and interpret appropriate accounting principles. A change in these principles or
interpretations could have a significant effect on our reported financial results, and could affect the reporting of transactions completed before
the implementation of a new accounting principle.

We currently account for stock options in accordance with Accounting Principles Board Opinion No. 25 (�APB 25�), �Accounting for Stock Issued
to Employees� and, accordingly, we only record compensation expense related to stock options if the current market price of the underlying stock
exceeds the exercise price of the stock option on the date of grant. On December 16, 2004, the FASB published FASB Statement No. 123R
(�FAS 123R�), �Share-Based Payment�, which will be effective for public companies in periods beginning after June 15, 2005. We will be required
to implement the new standard no later than the quarter that begins September 1, 2005. FAS 123R eliminates the ability to account for
share-based compensation transactions using APB 25 and requires companies to measure compensation expense using a fair-value based method
for share-based payments, including stock options. FAS 123R requires us to expense stock options in our statement of operations effective
September 1, 2005. Our earnings in fiscal 2005 could be significantly reduced as a result of changing our accounting policy in accordance with
FAS 123R. As a result, we could decide to reduce the number of stock options granted to employees or to grant options to fewer employees.
This could affect our ability to retain existing employees or attract qualified candidates, and increase the cash compensation we pay to
employees. Such a change could have a material effect on our operating performance.

In June 2003, our Board of Directors approved an amendment to its 1998 stock option plan to issue restricted shares of Manugistics� common
stock to its employees. This amendment was approved by shareholders at our 2003 Annual Meeting of Shareholders on July 29, 2003. On
October 17, 2003, we issued 205,000 shares of restricted stock to certain key employees. The restricted stock awards granted to key employees
have a vesting schedule pursuant to which the stock award vests in four equal increments over four years from the date of grant, with the first
increment vesting on April 17, 2005. The total value of the 2003 restricted stock awards of approximately $1.3 million was computed using the
closing stock price on the date of grant and recorded as a component of deferred compensation. The related compensation expense is recognized
and amortized over the vesting period. On July 22, 2004, 200,000 shares, which vest fully on January 1, 2006, were issued to the new Chief
Executive Officer, resulting in an increase in deferred compensation in stockholders� equity of $0.5 million. On November 3, 2004,
approximately 1.3 million restricted shares were issued to selected employees. The restricted stock awards have a vesting schedule pursuant to
which the stock award vests in three equal annual increments over three years from the date of grant, with the first increment vesting on
November 3, 2005. The total value of the 2004 restricted stock awards granted of approximately $2.5 million was computed using the stock
price on the date of grant and a 22% forfeiture rate and was recorded as a component of deferred compensation. The related compensation
expense will be recognized and amortized over the vesting period. We recorded $0.3 million and $0.6 million in compensation expense related
to restricted shares outstanding during the three and nine months ended November 30, 2004, respectively.

IT MAY BECOME INCREASINGLY EXPENSIVE TO OBTAIN AND MAINTAIN INSURANCE.
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We obtain insurance to cover a variety of potential risks and liabilities. In the current market, insurance coverage has become more restrictive,
and when insurance coverage is offered, the deductible for which we are responsible is larger and premiums have increased substantially. As a
result, it may become more difficult to maintain insurance coverage at historical levels, or if such coverage is available, the cost to obtain or
maintain it may increase substantially. This may result in our being forced to bear the burden of an increased portion of risks for which we
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have traditionally been covered by insurance, which could have a material effect on our operating performance and financial condition.

RISKS RELATED TO OUR COMMON STOCK
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OUR STOCK PRICE HAS BEEN AND IS LIKELY TO CONTINUE TO BE VOLATILE. SIGNIFICANT DECLINES IN OUR
STOCK PRICE MAY RESULT FOR VARIOUS REASONS, INCLUDING POOR FINANCIAL PERFORMANCE.
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The trading price of our common stock has been and is likely to be highly volatile. Our stock price has been and could continue to be subject to
wide fluctuations in response to a variety of factors, including the following:

�  actual or anticipated variations in quarterly revenue and operating results and continuing losses;

�  continued or deteriorating adverse economic, political and market conditions;

�  announcements of technological innovations;

�  new products or services offered by us or our competitors;

�  changes in financial estimates and ratings by securities analysts;

�  changes in the performance, market valuations, or both, of our current and potential competitors and the
software industry in general;

�  our announcement or a competitor�s announcement of significant acquisitions, strategic partnerships, joint
ventures or capital commitments;

�  adoption of industry standards and the inclusion of our technology in, or compatibility of our technology with,
such standards;

�  adverse or unfavorable publicity about us, or our products, services or implementations;

�  adverse or unfavorable publicity regarding our competitors, including their products and implementations;

�  additions or departures of key personnel;

�  sales or anticipated sales of additional debt or equity securities; and

�  other events or factors that may be beyond our control.

In addition, the stock markets in general, The NASDAQ National Market and the equity markets for software companies in particular, have
experienced extraordinary price and volume volatility in recent years. Such volatility has adversely affected the stock prices for many companies
irrespective of, or disproportionately to, the operating performance of these companies. These broad market and industry factors may materially
and adversely further affect the market price of our common stock, regardless of our actual operating performance.

OUR CHARTER, BYLAWS AND SHAREHOLDER RIGHTS PLAN, DELAWARE LAW AND THE INDENTURE FOR THE
NOTES CONTAIN PROVISIONS THAT COULD DISCOURAGE A TAKEOVER EVEN IF BENEFICIAL TO STOCKHOLDERS. 
IN ADDITION, CERTAIN OF OUR CURRENT OFFICERS, DIRECTORS, AN ENTITY AFFILIATED WITH A DIRECTOR AND
ONE OF OUR FOUNDERS TOGETHER MAY BE ABLE TO EXERCISE SUBSTANTIAL INFLUENCE OVER MATTERS
REQUIRING STOCKHOLDER APPROVAL.
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Our charter and our bylaws, in conjunction with Delaware law, contain provisions that could make it more difficult for a third party to obtain
control of us even if doing so would be beneficial to stockholders. For example, our bylaws provide for a classified board of directors and allow
our board of directors to expand its size and fill any vacancies without stockholder approval. Furthermore, our board has the authority to issue
preferred stock and to designate the voting rights, dividend rate and privileges of the preferred stock, all of which may be greater than the rights
of common stockholders. Additionally, upon a change of control of our Company, the holders of the Notes would have the right to require us or
our successor to repurchase the Notes at a purchase price equal to 100% of the principal amount, plus accrued and unpaid interest to the date of
repurchase in cash. This could make it more difficult for a third party to obtain control of us even if doing so would be beneficial to
stockholders.

On October 28, 2004, we adopted a shareholder rights plan that entitles our shareholders to rights to acquire shares of our Series A Junior
Participating Preferred Stock generally when a third party acquires twenty percent or more of the outstanding shares of our common stock or
commences a tender offer or exchange offer for twenty percent or more of the outstanding shares of our common stock. The shareholder rights
plan could delay, deter or prevent an investor from acquiring us in a transaction that shareholders may consider favorable, including transactions
in which shareholders might otherwise receive a premium over their shares.

In addition, our current officers, directors, Warburg Pincus Private Equity VIII, L.P. (�WP VIII�) an entity affiliated with William H. Janeway, one
of our directors, and one of our founders, William M. Gibson, together
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beneficially owned approximately 28.7% of the outstanding shares of our common stock at November 30, 2004. While these stockholders do not
hold a majority of our outstanding common stock, if they were to vote together, they may be able to exercise significant influence over matters
requiring stockholder approval, including the election of directors and the approval of mergers, consolidations and sales of our assets. This factor
may prevent or discourage tender offers for our common stock. In connection with the appointment of Mr. Janeway to the Board in
October 2002, the Company entered into a standstill agreement with WP VIII under which WP VIII agreed that it and certain of its affiliates
would not acquire more than 19.9% of the common stock of our Company without our consent for a period of three years or until the earlier
occurrence of certain specified events.

FUTURE SALES OF SUBSTANTIAL AMOUNTS OF OUR COMMON STOCK COULD CAUSE OUR STOCK PRICE TO
DECLINE

Sales of substantial amounts of our common stock in the public market, or the perception that such sales may occur, could cause the market price
of our common stock to decline. Our current officers, directors, WP VIII, an entity affiliated with William H. Janeway, one of our directors, and
one of our founders, William M. Gibson, together beneficially owned approximately 28.7% of the outstanding shares of our common stock at
November 30, 2004.  Sales of substantial amounts of our common stock in the public market by these shareholders, or the perception that such
sales may occur, could cause the market price of our common stock to decline.
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Foreign Currency Risk. We are subject to risk from changes in foreign exchange rates for our subsidiaries that use a foreign currency as their
functional currency and are translated into U.S. dollars. Such changes could result in cumulative translation gains or losses that are included in
shareholders� equity. Revenue outside of the U.S. as a percentage of total revenue was 35.8% and 34.0% for the three and nine months ended
November 30, 2004, respectively, as compared to 39.2% and 34.4%, respectively, for the same period in fiscal 2004. Revenue outside the U.S. is
derived from operations in Australia, Belgium, Brazil, Canada, The People�s Republic of China, France, Germany, Hong Kong, Japan, Malaysia,
Mexico, Singapore, Sweden, Taiwan and the United Kingdom. Exchange rate fluctuations between the U.S. dollar and the currencies of these
countries result in positive or negative fluctuations in the amounts relating to foreign operations reported in our condensed consolidated financial
statements. None of the components of our Statement of Operations were materially affected by exchange rate fluctuations during the three and
nine months ended November 30, 2004 and 2003. We generally do not use foreign currency options and forward contracts to hedge against the
earnings effects of such fluctuations. While we do not expect to incur material losses as a result of this currency risk, there can be no assurance
that losses will not result.

Interest Rate Risk. Our long-term investments, marketable securities and certain cash equivalents are subject to interest rate risk. These
securities, like all fixed income instruments, are subject to interest rate risk and, accordingly, if market interest rates increase, these investments
will decline in value. We manage this risk by maintaining an overall investment portfolio of available-for-sale instruments with high credit
quality and relatively short average maturities. All securities in our long-term investment portfolio mature in two years or less. Instruments in
our entire portfolio include, but are not limited to, commercial paper, money-market instruments, bank time deposits and variable rate and fixed
rate obligations of corporations and national, state and local governments and agencies, in accordance with an investment policy approved by
our Board of Directors. These instruments are denominated in U.S. dollars. As of November 30, 2004 and February 29, 2004, the fair market
value of our long-term investments and marketable securities held was $50.6 million and $16.3 million, respectively.

We also hold cash balances in accounts with commercial banks in the U.S. and foreign countries. These cash balances represent operating
balances only and are invested in short-term deposits of the local bank. Generally, operating cash balances held at banks outside of the U.S. are
denominated in the local currency.

The U.S. Federal Reserve Board influences the general market rates of interest. During fiscal 2003 and fiscal 2004, the federal funds rate was
further reduced by 75 basis points to its February 29, 2004 level of 1.00%. The federal funds rate was 2.0% as of November 30, 2004. As of
December 31, 2004, the Federal Reserve increased the federal funds rate by 25 basis points to 2.25%. According to the Federal Reserve, recent
inflationary pressures are not an immediate threat to the economy and inflation and longer-term inflation expectations remain well contained.

The weighted average yield on interest-bearing investments held as of November 30, 2004 and 2003 was approximately 1.6% and 1.0%. Based
on our investment holdings at November 30, 2004, a 100 basis point decline in the average yield would reduce our annual interest income by
$1.3 million.

Credit Risk. Financial instruments that potentially subject us to concentrations of credit risk consist primarily of cash and cash equivalents,
investments in marketable securities, long-term investments and trade accounts receivable. We have policies that limit investments in investment
grade securities and the amount of credit exposure to any one issuer. We perform ongoing credit evaluations of our customers and maintain an
allowance for potential credit losses. We do not require collateral or other security to support client receivables since most of our customers are
large, well-established companies. Our credit risk is also mitigated because our customer base is diversified both by geography and industry, and
no single customer has accounted for more than 10% of our consolidated revenue on an annual basis, although we have had customers which
accounted for more than 10% of our consolidated revenue on a quarterly basis. We generally do not use foreign exchange contracts to hedge the
risk in receivables denominated in foreign currencies. We do not hold or issue derivative financial instruments for trading or speculative
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purposes.
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Item 4. CONTROLS AND PROCEDURES

As of the end of the period covered by this report, our management evaluated the effectiveness of our disclosure controls and procedures (as
such term is defined in Rule 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended) under the supervision and with
the participation of our chief executive officer and chief financial officer. Based on and as of the date of such evaluation, the aforementioned
officers have concluded that, as of the end of the period covered by this report, our disclosure controls and procedures were effective.

There have been no changes in our internal control over financial reporting that occurred during our most recent completed fiscal quarter that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II � OTHER INFORMATION
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Item 1. LEGAL PROCEEDINGS

We are involved from time to time in disputes and other litigation in the ordinary course of business. We do not believe that the outcome of any
pending disputes or litigation will have a material adverse effect on our business, operating results, financial condition and cash flows. However,
the ultimate outcome of these matters, as with dispute resolution and litigation generally, is inherently uncertain, and it is possible that some of
these matters may be resolved adversely to us. However, an unfavorable outcome of some or all of these matters could have a material adverse
effect on the Company�s operating performance, financial condition and cash flows.

Item 6. EXHIBITS

Exhibits

31.1 Certification of Chief Executive Officer Pursuant to Item 601 (b)(31) of Regulation S-K, as adopted pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer Pursuant to Item 601 (b)(31) of Regulation S-K, as adopted pursuant to Section 302
of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized, on January 10, 2005.

MANUGISTICS GROUP, INC.
(Registrant)

Date:  January 10, 2005
/s/ Joseph L. Cowan
Joseph L. Cowan
Chief Executive Officer
(Principal executive officer)

/s/ Raghavan Rajaji
Raghavan Rajaji
Executive Vice President and
Chief Financial Officer
(Principal financial officer)

/s/ Kelly Davis-Stoudt
Kelly Davis-Stoudt
Vice President, Controller and
Chief Accounting Officer
(Principal accounting officer)
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