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TIMOTHY T. CLIFFORD is President and CEO of Workscape. Mr.
Clifford and Jim Carlson co-founded Workscape and set the
strategic vision and direction for the company. Mr. Clifford oversees
sales, marketing, products and operations for Workscape. He also
manages all financial activities, including the company’s business
development and merger and acquisition efforts. He has extensive
experience in accelerating growth for early stage companies and

has been an innovator in the field of employee benefits. As
President and COO of the small group business unit for Health Plan Services Inc., he was
responsible for the distribution, administration and risk management of benefit plans.
Prior to that, he held senior positions at Consolidated Group, a leading outsourcer for
marketing and administration of insurance plans, and Prudential.

SECTOR —INTERNET SERVICES
(PAY 213) TWST: Can we start out with a quick
overview of Wor kscape?

Mr. Clifford: Workscape is a leading
provider of human resources and information tech-
nology products and services. The company’s
products are primarily used by large employers to
maximize productivity of their employees and
managers, and to strengthen communications and
relationships within the enterprise. Our target mar-
ket represents the largest firms in the United
States, defined as those employing more than
5,000 employees, which represents a market of
about 40 million employees. Today, Workscape
has approximately 160 active clients themselves
representing more than 5 million employees.

Our solutions are generdly referred to as
“salf service” solutions and these are software appli-
cations that enable employees to manage their own
information and transactions, and for managers to
conduct their own supervisory work online, without
having to stand in line at HR or wait on hold over the

phone. We deliver the solutions by either installing
them directly at our client’'ssitein atypica software
deployment methodology, or we will host the appli-
cationson their behalf. The hosted application model
has been a very popular option with our customers
over the past severa years, largely based on the cost
and operationa benefits of outsourcing that we can
provide. Today this hosted moddl represents more
than 70% of our revenue base.

Our clientsarein al industry sectors. It'sre-
ally ahorizonta play. We have not had to package or
market our products differently by vertical or write
codeto configure the product differently for different
industries. Today, we have automotive clients such
as General Motors and DaimlerChryder, financia
services clients such as Citigroup and Fleet, health-
care clients such as Lilly and CIGNA, and technol-
ogy clients such as Analog Devices, Sun and 3Com.

TWST: So it isn't industry specific.

Mr. Clifford: It's not industry specific.
Everybody is an employee. Many folks are man-
agers. Every enterprise has a human resources op-
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eration that is looking for ways to get its work
done faster, cheaper and more efficiently.

TWST: Why cometo you? What can you
do better, faster or cheaper than the company
can do itself?

Mr. Clifford: That's a great question. Let
me talk about our products a bit, which will give
you some insight into that answer. Workscape pio-
neered the practice of HR self-service applications,
and we've built the most comprehensive Web-
based HR suite to expose these transactions to em-
ployees and managers. A comparable analogy is
the way in which ATMs have revolutionized per-
sonal banking. Now, rather than waiting in line at
the bank, we can conduct all our transactions at the
ATM at the time and location that is most conve-
nient and time-efficient for our needs.

Our self-service products fall into several
categories. First, there is an Employee Self-
Service suite, with functions such as looking at
your pay information online, changing your W4
deductions, registering for direct deposit or en-
rolling in benefits. With our Web-based applica-
tions, employees can do this anywhere, anytime,
whether it's at home, on the road or at work. The
value here is cost reduction; faster, more accu-
rate information; and improved employee satis-
faction, as well as distinct productivity benefits
for the corporate human resources staff who pre-
viously handled these transactions with a barrage
of paper systems.

With regard to cost reduction, if you were
to call the HR department call center, for example,
and ask them to change your address, that would
cost your employer about $20 to handle that trans-
action all the way through the system. To handle
that same transaction on a self-service Web appli-
cation such as we deploy costs just $0.05. So there
issignificant value in the cost reduction benefit of

INC.

these solutions. On the manager side, | can also
give you an example. Workscape's Manager Self-
Service applications help managers work more ef-
fectively and ensure that all workforce
transactions are being conducted within the ap-
proved guidelines and policies of their particular
organization. The functionality of the manager ap-
plications enables them to hire, promote, give
raises and allocate stock grants and training plans
for employees. Again, we can do this through
easy-to-use Web applications available online
anytime, anywhere.

One of the value propositions here is that
typically, the HR department produces huge man-
uals of policy and procedures that nobody ever
reads. As an example, in the compensation plan-
ning exercise that all managers go through, each
company establishes guidelines for activity such
as annual raises, but most managers don’t read
the manual to sufficiently learn about these
guidelines. Once a year they go to the spread-
sheets and independently say, “What do | want to
give this fellow?’ or “What should | give Sally
this year because she is one of my best perform-
ers?’ They don’t follow any of the policies and
procedures that the human resources team spent
the last year trying to create. So these applica-
tions are able to take a manager through the
process in an intuitive way, supported by all the
relevant data they need, without lengthy manuals
or training. HR gets their job done in terms of the
administration and compensation according to
their philosophy, managers save a tremendous
amount of time and effort by using these tools
and the cost and productivity benefits are realized
throughout the organization.

If you have a 50,000-person company,
which would be a typical client for us, we can
make this faster by condensing the whole merit
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compensation cycle or alocation of raises from
about 14 weeks on average, down to about four to
six weeks. In terms of better, the applications
allow for better administration and allocation of
that merit pool by ensuring that companies can rec-
ognize the right people with the right skills for op-
timum performance. In terms of cheaper, that
50,000-person company typicaly has about a $5
billion payroll spend. If the company identifies 3%
for the merit pool, you are talking about a total al-
location of $150 million. If Workscape's applica-
tion can save just 1% of that, that's $1.5 million,
which is within the cost of the applications. So in
the first year it's not unusual to recoup the invest-
ment of the solution and provide for better alloca-
tion of your compensation dollars as well as better
administration of your compensation policies
across the enterprise.

The third product Workscape offers is the
employee portal. This has been a very popular so-
lution for Workscape over the last year. One of the
places where thisis operational today is at Genera
Motors. The Employee Portal starts with auser in-
terface configured with a specific company’s ook
and feel. Content and applications are organized
by channels that are familiar and easy for any em-
ployee to understand, and allow for the integration
of many, many different sites, whether they are dif-
ferent applications or different sources or content
throughout the enterprise. Our interface alows
employees to go to a centralized online location to
check communications, view compensation and
benefits and get the latest work-related news. This
is all available to any employee with access to a
browser at work, at home or on the road. It saves
time, it saves money and it's a very powerful tool.
General Motors is now able to speak with one
voice to al of its United States employees using
this solution. As amatter of fact, Richard Wagoner,
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the President and CEO of General Motors, on the
announcement of this deployment, said that this
was the most important communications advance
in the company’s history.

TWST: Who are you competing with in
this space?

Mr. Clifford: A couple of years ago, back
when we started in 1999, there were afair amount
of companies that were looking at the opportunity
and afair number of investments that were made.
Many companies were launched in the late 1990s
and 2000, and unfortunately, many have come
back to earth with a thud. We remain in business
and, in fact, are prospering as redly the only
broad-based solution set for HR self-service.
There are many point solutions addressing one
application or one constituency, but one of our
strategic advantages is that we offer a broad-
based set of tools that addresses multiple con-
stituencies within the enterprise and can integrate
with any number of existing back-end data sys-
tems. We really view ourselves as a best of breed
provider that leverages the existing technology
investments already made by the enterprise in
their ERP, payroll, or HRMS systems, and we can
work seamlessly with all of them.

TWST: How big isthis market?

Mr. Clifford: We think it’s pretty big but
various firms have taken differing approaches
about how to size this market. We estimate that
our current target, which are those companies
with more than 5,000 employees, is about 40
million employees today. Cedar, one of the large
HR consulting organizations, does an annual
market study and they estimate that the self-ser-
vice market is about $2.5 billion in size. You can
also look at a different study, say by the IT re-
search firm META Group, which looks at work-
force management solutions. They have a
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different definition of the marketplace and they
estimate it at about $4 billion by next year. Some
other studies get bigger from there, but we will
keep to the modest numbers.

TWST: What has been the impact of the
general economic slowdown on this market?

Mr. Clifford: That’s a great question. We
know there has been an impact. We know, for ex-
ample, that it takes a bit longer in the sales cycle
to get deals closed. Our clients are obviously
under atremendous amount of pressure with their
own cost structures. Having said that, we are still
making great headway in the marketplace.
Certainly our revenue would probably be a bit
higher if we didn’'t have thiskind of environment,
but we have been pretty pleased with our growth
rate. We are up 35% on the revenue line this year
over last year.

We continue to win new clients and much
of that is because we have a very clear ROI ben-
efit. Asyou know, the CFO today has a very tight
control on spending, and if you can't demon-
strate a great return on investment, you are just
not going to sell to the enterprise today. So we
have been very beneficial in that our solutions do
offer significant cost reduction and improved
productivity.

TWST: What are the benchmarks that
you should be judged on over the next two
years?

Mr. Clifford: I think that our ability to add
new clients should be an important benchmark.
For instance, this year we have been able to add
clients such as Ahold USA, Sun Microsystems,
PepsiAmericas, Union Bank of California, and
Schneider Electric’'s Square D. (Square D isthe US
division of Schneider Electric.) We think thisis a
clear indication of our health and of the overall de-
mand for our products in the marketplace.
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| think we should also be measured on our
ability to demonstrate organic revenue growth by
continuing to add value to our current client base.
Recent examples would be Fleet Bank, FedEx
Ground, General Motors and avariety of others. In
looking at our past revenue performance, our sales
typically fal into a 60-40 split, where approxi-
mately 60% of our sales come from new clients
and 40% from existing clients. | know that’s a met-
ric that's very important to us internally and is
probably one that is a good indicator for external
observers as well.

TWST: Do you have the management
team in place you need to support the kind of
growth that you are talking about?

Mr. Clifford: | believe we do. We have a
very confident team that we developed when we
started the company in 1999. James Carlson and |
started the company together as partners and one
of the things that we were interested in doing was
putting together a seasoned management team in
the midst of a pretty interesting set of business dy-
namics. Our current management team has, on av-
erage, about 22 years of business experience from
a variety of backgrounds, including pure product
and software companies, to top national account-
ing firms. Phil Douglas, our CFO, was previously
with Coopers & Lybrand. Susanne Bowen, our VP
of Sales, comes out of ENTEX, atechnology out-
sourcing company. Our VP of Engineering Myra
Killeen, has a background from Art Technology
Group as well as Lotus, and Betsy Zikakis, with
experience at Open Market and Engage Software,
runs marketing for us.

We made acommitment to having amature
team of folks who are capable of leading a much,
much larger company, because we always knew
that we had a very big opportunity. Our largest in-
vestor, Warburg Pincus, was aways convinced that
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we had a very large opportunity. So we have al-
ways pressed ourselves to think on a pretty large
scale, and certainly that all starts with having the
right people on the team so that you can build the
capabilities in the company. | am very confident
the team that we have here is the best team | have
ever worked with.

TWST: Has the growth that you are
talking about been internal or have acquisitions
played arolethere?

Mr. Clifford: We are a company that was
started through M&A. We bought four companies
in 1999 when we started the business and put
them together to really create something that was-
n't there before. Specifically, we brought four dif-
ferent point solution providers together. So the
strategy was to create a broad-based solution set.
We have not purchased other companies since
then for a variety of reasons. One key reason was
that valuations got out of hand soon after we
started. So we chose to focus on building a best-
of-breed solution set with the primary growth dri-
vers coming from internal customer acquisition
rather than external M&A. That said, we do have
expertisein M& A work and we' ve proven that we
can successfully integrate complementary assets.
As in most industries right now, the combination
“music” has started to play again. That’s not to say
that we are going to pursue an M&A strategy im-
mediately by any means. But it’s interesting to see
what conversations are starting to take place in the
marketplace.

TWST: Are you missing some part that
you need?

Mr. Clifford: We are looking to continue
to add quality, functionality and good solid prod-
ucts to our offering. So it’s possible that we could
make a decision at some point that rather than
build a particular module, it would be cheaper or
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faster to acquire it. So that's a possibility. Our
growth rates are fine right now. As we have indi-
cated, we're at 35% this year in a very difficult
market to sell to the enterprise.

We are very confident in our future growth
rates because of the recurring revenue model that
we have built. As | said earlier, we sign long-term
contracts, typically three to five years, with our
clients and that has given us tremendous visibility
into our future revenue stream. We know already
as we sit here in October, for instance, that we've
already acquired roughly 80% of next year’s ex-
pected revenue. So we are not in a position where
we have to run around buying companies to try to
keep the growth rate going. We think it would
probably be more of a product component play, if
we were to pursue it. | am not suggesting we are,
but if we did, that could be our approach.

TWST: Do you have the financial re-
sour ces you need?

Mr. Clifford: We do. We have been very
fortunate to have had backing from the first mo-
ment from Warburg Pincus. They have been an ex-
traordinary supporter. The second investor behind
Warburg Pincus was ABS Capital. They have been
an extraordinary supporter as well, and we have a
variety of other financial and strategic investors. |
am very happy to say that the company isreaching
cash flow breakeven right now, so we have no
need to raise further operating capital to run the
business. We are certainly pleased to be at that
point in our life cycle.

TWST: What’s the risk here? What can
go wrong?

Mr. Clifford: | would say that the number
one concern for us right now continues to be the
economy. We have made great headway over the
past year or year and a half, despite the larger mar-
ket challenges, but who knows where we go from
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here? Certainly that is out of our control. It's one
of those things that, especially over the last two or
three months, has given me more concern as we
just don't know where this economy is going to
head in the ensuing three to four quarters.

TWST: If you were sitting down with
some potential long-term investors today, what
are the two or three reasons you would give
them to take a look at Workscape?

Mr. Clifford: First, westill have avery big
market opportunity ahead of us. As an example,
there was a Towers Perrin study last year in which
they polled their HR executive clients and more
than 70% of those polled said they were planning
to make investments in employee and manager
self-service solutions in the near future. The popu-
lation is definitely going to invest so it remains a
very big opportunity.

Second, our client list and our demon-
strated track record of performance for these
clients, speaks volumes about our ability to take
this business to the next level. We are currently
serving some of the world's leading brands and
year after year we continue to add value to their
business and their human resources function as we
innovate and expand our products. As | mentioned
earlier, roughly 40% of our annual revenue comes
from new or expanded services sold to our existing
client base, which for usis akey indicator that our
business and partnership approach is working. Our
commitment to customer service and satisfaction
has been unwavering and will continue to be so as
we grow and expand this company. Simply put,
selling to and servicing very large enterprise
clientsis a very difficult thing to do and we have
proven that we can do it.

| think that another important component is
the visibility on the revenue stream and the stabil-
ity of the business model that we have created.
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Because our model is a successful blend of both
traditional licensed software and hosted ASP, we
have the ability to see and forecast our revenue and
cash flow into the coming quarters. That kind of
educated visibility is a rare characteristic for most
technology companies, particularly in such a tur-
bulent market, yet it's one ability that is increas-
ingly important to investors.

Finally, there is an important blend of in-
dustry expertise that gets wrapped around every-
thing we do, which is for us a winning
combination of human resources domain exper-
tise and superior technology innovation. We try
to continue to add folks who come from the HR
space. They understand the challenges that our
customer isfacing and they can talk to those cus-
tomers and prospects in a way that ensures we
can meet their needs. When you take that domain
expertise and combine it with great technology
and engineering we really can deliver for these
clients and continue to build that sustainable rev-
enue stream.

TWST: It seemsthat stability is particu-
larly important in this environment.

Mr. Clifford: Yes, | think that’s an under-
lying concern of alot of investors as they evalu-
ate different investment opportunities. Typically,
they can see what a company has done over the
last four quarters, but how can they know what
it's going to do over the next two to three quar-
ters, particularly in a market such as the one
we're in today. We have a very strong story and a
very good window into future performance for
our investors.

TWST: How would you succinctly de-
scribethelong-term strategy of the company as
you move forward?

Mr. Clifford: We have several important
strategic goals as we look forward. First, we must
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maintain leadership in products and services
which create a work environment for employees
and managers that simultaneously provides for
lower costs, higher productivity, a unifying expe-
rience across the enterprise and can be personal-
ized and customized for the needs of each
employee and manager. Second, we will continue
to expand our suite of employee and manager ap-
plications while extending workflow out into the
larger organization. Third, we will look to expand
our distribution and channel partnerships for in-
cremental growth, and finally, we hope to branch
beyond the US with new global operations in the
next 24 to 36 months.
TWST: Thank you. (TM)
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TIMOTHY T. CLIFFORD
President & CEO
Workscape, Inc.

500 Old Connecticut Path
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