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ITEM 1: BUSINESS
Overview

Pegasystems Inc. (the "Company") is a leading genof Customer Relationship Management (CRM) safiwthat enables transaction-
intensive organizations to manage a broad arra@ystomer interactions. Our customers represermrigeraf industries including banking and
financial services, insurance, healthcare, anddefenunications.

Our software enables organizations to deliver ltjghlity, consistent customer service across malighlannels of interaction, from the
traditional call center environment to Internef-sarvice. This software can be used by thousahdserurrent users to generate billions of
dollars per day in resulting transactions. Workgesses initiated by our solutions are driven bighli adaptive "rules base", designed by the
user-organization for its specific needs. The rblese facilitates a high level of consistency istomer interactions, yet drives different
processes depending on the customer profile anah&re of the request.

We provide implementation, consulting, trainingdaupport services to facilitate the implementatiod use of our CRM software. We also
have alliances with third parties that offer inte@wn services as well as technology and selectetital industry applications that complem
or incorporate our software.

Industry Background

With the Internet as a powerful driving force, etka most established "brick-and-mortar" compaaresnow facing intensifying competition
from companies that, until recently, were not cdastd to be players in their markets. Today's eissi environment has spawned
opportunistic companies that have evolved fromediht backgrounds, industries and business mobleése companies also offer a variet
cost structures, delivery processes and distribugf@nnels that pose a challenge to traditionaidir

This increased competition makes it imperative doampanies differentiate themselves by better magagustomer relationships. To be
successful, organizations must handle their custémeractions consistently--across multiple chasmaed functions--and be efficient in their
business processes. To build loyal, profitableamst relationships, companies must synchronize tustomerfacing applications and adc
a customer-centric approach to information. Moré amore, companies seek to implement rules-baststnkt-architected solutions to exte
that information to employees, strategic partneis @stomers through end-éod integration. The Internet also provides a umigpportunity
to achieve dramatic improvements in customer satigfn through self-service options.

Business Strategy

Pegasystems' objective is to provide technolodgadditate the creation of CRM solutions tailorexdits customers' changing business needs.
As the Internet causes forward-thinking organizagito rethink the fundamentals of their Informatfitechnology approaches and
infrastructures, we intend to leverage our corengjths--our Web technology, data connectivity, mahannel integration, and process
automation expertise--to capitalize on the oppatiempresented by these changes. Specific elemsépis strategy include:

. Technology Leadership: We will continue develapand investing in our product offerings. Curreetelopment efforts have focused on
refinements of the basic architectural underpinsiagabling our solutions to meet the high perforreaand availability needs of customers
operating within an Internet-based environment. ifioldally, in response to increasing demand frorstemers and our systems integrator
partners, we are expanding our configuration tdéatkencompass options for defining workflows inalao model and access workflow
information in open relational databases; and teract with third-party products using industryrstard interfaces and protocols.
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. Direct Sales of Templates: We are increasingeoyphasis on direct sales of our PegaCRM templatéraiustry-specific product templates.

. Strategic Relationships With Systems Integraamic Technology Companies: We intend to continueefforts to develop relationships with
systems integrators which deliver strategic businéanning, consulting, project management andemphtation services to our customers
and with whom we will pursue co-marketing initias: We currently maintain such relationships wily&: Accenture (formerly Andersen
Consulting) and Acxiom. We are continuing our efdo develop relationships with technology companiho will use our technology to
build integrated solutions. Our current technolpgytners include BroadVision and Sun Microsystems.

. Private Label Initiatives: We plan to continuestiplore additional relationships with companiegototly develop CRM solutions for speci
vertical markets that would be offered under thenga's brand name. These relationships typicallplive the use of our technology and the
other party's access to customers and insighfpirttduct requirements. Pegasystems has such redaipsnwith First Data Resources, which
utilizes our technology as part of a solution téedeat the credit card processing market; and €aryénc., which develops check exception
management products based, in part, on our tectyolo

Industries
The Company has targeted several industries, imgud

. Banking. The Company provides software that aatesicustomer sales and service initiatives asar$sd delivery channels (such as
Internet self-service, call centers, and branctwvagts for banks). These solutions improve the quadiccuracy, and efficiency of customer
interactions, and enhance the delivery of prododtservice offerings. Our software automates tedy&inctions within banking, including
customer contact management, sales campaign maaeagerantact center service, check research andtatgnts, funds transfer
investigations, and correspondence. Our softwarécas the banking industry's check exception mansmnt needs through an agreement
with Carreker, Inc.

. Mutual Funds. Our software services the mutuadifuindustry through an agreement with PFPC Ihe.gtobal fund services subsidiary of
PNC Bank Corp. The integrated product--markete@BlC Inc. under the name IMPRESS CRM--offers mutual institutions a
comprehensive service solution. We also sell diy@otcustomers in this market.

. Securities and Investments. Pegasystems' sofaaoenates service and sales efforts associatbédcatiporate actions, payments and
securities settlement investigations, retail brager and wholesale clearing services.

. Credit Card Processing. Pegasystems' productsffared to the credit card processing market thhoa re-licensing agreement with First
Data Resources (FDR)--a large credit card procedsaortly developed software products combine Pegiams' workflow and service
delivery technology with FDR's servicing functioialand online interfaces. The resulting produdte gisers a flexible, usdriendly solutior
that can be quickly and easily adapted to meetwingbusiness needs without costly programming.

. Insurance. Pegasystems' insurance softwaretéaesithe resolution of policyholder requests gueng that agents have easy access to
information that resides in multiple, disparatekband systems. The Company's solutions positiourarge organizations to provide highly
personalized customer service and enhance crdssysel

. Healthcare. Pegasystems' healthcare softwardesnadalthcare organizations to more efficientlgrdinate care and integrate administra
operations. This allows health maintenance orgéioizs, healthcare providers, pharmacists, laboyattimicians, and health insurers to acc
integrated member information over a network of/fesly disconnected systems. Personalized dateptation gives users easy access to
just the information they need to quickly respondequests including referrals, benefits verifioatiand claim statu
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. Telecommunications. Pegasystems' telecommunitagioftware automates telecommunications serviméqers' interactions with their
customers and other providers. These solutiongrate data obtained from multiple, disparate infation systems. They allow service
representatives to resolve billing inquiries, salledervice calls, and turn service requests iakessopportunities during the course of a si
call.

Customers
The following is a representative list of the Compa customers with an overview of the Companypiegtion:

American Home Assurance Company CA Division of Aicean International Group (AIG)--Applications fatdting rating and underwriting
decisions and enabling web access for quoting emewals.

America Online, Inc.--Application automating inba@loustomer service requests, such as billing amdbmeship changes, as well as cross-
selling and up-selling capabilities.

American National Insurance Company--Call centéomation serving as front-end to existing mainfraapelications, reducing complexity
of system navigation while ensuring delivery of @ate information.

BankOne Corporation--Automation of retail/checktonser service and research, wholesale banking, trams$fer, check, corporate lockbox,
and interbank compensation service for global djmera.

Bank of America, N.A.--Applications to support coster service for wholesale and retail banking alé agesales force automation to support
brokerage sales activities. Retail/check custorariice and research, automation of branch supgotecs; institutional funds transfer and
foreign exchange customer service for U.S. and [i@apn operations; credit and debit card corresparaigrus dispute and chargeback
service processing.

Bank of Oklahoma, N.A.--Automated workflow solutifor check adjustments banking operation.

Barclays Bank PLC--Institutional funds transfer dmgkign exchange customer service applicationrfi@rnational operations; merchant
credit card service, including telephony centerregpondence, and dispute and chargeback processing

Blue Cross Blue Shield of Massachusetts and Geefjiatomer service management applications progidotess to integrated member
information for healthcare providers, pharmacistispratory clinicians and health insurers.

Chase Manhattan Bank, N.A.--Customer service agiitio for wholesale banking.
Credit Lyonnais--Enterprise-wide customer servigpli@ation facilitating investigations of internatial payments.
Credit Suisse Group--Application to support mudtirjuage customer service and payments investigation

Citibank, N.A.--Application for global funds traresfand foreign exchange customer service, cheekegtlcustomer service and research,
domestic MasterCard and Visa service, includinggenategration, correspondence, and dispute angieback processing.

Citibank International--Customer service managenagptication, to support centralized call centerdanulti-language customer base across
several countries.



Liberty Fund Services, Inc.--Mutual fund customervice application supporting telephony center emdespondence.

The Federal Reserve BanKpplication for check processing customer sengtspense ledger management, research, adjustnteatcuive
Fidelity Investments--Mutual fund customer senagplication supporting telephony center and coedpnce.

Fleet/Boston Financial Services, N.A.--Customeviserapplication.

Franklin Templeton Corporate Services Inc.--Mufiugld customer service application supporting teteghcenter, correspondence, and
research.

The Hong Kong and Shanghai Banking Corporation taoiApplication payment investigations.

Mellon Bank, N.A.--Applications supporting retalheck customer service, research, and archive; wal@ginstitutional, cash management,
and corporate lockbox customer service.

National Australia Bank Limite--Application supporting automated check processing electronic presentment to help reduce check-
clearing times.

Riggs Bank, N.A.--Application supporting retail tamg call center for sales and service activitiasluding cross-selling and problem
resolution.

Sears, Roebuck and Co.--Application supportingarast service and authorization processing at thewoer credit division.

Societe Generale S.A.--Payments investigation isolpinterfacing with
SWIFT.

Pegasystems Products

The Company's product offerings fall into threeegatries: CRM solutions, business rules technologyivate label products. The
Company's CRM solutions include PegaCRM (formérlyy ¢ CRM Foundation Template) and the PegaSY STE&&diiven workflow
automation and fulfillment technology for a targkset of industry specific CRM applications. Then@any's business rules technology is an
enabling technology based on the PegaRULES engiui¢he PegaRULES Process Commander for businessgrananagement and
automation. Private label products, using the Camjsaechnology, are available through Carrekestfata Resources and PFPC.

The Company's products provide transaction-intensiganizations with a wide range of capabilitrest £nhance customer interactions and
have the following advantages:

. Flexibility and Consistency. The Company's tedbgy is based on user- defined rules that drivéacuer interactions across the enterprise.
An organization can modify its processes to adaphtinging business requirements, and can ext&hdublution across multiple channels
interaction. Whether via the Web or in a more tiadal call center environment, rules also enab¢mpizations to establish consistent
standards--yet interact differently with each costo--thereby offering one-to-one personalizatioft®oervice, sales, marketing, business,
and eBusiness activities.

. Improved Efficiency of Customer Relationship Mgament. By incorporating best-practice to autornttaebusiness processes of an
organization's customer service representativeR§L,Fegasystems software actually performs waitkér than simply tracking tasks) and
provides guidance to CSRs or self-service custorethey progress through interactions. Using ofingre, CSRs are able to focus on
revenue-enhancing opportunities or other matteysineg personal attention. Cost savings are redlthrough quicker resolution rates, fewer
manual processes, and less rework.



. Customer-centric approach. The Company's teclgggdoovides organizations with a customer-centpigraach to information enabling
CSRs to view, access, and disseminate informationtatheir customers from several vantage poirtigs permits CSRs to focus on
delivering customer service, rather than on prdtaad procedures. Detailed information about prewiinteractions is provided, as well as
information about cross-selling and up-selling appaities available to a specific customer.

. Scalability. The scalability of the Company'shiealogy allows an organization to add departmemtgeiv or existing servers to build
enterprise solutions. Organizations currently bieeGompany's systems with the storage and managefdata relating to hundreds of
millions of financial transactions. The Companystsms can support over 5,000 concurrent useratmge customer interactions and to
process accurately and securely transactions imghillions of dollars a day that result from tleasteractions.

. Multi-tiered, Dynamic Distributed Processing. TBempany's systems are designed to run in an addahighly scalable multi-tiered
environment. The Company's technology helps detexitiie optimal location for processing to occureblasn the nature of the work required
and the data involved.

. Integration Capabilities. The Company's technplisgdesigned to be integrated with our custonmexisting databases and baaffice legacy
systems, and with a wide variety of third-party laggiions and technologies.

PegaCRM

PegaCRM is a technology "starter kit' applicatiemplate that comes with a packaged set of bestiggaales for customer service and
support. By allowing the user access to the bafikmfthe PegaCRM template supports multiple lioilsusiness and uses rules to guide
customer interactions. PegaCRM works in conjunctiith the PegaSYSTEM workflow and fulfilment engito drive and complete service
requests and transactions across the enterprise.

The Company is targeting PegaCRM to the followipglations for specific vertical markets:
. Retail Banking. Branch, Web and call center didmposit account (DDA) servicing, contact managammaarketing campaign support;

. Healthcare. Web self-service for member and pievservices, call center support for member andiger services, sales inquiry, contact
management;

. Consumer Finance. Credit application processmbcantact management for the branch and the Watkating campaign support, call
center support;

. Banking Operations. Payments and securities tigagions;

. Private Banking. Relationship management for Dégfvicing, credit application processing, privaamking data management, Web self-
service;

. Sales Broker. Contact center support for brokegagount sales and management, contact managenteobnsolidated data access.
PegaRULES

PegaRULES is a business rule development envirohfoeautomating rules management across a widgerahbusiness functions.
PegaRULES development began three years ago t@fgvadvances in computing power and Internet tdofjies. Operating in a high-
performance C++ shell, PegaRULES is based on am op@ponent architecture built on standards inalgdkML, CORBA, EJB, Java,

HTTP and SOAP. Initial implementations of PegaRUL#ES available on Sun Solaris and Oracle or Winddivend SQL Server. The open
core enables third- party developers to enhancergae through their own Java modules. PegaRUlt&Rlardizes and automates business
practices by creating an independent rules layardan be



shared by multiple systems to drive change acnognterprise. PegaRULES enables teehinical users to create, modify, and deploy rin
real-time, while allowing IT to retain control anginimize risk to the production environment.

PegaRULES features:

. Rule base. To structure an enterprise's busprassices in a visible, accessible relational datab PegaRULES-based systems can be
evolved by business users, as opposed to needwedpgers to translate specifications into prograngianguages;

. Rule control. To permit authorized HTML Web br@wsisers to view and change their rules while gliog control for modification,
deployment, security, and auditing;

. Execution engine. To execute actions dictatedu®s in real-time as they evolve, without the gislaxperienced when changing and
deploying software code;

. Enterprise rules hierarchy. To organize rulesugh a patented architecture and reconcile bothegities and specialization across an
enterprise;

. Component deployment architecture. To facilitajgid, incremental integration of rules-based céials with an organization's existing
systems.

PegaRULES Process Commander is an advanced, ases-vork tool for business process automation.

Built on the PegaRULES engine, Process Commandetdsl that supports rapid deployment of rules-eiworkflow systems, offering
business users access and control of their bugimesssses. Process Commander automates manuasgescintegrates as a component of
existing systems, and reaches out over the Wehbrtagrs and customers. The product includes aatigieof best-practice rule objects that
simplify the intelligent automation of work assigents, service level escalation and fulfilment asroultiple systems and organizations.
Process Commander allows change across an engégogrenabling business users to create and monifjeps rules with browser-based
graphical tools, while providing the controls teraduce change safely into production.

Private Label Products

Pegasystems' Private Label Group partners havedewiéral packaged products utilizing the Compagty&bling technologies. These prodi
include:

. Carreker, Inc.: Exception Suite--an integrategligption suite for check exception management. CheckFlow Suite products include film
and photocopy retrieval (CheckRetrieve), All-Iterrciive (CheckAllltems), Research and Adjustmentse@kAdjust), Return Items
(CheckReturns), and Special Instructions (Checldbire

. PFPC, Inc.: IMPRESS CRM--a comprehensive sersitation designed for the mutual funds industry.

. First Data Resources Inc.: First Data Evolveirdegrated Customer Relationship Management ASRisalfor Credit Cards, Customer
Service, and Collections.

Sales And Marketing

The Company markets its software and services pilirtarough a direct sales force. As of DecembkrZ)00, our sales and marketing
group included approximately 75 people in our W& foreign offices.

In addition, the Company distributes its productd technology through third parties. For examgie,Eompany has a strategic relationship
with First Data Resources ("FDR"), the largest itreard processor in
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the world. FDR uses and relicenses the Companitisae to the credit card market. Similarly, thengmny has alliances with Carreker, Inc.
and SmartStream to jointly develop applicationscloeck exception management. The Company's teaiy@also incorporated into a
comprehensive service solution distributed by diticg& of PNC Bank Corp. to mutual funds instituis. Further, the Company has
established joint marketing relationships with GelpGenesys Laboratories, Sun Microsystems, Heswlatkard Company, and Management
Data. In the future, the Company may also markedtsafl its products through other value-added lexse{VARS) and systems integrators.
There can be no assurance, however, that the Cogmglibe able to attract and retain VARS, systamegrators, and other third parties that
will be able to market and sell the Company's potsleffectively.

To support its sales force, the Company conductketiag programs, such as PegaVISION (user confeferade shows, industry seminars,
meetings with industry analysts, public relatiopartner co-marketing programs, direct marketinggpams, and telemarketing. The
Company's consulting staff, business partners oamet third parties also generate sales leads.

In 2000, 1999, and 1998, sales to customers bagsitle of the United States represented 26%, 2h#28%, respectively, of the Compar
total consolidated revenue.

The Company's export sales from the United State®F00, 1999, and 1998 were as follows:

2000 1999 1998

(in thousands $)

United Kingdom........cccoovviviiiiiieneeeees L 6,826 4,079 6,594
T o] oS 8,724 6,802 4,469
(@1 =Y 5,557 5,528 2,890

21,107 16,409 13,953

See Note 1 of Notes to Consolidated Financial Statents
Support and Professional Services

Pegasystems provides consulting services as walbigenance, support and training services tadieecustomers through its Professional
Services Group. As of December 31, 2000, our Psajaal Services Group consisted of approximatell @8ople located in the Company's
14 offices.

Consulting Services. The Company's consulting sesvassist companies in the implementation anchigztion of Pegasystems'
applications. In addition, systems integrators emusulting firms often help companies to implentbese solutions. These implementation
projects both help deployment of the Company'siegtibns, and allow the Company's business congsland systems engineers to gain
industry-specific knowledge that can be leveragefiiure projects and product development. Progidiomprehensive business application
expertise and technical support is necessary teaehapid product implementation, as well as emsuistomer satisfaction.

In late 1999, the Company began to employ its Adedrimplementation Methodology (AIM) on a pilot Eag he mission of AIM is to
facilitate the implementation of the Company'swafie through a disciplined, end-to-end approagbrégect management, designed to meet
customers' budgetary and time to market objectifd. integrates four important implementation elerse

the customer's business vision, the Company's téogy solutions, the Company's service productd,thea Company's methodology. The
Company expects to further implement AIM during 200

Maintenance and Support Services. The Company geevdomprehensive maintenance and support servibed) may include 24 hours a
day, 7 days a week customer service, periodic ptatige maintenance, documentation updates, andsoéiware releases. In addition, the
Company provides consulting services at the custsmeguest.



Training Services. The Company offers training paogs for its customers' operations staff and wovkfirchitects responsible for evolving
the rules that drive the various processes relatedstomer interactions. The Company maintairieitrg centers in Cambridge,
Massachusetts; San Francisco, California; and Rgaéiingland.

Continuous Feedback. The Company solicits custdesstback through its PegaVISION user conferencecastbmer seminars. These
forums enable customers to exchange ideas, leaut pboduct direction, and influence the Compafutigre development direction.

Customer Extranet. The Company provides supporpaof@ssional services through its customer extrakaionPlus. Based on the
Company's Web-driven self-service capabilitiesi@®lus serves as an important communication apdativehicle between the Company
and its customers. The site provides informaticoualimplementation and utilization of the Comparsgfware, as well as sales and
marketing support tools.

Research and Development

Since its inception, Pegasystems has made suladtiamvistments in product development. The Compmatigves that its future performance
depends on its ability to maintain and enhanceutsent products and develop new products. For @Rdducts and the PegaSYSTEM
technology, the Company's product development itigerinclude increasing functionality and the ¢oued development of industry-specific
templates. Product development is focused on

(1) creating tools to enable organizations to @am their customer service management systems eagily; (2) integrating the Company's
products with the Internet for customer self-sexvand with intranet systems for departmental ser(i®) developing standard application
programming interfaces that allow other client watgtion and server applications to interoperaté tie Company's products; and (4)
enhancing product quality, platform stability, ea$eise, and ease of installation.

For PegaRULES, product development is focused erdmmercialization of the PegaRULES technologyiisdusiness process tool,
PegaRULES Process Commander.

For both the PegaSYSTEM and PegaRULES, the Comipaligves that maintaining future performance arsibwiary technology leadership
depends on its ability to anticipate changes, raairdnd enhance its current products, develop medugsts, and keep pace with the
increasingly sophisticated requirements of its peative customers. The Company must develop predhat conform to its customers'
information technology standards, scale to meentreals of large enterprises, operate globally castiless than an internal development
effort. The Company's product development orgaiumas responsible for product architecture, cehhology development, product testing
and quality assurance.

In 2000, 1999, and 1998, the Company's researcllewvelopment expenses were approximately $15.1omil$19.8 million, and $23.8
million, respectively. Pegasystems expects thatlitneed to continue to commit significant rescesdo its product research and development
in the future.

If the Company is unable, for technical or othersens, to develop and introduce new products awites or enhancements of existing
products and services in a timely manner in respémghanging market conditions or customer requérgs, or if new products and services
do not achieve market acceptance, the Companyiisesss financial condition, and operating resulilslve materially adversely affected.

Competition

The CRM software market is intensely competitive anbject to rapid change, as current competitquard their product offerings and new
companies enter the market. Competitors vary i@ air in the scope and breadth of the productsemvites offered. Pegasystems
encounters competition from internal informatiosteyns departments of potential or current custothetsdevelop custom software, as well
as other



application software providers. The Company alsopetes with: (1) software companies that targettistomer interaction or workflow
markets such as Siebel Systems, Vantive/PeoplasdfClarify; (2) companies that target specifio/&er areas such as DST Systems
(financial services) and Shared Medical Systemalt{heare management) and (3) professional servig@mizations that develop custom
software in conjunction with rendering consultireg\sces.

In the emerging business rules technology marlettRegasystems is entering with its PegaRULES ptedthere are competitors such as
ILOG, Versata and Staffware that have existing hess rules technology solutions.

Pegasystems believes that the principal compefiistors affecting its market include product featusuch as adaptability, scalability, ability
to integrate with other products and technolodi@sctionality and ease-of-use, the timely developtand introduction of new products and
product enhancements, as well as product reputajieality, performance, price, customer service supgport, and the vendor's reputation.
Although the Company believes that its productsemity compete well with regard to such factorgréhcan be no assurance that the
Company can maintain its competitive position agadurrent and potential competitors.

Many of the Pegasystems' competitors can devotarmanagerial or financial resources than the @y can to develop, promote and
distribute customer service management softwarduymts and provide related implementation, conggiltiraining, and support services.
Additionally, there can be no assurance that Paias\s' current or future competitors will not deyeproducts or services which may be
superior in one or more respects to the Compamylhizh may gain greater market acceptance. Sorregésystems' competitors have
established or may establish cooperative arrangenogrstrategic alliances among themselves or thith parties, thus enhancing their
abilities to compete. In addition, it is likely thaew competitors will emerge. There can be norasee that Pegasystems will be able to
compete successfully against current or future aditges or that the competitive pressures facethbyCompany will not materially and
adversely affect its business, operating resufid,famancial condition.

Pegasystems relies on system consulting and systegration firms for recommendation and implem#&ataof its products during the
evaluation stage of the purchase process. Thaskpities often have similar, and more establisteddtionships with Pegasystems'
competitors. There can be no assurance that thedetrties, many of which have significantly gexaresources, will not market software
products in competition with the Company in thaufetor will not otherwise reduce or discontinuearthelationships with or support of the
Company and its products.

Employees

As of December 31, 2000, the Company had approgim&B9 employees, of whom approximately 490 wergel in the United States, 10
were based in Canada, 85 were based in Europd,Zamgre based in Australia. Of the total, approxetyal35 performed research and
development, 281 performed consulting and custaupport, 75 were in sales and marketing, and 108 imeadministration and finance. In
connection with a restructuring in January 2001ei#ployees were terminated.

The Company's future performance depends in s@amifipart upon the continued service of its keinéal, sales and marketing, and senior
management personnel and its continuing abilitgti@ct and retain highly qualified technical, sed@d marketing, and managerial persor
Competition for such personnel is intense and tharebe no assurance that the Company will be ssftdén attracting or retaining such
personnel in the future. None of the Company's eygds is represented by a labor union or is subjezicollective bargaining agreement.

Backlog of License, Maintenance and Consulting Renees

As of December 31, 2000, the Company had softweeade and maintenance agreements and fixed féespional services agreements with
customers expected to result in approximately $g¥ligon of revenue

9



in 2001. Under such agreements, the Company mifi§itdartain conditions prior to recognizing reves, and there can be no assurances
when, if ever, the Company will be able to satsfysuch conditions in each instance. As of Decar3tie 1999, the Company had software
license and service agreements with customers teghéx result in approximately $36 million of rewenin 2000. Management does not
believe that backlog, as defined above, is a meéulimdicator of future financial performance.

ITEM 2 PROPERTIES

Pegasystems' principal administrative, sales, ntiagkesupport, and research and development opegatire located in a 92,477 square foot
leased facility in Cambridge, Massachusetts. Thsddor this facility expires in 2003, subjecthie Company's option to extend the term for
up to eight additional years. The Company alsoeeapace for its other offices in the United Sta@aada, Australia, France, and the United
Kingdom. These leases expire at various dates ghr8006. The Company believes that additional teri@htive space will be available as
needed in the future on commercially reasonabtader

ITEM 3 LEGAL PROCEEDINGS

Class Action Litigation. The Company was involvadwo lawsuits related to restatements of its faialnstatements (the Chalverus Case and
the Gelfer Case). As described below, the Compatiled both cases and has recorded a charge & $fidion (net of insurance
reimbursements of $4.3 million) against operation®000, reflecting the cost of the settlements lagdl costs.

Chalverus Case. As a result of complaints filedl987 and 1998 in the United States District CofiMassachusetts (the "Court"), which
were subsequently consolidated into a single comiplighe "Amended Complaint” or the "Chalverus €3sthe Company has been engaged
in litigating matters related to a restatement®financial statements in 1997. The Amended Comipédleged that the Company and two
officers caused the issuance of false and mislgdtiancial statements for the fiscal quarter endietk 30, 1997 by inappropriately includ
$5 million in revenue from a series of contractthviiirst Data Resources, Inc. The Amended Comp#dieged that as a result of the
inclusion of such revenue in the Company's findret&ements for that quarter, the market prickhefCompany's common stock was
artificially inflated, causing damage to purchassgrthe Company's common stock.

In September 2000, the parties entered into alatipn of settlement, pursuant to which the Compagreed to pay $5.25 million in shares of
its common stock or in cash for the benefit ofipudated class defined to include all purchaserthefCompany's common stock between July
29, 1997 and October 29, 1997, inclusive (the "€)asn return for the action being dismissed sahtirety. On December 19, 2000, the
Court entered a final judgement, approving the seofithe settlement as fair, reasonable, adequatéahe best interests of the Class, and
dismissing the action with prejudice. Pursuant Court's final order, the Company issued to ##e3nent Fund 1,385,000 shares of
Pegasystems common stock and contributed $25000€sh. Certain members of the Board of Directarshmsed the shares from the
Settlement Fund for $5.0 million in cash. Togethéh cash previously advanced, the total value paithe Class for the settlement of the
Chalverus litigation was $5.25 million.

Gelfer Case. In December 1998, a complaint pumpgitis be a class action was filed with the Cousrahe Company's announcement on
November 24, 1998 that it may be recording reveadjestments to prior periods. In April 1999, thaiptiffs filed their First Amended Cla:
Action Complaint (the "Gelfer Complaint") in thatteon following the January 20, 1999 restatemeht Gelfer Complaint involved the
Company and two officers and alleged violationthef Securities Exchange Act of 1934. The Complaint filed on behalf of a purported
class of persons who purchased the Company's coratanok between April 2, 1998 through November 288L

On December 20, 2000, the Court granted final agpro the settlement agreement Pegasystems erittoedith the Gelfer plaintiffs on
behalf of the Gelfer class approving the termshefdettlement as fair, reasonable and adequate éimel best interests of the class, and
dismissing the action with prejudice.
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Pursuant to the Court's final order, the Compasyed to the Settlement Fund 1,740,000 shares @fsysgms common stock and contribi
$2.39 million in cash. Certain members of the BazrBirectors purchased the shares from the SegthedRund for $5.36 million in cash.
Together with cash previously advanced, the tathles paid to the class for the settlement of théeGhtigation was $12.25 million.

Ernst & Young Case. On June 9, 2000, the Compadyhaa of its officers filed a complaint against Er& Young, LLP and Alan B. Levine
(a former partner of Ernst & Young) in a Massaclissstate court. The complaint alleges that thentddints committed professional
malpractice, breached contractual and fiduciaryedutwed to the Company, and issued false and adiisig public statements, in connection
with advice that Ernst & Young rendered to the Campto record $5 million in revenue in its finari@gatements for the second fiscal
quarter ended June 30, 1997 pursuant to a sermmtfcts between the Company and First Data Ressunc. The plaintiffs seek
compensatory damages, including contribution fesés and other costs incurred in connection wétCthalverus litigation. On August 31,
2000, defendants filed a motion to dismiss the damp or to stay the case, pending arbitratioairRiffs have opposed this motion. A
hearing on defendants' motion was held on Janu&29®.. The Court has not yet ruled on the motion.

SEC Investigation. In May 1999, the Boston offiéeéh® SEC issued a Formal Order of Private Invasiig of the Company and unidentified
individuals, currently or formerly associated witle Company, concerning past accounting matteranéial reports, and other public
disclosures and trading activity in the Compangtusities during 1997 and 1998. The Company coasiria cooperate fully with the
investigation.

ITEM 4 SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
During the fourth quarter of fiscal 2000, there &vap matters submitted to a vote of security halder
EXECUTIVE OFFICERS OF THE REGISTRANT

The names of the Company's executive officers ani@io information about them are set forth belewoBDecember 31, 2000:

Name Age Position(s) and Office(s) Held

Alan Trefler.................. 45 Chief Executive Officer and Director

Richard H. Jones............... 49 President and C hief Operating Officer

Joseph J. Friscia.............. 46 Executive Vice President of Sales and
Service

James P. O'Halloran............ 68 Senior Vice Pre sident, Chief Financial
Officer, Treasu rer, Clerk and Director

Kenneth Olson.................. 51 Senior Vice Pre sident of Advanced
Technology

Michael Pyle................... 46 Senior Vice Pre sident of Product

Development

Executive officers of the Company are elected leyRBbard of Directors on an annual basis and semtikte next annual meeting of the
Board of Directors and until their successors Hasen duly elected and qualified. There are no fameiationships among any of the
executive officers or directors of the Company.

Alan Trefler, a founder of the Company, serves aefExecutive Officer and has been a Director sithe Company's organization in 1983.
Prior thereto, he managed an electronic funds feapsoduct for TMI Systems Corporation, a softwangl services company. Mr. Trefler
holds a B.A. degree in economics and computer seiénom Dartmouth College.

Richard H. Jones joined the Company in October E8Bwas elected a Director of the Company in Nd@mn2000. Prior to joining the
Company, he served as a chief asset managemenittigreend member of the operating committee at &aBanks, Inc., and as CEO of
Fleet Investment Services. His prior experience adsludes serving as executive vice president Wwitkelity Investments, and as a principal
with
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the consulting firm of Booz, Allen & Hamilton. Mdones holds an undergraduate degree from Duke kditivewith majors in both
economics and management science. He also holisBaA. degree from the Wharton School of the Unéigrof Pennsylvania.

Joseph J. Friscia joined the Company in 1984 tabéish its New York office. Mr. Friscia has senasiExecutive Vice President of Sales and
Service since 1987, and has recently undertak@onaghility for delivery of consulting and instdilan services. Prior to joining the
Company, he worked as a money transfer operati@mager with Bankers Trust Company and J. HenrydsienBank and Trust Company.
Mr. Friscia holds a B.A. degree from Long Islandiyémsity and an M.B.A. degree from Adelphi Univeysi

James P. O'Halloran joined the Company in Aprild.98 June 1999 he was elected Senior Vice Presi@émef Financial Officer, Treasurer,
Clerk and Director. From 1991 to 1999, he serveHrasident of G & J Associates, Ltd., a financ@gulting firm. From 1956 to 1990, he
was with the international accounting firm of ArthAndersen LLP serving as an audit partner from71@6his retirement in 1990. Mr.
O'Halloran also currently serves as a director yfifBco Corporation, an industry leader in the intimrg design and development of state-of-
the-art compressor technology and of ASA Intermettid.td., a software firm focusing on business mpions for small- and medium- sized
companies. Mr. O'Halloran has indicated his intemtd retire during the second quarter of 2001.

Kenneth Olson originally served as Vice Presidéritexhnical Development since 1983 and now sergeSemior Vice President of Advanc
Technology. Mr. Olson holds primary responsibifity new product development. Prior to PegasystéinsQlson held positions at TMI
Systems Corporation, where he was involved withdéneelopment and installation of software solutistnEuropean and Middle Eastern
markets. He holds a B.S. degree in the fields ahblnities and Science from the Massachusetts ItestiiiTechnology.

Mike Pyle joined the Company in 1985 and has seasflenior Vice president of Product DevelopmeantesAugust 2000. Including his
positions with Pegasystems, Mr. Pyle's professibaakground encompasses almost thirty years ofracdtdevelopment and managerial
experience throughout Europe and the United StétesPyle completed his B.C.S. specializing in Cangp Science and Systems
Programming at the C.S. College in London.
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PART Il
ITEM 5 MARKET FOR REGISTRANT'S COMMON STOCK AND REL ATED STOCKHOLDER MATTERS

The following table sets forth the range of higld éow sales prices of the Company's common stodkemMational Association of Security
Dealers Automatic Quotation ("Nasdaq") National krSystem for 2000 and 1999. The Company's constamk is traded under the
Nasdaq Symbol "PEGA." As of March 6, 2001, the Camphad approximately 61 stockholders of recordapyutoximately 4,000 benefici
owners of the Company's common stock. On Marclp@]12the closing sale price of the common stock $¥a63. The Company has never
declared or paid any cash dividends on its comnmeks The Company intends to retain its earningggmce future growth, and therefore
does not anticipate paying any dividends in thedeeable future.

High Low
2000
First QUarter.......coccoovveevvveecieeeiceeeeees e, $25.81 $9.50
Second QUArer......cccvvveeevviiieeceiccieeeeeeee e, $11.63 $5.00
Third Quarter.......coceevevveeeeiiiieeeeeeeee e, $7.91 $3.92
Fourth Quarter......cccccceevvveeeiiieciieeeeees e, 5.75 $2.03
High Low
1999
First QUarter.......coccoovveevviveeciieeecieeeeees e, $7.50 $4.16
Second QUANEr......c.covveevieeciieeseeeeee e, $11.94 $4.00
Third Quarter...... . ... $9.63$7.57
Fourth Quarter........ccccovveeeevvieeeececeeees . $11.69 $6.81

ITEM 6 COMPARISON OF SELECTED CONSOLIDATED FINANCIA L DATA

The selected consolidated financial data presdretmv have been derived from the Company's coreelitifinancial statements. This data
may not be indicative of the Company's future ctiadior results of operations and should be reambimunction with "Management's
Discussion and Analysis of Financial Condition &w®bults of Operations" and the consolidated firerstatements and accompanying notes.

Years Ende d December 31,
2000 1999 1998 1997 1996
(in thousands, e xcept per share data)

Consolidated Statements of
Operations Data:

Total revenue................... $ 80,806 $76,629 $ 61,769 $44,361 $33,545
Income (loss) from operations... (20,556) (5,920) (22,797) (3,388) 10,019
Net income (loss)............... (20,856) (2,410) (11,618) 1,085 7,500
Earnings (loss) per share:

BasiC......ccocoevriieeeninnn. $ (0.71) $ (0.08) $ (0.41)$ 0.04 $ 0.30
Diluted........ccceeeueeennne. $ (0.71) $ (0.08) $ (0.41)$ 0.04 $ 0.28

Weighted average number of
common shares outstanding:
BasiC......ccocoeeviieeeinnn. 29,206 28,947 28,604 28,284 24,802
Diluted........ccceeeueenne. 29,206 28,947 28,604 30,268 26,397
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Years E nded December 31,

2000 1999 1998 1997 1996
@i n thousands)

Consolidated Balance Sheet Data:
Cash and cash equivalents......... $ 17,339 $ 30,00 4 $ 24,806 $ 52,005 $24,201
Working capital.................. 43,758 49,79 0 33,883 62,708 34,364
Long-term license installments,
(115 SRR 37,401 36,74 4 49,000 36,403 23,802
Total assets.........ccccvvueeenne 110,493 124,99 1 139,260 127,520 66,855
Long-term debt.................... - - - - -
Stockholders' equity.............. 92,063 101,04 5 101,919 112,721 52,385

ITEM 7 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINA NCIAL CONDITION AND RESULTS OF OPERATIONS

The Company's business has historically experieadadk of predictable timing of revenues. The tighof license revenue recognition is
related to the completion of implementation serviaad acceptance of the licensed software by th®mer, the timing of which has proven
to be difficult to predict accurately.

In 1999, there was a reduction in the size of the@any's sales force of almost 50%. Due to theaedigize of the Company's sales force,
the Company is more focused on closing larger &uwef license transactions than in the past. Thisimaease the volatility of the
Company's quarterly operating results.

The Company's independent public accountants filhtin connection with their audits of the Compan 997, 1998 and 1999 financial
statements, material weaknesses in the Compangtedh control environment. The Company has addsdurces to its finance function and
is working diligently with the suggestions of thed&ors to improve internal control. In connectiwith the audit of the Company's 2000
financial statements the independent auditors @ddtthat they will not issue a material weaknesaternal control letter.

Results of Operations

During 1999, the Company refined its methodologglaésifying costs and expenses by directly chgrgosts to their appropriate functional
classification. The results for all periods presérttave been reclassified to conform with curreethmdology.

The Company's revenue is derived from two souseftware license fees and service fees. Softweeadie fees are generally payable on a
monthly basis under license agreements, which gépdrave a five-year term, and may be renewedfdulitional years at the customer's
option. The present value of future license paysiengenerally recognized as revenue upon produeticeptance. For purposes of the
present value calculations, the discount rate hasdraried between 6.25% and 8.00% for the thraesyended December 31, 2000. A por

of the fee from each arrangement is initially defdrand recognized as installment receivable isténeome over the rest of the license term.

The Company's services revenue is comprised offfeeonsulting, implementation, maintenance, aathing services. The Company
generally recognizes training and consulting feetha services are provided. In arrangementsrichtde multiple elements (e.g., software
license, implementation services, training, etbg,total fees under the arrangement are recogoizeel the fair value of services and any
other elements to be delivered under the arrangeca@nbe determined, which has typically occurnpdrucustomer acceptance for fixed-
price projects and as incurred for time and matprigiects. The Company's software implementatigre@aments typically require the
Company to provide a specified level of implementatervices for a specified fee, typically withd#tnal implementation services

available at an hourly rate. Software license austs are offered the ability to enter into a maiatece contract requiring the customer to pay
either a monthly maintenance fee over the ternmefrélated license agreement or an annual renewslgenance arrangement.
Maintenance fees are recognized ratably over tine ¢¢ the maintenance agreement.
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Deferred revenue at December 31, 2000 consistethgty of billed fees from arrangements for whiat@ptance of the software license or
software milestone had not occurred and the undgragion of service revenue.

International revenues were 26%, 21%, and 23%taf tmnsolidated revenues in 2000, 1999, and 1@3®ectively. The Company's
international revenues may fluctuate in the futlwe to the fact that such revenues have been yaattebutable to a small number of product
acceptances during a given period.

Most of the Company's contracts are denominatéd $hdollars. The Company expects that in the futoioee of its contracts may be
denominated in foreign currencies thereby expoirgCompany to increased currency exchange risk.

The following shows certain items reflected in 8tatements of Operations of the Company as a pageof total revenue:

Year ended December 31

2000 1999 1998

Revenue:
Software license.......cccccccvvveeeeeeiinnenns 41.8% 36.7% 47.4%
SEIVICES. ..uuiiiiiiiiiieeee e 58.2 63.3 52.6
Total revenue.........cccccvvvvveveerenennnn. 100.0 100.0 100.0
Cost of revenue:
Cost of software license................c...... 2.9 3.9 2.5
Cost of services.........cccceeevcvvvnveennns 48.3 41.7 46.2
Total cost of revenue............ccccvvveee 51.2 456 48.7
Gross profit.......ccceeeieeeeeiniiieeeieie, 488 544 513
Operating expenses:
Research and development... 18.7 259 38.6
Selling and marketing............ . 299 249 307
General and administrative..................... 12.8 11.3 18.9
Litigation settlement and restructuring Costs... 19.6 0.0 0.0
Total operating eXpenses...........cccueveeees 81.0 621 88.2
Loss from operations............cccceevveeeennnes (32.2) (7.7) (36.9)
Installment receivable interest income............ 5.0 4.9 4.3
Other interest income, nNet.........cccccoeeen... 2.1 1.2 3.3
Other (expense) income, nNet..........c.ccccuveeee. (0.4) 04 0.1
Loss before provision (benefit) for
INCOME taXeS.....covvveeeeeieiiiiiiiiiiieieees (25.5) (1.2) (29.2)
Provision (benefit) for income taxes.............. 0.4 1.9 (10.4)
Nt 10SS...oeiiiiiiiieereee e (25.99% (3.1)% (18.8)%

Year Ended December 31, 2000 Compared to Year Endéecember 31, 1999
Revenue

Total revenue for 2000 increased 5.5% to $80.8aniffrom $76.6 million for 1999. An increase inditse revenue was offset partially by a
decrease in services revenue.
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Software license revenue for 2000 increased 202$88.8 million from $28.1 million for 1999. Thecirease was due primarily to a rise in
software license acceptances by existing and netoriers. License revenue recognized in the cuyesntthat had been deferred from prior
year(s) decreased to $1.3 million in 2000 from $8iion in 1999. Notwithstanding the increaseitehse revenue from 1999 to 20

license revenue was $5.6 million in fourth quade2000, down from $12.9 million in the third quarrof 2000 and $6.7 million in the fourth
quarter of 1999. A significant portion of the Compga license revenue in recent periods is fromtiegjscustomers.

Services revenue for 2000 decreased 3.1% to $4ili@mirom $48.5 million for 1999. The decreasesadue primarily to a lower allocation
of software license revenue to services revenuer8@P 97-2 and 98-9. The decrease was partidiigtdiy a $1.4 million increase in
maintenance revenue due to a larger installed jgtdzhse. Service revenue recognized in the cuyemartthat had been deferred from prior
year(s) decreased to $3.4 million in 2000 from $4ilfion in 1999.

Cost of Revenue

Cost of software license revenue for 2000 decreasedbs to $2.4 million from $3.0 million for 1998 1999, cost of software license
included $0.5 million of purchased software thaswesold and expensed. Cost of software licenagegeto the amortization associated wi
stock purchase warrant issued by the Company ie 1887, and the Company's acquisition of First Resources Corporation's ESP
software product. These costs are being amorttredigh December 31, 2002. Amounts amortized padhé sale of products incorporating
the related purchased software were treated aarofsand development expenses. Product sales oreting such software began in the
fourth quarter of 1998. Cost of software licensa @&rcentage of license revenue for 2000 decrgase8% from 10.7% in 1999. The lower
percentage was due to the increase in license weyand reduction in cost of software license.

Cost of services consists primarily of the costprolviding consulting, maintenance, and trainingises. Cost of services for 2000 increased
22.2% to $39.0 million from $31.9 million for 1998ost of services as a percentage of services uevienreased to 83.0% for 2000 from
65.8% for 1999. These increases were primarilytduelower recovery rate on hours worked and castsciated with increased staffing
including compensation, benefits, travel, and flacation of facilities expense.

Operating Expenses

Research and development expenses for 2000 dedr2a$86 to $15.1 million from $19.8 million for 199As a percentage of total revenue,
research and development expenses decreased % fi8.2000 from 25.9% for 1999. These decreases wee to decreased staffing costs
including compensation, benefits, and travel. Theesd reductions are not indicative of managementismitment to research and
development projects. Management believes thatuhent level of staffing will enable the Companysticcessfully innovate.

Selling and marketing expenses for 2000 increase®d2 to $24.1 million from $19.1 million for 1998s a percentage of total revenue,
selling and marketing expenses increased to 29%000 from 24.9% for 1999. These increases weectal additional costs associated v
marketing programs such as trade shows and adalitsmnployee related costs including compensatienefits, and travel.

General and administrative expenses for 2000 isextd9.0% to $10.3 million from $8.7 million ford® As a percentage of total revenue,
general and administrative expenses increased.884.fbr 2000 from 11.3% for 1999. These increasgukpses were due to costs associated
with increased staffing including compensation,dfs, and travel. This increase in costs was g@ifyrtoffset in the fourth quarter by a $0.7
million favorable recovery of sales taxes accruegrior years.

Litigation Settlement and Restructuring Costs

The Company has been involved in two lawsuits eelab restatements of its financial statementsQhalverus Case and the Gelfer Case).
The Company has settled both cases and recordeatrgecof
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$14.8 million (net of insurance reimbursements4B$illion) in 2000, reflecting the cost of thetkments and legal costs. See Note 9 of
Notes to Consolidated Financial Statem

During the three months ended December 31, 20@0Cdmpany took a one-time restructuring chargeld $illion for severance of 75
employees and leased facilities costs. Approxinga8l2 million of depreciation expense was bookee t reduced economic life of leased
facilities under the restructuring plan. As of Dexteer 31, 2000, $0.8 million of accrued severanogaired. Terminations were completed in
January, 2001. Leased facilities restructuringcjzeeted to be completed by the third quarter of1200

Installment Receivable Interest Income

Installment receivable interest income for 2000ichitonsists of the portion of all license feesemdng-term software license agreements
that is attributable to the time value of monegréased 6.4% to $4.0 million from $3.8 million fi899. This change was primarily due to the
increase in the Company's installment receivablanca.

Other Interest Income, Net

Interest income, net increased 85.2% to $1.7 miliax 2000 from $0.9 million for 1999. The increagas due primarily to improved
management of cash funds with overnight investmianitserest generating accounts and a larger gedalance of cash and cash
equivalents.

Other Income (Expense), Net

Other income (expense), net, which consists prignaficurrency exchange gains or losses and resgdieclopment funds received from
third-party vendors of computer hardware produstss a $0.3 million loss for 2000 and $0.3 millicairgfor 1999. The decrease was due
primarily to larger currency exchange losses.

Provision for Income Taxes

The provision for income tax was $ 0.3 million id®, a decrease from the $ 1.5 million in 1999. ZB@0 tax provision consists of foreign
subsidiary income tax. No benefit was provideddomestic losses incurred. See Note 8 of Notes ts@mated Financial Statements.

Year Ended December 31, 1999 compared to Year Ehdedmber 31, 1998
Revenue

Total revenue for 1999 increased 24.1% to $76.6amifrom $61.8 million for 1998. The increase wasnarily due to the recognition of
revenue that had previously been deferred fromeptsjthat were completed during 1999.

Software license revenue for 1999 decreased 3.928d from $29.3 million for 1998. The decreasedftware license revenue was
attributable to prospect hesitance to expend ressutue to their own concerns regarding the "Yéa02problem and due to their concerns
regarding the Company's ongoing SEC investigatiod, reclassifications to service revenue becawstathvalue of revenue associated with
implementing the licensed software was greater éxgected.

Services revenue for 1999 increased 49.2% to $48ldn from $32.5 million for 1998. The increaseservices revenue was primarily
attributable to additional consulting services pded to existing customers, the recognition of jesly deferred revenue from service
projects that were completed, and the reclassificaif certain revenue that would otherwise havenbelassified as license revenue because
the fair value of revenue associated with implenngnthe license software was greater than expeatatifo a lesser extent, increased
maintenance revenue from a larger installed prodase.

Cost of Revenue

Cost of software license consists of amortizatiopesse related to a stock purchase warrant andhased software costs, license fees
associated with third party software, and costsrofluct media, duplication and packaging. Cosbétivsare license for 1999 increased 94.1%
to $3.0 million from $1.6 million
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for 1998, and increased as a percentage of tatahtee to 3.9% for 1999 from 2.5% for 1998. As acpatage of software license revenue,
cost of software license increased to 10.7% fo91f8@m 5.3% for 1998. These increases were duegpiiyrto $2.3 million of amortization
related to purchased software. Amounts amortizéd f the sale of products incorporating the edlgpurchased software were treated as
research and development expenses. Product satgpamnating such software began in the fourth quart 1998. The software is being
amortized through December 31, 2002. In additiostof $0.5 million were incurred related to theghase of third-party software which
was subsequently resold to a customer as parlicdrzsse agreement.

Cost of services consists primarily of the costprofviding implementation, consulting, maintenararg] training services. Cost of services
for 1999 increased 11.9% to $31.9 million from &2&hillion for 1998. This increase was due to cestsociated with increased staffing, such
as compensation, facilities and equipment-relatestis¢ which resulted from transferring certain aesle and development staff to the
Company's client services and software servicemeauly in 1999. Cost of services as a percenthgsal revenue decreased to 41.7% for
1999 from 46.2% for 1998, and decreased as a pagef services revenue to 65.8% for 1999 fror8%Aor 1998. The resulting increase
in gross margin was primarily due to the recognitdd previously deferred services revenue and libeation of total payments under
customer arrangements to services revenue, theiatsbcosts of which were in both cases recograzadcurred.

Operating Expenses

Research and development expenses consist prinotie cost of personnel and equipment neededriduct the Company's research and
development efforts. Research and development sggdnr 1999 decreased 16.8% to $19.8 million f8@3.8 million for 1998. As a
percentage of total revenue, research and develtpepenses decreased to 25.9% for 1999 from 3&b¥998. These decreases were
primarily due to lower payroll and travel-relatembsts as certain research and development stafftwarsferred to the Company's client
services group in early 1999, and lower softwarerization costs. During the first three quarte998, the Company had recorded
approximately $1.4 million of amortization of puesdfed software acquired by the Company in June ¥8dunts of amortization subsequ
to the sale of products incorporating the relatectipased software were treated as cost of softlicamese. Product sales incorporating such
software began in the fourth quarter of 1998.

Selling and marketing expenses for 1999 increaséx @o $19.1 million from $19.0 million for 1998 s/ percentage of total revenue,
however, selling and marketing expenses decreas24l 9% for 1999 from 30.7% for 1998 due to thegeition of previously deferred
revenue in 1999, the associated selling and maiketipenses of which were recognized in 1998. Alifnooverall staffing levels within the
sales and marketing organization remained congiati#im 1998 levels, there was a large decreaseadmtimber of sales personnel which was
offset by a large increase in the number of mankegpiersonnel.

General and administrative expenses for 1999 deede25.7% to $8.7 million from $11.7 million ford®and decreased as a percentage of
total revenue to 11.3% for 1999 from 18.9% for 19B@ese decreases resulted from a negative pravisidbad debts for the year of $0.7
million due to a reduction of $2.7million in thd@kance for doubtful accounts that occurred inftheth quarter of 1999. This reduction
resulted from the resolution of certain customejguts and an increased focus on the collectiongages which took full effect in the fourth
quarter of 1999.

Installment Receivable Interest Income

Installment receivable interest income, which cstssof the portion of all license fees due andiveckeunder software license agreements that
was not recognized upon product acceptance ordesgnewal, increased to $3.8 million from $2.7iarilin 1998 due to increased license
fee billings.

Other Interest Income, Net

Other installment income, net, received on cashcaisti equivalents, decreased to $0.9 million fr@m $nillion in 1998 due to lower avera
balances of cash and cash equivalents.
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Other Income, Net

Other income, net, which consists primarily of tesedevelopment funds received from third-partyaiers of computer hardware products
and mark to market gains or losses on foreign damatied accounts receivable, increased 619.1% ®r#dlion for 1999 from $47 thousand
for 1998 due to an increase in the reseller deved funds earned.

Provision for Income Taxes

The provision for federal and foreign income tawes $1.5 million in 1999. The benefit for federsthte and foreign income taxes was $6.4
million in 1998. At December 31, 1999, the Comphaag $47.5 million in net operating loss carryfordsaand $3.0 million of AMT and
research and experimentation tax credit carryfod@anailable to offset future taxable income. SeteM to Consolidated Financial
Statements.

Liquidity and Capital Resources

From inception until the Company's initial publifesing of Common Stock, the Company funded itsrafiens primarily through cash flow
from operations and bank borrowings. At Decembe2BD0, the Company had cash and cash equivaleatpooximately $17.3 million and
working capital of approximately $43.8 million.

Net cash (used in) provided by operating activiteeshe years ended December 31, 2000 and 1999$44s2) million and $6.2 millior
respectively. The increased cash use was primduigyto an increase in cost of services and otheratipg expenses. The increase was also
attributable to the payment of $2.8 million (netiregurance recovery of $4.3 million) by the Companthe fourth quarter of 2000 in
settlement of the Chalverus and Gelfer lawsuitgimuthe fourth quarter of 2000, the Company issBid@5,000 shares of common stock to
settlement funds established in connection withstiereholder lawsuits (see Note 9 of Notes to Aateted Financial Statements). The
shares were subsequently sold to certain membéhe &oard of Directors of the Company for $10.3Biom. The sale of shares by the
settlement funds is not reflected in the staternéotish flow.

Net cash used in investing activities for the yearded December 31, 2000 and 1999 was $3.0 mdloh$2.6 million, respectively. Tt
change from 1999 to 2000 was primarily due to tteegase in other long-term assets offset by a taxfuim expenditures for equipment and
improvements.

Net cash provided by financing activities for theays ended December 31, 2000 and 1999 was $1$lahdillion, respectively. Sales
stock under the Company's Employee Stock PurchaseaRd from exercise of stock options provided$iillion (see Note 5 of Notes to
Consolidated Financial Statements). The Companyg#pisal and operating leases for office spaceeguipment (see Note 7 of Notes to
Consolidated Financial Statements).

The Company believes that current cash and cashadents will be sufficient to fund the Companyfseoations for the near term. There can
be no assurance however, that changes in the Cgrspgdans or other events affecting the Compamyesations will not result in materially
accelerated or unexpected expenditures. In additi@ne can be no assurance that additional cafpitabded will be available on reasonable
terms, if at all, at such time as required by tloengany.

Inflation

Inflation has not had a significant impact on thepany's operating results to date, and the Comgaey not expect it to have a significant
impact in the future. The Company's unbilled lieasd maintenance fees are typically subject to@rincreases based on recognized
inflation indexes.

Significant Customers

In 2000, 1999 and 1998 respectively, the Compauyome customer that accounted for 11.7%, 12.5%ldrPo of the Company's total
consolidated revenue.
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Forward-Looking Statements

This Annual Report contains certain forward-lookstgtements. For this purpose, any statementsinedtherein that are not statements of
historical fact may be deemed to be forward-loolstegements. Without limiting the generality of theegoing, the words "believes”,
"anticipates”, "plans”, "expects”, and similar eegsions are intended to identify forward-lookingtetents. There are a number of important
factors that could cause the Company's actualteegudiffer materially from those indicated byv@rd- looking statements made in this
Annual Report and presented elsewhere by managdmentime to time. Some of the important risks amdertainties that may cause the

Company's operating results to differ materiallyadversely are discussed below.

The Company is being investigated by the SecuritiesExchange Commission. In May of 1999, the Bosffice of the Securities and
Exchange Commission ("SEC") issued a Formal Orflerigate Investigation of the Company and certadividuals, currently or formerly
associated with the Company, concerning past aticgumatters, financial reports and other publi&cthsures and trading activity in the
Company's securities during 1997 and 1998. Suakstigation may result in the SEC imposing finestenCompany or taking other
measures that may have a material adverse impabedbompany's financial position or results ofragiens. In addition, regardless of the
outcome of the investigation, it is likely that tBempany will incur substantial defense costs &adl such investigation will cause a diversion
of management time and attention. Finally, the tieggublicity resulting from the investigation hasde and may continue to make it more
difficult for the Company to close sales, whichunn could have a material adverse impact on thagamy's financial position or results of
operations.

The Company had material weaknesses in its inteovgtol environment. The Company's independenlipalbcountants identified in
connection with their audits of the Company's 19998 and 1999 financial statements material wesda®in the Company's internal control
environment. This has had and may continue to hawaterial adverse impact on the Company's repatatihich in turn could have a
material adverse impact on the Company's finampaaltion or results of operations. The Companydutied resources to its finance function
and is working diligently with the suggestions loé tauditors to improve internal control. Mr. O'Ha#in, the Company's Chief Financial
Officer, has indicated his intention to retire ahgrithe second quarter of 2001. In connection vhighaudit of the Company's 2000 financial
statements the independent auditors indicatedhbgtwill not issue a material weakness in integaitrol letter.

The Company's stock price has been volatile. Qugntesults have fluctuated and are likely to coué to fluctuate significantly. The market
price of the Company's common stock has been agdcordinue to be highly volatile. Factors that difficult to predict, such as quarterly
revenues and operating results, statements amgysdtly financial analysts, overall market perforogand the outcome of litigation, will he

a significant effect on the price for shares of @@mpany's common stock. Revenues and operatingésmve varied considerably in the ¢
from period to period and are likely to vary corsably in the future. The Company plans producetigyment and other expenses based on
anticipated future revenue. If revenue falls betoypectations, financial performance is likely toauwersely affected because only a small
portion of expenses vary with revenue. As a regeltiod-toperiod comparisons of operating results are no¢segarily meaningful and shot
not be relied upon to predict future performance.

The timing of license revenues is related to thmmetion of implementation services and produceatance by the customer, the timing of
which has been difficult to predict accurately. fihean be no assurance that the Company will biggdste on an annual or quarterly basis or
that earnings or revenues will meet analysts' egieas. Fluctuations may be particularly pronouhbecause a significant portion of
revenues in any quarter is attributable to prodeceptance or license renewal by a relatively smatiber of customers. Fluctuations also
reflect a policy of recognizing revenue upon prdadisceptance or license renewal in an amount équblé present value of the total
committed payments due during the term. Customemsm@glly do not accept products until the end leingthy sales cycle and an
implementation period, typically ranging from omesix months but in some cases significantly longreaddition, the Company is more
focused on closing larger but fewer license tratisas than in the past. This may increase the Vityan the
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Company's quarterly operating results. Risks ovg@ckwvthe Company has little or no control, inclgloustomers' budgets, staffing allocat
and internal authorization reviews, can signifitaatfect the sales and acceptance cycles. Chatigeded by customers may delay product
implementation and revenue recognition.

The Company will need to develop new products,\evekisting ones, and adapt to technology changehfiical developments, customer
requirements, programming languages and indusindstrds change frequently in the Company's marRsta.result, success in current
markets and new markets will depend upon the Cowipaility to enhance current products, to develog introduce new products that
meet customer needs, keep pace with technologygesanespond to competitive products, and achieke@hacceptance. Product
development requires substantial investments f@arch, refinement and testing. There can be noass that the Company will have
sufficient resources to make necessary productioeveent investments. Pegasystems may experienfogutties that will delay or prevent
the successful development, introduction or impletaigon of new or enhanced products. Inabilityrtisaduce or implement new or enhan
products in a timely manner would adversely affatire financial performance. The Company's proglacé complex and may contain err
Errors in products will require the Company to stiprected products to customers. Errors in pradoetild cause the loss of or delay in
market acceptance or sales and revenue, the dimesEdevelopment resources, injury to the Comargputation, or increased service and
warranty costs which would have an adverse effedtrancial performance.

The Company has historically sold to the finans&ivices market. This market is consolidating rigpiaind faces uncertainty due to many
other factors. The Company has historically derigesignificant portion of its revenue from customigr the financial services market, and its
future growth depends, in part, upon increasedgaléhis market. Competitive pressures, industrysolidation, decreasing operating
margins within this industry, currency fluctuatipggographic expansion and deregulation affectitamcial condition of the Company's
customers and their willingness to pay. In additimrstomers' purchasing patterns are somewhatetimeary. As a result, some or all of the
factors listed above may adversely affect the dehigncustomers. The financial services market geogoing intense domestic and
international consolidation. In recent years, saveustomers have been merged or consolidatedrd-otergers or consolidations may cau
decline in revenues and adversely affect the Cogipduture financial performance.

If existing customers do not renew their licensles,Company's financial results may suffer. A digant portion of total revenue has been
attributable to license renewals. While historigalsubstantial majority of customers have renetheit licenses, there can be no assurance
that a substantial majority of customers will cang to renew expiring licenses. A decrease in eaenewals absent offsetting revenue from
other sources would have a material adverse effe@titure financial performance. In addition, pbfsitransition to a prepaid extended term
license may have a material adverse impact onrtteuat of license renewal revenues in future periods

The Company depends on certain key personnel, aistllme able to attract and retain qualified perebimthe future. The business is
dependent on a number of key, highly skilled techlhimanagerial, consulting, sales, and marketerggnnel, including Mr. Trefler, the
Company's Chief Executive Officer. The loss of keysonnel could adversely affect financial perfaroga The Company does not have any
significant key-man life insurance on any officereemployees and does not plan to put any in plHoe.Company's success will depend in
large part on the ability to hire and retain quetifpersonnel. The number of potential employees dve the extensive knowledge of
computer hardware and operating systems needezl/édah, sell and maintain its products is limitedd competition for their services is
intense, and there can be no assurance that thpaymwill be able to attract and retain such pemsbrif the Company is unable to do so,
Company's business, operating results, and finaoeralition could be materially adversely affected.

The market for the Company's offerings is increglyimnd intensely competitive, rapidly changingd d&aghly fragmented. The market for
customer relationship management software andecklatplementation, consulting and training servisdatensely competitive and highly
fragmented. The Company currently encounters sggmf competition from internal information systedepartments of potential or existing
customers that develop custom software. It alsopates with companies that target the customeraatien
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and workflow markets and professional services mimgdions that develop custom software in conjunctvith rendering consulting services.
Competition for market share and pressure to regrces and make sales concessions are likelyctease. Many competitors have far
greater resources and may be able to respond mandygand efficiently to new or emerging technaksy programming languages or
standards or to changes in customer requirememteterences. Competitors may also be able to deyetater managerial and financial
resources to develop, promote and distribute prigdured provide related consulting and training ises: There can be no assurance that the
Company will be able to compete successfully againgent or future competitors or that the competipressures faced by the Company
will not materially adversely affect its businegpgrating results, and financial condition.

The Company must manage increased business coty@exi growth effectively. The business has growsize, geographic scope and
complexity and has expanded its product offerings @stomer base. This growth and expansion hasgjand is expected to continue to
place, a significant strain on management, operatamd capital needs. Continued growth will reqtheeCompany to hire, train and retrain
many employees in the United States and abroaticylarly additional sales and financial personiiéle Company will also need to enhance
its financial and managerial controls and reportiggtems. There can be no assurance that the Cygmjilhattract and retain the personnel
necessary to meet its business challenges. Fadumanage growth effectively may materially advirsdfect future financial performance.

The Company relies on certain third-party relatiops. The Company has a number of relationshipis thitd parties that are significant to
sales, marketing and support activities and prodegelopment efforts. The Company relies on retatialatabase management system
applications and development tool vendors, softvaai hardware vendors, and consultants to proval&eting and sales opportunities for
the direct sales force and to strengthen the Coypanoducts through the use of industry-standaotstand utilities. The Company also has
relationships with third parties that distribute jiroducts. In particular, the Company relies smétationship with First Data Corporation for
the distribution of products to the credit card kedy with PFPC Inc. for distribution of productsth@ mutual fund market and on Carreker
Inc. for the distribution of its products to thenliang industry. There can be no assurance that tb@smpanies, most of which have
significantly greater financial and marketing resmms, will not develop or market products that cetepwith those of the Company in the
future or will not otherwise end their relationshipith or support of the Company.

The Company may face product liability and warrasigims. The Company's license agreements typicalhfain provisions intended to lin
the nature and extent of the Company's risk of pecotiability and warranty claims. There is a riblat a court might interpret these terms in a
limited way or could hold part or all of these tarto be unenforceable. Also, there is a risk thesé contract terms might not bind a party
other than the direct customer. Furthermore, sdnieeoCompany's licenses with its customers areg®d by non-U.S. law, and there is a
risk that foreign law might give the Company lesslifferent protection. Although the Company has experienced any material product
liability claims to date, a product liability swit action claiming a breach of warranty, whethenar meritorious, could result in substantial
costs and a diversion of management's attentiotten@ompany's resources.

The Euro's adoption imposes product and markes.ri&knew currency, the "Euro”, was introduced irtaiea Economic and Monetary Union
("EMU") countries in early 1999. It is expectedtthg 2002, all participating EMU countries will udee Euro as their single currency. As a
result, software used by many companies headgaedrtermaintaining a subsidiary in a participatifgUUcountry is expected to be Euro-
enabled. All companies headquartered or maintaiaiagbsidiary in an EMU country will need to be &enabled. These changes will cha
budgetary, accounting and fiscal systems in conggaand public administration, and require the siamalous handling of parallel currencies
and conversion of legacy data. These requiremeaysaurb market demand for the Company's produatause the budgets and priorities of
its customers and prospective customers may chaimgeCompany is monitoring the rules and regulatias they become known in order to
make any changes to its software products thaCtdmpany deems necessary to comply with such rul@segulations. Although the
Company believes that its most recent products
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address these requirements, there can be no assuhat the rules and regulations will not chamykthat the Company's software will
contain all of the necessary changes or meet atl Eaquirements. Any inability to comply with theit® requirements could have an adverse
effect on the Company's business, operating reanttfinancial condition.

The Company faces risks from operations and cus®bueesed outside of the U.S. Sales to customedijhadered outside of the United
States represented approximately 26%, 21% and 23B& €ompany's total revenue in 2000, 1999 and®1&%pectively. The Company, in
part through its wholly-owned subsidiaries basethéUnited Kingdom, Singapore, and Australia, r#slproducts and renders consulting
and training services to customers based in Carlag&nited Kingdom, France, Germany, the NetheldaSwitzerland, Ireland, Mexico,
Sweden, Australia, Austria, Hong Kong, and Singap®he Company has established offices in contahéntrope and in Australia. The
Company believes that its continued growth willemsitate expanded international operations requaidiversion of managerial attention
and financial resources. The Company anticipatésghadditional personnel to accommodate intermatigrowth, and the Company may ¢
enter into agreements with local distributors, espntatives, or resellers. If the Company is unebt one or more of these things in a
timely manner, the Company's growth, if any, inféieign operations will be restricted, and the @amy's business, operating results, and
financial condition could be materially and advéyrsdfected.

In addition, there can be no assurance that thep@oynwill be able to maintain or increase intermadl market demand for its products. Most
of the Company's international sales are denondrniate).S. dollars. Accordingly, any appreciatiortloé value of the U.S. dollar relative to
the currencies of those countries in which the Camyistributes its products may place the Comdraycompetitive disadvantage by
effectively making its products more expensive @ jgared to those of its competitors. Additionaksismherent in the Company's
international business activities generally includexpected changes in regulatory requirementsgased tariffs and other trade barriers, the
costs of localizing products for local markets aochplying with local business customs, longer act®veceivable patterns and difficulties
collecting foreign accounts receivable, difficuti enforcing contractual and intellectual propeights, heightened risks of political and
economic instability, the possibility of nationaltion or expropriation of industries or propertigficulties in managing international
operations, potentially adverse tax consequenoebifling restrictions on repatriating earnings Hredthreat of "double taxation™), enhanced
accounting and internal control expenses, and thédm of complying with a wide variety of foreigmals. There can be no assurance that one
or more of these factors will not have a materiblaase effect on the Company's foreign operatiand, consequentially, the Company's
business, operating results, and financial cormlitio

The Company faces risks related to intellectuapprty claims or appropriation of its intellectuabperty rights. The Company relies
primarily on a combination of copyright, trademarid trade secrets laws, as well as confidentiatitgements to protect its proprietary
rights. In October 1998, the Company was grantedtent by the United States Patent and TrademdigeQ€lating to the architecture of the
Company's systems. There can be no assuranceitmpatent will not be invalidated or circumventedhat rights granted thereunder or the
description contained therein will provide compegéitadvantages to the Company's competitors or&tMoreover, despite the Company's
efforts to protect its proprietary rights, unauthed parties may attempt to copy aspects of thegamyls products or to obtain the use of
information that the Company regards as propriefargddition, the laws of some foreign countriesndt protect the Company's proprietary
rights to as great an extent as do the laws ofltiited States. There can be no assurance thataimgp&hy's means of protecting its
proprietary rights will be adequate or that the @any's competitors will not independently developilar technology.
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The Company is not aware that any of its produdtinige the proprietary rights of third parties.efa can be no assurance, however, that
parties will not claim infringement by the Compamigh respect to current or future products. The Gany expects that software product
developers will increasingly be subject to infringgnt claims as the number of products and compegtitahe Company's industry segment
grows and the functionality of products in differémdustry segments overlaps. Any such claims, witlvithout merit, could be time-
consuming, result in costly litigation, cause pretdghipment delays, or require the Company to énterroyalty or licensing agreements.
Such royalty or licensing agreements, if requirady not be available on terms acceptable to thepgaosor at all, which could have a
material adverse effect upon the Company's busioggesating results, and financial condition.

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK

Market risk represents the risk of loss that mdgafthe Company due to adverse changes in finimeigket prices and rates. The Compa
market risk exposure is primarily the result otctiwations in foreign exchange rates. The Compasynbaentered into derivative or hedging
transactions to manage risk in connection with dhatiuations.

The Company derived approximately 26% of its togaenue in 2000 from sales to customers baseddeut$ithe United States. Certain of
the Company's international sales are denominatéatéign currencies. The price in dollars of pradusold outside the United States in
foreign currencies will vary as the value of thdlaofluctuates against such foreign currencieshédgh the Company's sales denominated in
foreign currencies in 2000 were not material, treame be no assurance that such sales will not beriaan the future and that there will not
be increases in the value of the dollar againgt sucrencies that will reduce the dollar returthie Company on the sale of its products in
such foreign currencies.

ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statement schedules are set forth in tépYExhibits, Financial Statement Schedules, Reports on Form 8-K" of this Form 10-K
and are filed herewith.

ITEM 9 CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANT S ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

24



PART 1lI
ITEM 10 DIRECTORS AND EXECUTIVE OFFICERS OF THE REG ISTRANT

Information relating to the executive officers bétCompany is set forth in Part |, immediatelydaling Item 4, of this Report under the
caption "Executive Officers of the Registrant." TTh#owing information is furnished with respectéach Director.

Alexander V. d'Arbeloff, 73, has been a Directotted Company since August 2000. As of December 2008vas also elected a member of
the Company's Compensation Committee. In 1960 dMrbeloff co-founded Teradyne, Inc., a leading ofacturer of automatic test
equipment and interconnection systems for the raeits and telecommunications industries. Mr. d&doff served as President and Chief
Executive Officer of Teradyne until May 1997, ardnained Chairman of the Board until June 2000.651889, Mr. d'Arbeloff has been a
member of the MIT Corporation, and was named itai@tan in July 1997. Mr. d'Arbeloff also servestbe board of PRI Automation Inc.
and on the boards of several private companies.

Richard H. Jones, 49, joined the Company in OctdB8® and was elected a Director of the Compamowember 2000. Prior to joining the
Company, he served as a chief asset managemeniigreznd member of the operating committee at 8&Banks, Inc., and as CEO of
Fleet Investment Services. His prior experience aisludes serving as executive vice president Witlelity Investments, and as a principal
with the consulting firm of Booz, Allen & HamiltomMr. Jones holds an undergraduate degree from Dulkeersity, with majors in both
economics and management science. He also hollisBaA. degree from the Wharton School of the Ungigrof Pennsylvania.

Steven F. Kaplan, 45, has served as a Directdreo€ompany since August 1999. As of December 2@00ds also elected a member of the
Company's Audit Committee. He currently is Manadigector of The Audax Group, a private equity aethture capital firm. From 1998 to
2000, Mr. Kaplan was affiliated with Texas Pacificoup, a private equity firm, and he served asi@eas, Chief Operating Officer and Chief
Financial Officer of Favorite Brands Internatiofdlding Corp., a confectionery company controllgdliexas Pacific Group. From 1996 to
1997, Mr. Kaplan was Executive Vice President ahteOFinancial Officer of the Coleman Company, areinational manufacturer of
camping, outdoor recreation and hardware equipnigain 1993 to 1996, Mr. Kaplan was a financial atrdtegy consultant to venture
capital and buy-out firms. During 1994, Mr. Kapkerved as Chief Financial Officer of Marcam Corpiora a software developer. Prior to
that, Mr. Kaplan served as Executive Vice Presideit Chief Financial Officer of AM Internationalig2ident of Harris Graphics and Partner
of Boston Consulting Group. Mr. Kaplan holds an M3/4anagement, a BS in Electrical Engineering andh@uter Science and a BS in
Management Science from the Massachusetts Instifufechnology.

William H. Keough, 63, has been a Director of tt@rany and a member of the Company's Audit Comengttece June 2000. He served as
a director of Thermo Ecoteck Corporation, an emuinentally sound power plants and fuels public camgp&om November 1999 until
September 2000, when the company was spun backhiatoarent, ThermoElectron. He also serves asmhbaiof the Board of Trustees of
the National Multiple Sclerosis Society's CentraMNEngland chapter. He served as Senior Vice Rmesahd Chief Financial Officer of two
public companies from 1968 to 1999, most receritthe Pioneer Group, a financial services busimggs$20 billion in assets, from 1986 to
his retirement in 1999. Mr. Keough holds a B.S./BiAFinance from Boston College and an M.B.A. frbiortheastern University.

Edward A. Maybury, 61, has been a Director of tlhen@any since its organization in 1983. In Decen@f0, he was also elected a member
of the Company's Compensation Committee. Since1R8p, he has served as a Director, and from APAPR through May 1993 was the
President and Chief Executive Officer, of CreaByestems, Inc., a software and services companyt thereto, Mr. Maybury was the Chief
Executive Officer of Data Architect Systems, Irecsoftware and services company.
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James P. O'Halloran, 68, joined the Company inlA®99. In June 1999, he was elected Senior ViesiBent, Chief Financial Officer,
Treasurer, Clerk, and a Director. From 1991 to 1888erved as President of G & J Associates, atfinancial consulting firm. From 1956
1990, he was with the international accounting fafrthur Andersen LLP serving as an audit parfr@m 1967 to his retirement in 1990.
Mr. O'Halloran also currently serves as a direofddbynEco Corporation, an industry leader in theowvation, design and development of
state-of-the-art compressor technology; and ASArhstional Ltd., a software firm focusing on busmapplications for small and medium
sized companies.

Edward B. Roberts, 65, has been a Director of th@@ny since June 1996. In December 2000, he washdcted a member of the
Company's Compensation Committee. Since the e@fly he has been the David Sarnoff Professor of iyemant of Technology at the
Massachusetts Institute of Technology, where haded and chairs the MIT Entreprenuership CenterRiDberts co-founded and is a
Director of Medical Information Technology, Inc.|eading provider of healthcare information systehs is also a Director of Advanced
Magnetics, Inc., a specialty pharmaceutical compBigTsilicon, Inc., a semiconductor producer tligktd equipment to the Internet;
Inverness Medical Technology, Inc., a manufactafenedical diagnostics products; SOHU.com, Inc.iré@rnet portal, and several early-
stage high-technology firms. Dr. Roberts co- fouhdad served for 20 years as a general partnbed¢ro Stage and First Stage Capital
group of venture capital funds.

Alan Trefler, 45, a founder of the Company, serasdPresident until October 1999 and Clerk untikeJL®99 and has been Chief Executive
Officer and a Director since the Company's orgdiiran 1983. Prior to that, he managed an eleatrimds transfer product for TMI
Systems Corporation, a software and services compan Trefler holds a degree in economics and ast@pscience from Dartmouth
College.

William W. Wyman, 63, has been a Director of thar@any since June 2000. In December 2000, he waskdsted a member of the
Company's Audit Committee. From 1984 through 1985 ,Wyman was a partner at Oliver, Wyman & Compamynanagement consulting
company which he co-founded. Mr. Wyman is alsoentty a director of US Timberlands, a limited parship consisting of the growing of
trees and the sale of logs and standing timber;G$&chnologies, a leading provider of client/setvased financial software solutions;
Predictive Systems, a network consulting companyged on the design, performance, management andtgef complex computing
networks; and Prime Response, a company spec@lizibusiness to consumer marketing.

Section 16(a) Beneficial Ownership Reporting Coanpdie

Section 16(a) of the Securities Exchange Act of41@8e "1934 Act") requires the Company's Directomd executive officers, and persons
who own more than ten percent of the Company's Cam8&tock, to file reports with the Securities an@liange Commission (the "SEC")
disclosing their ownership of stock in the Company changes in such ownership of stock in the Cosmnpg@opies of such reports are also
required to be furnished to the Company.

To the Company's knowledge, based solely on reefesopies of the above- mentioned reports furnisbhetie Company and written
representations that no other reports were requadliueicig 2000, all such filing requirements were ptied with in a timely fashion.

ITEM 11 EXECUTIVE AND DIRECTOR COMPENSATION
Director Compensation

Each non-employee Director of the Company recebie800 for every Board or committee meeting attdnd@e Company also reimburses
non-employee Directors for expenses incurred ending Board meetings. In addition, nemployee Directors of the Company are eligib
receive stock options under the Company's 1996 Bloployee Director Stock Option Plan and all Direstare eligible to receive stock
options and stock grants under the Company's 188¢1Term Incentive Plan. Currently, each non-emgéoRirector is granted on an annual
basis a fully vested option to purchase 10,000eshaf common stock at a
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price equal to the fair market value of the comratmtk on the date of grant under the 1996 Non-Eygalairector Stock Option Plan. No
other compensation is paid to Directors for attegd8oard or committee meetings. Messrs. d'Arbekéiough, Maybury, Roberts, Kaplan,
and Wyman are currently the non- employee Direatbthe Company.

EXECUTIVE COMPENSATION

The following table sets forth all compensation edea to, earned by or paid for services rendergdgdCompany in all capacities during the
years ended December 31, 2000, 1999, and 1998 the(Company's Chief Executive Officer and (ii¢ flour most highly compensated ot
executive officers (collectively, the "Named ExaeetOfficers"):

Summary Compensation Table

Long Term
Compensation
Annual Compensation(1) Awards
Securities
Name and Principal Underlying  All Other
Positions Year Salary($) Bonus($) Options(#) Compensation($)
Alan Trefler............ 2000 $200,000  -- -
Chairman and Chief
Executive Officer..... 1999 200,000 - --
1998 200,000 - -
Richard H. Jones........ 2000 250,000 - -- 74,475(6)
President and Chief
Operations Officer.... 1999 46,556  -- 410,000
1998 - - -
Joseph J. Friscia....... 2000 200,000 - 50,000 60,554(3)
Executive Vice
President of Sales
and......cocoeeeene 1999 200,000 60,000(4) 100,000 86,869
Service................ 1998 180,000 70,000 190,000 30,786
Michael R. Pyle......... 2000 155,000 3,079(8) 50,000 1,644(5)
Senior Vice President
of Product............ 1999 155,000 60,000(4) 35,000 30,734(7)
Development............ 1998 140,000 15,000 100,000 8,587
James P. O'Halloran..... 2000 240,000 50,000(2) 10,000
Senior Vice President
and Chief Financial
Officer......coceeu. 1999 150,728  -- 150,000 4,406(7)

(1) In accordance with the rules of the Securitied Exchange Commission, other compensation ifothe of perquisites and other personal
benefits has been omitted because the aggregatenanfosuch perquisites and other personal benaditstituted less than the lesser of
$50,000 or 10% of the total of annual salary anclises for each of the Named Executive Officer2@0, 1999, and 1998.

(2) Represents bonuses earned and paid in 2000.

(3) Represents draws and payments by the Compathedaxecutive's behalf for professional services.

(4) Represents bonuses earned in 1999 and pa@@h 2

(5) Represents payments by the Company on the Exesubehalf for professional services.

(6) Represents travel allowance.

(7) Represents payment in lieu of paid days off.

(8) Represents payment for Y2K on-call coverage.
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Option Grants in Fiscal Year

The following table provides certain informatiomeerning grants of options to purchase the Compa@gmmon Stock made during the
fiscal year ending December 31, 2000, to eachefNaAmed Executive Officers:

Option Grants in Fiscal 2000

Individual Grants

Potential
Percent Realizable Value
of Total at Assumed Annual
Number of Options Rates of Stock
Shares  Granted Price
Underlying to Exer cise Appreciation for
Options Employees or P rice Option Term(1)
Granted in Fiscal Ba se Expiration -----------------
Name #) Year ($/S hare) Date 5%($) 10%(%$)
Alan Trefler............ - -- - -- - --
Richard H. Jones........ -- - - -- - --
Joseph J. Friscia....... 50,000(2) 1.7% $18. 5625 2/25/10 583,693 1,479,192
James P. O'Halloran..... 10,000(3) 0.3% $18. 5625 2/25/10 116,739 295,840
Michael R. Pyle......... 50,000(2) 1.7% $18. 5625 2/25/10 583,693 1,479,192

(1) As required by the rules of the Securities BrRdhange Commission, potential values stated aecban the prescribed assumption tha
Company's common stock will appreciate in valuenftbe date of grant to the end of the option termaes (compounded annually) of 5%
and 10%, respectively, and therefore are not irgdrid forecast possible future appreciation, if,amyhe price of the Company’'s common
stock.

(2) These options vest in equal quarterly instafite@ver four-year terms.

(3) These options vest in equal quarterly instafite@ver a one-year term.

Year-End Option Table

The following table sets forth certain informatiooncerning the number and value of unexercisedksiptions held by each of the Named
Executive Officers as of December 31, 2000. Nonefhamed Executive Officers exercised optioninduz000.

Year-End Options Value

Number of Shares Value of Unexercised In-
Underlying Unexercise d The-Money Options at

Options at Year-End Year-End($)

Name Exercisable Unexercisa ble Exercisable Unexercisable

Alan Trefler................ -- -- -- --

Richard H. Jones............ 110,000 300,000 -- --

Joseph J. Friscia........... 529,375 125,625 $576,027 -

James P. O'Halloran......... 137,500 22,500 -- --

Michael R. Pyle............. 234,600 119,500 $335,883 -

Compensation Committee Interlocks and Insider Parttipation

No executive officer of the Company has served Bgector or member of the compensation commitbeether committee serving i
equivalent function) of any other entity, whoseaxeve officers served on the Company's Board oé&ibrs or Compensation Committee.
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ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OW NERS AND MANAGEMENT

The following table sets forth certain informatias of January 16, 2001, with respect to the beiaéfievnership of the Company's common
stock by (i) each person known by the Company tthbébeneficial owner of more than 5% of the ouidtiag Common Stock of the
Company, (ii) each Director of the Company,

(iii) each of the Named Executive Officer and @H) executive officers and Directors of the Compasya group. To the knowledge of the
Company, based on information provided by such osyral persons listed below have sole voting aweéstment power with respect to their
shares of Common Stock, except to the extent atghisrshared by spouses under applicable law.

Number of Percentage
Shares  of Shares
Beneficially Beneficially

Name of Beneficial Owner Owned(l) Owned
Alan Trefler(2)......cccoovvvveiiiiiiiiieeeeen. . 22,237,100 68.3%
Richard H. Jones(3).......cccevvuvieieiiiiieeenn. . 1,186,000 3.6%
Joseph J. Friscia(4)......ccccevveuvveeeiniinnenn. . 542,000 2.0%
James P. O'Halloran(5)........ccccccveveeeeiinnnnnns . 174,500 0.5%
Stephen F. Kaplan(4).......cccccoevvvviiiininnnnns . 40,000 0.1%
Edward A. Maybury(4).......c.cccoovnieninnncne . 56,500 0.2%
Kenneth OISON(6).......cccevrvrreeeiniiiraenines . 299,625 0.9%

Michael R. Pyle(4).....
Edward B. Roberts(7)
William H. Keough(8)........ . 10,000 *
Alexander V. d'Arbeloff(8). . 1,000,000 3.1%
William W. Wyman..........ccccoovvveveeieneenennn. . 0 *

All executive officers and Directors as a group (12

PErSONS)(9)..eeeeeiireeieaiiiieeeeriiieee e . 27,514,387 81.3%

244,662 0.8%
153,500 0.6%

* Represents beneficial ownership of less than 1%eoutstanding Common Stock.

(1) The number of shares of Common Stock deemestamding includes (i) 32,570,094 shares of ComntonkSoutstanding as of January
16, 2001 and

(i) shares issuable pursuant to outstanding optiaid by the respective person or group whictegeecisable within 60 days of January 16,
2001, as set forth below.

(2) Includes 375,000 shares held in trust with eesfpo which Mr. Trefler has voting and dispositp@wver. Mr. Trefler disclaims beneficial
interest.

(3) Includes 135,000 shares of Common Stock subgestibck options exercisable within 60 days ofuzem 16, 2001.

(4) Consists solely of shares of Common Stock stilbfestock options exercisable within 60 daysasfuhry 16, 2001.

(5) Includes 140,000 shares of Common Stock subjestiock options exercisable within 60 days ofuzem 16, 2001.

(6) Includes 59,625 shares of Common Stock sulbjestiock options exercisable within 60 days of dan6, 2001.

(7) Includes 48,500 shares of Common Stock sulbjestiock options exercisable within 60 days of dan6, 2001.

(8) Consists solely of Common Stock.

(9) Includes 1,266,287 shares of Common Stock stbjestock options exercisable within 60 daysasfuhry 16, 2001.
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Item 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTI ONS

Except as described below, since December 31, tt#9& have been no transactions involving more $&000, nor are any proposed,
between the Company and any executive officer,dbore 5% beneficial owner of the Company's CommtmtiSor equivalents, or any
immediate family member of any of the foregoingwihich any such persons or entities had or willdhadirect or indirect material interest.

In December 2000, the following officers and dicestof the Company purchased shares of the Congenyimon stock from the settlement
funds established for the benefit of the plaintif€onnection with the settlement of Gelfer andil@brus securities class action lawsuits (see
Part I, Item 3-- Legal Proceedings):

Gelfer Chalverus
Settlement Settlement

Fund Fund
Officer/Director e e
---------------- # of Shares
Alan Trefler,.cooiiee L 1,000,000(1)
Chairman and Chief Executive Officer
Richard H. Jones,....cccccoceveveeeeiiiiiiiicceeeee 115,000(1) 885,000(3)
President, Chief Operating Officer and Director
James P. O'Halloran,......ccccccovvveeinicceees L 25,000(1)
Chief Financial Officer and Director
Alexander V. d'Arbeloff,.....cccccccevvvvvvveeee. L 500,000(1) 500,000(2)
Director
Edward B. RoOberts,.......ccocooveeviiiineeieeee L 100,000(2)
Director

(1) The purchase price was $3.081 per share, whichthe value ascribed to the shares under theiGadftlement agreement and equal tc
average closing price of the Company's common sdsaleported on Nasdagq for the ten (10) trading daynediately preceding the date of
entry of the final court order approving the settést.

(2) The purchase price was $4.69 per share, whachegual to the average closing price of the Cogip@ommon stock as reported on
Nasdaq for the five (5) business days immediatedgg@ding August 23, 2000, the date Mr. d'Arbeloiinenitted to the Company to purchz
such shares.

(3) The purchase price was $3.00 per share, whazhegual to the fair market value of the Comparyrsmon stock at the time the Compi
negotiated the price with Mr. Jones.

The Company has adopted a policy whereby transechetween the Company and its officers, Directaiigcipal stockholders and their
affiliates must be on terms no less favorable éoG@lompany than could be obtained from unrelated frarties and must be approved by a
majority of the disinterested members of the CorgsaBoard of Directors.
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PART IV
ITEM 14 EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(a)(2) Financial Statements
The following consolidated financial statementsraauired to be filed as part of this report anelfded herewith:
Item
Report of Independent Auditors--Deloitte & Touche LLP
Report of Independent Public Accountants--Arthur Andersen LLP
Consolidated Balance Sheets at December 31, 200@ dr999
Consolidated Statements of Operations for the yeragded December 31, 2000, 1999, and 1998
Consolidated Statements of Stockholders' Equity@tidr Comprehensive Income for the years ende@rber 31, 2000, 1999, and 1998
Consolidated Statements of Cash Flows for the ysaidled December 31, 2000, 1999, and 1998
Notes to Consolidated Financial Statements

(2) Financial Statement Schedules

All financial statement schedules are omitted bseahe required information is not present or mesent in sufficient amounts to require
submission of the schedule or because the infoomadireflected in the consolidated financial stegats or notes thereto.

(3) Exhibits

The exhibits listed in the Exhibit Index immedigtereceding such exhibits are filed as part of &nsual Report on Form 10-K.
(b) Reports on Form 8-K

No Reports on Form-K were filed by the Company during the quarteresh®ecember 31, 2000.
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SIGNATURES

Pursuant to the requirements to Section 13 or 1df(the Securities Exchange Act of 1934, the Reggisthas duly caused this Annual Report
on Form 10-K to be signed on its behalf by the usigeed, thereunto duly authorized.

Pegasystems Inc.

Isl James P. O'Halloran
By:
James P. O'Halloran,
Sen ior Vice President, Chief
Fina ncial Officer, Treasurer,

Clerk, and Director

Date: March 22, 2001

Pursuant to the requirements of the Securities &xgé Act of 1934, this Annual Report on Form 10ds been signed below on March 22,
2001 by the following persons on behalf of the Regit and in the capacities indicated.

Signature Ti tle
/sl Alan Trefler Chief Execut ive Officer
and Chairma n
Alan Trefler
/sl Richard H. Jones President, C hief Operating
Officer and Director

Richard H. Jones

/sl James P. O'Halloran Senior Vice President,
Chief Finan cial Officer,
James P. O'Halloran Treasurer, Clerk and
Director

/sl Alexander V. d'Arbeloff Director

Alexander V. d'Arbeloff

/sl Steven F. Kaplan Director

Steven F. Kaplan

/s/ William H. Keough Director

William H. Keough

/sl Edward A. Maybury Director

Edward A. Maybury

/sl Edward B. Roberts Director

Edward B. Roberts

/sl William Wyman Director

William Wyman
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Exhibit No.

3.3

3.4.*

4.1*

10.1.**

10.2.%*

10.3.***

10.13.*

10.14.*

10.15.+

10.16++

10.17

10.18

10.19

10.20

10.21

10.22

10.23

b B Rl

23.1.

23.2.

PEGASYSTEMS INC.

Exhibit Index

Description

Restated Articles of Organization of th

Restated By-Laws of the Registrant.

Specimen certificate representing the C
Amended and Restated 1994 Long-Term Inc
1996 Non-Employee Director Stock Option
1996 Employee Stock Purchase Plan.

Lease Agreement dated February 26, 1993
Riverside Office Park Joint Venture.

Amendment Number 1 to Lease Agreement d

the Registrant and Riverside Office Par

Warrant Agreement dated June 27, 1997 b
Registrant and First Data Resources Inc

Letter of Agreement between the Registr
d'Arbeloff dated August 23, 2000

Stock Purchase Agreement dated December
DeValerio & Pease, LLP and Alexander V.

Stock Purchase Agreement dated December
DeValerio & Pease, LLP and Alan Trefler

Stock Purchase Agreement dated December
DeValerio & Pease, LLP and Richard Jone

Stock Purchase Agreement dated December
DeValerio & Pease, LLP and Edward B. Ro

Stock Purchase Agreement dated December
DeValerio & Pease, LLP and James P. O'H

Stock Purchase Agreement dated December
Popper, LLP and Alexander V. d'Arbeloff

Stock Purchase Agreement dated December
Popper, LLP and Richard Jones.

Subsidiaries of the Registrant.
Independent Auditors' Consent--Deloitte

Independent Public Accountants' Consent

e Registrant.

ommon Stock.
entive Plan.

Plan.

between the Registrant and
ated August 7, 1994 between
k Joint Venture.

y and between the

ant and Alexander

20, 2000 between Berman,
d'Arbeloff.

20, 2000 between Berman,
20, 2000 between Berman,
S.

20, 2000 between Berman,
berts.

20, 2000 between Berman,
alloran.

27, 2000 between Wolf,

27, 2000 between Wolf,

& Touche LLP

--Arthur Andersen LLP.

* Filed as an exhibit to the Registrant's RegigtraStatement on Form S-1 (Registration No. 333003&r an amendment thereto and
incorporated herein by reference to the same exhilmnber.
+ Filed as an exhibit 10.15 to the Registrant's71B8rm 10-K and incorporated herein by referendbdéosame exhibit number.

++ Filed on Exhibit 10.1 to the Registrant's reortForm 10-Q for the quarter ended September@).2* Filed in the Registrant's Proxy
Statement for its 1999 annual shareholders meatidgncorporated herein by reference. *** Filedhe Registrant's Proxy Statement for its
1998 annual shareholders meeting and incorporaesirhby reference **** Filed as an Exhibit to tRegistrant's 1999 Form 10-filed with
the Commission April 4, 2000 and incorporated hebsi reference to the same exhibit number.

33



INDEPENDENT AUDITORS' REPORT
To the Board of Directors and Stockholders of Peggstems Inc.:

We have audited the accompanying consolidated balsineet of Pegasystems Inc. and subsidiariessoaimber 31, 2000 and the related
consolidated statements of operations, stockhdldgtsty, and cash flows for the year then endéese financial statements are the
responsibility of the Company's management. Oyamrsibility is to express an opinion on these ctidated financial statements based on
our audit.

We conducted our audit in accordance with audisitagndards generally accepted in the United Stdtdmerica. Those standards require that
we plan and perform the audit to obtain reasonabéarance about whether the financial statemeatses of material misstatement. An ai
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstaements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management as well asagivajuhe overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the financial position of
Pegasystems Inc. and subsidiaries at Decembe08(,&hd the results of their operations and theshdlows for the year then ended in
conformity with accounting principles generally apted in the United States of America.

/sl Deloi tte & Touche, LLP

Boston, Massachusetts
March 9, 2001
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Stockholders of Peggstems Inc.:

We have audited the accompanying consolidated balsineet of Pegasystems Inc. and its subsidisgieEBecember 31, 1999 and the
related consolidated statements of operationskistdders' equity and cash flows for each of the years in the period ended December 31,
1999. These consolidated financial statementsharegsponsibility of Pegasystems Inc.'s manager@mtresponsibility is to express an
opinion on these consolidated financial statemeased on our audits.

We conducted our audits in accordance with audigtagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgaghe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management as well asagivajuhe overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

As further discussed in Note 9, two class actiovslsts have been filed by certain stockholdersragidhe Company and certain of its current
and former officers and directors, the outcome bicl is uncertain at this time. Management belighiasit is possible that the Company r
be required to pay substantial damages or settliecaosts which could have a material adverse effedhe Company's financial position or
results of operations. In addition, regardlesefdautcome of any of these actions, it is likelgttthe Company will incur substantial defense
costs and that such actions will cause a diversfonanagement's time and attention. The Compamyeyslin SEC filings and adjustments
made to previously published financial statemeatsethresulted in negative publicity for the Compa®ych events and related publicity have
adversely affected demand for the Company's precaradl services and may also have an adverse effebe Company's financial positior
results of operations.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the consolidated financial posi
of Pegasystems Inc. and its subsidiaries as ofrleee31, 1999 and the consolidated results ofpésations and its cash flows for each of
two years in the period ended December 31, 19@8mfiormity with accounting principles generally apted in the United States.

/sl Arthu r Andersen LLP

Boston, Massachusetts
March 27, 2000
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PEGASYSTEMS INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share-related data)

ASSETS
Current assets:
Cash and cash equivalents...............ccc.....
Trade and installment accounts receivable, net of
allowance for doubtful accounts of $1,037 in 200
$1,026in 1999.......ccciveiiiiiee e
Prepaid expenses and other current assets........

Total current assets..............cceevvvnnns
Long-term license installments, net................
Equipment and improvements, net....................
Purchased software and other, net..................

Total assets......ccceeveeveviiiciiiiiiiienns

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable and accrued expenses............
Deferred revenue..........cocceeeeviieeeennnns
Current portion of capital lease obligations.....

Total current liabilities...............c......

Commitments and contingencies (Notes 7 and 10)
Deferred income taxes............coceeernineenn.
Capital lease obligations, net of current portion..
Other long-term liabilities........................

Total Liabilities.........ccccceviieeeenns

Stockholders' equity:
Preferred stock, $.01 par value, 1,000,000 shares
authorized; no shares issued and outstanding....
Common stock, $.01 par value, 45,000,000 shares
authorized; 32,570,094 shares and 28,995,821 sha
issued and outstanding in 2000 and 1999, respect
Additional paid-in capital.......................
Deferred compensation.............ccccocuueeenn.
Stock warrant.....................
Retained (deficit) earnings
Accumulated other comprehensive loss.............

Total stockholders' equity.....................

Total liabilities and stockholders' equity.....

December 31,

........ 41,416 40,716
........ 2,297 1,676

........ $11,917 $13,643
........ 5,065 8,765
........ 312 198

........ 1,000 1,000
........ 84 253
........ 52 87

........ 18,430 23,946

ively.. 326 290
........ 100,886 88,941
........ ~  (18)
........ 2,897 2,897
........ (11,777) 9,079
........ (269)  (144)

The accompanying notes are an integral part oktheasolidated financial statements.
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PEGASYSTEMS INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Y ears Ended December 31,

2000 1999 1998

Revenue:
Software license........ccoceeeveveeeceennnes $ 33,806 $28,123 $ 29,259
SEIVICES. ..uviiiiiiiiiieieeeeee e 47,000 48,506 32,510

Total revenue..........ccccvvveeeeeeeeeennn. 80,806 76,629 61,769
Cost of revenue:

Cost of software license....................... 2,383 3,018 1,555
Cost of Services..........ccccceevevccnnnnnns 39,005 31,928 28,544

Total cost of revenue............cccveeeee. 41,388 34,946 30,099
Gross profit......ceeeeeieeeeiiiiieeeennes 39,418 41,683 31,670
Operating expenses:

Research and development.............cccccee... 15,073 19,810 23,809
Selling and marketing............. 24,142 19,115 18,980
General and administrative 10,334 8,678 11,678
Litigation settlement and restructuring........ 15,821 - --

Total operating expenses..................... 65,370 47,603 54,467
Loss from operations..............ccccvvvevennes (25,952) (5,920) (22,797)
Installment receivable interest income........... 4,015 3,772 2,662
Other interest income, Net....................... 1,667 900 2,059

(286) 338 47

Other (expense) income, net

EAXES et (20,556) (910) (18,029)

Provision (benefit) for income taxes............. 300 1,500 (6,411)
Net 10SS......ccovivvreeiieieeiee e $ (20,856) $(2,410) $(11,618)

Loss per share, basic and diluted:............... $ (0.71) $ (0.08) $ (0.41)

Weighted average number of common shares
outstanding, basic and diluted.................. 29,206 28,947 28,604

The accompanying notes are an integral part oktheasolidated financial statements.
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PEGASYSTEMS INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND OTHER COMPREHENSIVE INCOME
(in thousands)

Common Stock

Retained Accumulated Tot al
Additional Deferred Earnings Other  Sto ck-

Number Paid-In Deferred Stock (Accumulated Comprehensive hold ers' Comprehensive

of Shares Amount Capital Co mpensation Warrant Deficit) Losses Equ ity Loss
Balance at December
31, 1997........... 28,545 $285 $86,841 $(55) $2,897 $23,107 $(354) $112 721 -
Exercise of stock
options............ 138 2 429 - - - - 431 -
Tax benefit from
exercise of stock
options............ - - 487 -- - - - 487 -
Foreign currency
translation
adjustments........ - - - -- - - (121) (121) $ (121)
Amortization of
deferred
compensation....... - - -- 19 -- -- -- 19 --
Net loss........... - - - -- - (11,618) - ,618) (11,618)
Balance at December
31, 1998........... 28,683 287 87,757 (36) 2,897 11,489 (475) 101 919  (11,739)
Exercise of stock
options............ 222 2 664 -- - - - 666 -
Issuance of stock
under Employee
Stock Purchase Plan 91 1 434 -- - - - 435 -
Issuance of
compensatory stock
option............. - - 86 -- - - - 86 -
Foreign currency
translation
adjustments........ - - - - - - 331 331 331
Amortization of
deferred
compensation....... - - - 18 -- -- -- 18 --
Net loss........... - - - -- - (2,410) - 2 ,410) (2,410)
Balance at December
31, 1999........... 28,996 290 88,941 (18) 2,897 9,079 (144) 101 ,045  (2,079)
Exercise of stock
options............ 299 3 803 - - - - 806 -

Issuance of stock

under Employee

Stock Purchase Plan 150 2 812 - - - - 814 -
Stock issued in

settlement of

litigation......... 3,125 31 10,330 - - - - 10 ,361 --
Foreign currency

translation

adjustments........ - - - -- - - (125) (125) (125)
Amortization of

deferred

compensation....... - - -- 18 -- -- -- 18 --
Net loss - - - --  (20,856) - (20 ,856) (20,856)
Balance at December

31, 2000........... 32,570 $326 $100,886 $--  $2,897 $(11,777) $(269) $92 ,063  $(20,981)

The accompanying notes are an integral part oktheasolidated financial statements.
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PEGASYSTEMS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years Ended December 31,

Cash flows from operating activities:
NEt 10SS....oeiiiiiiiieiiie e $ (20,856) $ (2,410) $(11,618)
Adjustments to reconcile net loss to net cash

provided by (used in) operating activities:

Provision (benefit) for deferred income taxes.. - 250 (6,596)
Depreciation and amortization.................. 6,631 6,833 5,595
(Reduction in) provision for doubtful
ACCOUNTS...evveiiiieeeeeeees e -- (727) 2,165
Issuance of compensatory stock option.......... - 86 -
Stock issued in settlement of litigation....... 10,361 - -
Change in operating assets and liabilities:
Trade and installment accounts receivable.... (1,358) 15,745 (37,921)
Prepaid expenses and other current assets.... (678) 278  (440)
Accounts payable and accrued expenses........ (1,601) (1,165) 9,663
Deferred revenue...........cccccevveveennn.. (3,700) (12,659) 19,670
Net cash (used in) provided by operating
activities........covevereiniinien, (11,201) 6,231 (19,482)
Cash flows from investing activities:
Purchase of equipment and improvements......... (2,626) (2,766) (7,376)
Other long term assets and liabilities......... (354) 175 (651)
Net cash used in investing activities...... (2,980) (2,591) (8,027)

Cash flows from financing activities:

Payments net of proceeds under capital lease

obligations.........ccccooeiiieiiiiiienns (54) 126 -
Exercise of stock options
Sale of stock under Employee Stock Purchase

Plan.......cooooiien 814 435 -
Net cash provided by financing activities.. 1,566 1,227 431
Effect of exchange rate on cash and cash
equivalents........ccccvveeeeeienieeeeeenee (50) 331 (121)
Net (decrease) increase in cash and cash
equivalents.......ccccccceveeeeeeeiennn, (12,665) 5,198 (27,199)
Cash and cash equivalents, beginning of year..... 30,004 24,806 52,005
Cash and cash equivalents, end of year........... $ 17,339 $ 30,004 $ 24,806
Supplemental disclosures of cash flow
information:
Cash paid during the year for:
(R CTH=TS) $ 88% 32% 9
INCOME taXeSs......ccvvuvieiiieiiieeciiene $ 834 $ 28% 84
Non-cash financing activity:
Equipment acquired under capital lease.......... $ 292 $ 280 $ 325
Stock issued in settlement of litigation........ $ 10361 $ - $ -

The accompanying notes are an integral part oktheasolidated financial statements.

39



PEGASYSTEMS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2000, 1999 and 1998

1. SIGNIFICANT ACCOUNTING POLICIES
(a) Business

Pegasystems Inc. and subsidiaries (the "Comparmy8ldps, markets, licenses and supports custoratioreship management (CRM)
software that enables transaction intensive-orgdioizs to manage a broad array of customer inferectThe Company also offers
consulting, training, and maintenance and suppoxtices to facilitate the installation and usetsfsiolutions.

(b) Management Estimates and Reporting

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfiztttae reported amounts of assets and lialsliied disclosure of contingent assets
liabilities at the date of the financial statemeamsl the reported amounts of revenues and expdnseg the periods presented. Actual results
could differ from those estimates. Significant assad liabilities with reported amounts based stimeates include trade and installment
accounts receivable, long term license installmantsdeferred revenue.

The Company's independent public accountants filghtin connection with their audits of the Comparl997, 1998 and 1999 financial
statements, material weaknesses in the Compangtedh control environment. The Company added messuto its finance function and its
working diligently with the suggestions of the aods to improve internal control. In connectioniwihe audit of the Company's 2000
financial statements the independent auditors @tditthat they will not issue a material weaknassternal control letter.

(c) Principles of Consolidation

The consolidated financial statements include tu®ants of the Company and its wholly-owned subsié$s, Pegasystems Limited (a United
Kingdom company), Pegasystems Company (a Canadiapany), Pegasystems Worldwide Inc. (a United Stedeporation), GDOO (a
Swedish company), and Pegasystems Pty Ltd. (anradiast company), Pegasystems Investments Inc. {@dt)Btates corporation) and
Pegasystems Private Limited (a Singapore compatlintercompany accounts and transactions have leéminated in consolidation.

(d) Foreign Currency Translation

The translation of assets and liabilities of thenpany's foreign subsidiaries is made at year-eotange rates, while revenue and expense
accounts are translated at the average excharegefoatthe respective years ended. The resultimgkation adjustments are reflected as a
separate component of accumulated other comprefgelosis. Realized and unrealized exchange gailusses from transactions and
adjustments are reflected in other income, neghémnaccompanying consolidated statements of opesati

(e) Revenue Recognition

The Company's revenue is derived from two princgmairces: software license fees and services $&dvare license fees are generally
payable on a monthly basis under license agreem&hish generally have a five-year term and maydmewed for additional years at the
customer's option. The present value of futurenbegpayments is generally recognized as revenug aystomer acceptance. A portion of the
fee from each arrangement is deferred and recogjmigénstallment receivable interest income oveditense term. In the case of software
license agreement renewals, license fee revemeeadgnized upon the commencement of the new licemses.
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The Company's services revenue is comprised offfeesaintenance, implementation, training, andstiting services. Software license
customers are offered the option to enter intorarual maintenance contract requiring the customeay a monthly maintenance fee
renewable on a year-f@ar basis. Prepaid maintenance fees are defesssdion their estimated fair value and are recegniatably over tr
term of the maintenance agreement. The Companfgase implementation agreements typically reqtive Company to provide a specified
level of implementation services for a specified, figpically with additional implementation senscavailable at an hourly rate.
Implementation fees for time and material projectsrecognized as incurred. Implementation fee§ifed price projects are recognized ol
the fair value of services and any other elemenbetdelivered under the arrangement can be detednCosts associated with fixed price
contracts are expensed as incurred. Prior to the ppwhich the fair value of the elements of atcact can be determined, revenue
recognition is limited to amounts equal to costaiimed during the reporting period, resulting ingross profit. Once the fair values of the
elements of a contract are apparent, profit asttiaith the services elements will begin to begeized. Training and consulting fees are
generally recognized as the services are provided.

As of January 1, 2000, the Company has adoptedrthésions of the American Institute of Certifiedl#fic Accountants Statement of
Position 98-9, "Modification of SOP 9Z-Software Revenue Recognition, With Respect twa@eTransactions". While such adoption did
have a material impact on the financial statemefitee Company included in this report on Form 10tknay in the future cause a greater
portion of contract revenue to be classified asises revenue rather than license revenue.

(f) Cash and Cash Equivalents

The Company considers all highly liquid investmanith original maturities of three months or les¢ree date of purchase to be cash
equivalents.

(9) Concentration of Credit Risk

Financial instruments that potentially subject@mmpany to a concentration of credit risk consigtade accounts receivable and long-term
license installments receivable. The Company rectmag-term license installments in accordance wdthevenue recognition policy, which
results in receivables from customers (due in pisrexceeding one year from the reporting date,atiynfromlarge organizations with stro
credit ratings).

(h) Equipment and Improvements

Equipment and improvements are recorded at cogtdamtion is computed using the straight-line rodtbver the estimated useful lives of
the assets, which are three years for equipmentiamgears for furniture and fixtures. Leasehattbrovements are amortized over the life of
the lease.

(i) Software Costs

Capitalization of software costs begins upon thaldishment of technical feasibility, defined by t@ompany as a working model or an
operative version of the computer software prodhat is completed in the same language and is tapébunning on all of the platforms as
the product to be ultimately marketed. The Compzapitalized $750 thousand of purchased softwarts chsing 2000. No internal costs
were capitalized during 2000, 1999 or 1998. See8dbr discussion of the capitalized purchaseth&sé in connection with the Company's
Software License and Support and Warrant AgreemwititsFirst Data Resources, Inc.
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Amortization of capitalized software costs is ird#a in cost of software license revenue. No amatitin expense for internally developed
capitalized software costs was charged to cosvfvivare license revenue in 2000, 1999, and 1998.

()) Net Earnings (Loss) Per Share

For the years ended December 31, 2000, 1999 art] @i8Gted weighted average shares is the samasis Wweighted average shares as the
inclusion of stock options and warrants would bg-ditutive.

For the years ended December 31, 2000, 1999, &®] 48B25,796, 5,399,722 and 1,987,020 optionsasndants, respectively, were
excluded from weighted average common shares adisig, assuming dilution, as their effect woulddpdi-dilutive.

(k) Comprehensive Income (Loss)

Comprehensive income (loss) represents as the ehargguity of a business enterprise during a pdriom transactions and other events and
circumstances from non-owner sources.

(I) Segment Reporting

The Company currently operates in one operatingisaty customer service software. The Company desubstantially all of its operating
revenue from the sale and support of one groupafas products and services. Substantially alfhaf Company's assets are located within
the United States. During 2000, 1999, and 1998Cimapany derived its operating revenue from thiefghg countries (as a percentage of
total operating revenue), principally through exgosym the United States of America:

Year Ended
December 31,

9% 77%
5% 11%
16% 12%

In 2000, 1999, and 1998, one customer accounteapjmoximately 11.7%, 12.5% and 17.2% of the Comisantal revenue, respectively.
December 31, 2000, one customer represented 4.8%6a8%, respectively of outstanding accounts watd#é¢ and long and short-term
license installments.

(m) New Accounting Standards

On January 1, 2001, the Company adopted Staterh€&irtancial Accounting Standards No. 133 "Accougtiar Derivative Instruments and
Hedging Activities", as amended. The adoption ditthave a material impact on the Company's findpdaition, results of operations, or
cash flows.

The Securities and Exchange Commission ("SEC"y&laased Staff Accounting Bulletin No. 101, "Reveiecognition in Financial
Statements," which sets forth its views regardiog hevenue should be recognized in financial statem The Company's revenue
recognition practices are in conformity with acctiig standards generally accepted in the UniteteStaf America, and the Company does
not expect this bulletin to have a material effattts financial position or results of operation.
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(n) Stock Options

The Company periodically grants stock options fixad number of shares to employees and direetdtsan exercise price equal to the fair
market value of the shares at the date of the gfdwet Company accounts for stock option grantsguie intrinsic value method in
accordance with APB Opinion No. 25, "Accounting &ipock Issued to Employees"”, and intends to coattowlo so.

The Company has adopted the disclosure provisib8&AS No. 123, "Accounting for Stock-Based Compadias," relative to the impact of
the fair value method.

2. ALLOWANCE FOR DOUBTFUL ACCOUNTS

The Company's allowance for doubtful accounts wla® #illion in 2000 and 1999. For the years endeddbnber 31, 2000, 1999, and 1998,
respectively, bad debt expense was zero, a crefil.@ million, and a charge of $2.2 million.

3. EQUIPMENT AND IMPROVEMENTS
The cost and accumulated depreciation of equip@ethimprovements consist of the following:

December 31,

2000 1999

(in thousands)
Computer equipment and purchased software.......... ... $ 15,157 $ 13,075
Furniture and fixtures..........ccoeevevvvceeeeee. L 3,511 3,403
Leasehold improvementS......ccccccceeevvvvviceceeee L 3,367 3,343
Equipment under capital leases...........cccoeeeee. L 914 622

22,949 20,443
Less: accumulated depreciation and amortization.... ... (16,381) (12,108)
Equipment and improvements, net.........cccceeeee. L $ 6,568 $ 8,335

Depreciation and amortization expense was apprdrisn&4.3 million, $4.5 million, and $3.2 milliorof the years ended December 31, 2000,
1999, and 1998, respectively.

4. ACCOUNTS PAYABLE AND ACCRUED EXPENSES
Accounts payable and accrued expenses consist ébitbwing:

December 31,

2000 1999

(in thousands)
Trade accounts payable........ccccooecevvvcene. L $1,502 $ 1,310
Employee compensation and benefits................ ... 3,874 3,481
ACCIUEA tAXES...oeevvcvviie e 1,096 2,546
Other accrued eXpPenSesS.....ccccvveveeeeeveneeeeaes 4,627 2,545
Accrued restructuring and severance (See Note 10).. ... 818 --
Revenue reserves*.......ccccooovvvvccvvveveeneee - 3,761

* At December 31, 2000, $1.1 million of revenueare®s are included in deferred revenue.
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5. STOCKHOLDERS' EQUITY
(a) Common Stock

During the fourth quarter of 2000, the Company égs8,125,000 shares of common stock to Settlemamdd=established in connection with
the shareholder lawsuits (see Note 9). The shages subsequently sold by the Settlement Fundsrtaieenembers of the Board of Directors
of the Company for $10.36 million.

(b) Preferred Stock

The Company has authorized 1,000,000 shares aérfredfStock, which may be issued from time to timene or more series. The
Company's Board of Directors has authority to igbeeshares of Preferred Stock in one or moreseneestablish the number of shares to be
included in each series and to fix the designapomvers, preferences and rights of the sharesabf series and the qualifications, limitations
or restrictions thereof, without any further voteaation by the stockholders. The issuance of medeStock could decrease the amount of
earnings and assets available for distributionalddrs of Common Stock, and may have the effedetdying, deferring or preventing a
change in control of the Company. The Company ldssued any shares of preferred stock as of DieeeBil, 2000.

(c) Long-Term Incentive Plan

In 1994, the Company adopted a Long Term IncerRiae (as amended, the "1994 Plan") to provide eyagls, directors and consultants \
opportunities to purchase stock through incentigeksoptions and non-qualified stock options.

In addition to options, eligible participants undee 1994 Plan may be granted stock appreciatigtis; restricted stock and long-term
performance awards. As of December 31, 2000, &dbtHl.5 million shares of common stock were resdrfor issuance under the 1994 P
At December 31, 2000, approximately 2.8 millionrglsavere available for issuance.

The option price per share is determined at the digjrant. For incentive stock options, the oppoice may not be less than 100% of the fair
market value of the Company's common stock at taetglate. Incentive stock options granted to agrehaving greater than 10% of the
voting power of all classes of stock must havexarase price of at least 110% of fair market vadfithe Company's common stock. Options
granted under the 1994 Plan generally vest overyfaars and expire no later than ten years frondate of grant.

(d) 1996 Non-Employee Director Stock Option Plan

The Director Plan was originally adopted by the i8loaf Directors on May 13, 1996 and approved bystioekholders on June 26, 1996. An
amendment and restatement of the Director Planadiapted by the Board of Directors on November 2991 As amended and restated, the
Director Plan provides for the grant to each new-amployee Director of the Company on the datertshe first becomes a Director of an
option to purchase 30,000 shares of Common Stoakpate per share equal to the fair market vdieecof on the date of grant, such option
to vest in equal annual installments over threesyaad provides for the grant to each momployee Director at the time of the regular meg
of Directors following the annual stockholders nirgg{commencing in 2000) of a fully vested optiompurchase 10,000 shares of Common
Stock at a price per share equal to the fair mar&tete thereof on the date of grant. Prior to amasat and restatement, the Director Plan
provided for the grant to each new non-employeedar of the Company on the date he or she firsaipe a Director of the Company an
option to purchase 30,000 shares of Common Stoalpdte per
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share equal to the fair market value thereof orddte of grant, such options to vest in equal ahingtallments over five years. At December
31, 2000, 130,000 shares were available for gnadéuthe Director Plan. There are 250,000 shasesved for issuance upon exercise of
options granted under the Director Plan. The DinePtan is administered by the Company's Compems&ommittee.

(e) 1996 Employee Stock Purchase Plan

The 1996 Employee Stock Purchase Plan (the "StaothBse Plan") was adopted by the Board of DireatarMay 13, 1996 and approvec
the stockholders on June 26, 1996. An aggregad®@@D00 shares of common stock are reserved foanee pursuant to this plan. To date,
there have been three stock offerings under thekSearchase Plan for approximately 258,000 shaheder the terms of the Stock Purchase
Plan, employees are entitled to purchase shagsaf the fair market value of the Company's commstock on either the commencement
date or completion date for offerings under theplahichever is less. The Stock Purchase Plarxigualified and no compensation expense
has been recognized in the financial statementh&completed offerings.

Stock Options Summary

The following table presents the combined actifatythe 1994 Plan and the Director Plan for theyemded December 31:

2000 1999 1998
Weighted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise
Options Price Option s Price Options Price
(inthousands) (int housands) (in thousands)
Outstanding options at
beginning of year: 6,262 $6.02 5,53 2 $7.61 3,099 $10.40
Granted............... 2,962 $17.41 2,83 4 $5.23 5,955 $12.35
Exercised............. (299) (2.69) (22 2) (3.01) (138) (3.13)

Cancelled............. (1,388) (9.66) (1,88 2) (9.69) (3,384) (18.69)

Outstanding options at
end of year............ 7,537 $8.92 6,26 2 $6.02 5532 $ 7.61

Exercisable options at

end of year............ 3,165 $6.79 2,05 8 $4.33 1,065 $ 2.57
Weighted average fair

value of options

granted during the

year......cooee... $11.69 $3.97 $ 9.34

The following table presents weighted average e life information about significant option gpsuoutstanding and exercisable at
December 31, 2000:

Options Outstanding Options Exercisable

Weighted Average

Range of  Number Remaining Weight ed Number Weighted
Exercise Outstanding Contractual Life Averag e Exercisable  Average
Prices (inthousands) (years) Exercise Price (in thousands) Exercise Price
$0.33--
4.22 2,136 6.83 $2.7 4 1,398 $1.98
4.41--
7.75 2,591 8.26 7.0 8 969 7.49
7.78--
18.56 2,723 8.68 15.0 6 770 14.08
18.94--
25.75 87 8.27 22.9 2 28 21.97
7,537 3,165
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The following are the pro forma net loss and losisghare, as if the compensation expense for tieoplans had been determined based on
the fair value at the grant consistent with thevigions of SFAS No. 123:

2000 1999 1998
As Pro As Pro As Pro
Reported Forma Repor ted Forma Reported Forma
Net loss (in
thousands)............. $(20,856) $(33,482) $(2,4 10) $(7,776) $(11,618) $ (13,783)
Basic loss per share.... $ (0.71) $ (1.15) $ (0. 08) $(0.27)$ (0.41)$ (0.48)
Diluted loss per share.. $ (0.71) $ (1.15) $ (0. 08) $(0.27)$ (0.41)$ (0.48)

The fair value of options at the date of grant westtmated using the Black-Scholes option priciraglet with the following weightedverage
assumptions:

2000 1999 1998

Volatility......ccoeeviiiiiieniieice, ... 200% 97% 97%
Expected option life (years)........cccccveerenn.. ... 5.0 50 5.0

Interest rate (risk free).........cccoeveeeenis ... 6.00% 5.54% 4.23-5.65%
Dividends.........ccveeeiiiiieiiiiiie e, ... None None None

The effects on 2000, 1999, and 1998 pro formaosst &nd loss per share of the estimated fair \afla®ck options and shares are not
necessarily representative of the effects on thelt®of operations in the future. In addition, ##imates made utilize a pricing model
developed for traded options with relatively sHims; the Company's option grants typically havieaof up to ten years and are not
transferable. Therefore, the actual fair value sfagk option grant may be different from the Comps estimates. The Company believes
its estimates incorporate all relevant informatmm represent a reasonable approximation in lifjtiteodifficulties involved in valuing non-
traded stock options.

6. SOFTWARE LICENSE AND SUPPORT AND WARRANT AGREEMES
On June 27, 1997, the Company entered into Softhiaemse and Support and Warrant Agreements witt Biata Resources, Inc. ("FDR").

The provisions of the Software License and Supfagreement give FDR the right to use the Comparoftsvare in connection with new
products and also the exclusive right to markestyithiute and sublicense the Company's softwarenandproducts to FDR customers and
prospects. In addition to the granting of a licettsese its software, the Company will also prowddevices to FDR in connection with the
new products. For the right to the license andstheices, FDR is expected to pay the Company afeasef $49.25 million with additional
fees possible based on successful resale of tlirigio FDR paid $30.7 million through DecemberZI00 of which $9.3 million was paid in
2000 and remaining fees are expected to be paidmanthly basis over the term of the agreement.ifitial term of this agreement
commenced on June 27, 1997 and runs through Dece&hp2002.

In accordance with the Software License and Suppgrtement, the Company was granted a licensecfarss to and the use of the designs,
specifications and code of FDR's ESP product. Asicration for this right, the Company paid FDR $1million. This amount was
recorded as purchased software on the accompabgiagce sheets.

In connection with the Software License and Suppgreement, the Company committed to provide a adrro FDR. Pursuant to the
Warrant Agreement, the Company gave FDR the rigputchase 284,876 shares of the Company's comtock & a purchase price of
$28.25 per share which represented the fair
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market value of the common stock on the date oatireement. The warrant became exercisable on2Wyri©98 and will expire on June 27,
2002. The warrant was valued at $2.9 million areddbrresponding deferred asset was capitalizednaheted in "purchased software and
other" on the accompanying balance sheets.

The Company has been recognizing the base feeueward also amortizing the value of the purchasédare and the warrant on a pro rata
basis over the initial 5 1/2 year term of the agreet. During the years ended December 31, 200® 46868 1998, the Company recognized
base fee revenue of approximately $8.9 millionysar, related to the Software License and Suppgré@ment and recorded amortization
expense of approximately $2.3 million per yearatesd to the ESP software and warrant.

7. LEASES

The Company leases certain equipment and officeespader non-cancelable capital and operating $e&sgure minimum rental payments
required under the capital and operating leasds mah-cancelable terms in excess of one year agibleer 31, 2000 are as follows:

Years ending December 31, Capita | Leases Operating Leases
(in thousands)

337 $ 3,935

83 3,866

1,782

Less--amounts representing interest......... (24)
Present value of minimum lease payments..... 396

Less--current portion..............cc..eee.. ( 312)

Capital Lease obligations, net of current
POMION....cuviiiiiiceiee e, $ 84

Total rent expense under operating leases was dpmately $4.9 million, $5.2 million, and $5.1 mdh, for the years ended December 31,
2000, 1999, and 1998 respectively.

8. INCOME TAXES
The components of loss before provision (beneditificome taxes are as follows:

2000 1999 1998
(in thousands)
DOMESLC......eccvveeciieeciieeeee e $(21,538) $(2,451) $(14,038)
FOreign.....cccuvveeeiiieee e 982 1,541 (3,991)

TOUAL e $(20,556) $ (910) $(18,029)
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The components of the provision (benefit) for ineotaxes for the years ended December 31, 2000, 48891998 consists of the following:

2000 1999 1998

Current
...... $--$ - $ -
...... - - 84
...... 300 1,250 101
Total current. ..o 300 1,250 185
Deferred:
Federal......coooviiiiiiiiiiieceieeeees - 1,139 (6,380)

...... ~ (139) (966)
...... ~ (750) (750)

The effective income tax rate differed from thegiary federal income tax rate due to the following

2 000 1999 1998
Statutory federal income tax rate................ ( 35.0)% (35.0)% (35.0)%
State income taxes, net of federal benefit and
tax credits......cccvveveeeennnn. -- (9.9 (3.2
Permanent differences.... 1.4 66.5 (0.9
Tax creditS.....ccovvveeeeieieeeeeeee s - (170.4) (0.9)
Tax effective on foreign activities.............. (0.2) 4.3) 44
Valuation allowance on U.S. tax losses........... 353 3179 -
Effective income tax rate................oeoe. 1.5% 164.8% (35.6)%

Deferred income taxes at December 31, 2000 and, 188&ct the net tax effects of net operating kaisd tax credit carryforwards and
temporary differences between the carrying amooinéssets and liabilities for financial statememtpmses and the amounts used for tax
purposes. The components of the Company's netrddftax assets (liabilities) as of December 310208d 1999 are as follows:

December 31,

(in thousands)
Software revenue........ccoeveeeevcveeeieeeeees $(22,677) $(22,483)

Depreciation.......cccocvveeeeeveieneaeeeieeeeeeee (895) (1,571)
Vacation accrual...........c...cccce... 189 35

Receivable and other reserves.......cccoovvveeeee. L 2,073 4,448
Net operating loss carryforwards.......ccccoeeeeee. L 33,711 18,510
Tax CreditS. oL 3,515 2,957

Net deferred tax assets.......ccocvvvvveeveeeeee. L 15,916 1,896
Less valuation allowances

$ (1,000) $ (1,000)

48



PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

A valuation allowance has been provided for defbtex assets since it is uncertain if the Compaitiye@alize the entire benefit of the assets.
Of the valuation allowance at December 31, 200r@pmately $974 thousand, related to tax bengfiserated on exercise of stock options,
which will be recorded directly to equity when lieat.

At December 31, 2000, the Company had alternativénmum tax ("AMT"), research and experimentatioR&E"), and foreign tax credit
carryforwards of approximately $4.0 million, avéia to offset future taxable income. The carryfadvperiod for the AMT credit is
unlimited. The R&E credit carryforwards generalkpee from 2002 to 2020.

As of December 31, 2000, the Company has availdi$e net operating loss carryforwards of approxetya$85 million. The operating loss
carryforwards expire from 2011 to 2020. These darvyards may be used to offset future income tgpesmble at the federal and state levels,
if any, and are subject to review by the U.S. imé¥Revenue Service and various state taxing aitigsorin addition, the Company has
charitable contribution carryforwards of approxielgt$32 thousand generally expiring in 2005.

A provision has not been made for the U.S. or &ftid foreign taxes on $2.7 million of undistribdtearnings of foreign subsidiaries that
could be subject to taxation if remitted to the Utcause the Company plans to keep these amuemnmtsnently reinvested overseas.

9. LITIGATION AND CONTINGENCIES

Class Action Litigation. The Company was involvadawsuits related to restatements of its finanstialements (the Chalverus Case and the
Gelfer Case). As described below, the Companyeskttbth cases and has recorded a charge of $1didhn(met of insurance reimburseme
of $4.3 million) against operations in 2000, refieg the cost of the settlements and legal costs.

Chalverus Case. As a result of complaints filedl987 and 1998 in the United States District CotiMassachusetts (the "Court"), which
were subsequently consolidated into a single complighe "Amended Complaint” or the "Chalverus €3sthe Company has been engaged
in litigating matters related to a restatement®financial statements in 1997. The Amended Comipédleged that the Company and two
officers caused the issuance of false and mislgd@hiancial statements for the fiscal quarter endietk 30, 1997 by inappropriately includ
$5 million in revenue from a series of contractghviirst Data Resources, Inc. The Amended Compédiegied that as a result of the
inclusion of such revenue in the Company's findret&ements for that quarter, the market prickhefCompany's common stock was
artificially inflated, causing damage to purchassrthe Company's common stock.

In September 2000, the parties entered into alatipn of settlement, pursuant to which the Compagreed to pay $5.25 million in shares of
its common stock or in cash for the benefit ofipudated class defined to include all purchaserthefCompany's common stock between July
29, 1997 and October 29, 1997, inclusive, in refarrthe action being dismissed in its entirety. @ecember 19, 2000, the Court entered a
final judgement, approving the terms of the settetras fair, reasonable and adequate and in thénb@®sts of the Class, and dismissing the
action with prejudice. Pursuant to the Court'slforder, the Company issued to the Settlement AyB85,000 shares of Pegasystems
common stock and contributed $250 thousand in &stiain members of the Board of Directors purctidee shares from the Settlement
Fund for $5.0 million in cash. Together with casayiously advanced, the total value paid to the<far the settlement of the Chalverus
litigation was $5.25 million.

Gelfer Case. In December 1998, a complaint pumpgitis be a class action was filed with the Coudrahe Company's announcement on
November 24, 1998 that it may be recording reveatdjestments ti
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prior periods. In April 1999, the plaintiffs filetheir First Amended Class Action Complaint (the If&eComplaint”) in that action following
the January 20, 1999 restatement. The Gelfer Comtevolves the Company and two officers and akegiolations of the Securities
Exchange Act of 1934. The Complaint was filed ohdieof a purported class of persons who purch#éise€ompany's common stock
between April 2, 1998 through November 23, 1998.

On December 20, 2000, the U.S. District Court grdriinal approval to the settlement agreement Bsga®s entered into with the Gelfer
plaintiffs on behalf of the Gelfer class approvthg terms of the settlement as fair, reasonableadeduate and in the best interests of the
class, and dismissing the action with prejudices®ant to the Court's final order, the Companyedsio the Settlement Fund 1,740,000 st

of Pegasystems common stock and contributed $2ili®min cash. Certain members of the Board ofddtors purchased the shares from the
Settlement Fund for $5.36 million in cash. Togetivéh cash previously advanced, the total value paithe class for the settlement of the
Gelfer litigation was $12.25 million.

Ernst & Young Case. On June 9, 2000, the Compadyhaa of its officers filed a complaint against Er& Young, LLP and Alan B. Levine
(a former partner of Ernst & Young) in a Massacliissgtate court. The complaint alleges that themi#dints committed professional
malpractice, breached contractual and fiduciaryedutwed to the Company, and issued false and aiisig public statements, in connection
with advice that Ernst & Young rendered to the Campto record $5 million in revenue in its finan@tatements for the second fiscal
quarter ended June 30, 1997 pursuant to a ser@mtfcts between the Company and First Data Ressunc. The plaintiffs seek
compensatory damages, including contribution, desés and other costs incurred in connection WérChalverus litigation. On August 31,
2000, defendants filed a motion to dismiss the damp or to stay the case, pending arbitratioairRiffs have opposed this motion. A
hearing on defendants' motion was held on Janu&29®.. The Court has not yet ruled on the motion.

SEC Investigation. In May 1999, the Boston offiééhe SEC issued a Formal Order of Private Invasitig of the Company and unidentified
individuals, currently or formerly associated witle Company, concerning past accounting matteranéial reports, and other public
disclosures and trading activity in the Compangtusities during 1997 and 1998. The Company coasiria cooperate fully with the
investigation.

10. RESTRUCTURING

During the three months ended December 31, 20@0Ctmpany recorded a one- time restructuring chafr§&.0 million for severance of 75
employees in various locations and certain costsaated with leased facilities. Approximately $th2lion of additional depreciation
expense was recorded due to reduced economid lifedeased facilities to be closed or idled urttierrestructuring plan. As of December
31, 2000, $0.8 million of accrued severance renthurgaid. All affected employees were informedhait benefits prior to December 31,
2000. The restructuring plan was finalized and appd by appropriate management in December 20Gnifiations were completed in
January 2001. Restructuring activity associatet \eiased facilities is expected to be completethbythird quarter of 2001.
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PEGASYSTEMS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

11. SELECTED QUARTERLY INFORMATION (UNAUDITED)

(in thousands,

Revenue.........cccceeeuennne $18,006 $21,2
Loss from operations........... (2,728) (14,8
Net 10SS......vvveveevennennn. (1,377) (13,6
Loss per share--Basic.......... $(0.05) $ (O.
Loss per share--Diluted........ $(0.05) $ (0.

(in thousands,

Revenue........ccccceevueenee. $15,066 $21,34
Income (loss) from

operations................... (7,615) (29
Net income (loss)............. (6,710) 1,02
Earnings (loss) per share--
BasiC........ooeeeevvienen. $(23) $ .0
Earnings (loss) per share--
Diluted........cccceveenee. $(23) $ .0

(in thousands,

Revenue........cccoceevueenee. $14,234  $18,15
Income (loss) from

operations............ e (1,743) (39
Net income (loss) (350) 50
Earnings (loss) per share--
BasiC.....ccooeeeeiiiennn. $(01) $ .0
Earnings (loss) per share--
Diluted......c.cccvvvennen. $(01) $ 0

2000

rter 3rd Quarter 4th Quarter

except per share data)
80 $22,664 $18,856
50) (1,497) (6,877)
99) (246) (5,534)
47) $(0.01) $(0.18)
47) $(0.01) $(0.18)

except per share data)
7 20,509 @ $19,707

8) 924 969
5 2,444 831

4 $.08 $ .03

3 $.08 $ .03

except per share data)
7 $17,631 $11,747

5) (3,382) (17,277)
0 (1,215) (10,553)

2 $(04) $ (37)

2 $(0.04) $ (37)

In the fourth quarter of 2000, the Company recor@éenefit of approximately $700 thousand from otidus in the estimated amounts
payable under open sales and use tax assessments.

12. VALUATION AND QUALIFYING ACCOUNTS

Additions
Balance (Deductions) Charged
at  Charged to to Balance
beginning costs and other Deductions at end
Description of year expenses account (a) of year
(int housands)
Allowance for doubtful
accounts:
Year ended December 31,
2000.......ccoveennnn. $1,026 -- 11 - $1,037
Year ended December 31,
1999, $2,753  $(727) - $(1,000) $1,026
Year ended December 31,
1998.....cciiiiiiiinne 2,200 2,165 - (1,612) 2,753

(a) Deductions are related to accounts receivabitewffs
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Exhibit 10.17
STOCK PURCHASE AGREEMENT
Dated
December 20, 2000
between

Berman, DeValerio & Pease, LLP
(the "Escrow Agent"),

and
Alexander V. d'Arbeloff (the "Investor")
INTRODUCTION

WHEREAS, Pegasystems Inc. (the "Company") has ésshares of the Company's Common Stock, $.01 pae yer share, to the Escrow
Agent to fund a portion of a Settlement Fund ttet been established pursuant to a Stipulation ofglfomise and Settlement entered into on
September 22, 2000 between the Company and thegp#éte "Stipulation”) in an action entitled Gelfe Pegasystems Inc., Civil Action No.
98 Civ. 12527-JLT filed in federal court in Massasétts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thestor wishes to purchase from the Escrow Age@tdD shares of the Common
Stock (the "Shares") of the Company.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Power and Authority Relative to ffiansaction. The Escrow Agent possesses all réguisiver and authority necessary to
carry out the transactions contemplated by thiseAgrent. None of the actions taken by the Escrownygersuant to this Agreement will
violate any provision of law, rule or regulationwaitl result in the breach of or constitute a ddfamnder any material agreement or instrument
to which the Escrow Agent is a party or by whicksibound, or result in the creation or impositadrany lien, charge, restriction, claim or
encumbrance of any nature whatsoever upon anyegfritperties or assets of the Escrow A¢



or upon the Shares. Each of this Agreement aratfadir documents contemplated hereby, when exeamedelivered by the Escrow Agent,
will constitute valid and legally binding obligatie of the Escrow Agent, enforceable against thed#ségent in accordance with their
respective terms.

Section 1.02. Title to Shares. As of immediateipipto the consummation of the transactions contataeg hereby, all of the Shares will be
owned of record by the Escrow Agent, and the Esdkgent will have good and marketable title to thafs, free and clear of all liens and
encumbrances. Immediately following the consummmabibthe transactions contemplated hereby, theshovevill have good and marketable
title to the Shares, free and clear of all liend ancumbrances.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAigent that:

Section 2.01. Power and Authority Relative to ffiansaction. The Investor has full power and autyr@nd has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkotdocuments or instruments required
hereby.

Section 2.02. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoeonnection with the offer or sale of 1
Shares and the transactions contemplated by thisefgent and is under no obligation to pay any hiskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termsanditions hereof, and in reliance on the repregimts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investiall purchase from the Escrow Agent, the Shar@spurchase price equal to the average
closing price of the Shares, as reported on thel&tpblational Market, for the ten trading days imratdy preceding the date of entry of the
final court order approving the Stipulation, whigtice equals $3.081 per Share (the "Purchase Pprice"

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred tArticle 1V by check or by wire transfer to accoudssignated in writing by the Escrow
Agent.



ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {(€@lesing") to be held at the offices of
Choate, Hall & Stewart, Boston, Massachusetts #@Q18.m. local time on the third business day feilg the entry by the court of a
judgment approving the settlement of the Actioffigéis reasonable and in the best interests of mescas provided in the Stipulation (o
such other place and time as may be mutually agrped in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Baaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaeeS.

ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther8kdo be purchased by the Investor at the Closhiadl be subject to the satisfaction of the
following conditions at and as of the time of thieging:

Section 6.01. Payment of Consideration. The Investall have paid the Purchase Price of the Shanehased by it hereunder.
ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dssnd capitalized in this Agreement, shall, untbsscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in Aetibl.

Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #tgirtning of this Agreement.
Shares: shall have the meaning specified in thhedottion.

1933 Act: shall mean the Securities Act of 1933amended.



ARTICLE VIIl. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedrr shall be in writing and shall be deemed tehaeen adequately given if delivered in
person, upon facsimile transmission with receipihagviedged by the recipient's facsimile transmissi@achine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailynetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Berman, DeValerio & Pease, LLR Qiberty Square
Boston, Massachusetts 02109

The Investor:  Alexander V. d'Arbeloff
c/o Pegasystems Inc.
101 Main Street
Cambridge, Massachusetts 02142

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrfadter provided, this Agreement may be modifiedmended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectidthvhe transactions contemplated shall, exceptabéherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any ietigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.



Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#eefit of the parties and their
respective heirs, successors and assigns, excladsignees of the Shares, but not including anghaser thereof in whose hands the Shares
are not a restricted security as defined in Ruke ddder the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshwthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelged in two or more counterparts, each of wilthll be deemed an original, but al
which together shall constitute one and the sasteliment.



IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti

Berman, DeValerio & Pease LLP
(as Escrow Agent)

By:
Name:
Title:

Alexander V. d"Arbeloff:



STOCK PURCHASE AGREEMENT

Dated
December 20, 2000
between

Berman, DeValerio & Pease, LLP
(the "Escrow Agent"),

and
Alan Trefler (the "Investor")
INTRODUCTION

WHEREAS, Pegasystems Inc. (the "Company") has dsshares of the Company's Common Stock, $.01 pae yeer share, to the Escrow
Agent to fund a portion of a Settlement Fund thet been established pursuant to a Stipulation ofgomise and Settlement entered into on
September 22, 2000 between the Company and thepétte "Stipulation”) in an action entitled Gelfe Pegasystems Inc., Civil Action No.
98 Civ. 12527-JLT filed in federal court in Massasétts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thes$tor wishes to purchase from the Escrow Agé@@,000 shares of the Common
Stock (the "Shares") of the Company.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Power and Authority Relative to fliiansaction. The Escrow Agent possesses all regyisiver and authority necessary to
carry out the transactions contemplated by thiseBgrent. None of the actions taken by the Escrownfygersuant to this Agreement will
violate any provision of law, rule or regulationwaitl result in the breach of or constitute a défamder any material agreement or instrument
to which the Escrow Agent is a party or by whicksibound, or result in the creation or impositarany lien, charge, restriction, claim or
encumbrance of any nature whatsoever upon anyeqgiritperties or assets of the Escrow Agent or tipershares. Each of this Agreement
and all other documents contemplated hereby, wkeouted and delivered by the Escrow Agent, willstdate valid and legally binding
obligations



of the Escrow Agent, enforceable against the Es@&gent in accordance with their respective terms.

Section 1.02. Title to Shares. As of immediateipipto the consummation of the transactions contatag hereby, all of the Shares will be
owned of record by the Escrow Agent, and the Esdkgent will have good and marketable title to thef®s, free and clear of all liens and
encumbrances. Immediately following the consummmabibthe transactions contemplated hereby, theshovevill have good and marketable
title to the Shares, free and clear of all liend ancumbrances.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAgent that:

Section 2.01. Power and Authority Relative to fhiansaction. The Investor has full power and autthand has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkodocuments or instruments required
hereby.

Section 2.02. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoconnection with the offer or sale of 1
Shares and the transactions contemplated by thisefitent and is under no obligation to pay any btskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termganditions hereof, and in reliance on the repregemts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investall purchase from the Escrow Agent, the Shar@spurchase price equal to the average
closing price of the Shares, as reported on thel&tpblational Market, for the ten trading days imragaly preceding the date of entry of the
final court order approving the Stipulation, whigtice equals $3.081 per Share (the "Purchase Price"

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred tArticle 1V by check or by wire transfer to accoudssignated in writing by the Escrow
Agent.
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ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {(€@lesing") to be held at the offices of
Choate, Hall & Stewart, Boston, Massachusetts #@Q18.m. local time on the third business day feilg the entry by the court of a
judgment approving the settlement of the Actioffigéis reasonable and in the best interests of mescas provided in the Stipulation (o
such other place and time as may be mutually agrped in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Baaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaeeS.

ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther8kdo be purchased by the Investor at the Closhiadl be subject to the satisfaction of the
following conditions at and as of the time of thieging:

Section 6.01. Payment of Consideration. The Investall have paid the Purchase Price of the Shanehased by it hereunder.
ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dssnd capitalized in this Agreement, shall, untbsscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in Aetibl.

Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #tgirtning of this Agreement.
Shares: shall have the meaning specified in thhedottion.

1933 Act: shall mean the Securities Act of 1933amended.



ARTICLE VIIl. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedrr shall be in writing and shall be deemed tehaeen adequately given if delivered in
person, upon facsimile transmission with receipihagviedged by the recipient's facsimile transmissi@achine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailynetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Berman, DeValerio & Pease, LLR Qiberty Square
Boston, Massachusetts 02109

The Investor:  Alan Trefler
c/o Pegasystems Inc.
101 Main Street
Cambridge, Massachusetts 02142

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrfadter provided, this Agreement may be modifiedmended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectidthvhe transactions contemplated shall, exceptabéherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any ietigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.

Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#eefit of the parties and their
respective heirs, successors and assigns,
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excluding assignees of the Shares, but not inatudity purchaser thereof in whose hands the Shere®ha restricted security as defined in
Rule 144 under the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshwthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelwged in two or more counterparts, each of wilddll be deemed an original, but al
which together shall constitute one and the sasteliment.
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IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti

Berman, DeValerio & Pease LLP
(as Escrow Agent)

By:
Name:
Title:

Alan Trefler:



STOCK PURCHASE AGREEMENT

Dated
December 20, 2000
between

Berman, DeValerio & Pease, LLP
(the "Escrow Agent"),

and
Richard Jones (the "Investor")
INTRODUCTION

WHEREAS, Pegasystems Inc. (the "Company") has dsshares of the Company's Common Stock, $.01 pae yeer share, to the Escrow
Agent to fund a portion of a Settlement Fund thet been established pursuant to a Stipulation ofgomise and Settlement entered into on
September 22, 2000 between the Company and thepétte "Stipulation”) in an action entitled Gelfe Pegasystems Inc., Civil Action No.
98 Civ. 12527-JLT filed in federal court in Massasétts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thestor wishes to purchase from the Escrow Age®tQlD shares of the Common
Stock (the "Shares") of the Company.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Power and Authority Relative to fhiiansaction. The Escrow Agent possesses all regyisiver and authority necessary to
carry out the transactions contemplated by thiseBgrent. None of the actions taken by the Escrownfygersuant to this Agreement will
violate any provision of law, rule or regulationwaitl result in the breach of or constitute a défamder any material agreement or instrument
to which the Escrow Agent is a party or by whicksibound, or result in the creation or impositadrany lien, charge, restriction, claim or
encumbrance of any nature whatsoever upon anyegiritperties or assets of the Escrow A¢



or upon the Shares. Each of this Agreement aratfadir documents contemplated hereby, when exeamedelivered by the Escrow Agent,
will constitute valid and legally binding obligatie of the Escrow Agent, enforceable against thed#ségent in accordance with their
respective terms.

Section 1.02. Title to Shares. As of immediateipipto the consummation of the transactions contataeg hereby, all of the Shares will be
owned of record by the Escrow Agent, and the Esdkgent will have good and marketable title to thafs, free and clear of all liens and
encumbrances. Immediately following the consummmabibthe transactions contemplated hereby, theshovevill have good and marketable
title to the Shares, free and clear of all liend ancumbrances.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAigent that:

Section 2.01. Power and Authority Relative to ffiansaction. The Investor has full power and autyr@nd has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkotdocuments or instruments required
hereby.

Section 2.02. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoeonnection with the offer or sale of 1
Shares and the transactions contemplated by thisefgent and is under no obligation to pay any hiskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termsanditions hereof, and in reliance on the repregimts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investiall purchase from the Escrow Agent, the Shar@spurchase price equal to the average
closing price of the Shares, as reported on thel&tpblational Market, for the ten trading days imratdy preceding the date of entry of the
final court order approving the Stipulation, whigtice equals $3.081 per Share (the "Purchase Pprice"

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred tArticle 1V by check or by wire transfer to accoudssignated in writing by the Escrow
Agent.



ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {(€@lesing") to be held at the offices of
Choate, Hall & Stewart, Boston, Massachusetts #@Q18.m. local time on the third business day feilg the entry by the court of a
judgment approving the settlement of the Actioffigéis reasonable and in the best interests of mescas provided in the Stipulation (o
such other place and time as may be mutually agrped in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Baaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaeeS.

ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther8kdo be purchased by the Investor at the Closhiadl be subject to the satisfaction of the
following conditions at and as of the time of thieging:

Section 6.01. Payment of Consideration. The Investall have paid the Purchase Price of the Shanehased by it hereunder.
ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dssnd capitalized in this Agreement, shall, untbsscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in Aetibl.

Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #tgirtning of this Agreement.
Shares: shall have the meaning specified in thhedottion.

1933 Act: shall mean the Securities Act of 1933amended.



ARTICLE VIIl. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedrr shall be in writing and shall be deemed tehaeen adequately given if delivered in
person, upon facsimile transmission with receipihagviedged by the recipient's facsimile transmissi@achine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailynetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Berman, DeValerio & Pease, LLR Qiberty Square
Boston, Massachusetts 02109

The Investor: Richard Jones
c/o Pegasystems Inc.
101 Main Street
Cambridge, Massachusetts 02142

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrfadter provided, this Agreement may be modifiedmended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectidthvhe transactions contemplated shall, exceptabéherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any ietigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.



Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#eefit of the parties and their
respective heirs, successors and assigns, excladsignees of the Shares, but not including anghaser thereof in whose hands the Shares
are not a restricted security as defined in Ruke ddder the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshwthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelged in two or more counterparts, each of wilthll be deemed an original, but al
which together shall constitute one and the sasteliment.



IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti

Berman, DeValerio & Pease LLP
(as Escrow Agent)

By:
Name:
Title:

Richard Jones:



Exhibit 10.20

STOCK PURCHASE AGREEMENT

Dated
December 20, 2000
between

Berman, DeValerio & Pease, LLP
(the "Escrow Agent"),

and
Edward B. Roberts (the "Investor")
INTRODUCTION

WHEREAS, Pegasystems Inc. (the "Company") has ésshares of the Company's Common Stock, $.01 pae yer share, to the Escrow
Agent to fund a portion of a Settlement Fund ttest been established pursuant to a Stipulation ofpglfomise and Settlement entered into on
September 22, 2000 between the Company and thegpéte "Stipulation”) in an action entitled Gelfe Pegasystems Inc., Civil Action No.
98 Civ. 12527-JLT filed in federal court in Massasétts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thestor wishes to purchase from the Escrow Age@tQlid shares of the Common
Stock (the "Shares") of the Company.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Power and Authority Relative to ffiansaction. The Escrow Agent possesses all réguisiver and authority necessary to
carry out the transactions contemplated by thiseAgrent. None of the actions taken by the Escrownfygersuant to this Agreement will
violate any provision of law, rule or regulationweitl result in the breach of or constitute a ddéfainder any material agreement or instrument
to which the Escrow Agent is a party or by whicksibound, or result in the creation or impositadrany lien, charge, restriction, claim or
encumbrance of any nature whatsoever upon anyegfritperties or assets of the Escrow A¢



or upon the Shares. Each of this Agreement aratfadir documents contemplated hereby, when exeamedelivered by the Escrow Agent,
will constitute valid and legally binding obligatie of the Escrow Agent, enforceable against thed#ségent in accordance with their
respective terms.

Section 1.02. Title to Shares. As of immediateipipto the consummation of the transactions contataeg hereby, all of the Shares will be
owned of record by the Escrow Agent, and the Esdkgent will have good and marketable title to thafs, free and clear of all liens and
encumbrances. Immediately following the consummmabibthe transactions contemplated hereby, theshovevill have good and marketable
title to the Shares, free and clear of all liend ancumbrances.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAigent that:

Section 2.01. Power and Authority Relative to ffiansaction. The Investor has full power and autyr@nd has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkotdocuments or instruments required
hereby.

Section 2.02. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoeonnection with the offer or sale of 1
Shares and the transactions contemplated by thisefgent and is under no obligation to pay any hiskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termsanditions hereof, and in reliance on the repregimts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investiall purchase from the Escrow Agent, the Shar@spurchase price equal to the average
closing price of the Shares, as reported on thel&tpblational Market, for the ten trading days imratdy preceding the date of entry of the
final court order approving the Stipulation, whigtice equals $3.081 per Share (the "Purchase Pprice"

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred tArticle 1V by check or by wire transfer to accoudssignated in writing by the Escrow
Agent.
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ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {(€@lesing") to be held at the offices of
Choate, Hall & Stewart, Boston, Massachusetts #@Q18.m. local time on the third business day feilg the entry by the court of a
judgment approving the settlement of the Actioffigéis reasonable and in the best interests of mescas provided in the Stipulation (o
such other place and time as may be mutually agrped in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Baaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaeeS.

ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther8kdo be purchased by the Investor at the Closhiadl be subject to the satisfaction of the
following conditions at and as of the time of thieging:

Section 6.01. Payment of Consideration. The Investall have paid the Purchase Price of the Shanehased by it hereunder.
ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dssnd capitalized in this Agreement, shall, untbsscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in Aetibl.

Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #tgirtning of this Agreement.
Shares: shall have the meaning specified in thhedottion.

1933 Act: shall mean the Securities Act of 1933amended.



ARTICLE VIIl. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedrr shall be in writing and shall be deemed tehaeen adequately given if delivered in
person, upon facsimile transmission with receipihagviedged by the recipient's facsimile transmissi@achine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailynetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Berman, DeValerio & Pease, LLR Qiberty Square
Boston, Massachusetts 02109

The Investor: Edward B. Roberts
c/o Pegasystems Inc.
101 Main Street
Cambridge, Massachusetts 02142

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrfadter provided, this Agreement may be modifiedmended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectidthvhe transactions contemplated shall, exceptabéherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any ietigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.
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Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#eefit of the parties and their
respective heirs, successors and assigns, excladsignees of the Shares, but not including anghaser thereof in whose hands the Shares
are not a restricted security as defined in Ruke ddder the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshwthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelged in two or more counterparts, each of wilthll be deemed an original, but al
which together shall constitute one and the sasteliment.
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IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti

Berman, DeValerio & Pease LLP
(as Escrow Agent)

By:
Name:
Title:

Edward B. Roberts:



Exhibit 10.21

STOCK PURCHASE AGREEMENT

Dated
December 20, 2000
between

Berman, DeValerio & Pease, LLP
(the "Escrow Agent"),

and
James P. O'Halloran (the "Investor")
INTRODUCTION

WHEREAS, Pegasystems Inc. (the "Company") has ésshares of the Company's Common Stock, $.01 pae yer share, to the Escrow
Agent to fund a portion of a Settlement Fund ttest been established pursuant to a Stipulation ofpgfomise and Settlement entered into on
September 22, 2000 between the Company and thegpéte "Stipulation”) in an action entitled Gelfe Pegasystems Inc., Civil Action No.
98 Civ. 12527-JLT filed in federal court in Massasétts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thes$tor wishes to purchase from the Escrow Ageji®bshares of the Common Stock
(the "Shares") of the Company.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Power and Authority Relative to ffiansaction. The Escrow Agent possesses all réguisiver and authority necessary to
carry out the transactions contemplated by thiseAgrent. None of the actions taken by the Escrownygersuant to this Agreement will
violate any provision of law, rule or regulationweitl result in the breach of or constitute a ddfamnder any material agreement or instrument
to which the Escrow Agent is a party or by whicksibound, or result in the creation or impositadrany lien, charge, restriction, claim or
encumbrance of any nature whatsoever upon anyegfritperties or assets of the Escrow A¢



or upon the Shares. Each of this Agreement aratfadir documents contemplated hereby, when exeamedelivered by the Escrow Agent,
will constitute valid and legally binding obligatie of the Escrow Agent, enforceable against thed#ségent in accordance with their
respective terms.

Section 1.02. Title to Shares. As of immediateipipto the consummation of the transactions contataeg hereby, all of the Shares will be
owned of record by the Escrow Agent, and the Esdkgent will have good and marketable title to thafs, free and clear of all liens and
encumbrances. Immediately following the consummmabibthe transactions contemplated hereby, theshovevill have good and marketable
title to the Shares, free and clear of all liend ancumbrances.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAigent that:

Section 2.01. Power and Authority Relative to ffiansaction. The Investor has full power and autyr@nd has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkotdocuments or instruments required
hereby.

Section 2.02. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoeonnection with the offer or sale of 1
Shares and the transactions contemplated by thisefgent and is under no obligation to pay any hiskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termsanditions hereof, and in reliance on the repregimts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investiall purchase from the Escrow Agent, the Shar@spurchase price equal to the average
closing price of the Shares, as reported on thel&tpblational Market, for the ten trading days imratdy preceding the date of entry of the
final court order approving the Stipulation, whigtice equals $3.081 per Share (the "Purchase Pprice"

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred tArticle 1V by check or by wire transfer to accoudssignated in writing by the Escrow
Agent.
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ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {(€@lesing") to be held at the offices of
Choate, Hall & Stewart, Boston, Massachusetts #@Q18.m. local time on the third business day feilg the entry by the court of a
judgment approving the settlement of the Actioffigéis reasonable and in the best interests of mescas provided in the Stipulation (o
such other place and time as may be mutually agrped in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Baaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaeeS.

ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther8kdo be purchased by the Investor at the Closhiadl be subject to the satisfaction of the
following conditions at and as of the time of thieging:

Section 6.01. Payment of Consideration. The Investall have paid the Purchase Price of the Shanehased by it hereunder.
ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dssnd capitalized in this Agreement, shall, untbsscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in Aetibl.

Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #tgirtning of this Agreement.
Shares: shall have the meaning specified in thhedottion.

1933 Act: shall mean the Securities Act of 1933amended.



ARTICLE VIIl. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedrr shall be in writing and shall be deemed tehaeen adequately given if delivered in
person, upon facsimile transmission with receipihagviedged by the recipient's facsimile transmissi@achine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailynetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Berman, DeValerio & Pease, LLR Qiberty Square
Boston, Massachusetts 02109

The Investor:  James P. O'Halloran
c/o Pegasystems Inc.
101 Main Street
Cambridge, Massachusetts 02142

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrfadter provided, this Agreement may be modifiedmended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectidthvhe transactions contemplated shall, exceptabéherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any ietigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.

-4-



Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#eefit of the parties and their
respective heirs, successors and assigns, excladsignees of the Shares, but not including anghaser thereof in whose hands the Shares
are not a restricted security as defined in Ruke ddder the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshwthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelged in two or more counterparts, each of wilthll be deemed an original, but al
which together shall constitute one and the sasteliment.
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IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti

Berman, DeValerio & Pease LLP
(as Escrow Agent)

By:
Name:
Title:

James P. O'Halloran:



Exhibit 10.22

STOCK PURCHASE AGREEMENT

Dated
December 27, 2000
between
WOLF POPPER LLP

(as Chair of the Executive Committee of Plainti@s®unsel in the Action and as Escrow Agent forRegasystems Settlement Fund (tax
identification no. 13-4140035) ("Escrow Agent")),

and
Alexander V. d'Arbeloff ("Investor")
INTRODUCTION

WHEREAS, Pegasystems, Inc. (the "Company") hagdsu will have issued 1,385,000 shares of the Gmylp Common Stock, $.01 par
value per share, to the Escrow Agent to fund a@oudf a Settlement Fund that has been establishesiiant to a Stipulation of Settlement
entered into between the Company and the LeadtPisifthe "Stipulation™) in an action entitled Qkarus, et al. v. Pegasystems, Inc., et al.,
C.A. No. 97-12570-WGY filed in federal court in Mashusetts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thestor wishes to purchase from the Escrow Age@tdD shares of the Common
Stock (the "Shares") of the Company.

WHEREAS, the Purchase Price for the Shares wagsusstiant to negotiations between the Company anthtrestor.

WHEREAS, the Escrow Agent is authorized to enttw this transaction pursuant to the Stipulation &im&l Order and Judgment of the
District Court, entered December 19, 2000.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Ownership of Shares; Liens and Encandes; Effect of Agreement. As of immediately ptmthe consummation of the
transactions contemplated hereby, all of the Shailebe owned of record by the Escrow Agent anel Bscrow Agent will have title t



such Shares. The Escrow Agent has not causedersydir encumbrances to be placed on the ShardsoE#is Agreement and all other
documents contemplated, when executed and deliverth@ Escrow Agent, will constitute valid andaddg binding obligations of the Escrc
Agent, enforceable against the Escrow Agent in mt@tce with their respective terms.

Section 1.02. Absence of Representations. The tovasknowledges and understands that the EscraeamtAgakes no representations
concerning the Company, its business, or its firdmondition. The Investor acknowledges that he fe@eived no information and relies
upon no information provided to him by the Escrogeat concerning the Company. The Investor furtie&nawledges that the Escrow Ag
makes no representations concerning the eligibfitthe Shares for exemption from registration urection 3(a)(10) of the Act or
otherwise. The Investor releases the Escrow Agent &ll claims arising from the purchase and shth® Shares, except for specific
performance of this Agreement.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAigent that:

Section 2.01. Power and Authority Relative to ffiansaction. The Investor has full power and autyr@nd has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkotdocuments or instruments required
hereby.

Section 2.02. Purchase for Investment. The Invéstourchasing the Shares purchased by him heretodi@vestment for the Investor's o\
account and not with a view to the distributionréw# in violation of the securities laws. The Inieeaunderstands that (i) the Shares must be
held indefinitely unless they are registered unider1933 Act or an exemption from such registratioavailable; (ii) sales of the Shares made
in reliance upon Rule 144 under such Act can beenandly in accordance with the terms and conditmfsuch Rule; and (iii) there can be no
assurance that the conditions precedent to makileg sinder such Rule will have been met, and tisaich Rule is not available, compliance
with another exemption from registration under sachwill be required prior to the disposition dfet Shares.

Section 2.03. Receipt of Information. The Investas received all information that it has requestech the Company and believes that such
information is sufficient to make an informed démmswith respect to the purchase of the Shares.|estor has had an opportunity to ask
guestions and receive answers from the Companydieggthe financial condition of the Company andhbtain such additional information
as he deemed necessary.

Section 2.04. Financial Resources Knowledge anc:feapce; Status under Securities Laws. The Inve@dpossesses the financial resou

to bear the risk of economic loss with respectd@urchase of the Shares; (b) has such knowleugjexperience in financial and business
matters that he is able to evaluate the meritswaakk an informed investment decision with respetiis purchase of the Shares; (c) qualifies
as an "accredited investor" as such term is
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defined in Rule 501 under the 1933 Act; and (@)xigerienced in investing in securities of compaines similar stage of development as the
Company and is able to fend for himself.

Section 2.05. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoconnection with the offer or sale of 1
Shares and the transactions contemplated by thisefgent and is under no obligation to pay any hiskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termsanditions hereof, and in reliance on the repregimts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investtall purchase from the Escrow Agent, the Shatraspurchase price equal to $ 4.69 per
share (the "Purchase Price").

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred toArticle 1V by certified or bank check payable te@tBscrow Agent or by wire transfer to
accounts designated in writing by the Escrow Agent.

ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {€lesing") to be held at the offices of
Ropes & Gray, One International Place, Boston, Messsetts at 10:00 a.m. local time on the sixtliness day following the entry by the
court of a judgment approving the settlement ofAb#on as fair, reasonable and in the best interefthe class, as provided in the
Stipulation (or at such other place and time as beaynutually agreed upon in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Bhaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaees.

ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther@bdo be purchased by the Investor at the Cladiad) be subject to the satisfaction of the
following conditions at and as of the time of thieging:
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Section 6.01. Delivery of Shares. Pegasystems Bha#l delivered the Shares to the Escrow Agent.

Section 6.02. Payment of Consideration. The Investall have paid the Purchase Price of the Shanehased by it hereunder. The Shares
shall be held in escrow by Ropes & Gray pendingiomation by the Escrow Agent of receipt of the €hase Price (if payment is by wire
transfer).

ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dsend capitalized in this Agreement, shall, untésscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in AtibY.
Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #tgirtning of this Agreement.
Shares: shall have the meaning specified in thhedottion.
1933 Act: shall mean the Securities Act of 1933amended.
ARTICLE VIII. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedrr shall be in writing and shall be deemed tehaeen adequately given if delivered in
person, upon facsimile transmission with receifhagvledged by the recipient's facsimile transmissiachine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailymetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Robert C. Finkel, Esq.

Wolf Popper, LLP
845 Third Avenue
New York, NY 10022
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The Investor: Alexander V. D'Arbeloff
20 Dudley Street
Brookline, MA 02445

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrtadter provided, this Agreement may be modifiedimended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectiathuhe transactions contemplated shall, exceptravhtherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any istigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.

Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#reefit of the parties and their
respective heirs, successors and assigns, excladsignees of the Shares, but not including anghaser thereof in whose hands the Shares
are not a restricted security as defined in Ruke ddder the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshnthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelged in two or more counterparts, each of wilthll be deemed an original, but al
which together shall constitute one and the sasteliment.

-5



IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti
WOLF POPPER, LLP (as Escrow Agent)

By:

Name:

Title:

INVESTOR:

Name: Alexander V. d'Arbelo



Exhibit 10.23

STOCK PURCHASE AGREEMENT

Dated
December 27, 2000
between
WOLF POPPER LLP

(as Chair of the Executive Committee of Plainti@s®unsel in the Action and as Escrow Agent forRegasystems Settlement Fund (tax
identification no. 13- 4140035) ("Escrow Agent")),

and
Richard Jones ("Investor")
INTRODUCTION

WHEREAS, Pegasystems, Inc. (the "Company") hagdsu will have issued 1,385,000 shares of the Gmylp Common Stock, $.01 par
value per share, to the Escrow Agent to fund a@oudf a Settlement Fund that has been establishesiiant to a Stipulation of Settlement
entered into between the Company and the LeadtPisifthe "Stipulation™) in an action entitled Qkarus, et al. v. Pegasystems, Inc., et al.,
C.A. No. 97-12570-WGY filed in federal court in Mashusetts (the "Action").

WHEREAS, the Escrow Agent wishes to sell, and thestor wishes to purchase from the Escrow Agebid8® shares of the Common
Stock (the "Shares") of the Company.

WHEREAS, the Purchase Price for the Shares wagsusstiant to negotiations between the Company anthtrestor.

WHEREAS, the Escrow Agent is authorized to enttw this transaction pursuant to the Stipulation &im&l Order and Judgment of the
District Court, entered December 19, 2000.

TERMS AND CONDITIONS
ARTICLE |I. REPRESENTATIONS AND WARRANTIES OF THE ES CROW AGENT
The Escrow Agent represents and warrants to thestov that:

Section 1.01. Ownership of Shares; Liens and Encandes; Effect of Agreement. As of immediately ptmthe consummation of the
transactions contemplated hereby, all of



Shares will be owned of record by the Escrow Agertt the Escrow Agent will have title to such Shafés Escrow Agent has not caused
any liens or encumbrances to be placed on the SHaaeh of this Agreement and all other documesr$eenplated, when executed and
delivered to the Escrow Agent, will constitute dadind legally binding obligations of the Escrow Ageenforceable against the Escrow Ac
in accordance with their respective terms.

Section 1.02. Absence of Representations. The tovasknowledges and understands that the EscraeamtAgakes no representations
concerning the Company, its business, or its firdmondition. The Investor acknowledges that he fe@eived no information and relies
upon no information provided to him by the Escrogeat concerning the Company. The Investor furtib&nawledges that the Escrow Ag
makes no representations concerning the eligibifitthe Shares for exemption from registration urglection 3(a)(10) of the Act or
otherwise. The Investor releases the Escrow Agent &ll claims arising from the purchase and shth® Shares, except for specific
performance of this Agreement.

ARTICLE Il. REPRESENTATIONS AND WARRANTIES OF THE | NVESTOR
The Investor represents and warrants to the EsAigent that:

Section 2.01. Power and Authority Relative to ffiansaction. The Investor has full power and autyr@nd has taken all required action
necessary to permit him to execute and delivertamarry out the terms of this Agreement and dlkotdocuments or instruments required
hereby.

Section 2.02. Purchase for Investment. The Invéstourchasing the Shares purchased by him heretodi@vestment for the Investor's o\
account and not with a view to the distributionréw# in violation of the securities laws. The Inieeaunderstands that (i) the Shares must be
held indefinitely unless they are registered urider1933 Act or an exemption from such registraisoavailable; (ii) sales of the Shares made
in reliance upon Rule 144 under such Act can beenadly in accordance with the terms and conditmfsuch Rule; and (iii) there can be no
assurance that the conditions precedent to makileg sinder such Rule will have been met, and tisaich Rule is not available, compliance
with another exemption from registration under sachwill be required prior to the disposition dfet Shares.

Section 2.03. Receipt of Information. The Investas received all information that it has requeftesh the Company and believes that such
information is sufficient to make an informed démmswith respect to the purchase of the Shares.Iestor has had an opportunity to ask
guestions and receive answers from the Companydieggthe financial condition of the Company andhbtain such additional information
as he deemed necessary.

Section 2.04. Financial Resources Knowledge anc:feapce; Status under Securities Laws. The Inve@dpossesses the financial resou
to bear the risk of economic loss with respectd@urchase of the Shares; (b) has such knowletijexperience in financial and business
matters that he is able to evaluate the meritsaaike an informed investment decision
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with respect to his purchase of the Shares; (clifiggaas an "accredited investor" as such teraeiined in Rule 501 under the 1933 Act; and
(d) is experienced in investing in securities afnpanies in a similar stage of development as thagamy and is able to fend for himself.

Section 2.05. Brokers, Etc. The Investor has deiift no broker, finder, commission agent or persoconnection with the offer or sale of 1
Shares and the transactions contemplated by thisefgent and is under no obligation to pay any hiskee, finder's fee, or commission in
connection with such transactions.

ARTICLE lll. THE INVESTMENT

Section 3.01. The Shares. Subject to the termsanditions hereof, and in reliance on the repregimts and warranties contained herein
Escrow Agent shall, subject to receipt of full pamhtherefor as contemplated by

Section 3.02, sell to the Investor, and the Investtall purchase from the Escrow Agent, the Shatraspurchase price equal to $ 3.00 per
share (the "Purchase Price").

Section 3.02. Consideration for the Shares. Thedtor shall pay the Purchase Price of the Sharetg@sed by him hereunder from the
Escrow Agent in full at the Closing referred toArticle 1V by certified or bank check payable te@tBscrow Agent or by wire transfer to
accounts designated in writing by the Escrow Agent.

ARTICLE IV. THE CLOSING

The purchase and sale of the Shares being purcbggbd Investor shall take place at a closing {€lesing") to be held at the offices of
Ropes & Gray, One International Place, Boston, Messsetts at 10:00 a.m. local time on the sixtliness day following the entry by the
court of a judgment approving the settlement ofAb#on as fair, reasonable and in the best interefthe class, as provided in the
Stipulation (or at such other place and time as beaynutually agreed upon in writing).

ARTICLE V. CONDITIONS OF THE CLOSING - INVESTOR

The obligations of the Investor to purchase the&ht be purchased by him at the Closing shatlect to the satisfaction of the following
conditions at and as of the time of the Closing:

Section 5.01. Sale of Shares. The Escrow Agent Bhaé delivered to the Investor the certificatelgidencing the Shares along with any
documents necessary to effect the transfer of tiaees.
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ARTICLE VI. CONDITIONS OF THE CLOSING - ESCROW AGEN T

The obligations of the Escrow Agent to sell ther@bdo be purchased by the Investor at the Cladiad) be subject to the satisfaction of the
following conditions at and as of the time of thiesing:

Section 6.01. Delivery of Shares. Pegasystems Bha#l delivered the Shares to the Escrow Agent.

Section 6.02. Payment of Consideration. The Investtall have paid the Purchase Price of the Shanehased by it hereunder. The Shares
shall be held in escrow by Ropes & Gray pendindiomation by the Escrow Agent of receipt of the €hase Price (if payment is by wire
transfer).

ARTICLE VII. DEFINED TERMS

The terms defined in this Article VII, whenever dsend capitalized in this Agreement, shall, untésscontext otherwise requires, have the
following respective meanings:

Closing: shall have the meaning specified in Atibl.
Company: shall mean Pegasystems Inc., a Massathasgtoration.
Investor: shall have the meaning specified at #girining of this Agreement.
Shares: shall have the meaning specified in thredottion.
1933 Act: shall mean the Securities Act of 1933am&nded.
ARTICLE VIII. MISCELLANEOUS

Section 8.01. Notices. All notices to a party hedgr shall be in writing and shall be deemed teeltzeen adequately given if delivered in
person, upon facsimile transmission with receifhagvledged by the recipient's facsimile transmissi@achine or by delivery by a
recognized courier for overnight delivery, or thosgys after having been mailed, certified mailynetreceipt requested, to such party at its
address set forth below (or such other addredsnaayi from time to time designate in writing to thiber parties hereto).

The Escrow Agent: Robert C. Finkel, Esq.

Wolf Popper, LLP
845 Third Avenue
New York, NY 10022
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The Investor: Richard Jones
12916 Bay Plantation Drive
Jacksonville, Florida 32223

Section 8.02. No Waiver. No failure to exercise andlelay in exercising, on the part of the Investay right, power or privilege hereunder
shall operate as a waiver thereof; nor shall anglsior partial exercise of any right, power ovjeige hereunder preclude any other or fur
exercise or the exercise of any other right, posveagrivilege. The rights and remedies herein preglidre cumulative and not exclusive of any
rights or remedies provided by law.

Section 8.03. Amendments and Waivers. Except asrtadter provided, this Agreement may be modifiedimended or any term or provisi
may be waived by a writing signed by the EscrowWgmnd the Investor. No waiver of any term or psam shall be effective unless made in
the same manner as an amendment of such termasipro

Section 8.04. Survival of Agreements etc. All agneats, representations and warranties containedrher made in writing by or on behalf
of the Investor or the Escrow Agent in connectiathuhe transactions contemplated shall, exceptravhtherwise provided by their terms,
survive the execution and delivery of this Agreetére Closing pursuant to Article 1V, and any istigation at any time made by or on
behalf of the Investor.

Section 8.05. Construction. This Agreement shalytmeerned by and construed in accordance withaiveof The Commonwealth of
Massachusetts. The descriptive headings of theaeSections are for convenience only and shalkoatrol or affect the meaning or
construction of any of the provisions.

Section 8.06. Binding Effect and Benefits. This égment shall be binding upon and shall inure td#reefit of the parties and their
respective heirs, successors and assigns, excladsignees of the Shares, but not including anghaser thereof in whose hands the Shares
are not a restricted security as defined in Ruke ddder the 1933 Act.

Section 8.07. Entire Agreement and Amendments. Agreement constitutes the entire agreement gpénees with respect to the subject
matter and neither this Agreement nor any provisiay be waived, modified, amended or terminatee@pixby a written agreement signec
the parties, in accordance with the provisionsesftion 8.03. To the extent any term or other prioni®f any other indenture, agreement or
instrument by which any party is bound conflictshnthis Agreement, this Agreement shall have prewed over such conflicting term or
provision.

Section 8.08. Counterparts. This Agreement mayxbelged in two or more counterparts, each of wilthll be deemed an original, but al
which together shall constitute one and the sasteliment.
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IN WITNESS WHEREOF, the parties have executedAlgieement under seal as of the date first abovieenti
WOLF POPPER, LLP (as Escrow Agent)

By:

Name:

Title:

INVESTOR:

Name: Richard Jone



EXHIBIT 23.1
INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference iniRegion Statement Nos. 333- 09305, 333-53746,388489707 of Pegasystems Inc. on

Form S-8 of our report dated March 9, 2001, appeari this Annual Report on Form 10-K of Pegasystéme. for the year ended December
31, 2000.

Deloitte & Touche LLP
Boston, Massachusetts

March 30, 200:



Exhibit 23.2
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cangehe incorporation of our report related to doasolidated balance sheet of
Pegasystems Inc. and its subsidiaries as of Deae®ib&999 and the related consolidated statenudmtgerations, stockholders' equity and
cash flows for each of the two years in the peended December 31, 1999 included in this AnnualbiRem Form 10-K, into the Company's
previously filed registration statements on For@ @ile No.'s 333-09305 333-89707 and 333-53746).

/sl Arthur Andersen LLP

Boston, Massachusetts

March 30, 2001
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