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 UNITED STATES 
 SECURITIES AND EXCHANGE COMMISSION 

 WASHINGTON, D.C. 20549 
  

 Form 8-K/A 
  

 Amendment No. 1 
  

 CURRENT REPORT 
  

 Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 
  

 Date of Report (Date of Earliest Event Reported): February 28, 2006 
  

 Blackboard Inc. 
 (Exact name of registrant as specified in its charter) 

  
  

          

 Delaware     000-50784    52-2081178 
 (State or other jurisdiction 

 of incorporation)    
 (Commission 
 File Number)   

 (I.R.S. Employer 
 Identification No.) 

              
 1899 L Street NW, 5th Floor, 

 Washington, District of Columbia    
   

  
 

 20036 
 (Address of principal executive offices)          (Zip Code) 

  
  

 Registrant�s telephone number, including area code: 
 202-463-4860 

  

 Not Applicable 
 Former name or former address, if changed since last report 

  
  

 Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the 
registrant under any of the following provisions: 

  

   "  Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425) 
  

   "  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12) 
  

   "
  

 Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 
240.14d-2(b)) 

  

   "
  

 Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 
240.13e-4(c)) 

  

 
 

 



 

 
  
 

  

 Introductory Note 
  

 On February 28, 2006, the Registrant completed its merger (�the Merger�) with WebCT Inc. (�WebCT�), pursuant to the 
Agreement and Plan of Merger, dated as of October 12, 2005, by and among the Registrant, College Acquisition Sub, Inc., a wholly 
owned subsidiary of the Registrant and WebCT. On February 28, 2006, the Registrant filed a Current Report on Form 8-K (the 
�Current Report�) to report the Merger. The purpose of this Amendment No. 1 to the Current Report is to file the financial statements 
and pro forma information required by Item 9.01. 

  

 The Registrant hereby amends Item 9.01 of the Current Report to read in its entirety as follows: 
  

 Item 9.01 Financial Statements and Exhibits. 
  

 (a)    Consolidated Financial Statements of Businesses Acquired 
  

 The following financial statements are attached hereto as Exhibit 99.2: 
  

 Report of Independent Auditors 
 Consolidated Balance Sheets as of December 31, 2004 and December 31, 2005 
 Consolidated Statements of Operations for each of the three years ended December 31, 2005 
 Consolidated Statements of Redeemable Convertible Preferred Stock and Stockholders� Deficit for each of the three years ended 
December 31, 2005 
 Consolidated Statements of Cash Flows for each of the three years ended December 31, 2005 
 Notes to the Consolidated Financial Statements 

  

 (b)    Pro Forma Unaudited Financial Information 
  

 The following pro forma financial information is attached hereto as Exhibit 99.3: 
  

 Unaudited Pro Forma Condensed Consolidated Balance Sheet as of December 31, 2005 
 Unaudited Pro Forma Consolidated Statement of Operations for the year ended 
 December 31, 2005 
 Notes to Unaudited Pro Forma Consolidated Financial Statements 

  

 (d)    Exhibits 
  

         

    2.1  (1) 
   

 Agreement and Plan of Merger, dated as of October 12, 2005, by and among the Registrant, 
WebCT, Inc. and College Acquisition Sub, Inc. 

    23.1        Consent of Independent Accountants 
    99.1  *     Press release issued by Registrant, dated February 28, 2006 
    99.2        Financial statements listed in Item 9.01(a) 
    99.3        Pro forma financial information listed in Item 9.01(b) 

  
  

 (1) 
   Incorporated by reference from Exhibit 99.1 to the Registrant�s Current Report on Form 8-K filed with the 
SEC on October 12, 2005 (File No. 000-50784). 

  

  *    Previously filed. 
 
 
 

 



 

  
 

  

 SIGNATURE 
  

 Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 
behalf by the undersigned hereunto duly authorized. 

  

 Blackboard Inc. 
  

   By:  /s/  Peter Q. Repetti 
 Name: Peter Q. Repetti 
 Title: Chief Financial Officer 

  

 May 9, 2006



 
 

  
 

 EXHIBIT 23.01 
  

 CONSENT OF INDEPENDENT ACCOUNTANTS 
  
  

 We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (No. 333-125777 and 333-
116612) of Blackboard Inc. of our report dated April 25, 2006 relating to the consolidated financial statements of WebCT, Inc., which 
appears in Amendment No. 1 to the Current Report on Form 8-K/A of Blackboard Inc. dated May 9, 2006. 

  

 /s/ PricewaterhouseCoopers LLP 
  

 Hartford, Connecticut 
 May 9, 2006



 
 

  
 

 EXHIBIT 99.1 
  

 WebCT, Inc. 
  

 Consolidated Financial Statements 
 December 31, 2003, 2004 and 2005 
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 Index 
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 Report of Independent Auditors 
  

 To the Stockholder of WebCT, Inc.: 
  

 In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations, of 
redeemable convertible preferred stock and stockholders� deficit and of cash flows present fairly, in all material respects, the financial 
position of WebCT, Inc., and its subsidiaries, at December 31, 2004 and 2005, and the results of their operations and their cash flows 
for each of the three years in the period ended December 31, 2005 in conformity with accounting principles generally accepted in the 
United States of America. These financial statements are the responsibility of the Company�s management. Our responsibility is to 
express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with 
auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

  

 /s/ PricewaterhouseCoopers, LLP 
  

 Hartford, Connecticut 
 April 25, 2006 
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 WebCT, Inc. 
 

  

 Consolidated Balance Sheets 
 

 December 31, 2004 and 2005 
  

               

      2004        2005   
   (In thousands, 
      except share amounts)   

  

 ASSETS                    
 Current assets                    

 Cash and cash equivalents    $  14,036       $  29,610  
 Short-term investments      8,991          �  
 Cash-restricted      �          1,396  
 Accounts receivable, net of reserves of $180 and $174 at December 31, 2004 

and 2005, respectively      8,761          8,799  
 Prepaid expenses and other current assets      1,434          2,774  
 Deferred income tax asset      635          635  

 Total current assets      33,857          43,214  
 Cash-restricted      1,396          �  
 Property and equipment, net      1,183          1,872  
 Intangible assets, net      189          126  
 Goodwill      1,659          1,659  
 Other assets      36          44  
 Deferred income tax asset      1,089          509  

 Total assets    $  39,409       $  47,424  
 LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED STOCK 

AND STOCKHOLDERS� DEFICIT                    
 Current liabilities                    

 Accounts payable    $  237       $  245  
 Accrued expenses      3,710          7,166  
 Deferred revenue      21,865          24,102  

 Total current liabilities      25,812          31,513  
 Deferred revenue      2,589          1,196  

 Total liabilities      28,401          32,709  
 Commitments and contingencies (Note 8)                    
 Redeemable subsidiary exchangeable stock      2,821          2,821  
 Redeemable convertible preferred stock                    

 Preferred stock, $0.01 par value                    
 Authorized � 24,745,778 shares                    
 Issued and outstanding � 16,575,680 shares at December 31, 2004 and 

2005 (liquidation preference of $158,968 and $168,364 at December 31, 
2004 and 2005, respectively)      158,112          168,017  

 Stockholders� deficit                    
 Common stock, $0.01 par value:                    

 Authorized � 41,400,000 shares                    
 Issued and outstanding � 1,720,677 and 1,841,450 shares at December 31, 

2004 and 2005, respectively      17          18  
 Additional paid-in capital      850          �  
 Accumulated other comprehensive income      15          15  
 Accumulated deficit      (150,807 )        (156,156 )

 Total stockholders� deficit      (149,925 )        (156,123 )
 Total liabilities, redeemable convertible preferred stock and stockholders� 

deficit    $  39,409       $  47,424  
  

 The accompanying notes are an integral part of these consolidated financial statements. 
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 WebCT, Inc. 
 

  

 Consolidated Statements of Operations 
 

 Years Ended December 31, 2003, 2004 and 2005 
  

                    

      2003      2004        2005   
   (In thousands) 

  

 Revenue                             
 Product    $  28,363      $  33,945       $  42,274  
 Professional services      2,749        3,936          4,566  
 Other      317        469          459  

 Total revenue      31,429        38,350          47,299  
 Cost of revenue                             
 Product      2,836        3,107          3,749  
 Professional services      3,281        4,618          5,375  
 Other      271        419          369  

 Total cost of revenue      6,388        8,144          9,493  
 Gross profit      25,041        30,206          37,806  
 Operating expenses                             

 Research and development      10,006        9,945          10,914  
 Sales and marketing      13,133        12,572          14,846  
 General and administrative      5,999        5,585          8,326  
 Amortization of intangibles      670        63          63  

 Total operating expenses      29,808        28,165          34,149  
 Income (loss) from operations      (4,767 )       2,041          3,657  

 Other income (expense)                             
 Interest income      251        278          674  
 Interest expense      (12 )       �          (2 )
 Other income      19        156          65  

 Other income, net      258        434          737  
 Income (loss) before income taxes      (4,509 )       2,475          4,394  

 Income tax benefit (provision)      2,155        (740 )        (730 )
 Net income (loss)    $  (2,354 )     $  1,735       $  3,664  

  

 The accompanying notes are an integral part of these consolidated financial statements. 
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 WebCT, Inc. 
  

 Consolidated Statements of Redeemable Convertible Preferred Stock and Stockholders� Deficit 
 Years Ended December 31, 2003, 2004 and 2005 

  
                                                   

                                                                    
                                               Other                    
       Preferred Stock           Common Stock      Paid-in                       
       Shares        Amount           Shares Capital Deficit        Total 
                           (In thousands, except share amounts)          

 Balance, 
December 31, 
2002        17,680,652       $  150,390             3,429,025     $  34     $  �     $  15      $  (140,176 )     $  (140,127 ) 

 Exercise of stock 
options                                 24,208       �       10                           10   

 Accretion of 
issuance costs, 
discounts and 
dividends on 
preferred stock                   10,022                             (10  )              (10,012 )        (10,022 ) 

 Net loss                                                                 (2,354 )        (2,354 ) 
 Balance, 

December 31, 
2003        17,680,652          160,412             3,453,233       34       �       15        (152,542 )        (152,493 ) 

 Exercise of stock 
options                                 71,752       1        32                           33   

 Purchase and 
retirement of 
stock        (1,104,972 )        (11,983 )           (1,804,308 )      (18 )      10,501                           10,483   

 Accretion of 
issuance costs, 
discounts and 
dividends on 
preferred stock                   9,683                             (9,683  )                         (9,683 ) 

 Net income                                                                 1,735          1,735   
 Balance, 

December 31, 
2004        16,575,680          158,112             1,720,677       17       850        15        (150,807 )        (149,925 ) 

 Exercise of stock 
options                                 120,773       1        42                           43   

 Accretion of 
issuance costs, 
discounts and 
dividends on 
preferred stock                   9,905                             (892  )              (9,013 )        (9,905 ) 

 Net income                                                                 3,664          3,664   
 Balance, 

December 31, 
2005        16,575,680       $  168,017             1,841,450     $  18     $  �     $  15      $  (156,156 )     $  (156,123 )  

  

 The accompanying notes are an integral part of these consolidated financial statements. 
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 WebCT, Inc. 
 

  

 Consolidated Statements of Cash Flows 
 

 Years Ended December 31, 2003, 2004 and 2005 
  

                     

      2003       2004        2005   
   (In thousands) 

  

 Cash flows from operating activities                              
 Net income (loss)    $  (2,354 )     $  1,735        $  3,664  
 Adjustments to reconcile net income (loss) to net cash provided by 

(used) in operating activities:                              
 (Increase) decrease in deferred income tax      (2,155 )       431           580  
 Depreciation      1,438        1,005           1,192  
 Amortization of intangibles      670        63           63  
 (Gain) loss on disposal of property and equipment      4        �           �  

 Changes in operating assets and liabilities:                              
 Increase in accounts receivable      (838 )       (1,900  )        (38 )
 (Increase) decrease in prepaid expenses and other current assets      (26 )       (345  )        (1,340 )
 Increase (decrease) in accounts payable      (169 )       119           8  
 Increase (decrease) in accrued expenses      (748 )       1,593           3,456  
 Increase in deferred revenue      3,014        1,702           844  
 Net cash provided by (used in) operating activities      (1,164 )       4,403           8,429  
 Cash used in operating activities of discontinued operations      (112 )       (103  )        �  

 Cash flows from investing activities                              
 Purchases of property and equipment      (652 )       (662  )        (1,881 )
 Insurance proceeds from loss of property and equipment      �        4           �  
 Decrease (increase) in other assets      65        �           (8 )
 Purchases of short term investments      (13,670 )       (8,991  )        �  
 Proceeds from maturity of short term investments      16,667        10,975           8,991  

 Net cash provided by investing activities      2,410        1,326           7,102  
 Cash flows from financing activities                              
 Repayments of capital lease obligations      (168 )       �           �  
 Repurchase of stock      �        (1,500  )        �  
 Proceeds from exercise of stock options      10        33           43  

 Net cash provided by (used in) financing activities      (158 )       (1,467  )        43  
 Net increase in cash and cash equivalents      976        4,159           15,574  
 Cash and cash equivalents, beginning of year      8,901        9,877           14,036  
 Cash and cash equivalents, end of year    $  9,877      $  14,036        $  29,610  
 Supplemental disclosure of cash flow information                              
 Cash paid for interest    $  12      $  �        $  2  
 Cash paid for taxes    $  45      $  30        $  52  
 Supplemental disclosure of non-cash investing and financing 

activities                              
 Accretion of discounts and dividends on redeemable convertible 

preferred stock      10,022        9,683           9,905  
  

 The accompanying notes are an integral part of these consolidated financial statements. 
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 WebCT, Inc. 
 

  

 Notes to the Consolidated Statements 
 

 Years Ended December 31, 2003, 2004 and 2005 
  

 1.    Nature of Business 
  

 WebCT, Inc. (formerly Universal Learning Technology, Inc.) and subsidiaries (the �Company�) is engaged in the development 
and sale of internet-based interactive teaching and learning software. 

  

 The accompanying consolidated financial statements have been prepared on a basis which assumes that the Company will 
continue as a going concern which contemplates the realization of assets and the satisfaction of liabilities and commitments in the 
normal course of business. The Company was acquired on February 28, 2006 (see Note 13). 

  

 2.    Significant Accounting Policies 
  

 Use of Estimates 
  

 The preparation of financial statements in conformity with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual 
results could differ from those estimates. 

  

 Principles of Consolidation 
  

 The accompanying consolidated financial statements include the accounts of the Company and its subsidiaries: WebCT 
Educational Technologies Corporation (�WebCT ETC�), WebCT (UK) Limited, WebCT (Australia) Pty Ltd., and WebCT Securities 
Corporation. All material intercompany accounts and transactions have been eliminated in consolidation. 

  

 Restricted Cash 
  

 Restricted cash is comprised of money market accounts pledged as collateral in connection with a facility lease agreement. The 
restriction expires on September 30, 2006. 

  

 Concentration of Credit Risk 
  

 At December 2004 and 2005, the Company had cash balances at certain financial institutions in excess of federally insured 
limits. However, the Company does not believe that it is subject to unusual credit risk beyond the normal credit risk associated with 
commercial banking relationships. 

  

 The Company sells its products in the U.S. and internationally with a focus on higher education. Sales are made directly to 
customers and through resellers. As of and for the years ended December 31, 2003, 2004, and 2005, no customer accounted for greater 
than 10% of accounts receivable or revenues, respectively. 

  

 Accounts Receivable and Allowance for Doubtful Accounts 
  

 Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The allowance for doubtful accounts is 
the Company�s best estimate of the amount of credit losses in the existing accounts receivable balance. The Company reviews the 
allowance for doubtful accounts periodically throughout the year. Accounts receivable balances are charged off against the allowance 
when the Company deems that the receivable will not be recovered. 

 7 
 
 

 



 

 
  
 

  

 WebCT, Inc. 
 

  

 Notes to the Consolidated Statements � (Continued) 
  

 The following are the changes in the balance of allowance for doubtful accounts for the three years ended December 31, 2005. 
  

                          

     
 Balance 

at              
 Write-offs, 
       

 Balance at
   

                    Net of        End of   
      of Year             Recoveries        Year   
   (In thousands)

  

 December 31, 2003    $  166      $  74      $  (152 )     $  88  
 December 31, 2004    $  88      $  184      $  (92 )     $  180  
 December 31, 2005    $  180      $  132      $  (138 )     $  174  

  

 Property and Equipment 
  

 Property and equipment are recorded at cost and depreciated over their estimated useful lives using the straight-line method, 
which range from three to five years. Leasehold improvements are amortized over the shorter of the lease term or the estimated useful 
life of the related asset. Upon retirement or sale, the cost of assets disposed of and the related accumulated depreciation are removed 
from the accounts and any resulting gain or loss is credited or charged to income. Repairs and maintenance costs are expensed as 
incurred. 

  

 Valuation of Long-Lived Assets and Goodwill 
  

 The Company has long-lived tangible and intangible assets, which are susceptible to valuation adjustments as a result of changes 
in various factors or conditions. The Company assesses the potential impairment of identifiable intangible assets and fixed assets 
whenever events or changes in circumstances indicate that the carrying value may not be recoverable. 

  

 The Company accounts for goodwill and intangible assets in accordance with Financial Accounting Standards Board (�FASB�) 
Statement of Financial Accounting Standards (�SFAS�) No. 142,  Goodwill and Other Intangible Assets  (�SFAS No. 142�). 
SFAS No. 142 requires the reassessment of the useful lives of existing recognized intangible assets and the identification of reporting 
units for purposes of assessing potential future impairments of goodwill. The Company reviews the useful lives of other intangible 
assets, other than goodwill, whenever events or changes in circumstances indicate that their carrying value may not be recoverable. 
SFAS No. 142 requires the Company to complete an impairment test of goodwill at least annually, or more frequently when events 
and circumstances occur indicating that the recorded goodwill might be impaired. The Company has one defined reporting unit. The 
goodwill impairment tests were completed, as required, and indicated that the goodwill recorded was not impaired, and no impairment 
charges were recorded by the Company in 2003, 2004, or 2005. 

  

 The Company has long-lived tangible and intangible assets, which are susceptible to valuation adjustments as a result of changes 
in various factors or conditions. In accordance with SFAS No. 144,  Accounting for the Impairment or Disposal of Long-Lived Assets , 
the Company assesses the potential impairment of long-lived assets whenever events or changes in circumstances indicate that the 
carrying value may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying 
amount of any asset to future net undiscounted cash flows expected to be generated by the asset. If such assets are considered to be 
impaired, the impairment to be recognized is measured by the future discounted cash flows compared to the carrying amount of the 
assets. 

  

 Significant judgments and estimates are involved in determining the useful lives of intangible assets, determining what reporting 
units exist and assessing whether events or circumstances would require an interim impairment analysis of goodwill or long-lived 
assets to be performed. Changes in events or circumstances including, but not limited to, technological advances or competition which 
could result in shorter useful lives, additional reporting units which may require alternative methods of estimating fair value, or 
economic or market conditions which may effect previous assumptions and estimates, could have an impact on the Company�s results 
of operations or financial position through impairment charges. 
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 WebCT, Inc. 
 

  

 Notes to the Consolidated Statements � (Continued) 
  

     Income Taxes 
  

 The Company utilizes the liability method for accounting for income taxes under SFAS No. 109, Accounting for Income Taxes. 
  The Company recognizes deferred tax liabilities and assets for the expected future tax consequences of events that have been 
included in the financial statements or tax returns. Under this method, deferred tax liabilities and assets are determined based on the 
difference between the financial reporting and tax bases of liabilities and assets using enacted tax rates in effect in the years in which 
the differences are expected to reverse. The measurement of deferred tax assets is reduced by a valuation allowance if, based upon the 
weight of available evidence, it is more likely than not that some or all of the deferred tax assets will not be realized. 

  

     Revenue Recognition 
  

 The Company recognizes revenue in accordance with Statement of Position 97-2, Software Revenue Recognition  (�SOP 97-2�), 
as amended by SOP 98-9,  Modification of SOP 97-2, Software Revenue Recognition, with Respect to Certain Transactions ; and 
Emerging Issues Task Force (�EITF�) No. 00-3, Application of AICPA Statement of Position 97-2 to Arrangements That Include the 
Right to Use Software Stored on Another Entity�s Hardware. 

  

 The Company exercises judgment and uses estimates in determining the amount of revenue to be recognized in each accounting 
period. Revenue is recognized when there is persuasive evidence of an arrangement, delivery has occurred, the fees are fixed or 
determinable, collection of the fees is considered probable, and no customer acceptance clause exists. If an acceptance clause does 
exist, revenue is deferred until customer acceptance occurs. Persuasive evidence of an arrangement is established for each type of 
revenue and each product offered based upon defined criteria consisting of one of the following: a contract signed by the customer and 
the Company, receipt of a customer purchase order, execution of a credit card transaction or receipt of payment. The Company�s 
software is generally delivered electronically through customer download. Software is deemed to be delivered when a software key is 
made available to a customer for use in downloading and operation of the software. 

  

 The Company�s software is generally licensed under agreements which include Post Contract Support (�PCS�) entitling 
customers to telephone assistance, software patches, and software upgrades on a when and if available basis. Many of the Company�s 
software arrangements include consulting and training services contracted under a professional services agreement. Such services, 
which do not involve significant production, customization or modification of the Company�s software, are also sold separately. 

  

 The Company offers both perpetual and term licenses for its software products. PCS is generally sold as a separate element in 
perpetual software license agreements, which often include a specified renewal rate. For term agreements, PCS is either sold as a 
separate element which may include a specified renewal rate or is included as part of a combined license/PCS fee and not offered 
separately. Term licenses often cover multi-year periods which generally require customers to make annual payments at the beginning 
of each year. 

  

 Assuming all other revenue recognition criteria are met, under multi-element arrangements, license revenue is recognized upon 
delivery using the residual method in accordance with SOP No. 98-9. Under the residual method, revenue is allocated to the 
undelivered elements based on vendor-specific objective evidence of fair value (�VSOE�) of such elements, and the difference 
between the total arrangement fee and the VSOE of the undelivered elements is recognized as revenue. Undelivered elements typically 
include PCS, consulting and training services. The determination of fair value of each undelivered element in multiple-element 
arrangements is based on the price charged when the same element is sold separately. If sufficient evidence of fair value cannot be 
determined for any undelivered item, all revenue from the arrangement is deferred until VSOE can be established or until all elements 
of the arrangement have been delivered with the following exception. When the only remaining undelivered element is PCS for which 
VSOE cannot be established, the entire arrangement fee is recognized as revenue ratably over the PCS term with a catch-up for any 
elapsed periods. 
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 WebCT, Inc. 
 

  

 Notes to the Consolidated Statements � (Continued) 
  

 The Company determines VSOE of software PCS based upon transactions where the PCS is sold separately, or on a contract-
specific basis, based upon optional PCS renewal rates specified in software license agreements. PCS revenue is recognized ratably 
over the contracted PCS term. In multi-year term license agreements where VSOE exists for PCS, the residual software license 
amount is recognized as revenue as the payments become due because the total fees from the arrangement are not deemed to be fixed 
or determinable due to the extended payment terms. 

  

 VSOE supporting the fair value of professional services is based upon labor rates charged by the Company when those services 
are sold separately. The Company determines VSOE of its combined term license and PCS fees (where the license and PCS are not 
sold separately) based upon customer transactions where these combined elements are sold separately. When services are sold along 
with a license and PCS, the services fees are recognized separately as the services are performed so long as VSOE exists for the 
services and either the PCS alone, or the combined term license and PCS fees, provided all other revenue recognition criteria have 
been met. For services that are sold separately, revenue is recognized as the services are performed provided all other revenue 
recognition criteria have been met. 

  

 The Company sometimes hosts its software for its customers. Hosting agreements generally do not allow customers to take 
possession of the software during the hosting period for full production use without paying a significant penalty. The agreements 
generally include access to the software for production use as well as start-up and ongoing hosting services. Multi-year hosting 
agreements are generally billed on an annual basis. For such hosting agreements, all revenue is deferred until the start-up services are 
delivered. The billed license and ongoing hosting fees are then amortized over the remaining billed term and the start-up fees are 
amortized over the estimated remaining arrangement life. 

  

 Provided all other revenue recognition criteria have been met, revenue from activities associated with publishers� electronic 
content is recognized (1) upon shipment of access keys or the content by either the publishers or the Company for shipment related 
fees; and, (2) is amortized over the estimated listing period for the fees related to the listing of publishers� content on the Company�s 
web site. 

  

 The Company accounts for revenue generated through transactions with resellers under the guidance of EITF Issue Number 99-
19,  Reporting Revenue Gross as a Principal versus Net as an Agent , and EITF Number 01-09,  Accounting for Consideration Given 
by a Vendor to a Customer (Including a Reseller of the Vendor�s Products).  Arrangements with the resellers are reviewed on a 
contract by contract basis to determine if the resulting revenue should be presented net or gross of the related commission expense. 
Where the provisions of a contract are indicative that the reseller is an agent and the Company is the principal, revenue is recognized 
on a gross basis, providing that all other revenue recognition criteria are met and the related commission expense is recorded as a cost 
of revenue. In all other circumstances, the Company recognizes the resulting revenue net of commission, providing all other revenue 
recognition criteria are met. 

  

     Revenue 
  

 The Company�s revenue is reported in three categories. Product revenue includes software license and PCS revenue, hosting 
revenue, and all publisher related revenue. Professional services revenue includes all consulting and training related revenue. Other 
revenue includes revenue from travel expenses which are billable to customers. Deferred revenue represents the difference between 
amounts invoiced to customers and amounts recognized as revenue under the Company�s revenue recognition policy. 

  

     Cost of Revenue 
  

 Cost of product revenue includes royalties and distribution costs for products sold, the costs of the Company�s customer support 
operation, costs incurred to support and maintain hosting operations, and reseller commissions. Cost of professional services revenue 
includes the costs of the Company�s professional services organization. Cost of other revenue includes the travel expenses that are 
incurred which are billable to customers. 
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 WebCT, Inc. 
 

  

 Notes to the Consolidated Statements � (Continued) 
  

     Software Development Costs 
  

 Research and development costs are generally charged to operations as incurred. SFAS No. 86, Accounting for the Costs of 
Computer Software to be Sold, Leased or Otherwise Marketed,  requires capitalization of certain computer software development 
costs incurred after technological feasibility is established. For the years ended December 2003, 2004 and 2005, no software 
development costs for internally developed software met the criteria for capitalization as the Company�s current process for 
developing software is essentially completed concurrently with the establishment of technological feasibility. On January 31, 2005, 
the Company entered into an agreement whereby it prepaid a third party $700,000 for the right to bundle its software with the 
Company�s products. The Company capitalized the payment according to the provisions of SFAS No. 86 and is amortizing the 
balance over three years. As of December 31, 2004 and December 31, 2005 the Company�s net capitalized software balance was $0 
and $486,000. The Company recorded software amortization costs of $0, $0, and $214,000 for the years ended December 31, 2003, 
2004 and 2005, respectively. Capitalized software is included in property and equipment in the accompanying consolidated balance 
sheets. 

  

     Foreign Currency Translation 
  

 The functional currency of the Company�s foreign subsidiaries is the U.S. dollar. The Company remeasures the monetary assets 
and liabilities of its foreign subsidiaries, which are maintained in the local currency ledgers, at the rates of exchange in effect at year 
end. Revenues and expenses recorded in the local currency during the period are translated using average exchange rates for each 
month. Non-monetary assets and liabilities are translated using historical rates. Resulting adjustments from the remeasurement process 
are included in other income in the accompanying consolidated statements of operations. The $15,000 balance of accumulated other 
comprehensive income was recorded in 1998 when the functional currency of the Canadian subsidiary was the Canadian dollar. 

  

     Advertising Costs 
  

 Costs related to advertising are charged to expense when incurred and are included in sales and marketing expense in the 
accompanying statement of operations. Advertising costs were $75,000, $4,000, and $5,000 for the years ended December 31, 2003, 
2004 and 2005, respectively. 

  

     Accounting for Stock-Based Compensation 
  

 The Company accounts for stock-based awards to employees using the intrinsic value method as prescribed by Accounting 
Principles Board (�APB�) Opinion No. 25,  Accounting for Stock Issued to Employees,  and related interpretations. The Company has 
adopted the provisions of SFAS No. 123,  Accounting for Stock-Based Compensation,  through disclosure only. All stock-based 
compensation awards to non-employees are accounted for at their fair value in accordance with SFAS No. 123 and EITF No. 96-18,  
Accounting for Equity Instruments that are Issued to Other than Employees for Acquiring, or in Conjunction with Selling, Goods or 
Services.  The Company has adopted the disclosure provisions of SFAS No. 148,  Accounting for Stock-Based Compensation 
Transition and Disclosure � an amendment of FASB SFAS No. 123,  for all stock-based awards. 

  

 The following is a reconciliation of the net income (loss) had the Company applied the minimum value recognition provision of 
SFAS No. 123 to stock based employee compensation for 2003, 2004, and 2005. 
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 Notes to the Consolidated Statements � (Continued) 
                    

      2003       2004        2005   
  (In thousands) 

  

 Net income (loss) as reported    $  (2,354 )     $  1,735       $  3,664  
 Add: Stock-based employee compensation expense included in reported 

net loss      �        �          �  
 Less: Stock based employee compensation expense determined under fair 

value method      �        �          (15 )
 Pro forma net income (loss)    $  (2,354 )     $  1,735       $  3,649  

  

 For purposes of pro forma disclosure, the fair value of each option grant was estimated on the date of grant using the minimum 
value method with the following assumptions for grants in 2003, 2004 and 2005: 

  
                    

      2003        2004        2005    
 Risk-free interest rate      2.85 %       3.40 %        4.00 %
 Expected life from date of grant      5 years         5 years          5 years   
 Expected dividend yield      �         �          �   
 Expected volatility      0 %       0 %        0 %
 Weighted average fair value per share of options granted    $  �       $  �       $  0.02   

  

 Guarantor Arrangements 
  

 In November 2002, the FASB issued FASB Interpretation No. 45 (�FIN�), Guarantor�s Accounting and Disclosure 
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others an interpretation of SFAS Nos. 5, 57 and 107 
and rescission of FIN 34.  The interpretation requires that a guarantor recognize, at the inception of a guarantee, a liability for the fair 
value of the obligation undertaken by issuing the guarantee. The interpretation also requires additional disclosures to be made by a 
guarantor in its financial statements about its obligations under certain guarantees it has issued. The following is a summary of the 
Company�s agreements that are within the scope of FIN 45. 

  

 The Company�s software license agreements generally include certain provisions for indemnifying customers against costs and 
damages finally awarded against such customers in connection with third party claims that the Company�s software products infringe 
a third party�s intellectual property rights in the United States of America and Canada. Such provisions generally include certain 
exclusions, which are customarily included in such indemnifications. To date, the Company has not incurred any material costs as a 
result of such indemnifications and has not accrued any liabilities related to such obligations in the consolidated financial statements. 

  

 The Company�s software license agreements also generally include a warranty that the software products will, for a period of 
one year (and, in some cases, for a period greater than one year) following the first delivery under the license agreement of a license 
key for the software, operate substantially as described in the then-current applicable system administrator guide generally released by 
Company to its licensees, subject to certain exclusions customarily included in such warranties. In addition, the Company�s 
professional services agreements generally include a warranty that the services provided by Company will be performed in a good and 
workmanlike manner, subject to the instructions provided by the applicable customer, and that of the professional services agreement. 
To date, the Company has not incurred any material costs associated with these warranties and has not accrued any liabilities related to 
such obligations in the consolidated financial statements. 

  

 As permitted under Delaware law, the Company�s By-Laws provide that the Corporation will indemnify any director, officer, 
employee or agent of the Company or anyone serving in these capacities at the Company�s request for certain claims asserted against 
them with respect to their Company activities. The maximum potential amount of future payments the Company could be required to 
pay is unlimited. To date, 
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 Notes to the Consolidated Statements � (Continued) 
 the Company has had no claim asserted under the indemnification it provides and is unaware of any matters that would give rise to 
such a claim. Therefore, the Company has not accrued any liability associated with such indemnification. The Company also has 
insurance that reduces its monetary exposure. 

  

 Throughout the normal course of business, the Company has agreements with vendors that provide goods and services required 
by the Company to run its business. In some instances, vendor agreements include language that requires the Company to indemnify 
the vendor from certain damages caused by the Company�s use of the vendor�s goods and/or services. The Company believes that the 
estimated fair value of these indemnification commitments is minimal. The Company also has insurance that would allow it to recover 
a portion of any future amounts that could arise from these indemnifications. 

  

 The Company has indemnification provisions incorporated into its real estate leases for office space. These provisions require 
that the Company indemnify the lessor from any claims asserted against the lessor relating to personal injury and property damage 
caused by the Company or incurred by individuals on or in the leased property, violations of law or any claims arising from the 
Company�s breach of its contractual obligations under the leases. The Company has never paid any material amounts to defend 
lawsuits or settle claims related to these indemnification provisions and is unaware of any matter that would give rise to any claim. As 
a result, the Company believes that the estimated fair value of these indemnification commitments is minimal. The Company also has 
insurance that would allow it to recover a portion of any future amounts that could arise from these indemnifications. 

  

 Reclassifications 
  

 Certain reclassifications have been made in prior years� financial statements to conform to the current year�s presentation. 
  

 3.    Cash, Cash Equivalents and Investments 
  

 The Company considers all highly liquid investments purchased with original maturities of 90 days or less to be cash 
equivalents. Investments for which the Company has the positive intent and ability to hold to maturity are classified as held-to-
maturity investments and are reported at amortized cost plus accrued interest, which approximates fair value. As of December 31, 
2004, the Company�s short-term investments were classified as held-to-maturity. To date, the Company has not sold or transferred any 
investments classified as held-to-maturity and has not recorded any realized gains or losses on the sale of investments. 

  
                                 

       2004      2005            
      Amortized Fair Amortized  Fair        
       Cost      Value      Cost      Value            
      (In thousands)        

  

 Cash and cash equivalents                                                  
 Money market accounts     $  11,136      $  11,136      $  26,436      $  26,436              
 Cash       2,900        2,900        3,174         3,174              

 Total cash and cash equivalents       14,036        14,036        29,610         29,610              
 Short-term investments                                                  

 Certificate of deposits       8,991        8,991        �         �              
 Total short-term investments       8,991        8,991        �         �              
 Total cash, cash equivalents and short-term 

investments       23,027        23,027        29,610         29,610              
 Cash-restricted       1,396        1,396        1,396         1,396              

 Total cash, cash equivalents, certificate of 
deposit (restricted) and investments     $  24,423      $  24,423      $  31,006      $  31,006              
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 Notes to the Consolidated Statements � (Continued) 
  

 4.    Property and Equipment 
  

 Property and equipment, stated at cost, net of accumulated depreciation, is as follows: 
  

               

      2004        2005   
   (In thousands) 

  

 Computer equipment, software, and other equipment    $  6,853        $  7,537  
 Furniture, fixtures, and leasehold improvements      1,434           1,627  
 Third party software      �           700  
        8,287           9,864  
 Less: Accumulated depreciation and amortization      (7,104  )        (7,992 )
      $  1,183        $  1,872  

  

 Depreciation and amortization expense for the years ended December 31, 2003, 2004 and 2005 amounted to $1,438,000, 
$1,005,000, and $1,192,000, respectively. 

  

 5.    Intangible Assets 
  

 Intangible assets, stated at cost, net of accumulated amortization, are as follows: 
  

              

      2004        2005   
    (In thousands) 

  

 IP Patent rights    $  325       $  325  
 Less: Accumulated amortization      (136 )        (199 )
      $  189       $  126  

  

 Other intangible assets are amortized on a straight-line basis over their estimated useful lives. The IP Patent rights are being 
amortized through December 2007. 

  

 Amortization expense for the years ended December 31, 2003, 2004 and 2005 amounted to $670,000 $63,000 and $63,000 
respectively. The Company projects that amortization for the years 2006 and 2007 will be $63,000 per year. 

  

 6.    Income Taxes 
  

 The Company�s provision (benefit) for income taxes for the years ended December 31, 2003, 2004 and 2005 are as follows: 
  

                            

      2003       2004       2005            
   (In thousands)        

  

 Current                                       
 Federal    $  �      $  8      $  41             
 State      �        �         6             
 Foreign      �        156         67             

        �        164         114             
 Deferred                                       

 Federal      �        �         �             
 State      �        �         �             
 Foreign      (2,155 )       576         616             

        (2,155 )       576         616             
 Total tax provision (benefit)    $  (2,155 )     $  740      $  730             
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 The income tax benefit for the year ended December 31, 2003 and the income tax provision for the years ended December 31, 
2004 and December 31, 2005, differed from statutory rates primarily due to changes in the deferred tax asset valuation allowance. 

  

 Temporary differences that give rise to significant deferred tax assets as of December 31, 2004 and 2005 are as follows: 
  

              

      2004        2005   
   (In thousands) 

  

 Property and equipment    $  857       $  1,105  
 Intangible assets      3,008          2,659  
 Deferred revenue      225          414  
 Accrued expenses      14          238  
 Capitalized research and development costs      4,690          3,925  
 Net operating loss carryforwards      35,581          33,116  
 Other      87          133  
        44,462          41,590  
 Less: Valuation allowance      (42,172 )        (39,962 )
 Deferred tax asset      2,290          1,628  
 Unrealized foreign exchange gain      566          484  
 Deferred tax liability      566          484  
 Net deferred tax asset    $  1,724       $  1,144  

  

 The Company has available net operating loss carryforwards of approximately $84.4 million at December 31, 2005, which may 
be used to reduce future taxable income. Of this amount, U.S. federal and state net operating loss carryforwards of approximately 
$81.8 million expire at various dates through 2023 if not utilized, Canadian federal net operating loss carryforwards of approximately 
$1.9 million expire in 2006, if not utilized, and certain other non-U.S. net operating loss carryforwards of approximately $0.7 million 
may be carried forward indefinitely. 

  

 As required by SFAS No. 109, management of the Company has evaluated the positive and negative evidence bearing upon the 
realizability of its deferred tax assets, which are comprised principally of net operating losses. 

  

 In 2003, management determined that it was more likely than not that the Company would recognize the benefits of its Canadian 
deferred tax assets and, as a result, the Company reversed the Canadian portion of the valuation allowance of $2,155,000 at 
December 31, 2003. 

  

 Management has determined that it is more likely than not that the Company will not recognize the benefits of its remaining 
deferred tax assets and, as a result, valuation allowances for $42,172,000 and $39,962,000 were maintained at December 31, 2004 and 
2005, respectively. 

  

 Utilization of U.S. federal net operating losses may be subject to substantial limitations due to ownership change limitations 
provided by the Internal Revenue Code of 1986, as amended. Non-U.S. net operating losses may also be subject to substantial 
limitations in accordance with local tax laws. These annual limitations may result in the expiration of net operating losses before 
utilization. 

  

 The current year fluctuation in the deferred tax asset is the result of the utilization of the Canadian federal net operating loss 
carryforward to offset current period taxable income and the deemed utilization of this carryforward to offset income related to 
cumulative unrealized exchange gains on WebCT ETC�s balance sheet. The deferred tax balance was also impacted by changes in 
currency exchange rates during the period. 
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 Notes to the Consolidated Statements � (Continued) 
  

     Tax Reserves 
  

 The Company is involved in tax proceedings arising in the ordinary course of business and periodically assesses its liabilities and 
contingencies in connection with these matters based upon the latest information available. For those matters where it is probable that 
the Company has incurred a loss due to potential tax liabilities and the loss or range of loss can be reasonably estimated, reserves have 
been recorded in the consolidated balance sheets. In other instances, the Company is unable to make a reasonable estimate of any 
liability because of the uncertainties related to both the probable outcome and amount or range of loss. As additional information 
becomes available, the Company adjusts its assessment and estimates of such liabilities accordingly. 

  

 In connection with such matters, the Company had tax reserves of $224,000 and $424,000 at December 31, 2004 and 2005, 
respectively. These balances were included in accrued expenses. As of December 31, 2004, $51,000 of the reserve was associated with 
taxes charged to general and administrative expenses and $173,000 was associated with income taxes. As of December 31, 2005, 
$250,000 of the reserve was associated with taxes charged to general and administrative expenses and $174,000 was associated with 
income taxes. The resolution of the Company�s tax proceedings are unpredictable and could result in tax liabilities that are 
significantly higher or lower than that which has been provided by the Company. However, the Company does not believe that any 
other matters or proceedings presently pending will have a material adverse effect on its financial position or results of operations. 

  

 7.    Accrued Expenses 
  

 Accrued expenses for the years ended December 31, 2004 and 2005 are as follows: 
  

              

      2004        2005   
   (In thousands) 

  

 Accrued employee compensation and benefits    $  2,012       $  3,377  
 Accrued professional fees      543          2,267  
 Accrued payroll and other taxes      305          434  
 Accrued tax reserve      224          424  
 Accrued lease and facilities expense      147          50  
 Accrued other      479          614  
      $  3,710       $  7,166  

  

 8.    Commitments and Contingencies 
  

     Royalty/Support Obligations 
  

 In June 1999, the Company entered into a technology licensing agreement with the University of British Columbia (�UBC�), 
granting the Company exclusive, worldwide license to use the WebCT software and to manufacture, distribute, sell and/or license this 
product or products derived from such technology. The Company was required to pay to UBC an annual royalty of $175,000 for five 
years. The Company made the final payment in June 2003, and UBC transferred to the Company ownership of the technology and any 
improvements. The Company recorded the royalty payments as a charge to cost of product revenues over the term of the agreement. 
Royalty expense recorded for the years ended December 31, 2003, 2004, and 2005 totaled approximately $175,000, $66,000, and $0, 
respectively. 

  

 The Company bundles certain third party software with its own products for shipments to customers. Under the most recent 
amendments to the Company�s existing arrangements with its third party software vendors, the Company has minimum future license 
and support payment obligations of $190,000 and $164,000 in 2006 and 2007 respectively. 
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 Notes to the Consolidated Statements � (Continued) 
  

     Leases 
  

 The Company conducts its operations in leased facilities and is obligated to pay monthly rent through August 2006. Rent 
expense charged to operations in 2003, 2004 and 2005 was approximately $1,914,000, $1,805,000, and $1,888,000 respectively. 
Future minimum lease payments under its operating leases are as follows: 

  
        

       Operating   
       Leases   
       (In thousands)

  

 For the year ending December 31,           
 2006     $  1,319  
 2007        409  
 2008        425  
 2009        126  

 Total future minimum lease payments     $  2,279  
  

 In 2003 and 2004, the Company made remaining facility lease payments of, $112,000 and $102,000 respectively that had been 
accrued as part of the discontinuation of its Mathforum business unit in 2000. 

  

 9.    Capital Stock 
  

     Common Stock 
  

 As of December 31, 2005, the Company has authorized the issuance of 39,400,000 shares of Class A voting common stock and 
2,000,000 shares on Class B non-voting common stock. To date, no Class B shares have been issued. The only difference between 
Class A common stock and Class B common stock is the right to vote. Class B common stock is convertible into Class A common 
stock on a one for one basis at any time. 

  

     Preferred Stock 
  

 As of December 31, 2005, the Company has authorized the issuance of preferred stock designated as follows: 
  

                    

      Voting       Nonvoting       Total   
 Preferred stock                            

 Series A      58,891        �         58,891  
 Series B      280,000        49,785         329,785  
 Series C      3,805,658        406,555         4,212,213  
 Series D (Jr.)      724,888        �         724,888  
 Series E      4,750,000        700,000         5,450,000  
 Series F (Jr.)      1,470,000        �         1,470,000  
 Series G      8,500,000        �         8,500,000  

        19,589,437        1,156,340         20,745,777  
 Special voting stock      1        �         1  
 Undesignated      4,000,000        �         4,000,000  

        23,589,438        1,156,340         24,745,778  
  

 Series A, B, C, E, G redeemable convertible preferred stock will be collectively known as senior preferred stock. 
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 Series D and F redeemable convertible preferred stock will be collectively known as junior preferred stock. 
  

 The Company has designated certain shares of preferred stock as nonvoting. The rights, preferences and privileges of the 
nonvoting preferred stock are identical to those of its corresponding series of preferred stock, except with respect to voting rights and 
conversion rights. The holders of nonvoting preferred stock shall have no right to vote on any matters. In addition, all shares of 
nonvoting preferred stock are only convertible into shares of nonvoting common stock. Each holder of nonvoting preferred stock is 
entitled to convert any and all shares of nonvoting preferred stock into the same number of shares of its corresponding series of voting 
preferred stock, subject to certain restrictions, as defined. 

  

 Redeemable convertible preferred stock at December 31, 2004 and 2005 consisted of the following: 
  

                

      2004        2005   

     
 (In thousands, except share 

data)   
  

 Series A redeemable convertible preferred stock (Series A Preferred Stock), 
$0.01 par value:                     

 Issued and outstanding- 58,891 shares (liquidation preference of $1,364 and 
$1,434 as of December 31, 2004 and 2005 respectively)    $  1,364        $  1,434  

 Series B redeemable convertible preferred stock (Series B Preferred Stock), 
$0.01 par value:                     

 Issued and outstanding- 274,964 shares (liquidation preference of $16,095 and 
$17,715 as of December 31, 2004 and 2005 respectively)      16,082           17,715  

 Series C redeemable convertible preferred stock (Series C Preferred Stock), 
$0.01 par value:                     

 Issued and outstanding- 3,805,648 shares (liquidation preference of $25,271 
and $27,843 as of December 31, 2004 and 2005 respectively)      25,270           27,828  

 Series E redeemable convertible preferred stock (Series E Preferred Stock), 
$0.01 par value:                     

 Issued and outstanding- 4,670,688 shares (liquidation preference of $32,736 
and $34,250 as of December 31, 2004 and 2005 respectively)      32,565           34,197  

 Series F redeemable convertible preferred stock (Series F Preferred Stock), 
$0.01 par value:                     

 Issued and outstanding- 1,132,180 shares (liquidation preference of $7,925 
and $7,925, as of December 31, 2004 and 2005 respectively)      7,919           7,925  

 Series G redeemable convertible preferred stock (Series G Preferred Stock), 
$0.01 par value:                     

 Issued and outstanding- 6,633,309 shares (liquidation preference of $75,577 
and $79,197 as of December 31, 2004 and 2005 respectively)      74,912           78,918  

      $  158,112        $  168,017  
  

     Series D Convertible Preferred Stock and Redeemable Subsidiary Exchangeable Stock 
  

 The Company has designated 724,888 shares of preferred stock as Series D convertible preferred stock (�Series D preferred 
stock�). In connection with the acquisition of WebCT ETC in 1999, the Company issued Redeemable Subsidiary Exchangeable Stock 
(�Exchangeable stock�), which is convertible into shares of Series D preferred stock. 

  

 In connection with the issuance of the Exchangeable stock, the Company authorized and issued to the majority shareholder of the 
Exchangeable stock 1 share of Special Voting Stock (�Special Voting Stock�). The holder of record of this share shall have the 
number of votes equal to the votes to which the holders of the 
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 outstanding and vested shares of the Exchangeable stock would be entitled if all such shares were exchanged by the holders thereof 
for shares of Series D preferred stock on all matters submitted to a vote of the stockholders of the corporation. In respect of all matters 
concerning the voting shares, the Special Voting Stock and the common stock of the Company shall vote as a single class. 

  

 In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Company, the holder of the share of 
Special Voting Stock shall be paid an amount equal to $1. 

  

     Rights and Preferences of Preferred Stock 
  

 The rights, preferences and privileges of the preferred stock are listed below: 
  

     Dividends 
  

 The Company shall not declare or pay any dividends on shares of common stock unless all accrued dividends on the preferred 
stock are paid in full. Holders of Series A, Series B, Series C, Series E and Series G preferred stock are entitled to receive cumulative 
dividends at an annual rate of 8%, 10%, 10%, 6% and 6%, respectively, and any other dividends that the Company may issue when 
and as declared. The dividends on Series B and Series C compound annually. 

  

 In the event that the Company shall declare a cash dividend payable upon the then outstanding shares of common stock, the 
holders of Series D and Series F preferred stock shall be entitled to the amount of dividends on the Series D and Series F preferred 
stock, respectively, as would be if the holders converted their shares into common stock. 

  

 The Company has not paid any dividends on preferred stock. The cumulative accreted dividends for the years ended 
December 31, 2003, 2004, and 2005 are as follows: 

  
                                        

       2003      2004      2005   
       Dividends        Dividends Dividends Dividends Dividends        Dividends
       Accreted        Per Share      Accreted      Per Share      Accreted        Per Share   
      (In thousands, except share data)

  

 Series A     $  432        $  7.33      $  501      $  8.50      $  570        $  9.68  
 Series B        5,687           20.68        7,147        25.99        8,768           31.89  
 Series C        8,188           2.15        10,481        2.75        13,039           3.43  
 Series D        �           �        �        �        �           �  
 Series E        6,054           1.30        7,561        1.62        9,075           1.94  
 Series F        �           �        �        �        �           �  
 Series G        14,100           1.82        15,577        2.35        19,197           2.89  
       $  34,461                  $  41,267               $  50,649              

  

 The total accretion to preferred stock also includes amounts for closing costs incurred and discounts and warrants issued in 
connection with the issuance of preferred stock. The total preferred stock accretion for the years ended December 31, 2003, 2004 and 
2005 are as follows: 

  
                    

      2003       2004        2005   
  (In thousands) 

  

 Change in cumulative accreted dividends    $  9,226      $  6,806       $  9,382  
 Reduction in cumulative accreted dividends due to repurchase of 

Series G preferred shares (Note 11)      �        2,157          �  
 Total annual dividend accretion      9,226        8,963          9,382  

 Closing costs, warrants and discounts      796        720          523  
      $  10,022      $  9,683       $  9,905  
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 Conversion 
  

 Each share of Series A and Series B preferred is convertible, at the option of the holder, at any time, into 16 shares of Class A 
voting common stock (�Class A common stock�). Each share of Series C, Series E, Series F and Series G preferred stock is 
convertible, at the option of the holder, at any time, into one share of common stock. The 724,888 shares of Series D preferred stock 
(none of which were outstanding at December 31, 2005) are convertible, at the option of the holder, at any time, in part or in total on a 
prorated basis, into 523,157 shares of common stock. Each outstanding share of voting and nonvoting Series A, Series B and Series C 
preferred stock shall be automatically converted into shares of Class A or Class B common stock, respectively, upon the closing of an 
underwritten public offering in which the aggregate gross proceeds received by the Company equal or exceed $10,000,000 and the 
price per share of common stock is such that the equity valuation of the Company immediately prior to such public offering is at least 
$70,000,000 (�a Qualified Offering�). 

  

 Immediately upon the closing of an underwritten public offering and upon the consent of the majority of the holders of the then 
outstanding Series D and Series F preferred stock, each share of Series D and Series F preferred stock shall each be converted into 
Class A common stock. Series D preferred shall be converted as described above and Series F preferred shall be converted on a one 
for one basis. 

  

 Each outstanding share of Series E preferred stock shall be automatically converted into one share of Class A common stock 
upon the closing of an underwritten public offering in which (i) the aggregate net proceeds to the Company are at least $25,000,000 
and (ii) the price per share of Class A common stock is equal to or greater than two times the Series E original issuance price of $5.39, 
subject to adjustment. 

  

 Each outstanding share of Series G preferred stock shall be automatically converted into one share of Class A common stock 
upon the closing of an underwritten public offering in which (i) the aggregate net proceeds to the Company are at least $25,000,000 
and (ii) the price per share of Class A common stock is equal to or greater than $15.00. 

  

     Voting Rights 
  

 The holders of the voting preferred stock are entitled to vote on all matters with the common stockholders as if they were one 
class of stock except under certain circumstances, as defined. Each holder of preferred stock is entitled to the number of votes equal to 
the largest number of whole shares of common stock into which such holder�s shares of preferred stock are then convertible. 

  

     Redemption Rights 
  

 Upon the request of holders of not less than 67% of the outstanding shares of Series A preferred stock, the Company will be 
required to redeem, to the extent it may do so under applicable law, shares of Series A preferred stock of the holders requesting such 
redemption at a price equal to $14.66 per share plus accrued and unpaid dividends. Series A preferred stockholders can make the 
election to redeem up to 100% of their originally purchased Series A preferred stock on the one remaining redemption date of June 30, 
2006. 

  

 Upon the request of any holder of outstanding shares of Series B preferred stock, the Company will be required to redeem, to the 
extent it may do so under applicable law, shares of Series B preferred stock held by the holders requesting such redemption. The 
redemption price for each share of Series B preferred stock shall be the greater of $32.54 per share plus accrued and unpaid dividends, 
or the fair market value of such shares on the applicable redemption date determined in good faith by the Board of Directors. Series B 
preferred stockholders can make the election to redeem up to 100% of their originally purchased Series B preferred stock on the one 
remaining redemption date of June 30, 2006. 

  

 Upon the election of the holders of a majority interest of the then outstanding shares of Series C preferred stock, the Company 
will be required to redeem, to the extent it may do so under applicable law, shares of Series C preferred stock held by the holders 
requesting such redemption within 120 days from the earlier of 
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 either (i) the date of exercise of or intent to exercise redemption rights by the holders of any other class of preferred stock or (ii) the 
remaining redemption date of May 1, 2006. The redemption price for each share of Series C preferred stock shall be the greater of 
$3.89 per share plus accrued and unpaid dividends, or the fair market value of such shares on the applicable redemption date 
determined in good faith by the Board of Directors. 

  

 Upon the election of the holders of a majority interest of the then outstanding shares of Series E preferred stock, the Company 
will be required to redeem, to the extent it may do so under applicable law, shares of Series E preferred stock held by the holders 
requesting such redemption within 120 days from the earlier of either (i) the date of exercise of or intent to exercise redemption rights 
by the holders of any other class of preferred stock or (ii) the remaining redemption date of December 31, 2006. The redemption price 
for each of Series E preferred stock shall be the greater of $5.39 per share plus accrued and unpaid dividends, the amount per share as 
would have been payable had each share of Series E preferred stock been converted into common stock prior to liquidation, and had 
shared ratably in any distribution with Series A, Series B, Series C, Series E and Series G preferred stock and common stock, or the 
fair market value of such shares on the applicable redemption date determined in good faith by the Board of Directors. 

  

 Upon the election of the holders of a majority interest of the then outstanding shares of Series G preferred stock, the Company 
will be required to redeem, to the extent it may do so under applicable law, shares of Series G preferred stock held by the holders 
requesting such redemption within 120 days from the earlier of either (i) the date of exercise of or intent to exercise redemption rights 
by the holders of any other class of preferred stock or (ii) the two remaining redemption dates of June 30, 2006 and June 30, 2007. 
Series G preferred stockholders can make the election to redeem two-thirds of the originally purchased Series G preferred stock on the 
June 30, 2006 and 100% of the shares on June 30, 2007. The redemption price for each share of Series G preferred stock shall be the 
greater of $9.05 per share plus accrued and unpaid dividends, the amount per share as would have been payable had each share of 
Series G preferred stock been converted into common stock prior to liquidation, and had shared ratably in any distribution with 
Series A, Series B, Series C Series E and Series G preferred stock and common stock, or the fair market value of such shares on the 
applicable redemption date determined in good faith by the Board of Directors. 

  

 Effective upon the closing of an initial public offering not meeting the criteria of a Qualified Offering, each holder may request 
the Company redeem shares of Series B, Series C, Series E and Series G preferred stock at a price equal to $32.54; $3.89; $5.39 and 
$9.05, respectively, plus any accrued unpaid dividends. 

  

     Liquidation, Dissolution or Winding-Up 
  

 In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Company, the holders of shares of 
Series G and Series E preferred stock shall be entitled to be paid, pari passu, out of the assets of the Company available for distribution 
and before any payments shall be made to the holders of Series A, B, C, D and F preferred stock or common stock, an amount equal to 
the greater of the original issuance price plus all accrued but unpaid dividends or an amount per share of Series E and G preferred 
stock as would have been payable had each share of Series E and G preferred stock been converted to common stock immediately 
prior to such liquidation (�liquidation preference�). 

  

 In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Company, the holders of shares of 
Series A, B, and C preferred stock shall be entitled to be paid, pari passu, out of the assets of the Company available for distribution 
and subject to the full payment of the Series E and G preferred stock liquidation preference and before any payments shall be made to 
the holders of D and F preferred stock or common stock, an amount equal to the original issue price plus all accrued but unpaid 
dividends. 

  

 In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Company, the holders of shares of 
Series D and F preferred stock shall be entitled to be paid, pari passu, out of the assets of the Company available for distribution and 
subject to the full payment of the Series A, B, C, E and G 
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 preferred stock liquidation preference and before any payments shall be made to the holders of common stock, an amount equal to the 
greater of the original issuance price plus all accrued but unpaid dividends or an amount per share as would have been payable had 
each share of Series D and F preferred stock been converted to common stock immediately prior to such liquidation. 

  

 In the event of any voluntary or involuntary liquidation, dissolution, or winding-up of the Company, each shareholder shall be 
entitled to be paid, pari passu, out of the assets of the Company available for distribution subject to the full payment of the Series A, 
B, C, D, E, F and G preferred stock liquidation preferences. 

  

 In September and October of 2005, the holders of the Company�s Series B, C, E, F, and G convertible preferred stock and the 
holders of the subsidiary exchangeable stock executed a Preferred Shareholder Agreement and Irrevocable Proxy and an amendment 
thereto (�PSVA�) whereby they agreed to give up a portion of any proceeds they would otherwise receive as a result of the sale of the 
Company to fund a bonus arrangement for the senior management of the Company in order to provide an incentive to maximize the 
proceeds from the potential sale of the Company (see Note 13). The PSVA also provided for a bonus pool for other Company 
employees and for the waiver of the rights to any dividends that otherwise would have accrued after September 30, 2005. The PSVA 
provided for its implementation via an amendment to the Company�s Charter after execution of a definitive agreement for the sale of 
the Company for no less than $175 million. The charter amendment was implemented in February of 2006. 

  

     Subsidiary Exchangeable Stock 
  

 In connection with the acquisition of WebCT ETC, the Company issued a total of 724,888 shares of exchangeable stock. The 
rights, preferences and privileges of the exchangeable stock are as follows: 

  

     Voting 
  

 The holders of exchangeable stock shall not be entitled to vote at any meeting of the members of the Company. The voting rights 
of these shares are controlled by the holder of the share of Special Voting Stock. 

  

     Dividends 
  

 The holders of exchangeable stock shall be entitled to receive dividends at such time as dividends are declared on Series D 
preferred stock, and will be paid in an amount calculated at the Canadian dollar equivalent, as defined. 

  

     Liquidation 
  

 In the event of a liquidation, as defined, the holders of exchangeable stock shall by entitled to receive the Canadian dollar 
equivalent, as defined, of an amount equal to the value that would be paid out if the holders had converted into shares of Series D 
preferred stock. 

  

     Redemption 
  

 The holders of exchangeable stock are entitled at any time to require the Company to redeem each of the exchangeable shares for 
$3.89 per share for a total redemption value of $2,821,000 U.S. dollars. WebCT ETC shall also be entitled to redeem the exchangeable 
stock for this value on the earlier of (i) a sale or merger of the Company, as defined, (ii) the date upon which the Company�s common 
stock is listed for trading on a stock exchange in Canada or the United States, (iii) a liquidation event, as defined, and (iv) June 1, 
2009. 

  

 Upon the request of the holders of exchangeable stock to redeem their shares, the Company has the right to decide to effect such 
redemption by issuing one share of Series D preferred stock of the Company plus cash for any declared but unpaid dividends, for each 
share of exchangeable stock. 
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     Exchange Rights 
  

 Shares of subsidiary exchangeable stock are exchangeable, at the election of the holders into a like number of shares of Series D 
preferred stock of the Company, which are then exchangeable into an aggregate of 523,157 shares of the common stock. 

  

 10.    Stock Options and Warrants 
  

     Stock Plan 
  

 In 1997, the Board of Directors (the �Board�) adopted the 1997 Stock Plan (the �Plan�). The Plan authorizes the Board to grant 
options to purchase common stock and purchase rights to employees, members of the Board, and consultants and advisors of the 
Company. 

  

 Options issued under the Plan may be either incentive stock options (�ISOs�) or nonqualified stock options at the discretion of 
the Board. ISOs may not be granted at less than fair market value on the date of grant. ISO grants to holders of 10% or more of the 
combined voting power of all classes of the Company�s stock must be granted at an exercise price of not less than 110% of the fair 
market value at the date of grant. The Board can establish the terms of the grants including exercise price, vesting provision, and the 
term of the options, not to exceed ten years (five years for 10% shareholders) following the date of the grant. 

  

 At December 31, 2005, the total number of shares of common stock which were eligible for issue under the Plan was 7,262,661. 
This number can be increased by a Board resolution, subject to the approval of the shareholders. The Company had 551,397 shares 
available for future option grants under the Plan at December 31, 2005. 

  

 The following table summarizes the Company�s option activity: 
  

              

               Average   
      Number of        Exercise   
      Shares        Price   

 Outstanding at December 31, 2002      5,677,051       $  0.67  
 Granted      343,000          0.35  
 Exercised      (24,208 )        0.41  
 Canceled      (277,473 )        1.03  
 Outstanding at December 31, 2003      5,718,370          0.64  
 Granted      519,366          0.35  
 Exercised      (71,752 )        0.46  
 Canceled      (274,541 )        0.71  
 Outstanding at December 31, 2004      5,891,443          0.60  
 Granted      632,625          0.48  
 Exercised      (120,773 )        0.36  
 Canceled      (193,873 )        0.83  
 Outstanding at December 31, 2005      6,209,422       $  0.58  
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 The following table summarizes information about stock options outstanding at December 31, 2005: 
  

                   

              Weighted            
              Average            
              Remaining            
 Exercise    Options       Contractual        Options   
 Price    Outstanding       Life (Years)        Exercisable   
 $0.15     45,664        2.67          45,664  
  0.20     2,700        3.42          2,700  
  0.35     5,389,229        7.10          4,387,537  
  0.60     32,050        9.49          2,006  
  0.61     1,250        3.33          1,250  
  1.56     56,500        3.06          56,500  
  1.75     52,000        9.88          937  
  1.95     226,685        3.50          226,685  
  2.00     300,740        5.44          300,740  
  3.77     46,700        4.19          46,700  
  4.90     25,050        4.34          25,050  
  6.00     30,854        4.75          30,854  
       6,209,422        6.81          5,126,623  

  

     Warrants 
  

 During 1998, the Company issued warrants to purchase 9,324 shares of the Company�s preferred stock. Upon the closing of the 
Company�s Series B preferred stock financing in June 1998, these warrants became exercisable for shares of Series B Preferred Stock 
at an exercise price of $32.54 per share. The warrants have a 10-year life. As of December 31, 2005, none of the investors had 
exercised these warrants. The warrants had an aggregate fair value of $136,000 at the date of issuance. This value has been recorded 
as a discount to the Series B preferred stock and is being accreted based on the redemption provisions effective for Series B preferred 
stock. Pursuant to EITF No. 00-19,  Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in a 
Company�s Own Stock,  the Company believes that equity classification is appropriate for all outstanding warrants. 

  

 11.    Other Income (Expense) 
  

 Other income (expense) for the years ended December 31, 2003, 2004, and 2005 consisted of the following: 
  

                      

      2003       2004        2005   
   (In thousands) 

  

 Foreign exchange gain    $  55      $  229        $  80  
 Other      (36 )       (73  )        (15 )
      $  19      $  156        $  65  

  

 12.    Related Party Transactions 
  

 For the years ended December 31, 2003, 2004, and 2005, the Company recognized revenue from a related party, who is a board 
member and a shareholder of the Company of $1,019,000, $902,000, and $890,000 respectively. At December 31, 2004 and 2005 the 
Company had accounts receivable of $254,000 and $174,000 from this related party, respectively. For the years ended December 31, 
2003, 2004, and 2005, the Company also recognized revenue of $0, $237,000, and $115,000 from an organization for which this 
related party has a 
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 50% ownership. At December 31, 2004 and 2005 the Company had accounts receivable and of $31,000 and $0 from this related 
party, respectively. 

  

 In February 2001, the Company entered into a consulting agreement with a related party that is owned by an executive of the 
Company for the provision of subcontracted technical personnel from India. For the years ended December 31, 2003, 2004, and 2005, 
the Company recorded payments to the related party of $501,000, $548,000, and $552,000, respectively. At December 31, 2004 and 
2005 the Company had accounts payable of $52,000 and $51,000 to this party, respectively. At December 31, 2004 and 2005 the 
Company had a $20,000 and a $0 retainer on account with this related party, respectively. 

  

 In November 2004 the Company opened several bank accounts with a related party, an executive of which is a board member 
and a shareholder of the Company. At December 31, 2004 and 2005, the Company had balances of $11,230,000 and $29,132,000 in 
accounts with this related party, respectively. 

  

 The Company also holds a bank account with another related party, an executive of which is a board member and a shareholder 
of the Company. At December 31, 2004 and 2005, the Company had balances of $6,000 and $6,000 and in an account with this related 
party, respectively. 

  

 In June 2000, another party invested $10,000,000 in the Company�s Series G preferred stock. Simultaneously, the Company 
entered into a �Co-Marketing and Joint Cooperation Agreement� with that party to induce it to deliver institutions committed to using 
the Company�s products as their single default Online Learning Tool. According to the terms of the agreement, the party would be 
compensated with the Company�s common stock based on the student population of the committed schools. The Company also issued 
common stock to this party in connection with other transactions which occurred before 2003. The Company recognized revenue from 
this party for the years ended December 31, 2003 and 2004, of $358,000, $387,000 respectively. In February 2004, the Company 
purchased the Series G preferred stock and common stock holdings of this party for $1,500,000. The shares were retired. The 
difference between the carrying value of the stock and the purchase price was recorded as an increase to additional paid-in capital. 

  

 13.    Merger and Subsequent Events 
  

 On October 12, 2005, the Company entered into an Agreement and Plan of Merger (the �Merger Agreement�) with Blackboard 
Inc. (�Blackboard�) and College Acquisition Sub, Inc., a wholly owned subsidiary of Blackboard. The Merger Agreement 
contemplated that Blackboard would acquire the Company for a purchase price of $180 million in cash, less certain expenses and 
other deductions set forth in the Agreement, pursuant to the merger. The Merger was subject to customary closing conditions. 
Blackboard and the Company each had a right to terminate the Merger Agreement if a court or governmental agency had issued a 
final, non-appealable order preventing the consummation of the Merger. In addition, if the Merger Agreement were terminated, other 
than by mutual consent or as a result of a breach by the Company, Blackboard would have been required to pay the Company 
$15,000,000 in liquidated damages. 

  

 In November of 2005, the Company entered into retention agreements with certain of its employees which generally provided 
for the payment of retention bonuses of $2.1 million either 90 days after abandonment of the Blackboard merger or 90 days after the 
closing of the merger. 

  

 On November 23, 2005, the Company and Blackboard each received a request for additional information from the Department of 
Justice in connection with the entry into the Merger Agreement. The effect of the second request was to extend the waiting period 
under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, until February 6, 2006 when the Company was 
informed of the termination of the Department of Justice�s review of the Company�s proposed merger with Blackboard. 

  

 On February 28, 2006, the Company completed its merger with Blackboard. Pursuant to the Merger Agreement, Blackboard 
acquired WebCT in a cash transaction for approximately $178 million. Pursuant to the Merger Agreement, the Company became a 
wholly-owned subsidiary of Blackboard. 

 25



 
 
  
 

 EXHIBIT 99.2 
  

 Pro Forma Financial Statements 
  

 On February 28, 2006, Blackboard Inc. (�Blackboard�) completed its acquisition of all the issued and outstanding shares of 
WebCT, Inc. and subsidiaries (�WebCT�). The following unaudited pro forma condensed combined consolidated financial statements 
have been prepared to give effect to the completed acquisition, which was accounted for as a purchase business combination in 
accordance with Statement of Financial Accounting Standards No. 141 (�SFAS 141�), �Business Combinations�. 

  

 The following unaudited pro forma condensed consolidated balance sheet as of December 31, 2005 and the unaudited pro forma 
consolidated statement of operations for the year ended December 31, 2005 are derived from the audited historical consolidated 
financial statements of each company as of and for the year ended December 31, 2005. The assumptions, estimates and adjustments 
herein have been made solely for purposes of developing these pro forma consolidated financial statements. 

  

 The unaudited pro forma condensed consolidated balance sheet gives effect to the merger of Blackboard and WebCT as if it had 
occurred on December 31, 2005. The unaudited pro forma consolidated statement of operations for the year ended December 31, 2005 
gives effect to the merger of Blackboard and WebCT as if it had occurred at the January 1, 2005. 

  

 The merger will be accounted for under the purchase method of accounting in accordance with SFAS 141. Under the purchase 
method of accounting, the total estimated purchase price, calculated as described in Notes 1 and 2 to these unaudited pro forma 
condensed consolidated financial statements, is allocated to the net tangible and intangible assets of WebCT acquired in connection 
with the merger, based on their estimated fair values as of the effective date of the merger. Management�s estimates of the fair value 
of tangible and intangible assets acquired and liabilities assumed are based, in part, on third-party valuations. The preliminary 
allocation of the purchase price was based upon a preliminary valuation and our estimates and assumptions are subject to change. The 
areas of the purchase price allocation that are not yet finalized relate primarily to income and non-income based taxes. 

  

 The unaudited pro forma condensed consolidated financial statements do not include any adjustments regarding liabilities 
incurred or cost savings achieved resulting from the integration of the two companies, as management is in the process of assessing 
what, if any, future actions are necessary. However, additional liabilities ultimately may be recorded for severance and/or other costs 
associated with removing redundant operations that could affect amounts in these pro forma condensed combined consolidated 
financial statements, and their effects may be material. 

  

 The unaudited pro forma condensed consolidated financial statements should be read in conjunction with the historical audited 
consolidated financial statements and related notes of Blackboard, �Management�s Discussions and Analysis of Financial Condition 
and Results of Operations� contained in Blackboard�s Annual Report on Form 10-K for the fiscal year ended December 31, 2005, 
filed on February 15, 2006, as well as the historical financial statements and related notes of WebCT as of and for each of the three 
years ended December 31, 2005, which are attached as Exhibit 99.1 to this Current Report on Form 8-K. The unaudited pro forma 
condensed consolidated financial statements are not intended to represent or be indicative of the consolidated results of operations or 
financial condition of Blackboard that would have been reported had the merger been completed as of the dates presented, and should 
not be construed as representative of the future consolidated results of operations or financial condition of the merged entity. 
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 UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET 
 

  

 OF BLACKBOARD INC, AND WEBCT, INC. 
 

 AS OF DECEMBER 31, 2005 
  

                          

                     Consolidated            
                     Pro Forma          
       Blackboard      WebCT      Adjustments        Total   
      (Amounts in �000�s)

  

 Current Assets:                                       
 Cash and cash equivalents       75,895        29,610        (48,136 )(a)        57,369  
 Restricted cash       �        1,396        �          1,396  
 Short-term investments       62,602        �        (62,602 )(a)        �  
 Accounts receivable, net       26,136        8,799        �          34,935  
 Inventories       1,806        �        �          1,806  
 Prepaid expenses and other current assets       2,637        2,774        (1,605 )(c)        3,806  
 Deferred tax asset, current portion       10,274        635        (232 )(b)        10,677  
 Deferred cost of revenues, current portion       5,797        �        �          5,797  

 Total current assets       185,147        43,214        (112,575 )        115,786  
 Deferred tax asset, noncurrent portion       12,023        509        (427 )(b)        12,105  
 Deferred cost of revenues, noncurrent portion       1,310        �        �          1,310  
 Deferred merger costs (WebCT, Inc.)       4,956        �        (4,956 )(c)        �  
 Property and equipment, net       9,940        1,872        �          11,812  
 Goodwill       10,252        1,659        79,254 (d)        91,165  
 Intangible assets, net       560        126        73,307 (e)        73,993  
 Other       �        44                   44  

 Total Assets       224,188        47,424        34,603          306,215  
 Current liabilities:                                       

 Accounts payable       1,833        245        �          2,078  
 Accrued expenses       14,083        7,166        2,638 (c)        23,887  
 Deferred rent, current portion       347        �        �          347  
 Deferred revenues, current portion       74,975        24,102        (19,646 )(f)        79,431  

 Total current liabilities       91,238        31,513        (17,008 )        105,743  
 Deferred rent, noncurrent portion       426        �        �          426  
 Deferred revenues, noncurrent portion       2,199        1,196        (1,196 )(f)        2,199  
 Acquisition debt, net of issuance costs       �        �        67,522 (g)        67,522  
 Redeemable subsidiary exchange stock       �        2,821        (2,821 )(h)        �  
 Redeemable convertible preferred stock       �        168,017        (168,017 )(h)        �  
 Stockholders� equity (deficit)       130,325        (156,123 )       156,123 (h)        130,325  
 Total liabilities and stockholders� equity       224,188        47,424        34,603          306,215  

  

 See unaudited notes to the pro forma consolidated financial statements 
 27 

 
 

 



 

 
  
 

 UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF OPERATIONS 
 

 OF BLACKBOARD INC, AND WEBCT, INC. 
 FOR THE YEAR ENDED DECEMBER 31, 2005 

 
  

                           

                     Pro Forma        Consolidated   
       Blackboard      WebCT             Total   
      (Amounts in �000�s, except per share and share data) 

  

 Revenues:                                      
 Product     $  120,389     $  42,274     $  �       $  162,663  
 Professional services        15,275       4,566       459 (i)        20,300  
 Other        �       459       (459 )(i)        �  
 Total revenues        135,664       47,299       �          182,963  
 Operating expenses:                                      
 Cost of product revenues, excludes 

amortization of acquired technology 
included in amortization of intangibles 
resulting from acquisitions        29,607       3,749       �          33,356  

 Cost of professional services revenues        10,220       5,375       369 (i)        15,964  
 Research and development        13,945       10,914       �          24,859  
 Sales and marketing        37,873       14,846       �          52,719  
 General and administrative        19,231       8,326       �          27,557  
 Amortization of intangibles resulting from 

acquisitions        266       63       21,167 (e)        21,496  
 Stock-based compensation        75       �       �          75  
 Other        �       369       (369 )(i)        �  
 Total operating expenses        111,217       43,642       21,167          176,026  
 Income (loss) from operations        24,447       3,657       (21,167 )        6,937  
 Other income (expense), net:                                      
 Interest expense        (49 )      (2 )      (6,713 )(k)        (6,764 )
 Interest income        3,146       674       (3,820 )(j)        �  
 Other        �       65       �          65  
 Income before benefit (provision) for 

income taxes        27,544       4,394       (31,700 )        238  
 Benefit (provision) for income taxes        14,309       (730 )      11,515 (l)        25,094  
 Net income     $  41,853     $  3,664     $  (20,185 )     $  25,332  
 Net income attributable to common 

stockholders per share                                      
 Basic     $  1.57                       $  0.95  
 Diluted     $  1.47                       $  0.89  

 Weighted Average number of shares                                      
 Basic        26,714,748                          26,714,748  
 Diluted        28,509,777                          28,509,777  

  

 See unaudited notes to the pro forma consolidated financial statements 
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 NOTES TO THE UNAUDITED PRO FORMA 
 CONSOLIDATED FINANCIAL STATEMENTS OF 

 
 BLACKBOARD INC, AND WEBCT, INC. 

  

 Note 1.  Basis of Pro Forma Presentation 
  

 On February 28, 2006, Blackboard completed its acquisition of all the issued and outstanding shares of WebCT. The unaudited 
pro forma condensed consolidated financial statements have been prepared to give effect to the completed acquisition, which was 
accounted for as a purchase business combination in accordance with Statement of Financial Accounting Standards No. 141, 
�Business Combinations.� The purchase increases Blackboard�s recurring customer base and available product offerings. A total 
estimated purchase price of approximately $187.5 million, which includes cash and borrowings of $178.3 million and assumed and 
estimated direct transaction costs of approximately $9.2 million, was used for purposes of preparing the unaudited pro forma 
condensed consolidated financial statements. 

  

 Of the total cash consideration given, approximately $18 million was distributed to an escrow account for indemnification claims 
as set forth in the agreement and plan of merger. All funds remaining in the account will be distributed to WebCT stockholders in 
accordance with the agreement and plan of merger following 12 months from the completion of the merger. 

  

 Under the purchase method of accounting, the total estimated purchase price above is allocated to WebCT�s net tangible and 
intangible assets based on their estimated fair values as of February 28, 2006, the effective date of the merger. Based on third party 
valuations, and other factors as described in the introduction to these unaudited pro forma condensed consolidated financial 
statements, the preliminary estimated purchase price is allocated as follows (in thousands): 

  
        

 Cash and cash equivalents     $  27,880  
 Restricted cash        1,452  
 Accounts receivable, net        4,369  
 Prepaid expenses and other current assets        1,356  
 Property and equipment, net        1,720  
 Deferred tax assets, net        486  
 Accounts payable        (272 )
 Other accrued liabilities        (10,856 )
 Deferred revenue        (4,456 )
 Net tangible assets to be acquired        21,679  
 Definite-lived intangible assets acquired        73,307  
 Goodwill        92,473  
 Total estimated purchase price     $  187,459  

  

 Of the total estimated purchase price, a preliminary estimate of $21.7 million has been allocated to net tangible assets to be 
acquired, and $73.3 million has been allocated to definite-lived intangible assets acquired. The amortization related to the amortizable 
intangible assets is reflected as pro forma adjustments to the unaudited pro forma condensed consolidated statement of operations. 
Definite-lived intangible assets of $73.3 million consist of the value assigned to WebCT�s customer relationships of $39.6 million and 
developed and core technology of $33.7 million. 

  

 The value assigned to WebCT�s customer relationships was determined by discounting the estimated cash flows associated with 
the existing customers as of the acquisition date taking into consideration expected attrition of the existing customer base. The 
estimated cash flows were based on revenues for those existing customers net of operating expenses and net contributory asset charges 
associated with servicing those customers. The estimated revenues were based on revenue growth rates and customer renewal rates. 
Operating expenses were estimated based on the supporting infrastructure expected to sustain the assumed revenue growth rates. Net 
contributory asset charges were based on the estimated fair value of those assets that contribute to the generation of the estimated cash 
flows. A discount rate of 16% was deemed appropriate for valuing the existing customer base. Blackboard expects to amortize the 
value of WebCT�s customer 
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 relationships proportional to the respective discounted cash flows over an estimated useful life of five years. Customer relationships 
are not deductible for tax purposes. 

  

 The value assigned to WebCT�s developed and core technology was determined by discounting the estimated future cash flows 
associated with the existing developed and core technologies to their present value. Developed and core technology, which comprise 
products that have reached technological feasibility, includes products in WebCT�s product line. The revenue estimates used to value 
the developed and core technology were based on estimates of relevant market sizes and growth factors, expected trends in technology 
and the nature and expected timing of new product introductions by WebCT and its competitors. The rates utilized to discount the net 
cash flows of developed and core technology to their present value are based on the risks associated with the respective cash flows 
taking into consideration the Company�s weighted average cost of capital. A discount rate of 16% was deemed appropriate for valuing 
developed and core technology. Blackboard expects to amortize the developed and core technology on a straight-line basis over an 
assumed average estimated useful life of three years. Developed and core technology are not deductible for tax purposes. 

  

 The intangible related to the WebCT customer relationship will result in approximately the following annual amortization 
expense ($ in millions): 

  
                      

 2006    $  8.3                         
 2007    $  10.0                         
 2008    $  8.7                         
 2009    $  6.6                         
 2010    $  5.3                         
 Thereafter    $  0.7                         

  

 Of the total estimated purchase price, approximately $92.5 million has been allocated to goodwill. Goodwill represents the 
excess of the purchase price of an acquired business over the fair value of the net tangible and intangible assets acquired. Goodwill is 
not deductible for tax purposes. 

  

 In accordance with Statement of Financial Accounting Standards No. 142, �Goodwill and Other Intangible Assets ,� goodwill 
resulting from business combinations completed subsequent to June 30, 2001 will not be amortized but instead will be tested for 
impairment at least annually (more frequently if certain indicators are present). In the event that the management of the combined 
company determines that the goodwill has become impaired, the combined company will incur an accounting charge for the amount of 
impairment during the fiscal quarter in which the determination is made. 

  

 Note 2.  Pro Forma Adjustments 
  

 Pro forma adjustments are necessary to reflect the estimated purchase price, to adjust amounts related to WebCT�s net tangible 
and intangible assets to a preliminary estimate of the fair values of those assets, to reflect the amortization expense related to the 
estimated amortizable intangible assets and to reclassify certain of WebCT�s amounts to conform to Blackboard�s presentation. 

  

 The unaudited pro forma condensed consolidated financial statements do not include adjustments for liabilities relating to 
Emerging Issues Task Force No. 95-3 (�EITF 95-3�), �Recognition of Liabilities in Connection with a Purchase Business 
Combination.� Management is in the process of assessing what, if any, future actions are necessary. However, liabilities ultimately 
may be recorded for severance or relocation costs, or other costs associated with exiting activities of WebCT that may affect amounts 
in the unaudited pro forma condensed consolidated financial statements. 

  

 Blackboard has not identified any material preacquisition contingencies where the related asset, liability or impairment is 
probable and the amount of the asset, liability or impairment can be reasonably estimated. 
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 Prior to the end of the purchase price allocation period, if information becomes available which would indicate it is probable that such 
events have occurred and the amounts can be reasonably estimated, such items will be included in the purchase price allocation. 

  

 The pro forma adjustments included in the unaudited pro forma condensed consolidated financial statements are as follows: 
  

 a) To reflect cash paid to WebCT�s stockholders in connection with the merger. 
  

 b) To reflect net deferred tax assets and liabilities as of the acquisition. 
  

 c) To reflect $2.6 million of estimated direct transaction costs incurred subsequent December 31, 2005, to eliminate 
$5.0 million of direct transaction costs included in other assets as of December 31, 2005, and to eliminate $1.6 million of 
intercompany balances included within prepaid expenses such amounts are included as part of the purchase price. 

  

 d) To reflect the fair value of acquired goodwill based on net assets acquired as if the acquisition occurred on December 31, 
2005. The difference between the amount recorded on a pro forma basis and the actual balance as of merger is the result of changes 
in the net assets of WebCT between December 31, 2005 and February 28, 2006. 

  

 e) To reflect the estimate of the fair value of acquired developed and core technology estimated to be $33.7 million and 
customer relationships estimated to be $39.6 million. We have estimated the 2005 pro forma amortization expense related to the 
WebCT merger related intangibles to be $21.2 million. 

  

 f) To reflect the fair value of WebCT�s assumed legal performance obligations under its software maintenance and support 
contracts and to eliminate WebCT�s deferred revenue that does not represent a legal performance obligation to the combined 
company. No adjustments were made to the pro forma statement of operations related to this pro forma balance sheet adjustment. 

  

 g) To record acquisition-related borrowings of $70 million, net of debt issuance costs of approximately $2.5 million. 
  

 h) Adjustments to eliminate WebCT redeemable convertible preferred stock and stockholders deficit balances. 
  

 i) Reclassification adjustment to conform WebCT�s revenues and expenses to Blackboard�s financial statement presentation. 
  

 j) To eliminate interest income due to cash utilized in the acquisition. 
  

 k) To increase estimated interest expense due to increased debt balances incurred by Blackboard of $70 million at an estimated 
interest rate of 9% and related amortization of a portion of the $2.5 million of debt issuance costs. The acquisition debt has variable 
interest rates which are subject to changes in the Prime or LIBOR rate as defined in the borrowing agreement. A 1/8% increase in 
interest rates would have resulted in approximately $88,000 in additional annual interest expense. 

  

 l) To properly record income tax provision. The adjustment reflects an increase in the reversal of the valuation allowance 
related to Blackboard�s domestic net operating losses resulting from lower earnings on a pro forma basis and the impact of WebCT 
earnings. 

  

 Note 3.    Pro Forma Net Loss Per Share 
  

 The pro forma basic and diluted net loss per share are based on the weighted average number of shares of Blackboard�s common 
stock outstanding during the period. The diluted weighted average number of shares does not include outstanding stock options or 
preferred shares if their inclusion would be anti-dilutive. 
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