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CENTRA SOFTWARE, INC.
430 Bedford Street
Lexington, Massachusetts 02420

(781) 861-7000

Notice of Annual Meeting of Stockholders

May 27,2004

Centra Software, Inc. hereby gives notice that its annual meeting of stockholders will be held at the offices of Foley Hoag LLP, 155 Seaport
Boulevard, Boston, Massachusetts 02210, on Thursday, May 27, 2004, beginning at 11:00 a.m. local time, for the following purposes:

1. To elect two Class II directors.

2. To consider and act upon a proposal to amend the Company s 1999 Stock Incentive Plan to increase the number of shares of the Company s
common stock available for issuance under the plan by 800,000, to 7,900,000 shares.

3. To ratify the appointment of PricewaterhouseCoopers LLP as the Company s independent auditors.

4. To transact any further business that may properly come before the annual meeting or any adjournment.

The board of directors has fixed the close of business on April 2, 2004, as the record date for the determination of Centra stockholders entitled to
receive notice of, and to vote at, the annual meeting and any adjournment of the annual meeting. Only stockholders of record on such date are
entitled to receive notice of, and to vote at, the annual meeting or any adjournment.

By Order of the board of directors,

Stephen A. Johnson

Chief Financial Officer, Treasurer and Secretary
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Lexington, Massachusetts

April 29, 2004

YOUR VOTE IS IMPORTANT
Please sign and return the enclosed proxy, whether or not you

plan to attend the meeting.
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CENTRA SOFTWARE, INC.
430 Bedford Street
Lexington, Massachusetts 02420

(781) 861-7000

PROXY STATEMENT

ANNUAL MEETING OF STOCKHOLDERS

May 27, 2004

This proxy statement relates to the annual meeting of stockholders of Centra Software, Inc. We are mailing the proxy statement and the enclosed
form of proxy to stockholders on or about April 29, 2004. The board of directors is soliciting proxies to be used at the annual meeting and any
adjournments of the meeting. The annual meeting will be held at the offices of Foley Hoag LLP, 155 Seaport Boulevard, Boston, Massachusetts
02210 on Thursday, May 27, 2004, beginning at 11:00 a.m. local time. If you are unable to attend the meeting in person, you may participate in
the meeting remotely. Instructions on how to participate in the online meeting are set forth in this proxy statement. You cannot record your vote
at the online meeting.

When proxies are returned properly executed, the persons named in the proxies will vote the shares represented in accordance with the
stockholders directions. We encourage stockholders to vote on each matter to be considered. However, if a stockholder has specified no choice
in a properly executed proxy, the persons named as proxies will vote the shares as recommended by management.

A stockholder of record may revoke his or her proxy at any time before it has been exercised by:

providing us with a later dated proxy;

notifying Centra s Secretary in writing at the following address: Centra Software, Inc., 430 Bedford Street, Lexington, Massachusetts
02420, Attn: Secretary; or

attending the annual meeting and voting in person.

We have fixed the close of business on April 2, 2004 as the record date for the annual meeting and any adjournment of the annual meeting. Only
stockholders of record on the record date are entitled to receive notice of, and to vote at, the annual meeting or any adjournment. At the close of
business on the record date, there were issued and outstanding 27,231,397 shares of common stock, each of which is entitled to cast one vote.
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QUORUM AND TABULATION OF VOTES

Our by-laws provide that a quorum for the annual meeting will be a majority in interest of the shares of common stock issued and outstanding

and entitled to vote at the annual meeting. We will treat shares of common stock represented by a properly signed and returned proxy as present

at the annual meeting for the purpose of determining a quorum. In general, votes withheld from any nominee for election as a director,

abstentions and broker non-votes are counted as present or represented for purposes of determining the presence or absence of a quorum for the
annual meeting. A broker non-vote occurs when a broker or nominee holding shares for a beneficial owner votes on one proposal, but does not
vote on another proposal because, in respect of the other proposal, the broker or nominee does not have discretionary voting power and has not
received instructions from the beneficial owner.
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Execution of a proxy will not in any way affect a stockholder s right to attend the meeting and vote in person. The proxy may be revoked at any
time before it is exercised by written notice to the Secretary prior to the meeting, by giving to the Secretary a duly executed proxy bearing a later
date than the proxy being revoked at any time before such proxy is voted, or by appearing at the annual meeting and voting in person.

A plurality of the votes properly cast at the annual meeting will elect each director. Abstentions and votes withheld from director-nominees will
not be included in calculating the number of votes cast and accordingly will not affect the outcome of the vote.

The persons named in the proxies will vote the shares FOR election of each nominee as a director if no specification is made.

If a quorum is present, Proposal No. 2, to approve the amendment of the 1999 Stock Incentive Plan, requires a majority of the shares present (in
person or by proxy) and entitled to vote at the meeting. Nasdaq Stock Market rules require stockholder approval of the amendment to the 1999
Stock Incentive Plan. Also, the stockholders must approve the amendment in order for stock options and other stock-based awards relating to
shares issuable under the plan to qualify for favorable tax treatment under the Internal Revenue Code. Abstentions with respect to this proposal
will count as being present and represented and entitled to vote, and will therefore have the effect of a vote against the proposal. Broker
non-votes will not be included in calculating the number of votes cast on these proposals.

Appointment of the Company s independent auditors is not required to be submitted to a vote of the stockholders of the Company for ratification.
However, the audit committee has recommended that the board of directors submit this matter to the stockholders as a matter of good corporate
practice, which the board of directors is doing. If the stockholders fail to ratify the appointment, the audit committee will reconsider whether to
retain PricewaterhouseCoopers LLP, and may retain that firm or another without re-submitting the matter to the Company s stockholders. Even if
the appointment is ratified, the audit committee may, in its discretion, direct the appointment of different independent auditors at any time during
the year if it determines that such a change would be in the best interests of the Company and the stockholders.

We know of no other matter to be presented at the annual meeting. If any other matter should be presented at the annual meeting upon which a
vote properly may be taken, shares represented by all proxies we receive will be voted with respect thereto in accordance with the best judgment
of the persons named in the proxies.

American Stock Transfer & Trust Company, our transfer agent, will tabulate votes at the annual meeting.

You can participate in the meeting remotely via Centra session. For more information on participating remotely, visit
www.centra.com/annualmeeting. Before joining the online meeting, click on the link to perform a system check. You will not be able to vote
while participating in the meeting remotely, and merely participating in the meeting via Centra session without having returned a valid proxy
will not be considered present for quorum purposes.

PROPOSAL ONE ELECTION OF DIRECTORS

Our board of directors is divided into three classes. Each of the directors serves a three-year term with one class of directors being elected by our
stockholders at each annual meeting.
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At the annual meeting, two Class II directors will be elected to serve until the 2007 annual meeting and until such directors successors are duly
elected and qualified, or until their earlier death, resignation, removal or disqualification. The board of directors has nominated Paul R. Gudonis
and Ronald R. Benanto for election as Class II directors. Each of the nominees has agreed to serve if elected, and we have no reason to believe
that they will be unable to serve. In the event that either nominee is unable or declines to serve as a director at the time of the annual meeting,
proxies will be voted for another nominee as is then designated by the board of directors.
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A quorum being present, the affirmative vote of a plurality of the shares present in person or represented by proxy is necessary to elect the
nominee as Class II directors of Centra.

The board of directors recommends that you vote FOR the election of Paul R. Gudonis and Ronald R. Benanto as Class II directors. At
our annual meeting, we believe that brokers and other nominees generally will have discretionary authority to vote on Proposal No. 1 to
elect directors and Proposal No. 3 to ratify the selection of our independent auditors, but not on Proposal 2 to increase the number of
shares available under our 1999 Stock Incentive Plan. Thus we expect that there may be broker non-votes on Proposal No. 2.

PROPOSAL TWO AMENDMENT OF OUR 1999 STOCK INCENTIVE PLAN

On April 22, 2004, our board of directors voted to amend our 1999 Stock Incentive Plan to increase the number of shares available for the grant
of stock options, restricted stock and stock appreciation rights under the plan from 7,100,000 to 7,900,000, subject to adjustment in the event of
stock splits, stock dividends, recapitalizations and the like. Our board of directors is submitting this amendment to the 1999 Stock Incentive Plan
to our stockholders for approval.

Options constitute a significant portion of the overall compensation of our employees, including our executive officers. Options issued under the
1999 Stock Incentive Plan also represent a significant form of compensation that we pay to employees. Our board of directors, including the
members of the compensation committee, believes that we will derive substantial benefits from increasing the aggregate number of shares that
we can issue under the 1999 Stock Incentive Plan. Our board of directors believes that the proposed amendment, by enabling us to issue
additional shares under the plan, will enable us to further align the interests of our executive officers and other employees with the interests of
our stockholders. The board of directors also believes that the proposed amendment will assist us to attract and retain key executives by enabling
us to offer competitive compensation packages.

Our board of directors recommends that you vote FOR this proposal to approve the amendment of the 1999 Stock Incentive Plan.

PROPOSAL THREE RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

The audit committee of the board of directors has selected PricewaterhouseCoopers LLP to act as independent auditors to audit the financial
statements of the Company for the year ended December 31, 2004. Representatives of the firm of PricewaterhouseCoopers LLP are expected to
attend the Annual Meeting and will have an opportunity to make a statement if they so desire and will be available to respond to appropriate
questions.

Appointment of our independent auditors is not required to be submitted to a vote of our stockholders for ratification. However, the audit
committee has recommended that the board of directors submit this matter to our stockholders as a matter of good corporate practice, which the
board of directors is doing.

If the stockholders fail to ratify the appointment, the audit committee will reconsider whether to retain PricewaterhouseCoopers LLP, and may
retain that firm or another without re-submitting the matter to our stockholders. Even is the appointment is ratified, the audit committee may, in
its discretion, direct the appointment of different independent auditors at any time during the year if it determines that such a change would be in
our best interests and those of our stockholders.

10
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The audit committee and the board of directors recommend that you vote FOR this proposal to ratify the selection of
PricewaterhouseCoopers LLP as our independent auditors for 2004.

11



Edgar Filing: CENTRA SOFTWARE INC - Form DEF 14A

INTERESTS OF CERTAIN PERSONS IN MATTERS TO BE ACTED UPON

None of our directors or executive officers has any interest in the adoption of the above proposals except for Proposal No. 1 relating to the
election of directors and except for the possibility that officers and directors may receive grants under the 1999 Stock Incentive Plan that is the
subject of Proposal No. 3 if it is approved by the stockholders.

DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth certain information concerning each of the current directors and executive officers of Centra:

Name Age Position
Leon Navickas 47  Chairman of the Board of Directors and Chief Strategy Officer
Paul R. Gudonis 50  President and Chief Executive Officer and Director
Stephen A. Johnson 48  Chief Financial Officer, Treasurer and Secretary
Joseph M. Gruttadauria 44 Senior Vice President, Professional Services
Richard A. Cramer 41 Senior Vice President, Worldwide Sales
James L. Freeze 43 Senior Vice President, Chief Marketing Officer
John J. Walsh, Jr. 39  Senior Vice President, Engineering and Operations
Robert E. Hult (1)(2) 57 Director
Leonard M. Kawell, Jr. (2)(3) 48 Director
Douglas M. Ferguson (1)(2)(3) 46 Director

Ronald R. Benanto (1) 55 Director

(1) Member of the audit committee.
(2) Member of the compensation committee.
(3) Member of the nominating and corporate governance committee.

Leon Navickas founded Centra and has served as our Chief Strategy Officer since July 2003 and as Chairman of the Board since April 1995.
From April 1995 to July 2003, Mr. Navickas served as our Chief Executive Officer and as our President from our incorporation until January
1999. Mr. Navickas also serves on the board of trustees of the Massachusetts Software Council, a public policy organization which represents
the interests of Massachusetts software companies.

Paul R. Gudonis has served as our President and Chief Executive Officer since July 2003 and has served as a director since September 2003.
From June 2000 to February 2003, Mr. Gudonis served as Chairman and Chief Executive Officer of Genuity Inc., a business internet services
provider (formerly, GTE Internetworking and acquired in early 2003 by Level 3 Communications). Mr. Gudonis served as President of GTE
Internetworking from July 1998 to June 2000. In addition, Mr. Gudonis serves on the board of directors of Boston Communications Group, Inc.,
a provider of information processing services for the wireless industry, and on the board of directors of the Massachusetts High Technology
Council, a public policy organization which represents the interests of Massachusetts technology companies.

Stephen A. Johnson has served as our Chief Financial Officer since November 1998. Mr. Johnson has also served as our Treasurer and
Secretary since June 1999.

12
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Joseph M. Gruttadauria has served as our Senior Vice President, Professional Services since October 2000 and our Vice President,
Professional Services since March 1997.

13
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Richard A. Cramer has served as our Senior Vice President, Worldwide Sales since December 2003. From June 2001 to July 2003 Mr. Cramer
served as President and Chief Executive Officer of Veridiem, Inc. From January 1999 to May 2001 Mr. Cramer was a consultant to software
companies. Mr. Cramer is a member of the Board of Directors of Omtool. Ltd., a company that produces software solutions for document
exchange.

James L. Freeze has served as our Senior Vice President, Chief Marketing Officer since December 2003. From October through December
2003 Mr. Freeze served as a consultant to Centra. From February 2003 to July 2003 Mr. Freeze served as Global Vice President, Marketing for
Level 3 Communications, after its acquisition of Genuity, Inc. From August 1999 to January 2003 Mr. Freeze served in executive positions in
the sales and marketing organizations of Genuity, Inc., culminating in his role as Senior Vice President, Chief Marketing and Sales Officer for
Genuity, Inc. From August 1998 to July 1999 Mr. Freeze served as a Senior Telecom Analyst for Forrester Research.

John J. Walsh, Jr. has served as our Senior Vice President, Engineering and Operations, since November 2003. From March 2002 to
November 2003 Mr. Walsh served as the Vice President of Product Development. Mr. Walsh served as the Chief Operating Officer of
InformTV, a provider of interactive applications and services for the digital cable market from June 2000 to April 2003. From November 1998
to June 2000 Mr. Walsh served as Vice President, Business Development for Avid Sports.

Robert E. Hult has served as a director since January 2001. From February 2004 to the present, Mr. Hult has served as Senior Vice President
Finance and Chief Financial Officer for Mercury Computer Systems, Inc. a provider of embedded, real-time digital signal and image processing
computer systems. From March 1998 to September 2003, Mr. Hult served as the Senior Vice President Finance and Operations, Chief Financial
Officer and Treasurer for NMS Communications, Inc., a provider of systems and platform building blocks for voice, video and data
communication services on wireless and wireline networks.

Leonard M. Kawell, Jr. joined the board of directors in April 2003. Since March 2002, Mr. Kawell has been the Chief Executive Officer and a
director of Pepper Computer, Inc., a developer of software for mobile wi-fi devices. From September 2000 to February 2001, Mr. Kawell was
the Manager of e-book development at Adobe. From March 1998 to September 2000, Mr. Kawell served as the President and director of
Glassbook, Inc., a developer of software for electronic books. Glassbook was acquired by Adobe in September 2000.

Douglas M. Ferguson joined the board of directors in April 2003. For the past five years, Mr. Ferguson has been leading and directing strategic
and operational management effectiveness for clients in the high-tech, healthcare and manufacturing industries. Since April 2003, Mr. Ferguson
has been a partner at Innovation Management Inc., a member of the Monitor Group. From March 2000 to June 2001, Mr. Ferguson held
executive positions at Cambridge Technology Partners, most recently as Vice President, Demand Generation. From February 1995 to February
2000, Mr. Ferguson held executive positions at Nextera Enterprises, most recently as Vice President eBusiness Strategic Services. He is
currently a trustee of the Yale-China Association.

Ronald R. Benanto joined the board of directors in April 2003. From July 1999 to June 2002, Mr. Benanto served as the Vice President,
Finance and Chief Financial Officer for Newsedge Corporation, a provider of global news and electronic content solutions to business users and
destination Web sites that was acquired by The Thomson Corporation in September 2001. From February 1998 to July 1999, Mr. Benanto
served as Vice President, Finance at Genesis Direct, Inc., a direct marketing and e-commerce company that, subsequent to Mr. Benanto s
departure, filed for Chapter 11 bankruptcy in October 1999.

The board of directors is divided into three classes, referred to as Class I, Class II and Class III, each consisting of approximately one-third of the
directors. One class is elected each year at the annual meeting of stockholders to hold office for a term of three years and until their respective
successors have been duly elected and qualified. Centra currently has six directors. The current term of Messrs. Gudonis and Benanto, Centra s
Class II directors, will expire at the annual meeting to be held on May 27, 2004. The current terms of Centra s

14
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two Class III directors, Messrs. Navickas and Hult, will expire at the annual meeting to be held in 2005. The current term of Messrs. Kawell and
Ferguson, Centra s Class I directors, will expire at the annual meeting to be held in 2006. If Messrs. Gudonis and Benanto are elected as Class 11
directors at the meeting, then they will each serve for their three-year term ending at the annual meeting to be held in 2007.

Executive officers are appointed annually by the board of directors and serve at the discretion of the board of directors or until their respective
successors have been duly elected and qualified. There are no family relationships among Centra s directors and executive officers.

Independence, Committees and Meetings of the Board

The board of directors currently has three standing committees: the audit committee, the compensation committee and the nominating and
corporate governance committee. Each of the committees has the authority to engage legal counsel or other experts or consultants as it deems
appropriate to carry out its responsibilities. The board of directors has determined that each member of each committee meets the applicable

laws and regulations, including those of the Nasdaq Stock Market, regarding independence and that each member is free of any relationship that
would interfere with his or her individual exercise of independent judgment. The board of directors also has determined that Mr. Hult, an
independent director who serves as the Chair of the board s audit committee, is an audit committee financial expert as such term is defined in
applicable regulations of the Securities and Exchange Commission. The following directors qualify as independent as defined in Rule

4200(a)(15) of the listing standards of the Nasdaq Stock Market: Messrs. Benanto, Ferguson, Hult and Kawell.

During the fiscal year ended December 31, 2003, the board of directors met five times and acted six times by unanimous written consent. No
current director attended fewer than 75% of the total number of meetings held by the board of directors or committees of the board of directors
on which he served.

Audit Committee

Our audit committee currently consists of Messrs. Hult, Benanto and Ferguson. The board has determined that each of the members of the audit
committee are independent, as defined in Rule 4200(a)(15) of the National Association of Securities Dealers, Inc. s listing standards. The
Committee assists the board in overseeing the integrity of our financial statements; our internal accounting procedures; our compliance with
legal and regulatory requirements; our independent auditor s qualifications and independence; and the performance of our independent auditors.
The Committee is directly responsible for appointing, compensating, evaluating and, when necessary, terminating our independent auditors. Our
audit committee has established procedures for employees to communicate with the Committee regarding accounting, internal accounting
controls or auditing matters, including procedures for the confidential and anonymous submission by our employees of concerns regarding
questionable accounting, internal accounting controls or auditing matters. The audit committee also has the responsibilities and authority
described in its written charter. The audit committee charter as amended in March 2004 has been adopted by the board of directors and is
attached as Appendix A to this proxy statement; it is also available on our company web site at http://www.centra.com. The composition and
responsibilities of the audit committee are governed by applicable provisions of the Sarbanes-Oxley Act of 2002. The audit committee met six
times in 2003. See Report of the Audit Committee below.

Audit Committee Financial Expert

The board of directors has determined that all audit committee members are financially literate under the current listing standards of Nasdaq.
The board has determined that each of Robert Hult and Ronald Benanto qualifies as an audit committee financial expert as defined in Item
401(h) of Regulation S-K promulgated by the SEC rules pursuant to the Sarbanes-Oxley Act of 2002.
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Compensation Committee

The compensation committee reviews and recommends to the board of directors the compensation and benefits of our officers, including
administering and granting options and other stock-based awards under our stock incentive plans. The compensation committee also establishes
and reviews general policies relating to the compensation and benefits of our employees. Members of the compensation committee are
independent as defined by Rule 4200(a)(15) of the National Association of Securities Dealers listing standards. The compensation committee
consists of Messrs. Kawell, Ferguson and Hult and met seven times and acted twice by unanimous written consent. See Compensation
Committee Report on Executive Compensation below. The compensation committee acts under a delegation of authority by the board of
directors. It does not have a written charter. After considering whether to adopt a written charter for the compensation committee, the board
determined that at this time the adoption of a written charter would not be likely to materially assist or affect the compensation committee s
effectiveness. The board intends to review on an ongoing basis whether adopting a written charter for the compensation committee would be
advisable.

Nominating and Corporate Governance Committee

The purpose of the nominating and corporate governance committee is to evaluate and recommend candidates for election as directors, make
recommendations concerning the size and composition of the board of directors, develop and implement the Company s corporate governance
policies, develop specific criteria for director independence, and assess the effectiveness of the board of directors. The board of directors has
adopted a charter for the Committee, which is available at http://www.centra/investorrelations.com. In evaluating the qualifications of any
candidate for director, the Committee will consider, among other factors, the candidate s depth of business experience, intelligence, quality of
judgment, integrity, familiarity with the software industry, understanding of financial matters, familiarity with the periodic financial reporting
process, reputation, level of educational attainment, degree of independence from management, contribution to the diversity of the board, and
willingness and ability to serve. The Committee also considers the degree to which the candidate s skills, experience and background
complement or duplicate those of our existing directors. Among the qualities or skills that the Committee believes it to be necessary for one or
more members of the board to possess are familiarity with the segments of the enterprise software business in which we compete and substantial
experience with the financial reporting process for public companies. In the case of incumbent directors whose terms are set to expire, the
Committee will also give consideration to each director s prior contributions to the board. In evaluating candidates, the Committee prefers to
retain the flexibility to consider each candidate s overall qualifications and the mix of abilities among all directors rather than to specify
minimum qualifications that each candidate must possess. In selecting candidates to recommend for nomination as a director, the Committee
abides by our firm-wide non-discrimination policy.

The Committee will regularly assess the size of the board, whether any vacancies are expected due to retirement or otherwise, and the need for
particular expertise on the board. Candidates may come to the attention of the Committee from current board members, shareholders,
professional search firms, officers or other persons. The Committee will review all candidates in the same manner regardless of the source of the
recommendation. The Committee was formed in December 2003 and consists of Messrs. Ferguson and Kawell. The Committee did not meet in
2003. Our board of directors does not have a formal process for identifying nominees for directors. Moreover, we did not pay fees to any third
party to assist in the process of identifying or evaluating director candidates.

The Committee will consider shareholder recommendations of candidates proposed in good faith when the recommendations are properly
submitted. The Committee will use the same process to evaluate candidates regardless of whether the candidates were recommended by
stockholders, directors, management or others. Any shareholder recommendations which are submitted under the criteria summarized above
should include the

18



Edgar Filing: CENTRA SOFTWARE INC - Form DEF 14A

candidate s name and qualifications for board membership and should submit their recommendation and materials to:

Stephen A. Johnson, Secretary
Centra Software, Inc.
430 Bedford Street

Lexington, MA 02420

setting forth the candidate s name, age, business address, residence address, principal occupation or employment and the number of shares
beneficially owned by the candidate, as well as any other information about the candidate, his or her work experience, his or her qualifications
for director, and his or her references as will enable the Committee to evaluate the candidate properly. We suggest that stockholders make their
recommendations well in advance of the anticipated mailing date of our next proxy statement so as to provide the Committee an adequate
opportunity to complete a thorough evaluation of the candidacy, including conducting personal interviews as may be deemed desirable. We
remind stockholders of the separate requirements set forth in our by-laws for nominating individuals to serve as directors.

For purposes of potential nominees to be considered for the 2005 annual shareholders meeting, the Secretary of the Company must receive this
information by not earlier than November 1, 2004 and not later than January 28, 2005. In addition, the notice must include the nominating
shareholder s name, address, and the number of shares beneficially owned (and the time they have been held).

Shareholder Communication with the Board

Our board has established the following process for stockholders to communicate with the board, and this process has been approved
unanimously by our independent directors. Shareholders may communicate with the board of directors, including the non-management directors,
by sending a letter to Centra board of directors, c/o Secretary, Centra Software, Inc., 430 Bedford Street, Lexington, MA 02420, for submission
to the board or committee or to any specific director to whom the correspondence is directed. Stockholders corresponding through this means
should include with the correspondence evidence, such as documentation from the brokerage firm, that the sender is a current stockholder. The
Company s Secretary will direct the correspondence to the Chair of the board or the appropriate committee or specific director, as applicable.

REMUNERATION OF EXECUTIVE OFFICERS AND DIRECTORS

Director Compensation

Each non-employee director receives compensation of $7,500 per quarter. In addition, we reimburse directors for out-of-pocket expenses
incurred in attending board of director and committee meetings.

Each director who is not an employee of Centra is eligible to receive option grants and other stock-based awards under the 1999 Director Plan.
The 1999 Director Plan permits discretionary grants to non-employee directors. All option grants under the 1999 Director Plan are priced at the
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market price of the common stock at the time of grant. In 2003, Messrs. Benanto, Ferguson and Kawell, each of whom are non-employee
directors, received an option to purchase 40,000 shares of common stock at a purchase price of $1.33 under the 1999 Director Plan and Mr. Hult,
also a non-employee director, received an option to purchase 5,000 shares of common stock under the 1999 Director Plan at a purchase price of
$1.32.
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Executive Compensation

Summary of Cash and Other Compensation. The following table provides certain summary information concerning the cash and other
compensation earned by Centra s Chief Executive Officer and each of the four other most highly compensated executive officers during 2003

(the Named Executive Officers ), for services rendered in all capacities to Centra during 2003 and during the years ended December 31, 2001 and
2002.

Summary Compensation Table

Long-Term
Annual Compensation (1) Compensation
Other Annual Securities
Name and Principal Position Year Salary ($) Bonus($) Compensation($)(2) Underlying Options
Paul R. Gudonis (2)(3) 2003 $ 127,308 $ 55,000 $ 158(2) 1,000,000
President and Chief Executive Officer
Leon Navickas (2)(4) 2003 $ 290,833 $ 131,667 $ 360(2) 160,000
2002 $ 175,000 $ 131,750 130,000
Chairman and Chief Strategy Officer 2001 $ 175,000 $131,250 200,000
Stephen A. Johnson (2) 2003 $ 190,000 $ 90,000 $ 360(2) 60,000
2002 $ 166,250 $ 57,250 130,000
Chief Financial Officer, Treasurer and 2001 $ 160,000 $ 50,000 70,000
Secretary
Joseph M. Gruttadauria (2) 2003 $ 190,000 $ 90,000 $ 360(2) 60,000
2002 $ 175,000 $ 65,000 130,000
Senior Vice President, Professional Services 2001 $ 175,000 $ 75,000 50,000
John J. Walsh, Jr. (2)(5) 2003 $ 190,000 $ 90,000 $ 360(2) 60,000
2002 $117,917 $ 52,500 200,000
Senior Vice President, Engineering and
Operations
James L. Freeze (2)(6) 2003 $ 15,833 $ 6,667 $ 30(2) 250,000

Senior Vice President, Chief Marketing
Officer

(1) In accordance with the applicable SEC rules, other compensation in the form of perquisites and other personal benefits has been omitted
because such perquisites and other personal benefits constituted less than $50,000 and less than 10 percent of the total annual salary and
bonus for each executive officer.

(2) Mr. Gudonis received $150 in life insurance premiums. Messrs. Navickas, Johnson, Gruttadauria and Walsh received life insurance
premiums of $360 each. Mr. Freeze received life insurance premiums of $30.

(3) Mr. Gudonis joined Centra in July 2003 and, therefore, received compensation for only a portion of that year.

(4) Mr. Navickas served as Chief Executive Officer through July 2003.

(5) Mr. Walsh joined Centra in April 2002 and, therefore, received compensation for only a portion of that year.

(6) Mr. Freeze joined Centra in December 2003 and, therefore, received compensation for only a portion of that year.
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Option Grants in Last Fiscal Year.

Name

Paul R. Gudonis

Leon Navickas
Stephen A. Johnson
Joseph M. Gruttadauria
John J. Walsh, Jr.
James L. Freeze

Option Grants in Last Fiscal Year

Number of
Securities
Underlying
Options

Granted(#)

1,000,000(3)
160,000(4)
60,000(4)
60,000(4)
60,000(4)
250,000(5)

% of Total
Options
Granted to
Employees
in Last

Year(6)

36.6%
5.9%
2.2%
2.2%
2.2%
9.2%

The following table contains information concerning stock option grants made during 2003 under the 1995
Stock Option Plan and the 1999 Stock Incentive Plan to the Chief Executive Officer and each of the other Named Executive Officers:

Potential Realizable

Value at Assumed

Annual Rates of Stock
Exercise Price Appreciation for
Price Option Term(2)
Expiration
($/Share)(1) Date 5%($) 10%($)

$ 2.80 7/30/13 $ 1,760,905 $ 4,462,479
$ 1.32 3/17/13 132,823 336,598
$ 1.32 3/17/13 49,808 126,224
$ 1.32 3/17/13 49,808 126,224
$ 1.32 3/17/13 49,808 126,224
$ 3.69 12/08/13 580,155 1,470,227

(1) All options were granted at exercise prices that were not less than fair market value at the time of grant, which was determined by the

board of directors to be the last sale price of the common stock on the date of grant as reported by the Nasdaq Stock Market.
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Amounts reported in this column represent hypothetical values that may be realized upon exercise of the options immediately prior to the
expiration of their term, assuming the specified compounded rates of appreciation of the common stock over the term of the options. These
numbers are calculated based on rules promulgated by the SEC and do not represent Centra s estimate of future stock price growth. Actual
gains, if any, on stock option exercises and common stock holdings are dependent on the timing of such exercises and the future
performance of the common stock. There can be no assurance that the rates of appreciation assumed in this table can be achieved or that
the amounts reflected will be received by the Named Executive Officers. This table does not take into account any appreciation in price of
the common stock from the date of grant to the current date. The values shown are net of the option price, but do not include deductions
for taxes or other expenses associated with the exercise.

Option vests as to 25% on 7/30/04 and thereafter in equal installments of 6.25%, on the first day of each calendar quarter until 7/30/07.
Option vests in equal installments of 6.25%, starting on 6/17/04 and on the first day of each calendar quarter thereafter until 3/17/07.
Option vests as to 25% on 12/08/04 and thereafter in equal installments of 6.25%, on the first day of each calendar quarter until 12/08/07.
In 2003, Centra granted options to purchase an aggregate of 2,733,625 shares of common stock to its employees under its 1995 Stock
Option Plan and its 1999 Stock Incentive Plan.

Option Exercises and Fiscal Year-End Option Values. Mr. Gruttadauria exercised and sold 40,625 option shares during 2003. Mr. Johnson
exercised 22,500 options shares during 2003. Other than Messrs. Gruttadauria and Johnson, no Named Executive Officer exercised any options
in 2003. The following table sets forth information regarding exercisable and unexercisable options held as of December 31, 2003 by each of the
Named Executive Officers.

Year-End Option Values

Value of Unexercised

Common Stock Underlying In-the-Money Options at
Unexercised Options at
Year-End (#) Year-End ($)(1)
Name Exercisable Unexercisable Exercisable Unexercisable
Paul R. Gudonis 0 1,000,000 $ $ 1,150,000
Leon Navickas 666,250 323,750 183,713 516,588
Stephen A. Johnson 164,625 161,375 134,401 302,901
Joseph M. Gruttadauria 175,625 173,750 47,057 302,901
John J. Walsh, Jr. 86,250 173,750 190,838 396,963

James L. Freeze 0 250,000 65,000

)

Calculated on the basis of the last sale price of the common stock on December 31, 2003 as reported by the Nasdaq Stock Market ($3.95
per share), less the applicable option exercise price. Amounts disclosed in this column do not necessarily reflect amounts received by the
Named Executive Officers but are calculated based on the difference between the fair market value of the common stock on December 31,
2003 and the exercise price of the options. Named Executive Officers will receive cash only if and when they sell the common stock issued
upon exercise of the options, and the amount of cash received by such individuals is dependent on the price of the common stock at the
time of such sale.

Severance and Other Agreements

Severance Agreements
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The Company has entered into severance agreements with its executive officers. Under the agreements with Messrs. Gruttadauria, Walsh,
Cramer and Freeze, if the executive officer is terminated without cause, he will be entitled to continue to receive his base salary, target bonus
and benefits for a period ending on the earliest of (a) 181 days from the date of termination or (b) the date on which he materially breaches any
written agreement with

10
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Centra. The severance agreement with Mr. Gudonis provides that if Mr. Gudonis employment with the Company is terminated, then Mr.
Gudonis will be paid severance compensation equal to one full year of his base salary, target bonus and benefits. The severance agreement with
Mr. Johnson provides that if Mr. Johnson s employment with the Company is terminated prior to July 30, 2004 (the first anniversary of Mr.
Gudonis employment with the Company) or a change of control of the Company occurs, then Mr. Johnson will be paid severance compensation
equal to his annual target bonus amount established by the compensation committee of the Company s board of directors for the fiscal year in
which termination or change of control occurs plus his base salary and benefits for such fiscal year or the highest annual target bonus paid to him
for any of the three fiscal years ended prior to the termination date or change of control plus the highest base salary paid to him for any of the
three fiscal years ended prior to the termination date or change of control. If Mr. Johnson s employment is terminated after July 30, 2004, then
Mr. Johnson will be entitled to fifty percent (50%) of the severance compensation described above. The severance agreements with the executive
officers also provide that if a change of control occurs while the executive is employed by the Company, then the executive s unvested options
shall immediately vest.

Employment Agreements

In July 2003, the Company entered into an Employment Agreement with Leon Navickas, Chief Strategy Officer and former Chief Executive
Officer of the Company. Under the terms of this Employment Agreement, if Mr. Navickas resigns or his employment with the Company is
terminated then he would be entitled to receive his 2003 base salary of $300,000 and his 2003 target annual bonus of $150,000 and certain
benefits for a period of one year. In addition, each outstanding option held by Mr. Navickas would vest forward an additional 12 months from
the date of termination and would be exercisable until the second anniversary of the termination date.

None of our other executive officers has an employment agreement with Centra. Our executive officers may resign and we may terminate their
employment at any time, subject to the provisions of their severance agreements.

See below in  Change of Control Agreements for a definition of change of control.

Change of Control Agreements

The severance agreements with each of the executive officers provide that upon a change of control, the executive s unvested options will vest
and become immediately exercisable whether or not the executive officer is terminated in connection with a change of control. A change of
control means:

any merger or consolidation which results in the voting shares outstanding immediately prior to the merger or consolidation,
representing immediately after the merger or consolidation, less than 50% of the voting power of the surviving entity;

a sale of all or substantially all of our assets or issued and outstanding stock; or

a change, without the approval of the board of directors, of a majority of the board of directors.

These change of control provisions apply to previous grants of restricted stock and options and to any future grants of restricted stock and
options.

25



Edgar Filing: CENTRA SOFTWARE INC - Form DEF 14A

The board of directors has adopted by resolution a policy under which any vice president or other employee designated by the chief executive as

an executive manager, would be entitled upon a change of control to exercise 50% of the unvested portion of the executive manager s options.
The compensation committee of the board of directors, in administering the 1995 Stock Option Plan, the 1999 Stock Incentive Plan and the 1999
Director Plan, can also provide for accelerated vesting of options held by any of our executive officers or directors in connection with a change

of control of Centra as defined in such plans. The accelerated vesting may be conditioned on the termination of the individual s employment
following the change of control.

11
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Equity Compensation Plan Disclosure

The following table sets forth certain information as of December 31, 2003 regarding securities authorized for issuance under our equity

compensation plans.

Plan Category
Equity Compensation Plans Approved by Security
Holders(1)
Equity Compensation Plans Not Approved by
Security Holders

Total

Number of securities
to be issued upon
exercise of
outstanding options

warrants and rights

7,577,931

0

7,577,931

Weighted-average
exercise price of
outstanding options,
warrants and

rights
$ 3.95
N/A
$ 3.95

Number of securities
remaining available
for future issuance
under equity

compensation plans

912,183

N/A

912,183

(1) Includes the 1995 Stock Option Plan, the 1999 Stock Incentive Plan and the 1999 Director Plan.

Compensation Committee Interlocks and Insider Participation

No member of the compensation committee is a former or current employee of Centra or a party to any other relationship of a character required
to be disclosed pursuant to Item 402(j) of Regulation S-K.

Compensation Committee Report on Executive Compensation

This report has been furnished by the compensation committee. The current members of the compensation committee are Messrs. Kawell,
Ferguson and Hult. Prior to April 2003, the compensation committee consisted of Mr. Hult and two former independent directors, David Barrett
and Richard D Amore who resigned in April 2003. The compensation committee meets at least annually or more frequently if requested by the
board of directors. The compensation committee is primarily responsible for the review of executive compensation, which includes base salary,
cash bonus, profit sharing, and stock option awards.

Compensation Policies. Centra believes that it is critical to its continued success to attract and retain highly qualified executive officers who
will play a vital role in the Company s future achievements. To this end, Centra has established its compensation policy to reward executives
based upon corporate, departmental and individual performance which is measured against the internal goals set for each area. Centra also
understands the need to provide long-term incentives to its executive officers to achieve future financial and strategic goals, which include
Centra s growth, enhancement of Centra s profitability and thus shareholder value. Centra believes that it s total compensation is sufficiently
competitive to retain and, if necessary, attract executive officers capable of leading Centra in accomplishing its business goals.
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Executive compensation for 2003 consisted of a base salary, performance bonus and equity-based long-term incentive compensation in the form
of incentive and/or non-statutory stock options. Since options granted under the 1995 Stock Option Plan and the 1999 Stock Incentive Plan
generally vest over a two to four-year period, option awards encourage the holders to improve shareholder value of Centra by increasing Centra s
revenue growth and profitability.

Base Salaries of Executive Officers and Chief Executive Officer Compensation. The salary of each executive officer is established annually by
evaluating the requirements of the position, the contribution of the individual executive with respect to Centra s performance and the executive s
responsibility, technical experience and future potential. Base salaries of the executive officers are generally reviewed annually in January to
reflect comparable executive salaries for comparably sized companies and to maintain the objectives of the compensation policies noted above.

In determining base salaries, the compensation committee relies upon

12
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independent surveys of companies in the industry to determine whether Centra s executive compensation is in a competitive range for executives
within Centra s industry. Mr. Gudonis joined the Company in July 2003. The total base salary paid to Paul R. Gudonis, Centra s President and
Chief Executive Officer, was $127,308 for 2003. The bonus paid to Mr. Gudonis for fiscal 2003 was $55,000. Mr. Gudonis also received
1,000,000 options to purchase Common Stock at the then fair market value of $2.80. Mr. Gudonis fiscal 2003 compensation was based on the
financial performance of Centra in 2003, as well as execution against Centra s 2003 business plan.

Long-Term Incentive Compensation. One of Centra s goals is the enhancement of shareholder value. The principal incentive tool used to
achieve this goal is the periodic award to key employees of options to purchase common stock. Centra s stock option plans are long-term plans
designed to link executive rewards to shareholder value over time. Stock options granted typically have a term of 10 years and vest in 16

quarterly installments over a period of four years from the date of grant. In 2003, Centra granted long-term incentive compensation in the form

of incentive and nonstatutory stock options under the 1995 Stock Option Plan and the 1999 Stock Incentive Plan to Centra s executive officers.
These grants included options granted to Messrs. Navickas, Johnson, Gruttadauria, and Walsh to purchase up to 60,000 shares each of common
stock at the then current market price of $1.32 per share. Messrs. Gudonis, Freeze and Cramer in connection with their joining the Company in
July, November and December, respectively, received an option to purchase up to 1,000,000, 250,000, and 250,000 shares respectively of
common stock at the then current market price of $2.80, $3.69 and $3.69, respectively, per share. See Option Grants in Last Fiscal Year at page
9.

Robert E. Hult
Leonard M. Kawell, Jr.

Douglas M. Ferguson

13
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AUDIT COMMITTEE REPORT

The audit committee consists of Messrs. Hult, Ferguson and Benanto, three independent directors. Prior to April 2003, the audit committee
consisted of Mr. Hult and two former independent directors, David Barrett and Richard D Amore. All of the current members of the audit
committee are independent of Centra and its management, as that term is defined in Rule 4200(a)(15) of the National Association of Securities
Dealers, Inc. s listing standards.

The primary purposes of the audit committee are to provide general oversight of the Company s internal accounting and financial reporting
processes and the audits of the Company s financial statements and to assist the board of directors in overseeing the integrity of our financial
statements; our internal accounting procedures; our compliance with legal and regulatory requirements; our independent auditor s qualifications
and independence; and the performance of our independent auditors. The Committee is directly responsible for appointing, compensating,
evaluating and, when necessary, terminating our independent auditors. Management has the primary responsibility for Centra s financial
statements and the reporting process, including the systems of internal controls. Centra s independent auditors are responsible for auditing the
financial statements and expressing an opinion on the conformity of those audited financial statements with generally accepted accounting
principles.

In fulfilling its oversight responsibilities, the audit committee discussed with KPMG LLP ( KPMG ), Centra s independent auditors for 2003, the
overall scope and plans for KPMG s audit of Centra s financial statements for 2002. The audit committee met with KPMG, with and without
management present, to discuss the results of KPMG s examinations, KPMG s evaluations of Centra, its internal controls, and the overall quality
of Centra s financial reporting. The audit committee held six meetings in 2003.

The audit committee reviewed Centra s audited financial statements with management and KPMG. The audit committee discussed with KPMG
the matters required to be discussed by Statement of Auditing Standards No. 61, including a discussion of KPMG s judgments as to the quality,
not just the acceptability, of Centra s accounting principles and such other matters as are required to be discussed with the audit committee under
auditing standards generally accepted in the United States. In addition, the audit committee received from KPMG the written disclosures and the
letter required by Independence Standards Board Standard No. 1 and discussed these documents with KPMG, as well as other matters related to
KPMG s independence from Centra and its management.

Based on the reviews and discussions referred to above and subject to the limitations on its role and responsibilities referred to above and in the
audit committee charter, the audit committee recommended to the board of directors, and the board of directors approved, that the Company s
audited financial statements be included in its Annual Report on Form 10-K for the year ended December 31, 2003 for filing with the SEC.

Robert E. Hult
Douglas M. Ferguson

Ronald R. Benanto
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PERFORMANCE GRAPH

Set forth below is a line graph comparing the quarterly percentage change in the cumulative total shareholder return on Centra s common stock,
based on the market price of Centra s common stock with the total shareholder return of companies included within the Nasdaq Stock Market
Index and the Business Software and Services Index published by Media General Financial Services, Inc., for the period commencing February
3, 2000 and ending December 31, 2003. The calculation of total cumulative shareholder return assumes a $100 investment in Centra s common
stock, the Nasdaq Stock Market Index and the Business Software and Services Index published by Media General Financial Services, Inc. on
February 3, 2000, the date of our initial public offering, and further assumes the reinvestment of any dividends. We paid no cash dividends in the

periods shown.

Cumulative Total Return
Compared Among Centra, Nasdaq Stock Market Index

and Business Software and Services Index
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

At the close of business on April 2, 2004, there were issued and outstanding 27,231,397 shares of common stock. The closing price of Centra s
common stock on April 2, 2004, as reported by the Nasdaq Stock Market, was $3.85 per share.

Principal Stockholders

The following table sets forth information about the beneficial ownership of our outstanding common stock on March 31, 2004 by: (i) each
person or entity who is known by us to own beneficially more than five percent of our common stock; (ii) each of the executive officers; (iii)
each of our directors; and (iv) all of our executive officers and directors as a group.

Number of Shares

Beneficially Owned(2) Percentage of
Outstanding
Total Shares
Outstanding Right to Beneficially
Name and Address(1) Shares Acquire(3) Number Owned
Leon Navickas(4) 1,685,000 777,499 2,462,499 9.2
Kern Capital Management LLC and persons filing jointly(5) 2,200,300 2,200,300 8.1
825 Third Avenue
New York, NY 10022
Paul R. Gudonis 0 0 0 0.0
Joseph M. Gruttadauria(6) 137,180 224,374 361,554 1.4
Stephen A. Johnson(7) 112,829 205,375 318,204 1.2
John J. Walsh, Jr.(8) 16,241 118,750 134,991 *
Richard A. Cramer 0.0
James L. Freeze 0.0
Robert E. Hult (9) 36,562 36,562 &
Leonard M. Kawell, Jr. (10) 10,000 10,000 *
Douglas M. Ferguson (11) 1,000 10,000 11,000 %
Ronald R. Benanto (12) 10,000 10,000 *

All executive officers and directors as a group (eleven persons)(13) 1,952,250 1,392,560 3,344,810 11.8

* Less than one percent.

(1) The address of each officer and director listed is in care of Centra Software, Inc., 430 Bedford Street, Lexington, Massachusetts 02420.

(2) In accordance with SEC rules, beneficial ownership includes any shares as to which a person or entity has sole or shared voting power or
investment power and any shares as to which the person or entity has the right to acquire beneficial ownership within 60 days after March
31, 2004 through the exercise of any stock option. Except as noted, we believe that the persons named in the table have sole voting and
investment power with respect to the shares of common stock set forth opposite their names. Percentage of beneficial ownership is based
on 27,228,897 shares of common stock outstanding as of March 31, 2004.

(3) All shares included under Right to Acquire represent shares subject to outstanding stock options that are exercisable within 60 days of the
date of this table.

(4) Includes 53,000 shares held of record by Trustees of the Navickas Education Trust 1997 and 554,999 shares subject to outstanding stock
options that are exercisable within 60 days of the date of this table.

(5) The information is based on an amendment to Schedule 13G filed jointly by Kern Capital Management LLC ( Kern ), Robert E. Kern, Jr.,
and David G. Kern with the Securities and Exchange Commission on January 13, 2004. The report states that Messrs. Kern are the
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controlling members of Kern and may be deemed to be the beneficial owners of, or to share the power to direct the voting or disposition
of, the securities identified. Messrs. Kern expressly disclaim beneficial ownership of the securities identified.
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(6) Includes 224,374 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(7) Includes 205,375 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(8) Consists of 118,750 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(9) Includes 36,562 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(10) Consists of 10,000 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(11) Includes 10,000 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(12) Consists of 10,000 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table.

(13) Includes 1,392,560 shares subject to outstanding stock options that are exercisable within 60 days of the date of this table. See Notes 4,
6-8, and 9-12.

1999 Stock Incentive Plan

The 1999 Stock Incentive Plan (the 1999 Plan ) was adopted by the board of directors in October 1999 and approved by our stockholders in
November 1999. We have reserved a total of 7,100,000 shares of common stock for issuance under the 1999 Plan. As of December 31, 2003,
options to purchase a total of 6,457,063 shares of common stock were outstanding under the 1999 Plan. In March 2004, the board of directors
voted to amend the 1999 Plan to increase the total number of shares of common stock that may be issued pursuant to awards under the plan by
800,000, to 7,900,000. Set forth below is a summary description of the 1999 Stock Incentive Plan, as proposed to be amended and restated.

General Information; Number of Shares Issuable. The 1999 Plan authorizes the grant of (i) options to purchase common stock intended to

qualify as incentive stock options ( Incentive Options ), as defined in Section 422 of the Code, (ii) options that do not so qualify ( Nonstatutory
Stock Options, and together with Incentive Options, Options ), (iii) rights to purchase restricted stock, the terms and conditions of which are
determined by the Committee ( Restricted Stock Awards ) as well as rights to purchase stock without restrictions ( Unrestricted Stock Awards, and
together with Restricted Stock Awards, Stock Awards ), (iv) rights to receive cash payments based on or measured by appreciation in the market
price of the common stock ( Stock Appreciation Rights ) and (v) awards entitling the recipient to acquire shares of common stock upon the
attainment of specified performance goals ( Performance Share Awards, and together with Incentive Options, Nonstatutory Stock Options, Stock
Awards, and Stock Appreciation Rights, Awards ). If the proposed amendment is approved by the stockholders, then up to 7,900,000 shares of
common stock (subject to adjustment upon certain changes in the capitalization of the Company) may be issued in total pursuant to Awards

granted under the 1999 Plan.

Eligibility. Awards may be granted under the 1999 Plan to officers, directors, employees and consultants. As of April 2, 2004, four
non-employee directors, seven officers and approximately 264 non-officer employees were eligible to participate in the 1999 Plan.

Administration of the 1999 Plan. The 1999 Plan is administered by a committee (the Committee ) of the board of directors consisting of at least
two (2) members who qualify as outside directors under Section 162(m) of the Internal Revenue Code. Currently, our compensation committee
is acting as the Committee to administer the 1999 Plan. The Committee approves grants of Awards to individuals and determines the terms of

each Award, subject to the provisions of the 1999 Plan.
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Incentive Options and Nonstatutory Stock Options. Awards of Options under the 1999 Plan may be made to any eligible person. No Option
may extend for more than 10 years from the date of grant (five years in the case of an Incentive Option granted to an optionee who owns stock
possessing more than 10% of the total combined voting power of all classes of stock of the Company or any parent or subsidiary

( greater-than-ten-percent-stockholders ). The exercise price of Incentive Options granted under the 1999 Plan must be at least equal to the fair
market value of the common stock on the date of grant (110% of fair market value in the case of a greater-than-ten-percent-stockholder). The
last sales price of the common stock on April 2, 2004, as reported by the Nasdaq Stock Market, Inc., was $3.85. The aggregate fair market value
(determined at the time of grant) of shares issuable pursuant to Incentive Options that first become exercisable by an employee or officer in any
calendar year may not exceed one hundred thousand dollars ($100,000). Incentive Options are non-transferable except by will or by the laws of
descent or distribution and are exercisable, during the optionee s lifetime, only by the optionee.

The Committee will set the exercise price for Nonstatutory Stock Options at the time of grant. A Nonstatutory Stock Option will be transferable
to the extent permitted under the option agreement governing such Nonstatutory Stock Option. No Nonstatutory Stock Options may extend for
more than 10 years from the date of grant.

Incentive Options generally expire (i) 90 days after termination of the optionee s employment with the Company for any reason other than death
or disability, (ii) two years following the optionee s termination of employment with the Company by reason of death, or (iii) one year following
the optionee s termination of employment with the Company by reason of disability. In all other cases, the Committee has the discretion to
establish the expiration date. Payment of the exercise price of the shares subject to the Option may be made (i) in cash at the time the Option is
exercised or (ii) at the discretion of the Committee, either at the time of grant or exercise of the Option (i) by delivery to the Company of shares
of common stock of the Company, (ii) according to a deferred payment or other arrangement (which may include, without limiting the generality
of the foregoing, the use of other common stock of the Company) with the person to whom the Option is granted or to whom the Option is
transferred or (iii) in any other form of legal consideration that may be acceptable to the Committee on terms determined by the Committee.

Stock Awards. The Committee may grant Restricted Stock Awards to any eligible person, entitling the recipient to acquire, for a purchase price
determined by the Committee, shares of stock subject to such restrictions and conditions as the Committee may determine at the time of grant,
including continued employment and/or achievement of pre-established performance goals and objectives. The purchase price of stock acquired
pursuant to a restricted stock purchase agreement shall be paid either: (i) in cash at the time of purchase; (ii) at the discretion of the Committee,
according to a deferred payment or other arrangement with the person to whom the stock is sold; or (iii) in any other form of legal consideration
that may be acceptable to the Committee in its discretion on terms determined by the Committee. Shares of common stock sold or awarded
under a Restricted Stock Award may, but need not, be subject to a repurchase option in favor of the Company in accordance with a vesting
schedule to be determined by the Committee. The Committee may also grant or sell to any eligible person shares of common stock free of any
restrictions under the 1999 Plan in an Unrestricted Stock Award at a purchase price determined by the Committee.

Performance Share Awards. The Committee may award Performance Share Awards to any eligible person. Each Performance Share Award
shall be in such form and shall contain such terms and conditions as the Committee shall deem appropriate, and shall entitle the recipient to
acquire shares of common stock upon the attainment of specified performance goals.

Stock Appreciation Rights. Each stock appreciation right shall entitle the holder upon exercise to an appreciation distribution equal in amount
to the product of (i) the excess fair market value, on the date of exercise, over the exercise price per share specified in such stock appreciation
right agreement, multiplied by (ii) the number of shares of stock for which such stock appreciation right shall be exercised. Stock appreciation
rights may be exercised for common stock, cash or a combination thereof as determined by the Committee and as set forth in the stock
appreciation right agreement.
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Other Terms. Except as otherwise provided in the 1999 Plan, no rights under an Award shall be assignable by any participant under the 1999
Plan, either voluntarily or by operation of law, except by will or by the laws of descent and distribution, and shall be exercisable during the
lifetime of the person to whom the rights are granted only by such person. The 1999 Plan provides that upon a change in control of the Company
(as defined in the plan), the Committee may (i) accelerate the vesting schedule of any Awards, (ii) cancel Awards, provided that notice and an
opportunity to exercise vested Awards is provided to holders, or (iii) allow Awards to remain outstanding, provided that upon exercise of
Awards, holder receives consideration in the form of stock, securities, cash or other property as the holders of shares of stock of the Company
received in connection with the change of control. The board of directors may amend the 1999 Plan at any time, provided that no amendment
shall be effective unless approved by the stockholders of the Company to the extent stockholder approval is necessary for the 1999 Plan to
satisty the requirements of Section 422 of the Code, Section 16b-3 of the Securities Act of 1933, as amended, and the listing or eligibility for
quotation requirements of the Nasdaq Stock Market or any similar organization or of any national securities exchange upon which shares of the
Company s common stock are listed or eligible for trading. The board of directors may terminate or suspend the 1999 Plan at any time. Unless
sooner terminated, the 1999 Plan will terminate on October 13, 2009.

New Plan Benefits

The Committee may grant Awards under the 1999 Plan on a discretionary basis. Therefore, the Company is unable to determine the dollar value
and number of options which will be received by or allocated to (i) any of the executive officers, (ii) the current executive officers, as a group,
(iii) the current directors who are not executive officers, as a group, (iv) each nominee for election as a director and (v) the employees who are
not executive officers, as a group, as a result of the adoption of the amendment to the 1999 Plan. If the proposed amendment had been in effect
during 2003, it would not have affected the determination of the number of options received by or allocated to participants in 2003.

Federal Income Tax Information with Respect to Options Granted Under the 1999 Plan. The grantee of a Nonstatutory Stock Option
ordinarily recognizes no income for federal income tax purposes on the grant thereof. On the exercise of a Nonstatutory Stock Option, the
difference between the fair market value of the underlying shares of common stock on the exercise date and the option exercise price is treated
as compensation to the holder of the option taxable as ordinary income in the year of exercise, and such fair market value becomes the basis for
the underlying shares which will be used in computing any capital gain or loss upon disposition of such shares. Subject to certain limitations, the
Company may deduct for the year of exercise an amount equal to the amount recognized by the option holder as ordinary income upon exercise
of a Nonstatutory Stock Option.

The grantee of an Incentive Stock Option recognizes no income for federal income tax purposes on the grant thereof. Except as described below
with respect to the alternative minimum tax, there is no tax upon exercise of an Incentive Option. If no disposition of shares acquired upon
exercise of the Incentive Stock Option is made by the option holder within two years from the date of the grant of the Incentive Stock Option or
within one year after exercise of the Incentive Option, any gain realized by the option holder on the subsequent sale of such shares is treated as a
long-term capital gain for federal income tax purposes. If the shares are sold prior to the expiration of such periods, the difference between the
lesser of the value of the shares at the date of exercise or at the date of sale and the exercise price of the Incentive Stock Option is treated as
compensation to the employee taxable as ordinary income and the excess gain, if any, is treated as a capital gain (which will be a long-term
capital gain if the shares are held for more than one year). The excess of the fair market value of the underlying shares over the option price at
the time of exercise of an Incentive Stock Option will constitute an item of tax preference for purposes of the alternative minimum tax.
Taxpayers who incur the alternative minimum tax are allowed a credit, which may be carried forward indefinitely to be used as a 