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[LOGO]
November 17, 1997
Dear Stockholder:

| am pleased to forward the enclosed Proxy Statéfoethe special meeting (the "POLYCOM MEETING')$tockholders of Polycom, Inc.
("POLYCOM") to be held December 10, 1997 at 10:08.docal time, at Polycom's offices located at238nction Avenue, San Jose,
California. The purpose of the Polycom Meetingoisdnsider and vote upon the combination of Viagi@®mmunications, Inc.
("VIAVIDEQ") with Polycom through the merger (tht/ERGER") of Venice Acquisition Corporation ("MERGERJB"), a wholly-owned
subsidiary of Polycom, with and into ViaVideo.

The Merger is subject to the terms and conditidremoAgreement and Plan of Reorganization, datesf dane 11, 1997, as amended
September 29, 1997 (the "REORGANIZATION AGREEMENTHY and among Polycom, Merger Sub and ViaVidedhénMerger, Merger
Sub will be merged with and into ViaVideo; ViaVidedll be the surviving corporation and will thusdmene a wholly-owned subsidiary of
Polycom. Immediately prior to the Merger, each tanding share of ViaVideo Preferred Stock shaltteverted into one share of ViaVideo
Common Stock (together, the "VIAVIDEO COMMON STOQKdNd pursuant to the Merger, each outstandingestfaviaVideo Common
Stock will be converted, without any action on gaet of the holder thereof, into the right to rexeel.183684 (the "EXCHANGE RATIO")
shares of newly-issued Common Stock of Polycom ['YP©OM COMMON STOCK"). Notwithstanding the foregoini the total value of
Polycom's Common Stock to be issued (assumingothéamount of shares outstanding and reservedr tineé&/iaVideo 1996 Stock
Option/Stock Issuance Plan are exercised for Via¥i@ommon Stock) in the Merger, based on the aeavhthe closing prices of Polycom's
Common Stock as quoted on the National Market &ystetheNasdaq Stock Market for the ten (10) trading daysediately preceding (al
including) the second trading day prior to the etffee time of the Merger (the "TOTAL VALUE") exceg&90,000,000, the Exchange Ratio
shall be reduced such that the Total Value shafi982000,000. In addition, Polycom will assume M@&b's obligations with respect to
outstanding options to purchase ViaVideo's Commocksand such options will be converted into opgitm purchase Polycom Common
Stock. The shares of Polycom Common Stock helddbyc®m stockholders prior to the Merger will remaimchanged by the Merger. Based
on the capitalization of ViaVideo and Polycom ashaf date of the Reorganization Agreement and baséke closing price of Polycom
Common Stock on October 28, 1997 ($5.75), it issetgd that, as a result of the Merger, Polycomindltease its fully-diluted shares
outstanding by approximately 9.76 million sharekicl will represent approximately 34% of Polycomgstanding Common Stock
following the Merger. These numbers do not refteetpossible exercise of a right of first offerdbly one of Polycom's securityholders,
which, if exercised within 45 days of the effectiime of the Merger, would give that securityholttes right to acquire approximately
950,000 shares of Polycom Common Stock at $7.58uame.

The accompanying Proxy Statement provides a ddtdiscription of the Reorganization Agreement,aiehusiness and financial
information of Polycom and ViaVideo and other imjamit information, which you are urged to read aahgef Copies of the Reorganization
Agreement and the form of Certificate of Merger attached to the Proxy Statement as APPENDL.



THE POLYCOM BOARD OF DIRECTORS (THE "POLYCOM BOARIPHAS CAREFULLY REVIEWED AND CONSIDERED THE
TERMS AND CONDITIONS OF THE REORGANIZATION AGREEMENAND THE PROPOSED MERGER. THE DISINTERESTED
MEMBERS OF THE POLYCOM BOARD UNANIMOUSLY BELIEVE TH TERMS AND CONDITIONS OF THE REORGANIZATION
AGREEMENT AND THE PROPOSED MERGER ARE FAIR TO, ANN THE BEST INTERESTS OF, THE POLYCOM
STOCKHOLDERS. THE DISINTERESTED MEMBERS OF THE POC®YM BOARD HAVE UNANIMOUSLY APPROVED THE
TERMS AND CONDITIONS OF THE REORGANIZATION AGREEMENAND THE MERGER, AND UNANIMOUSLY RECOMMENL
THAT THE POLYCOM STOCKHOLDERS VOTE "FOR" APPROVALOTHE REORGANIZATION AGREEMENT AND
CONSUMMATION OF THE MERGER.

The Polycom Board has received a written opinicedias of June 11, 1997 (the "MONTGOMERY OPINIOKYM Montgomery
Securities, that as of such date, and based upbsaudject to the factors and assumptions set fiorghich written opinion, the consideratior
be paid by Polycom to the holders of ViaVideo ComnStock pursuant to the Reorganization Agreemedatiiso Polycom, from a financial
point of view. A copy of the opinion is attachede Proxy Statement as APPENDIX B. Polycom stotddrs are urged to read the
Montgomery Opinion in its entirety.

The Reorganization Agreement and the consummafitimeedMierger must be approved by the holders of¢wh Common Stock represent
a majority of the outstanding shares of Polycom @mm Stock entitled to vote. Your vote on this maitevery important. We urge you to
review carefully the enclosed material and to retgour proxy promptly.

WHETHER OR NOT YOU PLAN TO ATTEND THE POLYCOM MEENG, PLEASE MARK, SIGN, DATE AND PROMPTLY
RETURN YOUR PROXY CARD IN THE ENCLOSED POSTAGE-PAENVELOPE. IF YOU ATTEND THE MEETING, YOU MAY
VOTE IN PERSON IF YOU WISH, EVEN THOUGH YOU HAVE HR/IOUSLY RETURNED YOUR PROXY.

On behalf of the Polycom Board, | thank you for yeupport and urge you to vote FOR approval ofReerganization Agreement and the
consummation of the Merger.

Sincerely,
[SIG]

Brian L. Hinman
CHAIRMAN OF THE BOARD AND CHIEF
EXECUTIVE OFFICER



POLYCOM, INC.
2584 JUNCTION AVENUE
SAN JOSE, CA 95134

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
TO BE HELD DECEMBER 10, 1997

TO THE STOCKHOLDERS OF POLYCOM, INC.

NOTICE IS HEREBY GIVEN that a special meeting (tfOLYCOM MEETING") of Stockholders of Polycom, In@ Delaware corporatit
("POLYCOM"), will be held at 10:00 a.m., local timen December 10, 1997 at Polycom's offices locatétb84 Junction Avenue, San Jose,
California for the following purposes:

1. To consider and vote upon a proposal to appf@yvthe Agreement and Plan of Reorganization, daseaf June 11, 1997, as amended
September 29, 1997 (the "REORGANIZATION AGREEMENTHY and among Polycom, Venice Acquisition Corporgta Delaware
corporation and a newly formed, wholly-owned sulasidof Polycom ("MERGER SUB"), and ViaVideo Comnications, Inc.

("VIAVIDEO"), and

(b) the merger of Merger Sub with and into ViaVidéte "MERGER") whereby, among other things, Viadbdvill survive the Merger and
become a wholly-owned subsidiary of Polycom. Imragaly prior to the Merger, each outstanding sh&iéi@Video Preferred Stock shall be
converted into one share of ViaVideo Common Stdéegether, the "VIAVIDEO COMMON STOCK") and pursuantthe Merger, each
outstanding share of ViaVideo Common Stock willdeaverted, without any action on the part of thielaothereof, into the right to receive
1.183684 (the "EXCHANGE RATIO") shares of newlytissl Common Stock of Polycom ("POLYCOM COMMON STOGKand each
outstanding option to purchase a share of ViaVidemmon Stock will be assumed by Polycom and coadédrito an option to purchase that
number of whole shares of Polycom Common Stockldquhe product of the number of shares of Viaiddommon Stock that were
issuable upon exercise of such option immediateby po the effective time of the Merger multipliég the Exchange Ratio and rounded
down to the nearest whole number of shares of BotyCommon Stock, with the exercise price adjustedingly. Notwithstanding the
foregoing, if the total value of Polycom's Commdock to be issued (assuming the total amount afeshautstanding and reserved under the
ViaVideo 1996 Stock Option/Stock Issuance Plant@utge exercised for ViaVideo Common Stock) in theriyer based on the average of the
closing prices of Polycom's Common Stock as quotethe National Market System of the Nasdag Stoekket for the ten (10) trading days
immediately preceding (and including) the secoaditrg day prior to the effective time of the Merg@ire "TOTAL VALUE") exceeds
$90,000,000, the Exchange Ratio shall be reduceld that the Total Value shall be $90,000,000.

2. To transact such other business as may propentg before the Polycom Meeting or any adjournmepbstponement thereof.

The foregoing items of business are more fully dbed in the Proxy Statement, a copy of which fadted hereto and made a part hereo
which you are urged to read carefully.

The Board of Directors has fixed the close of besinon October 28, 1997 as the record date formlieieg stockholders entitled to notice of
and to vote at the Polycom Meeting and any adjoemntror postponement thereof. Approval of the Retimgdion Agreement and the Merger
will require the affirmative vote of the holdersPblycom Common Stock representing a majority efabtstanding shares of Polycom
Common Stock entitled to vote.

TO ASSURE THAT YOUR SHARES ARE REPRESENTED AT THBIPYCOM MEETING, YOU ARE URGED TO COMPLETE, DAT
AND SIGN THE ENCLOSED PROXY AND MAIL IT PROMPTLY INTHE POSTAGE-PAID ENVELOPE PROVIDED, WHETHER OR
NOT YOU PLAN TO ATTEND THE POLYCOM MEETING IN PERS®. YOU MAY REVOKE YOUR PROXY IN THE MANNER
DESCRIBED IN THE ACCOMPANYING PROXY STATEMENT AT AN TIME



BEFORE IT HAS BEEN VOTED AT THE POLYCOM MEETING. AKSTOCKHOLDER ATTENDING THE POLYCOM MEETING
MAY VOTE IN PERSON EVEN IF SUCH STOCKHOLDER HAS REFRNED A PROXY.

BY ORDER OF THE BOARD OF DIRECTORS

[SIG]

Brian L. Hinman

CHAIRMAN OF THE BOARD AND CHIEF EXECUTIVE
OFFICER

San Jose, California
November 17, 199



POLYCOM, INC.

PROXY STATEMENT

This Proxy Statement is being furnished to theldiolers of Polycom, Inc., a Delaware corporatit?qLYCOM"), in connection with the
solicitation of proxies by the Polycom Board of &itors (the "POLYCOM BOARD") for use at the speaiedeting of Polycom stockholders
(the "POLYCOM MEETING") to be held at 10:00 a.no¢al time, on December 10, 1997, at Polycom's effiocated at 2584 Junction
Avenue, San Jose, California, and at any adjourtsr@mpostponements of the Polycom Meeting.

This Proxy Statement relates to the issuance age&sti Common Stock of Polycom, $.0005 par valueshare ("POLYCOM COMMON
STOCK"), pursuant to the merger (the "MERGER") @rite Acquisition Corporation, a Delaware corpamatnd a newly formed, wholly-
owned subsidiary of Polycom ("MERGER SUB"), withdainto ViaVideo Communications, Inc., a Delawarepooation ("VIAVIDEQO"),
under the terms of the Agreement and Plan of Redzghon, dated as of June 11, 1997, as amendedr8ker 29, 1997 (the
"REORGANIZATION AGREEMENT"), by and among Polycoierger Sub and ViaVideo. A copy of the Reorgan@atgreement is
attached hereto as APPENDIX A. As a result of thexdér, ViaVideo will become a wholly-owned subsigiaf Polycom.

Immediately prior to the Merger, each outstandinars of Preferred Stock of ViaVideo, $.001 par egber share (the "VIAVIDEO
PREFERRED STOCK"), shall be converted into oneelosfiCommon Stock of ViaVideo, $.001 par value gieare (the "VIAVIDEO
COMMON STOCK"). Upon the effectiveness of the Marda) each outstanding share of Common Stock a¥\deo, will be converted into
the right to receive 1.183684 (the "EXCHANGE RAT)@hares of newlyssued Polycom Common Stock, and (b) each outstgrajition tc
purchase a share of ViaVideo Common Stock ("VIAVIDBPTION") will be assumed by Polycom and conveitéol an option to purchase
that number of whole shares of Polycom Common Sgaglal to the product of the number of shares al/idleo Common Stock that were
issuable upon exercise of such option immediatety po the effective time of the Merger multipliég the Exchange Ratio and rounded
down to the nearest whole number of shares of BolyCommon Stock, with the exercise price adjustet@ingly. Notwithstanding the
foregoing, if the total value of Polycom's Commdock to be issued (assuming the total amount afeshautstanding and reserved under the
ViaVideo 1996 Stock Option/Stock Issuance Plan ((HAVIDEO OPTION PLAN") are to be exercised for &¥ideo Common Stock) in t
Merger (the "TOTAL VALUE"), based on the averagetluod closing prices of Polycom's Common Stock aseglion the National Market
System of the Nasdaq Stock Market (the "NASDAQ NANAL MARKET") for the ten (10) trading days immeti#y preceding (and
including) the second trading day prior to the Effifee Time (the "CLOSING PRICE") exceeds $90,000,G6e Exchange Ratio shall be
reduced such that the Total Value shall be $900B@0,The Total Value would equal $90,000,000 if@esing Price were $9.00 per share. If
the Closing Price is less than $3.00 per sharadpsted for any stock splits, stock dividendsemapitalizations, ViaVideo shall not be
obligated to consummate the Merger. An aggregasepfoximately 8,413,979 million shares of Polyd@ommon Stock (based on 7,108,
shares of ViaVideo Common Stock outstanding asaibker 28, 1997 and on the closing price of Poly€@mmmon Stock as of October 28,
1997 ($5.75) will be issued by Polycom in the Merged options to purchase an aggregate of appraéeiyns, 342,356 additional shares of
Polycom Common Stock (based on 1,134,050 sharémbideo Common Stock subject to outstanding Viadddptions as of October 28,
1997 and on the Exchange Ratio) will be assume@dbycom in the Merger. The number of shares of &ty Common Stock to be issuec
the Merger, assuming a Closing Price of betweef(ger share and $9.00 per share (based on 8,848ha®es of ViaVideo Common Stock
outstanding assuming the exercise of the sharekslbleafor grant and shares outstanding under tla&/deo Option Plan as of October 28,
1997) will be 9,999,997. Since the market pric@ofycom Common Stock is subject to fluctuation, Bodycom stockholders will not know
the actual value of the Merger consideration atithe of the Polycom Meeting. These numbers daeitéct the possible exercise of a right
of first offer held by one of Polycom's securitythets, which, if exercised within 45 days of thesefive time of the Merger, would give that
securityholder the right to acquire approximated® 800 shares of Polycom Common Stock at $7.5G peme.

On October 28, 1997, the closing sales prices emisdaq National Market of Polycom Common Stock $&75.

This Proxy Statement and the accompanying fornps@fy are first being mailed to stockholders ofyoim on or about November 17, 19



THE ABOVE MATTERS ARE DISCUSSED IN DETAIL IN THIS P ROXY STATEMENT. THE PROPOSED MERGER IS A
COMPLEX TRANSACTION. POLYCOM STOCKHOLDERS ARE STRON GLY URGED TO READ AND CONSIDER

CAREFULLY THIS PROXY STATEMENT IN ITS ENTIRETY, PAR TICULARLY THE MATTERS REFERRED TO
UNDER "RISK FACTORS" STARTING ON PAGE 15.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISS ION, NOR HAS THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SEC URITIES COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROXY STATEMENT. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENS E.

THE DATE OF THIS PROXY STATEMENT IS NOVEMBER 17, 19 97.
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NO PERSON HAS BEEN AUTHORIZED BY POLYCOM TO GIVE ANINFORMATION OR TO MAKE ANY REPRESENTATION
NOT CONTAINED IN THIS PROXY STATEMENT IN CONNECTIONVITH THE SOLICITATION OF PROXIES MADE HEREB®

AND, IF GIVEN OR MADE, SUCH INFORMATION OR REPRESHMTION MUST NOT BE RELIED UPON AS HAVING BEEN

AUTHORIZED BY POLYCOM.

THE DELIVERY OF THIS PROXY STATEMENT SHALL NOT, UNER ANY CIRCUMSTANCES, CREATE AN IMPLICATION THA
THERE HAS BEEN NO CHANGE IN THE INFORMATION CONTAIND HEREIN SINCE THE DATE HEREOF.

AVAILABLE INFORMATION

Polycom is subject to the informational requirersesftthe Securities Exchange Act of 1934, as ant(ithe "EXCHANGE ACT"), and in
accordance therewith files reports, proxy statesant other information with the Securities andHaxge Commission (the
"COMMISSION"). These materials can be inspected @qled at the public reference facilities mainggiy the Commission at Room 1C
450 Fifth Street, N.W., Washington, D.C. 20549 ahthe Commission's regional offices at Northweisiuidn Center, 500 West Madison
Street, Suite 1400, Chicago, lllinois 60661 and grM/Trade Center, New York, New York 10048. Coméshese materials can also be
obtained from the Commission at prescribed ratesityng to the Public Reference Section of the @assion, 450 Fifth Street, N.W.,
Washington, D.C. 20549. The Commission maintaivéoald Wide Web site that contains reports, proxg arformation statements and ot
information regarding registrants that file eleoioally with the Commission. The address of the @ossion's web site is http://www.sec.g
The Polycom Common Stock is quoted on the Nasddipma Market. Reports and other information filegl Polycom may be inspected at
the offices of the National Association of SecestDealers, Inc., Market Listing Section, 1735 ke&t, N.W., Washington, D.C. 20006.
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TRADEMARKS

Polycom, SoundStation, SoundStation Premier, ShatreBt SoundPoint and Polycom logos are registeesimarks of Polycom in the U.S.
and various countries. ViaVideo Communications w&tation and ViaVideo logos are trademarks of V@dad. This Proxy Statement also
contains trademarks of companies other than Viay/i@®lycom and its subsidiary.

FORWARD-LOOKING STATEMENTS

THIS PROXY STATEMENT CONTAINS FORWARD-LOOKING STATHEENTS WITHIN THE MEANING OF SECTION 27A OF THE
SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIEECT") AND SECTION 21E OF THE EXCHANGE ACT. ACTUAL
RESULTS COULD DIFFER MATERIALLY FROM THOSE PROJECTHN THE FORWARD-LOOKING STATEMENTS AS A
RESULT OF CERTAIN FACTORS, INCLUDING THE RISK FACTRSE BEGINNING ON PAGE 15 HEREOF. POLYCOM DOES NOT
MAKE ANY EXPRESS OR IMPLIED REPRESENTATION OR WARRA'Y AS TO THE ATTAINABILITY OF THE PROJECTED OR
ESTIMATED FINANCIAL INFORMATION REFERENCED OR SETGRTH HEREIN UNDER "THE MERGER AND RELATED
TRANSACTIONS--FAIRNESS OPINION OF FINANCIAL ADVISOROR ELSEWHERE HEREIN OR AS TO THE ACCURACY OR
COMPLETENESS OF THE ASSUMPTIONS FROM WHICH THAT PBECTED OR ESTIMATED INFORMATION IS DERIVED.
PROJECTIONS OR ESTIMATIONS OF THE COMBINED COMPANSYFUTURE PERFORMANCE ARE NECESSARILY SUBJECT
A HIGH DEGREE OF UNCERTAINTY AND MAY VARY MATERIALLY FROM ACTUAL RESULTS. REFERENCE IS MADE TO
THE PARTICULAR DISCUSSIONS SET FORTH UNDER "RISK EAORS," "POLYCOM'S MANAGEMENT'S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERTIONS" AND "VIAVIDEO'S MANAGEMENT'S DISCUSSION
AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OFOPERATIONS." IN CONNECTION WITH FORWARD-LOOKING
STATEMENTS WHICH APPEAR IN THESE AND OTHER DISCLORES, STOCKHOLDERS OF POLYCOM SHOULD CAREFULL
REVIEW THE FACTORS SET FORTH IN THIS PROXY STATEMHNJNDER "RISK FACTORS" BEGINNING ON PAGE 15
HEREOF.



SUMMARY

THE FOLLOWING IS A BRIEF SUMMARY OF CERTAIN INFORMAION CONTAINED ELSEWHERE IN THIS PROXY
STATEMENT, AND THE APPENDICES HERETO. THE SUMMARY@ES NOT CONTAIN A COMPLETE STATEMENT OF
MATERIAL INFORMATION RELATING TO THE REORGANIZATIONAGREEMENT, THE MERGER OR THE OTHER MATTERS
DISCUSSED HEREIN AND IS SUBJECT TO, AND QUALIFIEINIITS ENTIRETY BY, THE MORE DETAILED INFORMATION AND
FINANCIAL STATEMENTS CONTAINED IN THIS PROXY STATENENT AND THE APPENDICES HERETO. STOCKHOLDERS A
URGED TO READ THIS PROXY STATEMENT AND THE APPENDES IN THEIR ENTIRETY.

THE COMPANIES
POLYCOM.

Polycom develops, manufactures and markets audieting and dataconferencing products that fatélimeetings at a distance. With its
SoundStation product line, Polycom believes itéstablished itself as a leading provider of audide@ncing equipment designed for group
use. SoundStation is a high quality, full-dupleasyeto-use audioconferencing solution. The Sourna8taroducts are designed to operate
with local telephone systems throughout the wafd] Polycom has obtained regulatory approval fem88&tation's use in 25 countries.
Polycom's technologies permit its SoundStation pet&lto achieve audioconferencing communicatioradityuthat approaches handset
communications quality. More than 150,000 Soundi@tatystems had been shipped as of September 89, 48d Polycom believes
SoundStation is the best selling product in theigraudioconferencing market. In addition, Polycdso &egan shipping its SoundStation
Premier and Sound Point products in the secondoid®96.

Polycom's innovative ShowStation dataconferencioglpct, introduced in November 1995, enables liead-exchange of data and other
images over ordinary telephone lines via the rgpegherging T.120 dataconferencing protocol standaindwStation is a cost-effective, easy-
to-use, high resolution dataconferencing soluti@t enables groups in multiple locations to simdtausly view, edit and annotate paper or
electronic documents and data in a lights-on enwirent. Polycom expects to introduce its next gdimr&howStation product in the fourth
quarter of 1997.

Polycom's products integrate advanced telecommtioinsa acoustic, image capture and processing tdobies. Polycom sells its products
globally through its direct sales force and maimganarketing and sales relationships with Lucerhfielogies, Inc. ("LUCENT"), MCI
Telecommunications Corporation ("MCI"), Minnesotanivig and Manufacturing Corporation ("3M"), Confedh International, Inc.
("CONFERTECH"), British Telecommunications, plc RBrISH TELECOM"), Siemens AG ("SIEMENS"), Sprint Kb Supply
("SPRINT"), SKC Communications Products ("SKC"), BBistributing, Inc. ("GBH"), Unitel Pty. Limited"UNITEL"), PictureTel
Corporation ("PICTURETEL"), Hibino Corporation ("BINO"), and Hello Direct, Inc. ("HELLO DIRECT"), wibh collectively represented
approximately 64% of Polycom's net revenues irfitlsehalf of 1997, as well as with other resellarsl OEMs.

Unless otherwise indicated, "POLYCOM" refers toyRoim, Inc., a Delaware corporation, and its whallyred subsidiary Polyspan
Teleconferencing, B.V. Polycom was incorporate®@iaware on December 13, 1990. Polycom's prin@patutive offices are located at
2584 Junction Avenue, San Jose, California 95184elephone number is (408) 526-9000.

VIAVIDEO.

ViaVideo was founded in September 1996 to desighdmvelop high quality, low-cost, easy-to-use, groideoconferencing systems that
utilize advanced video and audio compression tdogies along with Internet/Web-based features. W@\ believes that these technologies
and features will permit users to replicate theatyits and effectiveness of face-to-face meetingspadsentations from remote locations
through the transmission of color motion video gnéged with full duplex audio at data rates as &b6 kilobits per second (Kbps). The
videoconferencing system being developed by Viaviteorporates the latest advances in video procésshnology and uses a new
generation, non-PC based



platform. ViaVideo anticipates commencing a begtitg program of its first product in the fourthagter of 1997.

Unless otherwise indicated, "VIAVIDEQO" refers toa¥lideo Communications, Inc., a Delaware corporafidaVideo was incorporated in
Delaware on September 10, 1996. ViaVideo's prin@gacutive offices are located at 8900 Shoal CrBelding 300, Austin, Texas 78757.
Its telephone number is (512) 483-0200.

MERGER SUB.

"MERGER SUB" refers to Venice Acquisition Corpouatj a Delaware corporation and wholly-owned subsydof Polycom formed solely
for the purpose of the Merger. Merger Sub was iporated in Delaware on May 22, 1997. Merger Sutigjpal executive offices are
located at 2584 Junction Avenue, San Jose, Calif@mn134. Its telephone number is (408) 526-9000.

THE MERGER; CONVERSION OF SECURITIES

Polycom, Merger Sub and ViaVideo have enteredtimoReorganization Agreement, a copy of whichtisciied hereto as APPENDIX A,
whereby Merger Sub will be merged with and intoWi@eo, resulting in ViaVideo becoming a wholly-owhsubsidiary of Polycom. See
"The Merger and Related Transactions."

Upon consummation of the Merger, each share of e Common Stock then outstanding (assuming theersion of all outstanding
ViaVideo Preferred Stock into ViaVideo Common Stpekll be converted automatically into the rightreceive 1.183684 shares of newly-
issued Polycom Common Stock. Notwithstanding tmedoing, if the Total Value of Polycom's Commoncdktto be issued (assuming the
total amount of shares outstanding and reservedruhd ViaVideo Option Plan are to be exercised/ialideo Common Stock) in the
Merger, based on the average of the closing pdE@®lycom’'s Common Stock as quoted on the Nasdaipmal Market System for the ten
(10) trading days immediately preceding (and intlgiithe second trading day prior to the effectinee of the Merger exceeds $90,000,000,
the Exchange Ratio shall be reduced such thatate Value shall be $90,000,000. In addition, Potowill assume ViaVideo's obligations
with respect to outstanding options to purchasé&/\dieo’'s Common Stock and such options will be cot@eeinto options to purchase
Polycom Common Stock.

As of October 28, 1997 (the "RECORD DATE"), ViaVabad 7,108,298 shares of Common Stock outstar{dssyming the conversion of
all shares of ViaVideo Preferred Stock into Viawwd@ommon Stock) and 1,134,050 shares of Commork $éserved for issuance pursuant
to outstanding stock options. Based on the clopiige of Polycom Common Stock of $5.75 and outstapdhares of ViaVideo Common
Stock on the Record Date, and assuming the exastaléoutstanding options to purchase ViaVidear@won Stock, the aggregate value of
the Merger consideration to be issued in the tretimawould be $56,098,929, and ViaVideo stockhaddeould receive 1.183684 shares of
Polycom Common Stock for each share of ViaVideo @mm Stock owned by such stockholder. Based on,t@87298 shares of ViaVideo
Common Stock outstanding as of the Record Datenthanum value of the Merger consideration thassured to be issued to ViaVideo
stockholders, assuming a Closing Price of $3.0Gpare and excluding the Escrow Shares (as défieledv), is $22,717,743. Depending
upon the actual Closing Price and the releasesoEdtrow Shares to the ViaVideo stockholders, sticimum amount could be substantially
higher than $22,717,743 but in no event could igkemater than $90,000,000. See "The Merger anddteTaansactions--Conversion of
Shares."

The following table indicates the relative Exchaiggio, Total Value and total shares of Polycom @mm Stock to be issued in the Merger
based on various different Closing Prices of Paly¢@ommon Stock, ranging from $3.00 per share toGRLper share and based upon the
8,448,198 shares of ViaVideo Common Stock outstandssuming the exercise of shares available #ontgnd shares outstanding
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under the ViaVideo Option Plan as of October 3B71%iaVideo has no obligation to consummate theddeif the Closing Price is less tF
$3.00 per share. If the Total Value were to be tgreaan $90,000,000, the Exchange Ratio woulddjested so that the Total Value would
equal $90,000,000.

CLOSING PRICE OF POLYCOM COMMON STOCK

$3.00 $4.00 $5.00 $6.00 $7.00 $8.00 $9.00 $10.00
Exchange Ratio................ 1.183684 1.183 684 1.183684 1.183684 1.183684 1.183684 1.183684 1.065316
Total Value.......... ... $29,999,990 $39,999 ,987 $49,999,984 $59,999,981 $69,999,978 $79,999,97 4 $89,999,971 $90,000,000
Shares Issued................. 9,999,997 9,999, 997 9,999,997 9,999,997 9,999,997 9,999,997 9,999,997 9,000,000

Because the market price of Polycom Common Stoskbigect to fluctuation, the Polycom stockholdeil mot know the exact value of the
Merger consideration at the time of the Polycom fihgesince the Closing Price is likely to changanfrthe time of the Polycom Meeting to
the Effective Time. For current information on tiechange Ratio and the number of shares of Polyéommon Stock to be issued on a per
share basis, Polycom stockholders are encourageadltBolycom at 888-261-6343.

The shares of Polycom Common Stock outstanding pithe Merger will remain unchanged by the Meygaxcept for dilution of
approximately 30% resulting from the Merger.

REASONS FOR THE MERGER

Polycom and ViaVideo have identified several patitenefits of the Merger that they believe wantribute to the success of Polycom and
ViaVideo after the Merger (together, the "COMBINEIDMPANY"). The Combined Company intends to, amotigenthings, introduce ne
videoconferencing products incorporating new teddgiies into the market prior to its competitors am@nhance its competitiveness by
leveraging Polycom's infrastructure and distribatdlhannels with ViaVideo's proprietary technologytiow the Combined Company to
deliver a full line of audio, video and dataconferieg products. See "The Merger and Related Traiosae-Background of the Merger" and
"--Reasons for the Merger."

OPERATIONS FOLLOWING THE MERGER
Following the Merger, ViaVideo will continue its emations as a wholly-owned subsidiary of Polycom.
THE POLYCOM MEETING
DATE, TIME AND PLACE OF THE POLYCOM MEETING

The Polycom Meeting will be held on December 1®7,%t 10:00 a.m., local time, at Polycom's offilesmted at 2584 Junction Avenue, ¢
Jose, California.

PURPOSE OF THE POLYCOM MEETING

At the Polycom Meeting, stockholders of record ofyleom will be asked to consider and vote uponappsal to approve the Reorganization
Agreement and the consummation of the Merger. $imders of Polycom will also consider and vote upog other matter that may prope
come before the Polycom Meeting and any adjournmepbstponement thereof. Representatives of Poliecprincipal independent
accountants are expected to be present at thedPoliteeting. Such representatives will have the dppdy to make a statement if they
desire to do so and are expected to be availaliksfmond to appropriate questions.

RECORD DATE; SHARES ENTITLED TO VOTE

Only holders of record of Polycom Common StocklmeRecord Date are entitled to notice of and te abtthe Polycom Meeting. At the
close of business on the Record Date, there wdstamaling and



entitled to vote 19,189,370 shares of Polycom Com@iock, each of which will be entitled to one voteeach matter to be acted upon.
VOTE REQUIRED; CERTAIN VOTING INFORMATION; IRREVOCA BLE PROXIES

Approval of the Reorganization Agreement and thesammation of the Merger will require the affirnvativote of the holders of a majority
of the outstanding shares of Polycom Common StotiKed to vote. See "The Merger and Related Tretimas--Related Agreement¥eting
Agreements" below for information with respect tisig agreements entered into by certain stockhsldePolycom. Approval of the Merg
by the stockholders and any abstentions from vdtiegeon may be deemed a "ratification” of the Memgnder Delaware law, which may
provide either Polycom or ViaVideo with a completepartial defense to any subsequent stockholdatestges to the Merger. Polycom does
not have a current intention to assert such votedefense to any subsequent challenge to theatrisms, but neither company intends to
waive any rights under Delaware law related theratol Polycom may in fact assert such vote asendefto any legal claim which may be
raised. Stockholders should therefore recognizethiedr vote may be used as a defense to any daith,@and that such a vote may eliminate
or impair their legal right to challenge the tract&an following the closing of the Merger.

As of the Record Date, Polycom's directors and ke officers (and their affiliates), as a grobpneficially owned 7,846,225 shares
(exclusive of any shares issuable upon the exeofieptions unexercised as of such date), or apprately 41% of the 19,189,370 shares of
Polycom Common Stock that were issued and outsigrali of such date. Each of Brian L. Hinman, RoBeHagerty, Dale A. Bastian,
Michael R. Kourey, Ardesher Falaki, Gilbert J. Bear, Alan D. Hagedorn, Bandel Carano, James R.t3wknhn Morgridge and Stanley J.
Meresman, who, as of the Record Date, in the agégeaeneficially owned 7,846,225 shares (exclushany shares issuable upon the
exercise of options), or approximately 41% of thares of Polycom Common Stock, have agreed witNio to vote in favor of the
Reorganization Agreement and consummation of thegbteand have executed irrevocable proxies in ofioretherewith. See "The Merger
and Related Transactions--Related Agreements--g@&greements." As of the Record Date, there weiest@ckholders of record who held
shares of Polycom Common Stock, as shown on tlwerdeof Polycom's transfer agent for such sharase on the 19,189,370 shares of
Polycom Common Stock outstanding and entitled te wo the Record Date, a total of 9,594,686 shamesequired to be voted in favor of
the Merger in order for the Merger to be approved eonsummated. Accordingly, Polycom's directoxecative officers and their affiliates
hold shares representing approximately 82% ofdta humber of shares required for approval oftthasaction.

QUORUM; ABSTENTIONS AND BROKER NON-VOTES

The required quorum for the transaction of busiraé$be Polycom Meeting is a majority of the shae§€ommon Stock issued and
outstanding as of the Record Date. Abstentionsbaokler non-votes each will be included in determgrthe number of shares present and
voting at the meeting for the purpose of deterngrilre presence of a quorum. Because approval di¢loeganization Agreement and the
consummation of the Merger requires the affirmatiote of a majority of the outstanding shares dff&am Common Stock entitled to vote
thereon, abstentions and broker non-votes will Hagesame effect as votes against the ReorganizAticeement and the consummation of
the Merger. However, under applicable Delaware Ewabstention may have the same effect as a @oted Merger in determining whether
the stockholders have "ratified" the Merger, aratoadingly abstentions may impair the ability afctholders to maintain a subsequent
challenge to the Merger. THE ACTIONS PROPOSED INSFIRROXY STATEMENT ARE NOT MATTERS THAT CAN BE VOTE ON
BY BROKERS HOLDING SHARES FOR BENEFICIAL OWNERS WHOUT THE OWNERS' SPECIFIC INSTRUCTIONS.
ACCORDINGLY, ALL BENEFICIAL OWNERS OF POLYCOM COMM® STOCK ARE URGED TO RETURN THE ENCLOSED
PROXY CARD MARKED TO INDICATE THEIR VOTES.



APPRAISAL RIGHTS

Stockholders of Polycom who dissent from the Mesgidirnot be entitled to rights of appraisal un@&ction 262 of the Delaware General
Corporation Law (the "DGCL"). See "The Merger argld®ed Transactions--Appraisal Rights."

FAIRNESS OPINION OF FINANCIAL ADVISOR

Montgomery Securities ("MONTGOMERY") has delivettedthe Polycom Board its written opinion, datedeldd, 1997 (the
"MONTGOMERY OPINION"), that, as of such date, arabed upon and subject to the factors and assursg@irforth in such written
opinion, the consideration to be paid for the Vidgé& Common Stock pursuant to the Merger is faamfa financial point of view, to
Polycom as of the date of such opinion. The fuit tf the Montgomery Opinion is attached as APPEXIBIto this Proxy Statement.
Polycom stockholders are urged to read the Montgp@einion in its entirety. See "The Merger and&®etl Transactions--Fairness Opinion
of Financial Advisor."

RECOMMENDATION OF POLYCOM'S BOARD OF DIRECTORS

THE DISINTERESTED MEMBERS OF THE POLYCOM BOARD (UNANIMOUSLY BELIEVE THE TERMS AND CONDITIONS OF
THE REORGANIZATION AGREEMENT AND THE PROPOSED MER®EARE FAIR TO, AND IN THE BEST INTERESTS OF,
POLYCOM STOCKHOLDERS, (lI) HAVE UNANIMOUSLY APPROVE THE TERMS OF THE REORGANIZATION AGREEMENT
AND THE MERGER, AND (1) UNANIMOUSLY RECOMMEND THAT POLYCOM STOCKHOLDERS VOTE FOR THE APPROVAL
OF THE REORGANIZATION AGREEMENT AND CONSUMMATION OFHE MERGER. THE PRIMARY FACTORS CONSIDERED
AND RELIED UPON BY THE POLYCOM BOARD IN REACHING 15 RECOMMENDATION ARE REFERRED TO IN "THE MERGE
AND RELATED TRANSACTIONS--REASONS FOR THE MERGER'ND "--BACKGROUND OF THE MERGER."

THE REORGANIZATION AGREEMENT
REPRESENTATIONS, WARRANTIES AND COVENANTS

Under the Reorganization Agreement, Polycom an&¥/Mi@o made a number of representations and waesirgigarding their respective
capital structures, intellectual property, opemagidfinancial conditions and other matters, inatgdtheir authority to enter into the
Reorganization Agreement and to consummate the élegch of Polycom and ViaVideo covenanted thati] the consummation of the
Merger or the termination of the Reorganizationéament, it will carry on its business in the ordyneourse and attempt to preserve its
present business and relationships with custoraepgliers and others, it will not take certain aas without the other's consent, and it will
use its best efforts to consummate the Merger!"Bee Merger and Related Transactions--The Reorg#iniz Agreement--Representations,
Warranties and Covenants."

NO SOLICITATION OF TRANSACTIONS

ViaVideo has agreed not to take any action to,atliyeor indirectly, solicit, initiate, or encourag@y offer or proposal for, or any indication of
interest in 15% or more of the outstanding shafespital stock of ViaVideo, a merger or other mesis combination involving ViaVideo or
the acquisition of any significant equity interastor significant portion of the assets of, Viav@("TAKEOVER PROPOSAL") or engage in
negotiations with, or disclose any nonpublic infatian relating to ViaVideo or any of its subsidexito, or afford access to the properties,
books or records of ViaVideo to, any person thatddvised ViaVideo it has considered making orrhade a Takeover Proposal, or to any
person relating to a possible acquisition of Viadtidexcept that if ViaVideo notifies Polycom thaaVideo will run out of cash and cash
equivalents on or before June 1, 1998, ViaVideo maiate discussions with venture
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capitalists and other non-corporate investorsHergurpose of raising equity funding for operaticngh a transaction not to close prior to
March 31, 1998. The foregoing restrictions on Vid&b's activities are waivable by Polycom. See "Meeger and Related Transactioidie
Reorganization Agreement--No Solicitation of Traot&ms."

CONDITIONS TO THE MERGER

In addition to the requirement that the requisgipraval of Polycom and ViaVideo stockholders besieed, the consummation of the Merger
is subject to a number of other conditions thabgif satisfied or waived, may cause the Mergetmbe consummated and the Reorganization
Agreement to be terminated. Each party's obligatioconsummate the Merger is conditioned on, anathgr things, approval of this Proxy
Statement by the Commission, the accuracy of therqiarty's representations, the other party'©peence of its covenants, the absence of a
material adverse change with respect to the othity pfavorable legal opinions (including opinidonsthe effect that the Merger will be trea

as a tax-free reorganization for federal incomeptasposes), the receipt of a letter from Polycan@ ViaVideo's independent accountants
that the Merger will be treated as a pooling oéigsts for accounting purposes and the absenegalfdction preventing the consummatio
the Merger. Additionally, Polycom's obligation tonsummate the Merger is conditioned on, among dttiegs, ViaVideo's first commercial
shipment of its first videoconferencing product,iethmeets previously agreed upon specificationsctaur on or prior to March 31, 1998
(which condition is waivable by Polycom), and Viad's obligation to consummate the Merger is camitd on, among other things, the
closing price of Polycom's Common Stock (as deteechiby the average of the closing prices of Polys@oemmon Stock as quoted on the
Nasdaqg National Market System for the ten (10)itgdays immediately preceding, and including,4beond trading day prior to tl

Effective Time, the "CLOSING PRICE") being at le&8t00 per share. At any time prior to the Mergé@her party may waive compliance
with any of the agreements or satisfaction of afihe conditions in the Reorganization Agreement.

CLOSING

As promptly as practicable after the satisfactiomaiver of the conditions set forth in the Reoiigation Agreement, Merger Sub and
ViaVideo will file a Certificate of Merger with thBecretary of State of Delaware and the Record#veo€ounty in which the registered oft

of ViaVideo is located. The Merger will become etfee upon such filings (the "EFFECTIVE TIME"). & anticipated that, assuming all
conditions are met, the Merger will occur and asitlg will be held on or before March 31, 1998. SHee Merger and Related Transactions--
The Reorganization Agreement--Closing."

REGISTRATION RIGHTS

The shares of Polycom Common Stock to be issudfieiMerger will be issued in a transaction exempinfthe registration requirements of
the Securities Act. Polycom has granted registnatights (the "REGISTRATION RIGHTS") to the holdetViaVideo Common Stock and
has covenanted to file a registration statemeriam S-3 (the "REGISTRATION STATEMENT") within thyr (30) days of the Effective
Time in order to register the Polycom Common Stiocke issued in the Merger for resale. The RegistraRights include, among other
things, an obligation by Polycom to keep the Regigtn Statement effective for a period of two y2ars as well as cross indemnification
provisions whereby Polycom and the ViaVideo stodtbis agree to indemnify each other for any ligptihat might arise from any untrue
statement contained in the Registration Statemewlienby that party. See "The Merger and Relatedsaions--Registration Rights."

TERMINATION, AMENDMENT AND WAIVER

At any time prior to the Effective Time, the Reangaation Agreement may be terminated by mutual enhauthorized by the Polycom and
ViaVideo Boards of Directors, or by either PolycomViaVideo



(i) if, without fault of the terminating party, th@dosing of the Merger has not occurred on or leefdarch 31, 1998, (ii) if there is a breach by
the other party of a representation, warranty digation set forth in the Reorganization Agreemierdny material respect and such breach is
not cured within ten (10) business days after amittotice from the other, provided that the terrmnggparty is not at that time in willful
breach of the Reorganization Agreement, (iii) & tlequired approval of the stockholders of Poly@d/or ViaVideo is not obtained, or (iv)

if there is a final, norappealable order of a court of competent jurisdictn effect preventing consummation of the Mer¢g®8ee "The Merge
and Related Transactions--The Reorganization AgeeésT ermination, Amendment and Waiver").

The Reorganization Agreement may be terminateddbycBm at Polycom's sole discretion prior to théeEfive Time if (i) ViaVideo's Board
of Directors withdraws or modifies its recommendatof the Reorganization Agreement or the Mergexr imanner adverse to Polycom,
provided that Polycom is not at that time in willhbreach of the Reorganization Agreement; (ii)day reason ViaVideo fails to call and hold
a ViaVideo stockholders meeting to vote on and eppthe Reorganization Agreement and the consuromafithe Merger by March 31,
1998; or (iii) holders of more than nine percer®o]f ViaVideo Common Stock have not voted in fagbthe Merger by March 31, 1998.

The Reorganization Agreement may be terminatedibyeo prior to the Effective Time if (i) the Pagm Board shall have withdrawn or
modified its recommendation of the Reorganizatigme®ment or Merger in a manner adverse to ViaVigewyided that ViaVideo is not at
that time in willful breach of this Reorganizatibigreement; (ii) for any reason Polycom fails to eald hold a Polycom stockholders mee
to vote on and approve the Reorganization Agreemethithe consummation of the Merger by March 3981& (iii) Polycom's Stockholders
do not approve the Merger and the Agreement byeafeisite vote at the Polycom Meeting.

The Reorganization Agreement may be amended byc®wlhand ViaVideo at any time before or after apptdoy the Polycom, ViaVideo or
Merger Sub stockholders, except that, after suphosyal, no amendment may be made which

(i) alters or changes the amount or kind of consitilen to be received on conversion of the ViaVid€@mmmon Stock, (ii) alters or changes
any term of the Certificate of Incorporation of gw@viving corporation to be effected by the Merger(iii) alters or changes any of the terms
and conditions of the Reorganization Agreementdhsalteration or change would adversely affectibiders of ViaVideo or Merger Sub
Common Stock. See "The Merger and Related TramsestiThe Reorganization Agreement--Termination, Adment and Waiver."

FEES AND EXPENSES; TERMINATION FEE

Whether or not the Merger is consummated, all caistsexpenses incurred in connection with the Revrgtion Agreement and the Merger
will be paid by the party incurring the expensaviled, however, that any out-of-pocket expensesried by ViaVideo in excess of
$175,000, except in limited circumstances, shaflaia an obligation of ViaVideo's stockholders.

Notwithstanding the foregoing, in certain evert®adlycom or ViaVideo terminates the Reorganizatt@reement, the terminating party m
promptly pay to the other party all of the fees anttof-pocket costs incurred by the non-termirgfparty. In certain cases, the cash sum of
$4,000,000 shall also be paid to the terminatintyp&ee "The Merger and Related Transactions-Réwrganization Agreement--Fees and
Expenses; Termination Fee."

ESCROW AND INDEMNIFICATION

Pursuant to Article VIII of the Reorganization Agreent ("ARTICLE VIII"), at the Effective Time, Patpm will deposit into escrow
certificates representing 10% of the shares of d@mtyCommon Stock otherwise issuable to the holoY¥§aVideo Common Stock in the
Merger, on a pro rata basis. Such shares (the "EMZBHARES") will be registered in the name of aepakited with State Street Bank and
Trust Company of California, N.A. (the "ESCROW AGEN to be entered into among Polycom, the Escrow
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Agent and Craig B. Malloy as agent of the ViaVidgockholders (the "STOCKHOLDERS AGENT"), to congti the "ESCROW FUND."

The Escrow Fund will be available to provide a fagainst which Polycom, its affiliates, officersrettors, employees and agents may assert
indemnification claims for losses, damages, castsexpenses (including reasonable legal fees amehses) that an they may have incurred
by reason of (i) any inaccuracy in or breach of eepresentation, warranty or covenant of ViaVidentained in the Reorganization
Agreement or (ii) a breach of the confidentialigreement between ViaVideo and Polycom (collectivéROLYCOM LOSSES"). Subject to
certain exceptions, claims against the Escrow Fimadl be Polycom's sole remedy following the Merfgerany Polycom Losses. In the case
of any Polycom Losses, Polycom must deliver naticguch losses to the Escrow Agent and the Stodinsl Agent. If the Stockholder's
Agent disputes the claim, the matter must be resbby binding arbitration. Polycom's right to reeeshares from the Escrow Fund is subject
to certain limitations. The indemnification periaill end on the earlier of

(i) twelve (12) months following the Effective Tinue (ii) the date on which Polycom issues its adlitonsolidated financial statements
which include the results of ViaVideo for the fisgaar ending December 31, 1997 or December 318,1@&pending on the Effective Date.
Any Escrow Shares available for distribution at ¢imel of the indemnification period will be issuedtie former stockholders of ViaVideo on
a pro rata basis. See "The Merger and Related dctines--The Reorganization Agreement--Escrow a@mnification.”

INDEMNIFICATION BY POLYCOM

Polycom has agreed that, from and after the Effeclime, Polycom will cause ViaVideo to indemnifydahold harmless the present and
former officers, directors, employees and agentéia¥/ideo in respect of acts or omissions occurngor prior to the Effective Time to the
extent provided under ViaVideo's then effectivetifieate of Incorporation and Bylaws or any indefization agreement with ViaVideo
officers and directors to which ViaVideo is a paityeach case in effect on March 1, 1997; provithed such indemnification shall be subj
to any limitation imposed from time to time undepécable law.

RELATED AGREEMENTS
VOTING AGREEMENTS

In connection with the Merger, directors and exireubfficers of Polycom and ViaVideo have enteneib ivoting agreements with ViaVideo
and Polycom, respectively. The terms of such vatiggeements provide that each of such stockholdiéirgote all shares of Polycom
Common Stock, ViaVideo Common Stock and ViaVideeféred Stock beneficially owned by such stockhaldas the case may be, in fe
of the approval of the Reorganization Agreement@rsummation of the Merger and against any comggtioposals (the "VOTING
AGREEMENTS"). The Voting Agreements are accompatigdérevocable proxies whereby the stockholderBaificom and ViaVideo
provide to ViaVideo and Polycom, respectively, tight to vote their shares on the proposals rajatinthe Reorganization Agreement anc
Merger at the Polycom Meeting or the ViaVideo Megtias the case may be, and on any competing baioa Polycom or ViaVideo
stockholder meeting, as the case may be. Holdeapmoximately 41% and 100% (exclusive of any sh&suable upon the exercise of
options) of the shares of Polycom Common Stock\da¥ideo Common Stock, respectively, entitled taevat the stockholder meeting have
entered into such Voting Agreements and irrevocphigies. See "The Merger and Related TransactiBetated Agreements--Voting
Agreements."

AFFILIATES AGREEMENTS

To help ensure that the Merger will be accountedfoa pooling of interests and to help ensurettieaMerger shall qualify as a
Reorganization (as defined below), the affiliate®olycom and ViaVideo have executed agreementshwlaimong other things and with
certain limited exceptions, prohibit such persansif disposing of their Polycom Common Stock or Mi@ab Common Stock, as the case
may be,
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until Polycom publicly releases financial resultsering at least 30 days of combined operatiorifgabdfcom and ViaVideo after the Merger
and confirm that each such person does not cuyrearitl will not at the Effective Time, have a ptardispose of more than fifty percent
(50%) of the shares of Polycom Common Stock todogiiged by such person in the Merger, (the "AFFILES AGREEMENTS"). See "The
Merger and Related Transactions--Related Agreemdifiitiates Agreements."

STOCKHOLDER'S REPRESENTATION AGREEMENTS

To help ensure that the Merger will qualify as aR@nization (as defined below), Polycom has edtam® stockholder representation
agreements (the "STOCKHOLDER'S REPRESENTATION AGRERITS") with the non-affiliate stockholders of Viadéo which, among
other things, confirm that each such stockholdessdwmt currently, and will not at the Effective Bnhave a plan to dispose of more than-
percent (50%) of the shares of Polycom Common Simdle received by such stockholder pursuant tdtéeger, and which also appoint
Craig B. Malloy as the Stockholder's Agent and emin$o be bound by the Escrow Agreement and Ariitle See "The Merger and Related
Transactions--Related Agreements--Stockholder'sd®eptation Agreements.”

EMPLOYMENT AND NON-COMPETITION AGREEMENTS

Polycom has entered into an employment and non-etitigm agreement with each of Craig B. Malloy, kel J. Hogan, Michael L.
Kenoyer, Patrick D. Vanderwilt, Errol R. Williama@ David N. Hein. The employment and non-competiigreements are contingent upon
the occurrence of the Merger and will become efffecat the effective time of the Merger. See "Therlyer and Related Transactions--
Related Agreements--Employment and Non-CompetiAigreements."

INTERESTS OF CERTAIN PERSONS IN THE MERGER

In considering the recommendations of the PolycararB of Directors with respect to the Reorganizafdgreement and the Merger, the
Polycom stockholders should be aware that certagttirs, officers of Polycom and ViaVideo haveemists in the Merger that present them
with potential conflicts of interest. See "The Mer@nd Related Transactions--Interests of Certarad?s in the Merger."

RISK FACTORS

IN CONSIDERING WHETHER TO APPROVE THE REORGANIZATNDAGREEMENT AND THE CONSUMMATION OF THE
MERGER, POLYCOM STOCKHOLDERS SHOULD CAREFULLY REWE AND CONSIDER THE INFORMATION CONTAINED
BELOW UNDER THE CAPTION "RISK FACTORS."

CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

The Merger is intended to qualify as a "reorgamizretunder Section 368(a) of the Internal RevenodéCof 1986, as amended (the "CODE")
(a "REORGANIZATION"). It is a condition to the oblation of each of the parties to consummate thegbtahat such party receives an
opinion of its counsel to the effect that the Mengdl qualify as a Reorganization, although sucimdition could be waived by the parties.
See "The Merger and Related Transactions--Certdefal Income Tax Considerations."

ACCOUNTING TREATMENT

The Merger is intended to be treated as a poolingterests for accounting purposes. As a condittoRolycom's and ViaVideo's obligations
to consummate the Merger, each of Polycom and \de¥iwill receive a letter from Coopers & LybrandLIP., independent accountants,
confirming that the Merger qualifies for pooling-oterests accounting treatment. See "The MergéR®iated Transactions - Accounting
Treatment."
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STOCKHOLDER RIGHTS
The rights of Polycom and ViaVideo stockholdersgogerned by the DGCL and by each of Polycom's\éialfideo's Certificates of

Incorporation and Bylaws. Upon consummation ofNexger, ViaVideo stockholders will become stocklasklof Polycom, and their rights
as stockholders of Polycom will be governed by@@&CL and by Polycom's Certificate of Incorporatemd Bylaws.

MARKET PRICE AND DIVIDEND INFORMATION
POLYCOM MARKET PRICE DATA

Polycom's Common Stock is traded on the NasdagphatiMarket under the symbol "PLCM." The followitaple sets forth the range of hi
and low closing sales prices reported on the Nabldipnal Market for Polycom Common Stock for thexipds indicated.

HIGH LOW

Fiscal 1996
First QUarter........ccoooevvviiiiiiieieeeees s N/A  N/A
Second QUANEer....uveveeiiiieeeeeeeeeeeeeeeeeee e 10.50 6.63
LI L 1 U= Ut (=T PP 9.25 6.00
Fourth QUarter.......ccovvviviiiiiiees s 7.13 4.25

Fiscal 1997
First Quarter...........ccooecvvvvverieeeeennn. 5.69 3.50
Second Quatrter... 5.38 2.75
Third Quarter........ccoeeeeveveeieiiiiiiienes 5.88 4.38
6.31 5.00

Fourth Quarter (through October 28, 1997)........
DIVIDEND INFORMATION

Neither Polycom nor ViaVideo has ever paid any ddisldends on its stock, and both anticipate tbatlie foreseeable future they v
continue to retain any earnings for the foreseehilbige for use in the operation of their respextivsinesses.

RECENT CLOSING PRICES

The following table sets forth the closing prices phare of Polycom Common Stock on the NasdagphitMarket on June 10, 1997, the
last trading day before announcement of the prapbserger, and on November 17, 1997, the latesttigedile trading day before the printing
of this Proxy Statement, and the equivalent pereshdces for ViaVideo Common Stock based on thgddm Common Stock prices:

POLYCOM STOCK VIAVIDEO EQUIVALENT (1)

June 10, 1997......cccciiiiiiiieiieees ... $ 375 $ 4.44
November 17, 1997.........ccccveiviiiniiciinnne ... $ 6.06 $ 7.18

(1) Represents the equivalent of one share of \da¥iCommon Stock calculated by multiplying the iciggrice per share of Polycom
Common Stock by the Exchange Ratio.

Because the market price of Polycom Common Stoskligect to fluctuation, the market value of tharsis of Polycom Common Stock that
holders of ViaVideo Common Stock will receive iretMerger may increase or decrease prior to anoviollg the Merger. NO ASSURANC
CAN BE GIVEN AS TO THE FUTURE PRICE OR MARKET FORORYCOM COMMON STOCK.

NUMBER OF STOCKHOLDERS

As of October 28, 1997, there were 127 stockholdérscord who held shares of Polycom Common Staftkough Polycom has been
informed that there are approximately 2,100 beradfmwvners), as shown on the records of Polycorafsster agent for such shares. As of
October 28, 1997, there were 13 stockholders arcewho held shares of ViaVideo Common Stock areMidleo Preferred Stock as shown

in ViaVideo's stock transfer ledger.
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COMPARATIVE PER SHARE DATA

The following tables set forth certain historicarghare data of Polycom and ViaVideo and combpedshare data on an unaudited pro
forma basis after giving effect to the Merger guoaling-of-interests basis assuming that 1.18368&dsthare of Polycom Common Stock is
issued in exchange for each share of ViaVideo Com8tock and ViaVideo Preferred Stock in the Mer@éis data should be read in
conjunction with the Selected Historical Finandaita, the Unaudited Pro Forma Combined Condenseddlidated Financial Statements
and the separate historical consolidated finarst&ements of Polycom and ViaVideo and the notexetb included elsewhere in this Proxy
Statement. The pro forma information is presentedllistrative purposes only and is not necesgamificative of the combined financial
position or results of future periods or the resthiat actually would have been realized had thiesbeen a single entity during the periods
presented.

A S OF AND FOR THE
AS OF AND FOR THE NINE MONTHS
YEARS ENDED DECEMBER 31, EN DED SEPTEMBER 30,

1996 1995 1994 1997 1996

(UNAUDITED)
Historical--Polycom
Net income (loss) per share......cccoceveveeeee. $ 0.08$% (037)% (0.73)$ (0.06)$ 0.05
Book value per share(1).....cccccovvvvvvceene 1.63 1.59

AS OF AND FOR THE
PERIOD FROM SEPTEMBER 10,
1996 (INCEPTION) TO
DECEMBER 31,

1996
------------------------- AS OF AND FO R THE NINE
MONTHS ENDED S EPTEMBER 30,
199 7
(UNAUD ITED)
Historical--ViaVideo
Netloss pershare......cccocceeveceevcccneeees L $ (0.16) $ ( 2.53)
Book value per share(1)....ccccocovvveeveveee. L 0.75 1.66

AS OF AND FOR THE AS OF AND FO R THE NINE

YEAR ENDED(2) MONTHS ENDED S

EPTEMBER 30,

1996 199 7

Unaudited Pro forma combined per share data(3):

Pro forma net income (loss) per Polycom Share.... ... $ 0.05 $ ( 0.26)

Pro forma book value per Polycom share.......... . ... 1.36 1.24
Unaudited Equivalent pro forma combined per share d ata(4)

Equivalent pro forma net income (loss) per ViaVid eo

Shar€...viii 0.06 ( 0.30)
Equivalent pro forma book value per ViaVideo shar [ 1.61 1.47

(1) The historical book value per share for Polydsrmomputed by dividing stockholders' equity bg tumber of shares of common stock
outstanding at the end of each period. The histbhiook value per share for ViaVideo is computeditwding stockholders' equity by the
number of shares of common stock outstanding ag¢nieof each period.

(2) The 1994 and 1995 periods were not presentedadthe fact that ViaVideo began operations int&aper of 1996 and therefore the 1994
and 1995 pro forma information for such periods lddae the same as the historical information foly&am only.
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(3) For purposes of this presentation, pro fornalniaed net income per share data reflects ViaVipet share data for the period from
September 10, 1996 (inception) through Decembet 336, and for the nine months ended September9®7,, and Polycom's per share data
for December 31, 1996 and for the nine months esdgdember 30, 1997. The pro forma combined neniiec(loss) per share data is based
on the combined weighted average number of shaitstanding of Polycom and ViaVideo for each peti@aged on the exchange ratio of
1.183684 shares of Polycom Common Stock for eaatesdf ViaVideo Common Stock shares and for eaahesof ViaVideo Preferred

Stock. Prior to the Merger all of ViaVideo's Preést Stock will convert into shares of ViaVideo ConmStock on a one for one basis.

(4) The ViaVideo equivalent pro forma per share ants are calculated by multiplying the combined forona per share data amounts by the
Exchange Ratio of 1.183684 shares of Polycom Com&tock for each share of ViaVideo Capital Stock.
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RISK FACTORS

The following risk factors should be consideredhiojders of Polycom Common Stock and ViaVideo cagitack in evaluating whether to
approve the Reorganization Agreement and the comsiion of the Merger. These factors should be d@med in conjunction with the other
information contained in this Proxy Statement drelAppendices hereto.

RISKS RELATING TO THE MERGER
UNCERTAINTIES RELATING TO THE INTEGRATION OF, AND I MPACT ON,

OPERATIONS. Polycom and ViaVideo have entered thioReorganization Agreement with the expectatian the Merger will result in
operating and strategic benefits, including opagatiost reductions and product development, manethd sales synergies. The anticipated
benefits of the Merger may not be achieved unles®perations of ViaVideo are successfully combiwét those of Polycom in a
coordinated, timely and efficient manner, and ttezne be no assurance this will occur. The transiiioa combined company will require
substantial attention from management. The divarefdhe attention of management and any diffiegl&éncountered in the transition process
could have an adverse impact on the revenues ardtop results of the Combined Company. The coatlain of the two companies will
also require integration of the companies' prodfferings and the coordination of their sales aratkating efforts. The difficulties of
assimilation may be increased by the necessitptefjrating personnel with disparate business backgls and combining two different
corporate cultures. In addition, the process ofliiaing the two organizations could cause the infgion of, or a loss of momentum in, the
activities of either or both of the companies' hasses, which could have an adverse effect ondbmeibined operations. Further, Polycom
does not currently anticipate that ViaVideo empbsyeiill be relocated from ViaVideo's facilitiesAwstin, Texas to Polycom's facilities in
San Jose, California, which may increase the difffies of assimilation of the two companies. Orfee Merger has been completed, the
Combined Company's operating expenses will increaabsolute dollars. The amount of the increasxjsected to be less than would
otherwise occur if the two companies remained sd¢patue to the expected operational synergies.|&tioeiexpected revenues from
ViaVideo products not occur, or occur later orimamount less than expected, the combined operatipgnses, in both absolute dollars and
as a percentage of net revenues, of Polycom waulddher than if the Merger had not occurred. Eseilting higher operating expenses
could have a materially adverse affect on the fir@mesults of the Combined Company. There caadseirance that the Merger will not
decrease the operating income of Polycom. Therdearo assurance that either company will retaikely technical personnel or that the
Combined Company will realize any of the other @iptited benefits of the Merger. Failure to achigneanticipated benefits of the Mergei!
to successfully integrate the operations of thegammes could have a material adverse effect upmbuisiness, operating results and financial
condition of the Combined Company. Even if the lighef the Merger are achieved and the two comgsiriperations are successfully
integrated, there can be no assurance that fupeeting results and financial condition of the @amed Company will not be adversely
affected by any number of economic, market or othetors that are not related to the Merger.

POTENTIAL DILUTIVE EFFECT TO POLYCOM STOCKHOLDER®\Ithough the companies believe that beneficial sgigs will result
from the Merger, there can be no assurance thataimbining of the two companies' businesses, évachieved in an efficient, effective and
timely manner, will result in combined results giesations and financial condition superior to wivatild have been achieved by each
company independently, or as to the period of tietgiired to achieve such result. The issuance lgtBm Common Stock in connection
with the Merger may have the effect of reducingyBoin net income per share from levels otherwiseeetqul and could reduce the market
price of the Polycom Common Stock unless revenaesiyr or cost savings and other business synergféisisnt to offset the effect of such
issuance can be achieved.
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EFFECTS OF THE MERGER ON CUSTOMERS. The announceiagth consummation of the Merger could cause custernd potential
customers of Polycom or ViaVideo to delay or careekers for products as a result of customer ceorscand uncertainty over product
evolution, integration and support of the Combi@pany's products. Such a delay or cancellatimradrs could have a material adverse
effect on the business, results of operations arah€ial condition of either or both of Polycom\éiaVideo.

EFFECTS OF THE MERGER ON PICTURETEL RELATIONSHIRiyom and PictureTel have entered into agreemehéseby
PictureTel resells Polycom's ShowStation productssupplies Polycom's SoundPoint products to gihmifucers of videoconferencing
products. Polycom does not have any such agreeméht®ictureTel regarding the resale or supplamy new products to be developed by
the Combined Company as a result of the Mergegddah and PictureTel are also competitors in thectmtferencing market and as such,
there can be no assurance that PictureTel willrénte future agreements to resell or supply any neenhanced products of the Combined
Company. As ViaVideo intends to introduce a produote directly competitive with PictureTel prodydtse Merger could potentially
increase competition between the Combined CompadyPéctureTel which could strain the existing rielaship between the companies,
which could have a material adverse effect on tigriess, results of operations and financial camibf the Combined Company.

TRANSACTION EXPENSES; COSTS OF INTEGRATION. The nagtion and implementation of the Merger is cutheanticipated to
result in aggregate expenses (including investranking, legal and accounting fees) estimated tappeoximately $737,000. This estimate
is preliminary and subject to change. These castex@pected to be charged against income of Polyoedhe four fiscal quarters ending in
first quarter of 1998. In addition, following thedvger Polycom may incur additional charges to ajpma to reflect the costs associated with
integrating the two companies. The Merger will hawghort-term adverse effect on the net incomenbfd®dm due to the aforementioned
expenses. There can be no assurance that Polydbrnotinake additional material charges in subsatjgaarters to reflect additional costs
associated with the Merger.

SHARES ELIGIBLE FOR FUTURE SALE. Polycom will issa@proximately 8,402,023 shares of Polycom Comntonkin the Merger ar
will assume options to purchase ViaVideo CommortiStehich shall be convertible into 1,342,356 shanfeBolycom Common Stock.
Polycom has agreed to register the resale of suates with the Commission within thirty (30) daygste Effective Time and to keep such
registration effective for a period of two (2) yealn general, after registration, such sharesheilfreely tradable following the Merger. The
sale of any of these shares may cause substdntialdtions in the price of Polycom Common Stockrashort time periods.

VOLATILITY OF STOCK PRICES; VALUE OF CONSIDERATIONDEPENDS ON PRICE OF POLYCOM COMMON STOCK.
Polycom's Common Stock has experienced substgmiia volatility and can be expected to continuexperience substantial volatility in
response to actual or anticipated quarterly vamgtin operating results, announcements of teclgig@binnovations or new products by
Polycom or its respective competitors, developmegittted to patents or other intellectual propedits, developments in Polycom's
relationships with its respective customers, distiors or suppliers, acquisitions or divestiturestbher companies in the teleconferencing
industry, and other events or factors. In additaomy shortfall or changes in revenue, gross marg@siings, or other financial results from
analysts' expectations could cause the price gfd@ol Common Stock to fluctuate significantly. Iceat years, the stock market in general
has experienced extreme price and volume fluctngtiowhich have particularly affected the market@f many technology companies and
which have often been unrelated to the operatimfppeance of those companies. These broad maketufitions may adversely affect the
market price of Polycom Common Stock.

Fluctuations in the prices of Polycom Common Stoolld affect the value of the merger considera¢ind the Exchange Ratio. Under the
terms of the Reorganization Agreement, the shdr¥&awideo capital stock issued and outstandinthatEffective Time will be converted
into the right to receive shares
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of Polycom Common Stock. While the Exchange Railbhe adjusted under certain circumstances baseti®closing sale prices of
Polycom Common Stock during the ten (10) tradingsdenmediately preceding (and including) the sedpading day prior to the Effective
Time, the value of the consideration to be recelwgtiolders of ViaVideo Common Stock upon the Merg#l depend on the value of
Polycom Common Stock. See "The Merger and Relatadshctions--The Merger Consideration-- ConversioBhares.” There can be no
assurance that the market price of Polycom Comntack®n and after the Effective Time will not bgkhér or lower than their respective
prices on the last trading day prior to the publimouncement of the Merger, the second tradingpday to the Effective Time or any other
date. Stockholders should obtain and consider tecating prices of Polycom Common Stock in detaing whether to vote in favor of the
Reorganization Agreement and the consummationeoftérger.

POTENTIAL UNAVAILABILITY OF "POOLING OF INTERESTS"ACCOUNTING TREATMENT OF MERGER. The Merger is inted

to qualify as a "pooling of interests" for accomgtiand financial reporting purposes. Under thishmeétof accounting, the assets and liabilities
of Polycom and ViaVideo will be carried forwardttte Combined Company at their recorded amountsniecfrom the Combined Company
will include income from Polycom and ViaVideo fdret entire fiscal period in which the combinatiorars and the reported income of the
separate companies for prior periods will be coratdiand restated as the results of operations ddimebined Company. Availability of
pooling-of-interests accounting treatment is a ddoto consummation by Polycom and ViaVideo of terger, although such condition
may be waived by mutual agreement of Polycom arad/Mieo. At the present time, Polycom and ViaVideondt intend to waive such
pooling-of-interests accounting treatment as a itamdof the Merger.

Under the pooling-of-interest rules, none of thigcefs, directors or affiliates of either of thenalbining companies may sell any shares of
either of the combining companies (except for éerde minimis sales) until the Combined Compangasts financial results covering at
least thirty days of combined operations of Poly@md ViaVideo. Accordingly, pooling-afiterests accounting treatment for the Merger .
such time may not be available because of salesitly stockholders (except for certain de minimiesafter the consummation of the
Merger and prior to the time the Combined Compatgases such financial results. As a result ofittevailability of such accounting
treatment, the Merger would be accounted for utttepurchase method of accounting, which would hhageffects discussed below. Each
of the current officers, directors and affiliatdsvaVideo and each of the current officers, dioestand affiliates of Polycom have entered
affiliate agreements agreeing to comply with tleistriction.

There can be no assurance that an officer, directaffiliate of either company will not sell sharef Polycom or ViaVideo stock or that all
requirements necessary to qualify for pooling ¢éiiasts will be met. If any of such events occimriio consummation of the Merger, then
neither company is required to consummate the Mekymwvever, if both companies nevertheless eletdemnsummate the Merger, the
Merger would necessarily be accounted for undeptlrehase method of accounting, which would requigd/ideo's assets to be recognized
at their fair value and any excess of the purcipsise over such fair value to be recognized as gibdn Polycom's balance sheet. The
goodwill would thereafter be amortized as an expengr its anticipated useful life. The impact v€ls treatment would have a material
adverse effect on the Combined Company's resultp@fations. If any such events occur subsequestrtsummation of the Merger and pi
to the release of the financial results coverinigast thirty days of combined operations, the Mesgould also be required to be accounted
for under the purchase method of accounting, wbahd have a material adverse effect on the Condb@mmpany's results of operations as
described above.

POTENTIAL CONFLICTS OF INTEREST. In considering trecommendation of the Polycom Board with respethé Merger,
stockholders of Polycom should be aware that gedticers and directors of Polycom and ViaVideodnterests in the Merger that are in
addition to the interests of Polycom stockholdemseagally. Craig B. Malloy, Michael J. Hogan, Michae Kenoyer, Patrick D. Vanderwilt,
Errol R.
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Williams and David N. Hein have entered into Emphant Agreements which provide for continuation afle person's salary and benefits
up to an eighteen (18) month period in the evest lirs employment is terminated without cause.Harmore, the Reorganization Agreement
provides that after the Effective Time, Polycomlwduse ViaVideo to indemnify and hold harmlessphesent and former officers, directors,
employees and agents of ViaVideo in respect of @ctsnissions occurring on or prior to the Effeetiime to the extent provided under
ViaVideo's then effective Certificate of Incorpaaat and Bylaws or any indemnification agreemenhwitaVideo officers and directors to
which ViaVideo is a party, in each case in effattMarch 1, 1997. Polycom and ViaVideo have alsermt into services agreements betw
the companies whereby each company will providesgltimg and administrative support services, ugmuest, to the other for a fee. Mr.
Bandel Carano is a member of both the Polycom datfideo Boards, and as such Mr. Carano left thgd@wh Board meeting prior to the
discussions regarding the approval of the Mergdradstained from voting on the Merger in his catyaas a director of Polycom. Mr. Cara

is a general partner of Oak Investment Partnersiwisia significant stockholder in both Polycom afiaVideo. Mr. Swartz was a member of
the PictureTel Board of Directors as well as thiy@m Board at the time of approval of the Merged abstained from voting on the Merger
in his capacity as a director of Polycom. Mr. Swdras subsequently resigned from the PictureTetdo&Directors. Brobeck, Phleger &
Harrison LLP represented Polycom in the negotiatibthe Reorganization Agreement and is represgitinVideo with respect to matters
required to close the transactions contemplateellye Gunderson Dettmer Stough Villaneuve Franddid Hachigian LLP represented
ViaVideo in the negotiation of the Reorganizatiogréement and is representing Polycom with respettatters required to close the
transactions contemplated thereby. Brobeck, Phigdéarrison LLP is currently representing ViaVideopending litigation. See "The
Merger and Related Transactions-- Interests ofaieRersons in the Merger" and "Business of ViaWiddtigation."

RISKS RELATING TO POLYCOM
POTENTIAL FLUCTUATIONS IN OPERATING RESULTS AND FUT URE GROWTH

RATE. Polycom's operating results have fluctuatethé past and may fluctuate in the future as altre§a number of factors, including
market acceptance of the next generation of ShdieStproducts and other new product introductiom$ product enhancements by Polycom
or its competitors, the prices of Polycom's octimpetitors' products, the mix of products solé, rifix of products sold directly and through
resellers, fluctuations in the level of internaibeales, the cost and availability of componemisnufacturing costs, the level of warranty
claims, changes in Polycom's distribution netwdilk, level of royalties to third parties and chanigegeneral economic conditions. In
addition, competitive pressure on pricing in a giggiarter could adversely affect Polycom's opegatésults for such period, and such price
pressure over an extended period could materidilgigely affect Polycom's long-term profitabiliBolycom's ability to maintain or increase
net revenues will depend upon its ability to inseeanit sales volumes of its SoundStation, Soutid&t®remier and SoundPoint families of
audioconferencing products and the dataconfereritiagf products, currently comprised of the Shetati®n products, and any new products
or product enhancements. There can be no assutaideolycom will be able to increase unit salesimes of existing products, introduce
and sell new products or reduce its costs as @&ptrge of net revenues.

From inception through the nine month period enBlegtember 30, 1995, the Company incurred lossas dperations, primarily as a result
of its investments in the development of its pradwnd the expansion of its sales and marketingufaaturing and administrative
organizations. The Company achieved profitabilityHie fourth quarter of 1995 and generated a sopaltating income in each quarter of
fiscal 1996. The Company incurred an operating lloske first and second quarter of 1997. The Cargpatends to continue to invest
significantly in research and development, and ptaroperate with an operating loss or break-egsults, excluding acquisition expenses,
through the third quarter of 1997. There can bassurance that the Company will achieve its opagatians or achieve profitable operations
in any subsequent period.
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Polycom typically ships products within a shortéimfter receipt of an order, does not usually feasmgnificant backlog and backlog
fluctuates significantly from period to period. Agesult, backlog at any point in time is not adyowlicator of future net revenues and net
revenues for any particular quarter cannot be ptediwith any degree of accuracy. Accordingly, Bo's expectations for both short- and
long-term future net revenues are based in largeopats own estimate of future demand and nofirom customer orders. In addition,
Polycom has in the past received orders and shippetbstantial percentage of the total products doting a particular quarter in the last
several weeks of the quarter. In some cases, thdses have consisted of distributor stocking aderd Polycom has from time to time
provided special incentives for distributors toghase more than the minimum quantities requirecutitkir agreements with Polycom.
Therefore, Polycom has been uncertain, throughast of each quarter, as to the level of revenuedliachieve in the quarter and the img
that distributor stocking orders will have on rewes and gross margins in that quarter and subsequarters. In addition, because a
substantial percentage of product sales occureagrnid of the quarter, product mix and thereforsgroargins are difficult to predict. Further,
there can be no guarantee that Polycom's contraictifacturers will be able to meet product demaridrbehe quarter ends. Polycom
anticipates that this pattern of sales will congimi the future. Expense levels are based, in parthese estimates and, since Polycom is
limited in its ability to reduce expenses quicKipiders and net revenues do not meet expectaticamparticular period, operating results
would be adversely affected. In addition, a sedsdemand may develop for Polycom's products irftiere. Due to all of the foregoing
factors, it is likely that in some future quartelygom's operating results will be below the expdons of public market analysts and
investors. In such event, the price of Polycom'm@on Stock would likely be materially adverselyeatied.

Polycom's future growth is substantially dependegnhet revenues generated from sales of Polycoemtsgeneration of ShowStation
products. In November 1995, Polycom began custamipments of its first generation ShowStation patsluDataconferencing is an
emerging market and there can be no assuranci widtdevelop sufficiently to enable Polycom tohaeve broad commercial acceptance of
its ShowStation products. Because the dataconferg@netarket is relatively new and evolving, and hessacurrent and future competitors are
likely to introduce competing dataconferencing pratd, it is difficult to predict the rate at whidemand for Polycom's next generation of
ShowsStation products will grow, if at all, or togglict the level of future growth, if any, of thetaleonferencing market. If the
dataconferencing market fails to grow, or grows erslowly than anticipated, Polycom's business, atpeg results and financial condition
will be materially adversely affected. Although there currently no products in the dataconferenoiarket that offer all of the same
functions and features as the next generation oWSkation products, there are products that enat#es to participate in a dataconference
and other products, such as multimedia presentatioducts, that are not designed primarily for datderencing but can be used to provide a
dataconferencing solution. There can be no assertat the market for dataconferencing producth thi¢ functions and features of the next
generation of ShowStation products will achievealdroommercial acceptance or that the market ford®ai's new ShowStation product will
grow.

Even if the market for dataconferencing productssddevelop, there can be no assurance that Polycext generation of ShowStation
products will achieve commercial success withirhsonarket. Due to the unique nature of the new Shatieh products, Polycom believes it
will be required to incur significant expenses $ates and marketing, including advertising, to etleipotential customers as to the desiral

of ShowStation. Polycom also expects to incur siilly longer sales cycles with respect to itevB8&tation products than has been the case
for the SoundStation products. In addition, thegisce of the ShowsStation products, which is digantly higher than the SoundStation
product, could significantly limit consumer acceqta of the ShowStation products. Furthermore, gthersignificant differences between
SoundStation and the ShowStation products, Polyisateveloping new distribution channels for the \8&tation products and there can be
no assurance that Polycom will be successful gethie next generation of ShowStation products thinahese distribution channels. In
addition, Polycom's ShowsStation products comphhwtitrtain layers of the emerging T.120 standarctelsing
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market acceptance and longevity of the T.120 stahidan part a function of user acceptance andrtberporation of the T.120 standard into
personal computer operating systems, teleconfargragipliances and the network infrastructure arldasefore difficult to predict. Because
of Polycom's focus on the T.120 standard, Polycampésating results would be materially adversefgaéd if another technology were to
significantly challenge or replace the emerging20.industry standard. Broad commercialization dfy@am's next generation of ShowStal
products will require Polycom to overcome signifitéechnological and market development obstaoh@syy of which may not be currently
foreseen.

Polycom's new ShowsStation products are extrematypbex and because of the recent introduction afehgoducts, Polycom has had limi
experience with respect to the performance andbity of these products. Polycom is in the pracekfinalizing negotiations with a
potential contract manufacturer of its next genenadbf ShowStation products. If Polycom's new ShtatiBn products have performance,
reliability or quality problems or shortcomingsethPolycom may experience reduced orders, highaufaeaturing costs and additional
warranty and service expenses which would havetariahadverse effect on Polycom's business, firsucondition and results of operatio
For example, Polycom chose to stop shipments &htswvStation products from mid-January 1996 thrahghend of February 1996 to
correct software and other technical problems ifledtby initial customers. There can be no assteghat the new ShowStation will be able
to achieve or sustain commercial acceptance, ies ®f the new ShowStation products will accooniaf material part of Polycom's net
revenues or that Polycom will be able to achiedeme manufacturing. Failure of the next generatibBhowStation products to achieve or
sustain commercial acceptance, or of Polycom aratgract manufacturer to achieve volume manufagurould have a material adverse
effect on Polycom's business, financial conditiod eesults of operations.

SALES AND DISTRIBUTION. Polycom sells its SoundSaeit and ShowStation products primarily through Hese Polycom's resellers
accounted for approximately 74%, 71%, 67% and 71®ob/com's net revenues in 1994, 1995, 1996 aadhite months ended September
30, 1997, respectively. ConferTech accounted féb &hd 11% of net revenues in 1994 and 1995, raspgctand 2Confer/Mutare, Inc.
accounted for 11% in 1994. No other customer agll@saccounted for more than 10% of Polycom's@e¢nues during the periods indicated
and no customer or reseller accounted for more 1086 of net revenues in 1996. Resellers gener#fily products of several different
companies, including products that compete witty&wh's products. Accordingly, these resellers mag bigher priority to products of oth
suppliers, thus reducing their efforts to sell Roiy's products. Agreements with resellers may teitated at any time. A reduction in sales
effort or termination of a distribution relationpHy one of Polycom's resellers could have a naltadverse effect on future operating res
Use of resellers also entails the risk that reseidll build up inventories in anticipation of aayvth in sales. If such sales growth does not
occur as anticipated by these resellers, thes#eressmay substantially decrease the amount ofymbdrdered in subsequent quarters, causing
or contributing to fluctuations in Polycom's futwperating results. Furthermore, although Polycakes$ steps to reduce channel conflict,
sales by Polycom's direct sales force to poteatidl current customers of these resellers could haaslverse effect on Polycom's reseller
relationships. The teleconferencing distributiodustry has historically been characterized by rap@hge, including consolidations and
financial difficulties of certain resellers and thmergence of alternative distribution channelgaddition, there is an increasing number of
companies competing for access to these chanrtetslogs or ineffectiveness of any of Polycom's megeellers could have a material
adverse effect on Polycom's operating results.&ban be no assurance that Polycom will be aldec¢oessfully sell its products through ¢
new channels that Polycom may be required to devasoa result of the foregoing or any other facteadycom commenced customer
shipments of its first generation ShowStation irnvBlmber 1995. Polycom is in the process of negatiatiith potential distributors of its next
generation of ShowStation products. Polycom culydrds only one distribution agreement with respedts next generation ShowStation
product. Polycom entered into a distribution agreetmvith 3M in March, 1997, and such agreementdeasin exclusivity provisions and
minimum purchase requirements. The Company's sesfiliperations with respect to its next generation
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ShowsStation product, at least in the near term,beilsubstantially dependent on the success of 8kiraseller of this next generation
product. There can be no assurance that Polyconbevdble to successfully develop a distributiotwoek for the next generation of its
ShowsStation products; if no such distribution nesttke are developed it could have a material advefifeet on Polycom's business, financial
condition or results of operations.

Polycom's net revenues from international salesesgmted approximately 23%, 24%, 23% and 23% ofd®at's total net revenues in the
years ended December 31, 1994, 1995, 1996 andrtbenonths ended September 30, 1997, respectiVe/reduction in the percentage
international net revenues from the 1995 year teddtom initial sales of new products, which weoéd primarily in North America.
Polycom is planning to establish product distribatcenters in the European and Asia Pacific maiketsder to better serve its international
customers which will increase the costs associatddsuch international operations. Internatioredés are subject to a number of risks,
including changes in foreign government regulatiand telecommunications standards, export liceegairements, tariffs and taxes, other
trade barriers, fluctuations in currency excharages, difficulty in collecting accounts receivalléficulty in staffing and managing foreign
operations and political and economic instabil8gles to international resellers are usually madé.&. dollars in order to minimize the risks
associated with fluctuating foreign currency exaemates. To date, a substantial majority of Patysanternational sales have been
denominated in U.S. currency, however, Polycom etgpat in the future more international sales tmayglenominated in local currencies.
Fluctuations in currency exchange rates could cRosgcom's products to become relatively more esjpento customers in a particular
country, leading to a reduction in sales or prbfitey in that country. In addition, the costs asisded with developing international sales may
not be offset by increased sales in the short terrat all.

RESEARCH AND DEVELOPMENT. Polycom believes thatfitsure success depends in part on its abilityotatioue to enhance its existing
products and to develop new products that mairaihnological competitiveness. Polycom's curremettgmment efforts are focused on both
the audioconferencing and dataconferencing bustsess the audioconferencing market, Polycom ietiging SoundStation and
SoundStation Premier product line extensions imohigher and the lower end of the market. In gt@acbnferencing market, Polycom is
devoting significant resources to developing a mexteration of its ShowStation products. Polycotarids to expand upon this new product
platform through the development of ShowStationarst, upgrades and future product generations.eTtem be no assurance, however, that
these products will be made commercially avail@sexpected or otherwise on a timely and cost#f&ebasis or that, if introduced, these
products will achieve market acceptance. Furtheentbiere can be no assurance that these productetde rendered obsolete by changing
technology or new product announcements by othepemies.

The audioconferencing and dataconferencing magketsubject to rapid technological change, freqnent product introductions and
enhancements, changes in end-user requirements/ahding industry standards. Polycom's abilityéaain competitive in this market will
depend in significant part upon its ability to sessfully develop, introduce and sell new produnts @enhancements on a timely and cost-
effective basis. The success of Polycom in devafppew and enhanced products depends upon a vafitgtors, including new product
selection, timely and efficient completion of pratidesign, timely and efficient implementation cimufacturing, assembly and test
processes, product performance at customer locatiod development of competitive products and etgraents by competitors. Polycom is
currently engaged in the development of several p@ducts and extensions of the SoundStation, Sstatidn Premier, SoundPoint and
ShowStation products, and expects to continuevesinsignificant resources in new product develagraad enhancements to current and
future products. In addition, Polycom's introduntif its next generation of ShowStation and otheaw products could result in higher
warranty claims, product returns and manufactursadgs and marketing and other expenses that ouatierially adversely affect Polycom's
business, financial condition, cash flows or resaftoperations. There can be no assurance thatdolwill be successful in selecting,
developing, manufacturing
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and marketing, or recognize a return on new pradocenhancements. The inability of Polycom tooidtice new products or enhancements
on a timely and cost-effective basis that contetsignificantly to net revenues could have a maltadverse effect on Polycom's business,
financial condition, cash flows or results of ofigmas. In the past, Polycom has experienced ddtays time to time in the introduction of
certain of its products. In particular, the intratdan of ShowStation was delayed by approximatégteen months from the originally
anticipated date of introduction because of unfeeesechnical challenges and difficulties in buigdcore technologies and for approximately
six weeks in the first quarter of 1996 shipmentsensterrupted in order to correct software andeptlchnical problems identified by initial
customers. In addition, new product or technologgoductions by Polycom's competitors could caudedine in sales or loss of market
acceptance of Polycom's existing products or nedyweets. Further, from time to time, Polycom may@amrte new products, capabilities or
technologies that have the potential to replacgd@oh's existing product or future products. Thexe be no assurance that announcements o
product enhancements or new product offerings lbyd®m or its competitors will not cause customersléfer or stop purchasing Polycom's
products.

COMPETITION. The market for teleconferencing proisus highly competitive and subject to rapid temlbgical change, regulatory
developments and emerging industry standards. Bolyexpects competition to persist and increasksérfuture. In the audioconferencing
market segment, Polycom's major competitors inclddieerent Communications Systems Corporation, NE£htner, Lucent (one of
Polycom's resellers), Panasonic and other compémaesffer lower cost full duplex speakerphoneshsas 3Com/U.S. Robotics, Inc.
("3COM/USR") and Hello Direct (one of Polycom'sebers). Hello Direct offers a competitive productder the Hello Direct name through
an OEM relationship with Gentner. Most of these panies have substantially greater financial ressiand production, marketing,
engineering and other capabilities than Polycorh witiich to develop, manufacture, market and seir goroducts. In addition, all major
telephony manufacturers produce hafrée-speakerphone units that are a lower cost,rlquality alternative to Polycom's audioconfereny
products.

In the dataconferencing market segment, Polycorajsmeompetitors include Microfield Graphics, Immd SMART Technologies, Inc.,
which have substantially greater financial resosirsred production, marketing, engineering and athpabilities than Polycom with which to
develop, manufacture, market and sell their pragddataddition, in this market segment, videocoerfieing, PC-based communications
solutions and multimedia presentation products beagn alternative for certain applications.

Polycom believes its ability to compete dependsuh factors as reputation, quality, customer sugpa service, price, features and
functions of products, ease of use, reliabilityd amarketing and distribution channels. Polycomehads it competes favorably with respect to
each of these factors. There can be no assuraatBdlycom will be able to compete successfullthefuture with respect to any of the
above factors.

Polycom expects its competitors to continue to maprthe performance of their current products andtroduce new products or new
technologies that provide improved performance atteristics. New product introductions by Polycoatmpetitors could cause a signific
decline in sales or loss of market acceptance lytBm's existing products and future products. &ample, 3Com/USR introduced an
audioconferencing product that is being sold ati@epsubstantially lower than Polycom's list prioe SoundStation. Polycom believes that
possible effects from this ongoing competition rbaythe reduction in the prices of its products igmdther competitors' products or the
introduction of additional lower priced competitigeoducts. Although such reduction was not in diresponse to the introduction of a lower
priced audioconferencing product by 3Com/USR, Rmtyceduced the North American list price of its Bd8tation product line by 37% in
January 1997 which resulted in lower gross mardtadycom expects this increased competitive pressuaty lead to intensified price-based
competition, resulting in lower prices and grossgires which would materially adversely affect Palyt's business, financial condition and
results of operations. There can be no assuraat®ttycom will be able to compete successfully.
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MANUFACTURING. Polycom's manufacturing operatiormsist primarily of materials planning and procues test development and
manufacturing engineering. Polycom subcontractsrtheufacture of its SoundStation products to Irattomal Manufacturing Services, Inc.
("IMS") of Thailand, a global third party contratianufacturer, and is in the process of transfetttiegmanufacturing of the SoundStation
Premier products to IMS. IMS is ISO 9002 approved has British Approvals Board for Telecommunicasi¢"BABT") registration.
Polycom's products are quality tested by automigstdequipment with final functional tests perfochun equipment and with processes
developed or approved by Polycom.

Polycom has recently transferred the manufactwirits SoundStation Premier product lines to IMBlyPom manufactures its SoundPoint
product through General Electronics (H.K.) LtdHang Kong based contract manufacturer. Polycom thé process of finalizing
negotiations with a contract manufacturer for ggtrgeneration of ShowStation products. Polycofodated in the San Francisco Bay Area,
which has in the past and may in the future expegesignificant, destructive seismic activity thatild damage, destroy or disrupt Polycom's
facilities or its operations. Polycom maintainseasthquake insurance for damages or businessuptems. In the event that Polycom or its
contract manufactures were to experience finameiaperational difficulties that are not coveredifisurance, it would adversely affect
Polycom's results of operations until Polycom casthblish sufficient manufacturing supply throaghalternative source, and the effect of
such reduction or interruption in supply on resofteperations would be material. Polycom beliethed there are a number of alternative
contract manufacturers that could produce Polycpnoducts, but in the event of a reduction or imtetion of supply, for any reason, it woi
take a significant period of time to qualify aneaitative subcontractor and commence manufactuihigh would have a material adverse
effect on Polycom's business, financial conditwash flows and results of operations.

Certain key components used in Polycom's produets@rently available from only one source ancerthare available from only a limited
number of sources. Components currently availabla fonly one source include certain key integrafeclits and optical elements. Polycom
also obtains certain plastic housings, metal cgstamd other components from suppliers locatedoingHong and China, and any political
economic instability in that region in the futuece,future import restrictions, may cause delayaromability to obtain such supplies. Polycom
has no supply commitments from its suppliers anteggly purchases components on a purchase ordisr dither directly or through its
contract manufacturer. Polycom and Polycom's contreanufacturers have had limited experience psinlgavzolume supplies of compone
for its SoundStation and ShowStation products,simde of the components included in these prodsets) as microprocessors and other
integrated circuits, have from time to time beebjsct to limited allocations by suppliers, and thean be no assurance that Polycom will not
in the future be subject to component supply atiooa that would adversely affect Polycom's oparatiesults. In the event that Polycom or
its contract manufacturer were unable to obtaifigahnt supplies of components or develop altek@asiources as needed, Polycom's
operating results could be materially adverselg@éd. Moreover, operating results could be mdlgaaversely affected by receipt of a
significant number of defective components, andase in component prices or the inability of Polgdo obtain lower component prices in
response to competitive price reductions.

INTELLECTUAL PROPERTY AND OTHER PROPRIETARY RIGHTS$Vhile Polycom relies on a combination of patenopyright,
trademark and trade secret laws and confidentiplitgedures to protect its proprietary rights, oty believes that factors such as
technological and creative skills of its personnelv product developments, frequent product enlmants, name recognition and reliable
product maintenance are more essential to estafgisind maintaining a technology leadership pasitRolycom currently has seven United
States patents issued covering the SoundStatioSlamd Station designs, the concept and functiohefShowsStation and certain echo
cancellation technology that expire in 2007, 2@ 1, 2012, 2013 and 2015. In addition, Polycomenily has six United States patents
pending, five foreign patents issued, which expir2001, 2003, 2010, 2016 and 2017, and sixteaxigorpatent applications pending.
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Polycom, SoundStation Premier, ShowStation, SoumtiP®oundStation and Polycom logos are registasstemarks of Polycom in the U.S.
and various countries. According to federal antedtaw, Polycom's trademark protection will congrfor as long as Polycom continues to
use its trademark in connection with the produnts services of Polycom. Polycom seeks to protedadftware, documentation and other
written materials under trade secret and copyteghis, which only afford limited protection. Therancbe no assurance that others will not
independently develop similar proprietary informatand techniques or gain access to Polycom'daatehl property rights or disclose such
technology or that Polycom can meaningfully protecintellectual property rights. In addition, thecan be no assurance that any patent or
registered trademark owned by Polycom will notrbelidated, circumvented or challenged, that tgbts granted thereunder will provide
competitive advantages to Polycom or that any dfdemn's pending or future patent applications Wélissued with the scope of the claims
sought by Polycom, if at all. Furthermore, there ba no assurance that others will not developlairproducts, duplicate Polycom's prodt
or design around the patents owned by Polycomddiitian, there can be no assurance that foreigalléttual property laws will protect
Polycom's intellectual property rights.

Litigation may be necessary to enforce Polycomterga and other intellectual property rights, totect Polycom's trade secrets, to determine
the validity of and scope of the proprietary rigbtothers, or to defend against claims of infrimgat or invalidity. Such litigation could

result in substantial costs and diversion of resesiand could have a material adverse effect grc®ol's business, financial condition, cash
flows or results of operations. There can be narasge that infringement or invalidity claims byrthparties or claims for indemnification
resulting from infringement claims will not be asd in the future or that such assertions, if proto be true, will not materially adversely
affect Polycom's business, financial condition hcB@ws and results of operations. If any claimsoctions are asserted against Polycom,
Polycom may seek to obtain a license under a ghrty's intellectual property rights. There cambeassurance, however, that a license will
be available under reasonable terms or at allddtitian, Polycom could decide to litigate such ilgj which could be extremely expensive
and time consuming and could materially advers#gcaPolycom's business, financial condition, clietvs or results of operations.

Polycom incorporates into its ShowStation prodgcféware licensed from third parties, includingtaar communications software which is
licensed from DataBeam Corporation ("DATABEAM")gitizer and pen software which is licensed fromi@et Corporation ("SCRIPTEL'
and Windows software from Microsoft Corporation (BROSOFT"). The DataBeam license agreement withteate in March 2001 if eith
party has given notice at least 90 days prior &b time of its desire to terminate the agreemehé Jcriptel agreement terminates June 30,
1998 but may be extended for six month periods upatual agreement of the parties. There can bessarance that these third-party
software licenses will continue to be availabl@tdycom on commercially reasonable terms. The taition or impairment of these software
licenses could result in delays or reductions i peoduct introductions or product shipments uedlivalent software could be developed,
licensed and integrated, which would materiallyergdely affect Polycom's business, financial coaditcash flows, and results of operations.

EMPLOYEES. Polycom believes that its future suceeiisdepend in part on its continued ability tadni assimilate and retain qualified
personnel. Competition for such personnel is irdeasd there can be no assurance that Polycorbeviliccessful in attracting or retaining
such personnel. The loss of any key employee dieré of any key employee to perform in his or bamrent position or Polycom's inability
to attract and retain skilled employees, as needmdd materially adversely affect Polycom's bussdinancial condition, cash flows or
results of operations.

RISKS RELATING TO VIAVIDEO

LITIGATION WITH VTEL CORPORATION; PROPRIETARY RIGHS. On September 3, 1997, VTEL Corporation ("VTEfil8d a
lawsuit in the District Court in Travis County, Taxagainst ViaVideo and its founders
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(who were formerly employed by VTEL). In the lawsWTEL alleges breach of contract, breach of adenfitial relationship, disclosure of
proprietary information, and related allegationse Tmhanagement of ViaVideo believes that these slaira without merit and intends to
defend them vigorously. Also, the management ofdao, after consultation with outside legal counbelieves that the likelihood of an
unfavorable outcome arising from the adjudicatibthes lawsuit is remote. Nevertheless, the costdedense, regardless of outcome, could
have an adverse effect on the results of operatindsinancial condition of the Combined Company/iaVideo were found to have

infringed upon the proprietary rights of VTEL oryasther third party, it could be required to paymdaes, cease sales of the infringing
products, discontinue such products or such otijenctive relief a court may determine, any of whiould have a material adverse effect on
ViaVideo's and, subsequent to the Merger, on Polyebusiness, operating results and financial ¢mmdiSee "Business of ViaVideo--Legal
Proceedings."

The success and ability of ViaVideo to competeegahdent in part upon its proprietary technologhil@wWiaVideo relies on trademark,
trade secret and copyright laws to protect itsnetdgy, ViaVideo believes that factors such astéolinological and creative skills of its
personnel, new product developments, frequent mtaghhancements, name recognition and customepsuge essential to establishing i
maintaining a leadership position. ViaVideo curhghias one patent application pending and two iniemnise trademark applications. There
can be no assurance that a patent will issue Witstope of claims sought by ViaVideo, if at alhd® a patent issues, there can be no
assurance that it will not be invalidated, circumteel or challenged, or that the rights grantedetiveder will provide competitive advantages
to ViaVideo. There can be no assurance that othidiraot develop technologies that are similar operior to ViaVideo's technology.

LIMITED OPERATING HISTORY OF VIAVIDEO; UNCERTAIN PRFITABILITY. ViaVideo was incorporated in 1996 ahds not
commenced shipment of any product. ViaVideo hasried operating losses since inception and at 8dg@e30, 1997, had an accumulated
deficit of $5,891,144. ViaVideo's products are dasd for the communications equipment industry feenich the amount and timing of
revenues is uncertain and expected to be subjetndicant fluctuation when and if the produckperience greater exposure and use. W
limited operating history and no product salesdtedthere can be no assurance of revenues fres aaViaVideo's products following the
Merger or that ViaVideo will be able to achieve fitability on a quarterly or annual basis.

POTENTIAL FLUCTUATIONS IN OPERATING RESULTS. ViaVib's operating results may be subject to quartieidyuations as a result
of a number of factors. These factors include tiiduction and market acceptance of new produatsations in sales channels, product
costs or mix of products sold, sales under distobagreements; the timing of orders and manufarjead times; and changes in general
economic conditions and specific economic condgionthe industry, any of which could have an ageempact on operations and financial
results.

COMPETITION. The videoconferencing industry is Highompetitive and is characterized by regularadtrctions of new, more advanced,
and lower cost products. ViaVideo believes the stdds primary competitive factors are video andiawuality, price, ease-of-use, ease-of-
installation, features and functionality, and mankisibility and recognition.

There are a number of companies, both domestiaatlyinternationally based, that offer products thiltcompete with ViaVideo's products,
including PictureTel, which dominates the groupe@donferencing market and which is a significastriiutor of Polycom products. Other
manufacturers and providers of competitive growfeeconferencing systems include, among others, VTEL (recently acquired by VTEL
Intel, Sony, NEC, Tandberg, Mitsubishi, PanasoRigitsu, British Telecom, General Plesey Telecomitations and Vista Communications
Instruments. In addition, with advances in telecamivations standards, connectivity, and video pssicg technology and the increasing
market acceptance of videoconferencing, other ksiedol or new companies may develop or market pisdtompetitive with ViaVideo's
products.
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Significant manufacturers and suppliers of perseitdoconferencing products, including many of ¢benpanies mentioned above, as well as
Creative Labs, Inc., 8X8, Inc., Netscape, Microsgl, RSI, White Pine, could expand their prodires into competitive group
videoconferencing systems or enhance the perforenand functionality of personal videoconferencingducts to the point where they are
more directly competitive with ViaVideo's products.

Most of ViaVideo's competitors and potential conifpes are substantially larger than ViaVideo anddfé from greater financial, marketing,
manufacturing, and other resources, greater marksence, recognition, and share, more establiis&ibution channels, and broader
product offerings. Although ViaVideo believes itl\ie positioned well to compete with these companthere can be no assurance that
ViaVideo will be able to compete successfully agaturrent and future competitors and the failordd so successfully will have a material
adverse effect upon ViaVideo's business, operaénglts and financial condition.

DEPENDENCE ON NEW PRODUCT DEVELOPMENT; RAPID TECHNOGICAL AND MARKET CHANGE. The markets for
ViaVideo's products are characterized by changifriology, evolving industry standards and frequnemt product introductions. The
success of ViaVideo's new products is dependestuaral factors, including proper new product dédin, product cost, timely completion
and introduction of new products, differentiatidmew products from those of ViaVideo's competitansl market acceptance of these
products. ViaVideo has addressed the need to dewele products through its internal developmerdrégfand joint developments with other
companies. There can be no assurance that ViaWiksuccessfully identify new product opportungiand develop and bring new products
to market in a timely manner, or that products tathnologies developed by others will not rendex\Wileo's products or technologies
obsolete or noncompetitive. The failure of ViaVitkenew products development efforts could have mnahadverse effect on Polycom's i
ViaVideo's business and results of operations.

NO MANUFACTURING EXPERIENCE. ViaVideo is still inne development stage with respect to its first sdaferencing product ar
therefore has no manufacturing experience. ViaVidewirrently in negotiations with potential cormtraanufacturers, but no assurance can
be given that such negotiations will be concludectessfully. There can be no assurance that ViaMidk be able to manufacture its
products in commercial quantities or at acceptabs structures, if at all.

DEPENDENCE ON SOLE SUPPLIERS; CERTAIN SOLE SUPPLERRE POTENTIAL COMPETITORS. ViaVideo currently uares
from single sources certain key components forideo conferencing product, including certain pémsn Sony Electronics, Inc. ("SONY")
and Philips Semiconductors, Inc. ("PHILIPS"). Viaeb purchases these components on a purchasebasigerdoes not carry significant
inventories of these components and does not havéag-term supply contracts with its sole soureadors. ViaVideo's reliance on sole
sources entails certain risks, including reducedrobover the price, timely delivery, reliabilignd quality of the components. ViaVideo has
designed its products to be compatible with celit@iegrated circuits produced by Philips and cartaidleo equipment produced by Sony. If
ViaVideo could no longer obtain such integrateduwits or video equipment, ViaVideo would incur statgial expense and take substantial
time in redesigning its products to be compatibih\womponents from other manufacturers. Additipddoth Sony and Philips are potential
competitors of ViaVideo in the video conferencingriet which may adversely affect ViaVideo's abitibyobtain necessary components.
Failure to obtain adequate supplies could prevedetay product shipments which could materiallg adversely affect ViaVideo's business,
financial condition and results of operations.

DEPENDENCE UPON KEY PERSONNEL. Continued developnzer commercialization of ViaVideo's products alepends substantia
upon the continued efforts at ViaVideo of enginegrand marketing personnel, and there can be mwaas= that such individuals will
continue to remain employed by Polycom after thegde The loss of the services of any executivieeffor other key technical or
management personnel of ViaVideo for any reasoiddoave a material adverse effect on the busimgseyating results and financial
condition of the Combined Company.
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The future success of the Combined Company alseraipon its continuing ability to identify, hireain, motivate and retrain other highly
qualified technical and managerial personnel. Cditipe for such personnel is intense. There candassurance that the Combined
Company will be able to attract, assimilate oriretaher highly qualified technical and managepiaisonnel in the future. The inability to

attract and retain the necessary technical and gesiahpersonnel could have a material and adwedffset upon its business, operating results
and financial condition.
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THE POLYCOM MEETING
DATE, TIME AND PLACE OF THE POLYCOM MEETING

The Polycom Meeting will be held on December 1®71at 10:00 a.m., local time, located at Polycaffises located at 2584 Junction
Avenue, San Jose, California.

MATTERS TO BE CONSIDERED AT THE POLYCOM MEETING

At the Polycom Meeting, stockholders of Polycoml Ww#é asked to consider and vote upon proposale épprove and adopt the
Reorganization Agreement and to approve the consatiomof the Merger and (ii) to transact such oth&siness as may properly come
before the Polycom Meeting or any postponemenggljmurnments thereof.

RECORD DATE AND SHARES ENTITLED TO VOTE

Only holders of record of Polycom Common Stockhat¢lose of business on the Record Date are ehtitlaotice of and to vote at the
Polycom Meeting. As of the close of business orRbeord Date, there were 19,189,370 shares of Bwly@ommon Stock outstanding and
entitled to vote, held of record by 127 stockhodd@lthough Polycom has been informed that thexepproximately 2,100 beneficial
owners). A majority, or 9,594,686 of these shapessent in person or represented by proxy, wilktitute a quorum for the transaction of
business. Each Polycom stockholder is entitlechiovmte for each share of Polycom Common Stock &elof the Record Date.

VOTING OF PROXIES

The Polycom proxy accompanying this Proxy Staterigsolicited on behalf of the Polycom Board foe @as the Polycom Meeting.
Stockholders are requested to complete, date gndis¢ accompanying proxy and promptly return hi@ accompanying envelope or
otherwise mail it to Polycom. All properly executgiabxies received by Polycom prior to the votehatPolycom Meeting, and that are not
revoked, will be voted at the Polycom Meeting is@dance with the instructions indicated on thex@®or, if no direction is indicated, to
approve the Reorganization Agreement and the comstion of the Merger. The Polycom Board does nes@ntly intend to bring any other
business before the Polycom Meeting and, so feg lasown to the Polycom Board, no other matterd@iee brought before the Polycom
Meeting. As to any business that may properly cbefere the Polycom Meeting, however, it is intenthet proxies, in the form enclosed,
will be voted in respect thereof in accordance i judgment of the persons voting such proxieBolycom stockholder who has given a
proxy (other than an irrevocable proxy, such asé¢htelivered pursuant to a Voting Agreement retetoen "The Merger and Related
Transactions--Related Agreements--Voting Agreenientay revoke it at any time before it is exercisgdhe Polycom Meeting by (i)
delivering to the Secretary of Polycom a writteticey bearing a date later than the date of theypistating that the proxy is revoked, (ii)
signing and so delivering a proxy relating to taee shares and bearing a later date than the féite previous proxy prior to the vote at the
Polycom Meeting or (iii) attending the Polycom Magtand voting in person (however, mere attendamtiee meeting will not in and of
itself have the effect of revoking the proxy).

VOTE REQUIRED

Approval of the Reorganization Agreement and thesaommation of the Merger by Polycom's stockhol@erequired by the Delaware
General Corporation Law. Such approval requiresaffianative vote of the holders of a majority betshares of Polycom Common Stock
outstanding and entitled to vote. Certain stockbidaf Polycom have entered into Voting Agreemants have delivered irrevocable proxies
obligating them to vote in favor of the ReorganimatAgreement and the consummation of the Mergerofithe Record Date, such
stockholders, constituting all executive officenslalirectors of Polycom and their affiliates, agraup beneficially owned 7,846,225 shares
(exclusive of any shares
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issuable upon the exercise of options) of Polycam@on Stock (constituting approximately 41% of shares of Polycom Common Stock
then outstanding). See "The Merger and Relatedshaions-- Related Agreements--Voting Agreements."

Votes cast by proxy or in person at the Polycomtiigewill be tabulated by the Inspector of Elecsappointed for the meeting. The
Inspector of Elections will also determine whetbenot a quorum is present.

QUORUM; ABSTENTIONS AND BROKER NON-VOTES

The required quorum for the transaction of busirmtdhe Polycom Meeting is a majority of the shareBolycom Common Stock issued and
outstanding on the Record Date. Abstentions ankidonoon-votes are counted as present for the pergibdetermining the presence of a
guorum. Because approval of the Reorganization émgant and the consummation of the Merger requireaffirmative vote of a majority
the outstanding shares of Polycom Common Stockl@tio vote thereon, abstentions and broker ndasvwill have the same effect as votes
against the Reorganization Agreement and the comsion of the Merger. THE ACTIONS PROPOSED IN THRROXY STATEMENT
ARE NOT MATTERS THAT CAN BE VOTED ON BY BROKERS HARING SHARES FOR BENEFICIAL OWNERS WITHOUT THE
OWNERS' SPECIFIC INSTRUCTIONS. ACCORDINGLY, ALL BERFICIAL OWNERS OF POLYCOM COMMON STOCK ARE
URGED TO RETURN THE ENCLOSED PROXY CARD MARKED T®IDICATE THEIR VOTES.

SOLICITATION OF PROXIES AND EXPENSES

Polycom will bear the cost of solicitation of prezifrom its stockholders including preparationeassly, printing and mailing of the proxy
statement. In addition to solicitation by malil, tieectors, officers, employees and agents of Rotymay solicit proxies from stockholders
telephone, facsimile or in person. Following thigimal mailing of the proxies and other solicitintaterials, Polycom will request brokers,
custodians, nominees and other record holderseafd copies of the proxy and other soliciting nniate to persons for whom they hold
shares of Polycom Common Stock and to request atytiior the exercise of proxies. In such casesy&wm, upon the request of the record
holders, will reimburse such holders for their mreble expenses.

BOARD RECOMMENDATION

THE DISINTERESTED DIRECTORS OF POLYCOM HAVE UNANIMASLY APPROVED THE REORGANIZATION AGREEMENT
AND THE MERGER AND BELIEVE THAT THE TERMS OF THE RERGANIZATION AGREEMENT ARE FAIR TO, AND THAT

THE MERGER IS IN THE BEST INTERESTS OF, POLYCOM ANDS STOCKHOLDERS AND THEREFORE RECOMMEND THAT
THE HOLDERS OF POLYCOM COMMON STOCK VOTE FOR APPR@N AND ADOPTION OF THE REORGANIZATION
AGREEMENT AND THE CONSUMMATION OF THE MERGER. In asidering such recommendation, Polycom stockholsleosiid be
aware that certain directors and officers of Pafgdwave interests in the Merger that may presem thigh potential conflicts of interest. See
"The Merger and Related Transactions--InterestSesfain Persons in the Merger."

THE MATTERS TO BE CONSIDERED AT THE POLYCOM MEETINBRE OF GREAT IMPORTANCE TO THE STOCKHOLDERS
OF POLYCOM. ACCORDINGLY, POLYCOM STOCKHOLDERS ARERGED TO READ AND CAREFULLY CONSIDER THE
INFORMATION PRESENTED IN THIS PROXY STATEMENT, ANDO COMPLETE, DATE, SIGN AND PROMPTLY RETURN THE
ENCLOSED PROXY.
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THE MERGER AND RELATED TRANSACTIONS
GENERAL

The Reorganization Agreement provides for the nrenfia newly formed, wholly-owned subsidiary of f@dm with and into ViaVideo, with
ViaVideo to be the surviving corporation of the Iger and thus to become a wholly-owned subsidiafyat(ycom. The discussion in this
Proxy Statement of the Merger and the descriptidheprincipal terms and conditions of the Reoigation Agreement are subject to and
qualified in their entirety by reference to the Rgmization Agreement, a copy of which is attactrethis Proxy Statement as APPENDIX A
and is incorporated herein by reference. You agedito read the Reorganization Agreement in itsesfpt

CONVERSION OF SHARES

Upon the consummation of the Merger, each thertamdéng share of ViaVideo Common Stock will autoicedty be converted into the right
to receive 1.183684 shares of Polycom Common Stumkpever, if the total value of Polycom's Commoacgtto be issued (assuming the
total amount of shares outstanding and reservedruhd ViaVideo Option Plan were to be exercised/iaVideo Common Stock) in the
Merger, based on the average of the closing pdE@slycom’'s Common Stock as quoted on the Nasdaigpmal Market System for the ten
(10) trading days immediately preceding (and inclgiithe second trading day prior to the Effeciimne (the "Total Value") exceeds
$90,000,000, the Exchange Ratio shall be reducetd that the Total Value shall be $90,000,000. Metfonal shares of Polycom Common
Stock will be issued in the Merger. Instead, ea@Wideo stockholder who would otherwise be entitiedeceive a fraction of a share of
Polycom Common Stock will receive an amount of ceghal to the per share market value of Polycomi@omStock (based on the average
closing price of Polycom Common Stock as quotetherNasdaq National Market for the ten (10) moséné days that Polycom Common
Stock was traded ending on the trading day immeljigtrior to the Effective Time) multiplied by tlieaction of a share of Polycom Common
Stock to which the stockholder would otherwise bttled. Based upon the capitalization of Polycamd ¥iaVideo as of the date of the
Reorganization Agreement, the stockholders of Mikgdiwill own Polycom Common Stock representing apipnately 30.5% of the Polycc
Common Stock outstanding immediately after consutiomaf the Merger. Polycom will use its best effoto file a registration statement on
Form S-3 with the Commission within thirty (30) dayf the Effective Time with respect to such shafeBolycom Common Stock to be
issued in the Merger.

CONVERSION OF OPTIONS

Upon consummation of the Merger, each then outstgridiaVideo Option will be assumed by Polycom avill automatically be converted
into an option to purchase a number of shares lytBm Common Stock determined by multiplying thenier of shares of ViaVideo
Common Stock subject to a ViaVideo Option by thettange Ratio, at an exercise price per share égjtiad exercise price per share of the
ViaVideo Option at the time of the Merger dividegithe Exchange Ratio rounded up to the nearester®it. To avoid fractional shares, the
number of shares of Polycom Common Stock subjeahtassumed ViaVideo Option will be rounded dowthtonearest whole share. The
other terms of the ViaVideo Options, including wegtschedules, will remain unchanged. Polycom fi¥élla Registration Statement on Form
S-8 with the Commission with respect to the shafd®lycom Common Stock issuable upon exercisa@bissumed ViaVideo Options.

As of the Record Date, 1,134,050 shares of ViaVidemmon Stock were subject to outstanding ViaVi@gbions. Upon the assumption of
such options by Polycom upon consummation of thegete approximately 1,342,356 shares of Polycom @omStock will be subject to
such options.
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BACKGROUND OF THE MERGER

The markets for teleconferencing products becameasingly competitive throughout 1996 and 1997eBsly 1997, new enabling
technologies began to indicate an apparent shiftervideoconferencing market segment for prodiacke launched by the end of 1997. In an
effort to grow their businesses in an increasirglgnpetitive environment, each of Polycom and Viadidhas continually evaluated strategic
relationships of various forms such as potentiaMCdErangements, joint marketing relationships, paténtial acquisitions of technologies
and companies.

In November 1996, Craig Malloy, ViaVideo's Presijenet with Brian Hinman, Polycom's Chairman of Beward and Chief Executive
Officer, at Polycom's offices in San Jose, Califario preliminarily discuss ViaVideo's product atebture and a possible distribution
arrangement for ViaVideo's products. Polycom anaMiieo executed a nondisclosure agreement anddatydeve further discussions. In
late January, 1997, representatives of Polycomwitktrepresentatives of ViaVideo in San Jose, @atifa to continue discussions of a
possible distribution relationship. Polycom wasresgnted by Mr. Hinman, Mr. Robert Hagerty, itssRtent and Chief Operating Officer and
a member of the Board of Directors of Polycom, BtrdMichael Kourey, its Vice President, Finance &udhinistration and Chief Financial
Officer. ViaVideo was represented by Mr. Malloy. thait meeting, Polycom and ViaVideo finalized a meamdum of understanding (the
"MOU") to be executed by Polycom, ViaVideo, and 3Mhe MOU granted Polycom and 3M an option to inwest future Series B financing
for ViaVideo in exchange for Polycom and 3M prowiglitechnical consultation in their respective afasxpertise. The MOU was
subsequently signed by all three parties.

On January 30, 1997, Messrs. Hinman, Kourey, aherd®olycom representatives visited with ViaVidethair facilities in Austin, Texas.
ViaVideo was represented by Mr. Craig Malloy, Mridilael Kenoyer, its Vice President of Engineering 8r. William Paape, its Chief
Financial Officer. At the meeting, Polycom and Vid®o discussed the potential details of the investrin ViaVideo and the parameters of
distribution agreement between the two companies.

In a series of telephonic meetings between Febrl@rt997 and February 25, 1997, representative®lgtom and ViaVideo held telepho
meetings to continue discussing a potential distidim relationship. Throughout these meetings pdmties discussed the business position of
each company and the complementary natures ohfresiructure, distribution channels and proprietachnology of Polycom and the next-
generation videoconferencing technology of ViaVid&bthis time, however, the parties only discusgetential joint distribution efforts, not
a business combination.

On March 5, 1997, the Polycom Board held a regulaeting at which, among other matters, the PolyBomard discussed the relative merits
of investing in ViaVideo, entering into a distri agreement with ViaVideo and a possible busiwessbination between Polycom and
ViaVideo. The Polycom Board did not discuss finahtérms of a combination of the companies.

On March 17, 1997 and March 18, 1997, Messrs. HmrAagerty and Malloy met in San Jose, Californidiscuss the issues and
opportunities facing both companies and the benafitl obstacles of a business combination of tbectwnpanies. At this time, the parties
discussed numerous possible combinations, inclugiiagting Polycom an option to purchase ViaVidea purchase transaction and the
timing of any potential business combination.

On March 18, 1997, the ViaVideo Board held a regmaeting at which, among other matters, the Viagitdoard discussed the relative
merits of a distribution agreement and a possiblness combination of Polycom and ViaVideo anahiiing Polycom an option to purchase
ViaVideo. The ViaVideo Board instructed ViaVidea'snagement to continue pursuing talks with Polycegarding a business combination
rather than an option to purchase ViaVideo.

In early April, Mr. Hagerty established a crossdtional team to identify and highlight the risksRolycom created by the potential
combination of Polycom and ViaVideo (a "RED TEAMThe Red Team
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consisted of representatives from the sales, fimagegineering, manufacturing and marketing orgditins. The team published their report
on May 6, 1996.

On April 4, 1997, Mr. Hinman and other employee®ofycom met with Messrs. Collier and Malloy in Ains Texas to assess ViaVideo's
technical expertise, product stage and to discties @ngineering due diligence issues. These disms did not address any financial or
structural terms of a possible business combinaS@multaneously, Mr. William Paape, Chief Finah€¥ficer of ViaVideo, and Mr. Kourey
began preparing a joint business model in San &xdornia.

On April 8, 1997, representatives from Polycom ¢&lad to ViaVideo's facilities in Austin, Texas terform technical due diligence on
ViaVideo's technology and determine ViaVideo's pesg toward commercializing their first videocoefering product. Polycom was
represented by Mr. Ardeshir Falaki, Vice Presid#ribataconferencing Engineering. Mr. Gil Pearsoite\President of Audioconferencing
Engineering, Mr. Jeff Rodman, Polycom Co-Foundef Rellow; Mr. Pasquale Romano, Director of AdvanBedelopment and Mr. Robert
Dye, Director of Dataconferencing Product Marketi¥@Video's entire technical team participatedhie review.

On April 8, 1997 and April 10, 1997, representatio¢ Polycom and ViaVideo and their respective leglvisors held telephonic meetings to
discuss the potential structure of a business coaibbn and other financial and legal issues.

On April 30, 1997, Messrs. Hinman, Hagerty and Kyumet with Mr. Malloy and Mr. Michael Kenoyer, tidief Technical Officer and
Secretary of ViaVideo, in San Jose, California. paeies discussed the terms of potential employragreements for certain key employees
of ViaVideo and financial terms of a proposed bassmcombination.

Between May 1, 1997 and May 4, 1997, there wereemaus telephone conferences between the compamie3aycom's financial advisors
regarding potential financial terms of a transagtiacluding maximum and minimum valuations for Video and breakup fees, as well as
terms of potential employment agreements and straicissues to the proposed business combination.

On May 5, 1997, Messrs. Hinman and Hagerty met tithMalloy in San Jose, California to prepare agantation regarding the proposed
merger to the Polycom Board. On May 6, 1997, thgddon Board held a regular meeting. The senior gamgent of Polycom presented a
strategic overview and financial models of the pt& business combination, possible alternativecstires of the transaction, and
organizational assimilation issues involved with tombination of the two companies, including a mamy of the findings of the Red Team.
The Polycom Board then held a lengthy and detalledussion of these issues, focusing on the vagtrategic options and alternatives
available to Polycom. At the conclusion of the nmagtthe Polycom Board directed Polycom's senionagement to continue negotiating
with ViaVideo. ViaVideo's senior management maddnailar presentation to the ViaVideo Board on M&y 1997. After much discussion,
the ViaVideo Board instructed ViaVideo's senior mg@ment to continue negotiating with Polycom.

Between May 14, 1997 and May 22, 1997, Messrs. ldmand Kourey met several times with Mr. Malloy arller representatives of
ViaVideo in Austin, Texas. These meetings includestussions regarding potential terms of a reomgdinin agreement including terminati
clauses and conditions to closing, as well as disons of financial terms. Mr. Hinman and Mr. Malidiscussed a fixed exchange ratio deal
that would result in approximately 10 million Potyn shares being issued in exchange for outstandaddideo shares and options, includi
options available for grant. The value of the teanti®on was based on Polycom's internal reviewsia¥/\deo's business, both strategic and
financial. During this period, Mr. Malloy and Mr.ikinan also discussed walk-away rights for ViaVidsovell as adjustments to the
exchange ratio if Polycom's share price exceedadindimits. Both parties indicated that acceptan€such a deal would be subject to due
diligence reviews and input from their respectiveafcial advisors.
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Between June 3, 1997 and June 5, 1997, and onlDyri®97, representatives of the management otBolyand ViaVideo and their legal
advisors met to negotiate the terms of a definiéigguisition agreement.

The Polycom Board held a special meeting on Jun&947 at which following presentations by its fical and legal advisors, the Polycom
Board, among other things, (i) determined thatdtild be in the best interests of the Polycom stoltldrs to consummate the Merger, (ii)
approved the form and terms of the Reorganizatigre@ment and (iii) authorized Polycom's officersitalertake all acts necessary or
desirable to effectuate the Merger.

The ViaVideo Board held a special meeting on Junel@97 at which following presentations by itsdkgdvisors, the ViaVideo Board,
among other things, (i) determined that it wouldrbthe best interests of the ViaVideo stockholdersonsummate the Merger, (i) approved
the form and terms of the Reorganization Agreeraadt(iii) authorized ViaVideo's officers to undéwaall acts necessary or desirable to
effectuate the Merger.

Following the Polycom and ViaVideo Board meetint)& Reorganization Agreement was signed.
On June 11, 1997, Polycom and ViaVideo issuedrd jeéws release announcing the Merger.
REASONS FOR THE MERGER

POLYCOM'S REASONS FOR THE MERGER.

The Polycom Board has identified several potetigaiefits of the Merger that it believes will cohtrie to the success of the Combined
Company. These potential benefits include the tghiihi (i) combine ViaVideo's lead in next generatiagdeoconferencing technologies and
ViaVideo's technical and professional resourcel Witlycom's strong distribution channels to emleadling edge technologies into future
products, (ii) to create a highly recognized braadche, and (iii) to capitalize upon the technolobiead of ViaVideo in order to introduce
technologically advanced new products into the mgpkior to the competition, and (iv) to be theyomanufacturer of teleconferencing
products in all media: audio, video and data.

In the course of its discussions and formal mestitige Polycom Board reviewed with Polycom's mamesge a number of factors relevant to
the Merger, including the strategic overview anospects for Polycom, its products and its finan€¢és. Polycom Board also considered,
among other matters, (i) information concerningyBoi's and ViaVideo's respective businesses, petspeancial performance and
condition, operations, technology, management angpetitive position; (ii) the financial conditioresults of operations and businesses of
Polycom and ViaVideo before and after giving effiecthe Merger; (iii) the opinion of Montgomery dared at the June 11, 1997 meeting of
the Polycom Board that the consideration to be fmithe ViaVideo Common Stock pursuant to the Meig fair, from a financial point of
view, to Polycom as of the date of such opiniow) ¢urrent financial market conditions and histatimarket prices, volatility and trading
information with respect to Polycom Common Stoe#j;the consideration to be received by ViaVideacktmlders in the Merger and the
relationship between the market value of Polycorm@mn Stock to be issued in exchange for each slidrmVideo Common Stock and
Polycom's per share reported earnings, earningseafterest and taxes and certain other measwigs; comparison of selected recent
acquisition and merger transactions involving higbhnology companies; (vii) the belief that thenterof the Reorganization Agreement,
including the parties' respective representatiof@syanties and covenants, and the conditions o tbgpective obligations, are reasonable;
(viii) the ability of Polycom to devote manageménte and energy to the integration and assimilatibXiaVideo's business and organizat
should the Merger be consummated; (ix) the fadttthmMerger is expected to be accounted for asoliqy of interests and that no goodwill
is expected to be created on the financial statesradriPolycom as a result thereof; and (x) repmaisi management, financial advisors and
legal advisors as to the results of their due dilice investigation of
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ViaVideo. The Polycom Board also considered a nurobpotentially negative factors in its delibeaats concerning the Merger, including,
but not limited to (i) the risk that the benefitaught to be achieved in the Merger will not be sbi@ved, and (ii) the other risks described
above under "Risk Factors."

In view of the wide variety of factors considergdtbe Polycom Board, the Polycom Board did not fingracticable to quantify or otherwise
assign relative weights to the specific factorssidered in approving the Reorganization AgreemedtMerger. However, after taking into
account all of the factors set forth above, they@amh Board determined that the Reorganization Agerg and Merger were in the best
interests of Polycom and its stockholders andRledycom should proceed with the Reorganization Agrent and the Merger.

VIAVIDEO'S REASONS FOR THE MERGER.

ViaVideo's reasons for the Merger include, amorngis, the opportunity to

() leverage Polycom's infrastructure and distiitmutchannels to obtain faster, broader and moieiefit development, production, sales and
support for its products, while avoiding duplicatiof costly infrastructures, reducing administratexpenses, creating instant brand-name
recognition of a leading teleconferencing equipnpotider, integrating with dataconferencing praguand other factors; (ii) focus on core
competencies of research and development and riraykéti) share in the benefits of Polycom's eixigtand new products while reducing
risks inherent in start-up companies; (iv) allow technological collaboration with Polycom with egd to new and existing products; (v) to
capitalize on Polycom's expertise in global homatan issues; and (ivi) realize market synergie$dosning a company with the potential to
offer a complete line of products to meet a cust®raudio, video and data conferencing needs.

OPERATIONS FOLLOWING THE MERGER

Following the Merger, ViaVideo will continue its emtions as a wholly-owned subsidiary of Polycomoklconsummation of the Merger,
the members of ViaVideo's Board will be MessrsaBri.. Hinman, Michael R. Kourey and Robert C. Hagerhe membership of the
Polycom Board will remain unchanged as a resuthefMerger. The stockholders of ViaVideo will beastockholders of Polycom, and
their rights as stockholders will be governed biyBam's Certificate of Incorporation and Bylaws ahd laws of the State of Delaware. See
"Comparison of Rights of Stockholders of Polycond afiaVideo."

FAIRNESS OPINION OF FINANCIAL ADVISOR

Pursuant to an engagement letter dated May 23, (B8TENGAGEMENT LETTER"), Polycom retained Montgery to render a fairness
opinion in connection with the consideration byyoim of the Merger. Montgomery is a nationally rgieized firm and, as part of its
investment banking activities, is regularly engagethe valuation of businesses and their secariticconnection with merger transactions
and other types of acquisitions, negotiated undéngs, secondary distributions of listed and umelissecurities, private placements and
valuations for corporate and other purposes. Palyselected Montgomery to render such an opiniotherbasis of Montgomery's experiel
and expertise in transactions similar to the Megget its reputation in the networking and telecomitations and the investment commun

On June 11, 1997, Montgomery delivered to the Ruty8oard its oral opinion, subsequently confirmeavriting as of the same date, that
the consideration to be paid by Polycom in the Mergas fair to Polycom from a financial point oéwi, as of that date. The amount of such
consideration was determined pursuant to negatiatietween Polycom and ViaVideo and not pursuarégdommendations of Montgomery.
No limitations were imposed by Polycom on Montgoyneith respect to the investigations made or pracesi followed in rendering i
opinion.

THE FULL TEXT OF MONTGOMERY'S WRITTEN OPINION TO THPOLYCOM BOARD IS ATTACHED HERETO AS APPENDIX
B AND IS INCORPORATED HEREIN BY REFERENCE. THE FOOWING SUMMARY OF THE MONTGOMERY OPINION IS
QUALIFIED IN ITS ENTIRETY BY REFERENCE TO THE FULTEXT OF THE OPINION. THE MONTGOMERY OPINION IS
DIRECTED TO THE POLYCOM
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BOARD AND DOES NOT CONSTITUTE A RECOMMENDATION TO RY STOCKHOLDER OF POLYCOM OR VIAVIDEO AS TO
HOW SUCH STOCKHOLDER SHOULD VOTE WITH RESPECT TO EHMERGER. THE MONTGOMERY OPINION ADDRESSES
ONLY THE FINANCIAL FAIRNESS TO POLYCOM OF THE CONSIERATION TO BE PAID BY POLYCOM AND DOES NOT
ADDRESS THE RELATIVE MERITS OF THE MERGER OR ANY AIERNATIVES TO THE MERGER, POLYCOM'S UNDERLYING
DECISION TO PROCEED WITH OR EFFECT THE MERGER ORYARTHER ASPECT OF THE MERGER. IN FURNISHING ITS
OPINION, MONTGOMERY DID NOT ADMIT THAT IT IS AN EXFEERT WITHIN THE MEANING OF THE TERM "EXPERT" AS
USED IN THE SECURITIES ACT, OR THAT ITS OPINION CGNITUTES A REPORT OR VALUATION WITHIN THE MEANING
OF SECTION 11 OF THE SECURITIES ACT, AND STATEMENT® SUCH EFFECT ARE INCLUDED IN THE TEXT OF THE
MONTGOMERY OPINION.

In connection with its opinion, Montgomery, amortber things: (i) reviewed certain publicly availallinancial and other data with respec
Polycom, including the consolidated financial staats for recent years and interim periods to M&1h1997, and certain other relevant
financial and operating data relating to Polycord ®iaVideo, including financial statements of Vialéo for the period January 1 through
March 31, 1997, made available to Montgomery frarblighed sources and from the internal recordsobfd®m and ViaVideo; (ii) reviewed
the financial terms and conditions of the JunelB®7 draft of the Reorganization Agreement; (&yiewed certain publicly available
information concerning the trading of, and the itngdnarket for, Polycom Common Stock; (iv) compav&aVideo from a financial point of
view with certain other companies in the telecosfieing and related telecommunications equipmenisimgd which Montgomery deemed to
be relevant; (v) considered the financial termghextent publicly available, of selected redarginess combinations of companies in the
networking and communications industry which Momtggmy deemed to be comparable, in whole or in pathe Merger; (vi) reviewed and
discussed with representatives of the managemdolgEom and ViaVideo certain information of a mesis and financial nature regarding
Polycom and ViaVideo, furnished to Montgomery bgrth including financial forecasts and related aggtions of ViaVideo furnished to
Montgomery by management of ViaVideo (the "VIAVIDERDRECASTS"), including base case forecasts ("VIBED FORECASTS
BASE CASE"), downside case forecasts and upside foaiscasts prepared by ViaVideo in consultatioth Wwiolycom, and financial forecasts
and related assumptions of Polycom furnished totiytmmery by Polycom or obtained from a Montgomeeeach report (the "POLYCOM
FORECASTS"); (vii) made inquiries regarding andcdssed the Merger and the Reorganization Agreeamehbther matters related thereto
with Polycom's counsel; and (viii) performed suthes analyses and examinations as Montgomery deap@dpriate.

In connection with its review, Montgomery did nesame any obligation independently to verify sudbrimation and assumed and relied on
its being accurate and complete in all materigbeets. With respect to the ViaVideo Forecasts pledito Montgomery by ViaVideo's
management and the financial forecasts for Polyabtained by Montgomery from Polycom and from a Myambery research report, upon
the advice of management of Polycom and with theseot of the Polycom Board, Montgomery assumegdoposes of its opinion that the
forecasts (including ViaVideo's assumption regagginoduct commercialization and shipment) have lveasonably prepared and provide a
reasonable basis upon which Montgomery could fasnepinion and that, in the case of the ViaVideoc€asts provided by ViaVideo and the
Polycom Forecasts provided by Polycom, they haes Ipeepared on bases reflecting the best avakgaiimates and judgments of Polycom's
and ViaVideo's respective managements at the tfrpeeparation as to the future financial perfornan€ Polycom and ViaVideo,
respectively. Neither Polycom nor ViaVideo publidigcloses internal management forecasts of the fiypvided to Montgomery by the
managements of Polycom and ViaVideo in connectiith Montgomery's review of the Merger. Such foresagere not prepared with a vie
toward public disclosure. In addition, such forésagere based upon numerous variables and assursptiat are inherently uncertain,
including, without limitation, factors related temeral economic and competitive conditions. Acaaylji, actual results could vary
significantly from those set forth in such foresadfiontgomery has assumed no liability for sucledasts. Montgomery also assumed that
there have been no material changes in PolyconVsabdfideo's respective assets, financial conditresults of operations, business or
prospects since the respective dates of theifitestcial statements made available to Montgomigigntgomery relied on advice of counsel
and independent accountants to Polycom as togal bnd financial reporting matters with respect to
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Polycom, the Merger and the Reorganization AgreeénMantgomery assumed that the Merger will be comsiated in a manner that
complies in all respects with the applicable prmris of the Securities Act, the Exchange Act ahdthler applicable federal and state stat
rules and regulations. In addition, Montgomery iid assume responsibility for making an independeatuation, appraisal or physical
inspection of any of the assets or liabilities (owgent or otherwise) of Polycom or ViaVideo, noasMMontgomery furnished with any such
appraisals. Montgomery also assumed that the Mevijjdve recorded as a pooling of interests undmregally accepted accounting practices.
Finally, Montgomery's opinion is based on econommionetary and market and other conditions, inclgdive price per share of Polycom
Common Stock as in effect on, and the informati@denavailable to Montgomery as of, June 11, 1997.

Set forth below is a brief summary of the repoesented by Montgomery to the Polycom Board on 1ind 997 in connection with its
opinion.

COMPARABLE COMPANY ANALYSIS. Based on public andhetr available information, Montgomery calculated thultiples of
aggregate value (defined as equity value plus elet, dash consideration and deferred taxes) tmatdd calendar year 1998 revenue for six
companies in the teleconferencing and relateddei@wunications equipment industry: CIDCO, Inc.; Qeimé Communications Systems
Corp.; PictureTel Corporation; VTEL Corporation;débserver, Inc. and Polycom. Such analysis indicatmean and median multiple of
estimated calendar year revenue of 1.5x and 1e@pgectively, with an assessed range of 0.7x tg Imfplying ranges of the aggregate value
of ViaVideo of $21.9 to $53.2 million based on WiaVideo Forecast Base Case.

COMPARABLE TRANSACTIONS ANALYSIS. Montgomery reviezd the consideration paid in 111 acquisitions ¢fvoeking and
communications companies announced since JanufB; Montgomery analyzed the aggregate value oftimsideration paid in such
transactions as a multiple of the target compatasstwelve months ("LTM") revenues and LTM netame. Such analysis yielded the
following mean and median multiples: 7.1x and 1.3 revenue, and 44.8 and 40.5 LTM net income, eetpely. However, because the
ViaVideo Forecasts provided by management of Viagdgithdicate that ViaVideo is not expected to geteesagnificant revenue until 1998 or
to be profitable until 1999, Montgomery deemed thithod not meaningful in deriving a valuation ¥6aVideo.

No other company or transaction used in the confyf@i@mpany or comparable transactions analysascasnparison is identical to Polycc
ViaVideo or the Merger. Accordingly, an analysistioé results of the foregoing is not mathematicher, it involves complex consideratis
and judgments concerning differences in finanai@ aperating characteristics of the companies &mer dactors that could affect the public
trading value of the companies to which Polycom tredMerger are being compared.

DISCOUNTED CASH FLOW ANALYSIS. Montgomery applieddiscounted cash flow analysis to the financiahdémw forecasts for
ViaVideo for calendar years 1997 through 2001, Basethe ViaVideo Forecasts. In conducting thidysis, Montgomery first calculated tl
present values of the forecasted cash flows. Seddadtgomery estimated the aggregate value of \daWiat the end of 2001 by applying
multiples to ViaVideo's estimated 2001 net incomd eevenue, which multiples ranged from 20x to Rdthe case of net income and 1.0x to
2.0x in the case of revenue. Such cash flows agreggte values were discounted to present valueg discount rates ranging from 30% to
40%, chosen to reflect different assumptions reggrdiaVideo's cost of capital, and such presehteswere then increased by ViaVideo's
net cash. This analysis indicated imputed equityevaanges of ViaVideo of $21.7 to $68.6 milliorsbd on the ViaVideo Forecast Base
Case.

PRIVATE PLACEMENT VALUATION ANALYSIS. Montgomery rgiewed the theoretical valuations of ViaVideo iprivate placement
based on the return that a private equity investauld likely require. In performing this analysipntgomery reviewed ViaVideo's estimai
net income in calendar year 2000, as
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set forth in the ViaVideo Forecasts, and conseredtidiscounted such net income by factors ranéioign 10% to 20%. Montgomery then
applied to such discounted net income internakrafeeturn ranging from 30% to 40%, representitganticipated returns that would be
required by private equity investors, and to swegult applied price to earnings multiples rangimognf 14.0x to 18.0x. Such analysis indica
based on the ViaVideo Forecast Base Case, equitgti@ns of ViaVideo ranging from $44.9 to 75.4 lioih.

PRO FORMA EARNINGS ANALYSIS. Using the ViaVideo Farasts with respect to ViaVideo and estimates reidipect to Polycom
obtained from a Montgomery research report, Montggncompared estimated earnings per share on @-atane basis for Polycom to the
estimated EPS of the Combined Company for caleyekar 1998. Montgomery noted that, based on sudté#sts and estimates (and
assuming 9,760,300 shares of Polycom Common Stecissued in connection with the Merger), the Mergeuld be dilutive to EPS by
$0.01 per share in calendar year 1998, based oviighédeo Forecast Base Case.

CONTRIBUTION ANALYSIS. Using estimates obtainedififca Montgomery research report with respect to ¢étotyand the ViaVideo
Forecasts provided by ViaVideo management witheesi ViaVideo, Montgomery reviewed the estimatedtribution of each of Polycom
and ViaVideo to estimated calendar year revenuajregs before interest and taxes ("EBIT") and nebme for the Combined Company.
Montgomery then compared such contributions tgotloeforma share ownership of the Combined Comparbetowned by the stockholders
of each of Polycom and ViaVideo, assuming consuriunadf the Merger as described in ReorganizatioreAment (and assuming 9,760,300
shares of Polycom Common Stock are issued in cdionewith the Merger). Such analysis indicated fhalycom stockholders own
approximately 66.6% of the Combined Company. Sunciygis also indicated that, based on the ViaVideecasts Base Case, Polycom
would contribute approximately 97.3% of the Combi@mpany's estimated 1997 revenue, and approXyréB8ed%, 61.2% and 69.2% of
the Combined Company's estimated 1998 revenue, BBdiThet income, respectively.

While the foregoing summary describes all analgsebexaminations that Montgomery deems materiiés topinion, it is not a
comprehensive description of all analyses and exatioins actually conducted by Montgomery. The pragpan of a fairness opinion
necessarily is not susceptible to partial analysisummary description. Montgomery believes thaaitalyses and the summary set forth
above must be considered as a whole and that isgjgxirtions of its analyses and of the factorssaered, without considering all analyses
and factors, would create an incomplete view offtaeess underlying the analyses set forth inrigsgntation to Polycom. Accordingly, the
ranges of valuations resulting from any particalaalysis described above should not be taken Mdrggomery's view of the actual value of
Polycom or ViaVideo.

In performing its analyses, Montgomery made numgassumptions with respect to industry performagereral business and economic
conditions and other matters, many of which arehdythe control of Polycom and ViaVideo. The anasyperformed by Montgomery are
not necessarily indicative of actual values or alctuture results, which may be significantly mordess favorable than those suggested by
such analyses. Such analyses were prepared selpbriaof Montgomery's analysis of the financi@rfass to Polycom of the consideratior
be paid by Polycom in the Merger and were provittetthe Polycom Board in connection with the delwvef Montgomery's opinion. The
analyses do not purport to be appraisals or teeethe prices at which a company might actuallgdid or the prices at which any securities
may trade at any time in the future. Montgomerydugets analyses various projections of futurefgrnance prepared by a third party
research report and by the managements of PolyodnviaVideo. The projections are based on numevaudsbles and assumptions which
are inherently unpredictable and must be consideotdertain of occurrence as projected. Accorginattual results could vary significantly
from those set forth in such projections. Montgoyteeopinion addresses only the financial fairndst® consideration to be paid by Polyc
pursuant to the Merger and does not address théveemerits of the Merger and any alternativeth®ooMerger, Polycom's underlying
decision to proceed with or affect the Merger oy ather aspect of the Merger.
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As described above, Montgomery's opinion and ptesien to Polycom were among the many factors takenconsideration by Polycom in
making its determination to approve, and to recomuht@at its stockholders approve, the Merger.

Pursuant to the Engagement Letter, Polycom engsigedgomery to render a fairness opinion in conmectvith the Merger. Pursuant to the
Engagement Letter, Polycom agreed to pay Montgoradeg of $200,000 upon delivery of its opinioneThe payable to Montgomery was
not conditioned on the outcome of Montgomery's miror whether or not such opinion was deemed tfaberable for any party's purposes.
The Polycom Board was aware of this fee structarktaok it into account in considering Montgomeigsnion and in approving the
Reorganization Agreement and the transactions ngisged thereby. The Engagement Letter also aall®dlycom to reimburse
Montgomery for its reasonable outqjobcket expenses. Pursuant to a separate letteeragne, Polycom has agreed to indemnify Montgon
its affiliates, and their respective partners, ives, officers, agents, consultants, employeescanttolling persons against certain liabilities,
including liabilities under the federal securitlags.

In the ordinary course of its business, Montgonamyely trades the equity securities of Polycomiti®own account and for the accounts of
customers and, accordingly, may at any time hdtthg or short position in such securities.

THE REORGANIZATION AGREEMENT
REPRESENTATIONS, WARRANTIES AND COVENANTS

The Reorganization Agreement contains various sgprations and warranties of the parties, includgépgesentations by Polycom, ViaVideo
and Merger Sub as to their organization and capéibn, their authority to enter into the Reorgaion Agreement and to consummate the
transactions contemplated thereby, the existencertdin liabilities and the absence of certainariat undisclosed liabilities, changes in their
businesses and ownership of their intellectual @riigs. The representations, warranties and agmsraet forth in the Reorganization
Agreement shall survive after the Effective Time ahall terminate at the earlier of (i) twelve nmtenafter the Effective Time or (ii) the
issuance of Polycom's audited financial statemientthe year ending December 31, 1997 or Decembget @98, depending on the Effective
Date, which include the results of ViaVideo.

Under the terms of the Reorganization Agreementitfe period from the date of the Reorganizatiomeggnent and continuing until the
earlier of the termination of the Reorganizatiorrdgment or the Effective Time, Polycom has agreddacause or permit, without prior
written consent of ViaVideo, the following: (i) dace or pay any dividends on or make any distridmgi(whether in cash, stock or property)
with respect to any of its capital stock, or sglidmbine or reclassify any of its capital stockissue or authorize the issuance of any securities
in respect of, in lieu of or in substitution foraghs of its capital stock, or repurchase or otreswsicquire, directly or indirectly, any shares of
its capital stock except from former employeesediors and consultants in accordance with agreenpeaviding for the repurchase of shares
in connection with any termination of service toitits subsidiaries; (ii) acquire or agree to aezby merging or consolidating with, or by
purchasing a substantial portion of the assetsrddy any other manner, any business or any cotipargartnership, association or other
business organization or division thereof, or athige acquire or agree to acquire any assets wiechaterial, individually or in the
aggregate, to its and its subsidiaries' businakentas a whole, or acquire or agree to acquiregquity securities of any corporation,
partnership, association or business organizatiog ¢f the foregoing referred to herein as a "MATEIRACQUISITION") which Material
Acquisition would require Polycom to file a Fornk8pursuant to Item 2 of Form 8-K under Section 13%(d) of the Exchange Act; (iii)
grant in excess of 1,300,000 options under thed®oty1996 Stock Incentive Plan; (iv) take, or adgneeriting or otherwise to take, any
action which would make any of its representationgarranties contained in the Reorganization Agre®t untrue or incorrect or prevent it
from performing or cause it not to perform its co&ets pursuant to the Reorganization Agreement.
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ViaVideo has agreed for the period from the datthefReorganization Agreement and continuing thélearlier of the termination of the
Reorganization Agreement or the Effective Time éptdo the extent expressly contemplated by thedaization Agreement or as
consented to in writing by Polycom), to carry anbusiness in the usual, regular and ordinary eoursubstantially the same manner as
conducted prior to execution of the Reorganizafigneement, to pay debts and taxes when due subjectod faith disputes over such debts
or taxes and to pay or perform other obligationgmvtiue, and to use its reasonable efforts consisiénpast practice and policies to
preserve intact its present business organizatia®g available the services of its present officerd key employees and preserve its
relationships with customers, suppliers, distribsitticensors, licensees, and others having busiteslings with it, to the end that its
goodwill and ongoing businesses shall be materialiynpaired at the Effective Time. Each of Polycand ViaVideo has also agreed to
promptly notify each other of (i) any event or ogemce not in the ordinary course of its or itssSdiaries' business, (ii) any event which
would have a material adverse effect on it andltssidiaries and (iii) any material change in @pitalization. In addition, ViaVideo has
agreed that it will not, among other things, dayseaor permit any of the following, without thegrivritten consent of Polycom: (a) cause or
permit any amendments to its certificate of incoggion or bylaws;

(b) declare or pay any dividend on or make anyradietributions (whether in cash, stock or propgimyrespect of any of its capital stock, or
split, combine or reclassify any of its capitalckt@r issue or authorize the issuance of any atbeurities in respect of, in lieu of or in
substitution for shares of its capital stock, grurehase or otherwise acquire, directly or indlye@ny shares of its capital stock except from
former employees, directors and consultants inralecwe with agreements providing for the repurclodishares in connection with any
termination of service to it; (c) accelerate, amendhange the period of exercisability or vestifigptions or other rights granted under its
stock plans or authorize cash payments in exchemigany options or other rights granted under arshslans; (d) take any action which
would interfere with Polycom's ability to account the Merger as a pooling of interests; or (egtak agree to take any action which would
cause a material breach of its representationsaaianties contained in the Reorganization Agreeroeptevent it from performing or caus
not to perform its covenants pursuant to the Redrgéion Agreement.

Moreover, under the terms of the Reorganizationeagrent, ViaVideo has agreed that, during the pdraod the date of the Reorganization
Agreement and continuing until the earlier of teerination of the Reorganization Agreement or tffedfive Time, and except as expressly
contemplated by the Reorganization Agreement,litnet, among other things, do, cause or permitaftye following, without the prior
written consent of Polycom which consent shalllmunreasonably withheld: (a) enter into any cahtva commitment, or violate, amend or
otherwise modify or waive any of the terms of afyt®contracts, other than in the ordinary cowsbusiness; (b) issue, deliver, sell,
authorize or propose the issuance, delivery, daleuochase or propose the purchase of, any sbérescapital stock or securities convertible
into, or subscriptions, rights, warrants or optitmsicquire, or other agreements or commitmengngfcharacter obligating it to issue any
such shares or other convertible securities, dttaar the issuance of shares of its Common Stockuput to the exercise of stock options,
warrants or other rights therefor outstanding ahefdate of the Reorganization Agreement, or thatgf stock options to service providers
provided that the aggregate of all options issweslith service providers shall not exceed 127,8660es after the date of the Reorganization
Agreement; (c) transfer to any person or entity @gigts to its intellectual property other tharthe ordinary course of business consistent
with past practice; (d) enter into or amend anyagrents pursuant to which any other party is gdasitelusive marketing or distribution
rights with respect to any of its products or tealbgy; (e) sell, lease, license or otherwise dispafsor encumber any of its properties or
assets which are material, individually or in tiggegate, to its and its subsidiaries' busineksntas a whole, except in the ordinary cour:
business; (f) incur any indebtedness for borrowedey or guarantee any such indebtedness or issed @ny debt securities or guarantee
any debt securities in excess of $1,000,000 ahtenast rate of no greater than prime rate plus(@yenter into any operating lease in excess
of $50,000; (h) pay, discharge or satisfy in an amién excess of $10,000 in any one case or $50i00@ aggregate, any claim, liability
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or obligation (absolute, accrued, asserted or @ngesh contingent or otherwise) arising other timatie ordinary course of business, other
than the payment, discharge or satisfaction ofliieds reflected or reserved against in ViaVideirsmncial statements; (i) make any capital
expenditures, capital additions or capital improeets except in the ordinary course of businessygferially reduce the amount of any
material insurance coverage provided by existisgiance policies; (k) terminate or waive any righsubstantial value, other than in the
ordinary course of business; (I) adopt or amendemployee benefit plan, except if such plan, apttbor amended, is not materially more
favorable than Polycom's benefit plans, or adogtmend any stock purchase or option plan, or myengw officer-level employee (except
that it may hire a replacement for any currentaoelevel or officertevel employee if it first provides Polycom advamm#ice regarding su
hiring decision), pay any special bonus or speeiauneration to any employee or director (exceptrnts made pursuant to written
agreements outstanding on the date of the ReomgémizAgreement), or increase the salaries or watps of its employees except in the
ordinary course of business; (m) grant any severantermination pay (i) to any director or offiaar(ii) to any other employee except (A)
payments made pursuant to written plans or agreenoemstanding on the date of the Reorganizatiore@ment or (B) grants which are m:
in the ordinary course of business in accordantie g standard past practice; (n) commence a lawther than (i) for the routine collection
of bills, (ii) in such cases where it in good faitbetermines that failure to commence suit wouldltés the material impairment of a valuable
aspect of its business, provided that it consuits Rolycom prior to the filing of such a suit, (@r) for a breach of the Reorganization
Agreement or otherwise in connection with interatieh or enforcement of any provision of the Reaigation Agreement or any agreement
or transaction contemplated thereby; (0) acquiregoee to acquire by merging or consolidating withhy purchasing a substantial portion of
the assets of, or by any other manner, any busaresmsy corporation, partnership, association beobusiness organization or division
thereof, or otherwise acquire or agree to acquiyeassets which are material, individually or ie #iggregate, to its business, taken as a
whole; (p) other than in the ordinary course ofibess, make or change any material election ineaspf taxes, adopt or change any
accounting method in respect of taxes, file anyemattax return or amendment to a material tanrretenter into any closing agreement,
settle any claim or assessment in respect of taxexinsent to any extension or waiver of the Btiitn period applicable to any material
claim or assessment in respect of taxes; (q) revafy of its assets, including without limitatievrjting down the value of inventory or
writing off notes or accounts receivable other thathe ordinary course of business; (r) take,gyea in writing or otherwise to take, any of
the actions described in

(a) through (q) above, or any action which wouldkeany of its representations or warranties costhin the Reorganization Agreement
untrue or incorrect or prevent it from performingoause it not to perform its covenants thereunder.

NO SOLICITATION OF TRANSACTIONS

ViaVideo has further agreed that ViaVideo and ffgcers, directors, employees or other agents mall, directly or indirectly, (i) take any
action to solicit, initiate or encourage any TakeoRroposal (defined below) or (ii) engage in negans with, or disclose any nonpublic
information relating to ViaVideo to, or afford acseto the properties, books or records of ViaVite@ny person that has advised ViaVideo
that it may be considering making, or that has madeakeover Proposal. ViaVideo will promptly ngtlPolycom after receipt of any
Takeover Proposal or any notice that any persenorisidering making a Takeover Proposal or any r&dee nonpublic information relating
to ViaVideo for access to the properties, bookeeoords of ViaVideo by any person that has advise¥ideo that it may be considering
making, or that has made, a Takeover Proposal dlhkegp Polycom fully informed of the status aretails of any such Takeover Proposal
notice or request. "Takeover Proposal" means ai@y of proposal for, or any indication of intere@stL5% or more of the outstanding shares
of capital stock of ViaVideo, a merger or otheribess combination involving ViaVideo or the acqti@si of any significant equity interest
or a significant portion of the assets of, ViaVidgber than the transactions contemplated by tleed@aization Agreement. Notwithstanding
the foregoing, if on or after December 31, 1997
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ViaVideo delivers a written notice to Polycom (wéppropriate backup documentation provided) whiates that ViaVideo projects that it
will run out of cash and cash equivalents on ooteeflune 1, 1998, ViaVideo may initiate discussiwith venture funds and other non-
corporate investors for the purpose of raising tycquinding for ViaVideo's operations. ViaVideo magt close any of such transactions prior
to March 31, 1998, and must keep Polycom fully infed of the details of such discussions, includimithout limitation, the identities of all
parties with whom ViaVideo has such discussion® foinegoing shall in no way limit any of ViaVide@ther obligations and covenants in
the Reorganization Agreement. The foregoing rdgiris on ViaVideo's activities are waivable by Rualgn.

CONDITIONS TO THE MERGER

Each party's respective obligation to effect thedéeis subject to, among other things, the approfvthe Reorganization Agreement and the
Merger by the requisite votes of the stockholdéialycom and ViaVideo, the Commission having appobthe Proxy Statement, and the
satisfaction prior to the Effective Time of the #&unhal following conditions: (a) the absence gfghy temporary restraining order,
preliminary or permanent injunction or other ordeued by any court of competent jurisdiction drestlegal or regulatory restraint or
prohibition preventing the consummation of the Merdii) any proceeding brought by an administetgency or commission or other
governmental authority or instrumentality, domesti¢oreign, seeking any of the foregoing, (iiiethendancy of any proceeding in (ii) abc
and (iv) any action taken, or any statute, rulgutation or order enacted, enforced or deemed egiglé to the Merger, which makes the
consummation of the Merger illegal; (b) PolycomaVideo and Merger Sub and their respective subsdisimely obtaining from each
governmental entity all approvals, waivers and eois if any, necessary for consummation of olomnection with the Merger and the
transactions contemplated thereby, including syghiavals, waivers and consents as may be requirédruhe Securities Act, state Blue Sky
laws and HSR, other than filings and approvalgirgeto the Merger or affecting Polycom's ownerstiifyiaVideo or any of its properties if
failure to obtain such approval, waiver or conseotild not have a material adverse effect to eiplzety; (c) Polycom, ViaVideo, Escrow
Agent and the Stockholder's Agent entering intoEkerow Agreement; (d) each of Polycom and ViaVidsseiving substantially identical
written opinions from their respective counselfdmm and substance reasonably satisfactory to thethe effect that the Merger will
constitute a reorganization within the meaning eftidn 368(a) of the Code; (e) the filing with thasdaq National Market of a Notification
Form for Listing of Additional Shares with respéatthe shares of Polycom Common Stock issuable apowrersion of the ViaVideo
Common Stock in the Merger and upon exercise obgt®ns under the ViaVideo 1996 Stock Option/Stlssuance Plan assumed by
Polycom, and the listing of such shares; and (hed Polycom and ViaVideo receiving from Cooperséybrand L.L.P., independent
auditors of both parties, a letter confirming ttret Merger qualifies for pooling of interests aatting treatment if consummated in
accordance with the Reorganization Agreement.

In addition, the obligations of ViaVideo to effabe Merger are subject to, among other thingss#tisfaction at or prior to the Effective Ti

of each of the following conditions, unless waiwedvriting by ViaVideo: (a) the representations amarranties of Polycom and Merger Sub
in the Reorganization Agreement shall be true amtect in all material respects as of the Effeclivme as though such representations and
warranties were made on and as of such time, exeeptich inaccuracies which would not reasonabklgkpected to have a material adverse
effect on Polycom and ViaVideo shall have receigaztrtificate to such effect signed on behalf dff&am by its President and Chief
Financial Officer; (b) Polycom and Merger Sub shale performed or complied in all material resp&ath all covenants, obligations and
agreements required by them as of the EffectiveeTamd ViaVideo shall have received a certificatecexed on behalf of Polycom by its
President and Chief Financial Officer to such €fféx) there shall not have occurred any matedakase change in the financial condition,
properties, assets (including intangible assatdjilities, business, operations or results of apens of Polycom and its subsidiaries, taken as
a whole; (d) ViaVideo shall have received a leftem its independent auditors, confirming that kherger qualifies for pooling of interest
accounting treatment if consummated in
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accordance with the Reorganization Agreement; {@YMeo shall have received from each of the Adfiis (as defined below) of Polycom
executed Affiliates Agreement; (f) the Closing rif Polycom Common Stock immediately precedingGlesing Date shall be at least
$3.00 per share, as adjusted for any stock sptitsk dividends or recapitalizations, and (g) Vid&6 shall have been furnished with evidence
satisfactory to it of the consent or approval afsth persons whose consent or approval shall b@eddn connection with the Merger under
any material contract of Polycom except where #il@ife to obtain such consent or approval wouldhase a material adverse effect on
Polycom.

In addition, the obligations of Polycom and Mer§aib to effect the Merger are subject to, amongrdttiegs, the satisfaction at or prior to
the Effective Time of each of the following condits, unless waived in writing by Polycom: (a) tBpresentations and warranties of
ViaVideo in the Reorganization Agreement shalloe and correct in all material respects as oftfiective Time as though such
representations and warranties were made on aofdsagh time, except for such inaccuracies wouldhawe a material adverse effect on
ViaVideo and Polycom shall have received a certfido such effect signed on behalf of ViaVidedtbyPresident and Chief Financial
Officer; (b) ViaVideo shall have performed or comeglin all material respects with all covenantdjgations and agreements required by i
of the Effective Time and Polycom shall have reedia certificate executed on behalf of ViaVidedtbyPresident and Chief Financial
Officer to such effect; (c) Polycom shall have b&amished with evidence satisfactory to it of ttmsent or approval of those persons whose
consent or approval shall be required in connedtiibh the Merger under any material contract ofWiteo except where the failure to obtain
such consent or approval would not have a matadatrse effect on ViaVideo; (d) no temporary résing order, preliminary or permanent
injunction or other order issued by any court ahpetent jurisdiction or other legal or regulatoggtraint limiting or restricting Polycom's
conduct or operation of the business of ViaViddmfeing the Merger shall be in effect, nor shalygroceeding brought by an administra
agency or commission or other governmental erditynestic or foreign, seeking the foregoing be peaidie) there shall not have occurred
any material adverse change in the financial caordiproperties, assets (including intangible ayséabilities, business, operations or results
of operations of ViaVideo;

(f) Polycom shall have received a letter from itdependent auditors, confirming that the Mergetifies for pooling of interest accounting
treatment if consummated in accordance with thergRaozation Agreement; (g) Polycom shall have nembifrom each of the Affiliates of
ViaVideo an executed Affiliates Agreement; (h) Vid®o shall have provided Polycom with a properlg@xed FIRPTA Notification Letter;
(i) Polycom shall have received from holders diasst ninety percent (90%) of the Target CommorrlSémd Target Preferred Stock
outstanding immediately prior to the Effective Tinaeduly executed and delivered Stockholder's Regmtation Agreement regarding
transferability of the Polycom Common Stock to bedived by such Stockholder;

(j) the directors of ViaVideo in office immediatatyior to the Effective Time shall have resignedlmsctors of ViaVideo effective as of the
Effective Time;

(k) certain employees of ViaVideo shall have acedm@mployment with Polycom and shall have entertmlan employment and non-
competition agreement as described in the ReorgtimizAgreement; (I) Polycom shall have receiveahfViaVideo a statement of all out-of-
pocket expenses incurred by ViaVideo; (m) ViaViddall have terminated any and all rights grantethay certain Amended and Restated
Investors' Rights Agreement, dated May 28, 199anasnded; (n) all holders of ViaVideo Preferredcgtshall have converted such shares
into ViaVideo Common Stock prior to the Effectivenie; and (o) ViaVideo shall have made customerrabkiuts of its initial
videoconferencing system, which meets previoustged upon specifications, resulting in revenuest ééast $75,000 (which condition is
waivable by Polycom).

CLOSING

As promptly as practicable after the satisfactiomaiver of the conditions set forth in the Reorigation Agreement, Merger Sub and
ViaVideo will file certificates of merger with theecretary of State of Delaware. The Merger willdiee effective upon such filing. It is
anticipated that, assuming all conditions are thetMerger will occur and a closing will be held @nbefore March 31, 1998.
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REGISTRATION RIGHTS

The shares of Polycom Common Stock to be issudfieiMerger will be issued in a transaction exemminfthe registration requirements of
the Securities Act. Polycom has granted registnatights to the holders of ViaVideo Common Stock &as covenanted to file a registration
statement on Form S-3 within thirty (30) days af Effective Time in order to register the Polycoon@non Stock to be issued in the Merger
for resale. If Form S-3 (or a successor form) isanailable for use by Polycom, Polycom will fileegistration statement on Form S-1 to
satisfy the registration obligations. The RegigtraRights, among other things, include an oblmathy Polycom to keep the Registration
Statement effective for a period of two (2) yeagsw&ll as cross indemnification provisions wher@myycom and the ViaVideo stockholders
agree to indemnify each other for any liabilityttha@ight arise from any untrue statement contaimeithié Registration Statement made by that

party.
TERMINATION, AMENDMENT AND WAIVER

The Reorganization Agreement may be amended bpatis at any time by execution of an instrumentiiting signed on behalf of each
the parties thereto; provided that an amendmentrsaldsequent to adoption of the Reorganization égent by the stockholders of
ViaVideo or Merger Sub shall not

(i) alter or change the amount or kind of consitlerato be received on conversion of the ViaVidam®non Stock; (ii) alter or change any
term of the Certificate of Incorporation of ViaVidlafter the Merger; or (iii) alter or change anytied terms and conditions of the
Reorganization Agreement if such alteration or geawould adversely affect the holders of ViaVidean@non Stock or Merger Sub
Common Stock.

The Reorganization Agreement may be terminatedytime prior to the Effective Time, whether beforeafter approval by the Polycom
stockholders,

(a) by the mutual consent of the Boards of DirectifrPolycom and ViaVideo;

(b) by either Polycom or ViaVideo if: (i) withouafilt of the terminating party, the Merger is nohsommated on or before March 31, 1998
(provided a later date may be agreed upon in wgritip the parties); (ii) any permanent injunctiorotiter order of a court or other competent
authority preventing the consummation of the Merg®ll have become final and nonappealable; iy) @quired approval of the
stockholders of ViaVideo shall not have been ofg@diby reason of failure to obtain the required wgien a vote held at a duly held meeting
of stockholders or by written consent; (iv) PolycomViaVideo breaches any of its representatiorssranties or obligations in any material
respect under the Reorganization Agreement andlsgetch is not cured within ten (10) business adyesceipt by Polycom or ViaVideo, as
the case may be, of written notice of such bre@ghthe Board of Directors of either Polycom or Video shall have withdrawn or modified
its recommendation of the Reorganization Agreeretiie Merger in a manner adverse to Polycom o¥Mieo, as the case may be, or shall
have resolved to do any of the foregoing; or (vlyom or ViaVideo fails to call and hold the Pabys Stockholder Meeting or ViaVideo
Stockholder Meeting, respectively, or obtain appedp consent by March 31, 1998; (c) by Polyconhoifders of more than nine percent (¢
of ViaVideo capital stock have not voted in favétiee Merger by March 31, 1998; (d) by ViaVideoPiblycom's stockholders do not appr
the Merger and the Reorganization Agreement byehaisite vote at the Polycom Stockholders Meet{ayby ViaVideo in the event (i) of
the acquisition, by any person or group of pergottser than persons or groups of persons who (Adiaed shares of Polycom Common
Stock pursuant to any merger of Polycom in whicly@am was the surviving corporation or any acqigsity Polycom of all or substantia
all of the capital stock or assets of another pemdB) disclose their beneficial ownership of isaof Polycom Common Stock on Schedule
13G under the Exchange Act), of beneficial owngrstii30% or more of the outstanding shares of Rwty€ommon Stock (the terms
"person,” "group” and "beneficial ownership" havihg meanings ascribed thereto in Section 13(theExchange Act and the regulations
promulgated thereunder), or (ii) the Polycom Boardepts or publicly recommends acceptance of am fsfim a third party to acquire 50%
or more of the outstanding shares of Polycom Com8took or of Polycom's consolidated assets.
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As used in the Reorganization Agreement, a "Tridg@nt" shall occur if any Person (as that terabeiined in Section 13(d) of the Exchange
Act and the regulations promulgated thereunderjiiages securities representing 15% or more, or conce®a tender or exchange offer
following the successful consummation of which dffferor and its affiliate would beneficially ownaeities representing 15% or more, of
voting power of ViaVideo; PROVIDED, HOWEVER, a Tggr Event shall not be deemed to include the atiquisy any Person of
securities representing 15% or more of ViaVidesui€h Person has acquired such securities not mgtpurpose nor with the effect of
changing or influencing the control of ViaVideo,rin connection with or as a participant in anyngaction having such purpose or effect,
including without limitation not in connection wiuch Person (i) making any public announcemerit rei$pect to the voting of such shares
at any meeting to consider any merger, consolidaale of substantial assets or other businesbioation or extraordinary transaction
involving ViaVideo, (ii) making, or in any way p&ipating in, any "solicitation" of "proxies" (asish terms are defined or used in Regulation
14A under the Exchange Act) to vote any voting séies of ViaVideo (including, without limitatiorgny such solicitation subject to Rule
14a-11 under the Exchange Act) or seeking to advisefluence any Person with respect to the votihgny voting securities of ViaVideo or
the sale or transfer of a significant portion aets (excluding the sales or disposition of agedtse ordinary course of business) of ViaVic
(iii) forming, joining or in any way participatinig any "group” within the meaning of Section 138J)6f the Exchange Act with respect to
any voting securities of ViaVideo, directly or inglctly, relating to a merger or other business daation involving ViaVideo or the sale or
transfer of a significant portion of assets

(excluding the sale or disposition of assets indiftBnary course of business)

of ViaVideo, or (iv) otherwise acting, alone ordancert with others, to seek control of ViaVideamseek to control or influence the
management or policies of ViaVideo.

At any time prior to the Effective Time, either®élycom or ViaVideo may, to the extent legally alixl, by execution of an instrument in
writing signed on behalf of such party (a) extemel time for the performance of any of the obligagior acts of the other parties set forth in
the Reorganization Agreement; (b) waive any ina&cies in the representations and warranties masiecto party in the Reorganization
Agreement or in any document delivered pursuatitédReorganization Agreement; and (c) waive compkawith any of the agreements or
conditions for the benefit of such party under Remrganization Agreement.

FEES AND EXPENSES; TERMINATION FEE

Subject to the provisions described below regardiigbursement of expenses and payment of terroimédies, whether or not the Merger is
consummated, all costs and expenses incurred imection with the Reorganization Agreement and thestactions contemplated thereby
shall be paid by the party incurring such expepseyided, however, that any out-of-pocket expemsasrred by ViaVideo (including,

without limitation, fees and expenses of one legainsel to ViaVideo, financial advisors and accaatg) in excess of $175,000 (which
amount shall be subject to reasonable increashe iavent of unexpected and material changes isdbee of work required by such counsel,
advisors or accountants, approval of which shalbmounreasonably withheld) in addition to fees argenses of more than one legal counsel
shall remain an obligation of ViaVideo's Stockhakle

In the event ViaVideo shall terminate the Reorgatiin Agreement on account of (a) a material bred¢he representations, warranties, or
obligations of Polycom; (b) Polycom's Board withalilag or modifying its recommendation of the Reorigation Agreement or the Merger;
(c) the failure of the Polycom Board to call anddhihve Polycom Meeting or obtain appropriate writt®nsent by March 31, 1998; (d)
Polycom fails to obtain the requisite vote at theetling; or (e) a Person or Group obtains Benef@iahership (as defined in Section 13(d) of
the Exchange Act and the regulations promulgateretimder) of 30% or more of the outstanding shafr®olycom Stock or Polycom's Bos
accepts or publicly recommends acceptance of am fim a third party to acquire 50% or more of tlustanding
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shares of Polycom's Common Stock or of Polycommsalidated assets, Polycom shall reimburse ViaVideall of the out-of-pocket costs
and expenses incurred by ViaVideo in connectio wie Reorganization Agreement and the transactionsemplated thereby (including
without limitation the fees and expenses of itsisahs, accountants and legal counsel).

In the event that (a) either Polycom or ViaVideortmates the Reorganization Agreement followingitufe of ViaVideo to obtain the
requisite stockholder vote to approve the Reorgdinim Agreement there shall have been a TriggentBwéh respect to ViaVideo or a
Takeover Proposal which at the time of the meatiingiaVideo's stockholders shall not have beemngj@cted by ViaVideo and (ii) withdrav
by the third party or, (b) Polycom terminates treoRjanization Agreement because (i) ViaVideo breddts representations, warranties or
obligations under the Reorganization Agreemenninraaterial respect; (ii) the ViaVideo Board withdr or modified its recommendation of
the Reorganization Agreement or the Merger in ammaaadverse to Polycom or shall have resolved targoof the foregoing; (iii) ViaVideo
failed to call and hold the ViaVideo stockholdersating by March 31, 1998; or (iv) holders of mdrart nine percent of ViaVideo's capital
stock have not voted in favor of the Merger by MeBd, 1998, ViaVideo will be required to pay to ymm $4,000,000 and reimburse
reasonable out-of-pocket costs and expenses inchyr®olycom in connection with the Reorganizat@reement and the transactions
contemplated thereby (including, without limitatjdhe fees and expenses of its advisors, accograaatlegal counsel).

In the event that Polycom terminates the Reorgéniz&Agreement on account of (a) a material brezfdhe representations, warranties or
obligations of ViaVideo, (b) an action of ViaVid&at precludes accounting for the Merger as a pgaif interest, (c) the ViaVideo Board
shall have withdrawn or modified its recommendatibthe Reorganization Agreement or the Merger inaaner adverse to Polycom or shall
have resolved to do any of the foregoing, (d) Vidad fails to call and hold the ViaVideo stockhoklereeting by March 31, 1998, (e) holc
of more than nine percent (9%) of ViaVideo Commaoc and ViaVideo Preferred Stock shall have ndegan favor of the Merger by
March 31, 1998, or (f) any required approval of skeckholders of ViaVideo shall have not been alsdiby reason of the failure to obtain
required vote upon a vote held at a duly held mgatf stockholders or at any adjournment theredfyowritten consent, ViaVideo will be
required to reimburse Polycom for all reasonableadtypocket costs and expenses incurred by Polyicotonnection with the Reorganization
Agreement and the transactions contemplated th€netiuding, without limitation, the fees and expen of its advisors, accountants and
legal counsel); and, in the event any Takeover &salpor Trigger Event is consummated within six therof the later of (x) termination of
the Reorganization Agreement and (y) the paymetitefbove-described costs and expenses, ViaVidebenrequired to promptly pay
Polycom an additional $4,000,000 (provided thatermination fee had been previously paid).

Pursuant to a letter agreement dated June 11, Padyicom engaged Montgomery to provide financialieeland assistance in connection
with the acquisition of ViaVideo, and to rendem#tiess opinion in connection with the proposedgeeof ViaVideo with a subsidiary of
Polycom. Polycom has agreed to pay Montgomery asketion Fee of $200,000 for its services purstatite terms of the Engagement
Letter and has agreed to reimburse Montgomengt$aeasonable out-of-pocket expenses.

ESCROW AND INDEMNIFICATION

At the Effective Time, Polycom will deposit intoaceew the Escrow Shares representing 10% of theestadrPolycom Common Stock
otherwise issuable to the holders of ViaVideo Comr8tock in the Merger on a pro rata basis. Thedwg&hares will be registered in the
name of and deposited with the Escrow Agent purtsieetine Reorganization Agreement and an Escrovedmient to constitute the Escrow
Fund. The Escrow Fund will be available to provadieind against which Polycom, its affiliates anelitiofficers, directors, employees and
attorneys may assert indemnification claims foséss damages, costs and expenses (including rédsdegal fees and expenses) that an
indemnified party has incurred by reason of (i) amccuracy in or breach of any representationrawy or covenant of ViaVideo
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contained in the Reorganization Agreement or (by@ach of the confidentiality agreement betweemMiieo and Polycom (collectively,
"POLYCOM LOSSES"). The indemnification period wélhd on the earlier of (i) the date 12 months follgpthe Effective Time or (ii) the
date on which Polycom releases its audited cores@eifinancial statements for the fiscal year egpdecember 31, 1997 or December 31,
1998, depending on the Effective Date. Any Escrdar8s available for distribution at the end ofitidemnification period will be issued to
the former stockholders of ViaVideo on a pro reaais.

Notwithstanding the indemnification provisions d@sed above, indemnification will not be availableless and until the aggregate amoui
Polycom Losses exceeds $100,000. To receive ampEshares, notice of the Polycom Loss must beveledd to the Escrow Agent and the
Stockholder's Agent. If the Stockholder's Agenpdiss the claim, the matter must be resolved bgiinarbitration. For the purpose of
compensating Polycom for its Polycom Losses, tteedws Shares shall be valued at a price equal tavkeage closing price of Polycom
Common Stock for the 10 trading days immediatebcpding (and including) the second trading dayrpddhe Effective Date. In no event
shall Polycom receive more than the number of Bg@bares then remaining in the Escrow Fund atithe of Polycom's claim, and the
maximum liability of all ViaVideo Stockholders undie indemnity provisions of the Reorganizatiorrédgment shall not exceed the
forfeiture of the Escrow Shares in the Escrow Fuifxdept with respect to claims based on willfubifaor intentional misrepresentation or
claims arising under state or federal securitias)dolycom's sole recourse with respect to Polytosses is limited to the Escrow Fund.

INDEMNIFICATION BY POLYCOM

Polycom has agreed that, from and after the Effeckime, Polycom will cause ViaVideo to indemnifiycehold harmless the present and
former officers, directors, employees and agentéi@¥ideo in respect of acts or omissions occurngor prior to the Effective Time to the
extent provided under ViaVideo's then effectivetifieate of Incorporation and Bylaws or any indefigdtion agreement with ViaVideo
officers and directors to which ViaVideo is a paityeach case in effect on March 1, 1997.

RELATED AGREEMENTS
VOTING AGREEMENTS

In connection with the Merger, certain stockhold&r®olycom and ViaVideo have entered into Votingréements. The terms of the Voting
Agreements provide

(i) that such stockholders will not transfer (exicap may be specifically required by court ordebyoperation of law), sell, exchange, pledge
(except in connection with a bona fide loan tratisag or otherwise dispose of or encumber theirashaf Polycom or ViaVideo Common
Stock beneficially owned by them, or any new shafesich stock they may acquire, at any time podhe Expiration Date (as defined
herein), (ii) that such stockholders will vote siflares of Polycom or ViaVideo Common Stock benaficiowned by them (a) in favor of the
approval of the Reorganization Agreement and apgrofithe Merger and any matter that could reasiyriad expected to facilitate the
Merger and

(b) against any other action or agreement that evoegult in a breach of any covenant, represemtatiavarranty or any other obligation or
agreement of Polycom or ViaVideo under the Reogtitin Agreement or which could result in any @& ttonditions to Polycom's or
ViaVideo's obligations under the Reorganizationéegmnent not being fulfilled, and (iii) that eachdel of Series A Preferred Stock and/or
Series B Preferred Stock of ViaVideo shall eleatdavert such shares into ViaVideo Common Stock édiately prior to the effectiveness
the Merger. Such voting agreements are accompagi@evocable proxies whereby such stockholdeosige to Polycom or ViaVideo, as
the case may be, the right to vote their sharegb®proposals relating to the Reorganization Agexgrand the Merger at the Polycom
Meeting and the ViaVideo Meeting, as appropriatel an any competing proposal at a Polycom or Viadidtockholder meeting. Holders of
approximately 41% and 100% of the shares of Poly€ammon Stock and ViaVideo Common Stock, respelgtiwntitled to vote at the
stockholder meeting have entered into Voting Agreets and
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irrevocable proxies. The Voting Agreements and @®shall terminate on the Expiration Date. As usetin, the term "Expiration Date"
shall mean the earlier to occur of (i) such dae tane as the Merger shall become effective in edaroce with the terms and provisions of
Reorganization Agreement and

(i) the date of termination of the Reorganizatiogreement.

AFFILIATES AGREEMENTS

It is a condition to the obligations of ViaVideodaRolycom to effect the Merger that in accordanith the requirements of the Commission's
accounting rules for pooling of interests, eaclspeiwho is identified as an Affiliate (as such tesndefined for purposes of Rule 145 of the
Securities Act ("RULE 145")) of each party execatel deliver, at or prior to the Effective Time,agreement that such persons will not offer
to sell, sell or otherwise dispose of Polycom Comr8tock or ViaVideo Common Stock during the thi{@) day period prior to the

Effective Time or after the Effective Time untihfincial results covering at least thirty (30) daf/the combined operations of Polycom and
ViaVideo have been published (the "AFFILIATES AGREENT"). The Affiliates Agreement also requires Via¥o Affiliates not to make
any public sale of any Polycom Common Stock reakiygon consummation of the Merger, except in commgie with Rule 145, pursuant to
another exemption from the registration requirementhe Securities Act or in a registered offerilmgaddition, the Affiliates Agreements
executed by ViaVideo Affiliates provide that, astioé date of the Affiliates Agreement and as ofEfffective Time, such Affiliate has no
present plan or intent to engage in any transattianresults in a reduction in the risk of owngushith respect to more than 50% of the
shares of Polycom Common Stock acquired by sucttisté in the Merger.

STOCKHOLDER'S REPRESENTATION AGREEMENTS

Prior to the Effective Time, Polycom shall enteioistockholder's Representation Agreements wittireAffiliate stockholders of ViaVide
which, among other things, confirms that each siobkholder does not currently, and will not at Bifective Time, have a plan to dispose
more than fifty percent (50%) of the shares of Bolg Common Stock to be received by such stockhg@desuant to the Merger, and which
also appoints Craig B. Malloy as Stockholder's Agemd to be bound by the terms of the Escrow Agesgrand Article VIII.

EMPLOYMENT AND NON-COMPETITION AGREEMENTS

Polycom has entered into employment and non-cotigreigreements with each of Craig B. Malloy, Miehd Hogan, Michael L. Kenoyer,
Patrick D. Vanderwilt, Errol R. Williams and Davidl Hein (each, an "Employee," and collectively, tBMPLOYEES"). The employment
and non-competition agreements are contingent tioccurrence of the closing of the Merger andllvéitome effective upon the Effective
Time. The terms of the employment agreements aee tyears from the Effective Time unless terminai@dier by either party for any
reason, with or without cause, by giving writtertio® of such termination. If Employee's employmierterminated "Without Cause" or if
Employee resigns from employment for "Good Reagwitt to eighteen (18) months after the Effectivend@, then Polycom will pay
Employee a lump sum payment equal to six (6) tiErployee's monthly base salary less applicablea&hs as severance. If Polycom
terminates Employee's employment "Without Causef Bmployee resigns from employment for "Good Reesafter eighteen (18) months
but prior to three (3) years after the Effectiven€j Polycom will pay Employee all of the remainsaary that would have been owed from
the date of termination through the entire threeyéar term in one lump sum payment, however aktobenefits shall terminate as of the «
of termination. If Employee resigns "Without Gooddon" or the employment is terminated for "Caug#iin three (3) years of the
Effective Time, then Employee will be paid all sgland benefits through the date of termination,fmthing else.

The employment and narempetition agreements require, until the lateteaihination of employment or the three (3) yeatsrahe Effective
Time, that Employee (i) will not participate or eg in the
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design, development, manufacture, production, nigudgesale or servicing of any product, or the s@mn of any service, that directly relates
to the teleconferencing or electronic presentagignipment business (the "BUSINESS") in the Unitete or Canada, and (i) will not
permit Employee's name to be used in connectiom avitompetitive Business. If Employee's employnietgrminated "Without Cause" or
Employee resigns for 'Good Reason" more than eigh{&8) months but less than three (3) years tifeeEffective Time, then such non-
competition will expire upon the earlier of thr&d) years following the Effective Time, or nine (@pnths from the date of termination. For a
period of eighteen (18) months following the teration of employment, Employee will not solicit, @ucage or induce any employee or
consultant of Polycom to end their relationshiprviolycom. There can be no assurance that suclearapetition and non-solicitation
provisions will be enforceable under California law

FEDERAL SECURITIES LAW CONSEQUENCES

The Polycom Common Stock issuable in the Mergdrhweilissued in a transaction exempt from the reggish requirements of the Securities
Act. Polycom has agreed to use its best efforfde@ registration statement within 30 days of Effective Time thereby allowing those
shares to be traded without restriction, exceptfose shares held by stockholders who are deesnashtrol or be under common control
with Polycom ("AFFILIATES"). Affiliates of Polyconmay not sell any shares of Polycom Common Stockgbqoursuant to an effective
registration statement under the Securities Acedag such shares or an applicable exemption framregistration requirements of the
Securities Act. In general, Rule 144 promulgatedeunrihe Securities Act, as currently in effect, as@s restrictions on the manner in which
such Affiliates may make resales of Polycom Comr@totk and also on the number of shares of PolycomrBon Stock that such Affiliate
and others (including persons with whom the Affémact in concert), may sell within any three-rhqmeriod.

The Reorganization Agreement requires ViaVideoawose its affiliates to enter into agreements natdke any public sale of any Polycom
Common Stock received upon consummation of the Btegxcept in compliance with Rule 145, pursuardrtother exemption from the
registration requirements of the Securities Adnaa registered offering. See "The Merger and Rdldransactions--Related Agreements--
Affiliate Agreements."

REGULATORY MATTERS
Neither Polycom nor ViaVideo is aware of any regia approvals necessary for the consummationefbrger.
CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

The following discussion summarizes the materidefal income tax considerations relevant to thdvamge of shares of ViaVideo Common
Stock for Polycom Common Stock pursuant the Metigat are generally applicable to holders of Viaddgsommon Stock. This discussior
based on currently existing provisions of the Cakésting and proposed Treasury Regulations thel@uand current administrative rulings
and court decisions, all of which are subject targfe. Any such change, which may or may not beaetive, could alter the tax
consequences as described herein.

The Merger is intended to constitute a Reorgarundatr federal income tax purposes. Provided thatMerger does so qualify as a
Reorganization, then, subject to the limitationd gnalifications referred to herein, the Mergen wénerally result in the following federal
income tax consequences:

(a) No gain or loss will be recognized by holder¥mVideo Common Stock solely upon their receipttie Merger of Polycom Common
Stock in exchange therefor (except to the extewash received in lieu of a fractional share ofyfPoin Common Stock).
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(b) The aggregate tax basis of the Polycom ComntockSeceived by ViaVideo stockholders in the Mer@ecluding any fractional share of
Polycom Common Stock not actually received) wilthe same as the aggregate tax basis of the Via\@@enmon Stock surrendered in
exchange therefor.

(c) The holding period of the Polycom Common Stmxdeived by each ViaVideo stockholder in the Meng#irinclude the period for which
the ViaVideo Common Stock surrendered in exchahgeefor was considered to be held, provided tlaiMiaVideo Common Stock so
surrendered is held as a capital asset at thedinttee Merger.

(d) Cash payments received by holders of ViaVidem@on Stock in lieu of a fractional share will beated as if such fractional share of
Polycom Common Stock had been issued in the Mengethen redeemed by Polycom. A ViaVideo stockhaldeeiving such cash will
recognize gain or loss, upon such payment, measyréue difference (if any) between the amountasficreceived and the basis in such
fractional share.

(e) A stockholder who exercises appraisal righth wéspect to a share of ViaVideo Common Stockwand receives payment for such stock
in cash should generally recognize gain or losssoreal by the difference between the stockholdessbn such share and the amount of
received, provided that such payment is neithegrdgsly equivalent to a dividend nor has the dffefca distribution of a dividend (a
"DIVIDEND EQUIVALENT TRANSACTIONS") (See Sections02 and 356(A)(2) of the Code). A sale of ViaVideon@non Stock
pursuant to an exercise of appraisal rights wifiegally not be a Dividend Equivalent Transactigra# a result of such exercise, the
stockholder exercising appraisal rights owns naeshaf Polycom Stock (either actually or constradyi within the meaning of Section 318
of the Code.) If, however, a stockholder's salectsh of ViaVideo Common Stock pursuant to an egerof appraisal rights is a Dividend
Equivalent Transaction, then such stockholder gétherally recognize income for federal income tasppses in an amount up to the entire
amount of cash so received.

(f) Neither of Polycom, Merger Sub nor ViaVideo Wiécognize material amounts of gain solely assaltef the Merger.

Even if the Merger qualifies as a Reorganizatioreapient of shares of Polycom Common Stock ceoetthgnize gain, if any, to the extent
that such shares are considered to be receivedirarge for services or property other than soléwideo Common Stock. All or a portion
of such gain could be taxable as ordinary inconan@ould also have to be recognized to the extatta ViaVideo stockholder is treated as
receiving (directly or indirectly) consideratiorhet than Polycom Common Stock in exchange for tinekbolder's ViaVideo Common Stoc

In addition, regardless of whether the Merger dasts a Reorganization, the Internal Revenue Ser/iRS") may assert that the difference
between (i) the amount of Polycom Common Stock hletders of ViaVideo Preferred Stock would havesreed in the Merger had ViaVideo
Preferred Stock not been converted into commorkgidor to the Merger and

(i) the amount of Polycom Common Stock that sucliérs actually received in the Merger should bated as constructively received by
such former holders of ViaVideo Preferred Stock drah transferred by them in a fully taxable tratisa to the other ViaVideo stockholders
(the "OTHER VIAVIDEO STOCKHOLDERS"). In the evertat the IRS were to prevail in such position, thked ViaVideo Stockholders
would recognize income in an amount equal to theevaf the Polycom Common Stock that they are ¢éicbas having received pursuant to
such constructive transfer and the former holdéks@Video Preferred Stock would be treated as geiing gain in an amount equal to the
excess of the value of the Polycom Common Stodktlttey constructively transferred and the basisttey would have had in such stock
immediately following the Merger had they actuattgeived such stock in the Merger. There can bassarance the that the IRS would not
be successful in any such assertion.

The parties are not requesting and will not reqaesting from the IRS in connection with the Mergdowever, it is a condition to the
Merger that Polycom and ViaVideo each receivesmnion from its respective counsel to the effeettttne Merger will constitute a
Reorganization (the "TAX OPINIONS"). Polycom andaVideo stockholders should be aware that the Tari@s will not bind the
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IRS, and the IRS is therefore not precluded frootessfully asserting a contrary position. The Tainf@ns will be subject to certain
assumptions and qualifications, including but moited to the truth and accuracy of certain repnésins made by Polycom, ViaVideo,
Merger Sub, and certain stockholders of ViaVidebp@rticular importance are certain representatiefeting to the Code's "continuity of
interest" requirement.

To satisfy the continuity of interest requiremerigVideo stockholders must not, pursuant to a pliaimtent existing at or prior to the Merg
dispose of or transfer so much of either (i) théaVideo Common Stock in anticipation of the Mergex(ii) the Polycom Common Stock to
be received in the Merger (collectively, "PLANNEDIPOSITIONS"), such that ViaVideo stockholdersaagoup, no longer have a
significant equity interest in the ViaVideo busiad®ing conducted after the Merger. ViaVideo stotdtérs will generally be regarded as
having a significant equity interest as long asrthmber of shares of Polycom Common Stock receivéide Merger less the number of
shares subject to Planned Dispositions (if anydaggnts, in the aggregate, a substantial portidheoéntire consideration received by the
ViaVideo stockholders in the Merger. No assuraraelze made that the "continuity of interest” reguent will be satisfied, and if such
requirement is not satisfied, the Merger would b®treated as a Reorganization.

A successful IRS challenge to the Reorganizatiatustof the Merger (as a result of a failure tisbathe "continuity of interest" requirement
or otherwise) would result in ViaVideo stockholdezsognizing taxable gain or loss with respectacheshare of Common Stock of ViaVideo
surrendered equal to the difference between tlekistdder's basis in such share and the fair maddee, as of the Effective Time, of the
Polycom Common Stock received in exchange ther&imuch event, a stockholder's aggregate basigiPolycom Common Stock so
received would equal its fair market value, andgteekholder's holding period for such stock wduddjin the day after the Merger.

ACCOUNTING TREATMENT

The Merger is intended to qualify as a poolingmiérests for accounting purposes. Under this adoayptreatment, the recorded assets and
liabilities and the operating results of both Polycand ViaVideo are carried forward to the combiopdrations of the Combined Company
at their recorded amounts. No recognition of godidwithe combination is required of either pantythe Merger. To support the treatment of
the Merger as a pooling of interests, the affisaté Polycom and ViaVideo have entered into agregsienposing certain resale limitations
their stock. See "The Merger and Related Transasti®elated Agreements--Affiliate Agreements.'slaicondition to Polycom's and
ViaVideo's obligations to consummate the Merget, tamnong other things, Polycom and ViaVideo recaivetter from Coopers & Lybrand
L.L.P., the independent accountants for Polycom\4a¥ideo, with respect to Polycom's and ViaVideatslity to participate in a pooling-of-
interests transaction.

APPRAISAL RIGHTS

Section 262 of the DGCL ("SECTION 262") appraisghts are not available to stockholders of a capon, such as Polycom, (a) whose
securities are listed on a national securities axgk or are designated as a national market syseunity on an interdealer quotation system
by the National Association of Securities Dealérs, ('"NASD") and (b) whose stockholders are najuieed to accept in exchange for their
stock anything other than stock of another corpandtsted on a national securities exchange aaromterdealer quotation system by the
NASD and cash in lieu of fractional shares. BecR@lgcom's Common Stock is traded on such a syste\lasdaq National Market, a
because the ViaVideo stockholders are being offsteck of Polycom, and cash in lieu of fractiortsu®s, stockholders of Polycom will not
have appraisal rights with respect to the Merger.
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INTERESTS OF CERTAIN PERSONS IN THE MERGER

In considering the recommendation of the PolycorarBavith respect to the Merger, stockholders of/@mi should be aware that certain
officers, directors and legal counsel of Polycomehimterests in the Merger, including those reféétteebelow, that presented them with
potential conflicts of interests. The Polycom Boasas aware of these potential conflicts and comsitléhem along with the other matters
described in "The Polycom Meeting--Board Recomm#&od&and "The Merger and Related Transactions-sBes for the Merger."

Polycom has entered into employment and non-cotigreigreements with certain ViaVideo executivaagifs and employees in positions
comparable to such employee's current position MidVideo. These agreements provide that if thetremt is terminated without cause or if
Employee resigns from employment for Good Reasin i eighteen (18) months after the Closing D#ten Polycom will pay Employee a
lump sum payment equal to six (6) times Employemathly base salary less applicable deductiongwasrance. If Polycom terminates
Employee's employment greater than eighteen (18msdout prior to three (3) years after the Clodiage, Polycom will pay all salary owed
from the date of termination through the three yeem of the Employment Agreement. If EmployeegrsiWithout Good Reason or the
employment is terminated for Cause within threeyrs of the Closing Date, then Employee will bal@ll salary and benefits through the
date of termination of employment, but nothing elHgese agreements have been entered into witly 8ravlalloy, Michael J. Hogan,
Michael L. Kenoyer, Patrick D. Vanderwilt, Errol R/illiams and David N. Hein. See "The Merger anda®= Transactions--Related
Agreements--Employment and Non-Competition AgreeméiMr. Bandel Carano is a member of both the &mty and ViaVideo Boards,
and as such Mr. Carano left the Polycom Board mesetrior to the discussions regarding approvahefl¥lerger and abstained from voting
the Merger in his capacity as a director of Polyctin Carano is a general partner of Oak InvestrRamtners which is a significant
stockholder in both Polycom and ViaVideo. Mr. Swastas a member of the PictureTel Board of Directarsvell as the Polycom Board at
the time of approval of the Merger and abstainechfwoting on the Merger in his capacity as a doeof Polycom. Mr. Swartz has
subsequently resigned from the PictureTel Boarfdigdctors.

The Reorganization Agreement provides that, afterBffective Time, Polycom will cause ViaVideo talemnify and hold harmless the
present and former officers, directors, employegsagents of ViaVideo in respect of acts or omissioccurring on or prior to the Effective
Time to the extent provided under ViaVideo's thBaaive Certificate of Incorporation and Bylawsanmy indemnification agreement with
ViaVideo officers and directors to which ViaVideoa party, in each case in effect on March 1, 1997.
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BUSINESS OF POLYCOM
BUSINESS

Polycom develops, manufactures and markets audiexcing and dataconferencing products that fatélimeetings at a distance. With its
SoundStation product line, Polycom believes itéstablished itself as a leading provider of audide@ncing equipment designed for group
use. SoundStation is a high quality, full-dupleasyto-use audioconferencing solution. The Soundtaroducts are designed to operate
with local telephone systems throughout the wonld Bolycom has obtained regulatory approval fom@@&iation's use in 25 countries.
Polycom's technologies permit its SoundStation pet&lto achieve audioconferencing communicatioradityuthat approaches handset
communications quality. More than 150,000 Sound&tatystems had been shipped as of September 80, 48d Polycom believes
SoundStation is the best selling product in theigraudioconferencing market.

Polycom's innovative ShowStation dataconferencioglpct, introduced in November 1995, enables liead-exchange of data and other
images over ordinary phone lines via the rapidlergimg T.120 dataconferencing protocol standardwStation is a cost-effective, easy-to-
use, high resolution dataconferencing solution ¢mables groups in multiple locations to simultarsbpview, edit and annotate paper or
electronic documents and data in a lights-on enwirent.

Polycom's products integrate advanced telecommtioinsa acoustic, image capture and processing tdobies. Polycom sells its products
globally through its direct sales force and maimganarketing and sales relationships with Lucer@| MM, ConferTech, British Telecom,
Siemens, Sprint, SKC, GBH, Unitel, PictureTel, Hilj and Hello Direct, which collectively represahtpproximately 64% of Polycom's net
revenues in the first half of 1997, and with otlesellers and OEMSs.

Polycom was incorporated in December 1990 in Delavaad has a wholly-owned subsidiary, Polyspancbelferencing B.V., a corporation
organized under the laws of the Netherlands. Potyeprincipal executive offices are located at 2%8dction Avenue, San Jose, California
95134. Its telephone number is (408) 526-9000.

INDUSTRY BACKGROUND. The telecommunications indystras experienced substantial growth in recentsyd&ice communications
have expanded with the proliferation of cellulanpbs and voice mail and the emergence of high speitching technologies, while the data
communications infrastructure has been widely espdrthrough the implementation of fax machinespe@te WANs and the growing use
of the Internet. One of the fastest growing segsehthe telecommunications market is equipmentsamdices for teleconferencing, which
includes audioconferencing, videoconferencing aatdabnferencing. Dataconferencing is the sharirdatd and documents by groups in
multiple locations over standard telephone linegctvihhas been enabled by the recent adoption of th20 protocol standard.

Numerous factors are driving the growth of thedetderencing market, including the development gfadal economy, th
internationalization of business organizations,dbeelopment of "extended enterprises" of compaamestheir suppliers, customers and o
business partners and the increasing corporateasigpbn team projects and group and interofficensamication. As a result, tools such as
voicemail, E-mail and fax machines that allow waskes communicate more effectively and facilitatssiness interactions have become vital
to improving productivity in most organizations. &ohance the real-time exchange of information whea-toface meetings are not poss
or practical, companies are increasingly seekinguaded teleconferencing solutions to facilitate timgs at a distance.

The relative utility of different teleconferencingedia for a particular type of group interactiopeleds on the importance of information
content and relationship building for that inteiawst

Audioconferencing is the essential component ofeddiconferencing. In the audioconferencing markey, enablers such as the audio bridi
services provided by AT&T, MCI, Sprint and otherrgers are expanding the use of audioconferencing medium for meetings at a distance
and have increased
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demand for high quality audioconferencing equipmEnt instance, a fifty-point analyst call that weaot have been contemplated only a
few years ago is now commonplace in the investormanity. However, despite the widespread adoptfaudioconferencing, the equipm
used for audioconferencing has generally sufferach fechnology and performance weaknesses. Deskibuilt-in speakerphones, which
are the most widely used audioconferencing devimfésn fail to provide clear verbal information &&mnge as voice transmissions echo, are
distorted and are frequently clipped due to a tdkill-duplex technology (the ability for both pigas to talk and be heard simultaneously).
Early conference speakerphones designed for greeguffer from these same quality shortcomingsiri@sses and other organizations need
audioconferencing equipment that provides highigydull-duplex sound, is easy to install and use and igptiant with telecommunicatior
protocols in business centers around the world.

Since the adoption of the H.320 videoconferencimgqeol standard in 1990, organizations have furtloeelerated the adoption of
videoconferencing as a way to conduct group meetin@ distance. Videoconferencing enhances remegétings by permitting groups in
disparate locations to see each other and by mélddyg language visible. However, videoconferen@ggipment is not designed to be
optimal for data exchange. The relatively poor hatsan provided by current videoconferencing tedogg limits its effectiveness for

meetings where the real-time exchange and annotafiprinted or computer-generated information saglyraphs, spreadsheets, engineering
diagrams or other detailed data is required.

The T.120 dataconferencing protocol is now emergimgd) being implemented as an industry standartiodtih the T.120 standard has been
adopted by a large number of the world's leadingrielogy and telecommunications companies, SU&IT&S, British Telecom, IBM, Intel,
Microsoft and NEC, many of which are currently lire process of implementing the standard in theidpets or services, the market has
historically lacked equipment implementing the denal that solves growing dataconferencing needsinBases and other organizations
require affordable, easy-to-use, high resoluticlaci@nferencing solutions that enable groups iniplaltocations to simultaneously view, edit
and annotate paper or electronic documents andrdatights-on environment.

THE POLYCOM SOLUTION. Polycom develops, manufactuamd markets audioconferencing and dataconfergipcoducts that facilitate
meetings at a distance. Polycom's SoundStatioruptdighe is a family of audioconferencing produittat provide near handset quality
communications. SoundStation products are easgéoand Polycom's echo cancellation and acoustimtdogies minimize background
echoes, word clipping and distortion. Users caragegn natural, freflewing discussions without having to shout to leatd or strain to he:
what others are saying. Because of Polycom's patduoli-duplex, echo cancellation technology arel distinctive triangular design of the
SoundStation products, Polycom believes Sound$téithe best selling product in the group audiéencing market. The SoundStation is
configurable, and has been approved for use wéihabal telephone systems in 25 countries.

Polycom's ShowStation dataconferencing productblemaal-time exchange of data and other imagegdwmet groups or individuals engaged
in an audio conference or videoconference. Shovadtatrovides a cost-effective method for two or mmgroups or individuals that are
separated by a distance to view, edit and annptgier and electronic documents and data in real-ower standard telephone lines in a
lights-on environment. ShowStation incorporatesihigsolution imaging, data compression and comnatioics technology in a compact,
easy-to-use unit that includes pen-based editipglaitities and supports mouse-based editing franote personal computers.

PRODUCTS
AUDIOCONFERENCING

Polycom's audioconferencing products are desigmedercome the poor audio problems associatedtvaittitional speaker phones by
providing high quality, full-duplex, easy-to-usedan
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SOUNDSTATION. SoundStation, Polycom's first prodwetich was introduced in September 1992, is a higdlity, digital, full-duplex
audioconferencing system that operates over orgliedephone lines. It provides clear, two-way vatcenmunications with no echoes,
clipping or distortion. Users can engage in nafdrak-flowing discussions without having to shttube heard or strain to hear what others
are saying. SoundStation's three built-in unidice@l microphones pick up sound from around therredile limiting reverberation. The
unit's central foam-encased speaker and advangédldignal processing ("DSP") and integratedvsaft technology eliminate acoustic
feedback while broadcasting sound at sufficienturd and clarity to be heard up to 30 feet away.

SoundStation has a distinctive design which Polybeifieves is widely associated with high-qualitglimeonferencing. SoundStation is
connected via a single cord to a power transfotimarplugs into a standard electrical outlet atelephone cord that connects to a standard
telephone outlet. Due to its inherent simplicitystomers are able to self-install and immediatelyito using the SoundStation. The North
American list price for SoundStation is $499.

SOUNDSTATION EX. SoundStation EX contains all oé trechnology and physical elements of the Sounid&thut also offers two
connectors for extendible microphones. The microglsacan extend up to six feet in each directicowalg the SoundStation EX to
accommodate larger conference rooms. Each extend®dphone also contains a mute button and LED nimalieator. An optional wireless
lapel microphone is available for the SoundStaEdhthat provides flexibility for stand-up presergerhe North American list price for
SoundStation EX ranges from $799 to $1,299, depenain options.

Polycom also manufactures private label versiorissd@oundStation products for Lucent, British Telm and KPN Royal PTT Nederland,
N.V. pursuant to OEM relationshig

SOUNDSTATION PREMIER. Incorporating the latest iSSP technology, the SoundStation Premier is desigithda 70 MIP DSP. This
allows individually echo-canceled microphones, ébgrlowering conference room reverberation or gteexperienced with most
speakerphones. The SoundStation Premier's micrephwitching technology turns on and off each mibmye depending on who is talking.
With the additions of an LCD display, caller ID caimfrared remote control, the SoundStation Premievides a complete full duplex
business conference phone solution. The North Agarriist price for SoundStation Premier ranges f#in295 to $1,895, depending on
options.

SOUNDPOINT AND SOUNDPOINT PC. SoundPoint, Polycofirst desktop conference phone adjunct produdesgned for the office
environment. The SoundPoint product is connectéadmn the telephone line and an analog telephdnars provides near handset quality
full duplex conversations. A special version obtBioundPoint is manufactured for direct commuricatd Lucent's Definity telephone sets,
pursuant to the Lucent OEM relationship. The SoumatHPC variant is designed for desktop videocafeing and Internet telephony
applications. The SoundPoint PC is connected tersomal computer video codec or sound card, thraugfandard set of audio jacks and
includes a handset when more privacy is desired.Ndrth American list price for SoundPoint and StRoint PC is $299.

Sales of the SoundStation product line have aceaufior substantially all of Polycom's net reventieeugh December 31, 1996, and
Polycom anticipates that such sales will contiriuadcount for a substantial majority of its netamwes at least through the year ending
December 31, 1997. The market for Polycom's SowtiBtproducts is subject to technological changey product introductions by
Polycom or its competitors, and continued markeeptance of the SoundStation product line. Anydiaativersely affecting the demand or
supply for the SoundStation product line could mially adversely affect Polycom's business, finahcondition or results of operations.

DATACONFERENCING

Polycom's dataconferencing products are designatiae for the real-time exchange of data and otitmages between groups or individuals
engaged in an audioconference or videoconference. B
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integrating audioconferencing and dataconferendadycom's products are designed to significantlyamce the productivity of workers,
allowing them to conduct meetings remotely witleeel of data exchange that Polycom believes hdgitraally been possible only through a
personal meeting.

SHOWSTATION. ShowsStation, Polycom's first datacoefeing product, is a fully integrated, easy-to-us# that can exchange and project
data, documents and images using ordinary teleplimegebetween ShowStations or exchange data, demisrand images using ordinary
telephone lines with any personal computers thiizeifT.120 dataconferencing protocol software fsas the DataBeam software that is
distributed by Polycom. Working in tandem with tBeundStation, ShowStation provides a cost-effectie¢hod for two or more groups or
individuals that are separated by a distance tolsameously view, discuss, edit and annotate papelectronic documents and data in a
lights-on environment. Multipoint dataconferences are iptssshrough connections generally established bgtaconferencing bridge servi
such as ConferTech or MCI, that merge multiple imekvwconnections so that each participant can concatewith all other participants.
ShowStation incorporates advanced imaging, datgpoession and communications technology utilizingra®50,000 lines of code into a
compact and easy-to-use unit. Polycom is in thegs® of introducing its next generation of Show&tgproducts with enhanced features
which are planned to begin shipping in the fourtlarger of 1997.

ShowStation captures an image of the original damtrasing an integrated camera or receives datadrpersonal computer and displays a
high-resolution image on a flat-panel LCD displhight is then projected through the LCD panel antba screen for local viewing, without
having to dim conference room lights. Simultaneputsle image is compressed and transmitted ovemalard telephone line using the T.120
open standard protocol to other ShowsStations daicef.120-compliant computer or projection deviedeere the image is decompressed and
projected. The images can then be annotated iftirealby the transmitting person or any of the doeat recipients using an integrated
computer pen or moudmsed editing from remote personal computers anellsa memory for review and printing. Pen or moasgaotation
can be seen simultaneously by all parties particigan the dataconference and each ShowStatiopganthe image and all annotations on a
printer connected via a serial cable.

To facilitate PC-connectivity to ShowStation protiyd®olycom supplies, for a fee, copies of DataBednl20 communications software,
which can then be loaded onto a PC. Polycom aatiefpthat the T.120 protocol will be incorporatet ifuture versions of Windows and
other operating systems so that any computer rgrsuch operating system will be able to participat@ dataconference with a ShowStation
over an ordinary telephone line. The North Amerilisinprice for the first generation of the Showtfta product ranges from $9,995 to
$11,995 depending on options. The North Americstnpliice for the next generation of ShowStatiordpads has been announced as starting
at $12,999.

Polycom's future growth is substantially dependenhet revenues generated from sales of Polycoemtsgeneration of ShowStation
products. In November 1995, Polycom began custami@ments of its first generation ShowsStation prisluDataconferencing is an
emerging market and there can be no assuranci #idtdevelop sufficiently to enable Polycom tatdeve broad commercial acceptance of
its ShowStation products. Because the dataconferg@netarket is relatively new and evolving, and hessacurrent and future competitors are
likely to introduce competing dataconferencing pratd, it is difficult to predict the rate at whidemand for Polycom's next generation of
ShowsStation products will grow, if at all, or toaglict the level of future growth, if any, of thetaleonferencing market. If the
dataconferencing market fails to grow, or grows englowly than anticipated, Polycom's business, ajpey results and financial condition
will be materially adversely affected. Although there currently no products in the dataconferenoiarket that offer all of the same
functions and features as the next generation oWSlation products, there are products that ensses to participate in a dataconference
and other products, such as multimedia presentatioucts, that are not designed primarily for datderencing but can be used to provide a
dataconferencing solution. There can be no assertat the market for dataconferencing producth thi¢ functions and features of the next
generation of ShowStation products
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will achieve broad commercial acceptance or thatntfarket for Polycom's new ShowStation product gidiw.

Even if the market for dataconferencing productssddevelop, there can be no assurance that Pokyoext generation of ShowStation
products will achieve commercial success withirhsonarket. Due to the unique nature of the new Shatig® products, Polycom believes it
will be required to incur significant expenses $ates and marketing, including advertising, to etleipotential customers as to the desiral
of ShowStation. Polycom also expects to incur suiiilly longer sales cycles with respect to itevB8tation products than has been the case
for the SoundStation products. In addition, thegrice of the ShowsStation products, which is digantly higher than the SoundStation
product, could significantly limit consumer accepta of the ShowStation products. Furthermore, gitiersignificant differences between
SoundStation and ShowStation products, Polycomvgldping new distribution channels for the Showitaproducts and there can be no
assurance that Polycom will be successful selliegnext generation of ShowStation through thedeldigsion channels. In addition,
Polycom's ShowsStation products comply with certayers of the emerging T.120 standard. Increasiatket acceptance and longevity of
T.120 standard is in part a function of user acee and the incorporation of the T.120 standaadgrersonal computer operating systems,
teleconferencing appliances and the network infuatiire and is therefore difficult to predict. Basa of Polycom's focus on the T.120
standard, Polycom's operating results would be madijeadversely affected if another technology & significantly challenge or replace
the emerging T.120 industry standard. Broad comiakzation of Polycom's next generation of Showitaproducts will require Polycom
overcome significant technological and market depelent obstacles, many of which may not be cuydateseen.

Polycom's new ShowsStation products are extrematypbex and because of the recent introduction afehgoducts, Polycom has had limi
experience with respect to the performance andhbiéity of these products. Polycom is in the praceffinalizing negotiations with a
potential contract manufacturer of its next genenadf ShowStation Products. If Polycom's new Sh@ti8n products have performance,
reliability or quality problems or shortcomingsethPolycom may experience reduced orders, highaufaeturing costs and additional
warranty and service expenses which would havetariabadverse effect on Polycom's business, filgucondition and results of operatio
For example, Polycom chose to stop shipments &htswStation products from mid-January 1996 thrahghend of February 1996 to
correct software and other technical problems ifledtby initial customers. There can be no assteghat the new ShowStation will be able
to achieve or sustain commercial acceptance, ies ®f the new ShowStation products will accooniaf material part of Polycom's net
revenues or that Polycom will be able to achieeme manufacturing. Failure of the next generatib®howStation products to achieve or
sustain commercial acceptance, or of Polycom aratgract manufacturer to achieve volume manufagurould have a material adverse
effect on Polycom's business, financial conditiod eesults of operations.

TECHNOLOGY

Polycom intends to continue to invest in and legerigs core technologies to develop and introduckogonferencing and dataconferencing
product enhancements and new products. Polycomgégechnologies include the following:

ECHO CANCELLATION. Traditional speakerphone architges employ suppression technology to compefisathe echo problems
resulting from the feedback caused by microphonesspeakers being located in close proximity. Sepgors solve the problem by only
allowing one side of the telephone connection flodaa time. Historically, this has been done bing simple metrics to locally determine
which side is speaking more loudly. This often esusumerous problems during the course of a nataralersation such as words or even
entire phrases being clipped off because both ehtle call were speaking simultaneously. Polycgmatented DSP software solves this
problem by building and continually updating a mlaafehow the sound waves reflect off the walls ahdtructions in a room. This software,
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comprised of over 10,000 lines of assembly micre¢diden calculates an echo canceling signal tlathfracted from the microphone signal,
thereby removing the echoes while still allowingtbthe speaker and the microphone to remain oe adme time.

ACOUSTICS TECHNOLOGY. The design and interactiorirahsducers within a full-duplex audio device #igantly impacts the
effectiveness of the digital echo canceling systantsthe sound quality. Working with carefully dgstd algorithms and electronics,
Polycom develops and designs proprietary speakkmacrophone enclosure systems that are a cripimdlof high-clarity, audioconferencing
systems.

IMAGE PROCESSING TECHNOLOGY. Polycom has investesigmificant amount of its research and developneéforts on the design al
implementation of high resolution document caméhas provide XGA resolution (1024 x 768 pixels) yea in a compact package. XGA
resolution was achieved by developing a method higlwtwo television resolution charge coupled degi¢'CCDS") are seamed together to
form a single high resolution image. Significanvadcements in fine scale device alignment and niogiais well as in high speed DSP
software to compensate for lens blurring, non-uniftighting conditions and natural CCD device vaoias were required to achieve the
target. The result is a cost effective documentsicey system that captures and displays type sigessnall as 10 points.

IMAGE COMPRESSION TECHNOLOGY. Polycom uses theiinggional standard known as Joint Bi-Level Imageupr("JBIG") to

achieve rapid image transmission rates. Polycomamertain modes of this algorithm to enable iesatp be transmitted incrementally,
allowing an image to achieve legibility within ammum time. Polycom was the editor of, and printgamtributor to, the T.126 layer of the
T.120 protocol for still-image transfer that incorated JBIG and optimizations utilized in ShowStatiPolycom developed a high
performance implementation of this algorithm foramporation into DataBeam's standard T.120 totdkénable throughput to be achieved
even if a low-end computer is used to compresssand images over standard telephone lines. DataB&ah?20 toolkit has been licensed by
numerous other software and hardware providers.

OPTO-MECHANIC TECHNOLOGY. To achieve "lights on" IB0projection and high resolution image captureyBain has developed core
technologies in optical systems, including LCD @agffor uniformity, light collection efficiency ankight source cooling for extended lamp
life with minimal sound. This has resulted in ajpobed image that is uniformly illuminated and vae with normal room lighting.

COMMUNICATION PROTOCOLS. Polycom is a leader in thevelopment and adoption of the T.120 protocoidaed for dataconferencii
devices. The T.120 protocol standard separatespuoint conferencing services into several layeeg #dress data conferencing through
various communications networks. These layers ane@lly implemented in software and control thennaa in which data is communicated
and is processed and presented to the end usenrd.alfyT.120 functionality are being developed daployed by numerous major
international communications companies. In conjiamctvith this standardization process, Polycomaanfled the Consortium for
Audiographic Teleconferencing Standards in ordeartoourage broad industry coordination and advoo&ady120 technology, thereby
encouraging the development of the availabilitgle$ktop software and bridging services to suppalstddm's product offerings. This
organization was merged with the advocacy bodyH820, the video conferencing standard, to becdraérternational Multimedia
Teleconferencing Consortium ("IMTC") with the breadyoal of insuring industry-wide H.320 and T.18&roperability, integration and
advocacy. Additionally, the Personal Conferencingrk\VGroup ("PCWG") recently merged into the IMTCrépresentative of Polycom sits
on the board of directors of this consortium, whietludes companies such as AT&T, IBM, Intel, Misoft and PictureTel, each of which |
incorporated, or announced its intention to incoap® various layers of the T.120 standard int@ fh@ducts.

TELEPHONY INTERFACES. Polycom has developed a @irtglephone network interface circuit that is cgafable either by Polycom or
resellers so that Polycom's products will complthwiarious international telephone network requieata. Polycom's SoundStation produs
currently approved for
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use in 25 countries. Polycom believes this will edipe the regulatory approval of new audio confeirggnand dataconferencing products
globally.

SALES AND DISTRIBUTION

Polycom markets its SoundStation and ShowStatiodymts primarily to Fortune 1000 companies throagiational account program both
directly and in coordination with its resellers ado markets its products directly to certain g@ernment organizations through a General
Services Administration ("GSA") contract. Polycomlibves that most of its national account custorhex® placed multiple orders for
products from Polycom. As of September 30, 199%ydeon had approximately 315 signed national accaupblycom believes that it is
important to maintain a close working relationshigh these large customers in order to meet theinahds for sales and support on a
multinational basis. Polycom sells its productdlorth America through a select group of approxidyadd resellers, including Lucent,
ConferTech, MCI, Hello Direct, Sprint, 3M, BritiSfelecom, Siemens, SKC, GBH, Unitel, PictureTel &filoino. Many of these resellers sell
a variety of teleconferencing products and/or sawviand, with Polycom's products, offer a complkdronferencing product portfolio. One
of these resellers, Hello Direct, sells a competindioconferencing product which it purchases f@emtner and relabels under the Hello
Direct name. In addition to working through resed|d?olycom also sells its products directly thitoagsales force comprised of a national
account group and an inside sales group. The ratamtount managers focus on strategic sellinglaamdevelopment of major account
relationships, while inside sales representatiws®te time to pursuing the sales opportunitiesiwighsigned national account. In order to
minimize channel conflict with resellers, the naibaccount managers are compensated on a chagutehrbasis and are responsible for
resolving any channel conflict in the field. To golement its direct sales efforts, Polycom runsaliresponse advertising in in-flight
magazines and selected business publications. &tolyaintains North American sales offices in théropolitan areas of Boston, Chicago,
Cleveland, Dallas, New York and San Jose.

Polycom sells its SoundStation and ShowStationysetzdprimarily through resellers. Polycom's ressliccounted for approximately 74%,
71%, 67% and 71% of Polycom's net revenues in 1P8@5, 1996 and for the nine months ended SepteBihdr997, respectively.
ConferTech International, Inc. accounted for 14% ah% of net revenues in 1994 and 1995, respeytigad Confer/Mutare, Inc. accounted
for 11% in 1994. No other customer or reseller aoted for more than 10% of Polycom's net revenueimd the periods indicated and no
customer or reseller accounted for more than 10%ebfevenues in 1996. Resellers generally offedycts of several different companies,
including products that compete with Polycom's piaig. Accordingly, these resellers may give higirérity to products of other suppliers,
thus reducing their efforts to sell Polycom's pretduAgreements with resellers may be terminatethgttime. A reduction in sales effort or
termination of a distribution relationship by orfdRmlycom's resellers could have a material adveffeet on future operating results. Use of
resellers also entails the risk that resellers illd up inventories in anticipation of a growthgales. If such sales growth does not occur as
anticipated by these resellers, these resellerssuiagtantially decrease the amount of product erder subsequent quarters, causing or
contributing to fluctuations in Polycom's futureeogting results. Furthermore, although Polycomdaiteps to reduce channel conflict, sales
by Polycom's direct sales force to potential andlenit customers of these resellers could have eerse effect on Polycom's reseller
relationships. The teleconferencing distributiodustry has historically been characterized by rapahge, including consolidations and
financial difficulties of certain resellers and thmergence of alternative distribution channelsaddition, there is an increasing number of
companies competing for access to these chanrtetslogs or ineffectiveness of any of Polycom's megeellers could have a material
adverse effect on Polycom's operating results. & ban be no assurance that Polycom will be atdecoessfully sell its products through ¢
new channels that Polycom may be required to dpvadaa result of the foregoing or any other facteadycom commenced customer
shipments of its first generation of ShowStatioodurcts in November 1995 and continues to develdistabution network for this product.
Polycom is in the process of finalizing negotiasamith distributors
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of its next generation of ShowStation products.r&lean be no assurance that Polycom will be abdeitoessfully develop a distribution
network for its next generation of ShowStation prad.

Polycom has historically focused its internatiosales efforts in regions of the world where it &edis customers have begun to invest
significantly in teleconferencing equipment andvemss. These regions currently include the Unitéaghom, France, Germany, Italy, Japan,
Australia and parts of Southeast Asia. Polyconmisiéeto significantly expand its international distition network. The principal internatior
resellers of Polycom's products currently includ#igh Telecom, Unitel, Dynamic Communications, L t@enedis, Hibino Corporation, PTT
Telecom, Siemens, Singapore Telecom and Telenor.

Polycom's net revenues from international salesesgmted approximately 23%, 24%, 23% and 23% ofd®at's total net revenues in the
years ended December 31, 1994, 1995, 1996 andrtbanonths ended September 30, 1997, respecti®elycom is planning to establi:
product distribution centers in the European anid Rscific markets in order to better serve itgrinational customers which will increase
costs associated with such international operatimtarnational sales are subject to a numbers&riincluding changes in foreign
government regulations and telecommunications stalsg export license requirements, tariffs andgasther trade barriers, fluctuations in
currency exchange rates, difficulty in collectirgaunts receivable, difficulty in staffing and mgimy foreign operations and political and
economic instability. Sales to international remallare usually made in U.S. dollars in order toimize the risks associated with fluctuating
foreign currency exchange rates. To date, a sutpstamajority of Polycom's international sales hdeen denominated in U.S. currency,
however, Polycom expects that in the future motrerirational sales may be denominated in local oggreFluctuations in currency exchange
rates could cause Polycom's products to becomivediamore expensive to customers in a particatarmntry, leading to a reduction in sales
or profitability in that country. In addition, thests associated with developing internationalssalay not be offset by increased sales in the
short term, or at all.

CUSTOMER SERVICE AND SUPPORT

Polycom believes that service and support arecatiitomponents of customer satisfaction. Polyconmtaias and supports products sold
directly by Polycom to its North American customenile resellers maintain and provide technicqmsart to their end-user customers.
Polycom operates a tdilee Technical Service Center "hotline" to provédfull range of telephone support to its North Aivan resellers an
to Polycom's end-user customers. If an issue carmnogsolved remotely or through product repair r@tarn, Polycom or its reseller may
dispatch a service engineer to the customer siterriationally, customer service is provided toghd-user by either Polycom or local
resellers.

Polycom generally warrants its products for 12 rhergnd offers 24-month dataconferencing and 60+mamndioconferencing warranties to

national accounts. As of December 31, 1996, Polysavarranty expense has not been significant, aith@olycom may experience higher
warranty claims in the future especially with neatadproducts. Polycom offers a variety of instadiat maintenance and extended warranty
services that are fulfilled either directly by Podyn or by an authorized reseller.
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RESEARCH AND DEVELOPMENT

Polycom believes that its future success depengarinon its ability to continue to enhance itsséirig products and to develop new products
that maintain technological competitiveness. Palysocurrent development efforts are focused on t@taudioconferencing and
dataconferencing businesses. In the audioconfergmoarket, Polycom is developing SoundStation asuh8Station Premier product line
extensions into the higher and the lower end oftlagket. In the dataconferencing market, Polycodeigoting significant resources to
developing a next generation of its ShowStatiordpots. Polycom intends to expand upon this newuyrbplatform through the developme
of ShowStation options, upgrades and future prodenerations. There can be no assurance, howkaethese products will be made
commercially available as expected or otherwisa timely and cost-effective basis or that, if igtnoed, these products will achieve market
acceptance. Furthermore, there can be no assutatabese products will not be rendered obsolgtehlanging technology or new product
announcements by other companies.

Polycom believes that the structure of its develepngroup represents a significant competitive athge for Polycom. The development
staff includes product marketing personnel in otdeanaintain channel and customer input throughleeidevelopment phase. This team
structure is the basis for an integrated procesgded to enable Polycom to develop superior prisduith minimum time-to-market.
Additionally, the development staff focuses on Roln's core technologies and outsources other dawelot tasks such as industrial design.
This structure is designed to enable Polycom t@tieits key resources to technological advanceindtg primary areas of business.

Research and development expenses were approxrdtél million, $6.9 million and $5.3 million fohé years ended 1996, 1995 and 1994,
respectively. Polycom believes that significantastiments in research and development are requinggiain competitive since technologi
competitiveness is key to its future success. Asresequence, Polycom intends to continue to mabstautial investments in product and
technology development. Polycom also intends tdicoa to drive the adoption of the emerging T.188tgcol and other teleconferencing
industry standards.

The audioconferencing and dataconferencing maekketsubject to rapid technological change, frequent product introductions and
enhancements, changes in end-user requirements/ahding industry standards. Polycom's abilityeaain competitive in this market will
depend in significant part upon its ability to sessfully develop, introduce and sell new produots enhancements on a timely and cost-
effective basis. The success of Polycom in deveppew and enhanced products depends upon a vafitgtors, including new product
selection, timely and efficient completion of pratldesign, timely and efficient implementation chmufacturing, assembly and test
processes, product performance at customer locatiod development of competitive products and ergraents by competitors. Polycom is
currently engaged in the development of several p@ducts and extensions of the SoundStation, Sstatidn Premier and ShowStation
products into both the higher and lower ends ofrtlagket, and expects to continue to invest sigaficesources in new product development
and enhancements to current and future productaddition, Polycom's introduction of next genenat®howStation and other new products
could result in higher warranty claims, productiras and manufacturing, sales and marketing arget ettpenses that could materially
adversely affect Polycom's business, financial @@and cash flows or results of operations. Theaa be no assurance that Polycom will be
successful in selecting, developing, manufactuaindg marketing, or recognize a return on, new prsdoicenhancements. The inability of
Polycom to introduce new products or enhancementstamely and cost-effective basis that contritgigmificantly to net revenues could
have a material adverse effect on Polycom's busjtfi@sincial condition, cash flows or results oéogiions. In the past, Polycom has
experienced delays from time to time in the intreithn of certain of its products. In particularetimtroduction of Polycom's first generation
of ShowStation products was delayed by approximatiglhteen months from the originally anticipatededof introduction because of
unforeseen technical challenges and difficultieluiiding core technologies and for approximatékywveeeks in the first quarter of 1996
shipments were interrupted in order to correctvearfé and other technical problems identified bgiahcustomers. Polycom's future growth is
substantially dependent on net revenues genernatedsiales of Polycom's next
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generation of ShowStation products. In Novembei5]1®®lycom began customer shipments of its firsegation ShowStation products.
Dataconferencing is an emerging market and thardeano assurance that it will develop sufficientlyenable Polycom to achieve broad
commercial acceptance of its ShowStation prodiBasause the dataconferencing market is relatively and evolving, and because current
and future competitors are likely to introduce cetmy dataconferencing products, it is difficultgedict the rate at which demand for
Polycom's next generation of ShowStation produdisgwow, if at all, or to predict the level of fute growth, if any, of the dataconferencing
market. If the dataconferencing market fails tovgror grows more slowly than anticipated, Polycomisiness, operating results and finar
condition will be materially adversely affectedtt#dugh there are currently no products in the datBzencing market that offer all of the
same functions and features as the next genermiti®howStation products, there are products thablerusers to participate in a
dataconference and other products, such as mulénpeesentation products, that are not designeudapily for dataconferencing but can be
used to provide a dataconferencing solution. Tharebe no assurance that the market for datacawiegeproducts with the functions and
features of the next generation of ShowStation petwill achieve broad commercial acceptance airttie market for Polycom's new
ShowsStation product will grow. In addition, new geet or technology introductions by Polycom's cotitpes could cause a decline in sales
or loss of market acceptance of Polycom's exigtimoglucts or new products. Further, from time toetifiolycom may announce new prodt
capabilities or technologies that have the potétdiseplace Polycom's existing product or futureducts. There can be no assurance that
announcements of product enhancements or new grotfadngs by Polycom or its competitors will ntduse customers to defer or stop
purchasing Polycom's products.

In March 1997, the Company entered into a jointketing and development agreement (the "FIRST AGREEW") with 3M. Under the
agreement, 3M has provided $3.0 million in fundiad?olycom for certain deliverables related todegelopment of the next generation
dataconferencing product and will also provide stlaechnology resources for the development oféupwoducts. Polycom will grant 3M
exclusive private-label rights in certain distriloat channels to the products developed under triseanent subject to certain minimum
volumes. In addition, 3M received warrants to pasghup to 2,000,000 shares of the Company's corstook at an exercise price of $7.50
per share. The warrants expire in March 1999, whiely be extended until March 2000 depending ordéieery of Polycom's first product
developed under the agreement. 3M also has ceitggits of first offer under its stock warrant agremt with Polycom which will give 3M

the right, for a period of 45 days after the EffeztTime, to purchase approximately 877,000 shaf&olycom Common Stock at a purchase
price of $7.50 per share.

COMPETITION

The market for teleconferencing products is higldynpetitive and subject to rapid technological geamegulatory developments and
emerging industry standards. Polycom expects cdtigreto persist and increase in the future. Indahidioconferencing market segment,
Polycom's major competitors include Coherent Comnations Systems Corporation, NEC, Lucent (oneaifébm's resellers), Gentner,
Panasonic and other companies that offer lowerfatistuplex speakerphones such as 3Com/USR anid Bélect (one of Polycom's
resellers). Hello Direct offers a competitive protlunder the Hello Direct name through an OEM reteship with Gentner. Most of these
companies have substantially greater financialiess and production, marketing, engineering ahdratapabilities than Polycom with
which to develop, manufacture, market and selrthducts. In addition, all major telephony mamtifiaers produce handeee speakerphol
units that are a lower cost, lower quality altefreato Polycom's audioconferencing products.

In the dataconferencing market segment, Polycorajsmeompetitors include Microfield Graphics, Immd SMART Technologies, Inc.,
which have substantially greater financial resosiiaaed production, marketing, engineering and athpabilities than Polycom with which to
develop, manufacture,
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market and sell their products. In addition, irstiriarket segment, videoconferencing, PC-based cagations solutions and multimedia
presentation products may be an alternative fdaireapplications.

Polycom believes its ability to compete dependsuh factors as reputation, quality, customer sugpa service, price, features and
functions of products, ease of use, reliabilityd amarketing and distribution channels. Polycomehads it competes favorably with respect to
each of these factors. There can be no assuraatBdlycom will be able to compete successfullthefuture with respect to any of the
above factors.

Polycom expects its competitors to continue to maprthe performance of their current products andtroduce new products or new
technologies that provide improved performance attaristics. New product introductions by Polycooompetitors could cause a signific
decline in sales or loss of market acceptance lytBm's existing products and future products. &ample, 3Com/USR introduced an
audioconferencing product that is being sold ati@epsubstantially lower than Polycom's list prioe SoundStation. Polycom believes that
possible effects from this ongoing competition rbaythe reduction in the prices of its products igmdther competitors' products or the
introduction of additional lower priced competitipeoducts. Although such reduction was not in diresponse to the introduction of a lower
priced audioconferencing product by 3Com/USR, Rumtyceduced the North American list price of its Bd8tation product line by 37%
which resulted in lower gross margins. Polycom ekpéhis increased competitive pressure may leauteosified price-based competition,
resulting in lower prices and gross margins whiduld materially adversely affect Polycom's businésancial condition and results of
operations. There can be no assurance that Polwiibive able to compete successfully.

MANUFACTURING

Polycom's manufacturing operations consist primarilmaterials planning and procurement, test dgyakent and manufacturing
engineering. Polycom subcontracts the manufactiits SoundStation products to IMS of Thailand|@b@l third party contract
manufacturer, and is in the process of transfettiegnanufacturing of the SoundStation Premier gpetsto IMS. IMS is ISO 9002 approved
and has BABT registration. Polycom's products ardity tested by automated test equipment withl finactional tests performed on
equipment and with processes developed or apprioy&blycom.

Polycom has recently transferred the manufactwirits SoundStation Premier product lines to IMBlyPom manufactures its SoundPoint
product through General Electronics (H.K.) LtdH@ang Kong based contract manufacturer. Polycom iké process of finalizing
negotiations with a contract manufacturer for ggtrgeneration of ShowStation products. Polycorpsshis products to its customers from
either its distribution center located in Livermo@A, or from its contract manufacturers. CertadfyBom facilities are located in the San
Francisco Bay Area, which has in the past and madlye future experience significant, destructivisrag activity that could damage, destroy
or disrupt Polycom's facilities or its operatioRelycom maintains no earthquake insurance for damagbusiness interruptions. In the event
that Polycom or its contract manufactures werexfgedence financial or operational difficulties ttae not covered by insurance, it would
adversely affect Polycom's results of operatiortd Bolycom could establish sufficient manufactgrsupply through an alternative source,
and the effect of such reduction or interruptiosupply on results of operations would be mateRalycom believes that there are a number
of alternative contract manufacturers that coutnpce Polycom's products, but in the event of aaton or interruption of supply, for any
reason, it would take a significant period of titnequalify an alternative subcontractor and comreenanufacturing, which would have a
material adverse effect on Polycom's businessndiacondition, cash flows and results of opersgio

Certain key components used in Polycom's produets@rently available from only one source ancerthare available from only a limited
number of sources. Components currently availabla fonly one source include certain key integrafeclits and optical elements. Polycom
also obtains certain plastic housings, metal cgstamd other components from suppliers locatedoingHong and China, and any political
economic instability in that region in the futuece,future import restrictions, may cause delayaromability to obtain such supplies. Polycom
has no supply commitments from its suppliers and
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generally purchases components on a purchase lmadisr either directly or through its contract mawctiirer. Polycom and Polycom's cont
manufacturers have had limited experience purchasitume supplies of components for its SoundStatiod ShowStation products, and
some of the components included in these prodsiatd) as microprocessors and other integrated tsydwave from time to time been subject
to limited allocations by suppliers, and there bamo assurance that Polycom will not in the fuheesubject to component supply allocati
that would adversely affect Polycom's operatingiitesin the event that Polycom or its contract ofanturer were unable to obtain sufficient
supplies of components or develop alternative ssuas needed, Polycom's operating results coutadlerially adversely affected. Moreo
operating results could be materially adverselgaéd by receipt of a significant number of defecttomponents, an increase in component
prices or the inability of Polycom to obtain lowsmponent prices in response to competitive pedeictions.

Because of the generally short cycle between @dérshipment and because the majority of Polycost'sevenues in each quarter results
from orders booked in that quarter, Polycom geheraerates with minimal backlog and does not belii is indicative of future sales leve

INTELLECTUAL PROPERTY AND OTHER PROPRIETARY RIGHTS

While Polycom relies on a combination of patenpy@ht, trademark and trade secret laws and cenfidlity procedures to protect its
proprietary rights, Polycom believes that factarshsas technological and creative skills of itsspanel, new product developments, frequent
product enhancements, name recognition and rel@blguct maintenance are more essential to edtaigisnd maintaining a technology
leadership position. Polycom currently has seveitddrStates patents issued covering the SoundBtatid ShowStation designs, the concept
and function of the ShowStation and certain echcebation technology that expire in 2007, 20101 2®012, 2013 and 2015. In addition,
Polycom currently has six United States patentslipen five foreign patents issued, which expir@@®1, 2003, 2010, 2016 and 2017, and
sixteen foreign patent applications pending. Patyc8oundStation, SoundStation Premier, ShowStalonndPoint and Polycom are
registered trademarks of Polycom in the U.S. amibua countries. According to federal and state, [Balycom's trademark protection will
continue for as long as Polycom continues to wssratlemark in connection with the products andises of Polycom. Polycom seeks to
protect its software, documentation and other amithaterials under trade secret and copyright lasugsh only afford limited protection.
There can be no assurance that others will nopiexeéently develop similar proprietary informatiordgechniques or gain access to
Polycom's intellectual property rights or discleseeh technology or that Polycom can meaningfulbteuxt its intellectual property rights. In
addition, there can be no assurance that any pateagistered trademark owned by Polycom will Ip@tnvalidated, circumvented or
challenged, that the rights granted thereunderpsiyide competitive advantages to Polycom or émgtof Polycom's pending or future pa
applications will be issued with the scope of ttenas sought by Polycom, if at all. Furthermoresrthcan be no assurance that others will not
develop similar products, duplicate Polycom's patslor design around the patents owned by Polytoiddition, there can be no assurance
that foreign intellectual property laws will protdeolycom's intellectual property rights.

Litigation may be necessary to enforce Polycomterga and other intellectual property rights, totect Polycom's trade secrets, to determine
the validity of and scope of the proprietary rigbtothers, or to defend against claims of infrimgat or invalidity. Such litigation could

result in substantial costs and diversion of resesiand could have a material adverse effect oyc®wl's business, financial condition, cash
flows or results of operations. There can be narasge that infringement or invalidity claims byrthparties or claims for indemnification
resulting from infringement claims will not be aded in the future or that such assertions, if proto be true, will not materially adversely
affect Polycom's business, financial conditionhc#sws and results of operations. If any claim&ations are asserted against Polycom,
Polycom may seek to obtain a license under a grarty's intellectual property rights. There cambeassurance, however, that a license will
be available under reasonable terms or at alldttitian, Polycom could decide to litigate such ilaj which could be extremely expensive
and time
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consuming and could materially adversely affecyBain’'s business, financial condition, cash flowsesults of operations.

Polycom incorporates into its ShowStation prodgcféware licensed from third parties, includingtaear communications software which is
licensed from DataBeam, digitizer and pen softwelnech is licensed from Scriptel and Windows fromckdisoft. The DataBeam license
agreement will terminate in March 2001 if eithertpdas given notice at least 90 days prior to tima¢ of its desire to terminate the
agreement. The Scriptel agreement terminates JUnk938 but may be extended for six month perigemunutual agreement of the parties.
There can be no assurance that these third-pdttyase licenses will continue to be available tdy@om on commercially reasonable terms.
The termination or impairment of these softwareriges could result in delays or reductions in nedyct introductions or product
shipments until equivalent software could be dgweth licensed and integrated, which would matgriadiversely affect Polycom's business,
financial condition, cash flows, and results of igpens.

EMPLOYEES

As of September 30, 1997 Polycom employed a téta6@ persons, including 53 in sales, marketing @mtomer support, 53 in product
development, 31 in manufacturing and 30 in finasuwcg administration. Of these, five employees wecated in the U.K., two were locatec
Singapore, two were located in Hong Kong and theaieder were located in the United States. Norfeabfcom's employees is represented
by a labor union. Polycom has experienced no wapages and believes its relationship with its legges is good.

Polycom believes that its future success will dep@rpart on its continued ability to hire, assimd and retain qualified personnel.
Competition for such personnel is intense, ancetiean be no assurance that Polycom will be suadéssdttracting or retaining such
personnel. The loss of any key employee, the faitdrany key employee to perform in his or her entiposition or Polycom's inability to
attract and retain skilled employees, as needeaddcoaterially adversely affect Polycom's businéissincial condition, cash flows or results
of operations.

PROPERTIES

Polycom's headquarters are located in a 52,000sdo@t facility in San Jose, California pursuamttlease which expires in December 1998.
Polycom has two options to extend the lease fondeaf one (1) year. This facility accommodates ooafe administration, research and
development, marketing, sales and customer suppaxiell as a new product manufacturing area. Polyalso leases, on a short term basis,
sales office space in the metropolitan areas ofd@g<hicago, Dallas, New York, London, Munich, igdtong and Singapore. Polycom
believes that its current facilities are adequataéet its needs for the foreseeable future. Patyoelieves that suitable additional or
alternative space will be available in the futunecommercially reasonable terms as needed.

LEGAL PROCEEDINGS

On September 3, 1997, VTEL filed a lawsuit in thistiict Court in Travis County, Texas against Vid®d and its founders (who were
formerly employed by VTEL). In the lawsuit, VTELIeges breach of contract, breach of confidentiati@nship, disclosure of proprietary
information, and related allegations. The managemgXiaVideo believes that these claims are withroerit and intends to defend them
vigorously. Also, the management of ViaVideo, aftensultation with outside legal counsel, belietres the likelihood of an unfavorable
outcome arising from the adjudication of this laiwgiremote. Nevertheless, the costs of defergmrdless of outcome, could have an
adverse effect on the results of operations arahfiial condition of the Combined Company. If Via®@were found to have infringed upon
the proprietary rights of VTEL or any other thirdrpy, it could be required to pay damages, cedss sathe infringing products, discontinue
such products or such other injunctive relief artay determine, any of which, subsequent to tleegdr, could have a material adverse
effect on Polycom's business, operating resultsfiaadcial condition. An adverse development in WIEEL litigation could cause the
termination of the Reorganization Agreement.
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PRINCIPAL STOCKHOLDERS OF POLYCOM

The following table sets forth certain informatiomown to Polycom with respect to the beneficial evahip of Polycom's Common Stock as
of October 28, 1997 by (i) all persons who are kieiad owners of five percent (5%) or more of Palye's Common Stock, (ii) each director,
(iii) the executive officers, and

(iv) all directors and executive officers as a grounless otherwise indicated, each of the stoaérslhas sole voting and investment power
with respect to the shares beneficially owned,estttiip community property laws, where applicable.

SHARES PERCENTAGE OF SHARES PERCE NTAGE OF SHARES
NAME AND ADDRESS (IF BENEFICIALLY BENEFICIALLY OWNED BENE FICIALLY OWNED
APPLICABLE) BENEFICIAL OWNER OWNED PRIOR TO THE MERGER AFT ER THE MERGER
Accel lll, L.P. and its related entities(1)........ . ... 2,633,398 13.7% 9.5%

One Palmer Square
Princeton, NJ 08542

Oak Investment Partners IV, L.P. and its related
L2001 1= Y 022 T 2,705,398 14.1% 19.6%(3)
525 University Avenue, Suite 1300
Palo Alto, CA 94301

Institutional Venture Partners V and its related
eNttIES(4).ceiiii e 2,126,976 11.1% 7.7%
Building Two, Suite 290
3000 Sand Hill Road
Menlo Park, CA 94025

Brian L. HINman(5)......cccccovvvvevviies 1,911,317 9.9% 6.9%
2584 Junction Avenue
San Jose, CA 95134

Minnesota Mining and Manufacturing Company(6)...... ... 2,000,000 9.42% 9.62%
3M Austin Center
6801 River Place Boulevard
Austin, TX 78726-9000

Norwest Capital LLC.......ccvveveeeeeiiiiiiiieeee 1,159,341 6.0% 4.2%
Sixth and Marquette
Minneapolis, MN 55479

Brentwood Associates V, L.P......ccccovvvveeeee. L 1,012,846 5.3% 13.2%(7)
2730 Sand Hill Road, Suite 250
Menlo Park, CA 94025

Robert C. Hagerty.....cocoovvvvevveveneeeeeeeees 1,750 * *
Michael R. Kourey(8)......ccoovvevvcvvveeiiicees 239,834 1.0% *
Ardeshir Falaki(9).....cccoovvvvveveeiiaeaeenes 86,000 * *
Gilbert J. Pearson(10).....ccceveveeeeevvveiieeeeee 91,917 * *
Alan D. Hagedorn(11).....coooeeevvivenenicces 51,473 * *
Bandel Carano(2).......ccocovvvvvvvveeeneneneans 2,725,398 14.2% 9.9%
Stanley J. Meresman(12)......ccccouvveveeviicees 34,000 * *
John P. Morgridge(12)....ccceveeeeeeeieiiiicieee 40,338 * *
James R. SWartz(1)....ccccccoeeeevvcveeniicees 2,653,398 13.8% 9.6%
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SHARES PERCENTAGE OF SHARES PERCE NTAGE OF SHARES

NAME AND ADDRESS (IF BENEFICIALLY BENEFICIALLY OWNED BENE FICIALLY OWNED
APPLICABLE) BENEFICIAL OWNER OWNED PRIOR TO THE MERGER  AFT ER THE MERGER
Dale A. Bastian........ccoceeeviiiieeeiics 10,800 * *

All directors and officers as a group (11 persons)( 13)..... 7,846,225 40.9% 28.4%

* Less than 1%

Beneficial ownership is determined in accordandd wie rules of the Commission and generally inetudoting or investment power with
respect to securities. Shares of Common Stock sutgi®ptions which are currently exercisable aneatible or which will become
exercisable or convertible within sixty (60) dayeaOctober 28, 1997 are deemed outstanding fimpening the beneficial ownership of the
person holding such options but are not deemedamgaig for computing the beneficial ownership oy ather person.

(1) Includes 2,317,391 shares held by Accel IIR.L("ACCEL III"), 210,671 shares held by Accel Japa.P. ("ACCEL JAPAN") and
105,336 shares held by Accel Investors' 91, LRCCEL INVESTORS"). Mr. Swartz, a director of Polynpis a General Partner of Accel
I, Accel Japan and Accel Investors. Mr. Swartzatkims beneficial ownership of the shares helthbge entities except to the extent of his
pecuniary interest therein arising from his genpeatnership interests in Accel lll, Accel Japad &tcel Investors. The shares beneficially
owned by Mr. Swartz consist of 16,000 and 4,000eshgranted in April 1996 and June 1997, respdgtiirethe form of immediately
exercisable options, some of which, if exercised igaued, would be unvested and subject to a repsecright of Polycom that lapses over
time.

(2) Includes 2,595,022 shares held by Oak Investiartners 1V, L.P. ("OAK IV") and 110,376 sharedchby Oak IV Affiliates Fund, L.P.
("OAK IV AFFILIATES"). Mr. Carano, a director of fgcom, is a General Partner of Oak IV and Oak IVil&tes. Mr. Carano disclaims
beneficial ownership of the shares held by thesitiesiexcept to the extent of his pecuniary ingetkerein arising from his general
partnership interests in Oak 1V and Oak 1V Affikat The shares beneficially owned by Mr. Caransisbiof options to purchase 16,000 and
4,000 shares of Common Stock granted in April 183& June 1997, respectively, in the form of immiedijeexercisable options, some of
which, if exercised and issued, would be unvestetisabject to a repurchase right of Polycom thagda over time.

(3) Includes 2,229,238 and 52,012 shares of ViaWidemmon Stock held by Oak IV and Oak IV Affiliafeespectively, which, based on an
exchange ratio of 1.183684, will convert into 2,638 and 61,565 shares of Polycom Common Stocgeotisely.

(4) Includes 2,093,186 shares held by Institutidfeture Partners V and 33,790 shares held bytuitisthal Venture Management V.
Institutional Venture Management V is the Genewgatfer of Institutional Venture Partners V.

(5) Includes 6,667 shares owned by Mr. Hinman efdrm of immediately exercisable options, somevbich, if exercised and issued, would
be unvested and subject to a repurchase rightlgt®o that lapses over time.

(6) Includes 2,000,000 shares subject to a wamestcisable at $7.50 per share held by Minnesotandiand Manufacturing Company
("3M"). Percentage of Shares Beneficially OwnedeAthe Merger includes a right to acquire approxétya950,000 shares at an exercise
price of $7.50 per share as a result of a rigliirsif offer held by 3M.

(7) Includes 2,140,000 and 78,750 shares of ViaWidemmon Stock held by Brentwood Associates VIP.land Brentwood Affiliates Fun
L.P., respectively, which, based on an exchange o#tl.183684, will convert into 2,533,083 and 2% shares of Polycom Common Stock,
respectively.
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(8) Includes 33,334 shares owned by Mr. Koureyhanform of immediately exercisable options, somw/loich, if exercised and issued,
would be unvested and subject to a repurchase aigholycom that lapses over time.

(9) Includes options to purchase 69,500 sharesofrGon Stock.

(10) Includes 28,542 shares owned by Mr. Pearsdimeifiorm of immediately exercisable options, sahehich, if exercised and issued,
would be unvested and subject to a repurchaseafghblycom that lapses over time.

(11) Includes options to purchase 32,500 shar€ooimon Stock.

(12) Includes 4,000 shares owned by Mr. Meresmarvimn Morgridge in the form of immediately exerdiéa options, some of which, if
exercised, would be unvested and subject to a cbpse right of Polycom that lapses over time.

(13) Includes options to purchase 218,543 shar€oofmon Stock, 61,334 shares of which are in tha fof immediately exercisable
options, some of which, if exercised and issuedjld/be unvested and subject to a repurchase rightlgcom that lapses over time.
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BUSINESS OF VIAVIDEO
BUSINESS

ViaVideo was founded in September 1996 to desighdmvelop high quality, low cost, easy-to-use, greideoconferencing systems that
utilize advanced video and audio compression tdogies along with Internet/Web-based features. \tl@\¥d believes that these technologies
and features will permit users to replicate theatyits and effectiveness of face-to-face meetingspadsentations from remote locations
through the transmission of color motion video gnsged with full duplex audio at data rates as &b6 kilobits per second (Kbps). The
videoconferencing system being developed by Via¥viteorporates the latest advances in video procésshnology and uses a new
generation, non-PC based platform. ViaVideo arngigp commencing a beta testing program of itsgimstiuct in the fourth quarter of 1997.

INDUSTRY BACKGROUND

Face-to-face meetings maximize the exchange ofrimdtion, including written, oral, and non-verbahmounication, and provide the intimate
environment necessary to build relationships anpeaple. Communication in face-to-face meetingsisegally more effective and
comprehensive than communicating solely over tlept®ne, via e-mail, or via facsimile transmissiohen communicating with others in
remote locations, it is often impractical and tostty to travel to a common site to have a facéat® meeting. A convenient, less costly
alternative to traveling to remote locations iseadonferencing. Videoconferencing allows groupsdividuals separated by a great or small
distance to hold face-to-face meetings over digékdphone lines. Videoconferencing not only redube cost, time and inconvenience of
traveling, but it can also improve the timelinessguracy, and effectiveness of information exchapigeerage the utilization of expertise and
experience resident in personnel resources, afideterelationship building among dispersed gr®op individuals.

The first videoconferencing products were introdlcethe late 1970's. Early videoconferencing paisiuvere costly and usually required
dedicated transmission facilities, specially trdilgerators, and specialized rooms. Although ther®broad interest in videoconferencing as
a means of eliminating travel time and expensest patential users could not justify the high aafsihvesting in videoconferencing
technology given the level of quality and perforroaiof the products at that time. However, improtesdhnology, implementation of industry
standards, lower costs, and greater connectivitijb@amdwidth have improved the quality and pricefpanance relationship of
videoconferencing and driven its evolutionary growt

Technology advances in compression algorithms helged fuel the growth of the industry. Videocoefering consists of transmitting video
and audio data signals between two or more locatiwer digital telephone lines. Video and audimalg contain large amounts of
information and must be digitized or compresseiit the capacity or bandwidth of the telephone dimeer which they are transmitted. As the
signals are compressed, information related to tisegfiminated which impacts the quality of theadadmage and audio sound. If the
compression does not eliminate much informatioa amount of data transmitted will be so large thatquality of the video image and audio
sound will also suffer due to the limited bandwidftthe telephone lines. Videoconferencing quatigrefore, depends upon compression
algorithms which determine how much and which dathbe transmitted and the bandwidth of the tel@mpd lines over which it is
transmitted. Today's advanced compression techiesl@an provide virtually broadcast quality full tiem video and audio fidelity that
sounds as if the people talking are in the sammra® the listener.

Improvements in connectivity have also led to giowtthe videoconferencing industry. The worldwteliferation of switched digital
networks over which video and audio signals anestratted has eliminated the need for dedicated lbetween fixed locations and enabled a
videoconference to be initiated in a manner contpar a traditional telephone call. Greater avmlity of and accessibility to
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higher bandwidth digital lines have also made vadgerencing more convenient and much more of astri@am communication tool.

Another contributing factor driving the growth aedolution of videoconferencing has been the emergand adoption of industry standards
from the International Telecommunications Unione3é standards define audio and video telephoneqmistwhich enable interoperability

of videoconferencing systems manufactured by diffevendors. Prior to these standards, videocomferegenerally could occur only among
products manufactured by the same vendor. Sonfeed{ay standards include:

- H.320--standard for coding and decoding video amtio signals transmitted over digital networksaé¢s between 64 Kbps and 2.048 Mbps
(million bits per second)

- H.323--standard for coding and decoding video amdio signals transmitted over LANs and other pablased networks
- H.324--standard for coding and decoding video amtio signals transmitted over regular telephoresI(POTS)
- T.120--standard for coding and decoding stilifea annotation, and data files over digital network

With the expansion of videoconferencing, the mahket evolved into two distinct segments--groupesystand desktop or personal systems.
The group system is further segmented into largemsystems and small group systems. The largggyatem market segment is
characterized by high performance, high qualityeeicbnferencing systems designed for groups ofdivaore people. These systems can

as much as $50,000 or higher and include a braagkref features and functionality. The small greygtem market segment is also
characterized by high performance, high qualityeeicbnferencing systems which are designed for yggdups of two or more people. Th
systems typically cost from $10,000 to $30,000 gederally have fewer features and capabilities smdpme extent, less performance than
the large group systems. The desktop or persostsymarket segment is characterized by videocenéang products designed for one-to-
one communication and typically do not have thégmerance, quality, features, and capabilities tetfective in conducting business
meetings involving several people. The desktopesystare typically PC-based and require a hardwateaftware component to be added to
a personal computer. Intel's development of the Mti€o technology in PC processors has stimulateundgoft and other software vendors
to develop software only solutions for desktop eidenferencing. In addition, several companies gifasonal videoconferencing products
that utilize televisions and telephones rather th&CT to conduct videoconferencing. Personal videf@cencing products currently range in
price from a few hundred dollars to a few thousdaltars.

VIAVIDEQO'S STRATEGY

ViaVideo believes a significant opportunity withtiime videoconferencing industry lies with developargeasy-to-install, easy-to-use, |oost
videoconferencing product that has the featurewtfons, capabilities, performance, and qualitgufrent systems that cost $40,000 or more.
ViaVideo believes such a product will significantigprove the value proposition of videoconferencamgl, therefore, expand the overall
market size by attracting new videoconferencingsiaad achieving greater penetration of existirgysisSuch a product would continue the
evolution of videoconferencing towards smalleri@a® use, and lower cost products that delivghlguality and a broad range of
functionality. ViaVideo's product development effohave focused on leveraging its knowledge in@adid video compression algorithms
and other videoconferencing technologies to devaltgmily of high performance, cost-effective videnferencing systems that deliver a
level of price/performance that will accelerate ¢i@dal expansion of the videoconferencing market establishment of videoconferencing

a mainstream communication tool.
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TECHNOLOGY

ViaVideo is incorporating advanced, proprietanhigalogies into its videoconferencing products urdirelopment including those related
to:

- Video compression
- Audio compression
- Automatic gain control
- Noise suppression
- Echo cancellation
- Camera tracking
- Graphical presentation capabilities
- LAN/Internet connectivity
- Communications algorithms and protocols
- System architecture
VIDEO COMPRESSION

ViaVideo has hired video compression experts irimgj porting, and optimizing standards based vialgorithms for use in
videoconferencing systems. When implementing stalsdaased algorithms, various pre- and post-protwgsschniques can yield a
substantially better picture than those currentfgred by ViaVideo's competitors. ViaVideo believesintellectual property in advanced
video compression techniques is among the bebkeimtustry.

One of the most unnatural characteristics of aoddeference is the long delay in data transmissenlting in a lack of lip-synch or
unnatural conversation patterns where one sidks'@ler" the other. ViaVideo has pioneered unigagsato reduce the delay inherent in a
videoconferencing system to a less intrusive, meateral level.

AUDIO COMPRESSION

As important as video quality, audio quality is ari¢he key indicators of a high performance videderencing system. ViaVideo has
expended considerable resources on the develo@ndnimplementation of differentiated high qualighe-cancellation, automatic gain
control and automatic noise suppression algoritifre/ideo believes that these new generation allgas will provide at least equivalent
audio quality to those systems currently on theketzand when combined with ViaVideo's current depeient efforts for a next generation
of table top microphone which utilizes the lategbér-cartoid microphone technology which, ViaVidegieves, should provide better audio
pickup coverage than competitive systems.

LAN/INTERNET CONNECTIVITY

Within the next several years, industry analystiete that a significant percentage of high-quatitysiness oriented videoconferences will
take place over packet switched rather than ciswitched networks (i.e. Intranets vs. The puldiephone networks). Some of the
advantages of the new approach are greater bardasdilability which allows for better audio andigd quality, lower transmission costs,
and the ability to install and manage one networlkafudio, video, and data rather than utilizingasafe networks. ViaVideo is enabling its
initial product to operate over such networks zitilg standard Ethernet LAN and TCP/IP protocols.
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SYSTEM ARCHITECTURE

ViaVideo believes that its proprietary new systewhdecture allows for a very high performance lout cost videoconferencing product.
This system architecture is a non-PC based embexjateim utilizing the TM-1000 programmable DSP fiBhilips. The proprietary
application specific software developed for theesysaddresses the unique system requirements wétlmis end-user conferencing markets
as well as international video telephony standaFtis software is primarily compiled in C code, aihithrough refinement, can enhance
picture quality, audio quality, address new stadsl@nd add significant user features.

In addition to proprietary technology, ViaVideo@l&censes some source code from various suppbedsliver certain standard features and
capabilities, such as compliance with various videderencing and teleconferencing standards.

PATENTS AND TRADEMARKS

The success and ability of ViaVideo to competeeigahdent in part upon its proprietary technologhilgWiaVideo relies on trademark,
trade secret and copyright laws to protect itsnetdgy, ViaVideo believes that factors such astéolinological and creative skills of its
personnel, new product developments, frequent ptaghihancements, name recognition and customepsuge essential to establishing i
maintaining a leadership position. There can bassurance that others will not develop technolotliasare similar or superior to ViaVide
technology. ViaVideo has fourteen (14) patent aggtions in process but not yet filed, and one fipliaation filed related to its
videoconferencing technology and two (2) tradenzgmlications filed. There can be no assurancepiunts will issue with the scope of
claims sought by ViaVideo, if at all. Once a patissties there can be no assurance that it wilbbedatvalidated, circumvented or challenged,
or that the rights granted thereunder will providenpetitive advantages to ViaVideo. There can bagsurance that others will not develop
technologies that are similar or superior to Viadtts technology.

PRODUCTS

ViaVideo is currently developing a videoconferemrsystem designed for use by small to large graupsbusiness environment. ViaVideo
believes that this product will be compliant witletH.320 standard and will be interoperable witimpetitive videoconferencing systems.
Key features of the product will include:

- Full-duplex audio

- Up to 30 frames per second video if used ovestavark providing 384 Kbps or greater bandwidth
- 15 frames per second video over a standard 128 KEDN line
- Automatic gain control

- Noise suppression

- Echo cancellation

- Camera tracking

- Compact footprint that is placed upon a TV monito

- Minimal video delay

- Input for second monitor, second camera, or dantroamera
- Ease of installation and use

- Non-PC based system architecture
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Competitive systems with some or all of the featwabove are priced as high as $50,000. Althougtingriof ViaVideo's product has not been
finalized, it is currently anticipated to be sigo#intly below its competitors.

Future generations of ViaVideo's products will ¢ouné to focus on those factors that will incredsedrice/performance relationship in
videoconferencing and drive the global expansiothefvideoconferencing market. ViaVideo believesis®f those key factors to be:

- Lower cost

- Enhanced performance through higher bandwidtBostdansmissions

- Connectivity to other network communication pieaits (e.g. ATM, PRI, xDSL, T1/E1, multiple BRI, \53
- Connectivity and integration with other peripHeranferencing equipment

- Increased functionality through the additiongezftures and capabilities that further ease thefigeleoconferencing and more closely
replicate the dynamics and environment of a faeite meeting.

ViaVideo also intends to offer various accessaaigd peripherals in conjunction with its videocoefezing products.
RESEARCH AND DEVELOPMENT

ViaVideo believes that successful videoconferengraglucts in the future will be characterized by tbllowing characteristics:
- Lower cost

- Smaller size

- Increased performance and quality

- Improved functionality

- Greater ease of use and installation

- Lower operating and maintenance requirements

ViaVideo's research and development efforts focuswill continue to focus on these product chandsties. By doing so, ViaVideo believes
that the videoconferencing price/performance retestiip will significantly improve, thereby expandithe market. ViaVideo may also enter
into development agreements with future OEM pasetailor ViaVideo's products or technology esiely for those partners.

SALES AND MARKETING

ViaVideo currently intends to sell and market itegucts worldwide through various indirect chanraldistribution, including original
equipment manufacturing relationships with thirdtigs. Currently, ViaVideo has one committed reselesulting from the OEM technology
agreement executed by Polycom, for the benefitia¥\deo, and 3M on June 10, 1997. ViaVideo's resoftoperations with respect to its f
videoconferencing product, at least in the neamtevill be dependent on the success of 3M as dleesd ViaVideo's first videoconferencing
product.

ViaVideo and Polycom entered into a general sesviggeements with each other in May 1997 and R8y Wvhereby each company will
provide consulting and administrative support sarsj upon request, to the other for a fee. In &xhdio reducing the duplication of the
companies' sales and administrative
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resources, ViaVideo believes that this agreemelhgaliow it to leverage Polycom's existing relatahips with potential distributors of
ViaVideo's products, as well as Polycom's logistizsstomer service and repair infrastructure toamuickly establish distribution channels
and customer support capabilities.

MANUFACTURING

ViaVideo is still in the development stage withpest to its first videoconferencing product andd@re has no manufacturing experience.
ViaVideo is currently in negotiations with potenttantract manufacturers, but no assurance catiMaa that such negotiations will be
concluded successfully. There can be no assurbat®/iaVideo will be able to manufacture its protduin commercial quantities or at
acceptable cost structures, if at all.

ViaVideo currently procures from single sourcedaiarkey components for its video conferencing picidincluding certain parts from Sony
and Philips. ViaVideo purchases these componengspmurchase order basis, does not carry significaentories of these components and
does not have any long-term supply contracts \stlsdle source vendors. ViaVideo's reliance on solgces entails certain risks, including
reduced control over the price, timely delivenjiatgility and quality of the components. ViaVideashdesigned its products to be compatible
with certain integrated circuits produced by PHilif ViaVideo could no longer obtain such integihtircuits, ViaVideo would incur
substantial expense and take substantial timediesigning its products to be compatible with inédgd circuits from other manufacturers.
Additionally, both Sony and Philips are potentiahtetitors of ViaVideo in the video conferencingrket which may adversely affect
ViaVideo's ability to obtain necessary componeR#slure to obtain adequate supplies could prevedetay product shipments which could
materially and adversely affect ViaVideo's busindéisancial condition and results of operations.

COMPETITION

The videoconferencing industry is highly compettand is characterized by regular introductionsesf, more advanced, and lower cost
products. ViaVideo believes the industry's primaoynpetitive factors are video and audio qualityc@rease-of-use, ease-of-installation,
features and functionality, and market visibilitydarecognition.

There are a number of companies, both domestiaatlyinternationally based, that offer products thiltcompete with ViaVideo's products.
Most notable is PictureTel, which dominates theugreideoconferencing market. Other manufacturedspaoviders of competitive group
videoconferencing systems include, among other&l\TLI (recently acquired by VTEL), Intel, Sony oration, NEC, Tandberg,
Mitsubishi, Panasonic, Fujitsu, British Telecomn@eal Plesey Telecommunications and Vista Commtioita Instruments. In addition, wi
advances in telecommunications standards, coniitgctwnd video processing technology and the irgirepmarket acceptance of
videoconferencing, other established or new congzamiay develop or market products competitive WidVideo's products.

Significant manufacturers and suppliers of perseiEoconferencing products, including many of tbenpanies mentioned above, as well as
Creative Labs, Inc., 8X8, Inc., Netscape Commuroaat Inc., Microsoft, VSI, RSI, and White Pineuti expand their product lines into
competitive group videoconferencing systems or robahe performance and functionality of persoidéeconferencing products to the
point where they are more directly competitive witilaVideo's products.

Most of ViaVideo's competitors and potential conioes are substantially larger than ViaVideo andddé from greater financial, marketing,
manufacturing, and other resources, greater marksence, recognition, and share, more establis&ibution channels, and broader
product offerings. Although ViaVideo believes itl\ie positioned well to compete with these companthere can be no assurance that
ViaVideo will be able to compete successfully agaturrent and future competitors and the failordd so successfully will have a material
adverse effect upon ViaVideo's business, operaénglts and financial condition.
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EMPLOYEES

As of September 22, 1997, ViaVideo had 36 full tiemployees including, 19 in research and developn8an sales and marketing, 4 in
manufacturing, and 5 in administration. ViaVidesaalitilizes temporary workers, independent contractand consultants when needed.

None of ViaVideo's employees are represented byparlunion or party to a collective bargaining agnent. ViaVideo believes its relatio
with its employees to be good.

PROPERTIES

ViaVideo's principal offices are located in Austirgxas. ViaVideo currently leases approximately08,8quare feet of office space. The lease
expires in April 1998 and provides ViaVideo no itigto renewal.

LEGAL PROCEEDINGS

On September 3, 1997, VTEL filed a lawsuit in thistBlct Court in Travis County, Texas against Vid¥o and its founders. In the lawsuit,
VTEL alleges breach of contract, breach of confidémelationship, disclosure of proprietary infation, and related allegations arising from
the former employment of ViaVideo's founders by 'TEhe management of ViaVideo believes that thésiens are without merit and
intends to defend them vigorously. Also, the manag@ of ViaVideo, after consultation with outsiégal counsel, believes that the
likelihood of an unfavorable outcome arising frdme adjudication of this lawsuit is remote. Nevelghs, the costs of defense, regardless of
outcome, could have an adverse effect on the sestitiperations and financial condition of the Cameld Company. If ViaVideo were found
to have infringed upon the proprietary rights ofB{Tor any other third party, it could be requiredpy damages, cease sales of the
infringing products, discontinue such productsumtsother injunctive relief a court may determiagy of which could have a material
adverse effect on ViaVideo's business, operatiaglt® and financial condition. An adverse develophie the VTEL litigation could cause
the termination of the Reorganization Agreement.
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UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS

The following unaudited pro forma condensed comtbifirgancial statements, including the notes therate qualified in their entirety by
reference to, and should be read in conjunctioh,wiite historical consolidated financial statemefit8olycom and ViaVideo, including the
notes thereto, which are included herein.

The unaudited pro forma condensed combined finhatEgements assume a business combination befagoom and ViaVideo accounted
for on a pooling-of-interests basis and are basegach company's respective historical consolidétemcial statements and notes thereto,
which are included herein. The unaudited pro foomadensed combined balance sheet combines Polyconsslidated condensed balance
sheet as of September 30, 1997 with ViaVideo's engeld balance sheet as of September 30, 1997g giffact to the Merger as if it had
occurred on September 30, 1997. The unauditedgonaaf condensed combined statements of operatiankine Polycom's historical results
for the nine months ended September 30, 1997 angetér ended December 28, 1996, with ViaVideo®heal results for the nine months
ended September 30, 1997 and the period from Septehd, 1996 (inception) to December 31, 1996,aetdgely, giving effect to the Merg
as if it had occurred at September 10, 1996 andaigri, 1997, the earliest period presented. Ti®d Had 1995 periods are not presentec
to the fact that ViaVideo began operations on Saptr of 1996 and therefore the 1994 and 1995 prodanformation for such periods
would be the same as the historical informatioRalfycom only.

The pro forma information is presented for illusitra purposes only and is not necessarily indieatif’the operating results or financial
position that would have occurred if the Merger badn consummated at the beginning of the eagestd presented, nor is it necessarily
indicative of future operating results or finangalsition.

UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEE T
(IN THOUSANDS)

POLYCOM AT  VIAVIDEO AT

SEPTEMBER 30, SEPTEMBER 30, PRO FORMA PRO FORMA
1997 1997 ADJUSTMENTS COMBINED
ASSETS
Current assets:
Cash and cash equivalents........................ $ 16,664 $ 4,589 $ 21,253

Short-term investments........ 1,752 1,752
Accounts receivable, net. 7,395 (215) 7,180
INVENLONIES.....cceeeeeeeeeeeeeeeees 9,023 203 9,226
Prepaids and other current assets................ 1,180 240 (65) 1,355
Total current asSetS.......cooeevvcvvcvveeeee e, 36,014 5,032 (280) 40,766
Property and equipment, Net......cccccvvceveeees e 3,647 554

Deposits and other assets........cccccevvveeeeees e 359

Total asSetsS.....c.covvevrieeniiienieeennen.

LIABIL OLDERS' EQUITY
Current liabilities:

Line of credit 400 400
Accounts payable............ $ 6900 $ 1,124 (280) $ 7,744
Accrued and other curren 2,657 432 3,089
Total current liabilities...................... 9,657 1,956 (280) 11,233
Stockholders' equity:
Preferred stock, series A 3 ®3)
Preferred stock, series B 2 )
Common StocK...........cceunee 10 2 5 17
Additional paid-in capital 42,828 9,514 52,342
Notes receivable from stockholders............... (22) (22)
Accumulated deficit.........c.cooeviiiininenns (12,353) (5,891) (18,244)
Total stockholders' equity.......ccocoeeeee 30,463 3,630 34,093
$ 40,020 $ 5,586 $ (280) $ 45,326

See notes to unaudited pro forma condensed combirattial statements.
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENTS O F OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

VIAVIDEO
FOR THE PERIOD PRO FORMA
POLYCOM FROM SEPTEMBER 10, COMBINED
FOR THE YEAR 1996 (INCEPTION) FOR THE YEAR
ENDED TO ENDED
DECEMBER 31, DECEMBER 31, PRO FORMA DECEMBER 31,
1996 1996 ADJUSTMENTS 1996
NEet reVeNUES........ccevveevieiiieeeeee i $ 37,032 $ 37,032
Cost of net revenues..........ccceeveeevvvnnnnnn. 17,698 17,698
Gross profit........cccceeeieeevieeeeninnes 19,334 19,334
Operating expenses:
Sales and marketing..........cccccvveeeinnnnn 9,095 9,095
Research and development... 7574 3% 308 7,882
General and administrative..................... 2,148 61 2,209
Total operating eXpenses.............c.ee.... 18,817 369 19,186
Operating income (I0SS).........ccccceuves 517 (369) 148
Interest iNCOME..........ccccvevviiieeiiieens 784 12 796
Litigation settlement income, net. 303 303
Other income (EXPENSE).......cccuvreeveereennns (13) (13)
Income (loss) before provision for income
TAXES..iiiiiiiiiieiiieeeeeee b 1,591 (357) 1,234
Provision for income taxes.............cccc.u.... 108 108
Net income (10SS).....cccovvereverevennne. $ 1483 $ (357) $ 1,126
Net income (loss) per share...........ccceeueeee $ 0.08 $ (0.16) $ 0.05
Shares used in per share computation............. 18,898 2,179 22,936

See notes to unaudited pro forma condensed combimattial statements.
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENTS O F OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

PRO FORMA
POLYCOM VIAVIDEO COMBINED
NINE MONTHS NINE MONTHS NINE MONTHS
ENDED ENDED ENDED
SEPTEMBER 30, SEPTEMBER 30, PRO FORMA SEPTEMBER 30,
1997 1997 ADJUSTMENTS 1997
NEt reVENUES. ......eveeeieeiiecieeeee e ... $ 34,517 $ 34,517
Cost of Net revenuUEes............eeevveeveeennn. 18,556 18,556
Gross pProfit........ccceeevveeeiieeniinnens 15,961 15,961
Operating expenses:
Sales and marketing..........ccoocvevvieennnns 8,110 $ 1,045 9,155
Research and development...............ccceceun. 6,768 3,358 10,126
General and administrative....................... 2,370 1,026 3,396
Acquisition expenses.......... 473 473
Manufacturing start-up...........cccceeeevveeenns 213 213
Total operating eXpenses............ccveeenn. 17,721 5,642 23,363
Operating Income (l0SS)........c.ccovveene (1,760) (5,642) (7,402)
Interest iNCOmMe, NEt........eevveeriieiiieennnn. 688 108 796
NEL10SS..c.vvveiiesiieeiieeieeee e .. $ (1,072 $ (5,534) $  (6,606)
Net loss per share.........cccceeeveeceeeeeennen. .. $ (0.06) $ (2.53) $ (0.26)
Shares used in per share computation............... 19,053 2,191 25,743

See notes to unaudited pro forma condensed comfbimattial statements.

77



NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS

NOTE A: The Polycom consolidated statement of ojp@mna for the year ended December 31, 1996 has d@mabined with ViaVidec
consolidated statement of operations for the pdrimt September 10, 1996 ("inception™) to DecenBier1996. Additionally, the Polycom
statement of operations for the nine months enégtetnber 30, 1997 has been combined with ViaVid#atement of operations for the n
months ended September 30, 1997. This method dbicimg the two companies is for the presentationraudited pro forma condensed
combined financial statements only. The unauditedf@rma condensed combined financial statememtding the notes thereto, should be
read in conjunction with the historical consolidhfaancial statements of Polycom and ViaVideo whace included elsewhere in this
document.

NOTE B: The unaudited pro forma condensed combstaments of operations for Polycom and ViaVidas lbeen prepared as if 1
Merger was completed at the beginning of the esirperiod presented. The unaudited pro forma coetbitet income (loss) per share is bi
on the combined weighted average number of commdrcammon equivalent shares of Polycom Common SiadkViaVideo's Common
Stock for each period, based upon the Exchange R&fi.183684 shares of Polycom Common Stock foh ehare of ViaVideo's Common
Stock. The unaudited pro forma condensed combiinedi¢ial statements assume that all of ViaVideosdPred Stock will convert into
shares of ViaVideo Common Stock on a one for orsésba

NOTE C:
1. PRO FORMA BASIS OF PRESENTATION

These unaudited pro forma condensed combined fialastatements reflect the issuance of 8,402,028eshof Polycom Common Stock in
exchange for an aggregate of 2,190,554 sharesadfiéo Common Stock and 4,907,644 shares of ViavRieferred Stock (outstanding as
of September 30, 1997) in connection with the Melmgessed on the Exchange Ratio of 1.183684 shaPelgtom Common Stock for every
1.0 share of ViaVideo's Common Stock. Prior toNtexger, all of ViaVideo's Preferred Stock will canvinto shares of ViaVideo Common
Stock on a one for one basis.

The following table details the pro forma shareié&ges in connection with the Merger:

PREFERRED NUMBER OF SHARES
SHARES COMMON SHARES EXCHANGE OFP OLYCOM
OUTSTANDING  OUTSTANDING  RATIO COMMO N STOCK
ViaVideo......ocuuvveeiiiiiieieiiicce s 4,907,644 2,190,554
Polycom........ooooviiiiiiiiiieeeeee 1.183684 8 402,023
Number of Shares of Polycom Common Stock
Outstanding at September 30, 1997............ 19 ,179,387
Total Number of Shares of Polycom Common
Stock Outstanding After Completion of
Merger.....ccccccviiiiiiiiiiiiiieeeees 27 ,581,410

The actual number of shares of Polycom Common Stwole issued will be determined at the effectiretof the Merger based on the
number of shares of ViaVideo Common Stock outstamdt such time.

The pro forma adjustments consist of the elimimatibintercompany accounts and transactions.
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS (CONTINUED)

2. TRANSACTION COSTS

Polycom and ViaVideo estimated they will incur direransaction costs of approximately $737,000@ased with the Merger consisting of
transaction fees for investment bankers, attorregysountants, financial printing and other relatledrges. At September 30, 1997,
approximately $610,000 of transaction related chatsbeen incurred. These nonrecurring transactists will be charged to operations
through the quarter ending March 31, 1998.

The Unaudited Pro Forma Condensed Combined Bafheet gives effect to estimated direct transadasts and merger related expenses
incurred as of September 30, 1997. Any additionatcand expenses not incurred through Septembhé&©90@ are not reflected in the
Unaudited Pro Forma Condensed Combined Statemghtsame.

NOTE D: No adjustments have been made to confoenaticounting policies of the combined companies. fidture and extent of su
adjustments, if any, will be based upon furthedgtand analysis and are not expected to be signific
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA OF POLYCOM

The following selected consolidated historical fin&l data should be read in conjunction with tbéyom Consolidated Financial
Statements and related notes thereto and "POLYCOMBAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIALCONDITION
AND RESULTS OF OPERATIONS" appearing elsewherehin Proxy Statement. The consolidated statemeope@fations data for each of
the three years in the period ended December 3B 48d the consolidated balance sheet data at ecedth, 1995 and 1996 are derived
from consolidated financial statements of Polycohiclv have been audited by Coopers & Lybrand, L.inBependent accountants, and are
included elsewhere in this Proxy Statement. Polysamaudited historical financial statement datafand for the nine months ended
September 30, 1997 and 1996 has been preparee sarte basis as the historical financial infornmatind, in the opinion of Polycom's
management, contains all adjustments, consistihgaimormal recurring adjustments, necessaryHerfair presentation of the financial
position and results of operations for such peri&te "POLYCOM'S MANAGEMENT'S DISCUSSION AND ANALMYS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS."

POLYCOM SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

NINE MONTHS ENDED

YEARS ENDED DECEMBER 31, SEPTEMBER 30,
1996 1995 1994 1993 1992 1997 1996
(UNAUDITED)
Consolidated Statements of Operations Data:
Net revenues..........c.ccevevereevennne $ 37,032 $ 24944 $ 15025 $ 8,669 $ 1,3 98 $ 34,517 $ 26,990
Operating income (I0SS)..........ccceevunnes 517 (1,659) (3,160) (3,027) (3,8 25) (1,760) 484
Income (loss) before income taxes............ 1,591 (1,602) (2,963) (2,997) (3,7 41) (1,072) 948
Net income (10SS)......cccovvrvervinnnnn. 1,483 (1,602) (2,963) (2,997) (3,7 41) (1,072) 948
Net income (loss) per share.................. $ 0.08 $ (0.37)$% (0.73)$ (0.79)$ (1. 09)$ (0.06)$ 0.05

AS OF SEPTEMBER 30,
AS OF DECEMBER 31,

1996 1995 1994 1993 1992 1997 1996
(UNAUDITED)
Consolidated Balance Sheet Data:
Working capital..........ccceevveeiveennn. $ 27957 $ 7829 $ 5,442 $ 8273 $ 55 18 $ 26,457 $ 27,342
Total aSSetS....ccovvvvverieeieeieenennn 37,720 18,000 10,778 11,888 7,2 61 40,020 37,254
Notes payable, less current portion.......... 0 1,178 757 494 1 26 0 0
Stockholders' equity (deficit)............... 31,221 (12,640) (11,088) (8,169) (5,1 75) 30,463 30,648
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POLYCOM'S MANAGEMENT'S DISCUSSION AND ANALYSIS OF F INANCIAL
CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Polycom was incorporated in December 1990 to d@vefmnufacture and market audioconferencing aratdaterencing products that
facilitate meetings at a distance. Polycom was gedarincipally in research and development frooeption through September 1992, when
it began volume shipments of its first audioconfeiag product, SoundStation. As of September 307 1Bolycom's audioconferencing
product line consisted of the SoundStation, Sowstist EX, SoundStation Premier and SoundPoint.d@otybegan shipping its first
dataconferencing product, ShowStation, in Novenil®&5. In October 1997, Polycom announced enhandsneits audio and
dataconferencing product lines and its first videderencing product, the ViewStation, a videocoarfeing product by ViaVideo, which are
discussed later in this section. Polycom markstpribducts domestically and internationally throagtirect sales force and a network of
value-added resellers ("VARS"), original equipmeranufacturers ("OEMS") and retail channels. ThroB8gphtember 30, 1997, Polycom has
derived a substantial majority of its net revenines sales of its SoundStation products. Polycoticigates that sales of its SoundStation
product line will continue to account for a subsi@mmajority of net revenues at least throughytbar ending December 31, 1997. Any factor
adversely affecting the demand or supply for therfé&tation product line could materially adversafgct Polycom's business, financial
condition, cash flows or results of operations.

From inception through the nine month period enBlegtember 30, 1995, Polycom incurred losses froanadipns, primarily as a result of its
investments in the development of its productsthrdexpansion of its sales and marketing, manufiact@nd administrative organizations.
Polycom achieved profitability in the fourth quarté 1995 and generated a small operating inconsaah quarter of fiscal 1996. Although
Polycom incurred operating losses in the firstpseicand third quarters of 1997 and intends to oostio invest significantly in research and
development, Polycom plans to generate operaticmnie, excluding acquisition expenses, in the fogurter of 1997 assuming that the
proposed acquisition of ViaVideo does not closthat quarter. If the proposed acquisition of Viadéiddoes close in the fourth quarter of
1997, Polycom will have a significant net losstioe period due to the expected impact of ViaVideperating expenses, offset only
marginally, if at all, by small initial net vide@venues at the end of the period. There can beswance that Polycom will achieve its
operating plans or achieve profitable operationthéfourth quarter or in any subsequent period.

In January 1997, Polycom announced plans to divadibe Polycom along its two lines of business:iacmhferencing and dataconferencing.
Polycom named a general manager for each divisidrf@mally restructured Polycom's research ancligvnent organization into two
separate divisions, reporting to each businesgrgémanager. Business unit alignments were alsterimaPolycom's sales, marketing and
general and administrative organizations. In ttemsd quarter of 1997, business unit alignments wks@ made in the manufacturing
organization. In June 1997, Polycom announced egeatent to acquire ViaVideo, a company based irtiAuexas, dedicated to the
development of videoconferencing equipment. Theuaition, if completed, is expected to establisiyPom in the videoconferencing
market and will form Polycom's third division. Abtbis date, the merger is still pending. See tiseussion below for further details on this
transaction.

In March 1997, Polycom entered into a joint mamgtnd development agreement (the "FIRST AGREEMBMith 3M. Under the
agreement, 3M provides $3.0 million in funding wy®om for certain deliverables related to the depment of the next generation
dataconferencing product and will also provide etlaechnology resources for the development oféupuoducts. Through September 30,
1997, Polycom recorded the $3.0 million as revefe) million in each of the first three quartef4897, based on delivery of the items
specified in the contract. The amounts recognizegeenue approximates the amount that would hege becognized using the percentage
of completion methodology. Additionally,
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Polycom will grant 3M exclusive private-label righih certain distribution channels to the produlegeloped under this agreement subject to
certain minimum volumes. Further, 3M received waisdo purchase up to 2,000,000 shares of Polycmon'snon stock at an exercise price
of $7.50 per share. The warrants expire in Marc®1%hich may be extended until March 2000 depemndimthe delivery of Polycom's first
product developed under the agreement. The wanaes valued using the Blaceholes model and were determined to have an ifisgmt
impact for financial reporting purposes. 3M alsg hartain rights of first offer under its stock vaart agreement with Polycom which will

give 3M the right, for a period of 45 days aftes tffective Time, to purchase approximately 950,868res of Polycom Common Stock at a
purchase price of $7.50 per share.

In June 1997, Polycom entered into a second joarkating and development agreement (the "SECOND BERENT") with 3M. Under
this agreement, 3M provides $2.5 million in fundbogPolycom for certain deliverables related todbgelopment of videoconferencing
products and may also provide shared technologyuress for the development of future products. &miy will grant 3M exclusive private-
label rights in certain distribution channels te firoducts developed under this agreement. AspteSder 30, 1997, Polycom has not
recognized any revenue under this agreement.

As mentioned above, in June 1997 Polycom signeabasement under which Polycom may acquire ViaVidéas acquisition of ViaVideo,
development stage company with its initial videdeoancing product targeted to be released by tHdeo€t997, is intended to add a
videoconferencing product and engineering teanotgd®dm's audioconferencing and dataconferencindysrbportfolio.

Under the terms of the agreement with ViaVideo,rillion shares of Polycom Common Stock, plus upnicadditional 300,000 shares based
on future option grants by ViaVideo, will be exclhyad for all outstanding shares and options of il@di Depending on the average price of
Polycom's shares during a specified period precgttie acquisition, the total number of Polycom ekdo be issued may be reduced so in no
event will the total acquisition consideration ex@é&90 million. It is expected that the transactiolh be accounted for as a pooling of
interests and will qualify as a tax-free reorgatima The transaction is expected to be completethd the fourth quarter of 1997 or the first
quarter of 1998 and is subject to various condgtishich include first customer shipment by ViaVidsats initial videoconferencing system
no later than March 31, 1998 and Polycom's shace preceding the acquisition to be at or above®per share. There can be no guarantee
that ViaVideo will meet the required milestonesttthe shareholders will approve the merger, thextet will be market acceptance of the
ViaVideo videoconferencing product, that the tranties will be accounted for as a pooling of intéseshat the products, technology and
personnel of ViaVideo can be successfully integratéo Polycom, or that the future of the businegkbe profitable.

In October 1997, Polycom announced a new set of gateo and audioconferencing products to adtstexisting line. In the
dataconferencing market, Polycom announced itsSleowStation IP product which is its next generationference room projector. The
ShowsStation IP is targeted to be available in Néutierica in December 1997 and in Europe and As@fiean a country-by-country basis
over the following several months. Attaining opargtprofitability in the fourth quarter of 1997 abdyond is dependent on meeting these
targeted release dates for the ShowsStation IP ptotfuthe videoconferencing arena, Polycom intcatlithe new ViewStation, a
videoconferencing product by ViaVideo. ViewStatisriargeted to be available in North America atghd of 1997 and its availability
through Polycom is entirely dependent on the clpsihthe expected merger between Polycom and Vie/ith the audioconferencing
market, Polycom introduced the SoundStation PreBétellite which is a unique enhanced system tloaksvin conjunction with Polycom's
SoundStation Premier conference phone. The SoutoiSRremier satellite is targeted to be availablsorth America in December 1997.
There can be no assurance that any products nobgenercially available will be available by Polye's targeted dates and the lack of
availability of these products will materially aftePolycom's financial results.
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QUARTERLY RESULTS OF OPERATIONS

The following table sets forth, as a percentageedfrevenues, condensed consolidated statemeopenitions data for the periods indicated.

Net revenues.........ceeeevevivvviiiiiiiiee s
Cost of net revenues

Gross Profite......cceeeeiniieeeeniiiieeene

Operating expenses:
Sales and marketing..........ccccceeviiineeenne
Research and development
General and administrative...... .
ACQUISItION EXPENSES.......vvvvvieieeeeeeeennn.

Total operating exXpenses............cccceee....
Operating income/(10SS)...........coecuvvevenenns

Interest income, Net.......cccccevveeeeeeiiiiinnnn,
Other expense, Net.........cccceevviveeeenninnnn.

Net income/(I0SS)......ccvvvvvveeeeiiereeeeinnnn,

THREE MONTHS ENDED  NINE
SEPT. 30, SEPT.30, SEPT.3
1997 1996 1997
100% 100% 10
54% 49% 5
46% 51% 4
22% 24% 2
17% 20% 2
8% 6%
1% 0%
48% 50% 5
(2%) 1% (
2% 3%
0% 0%
0% 4% (

The following table sets forth net revenues by bifidusiness for the periods indicated (amounthdusands).

Audioconferencing:
Net revenues.......ccooveeveveveeeiiiiiiiiiieeees
Cost of net revenues.......ccccceeeeeevveieinnnens

Gross Profit.......ccceeeeeiiiieeeiniiiineeene

Gross margin %0.......ccccvvvveeeeeeeeereneennnn
Dataconferencing:
Net revenues.........coeeevvvveeviiiiiiiieeeees
Cost of net revenues.......ccccceeeeeevveiicnnnns

Gross Profit.......ccceeeeeeiieeniniciieeeens

Gross margin %........ccoeueeeeenniieeeennnnes

NET REVENUES

THREE MONTHS ENDED

NINE MONTH

SEPT. 30, SEPT. 30, SEPT. 30,

1997

1996

1997

2,902

$ 11,082 $ 8,051 $ 28,848
5,897

14,901

$ 5185 $ 5149 $ 13,947

47%

64%

48%

$ 1,425 $ 1,451 $ 5,669

3,655

..... 858 1,717
..... $ 567 $ (266) $ 2,014
40%  (18%)

36%

MONTHS ENDED

0, SEPT. 30,
1996
0% 100%
4% 47%
6% 53%
3% 24%
0% 21%
7% 6%
1% 0%
1% 51%
59%) 2%
2% 2%
0% 0%
3%) 4%
S ENDED
SEPT. 30,
1996
$ 23,308
8,792
$ 14,516
62%
$ 3,682
3,886
$ (204)
(6%)

Total net revenues were $12.5 million in the thjtcarter of 1997 compared to $9.5 million in thedlquarter of 1996, an increase of 32%.
Within the audioconferencing product line, net maves were $11.1 million in the third quarter of 798n increase of $3.0 million or 38%,

when compared to the same period for 1996. Theaser was due to the impact of unit sales growtheoSoundStation product as well as
SoundPoint product and SoundStation Premier intredin the third and fourth quarters of 1996, retipely. This was partially offset by a
37% price reduction on SoundStation product solanth America effective January 1997 and a 30%epréduction on international

SoundStation sales effective
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April 1997. Dataconferencing net revenues in thlthuarter of 1997 were $1.4 million compared 1058million for the same period of 19!
a decrease of 2%. The decrease was due to a sagriifinit volume decrease which was almost entoffet by the $1.0 million payment

associated with the First Agreement with 3M whidat bt occur in the third quarter of 1996. No spetyment will occur in the fourth quar
of 1997, or any subsequent quarter, under the Agetement with 3M as Polycom has completed thveiebles related to this agreement.

For the first nine months of 1997, total net revenwere $34.5 million, an increase of $7.5 millar28%, compared to the same period in
1996. The audioconferencing net revenues for tiserine months of 1997 were up $5.5 million, o%®4vhen compared to the first nine
months of 1996. This increase was due to the iogtidn of the new product lines in this divisiorhieh was partially offset by the price
reductions for the SoundStation product line. frerfirst nine months of 1997, SoundStation uniésahcreased over the same period in 1
offsetting the impact of the price reduction. Addfially, although the SoundPoint product revenus umover the same period in 1996,
revenue for this product was down in comparisothéosecond quarter of 1997 due to lower unit saheksthe market mix. Specifically, sales
to the adjunct PBX market performed well in thereat quarter, but sales of the SoundPoint weréndfie desktop videoconferencing
market. Dataconferencing revenues were $5.7 miftorthe first nine months of 1997 versus $3.7 ianillin the first nine months of 1996.
This increase was due entirely to the revenue &gsdowith the First Agreement with 3M which off&ftowStation unit volume decreases.
Polycom will not recognize any further revenue frtira First Agreement with 3M.

During the third quarters of 1997 and 1996 andterfirst nine months of 1997 and 1996, Polyconiveera majority of its net revenues fr(
sales of its SoundStation product family. Howewercustomer or reseller accounted for more than @DPolycom's net revenues during
these same periods for either 1997 or 1996. FyrBr@ycom received, and recorded as revenue, $llibrmunder the First Agreement with
3M during the first nine months of 1997.

International net revenues for the third quartet@$7 accounted for 25% of total net revenues @dyddm, up slightly from 24% in the third
quarter of 1996. This increase was due to a sigaritiincrease in the Europe and Asia-Pacific regfonthe audioconferencing business
which was offset by a reduction in the dataconfeirembusiness. The decline in the dataconferenuirsginess was attributable to significant
international OEM sales in the third quarter of 8 ®¢hich did not occur in the third quarter of 198@r the first nine months of 1997,
international net revenues were 23% of total ne¢maes compared to 22% in the same period of 18§&in, increases in the
audioconferencing business were offset by decreaghs dataconferencing business. Polycom antefptinat international sales will
continue to account for a significant portion agianet revenues for the foreseeable future. Howeénternational net revenues may fluctuate
in the future as Polycom introduces new produdtgesPolycom expects to initially introduce sucbdgurcts in North America and also
because of the additional time required for prodehologation and regulatory approvals of new potslin international markets. In
addition, the implementation of the internationat@ reduction for SoundStation products effectheil 1997 will affect international
revenues in future quarters. To the extent Polyisoomable to expand international sales in a tinaely cost-effective manner, Polycom's
business, financial condition or results of operadicould be adversely affected. There can be suwasce that Polycom will be able to
maintain or increase international market demandPdycom's products. To date, a substantial ntgjofiPolycom's international sales has
been denominated in U.S. currency, however, Polyerpects that in the future more internationalsatay be denominated in local
currencies.

COST OF NET REVENUES

Cost of net revenues consists primarily of Polysom&nufacturing organization, contract manufactteoling depreciation, warranty
expense and an allocation of overhead expensexoBti®f net revenues represented 54% and 49%t oéwvenues for the third quarters of
1997 and 1996, respectively. By division, audioeoanfcing cost of net revenues was 53% in the thiaiter of 1997 versus 36% in the
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1996 third quarter, while dataconferencing cogieatfrevenues was 60% in the third quarter of 1@8rpared to 118% in the third quarter of
1996. The increase in audioconferencing cost ofeatnue percentage is primarily attributable ®$loundStation price reduction
implemented in North America in January 1997 anthenInternational regions in April 1997. Also, thasts associated with the transition
manufacturer in Thailand and the introduction é&dwer margin audio product contributed to the higtwst of net revenues percentage. It is
expected that the transition costs associatedthvtiransition to the Thailand manufacturer wilt necur in the future. Additionally, Polycom
offered deeper discounts in the third quarter &7L®han in previous quarters in its quarter-enttibistor incentive program which negatively
affected the cost of net revenues percentage. Tteseunts were particularly significant in the §d8tation Premier product line as Polyc
strives to increase the market mix of this prodlrcthe dataconferencing division, the decreaghercost of net revenues percentage was
primarily due to the revenue received under thetFigreement with 3M, which had very low associatedts. Because Polycom will not
receive revenue from the First Agreement with 3Mhi@ fourth quarter of 1997, the dataconferencimgs of net revenues are expected to
increase leading to a low to negative gross margieentage for the dataconferencing business ifotlvéh quarter.

For the first nine months of 1997 the cost of meenues percentage was 54%, compared to 47% feathe period in 1996. The
audioconferencing cost of net revenues was 52%sifitst nine months of 1997 versus 38% in the filse months of 1996. This increase
was due to the price reductions in the SoundStatioduct family mentioned above as well as theoihiction of a lower margin audio
product in the third quarter of 1996. The datacmarieing cost of net revenues was 64% in the firs#t months of 1997 versus 106% in the
same period of 1996. This decrease was due printarthe revenues received under the First Agre¢mih 3M.

Polycom's historical price reductions have beewedriby Polycom's desire to expand the market $opribducts, and Polycom may further
reduce prices or introduce new products that daiglger costs in order to further expand the mapkéd respond to competitive pricing
pressures, although there can be no assuranceutttafictions by Polycom will expand the markett®products or be sufficient to meet
competitive pricing pressures. In the future, thstof net revenue percentage may be affectedibg pompetition and changes in unit
volume shipments, product cost and warranty expgeidee cost of net revenues percentage may alsodaeted by the mix of distribution
channels used by Polycom, the mix of products anltithe mix of International versus North Americawenues. Polycom typically realizes
lower cost of net revenue percentages on direesshhn on sales through indirect channels andrloast of net revenues percentage on
International revenues than on North American reesnlf sales through resellers, especially OENggiase as a percentage of total
revenues, Polycom's cost of net revenues percentididee adversely impacted.

In June 1997, Polycom began manufacturing the Ssiatidn products at a manufacturing contractor dasd hailand. During the third
quarter of 1997, this same manufacturer also bpgadiucing the Premier product family. Although thensition of the manufacturing proc
to the Thailand manufacturer caused an unfavorasevariance in the third quarter of 1997, Poly@pects that this change will lower
audioconferencing cost of net revenues in the foguiarter of 1997 and beyond, although there carmohessurances that this will occur. In
July 1997, Polycom moved its distribution and prcidepair center to a new location in Livermorelif@enia. This move is expected to
provide Polycom with better control over its distriion and repair activities and may improve ovexarranty and service costs, although
there are no assurances that this will happen.
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SALES AND MARKETING EXPENSES

THREE MONTHS ENDED NIN E MONTHS ENDED
SEPT. 30, SEPT. 30, INCREASE/ SEPT. 30, SEPT. 30, INCREASE/
DOLLARS IN THOUSANDS 1997 1996 (DECREASE) 1997 1996 (DECREASE)
EXPENSES....ooiivvieiieiiieciie e $ 2,724 $ 2,245 21.3% $ 8,110 $ 6,515 24.5%
% of Net Revenues..........cccccveeeeviivnnnnns 21.8% 23.6% (1.8%) 23.5% 24.1% (0.6%)

Sales and marketing expenses consist primarilplafies and commissions, advertising and promotiexgenses, an allocation of overhead
expenses and customer service and support cogsndiease in expenses of the third quarter of T@®Tpared to the third quarter of 1996
was primarily related to the expansion of Polycosales and marketing organizations, particulartghainternational and retail sales
channels. An increase in advertising and promot#ss contributed to the overall increase. Foffitts&€ nine months of 1997 compared to the
same period for 1996, the increase was due toxgh@nsion of the marketing organization and thesseffort in the international regions,
particularly Europe and Asia Pacific.

Polycom expects to continue to increase its saldsw@arketing expenses in absolute dollar amouras ieffort to expand North American ¢
international markets, market new products andoéistaand expand distribution channels. In particudlue to the innovative nature of the
ShowStation, ShowStation IP and ViewStation, aeidaferencing product by ViaVideo, products, Pomdeelieves it will be required to
incur significant additional expenses for sales mmaaketing, including advertising, to educate pt&mrustomers as to the desirability of
ShowsStation, ShowStation IP and ViewStation. Atsmnpensation and benefits for the new Vice PresioEMarketing will cause an
increase in Marketing and Sales expense in thedukurther, although sales and marketing expemgklgkely increase in absolute dollars,
the effects the proposed merger with ViaVideo Willve on its percentage of net revenues and orrdifigapility of Polycom are difficult to
predict, if not impossible, at this time.

RESEARCH AND DEVELOPMENT EXPENSES

THREE MONTHS ENDED NIN E MONTHS ENDED
SEPT. 30, SEPT.30, INCREASE/ SEPT. 30, SEPT. 30, INCREASE/
DOLLARS IN THOUSANDS 1997 1996 (DECREASE) 1997 1996 (DECREASE)
EXPENSES......coviviiiiieiicec e $ 2,167 $ 1,930 12.2% $ 6,768 $ 5,723 18.3%
% of Net Revenues............cccccoeveiniinns 17.3% 20.3% (3.0%) 19.6% 21.2% (1.6%)

Research and development expenses consist prims&dlympensation costs, consulting fees, an allocaif overhead expense, supplies and
depreciation. The expense increases for the thiadtgr of 1997 versus the third quarter of 1996fandhe first nine months of 1997
compared to the same period of 1996 were primattljbutable to increased staffing and associatppait to expand and enhance Polycom's
product lines, particularly in the dataconferendiligsion. Also, in compliance with a joint servicagreement with ViaVideo, Polycom
incurred and billed out, as a credit to its expenbarges related to development work done on behaliaVideo.

Polycom believes that technological leadershipitgal to its success and is committed to contigua high level of research and
development. Consequently, Polycom intends to as&éts research and development expenses in sbdollars in the future. Further,
although research and development expenses vélylikcrease in absolute dollars, the effects tiop@sed merger with ViaVideo will have
on its percentage of net revenues and on the abdfty of Polycom are difficult to predict, if natnpossible, at this time.
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GENERAL AND ADMINISTRATIVE EXPENSES

THREE MONTHS ENDED NIN E MONTHS ENDED
SEPT. 30, SEPT. 30, INCREASE/ SEPT. 30, SEPT. 30, INCREASE/
DOLLARS IN THOUSANDS 1997 1996 (DECREASE) 1997 1996 (DECREASE)
EXPENSES....ooiivvieiieiiieciie e $ 917 $ 552 66.1% $ 2,370 $ 1,590 49.1%
% of Net ReVeNUES..........covvveeiiiineenis 7.3% 5.8% 1.5% 6.9% 5.9% 1.0%

General and administrative expenses consist piliynafrcompensation costs, an allocation of overhegubnse, and outside legal and
accounting expenses. The increase in general anthatrative expenses, both in absolute dollarsand percentage of net revenues, for the
third quarter of 1997 when compared to the samiegef 1996 was primarily due to increased staffingluding the hiring of a president, to
support Polycom's growth and an increased focb®ih the audioconferencing and dataconferencingidivs. The increase in expenses for
the first nine months of 1997 over the first ninenths of 1996 was due again to increased staféirsgipport the growth of Polycom.

Polycom believes that its general and administeagixpenses will increase in absolute dollar amouritse future primarily as a result of
expansion of Polycom's administrative staff andsoalated to being a public company. Further,caltfh general and administrative expet
will likely increase in absolute dollars, the etfethe proposed merger with ViaVideo will have tngercentage of net revenues and on the
profitability of Polycom are difficult to predicif not impossible, at this time.

ACQUISITION EXPENSES

For the third quarter of 1997, Polycom incurredenges totaling $0.1 million related to the pendinguisition of ViaVideo. For the first nine
months of 1997, these acquisition expenses weteriillion. A significant portion of these chargesm for outside legal, accounting and
consulting services. Management believes the aitigniselated expenses will be less throughoutrémeainder of this fiscal year; however,
there can be no assurances that this will happanthe future charges will not be material or thatmerger will ever be completed.

There can be no assurances that Polycom will camhe proposed merger or that Polycom will notimedditional charges in subsequent
guarters associated with the merger or that managewill be successful in its efforts to integrttie operations of the acquired company.
Although Polycom believes the proposed acquisitiescribed above is in the best interest of Polyaathits stockholders, there are
significant risks associated with this transactiaoluding but not limited to: (i) difficulties imtegration of the companies,

(i) difficulties in maintaining revenue levels ding product transitions,

(iii) difficulties or delays in achieving produchd technology integration benefits, and (iv) insedcompetition from other
videoconferencing companies. Further, the propasedisition described above relates to a compaayidhin its early stage of development.
As a result, Polycom believes that the increaseséts of net revenues and in operating expensesiated with the development and
integration of these technologies will, in the nem, greatly exceed any associated increasest iremenues, which will have an adverse
impact on operating results.

INTEREST INCOME, NET AND OTHER EXPENSES, NET

Interest income, net consists of interest earneBaycom's cash equivalents and short-term invesseet of any interest expense. For the
third quarter of 1997, interest income, net wag $0illion, a decrease of 20% from the third quaaet996. This decrease was due to a lower
level of cash available for investment. For thetfitine months of 1997, interest income, net wa8 #0llion compared to $0.5 million in the
same period of 1996. This increase was due tatrease in Polycom's cash equivalents and shontiterestments as a result of its initial
public offering in the second quarter of
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1996. In addition, interest expense recorded ir719significant due to the reduction in debeathe initial public offering.

Polycom accounts for income taxes in accordande thé Financial Accounting Standards Board's Statémf Financial Accounting
Standards No. 109 "Accounting for Income Taxes.& Tarrent quarter's break-even results generateunali federal and state income taxes
in 1997. In the fourth quarter of 1997 and beydPalycom expects to realize increasingly profitaieleults which will generate higher federal
and state income tax expense, although there can besurance Polycom will achieve profitable rsséls of December 31, 1996, Polycom
had approximately $6.4 million in federal net opiergloss carryforwards and $790,000 in tax credityforwards. The future utilization of
Polycom's net operating loss carryforwards mayuiigest to certain limitations upon certain chanigeswnership.

Polycom has established a valuation allowance agamdeferred tax assets due to the uncertaimtpgnding the realization of such assets.
Management evaluates the recoverability of therdedetax assets and the level of the valuatiomaiae on a quarterly basis. At such time it
is determined that it is more likely than not tHaferred tax assets are realizable, the valuatiowance will be appropriately reduced.

OTHER FACTORS AFFECTING FUTURE OPERATIONS

Polycom's net revenues have grown primarily throingheased market acceptance of its establisheid@utderencing product line, new
product introductions and, to a lesser extent,upothe expansion of Polycom's North American arerhational distribution networks.
While Polycom has experienced growth in net revenmgecent quarters, it does not believe thahtk®rical growth rates in net revenues
will be sustainable nor are they indicative of feteperating results. For example, Polycom beli¢asthe 37% price reduction in the North
American list price of its SoundStation productlirffective December 1996 for resellers and J3nlL@®7 for end user customers, and the
30% price reduction for SoundStation products satlernationally effective April 1997, negatively jacted Polycom's net revenues and ¢
margins in the third quarter and first nine morah4997 and will continue to negatively impact retenues and gross margins throughout
1997. Polycom believes that gross margins couldimoa to be negatively affected in the future assalt of several factors including low to
negative gross margins for Polycom's ShowStati@hStmowStation IP dataconferencing products, inwgntalue loss related to the
ShowsStation inventory if it is determined that thets cannot be sold for at least carrying cost,rédduction in the list prices of the
SoundStation product line, the introduction of linger margin SoundPoint desktop product line anatinaing competitive price pressure in
the audioconferencing and dataconferencing markédttsough price reductions have been driven by Bahy's desire to expand the market
its products, and Polycom expects that in the &tumay further reduce prices or introduce newdpuots that carry lower margins in order to
further expand the market or to respond to conipetfiricing pressures, there can be no assuraatsukh actions by Polycom will expand
the market for its products or be sufficient to ine@mpetitive pricing pressures. In addition, costated to the merger with ViaVideo,
expense growth related to the activities of the lsioed entities and costs related to the introdaatibthe new ShowStation IP, ViewStatiol
videoconferencing product by ViaVideo, and Sounti@aSatellite products could negatively impacufet profitability. Also, the impact of
pending or future litigation against Polycom or Video, including the suit filed by VTEL against Waleo as mentioned in Polycom's Form
8-K filed on September 9, 1997, is difficult to giet at this time. Further, Polycom's limited ogara history and limited resources, among
other factors, make the prediction of future opaatesults difficult if not impossible.

In the past Polycom has experienced delays frora tortime in the introduction of certain new protugnd enhancements and expects that
such delays may occur in the future. For instatf@jntroduction of ShowStation was delayed by apipnately eighteen months from the
originally anticipated date of introduction becao$einforeseen technical challenges and difficaltrebuilding core technologies and, for
approximately nine weeks in the first quarter 0®8@9shipments were interrupted in order to
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correct software and other technical problems ifledtby initial customers. In addition, SoundStatiPremier first customer shipments were
delayed from its original shipment target of Sepdien1 996 to November 1996 and ShowStation IP wiyee from September 1997 to its
targeted first customer shipment date of DecemB@v Hue to engineering issues. Any similar delayscchave a material adverse effect on
Polycom's results of operations.

Polycom's operating results have fluctuated inph&t and may fluctuate in the future as a resudtmfimber of factors, including market
acceptance of the ShowStation, ShowStation IP ded'$tation, a videoconferencing product by ViaVidemducts and other new product
introductions and product enhancements by Polycoits competitors, the prices of Polycom's or depetitors' products, the mix of
products sold, the mix of products sold directld éimrough resellers, fluctuations in the levelrmdBrnational sales, the cost and availability of
components, manufacturing costs, the level of wdyralaims, changes in Polycom's distribution netwythe level of royalties to third parti
and changes in general economic conditions. Intiadgdicompetitive pressure on pricing in a givemuder could adversely affect Polycom's
operating results for such period, and such priesgure over an extended period could materialgrsely affect Polycom's long-term
profitability. Polycom's ability to maintain or ingase net revenues will depend upon its abiliip¢oease unit sales volumes of its
SoundStation, SoundStation Premier and SoundParimtiés of audioconferencing products, the dataemnicing line of products, comprised
of the ShowStation and ShowStation IP products,thadideoconferencing line of products, currectynprised of ViewStation, a
videoconferencing product by ViaVideo, and any mewaducts or product enhancements. There can besuwamce that Polycom will be able
to increase unit sales volumes of existing productsoduce and sell new products or reduce itéscas a percentage of net revenues.

Polycom typically ships products within a shorteimfter receipt of an order, does not usually fesmgnificant backlog and backlog
fluctuates significantly from period to period. Agesult, backlog at any point in time is not adyowlicator of future net revenues and net
revenues for any particular quarter cannot be ptediwith any degree of accuracy. Accordingly, Bo's expectations for both short- and
long-term future net revenues are based in largeopats own estimate of future demand and nofirom customer orders. In addition,
Polycom has in the past received orders and shipmetbstantial percentage of the total products doting a particular quarter in the last
several weeks of the quarter. In some cases, trdses have consisted of distributor stocking asderd Polycom has from time to time
provided special incentives for distributors toghase more than the minimum quantities requirecutiteir agreements with Polycom.
Therefore, Polycom has been uncertain, even duniog} of the quarter, what level of revenues it adhieve in the quarter and the impact
that distributor stocking orders will have on rewes and gross margins in that quarter and subsequarters. In addition, because a
substantial percentage of product sales occureagrnid of the quarter, product mix and thereforsgroargins are difficult to predict. Further,
there can be no guarantee that Polycom's contrataedifacturers will be able to meet product dentaafdre the quarter ends. Polycom
anticipates that this pattern of sales will congimi the future. Expense levels are based, in parthese estimates and, since Polycom is
limited in its ability to reduce expenses quickipiders and net revenues do not meet expectaticmparticular period, operating results
would be adversely affected. In addition, a sedsde&mand may develop for Polycom's products irftitere. Due to all of the foregoing
factors, it is likely that in some future quartelygom's operating results will be below the expdons of public market analysts and
investors. In such event, the price of Polycom'm@on Stock would likely be materially adverselyeatid.

Polycom's operations are vulnerable to interruptigfire, earthquake, power loss, telecommunicati@ilure and other events beyond
Polycom's control. Additionally, most of Polycorojgerations are currently located in the San Frandday Area, an area that is susceptible
to earthquakes. Polycom does not carry sufficiesiriess interruption insurance to compensate Pwoiyfoo losses that may occur, and any
losses or damages incurred by Polycom could hamatarial adverse effect on its business, finarc@ablition or operating results.
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LIQUIDITY AND CAPITAL RESOURCES

As of September 30, 1997, Polycom's principal sesiaf liquidity included cash, cash equivalents simart-term investments of $18.4
million, a decrease of $1.2 million from Decembér 8996. Additionally, on October 17, 1997, Polycmyestablished a $5.0 million
revolving bank line of credit from Silicon ValleyaBk which had previously expired on April 15, 199%is line of credit allows for an
additional facility of $5.0 million available uparquest by Polycom and contingent upon paymenssd@ated fees.

Polycom generated $0.3 million in cash from operatctivities for the first nine months of 1997 sies a use of $1.5 million in cash for the
same period in 1996. The improvement in cash frperating activities was due primarily to improvedlections of accounts receivable and
larger accounts payable and accrued liability bedanoffset somewhat by a net loss in the firs¢ mionths of 1997 compared to net income
in the same period of 1996 and an increase in rgEsets.

The total net change in cash and cash equivalentké first nine months of 1997 was an increas&7of million. The primary sources of ci
were $0.3 million from operating activities, and sales of investments of $8.3 million. The postoash flow from operating activities was
the result of higher accounts payable and acciiabdity balances and a positive net income befare-cash items such as depreciation and
increases to inventory reserves, offset by an asgeén inventories, prepaid assets and accourdgivadde. The primary uses of cash during
first nine months of 1997 were purchases of prgp@tant and equipment of $1.8 million. Polycom egs to continue to purchase additional
equipment throughout the remainder of 1997.

Polycom's material commitments consist of obligaiander its revolving bank line of credit, opergtieases and a $200,000 stand-by letter
of credit which has been issued to guarantee cenfdPolycom's contractual obligations. Polyconineates that 1997 capital expenditures
will total approximately $3.0 million.

Polycom believes that its available cash, cashvatgrts and bank line of credit will be sufficieatmeet Polycom's operating expenses and
capital requirements through at least Decembet3d7. Thereafter, Polycom may require additionati&ito support its working capital
requirements or for other purposes and may seedide such additional funds through public or prevaquity financing or from other sourc
There can be no assurance that additional finaneithdpe available at all or that, if available,csufinancing will be obtainable on terms
favorable to Polycom and would not be dilutive.y@oim's future liquidity and cash requirements dépend on numerous factors, including
introduction of new products and potential prodaatily or technology acquisitions.
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RESULTS OF OPERATIONS FOR THE THREE YEARS ENDED DECEMBER 31, 1996

The following table sets forth, as a percentageedfrevenues, consolidated statement of operatiatasfor the periods indicated.

YEAR ENDED DECEMBER 31,

1994 1995 1996
Net revenues.........cccvcevvcieiiiceniieenee, 100% 100% 100%
Cost of net revenues... 41 44 48
GroSS Profit........ccccvrcverinicninenennn 59 56 52
Operating expenses:
Sales and marketing...........c.cceeviveiienns 35 28 25
Research and development.. 37 28 20
General and administrative...................... 8 7 6
Total operating eXpenses.............cccc.u.... 80 63 51
Operating income (I0SS)........cccceerverriueens (21) (@) 1
Interest income, net................. 1 1 2
Litigation settlement income, net.................. - 1
Other income (EXPENSE)........ccccverreerrueennns - --
Income (loss) before provision for income taxes.... (20) (6) 4
Provision for iNCOMe taXeS......cccccvvvvcvvcccc e - --
NetinCOME (I0SS)...ccvvuiiiiiiiiiiiiieiieenee e (20)% (6)% 4%

The following table sets forth net revenues, bg ki business, for the periods indicated (amountiousands.)

YEAR ENDED DECE MBER 31,
1994 1995 1996

Audioconferencing:
NEt FEVENUES.....oiiiiiiiiiiieiieeiieeeeeeee e $ 15,025 $ 23,81 4 $ 32,242
COoSt Of NEL FEVENUES......oeviviiiiieeciees e 6,211 9,90 6 12,629
GIOSS Profiticceccciiciic e e $ 8,814 $ 13,90 8 $ 19,613
GroSS MArQiN..cccvieeiiiiiieeeiiiiee e e 59% 5 8% 61%
Dataconferencing:
NEt reVENUES.......ovvereeriesiereesee e na $ 1,13 0$ 4,790
Cost of net revenues n/a 95 3 5,069
GIOSS Profiticcecciiiciiic i e na $ 17 7% (279)
GroSS MAIQiN..cccvvieeiiiiiieeeiiiiee e e 1 6% (6)%

NET REVENUES. Polycom's net revenues increased 86& $15.0 million in 1994 to $24.9 million in 198Md increased 49% to $3°
million in 1996. Net revenues increased in eacliodgsrimarily due to increased unit sales, resglfiimarily from new product introductio
and the increased market acceptance of Polycomisaanferencing product line, and, to a lesserrextérough the expansion of Polycom's
North American and international distribution neti& offset in part by a decline in the list prifats SoundStation products. Polyct
reduced the list price for its SoundStation produbtee separate times, effective July 1, 1994jakgnl, 1996, and January 1, 1997, and
expects increased competitive pressure to leaatéasified price-based competition, resulting wdo prices that could
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materially adversely affect Polycom's net revenesing 1996, Polycom derived a substantial majaritits net revenues from sales of its
SoundStation product family. ConferTech accountedl##% and 11% of net revenues in 1994 and 198pergively, and 2Confer/Mutare,
Inc. accounted for 11% of net revenues in 1994otlier customer or reseller accounted for more t# of Polycom's net revenues during
the periods indicated and no customer or resetleounted for more than 10% of net revenues in 1B86érnational net revenues accounted
for 23%, 24%, and 23% of total net revenues ford19995, and 1996, respectively. See Note 13 oédltit Consolidated Financial
Statements for business segment information. Téhect®n in the percentage of international net neness for 1996 from 1995 resulted from
initial sales of the SoundPoint and SoundStati@nfer product families, which were introduced firstNorth America. Polycom anticipates
that international sales will continue to accowntd significant portion of total net revenuestfoe foreseeable future. However, international
net revenues may fluctuate in the future as Polyetrnduces new products, since Polycom expedisitially introduce such products in
North America and also because of the additionaé tiequired for product homologation and regulatggrovals of new products
international markets. To the extent Polycom ishlm#o expand international sales in a timely anst-effective manner, Polycom's business,
financial condition, or results of operations coblladversely affected. There can be no assurhat®olycom will be able to maintain or
increase international market demand for Polycq@misglucts. To date, a substantial majority of Potgsointernational sales have been
denominated in U.S. currency; however, Polycom etgohat in the future more international sales imayglenominated in local currencies.

Net revenues by division: Polycom's audioconfenagciet revenues increased 58% from $15.0 milliob9i®d to $23.8 million in 1995 ar
increased 35% to $32.2 million in 1996. Polyconatadonferencing net revenues increased 336% froinriillion in 1995 to $4.8 million in
1996. Polycom's first dataconferencing productsabeghipping in November 1995 and did not have atyavenues prior to this time.

GROSS PROFIT. Cost of net revenues consists ptliyrafrmanufacturing costs of Polycom and Polycooostract manufacturer, warranty
expense, and allocation of overhead expenses. Graggn represented 59%, 56%, and 52% of net resefar 1994, 1995, and 1996,
respectively. The decrease in gross margins fob 2@l for 1996 was principally due to the shifproduct mix from the higher margin
SoundStation product family to the lower margin @Btation and, in 1996, the SoundStation PremierSouhdPoint product family
introductions. The audioconferencing gross margis wositively impacted by cost reductions in theafiacturing cost of the SoundStation
product line, partially offset by the negative irapaf the reduction in the price of Polycom's Sdstadion product line announced in the first
quarter of 1996 and the price reduction of the 8&tation product line to the resellers in Decenil®96. Gross margins on the
dataconferencing product line were negatively inp@dy manufacturing start-up costs associated tw@haunch of the ShowStation product
in 1995 through mid-1996, at which point the mawtifee of the product was transferred to Polycomigract manufacturer. Gross margins
on the dataconferencing product line were also thvegg impacted by the lower than planned unit vouand significant manufacturing
variances through the fourth quarter of 1996. Rmy@xpects that gross margins will continue toidecsignificantly in the future as a result
of several factors, including low to negative grosargins for Polycom's dataconferencing productinduhe manufacturing ramp-up of the
first-generation ShowStation products, the 37% redudtidie list price of the SoundStation product litres introduction of the lower mar
SoundPoint desktop product line, and continuing @etitive price pressure in the audioconferencing) @etaconferencing markets. Polyco
historical price reductions have been driven by petitive price pressures and Polycom's desire pard the market for its products, and
Polycom expects that in the future it may furthetuce prices or introduce new products that camet margins in order to further expand
the market or to respond to competitive pricingsptees, although there can be no assurance thmastions by Polycom will expand the
market for its products or be sufficient to meanpetitive pricing pressures. In the future, grossgm may be affected by price competition
and changes in unit volume, product cost, and wiyraxpenses. Gross margin may also be impactédebmix of distribution channels used
by Polycom, the mix of products sold, and the
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mix of international versus North American revenugslycom typically realizes higher gross margindinect sales than on sales through
indirect channels and higher gross margin on i@tigsnal revenues than on North American revendesalés through resellers, especially
OEMs, increase as a percentage of total revenogs;dPn's gross margin will be adversely impacted.

Gross profit by division: Polycom's audioconferemgcgross margin represented 59%, 58%, and 61%toéwenues for 1994, 1995, and 1¢
respectively. Polycom's dataconferencing gross imaegpresented 16% and (6)% of net revenues fob 38@ 1996, respectively. Polycom's
first dataconferencing products began shippingandinber 1995 and did not have any cost of net te&prior to this time.

SALES AND MARKETING. Sales and marketing expensessist primarily of salaries and commissions, atisieg and promotional
expenses, allocation of overhead expenses, andnecesservice and support costs. Sales and marketipenses were $5.3 million, $7.1
million, and $9.1 million for 1994, 1995, and 19%éspectively, representing 35%, 28%, and 25% bfenenues for each respective period.
The increase in absolute dollars in each of thes®gs was primarily related to the expansion df/€am's sales and marketing organization,
particularly the increase in the direct sales sssbeiated costs, and increased commission expeziatsd to higher sales volumes and the
launch of Polycom's dataconferencing business.deatyexpects to continue to increase its sales arlating expenses in absolute dollar
amounts in an effort to expand North American amdrnational markets, market new products, andbsiteand expand distribution
channels. In particular, due to the innovative reatf the ShowStation products, Polycom incurrgaigicant expenses during 1996 to
develop a worldwide sales presence for the Show&tptoduct and believes it will be required tounsignificant additional expenses for
sales and marketing, including advertising, to etkipotential customers as to the desirabilityta@Station. In addition, Polycom is
continuing to invest in the market launch of itsw®oundPoint and SoundStation Premier product.limesrder to improve its sales
processing systems, Polycom plans to make a signifinvestment to implement a new sales and seinformation system over the next
two fiscal years.

RESEARCH AND DEVELOPMENT. Research and developnesipenses consist primarily of compensation costssuting fees, allocatic
of overhead expense, supplies, depreciation ofpegemt, and product marketing expenses. Researctieamibopment expenses were $5.5
million, $6.9, million and $7.6 million for 1994995, and 1996, respectively, representing 37%, 28%,20% of net revenues for each
respective period. The increase in dollar amoun¢search and development expenses in each offieeses was primarily attributable to
increased staffing and associated support reqtoredpand and enhance Polycom's dataconferencthguaioconferencing product lines. As
of December 31, 1996, all research and developouwsts have been expensed as incurred. Polyconvéelikat technological leadership is
critical to its success and is committed to cortigwa high level of research and development, eslhem the development of the planned,
next generation ShowStation product. As a consemgjd?olycom intends to significantly increase thecdute amount of its research and
development expenses in the future.

GENERAL AND ADMINISTRATIVE. General and administraé expenses consist of compensation costs, altocaf overhead expense,
and outside legal and accounting expenses. Gesgdaadministrative expenses were $1.1 million, $dilBon, and $2.1 million for 1994,
1995, and 1996, respectively, representing 8%,attd,6% of net revenues for each respective pefioelincrease in dollar amount in each
period was primarily due to increased staffingupport Polycom's growth and, during 1996, to coslisted to the patent litigation. Polycom
believes that its general and administrative expemsll increase in absolute dollar amounts infthare primarily as a result of expansion of
Polycom's administrative staff and costs relateldeing a public company.

INTEREST INCOME, NET. Interest income consistsrakrest earned on Polycom's cash equivalents amtitslnm investments, net of
interest expense for Polycom's bank debt facilifieterest income, net was $175,000, $189,000$384,000 for 1994, 1995, and 1996,
respectively, representing 1%, 1%, and 2% of
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net revenues for each respective period. The igergainterest income, net in 1996 over the priar years was primarily due to the increase
in Polycom's cash equivalents and short-term imwests resulting from Polycom's initial public offeg.

PROVISION FOR INCOME TAXES. Polycom accounts focdme taxes in accordance with the Financial Acdagritandards Board's
Statement of Financial Accounting Standards No."2@@ounting for Income Taxes." Polycom incurreded loss and consequently paid no
federal or state income taxes in either 1994 061891996 Polycom provided for income tax of $DM®) for federal and certain foreign
alternative minimum taxes. As of December 31, 1#9flycom had approximately $6.4 million in fedemat operating loss carryforwards and
$790,000 in federal tax credit carryforwards. Thife utilization of Polycom's net operating loasrgforwards may be subject to certain
limitations upon certain changes in ownership. Poty believes that its initial public offering on A®9, 1996, triggered a change in
ownership pursuant to the Internal Revenue Cod®86, as amended, such that the annual limitationtflization of federal net operating
loss carryforwards is approximately $7.1 million.

Polycom has established a valuation allowance agamdeferred tax assets due to the uncertainmtpgnding the realization of such assets.
Management evaluates on a quarterly basis the eegbiity of the deferred tax assets and the lef/éhe valuation allowance. At such time

it is determined that it is more likely than noatlleferred tax assets are realizable, the valuatiowance will be appropriately reduced. See
Note 11 of Notes to Consolidated Financial States

LIQUIDITY AND CAPITAL RESOURCES FOR THE THREE YEARS ENDED DECEMBER 31, 1996

As of December 31, 1996, Polycom's principal saaiafdiquidity included cash and cash equivaleifit835 million, short-term investments
of $10.1 million, and a $4.0 million revolving batike of credit from Silicon Valley Bank (of whic$3.3 million was available as of
December 31, 1996) which expires on April 15, 1983lycom is negotiating an extension term to the 6f credit although there can be no
assurance that Polycom will be successful in extgnthe term of the line of credit. The line of dittwas modified in December 1995 and
currently provides for borrowings up to the lessiefi) $4.0 million, or (ii) the sum of 80% of ellge domestic and government accounts
receivable and 50% of eligible foreign account&iegble minus the sum of the aggregate outstarfdiceyamount of all letters of credit
issued under the line. Eligible accounts receivabtedefined as receivables outstanding less tbatags. Borrowings under the line bear
interest at the bank's prime rate plus 1.0% (9.2b@ecember 31, 1996), and are collateralized bgtantially all of Polycom's assets. The
line of credit facility contains provisions thatrére the maintenance of certain financial ratiod profitability requirements. As of December
31, 1996, Polycom was in compliance with these namés. See Note 8 of Notes to Consolidated FinhStaements.

Polycom used cash in operating activities tota$2d3 million, $3.3 million, and $2.3 million for ¢hyears ended 1994, 1995, and 1996,
respectively. The use of cash in 1994 and 1995pniagarily attributable to operating losses and éased levels of accounts receivable and
inventories, partially offset by an increase in@aus payable and accrued liabilities. The useashdn 1996 was attributable to increased
levels of accounts receivable and inventoriesjggrioffset by an increase in accounts payableaswiued liabilities. The increase in
accounts receivable in 1994 and 1995 was primdtilyto increased revenues. In addition, the 19651886 increase in accounts receivable
was impacted by the concentration of sales latedrguarter resulting from a number of factorsluding Polycom's decision to interrupt
shipments of ShowStation products for a six-weeakopedelays in the production and shipment of $f&tation products during Polycom's
transition to a new contract manufacturer in 1988 the introduction of the SoundStation Premighimfourth quarter of 1996. Inventories
increased in each of the last three years as Puolyxolt up its finished goods inventory of its apcthnferencing product lines to support
increased sales levels and its raw materials ilovgrn support of the introduction and launch af thataconferencing product line and the
transfer of the SoundStation product line manuféeguto
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Flextronics in the first quarter of 1996. The irase in provision for excess and obsolete inverdond 996 was directly related to increased
inventory levels.

Polycom used $41,000, $3.5 million, and $9.1 millad net cash in investing activities during 199295, and 1996, respectively, to purchase
property and equipment and during 1995 and 199&itochase short-term investments. Financing acwitirovided $4.5 million and $17.4
million of net cash during 1995 and 1996, respetyivdue primarily to the issuance of PreferreccBio 1995 and the issuance of Common
Stock in Polycom's initial public offering in 199Binancing activities used $28,000 in 1994 due arily to the repayment of notes payable
and capital lease obligations, offset in part gy idsuance of notes payable.

Polycom has no material commitments other thargakibns under its revolving bank line of creditiliic and operating leases. Polycom
estimates that 1997 capital expenditures will hgraximately $4.5 million. See Notes 7 and 8 of Mdie Consolidated Financial Statements.

Polycom may in the future require additional futalsupport its working capital requirements ordtner purposes and may seek to raise
additional funds through public or private equityaincings or from other sources. There can be srasce that additional financing will be
available at all or that, if available, such finargcwill be obtainable on terms favorable to Polycand would not be dilutive. Polycom's
future liquidity and cash requirements will depemdnumerous factors, including introduction of neneducts and potential product family
technology acquisitions.

RECENT ACCOUNTING PRONOUNCEMENTS

In February 1997, the Financial Accounting Stangd@dard issued Statement of Financial Accountirg&irds No. 128, "Earnings per
Share" (SFAS No. 128). SFAS No. 128 establishaéffereht method of computing net income/(loss) gleare than is currently required ur
Accounting Principles Board Opinion No.

15. Under SFAS No. 128, Polycom will be requireghtesent both basic net income/(loss) per shareldutgd net income/(loss) per share.
Basic and diluted net loss per share is expectegpooximate the currently presented net loss Ipetes However, basic net income per share
is expected to be higher than net income per simoeirrently computed because the effect of déusiock options will not be considered in
computing basic net income per share. Diluted maime per share is expected to be comparable wuthently presented net income per
share. Polycom will adopt SFAS No. 128 in its fiapaarter ending December 31, 1997 and at that &iin@storical net income/(loss) per
share data will be restated to conform to the sions of SFAS No. 128.

In June 1997, the FASB issued SFAS No. 130, "Remp@omprehensive Income". SFAS No. 130 establistesdards for the reporting and
display of comprehensive income and its componiarasfull set of general purpose financial statetee@omprehensive income is defined as
the change in equity of a business enterprise duriperiod from transactions and other events &odrostances from non-owner sources.
The impact of adopting SFAS No. 130, which is dffexfor Polycom in 1998, has not been determined.

In June 1997, the FASB issued SFAS No. 131, "Dsales about Segments of an Enterprise and Relafimanlation”, SFAS No. 131 requil
publicly-held companies to report financial andestimformation about key revenue-producing segmefitse entity for which such
information is available and is utilized by theafwperation decision maker. Specific informatiorbé reported for individual segments
includes profit or loss, certain revenue and expéiesns and total assets. A reconciliation of segrfirancial information to amounts
reported in the financial statements would be mtedi SFAS No. 131 is effective for Polycom in 1888l the impact of adoption has not k
determined.
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SELECTED HISTORICAL FINANCIAL DATA OF VIAVIDEO

The following selected historical financial datashl be read in conjunction with the ViaVideo Finah Statements and related notes thereto
and "VIAVIDEO'S MANAGEMENT'S DISCUSSION AND ANALYS$ OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS" appearing elsewhere in this Proxy $tatet. The statement of operations data for thegemded December 31, 1996 and
the balance sheet data at December 31, 1996 avedl&om the audited financial statements of Vid&é which have been audited by
Coopers & Lybrand, L.L.P., independent accountaansd, are included elsewhere in this Proxy StateméaVideo's unaudited historical
financial statement data as of and for the nineth®anded September 30, 1997 has been preparbd sare basis as the historical financial
information and, in the opinion of ViaVideo's maeatwent, contains all adjustments, consisting onlyasfnal recurring adjustments,
necessary for the fair presentation of the findrmqaition and results of operations for such mgicsee "VIAVIDEO'S MANAGEMENT'S
DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION ANDRESULTS OF OPERATIONS."

VIAVIDEO SELECTED HISTORICAL FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

FOR THE
PERIOD
SEPTEMBER 10
(INCEPTION)
THROUGH
DECEMBER 31,
1996
------------- N INE MONTHS
ENDED
SE PTEMBER 30,
1997
( UNAUDITED)
Statement of Operations:
0Operating loSS....cccovveiiiiiiiieeieeecees e $ (369) $ (5,642)
NEtIOSS. oo s (357) (5,534)
NetloSS Per Shar€......cccccvevvvveevcceeeeees e $ (0.16) $ (2.53)
Weighted average shares outstanding.............. e 2,179 2,191
AS OF
DECEMBER 31,
1996
------------- AS OF
S EPTEMBER 30,
1997
(UNAUDITED)
Historical Balance Sheet Data:
Cash and cash equivalents........cccocceeeeccee e $ 1,705 $ 4,589
Working Capital.....ccccoovciieiiiiiieeeneees s 1,567 3,076
Total @SSetS...ccvvvveiiciiiee i e 1,790 5,586
Total stockholders' @qUItY.......uuevveeveeees e 1,640 3,630



VIAVIDEO'S MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

ViaVideo was founded in September 1996 to desighdmvelop high quality, easy-to-use, low cost, greideoconferencing systems that
utilize advanced video and audio compression tdogies along with Internet/Web-based features. W@\ believes that these technologies
and features will permit users to replicate theatyits and effectiveness of face-to-face meetingspadsentations from remote locations
through the transmission of color motion video gnéged with full duplex audio at data rates as &b6 kilobits per second (Kbps). The
videoconferencing system being developed by Via¥iteorporates the latest advances in video procgésshnology and uses a new
generation, non-PC based platform. ViaVideo arngigp commencing a beta testing program of itsgimstiuct in the fourth quarter of 1997.

ViaVideo has had no revenues since its inceptigaV\eo's expenses have been associated with $kaneh and development of its prodt
ViaVideo anticipates commencing a beta testing fawgof its first product, which is still under démement, in the fourth quarter of 1997.
Although ViaVideo anticipates introducing its fifstoduct for sale following the successful comletof its beta testing program, there can
be no assurance that ViaVideo's product will becessful or that ViaVideo will attain profitabilitgn a quarterly or an annual basis. Potential
risks and uncertainties include, among otherstithiag of the introduction, market acceptance sfgtoduct, reviews in the industry press
concerning ViaVideo's product and products of @mpetitors, fluctuations in the volume and timirfgpooduct orders, the introduction of
products by ViaVideo's competitors and those dised®lsewhere in this Proxy Statement, particularRisk Factors."

RESULTS OF OPERATIONS
NINE MONTHS ENDED SEPTEMBER 30, 1997

ViaVideo had a net loss of approximately $5,534,f0Ghe nine months ended September 30, 1997 dResand development expenses,
consisting primarily of employee costs, contrabbla industrial design, software license and dgwalent supplies and prototypes, accounted
for approximately $3,358,000 of the loss. ViaVid#so incurred approximately $1,045,000 of salesraatketing expenses, which consisted
primarily of employee related costs and travelvalt as market research, incurred in preparatioriife commercial sale of ViaVideo's
product. Manufacturing start-up costs of $213,000ststed primarily of employee costs, consultingsfeand travel expenses incurred in
connection for preparing ViaVideo's product for mfatture. General and administrative expenses @281000 consisted primarily of
employee costs, telecommunications, travel and kx@enses, and general services procured fromcBwlyas well as $137,000 of Merger
related expenses. Total operating expenses wesetdfy interest income of approximately $120,000nfa money market account and
investments in U.S. Treasury bills and other ligmidney market instruments, less approximately $k2if interest charges.

PERIOD FROM INCEPTION (SEPTEMBER 10, 1996) THROUGH DECEMBER 31, 1996

ViaVideo had a net loss of approximately $357,08tfie period from inception (September 10, 1986)ugh the end of its fiscal year,
December 31, 1996. Research and development expesesisting primarily of employee costs, contfabor, industrial design, and
development supplies, accounted for approximat8g7¥00 of the loss. ViaVideo also incurred apprately $62,000 for general and
administrative expenses related to personnel, lgagments, and travel. These costs which weregligrtiffset by interest income of $13,000
from investments in U.S. Treasury bills, less $0,00interest charges.
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LIQUIDITY AND CAPITAL RESOURCES

Since inception, ViaVideo has financed its operaiprimarily through the sale of equity securitiesl, to a lesser extent, through advances
on ViaVideo's available line of credit. As of Dedeen 31, 1996 and September 30, 1997, ViaVideo padoaimately $1,705,000 and
$4,589,000, respectively, of cash and cash equitale

Since ViaVideo's inception, the principal uses adlthave been to finance operating losses relatin tdevelopment of its products and
establishment of its business and products in theketplace. In addition, ViaVideo expended appratity $69,000 and $659,000 during
1996 and the first nine months of 1997, respedtjViel capital equipment.

ViaVideo has a bank credit agreement which provfdesa revolving line of credit of up to $400,000dugh May 9, 1997 and up to $750,000
through November 9, 1998. The outstanding balaandke line of credit at December 31, 1996 and&epéer 30, 1997 were $50,000 and
$400,000, respectively, with an interest rate etu#the bank's prime rate plus 1.5% and 0.75% eetspely (9.75% and 9.25% at December
31, 1996 and September 30, 1997, respectively)limbef credit is collateralized by substantiadly of the assets of ViaVideo. The line of
credit agreement includes a term debt provisiorctvhilows ViaVideo to convert line of credit advasdo term financing for approved
equipment purchases made during the period from 314997 to November 9, 1997. The unpaid prindiygddnce of equipment advances at
November 9, 1997 shall be repaid over a term ahB6ths. Monthly principal and interest paymentapproved equipment advanc
commence on December 9, 1997. At September 30, 1882 were no term debt balances under this gimvi

ViaVideo believes that existing cash and cash edent balances and the remaining availability uritddime of credit with Silicon Valley
Bank ($350,000 as of September 30, 1997) will BBcsent to support its operations and meet itsstariding commitments for long lead time
inventory components, operating leases, and matuifiag tooling until it is acquired by Polycom pussit to the Merger, at which time it w
rely on Polycom to support its growth and fundieguirements. If the Merger should not occur orelaged significantly, it will be necessary
for ViaVideo to seek additional equity or debt fiwéng to support its growth. ViaVideo is currengyploring funding alternatives, including
bank facilities, in the event additional availatyilof funds prior to the merger are needed. Tharebe no assurance that ViaVideo will not
require additional financing or will not in the €ue seek to raise additional funds through baniitias, debt or equity offerings or other
sources of capital. Additional funding may not beikable when needed or on terms acceptable to M&d/ which would have a material
adverse effect on ViaVideo's business, financialdition and results of operations.

INFLATION

ViaVideo believes that the effect of inflation hast had, and for the foreseeable future will nateha material impact on the results of its
operations.

NEW ACCOUNTING STANDARDS

For information on the impact of future changeadoounting standards see note 2 to the ViaVidemtial statements appearing elsewhere
herein.
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STOCKHOLDER PROPOSALS

As described in Polycom's proxy statement relatinigs 1997 Annual Meeting of Stockholders, stodiko proposals for inclusion in the
Polycom proxy statement and form of proxy relatioghe Polycom 1998 Annual Meeting of Stockholdersst be received by Polycom by
January 11, 1998.

EXPERTS

The consolidated balance sheets of Polycom as oéibker 31, 1995 and 1996 and the consolidatedrstats of operations, stockholders'
equity (deficit) and cash flows for each of theethiyears in the period ended December 31, 1996ded in this Proxy Statement have been
audited by Coopers & Lybrand L.L.P., independebaatants as set forth in their report thereoneappg elsewhere herein, and are
included in reliance upon such report given onahthority of that firm as experts in accounting aniditing.

The balance sheet of ViaVideo at December 31, H9@bthe statements of operations, changes in sitiedis' equity and cash flows for the
period from September 10, 1996 (“inception”) to @&maber 31, 1996, included in this Proxy Statemeweeeen audited by Coopers &
Lybrand L.L.P., independent accountants, as s#t fortheir report thereon appearing elsewhereiheaad are included in reliance upon s
report given upon the authority of such firm asexxpin accounting and auditing.

LEGAL MATTERS

The validity of the shares of Common Stock offeledeby, the federal income tax consequences inembion with the Merger and certain
other matters relating to the Merger and the tratitgas contemplated thereby will be passed upoPtdycom by Gunderson Dettmer Stough
Villeneuve Franklin & Hachigian LLP, Menlo Park, iBarnia. Certain legal matters with respect todeal income tax consequences in
connection with the Merger and certain other legatters relating to the Merger and the transactioméemplated thereby will be passed
upon for ViaVideo by Brobeck, Phleger & HarrisonRLAustin, Texas. Brobeck, Phleger & Harrison Liepresented Polycom in the
negotiation of the Reorganization Agreement anépsesenting ViaVideo with respect to matters regflito close the transactions
contemplated thereby. Gunderson Dettmer Stouglanéllive Franklin and Hachigian LLP represented \daWiin the negotiation of the
Reorganization Agreement and is representing Potywah respect to matters required to close thesgations contemplated thereby.
Brobeck, Phleger & Harrison LLP is currently regmeting ViaVideo in pending litigation.
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Stockholders and Board of Directors
Polycom, Inc.:

We have audited the accompanying consolidated balsimeets of Polycom, Inc. and subsidiary as oeBéer 31, 1996 and 1995, and the
related consolidated statements of operationskistdders' equity (deficit) and cash flows for eathhe three years in the period ended
December 31, 1996. These consolidated financigrstents are the responsibility of the Company'sagament. Our responsibility is to
express an opinion on these consolidated finasta¢ments based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and diselssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Polycom, Inc. and subsidiary as of Decemberl386 and 1995, and the consolidated results of tparations and their cash flows for
each of the three years in the period ended DeceBihd 996, in conformity with generally accepted@unting principles.

Coopers & Lybrand LLP
San Jose, California
January 24, 1997
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POLYCOM, INC.

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)

DECEMBE R 31,

ASSETS

Current assets:

Cash and cash equivalents........................ $ 3,539
Short-term investments..............cccceeenee 2,722
Accounts receivable, net of allowance for doubtfu
and 1995, reSPeCiVElY....cccccvveieieeces e ————— 6,965 3,171
INVENIOMIES. ... e 7,458 5,308
Prepaid expenses and other current assets........ . 384 191
Total CUIMTeNt @SSEetS....cvvvvvcieeeeneceee e 34,456 14,931
FiXed @SSetS, NeL...cccvviciiiiiiiieeeiecies e 3,164 2,970
Deposits and Other aSSetS......coovveeeevccecees e 100 99
TOtal @SSEtS.viiiiveiiiieieecenes s $ 37,720 $ 18,000
LIABILITIES, CONVERTIBLE REDEEMABLE
PREFERRED STOCK AND S TOCKHOLDERS' EQUITY (DEFICIT)
Current liabilities:
Notes payable..........cccoveeveieineeennnn. $ 1,485
Accounts payable 3,852
Accrued payroll and related liabilities.......... 777
Other accrued liabilities........................ 988
Total current liabilitieS..........ccccceeeee e 6,499 7,102
Notes payable, Iess current portion................ e -- 1,178
Total labilitieS.....cccvveiiiiiiie s 6,499 8,280
Commitments (Note 7).
Convertible redeemable preferred stock:
Series A through D, $.001 par value:
Authorized: none in 1996 and 13,200,244 shares in 1995
Issued and outstanding: none in 1996 and 13,069 ,857 shares in 1995 (Liquidation
ValUE: $22,462).cccciiiiiiiiiiiiiaeaieeeee e - 22,360
Stockholders' equity (deficit):
Preferred stock, $.001 par value:
Authorized: 5,000,000 shares
Issued and outstanding: none in 1996 and 1995.. s - -
Common stock, $0.0005 par value:
Authorized: 50,000,000 shares in 1996 and 20,00 0,000 shares in 1995
Issued and outstanding: 19,144,058 shares in 19 96 and 3,670,046 in 1995.............. 10 2
Additional paid-in capital..............cccccenee 285
Notes receivable from stockholders. (163)
Accumulated deficit...........cccccvviiiiienennn. (12,764)
Total stockholders' equity (deficit)......... (12,640)
Total liabilities, convertible redeemable p referred stock and stockholders'
equity (defiCit)..cccvvvenieeeces e $ 37,720 $ 18,000

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

CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

YEAR ENDED DECE

1996 1995
NEL FEVENUES.....oiiiiiieiiiieiiieciieeeeeeee e $ 37,032 $ 24,94
COoSt Of NEL FEVENUES......oeveiiiiiiieeieees e 17,698 10,85
GroSS Profite.ccccciiiiiiiiiiiieeeeeees e 19,334 14,08
Operating expenses:
Sales and Mmarketing.....ccccceveeeeeveveeeceeee 9,095 7,07
Research and development........cccccccceeeeees e 7,574 6,85
General and administrative..........cccceeeee. e 2,148 1,81
Total operating eXPeNSES......ccovvcvcccccees e 18,817 15,74
Operating iINCOME (I0SS)....ccccveveevececces e 517 (1,65
Interest income 884 36
INTEreSt EXPENSE. .ot e (100) (a7
Litigation settlement income, Net.............cee.. e 303 -
Other inCOMe (EXPENSE)...cccvvveeeeiiiiieeenceee e (13) (13
Income (loss) before provision for income tax [ R, 1,591 (1,60
Provision for iNCOMeE taxesS.......ccoccvevvvccicees e 108 -
Netincome (I0SS)....ccovvevvveeicieecees e $ 1,483 $ (1,60
Net income (IosS) per share.......ccccececeeeeees e $ 008 $ (0.3
Shares used in per share calculation............... s 18,898 4,33

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)
(IN THOUSANDS, EXCEPT SHARE DATA)

NOTES
COMMO N STOCK ADDITIONAL RECEIVABLE
------------------------- PAID-IN FROM ACCUM ULATED
SHARES AMOUNT CAPITAL STOCKHOLDERS DEF ICIT TOTAL
Balances, December 31, 1993........... 2,613,59 5% 1 $ 29 $ (8,199) $ (8,169)
Issuance of common stock under stock
option plan.........ccceceveeneene 385,20 6 - 60 $ (9 - 51
Repurchase of common stock............ (42,75 1) - (@) - - (@)
NEetI0SS....covvveriiiieiiiieenins - - - - (2,963) (2,963)
Balances, December 31, 1994........... 2,956,05 0 1 82 9) ( 11,162) (11,088)
Issuance of common stock under stock
option plan..........ccceevieeenne 720,59 1 1 204 (154) - 51
Repurchase of common stock............ (6,59 5 - (1) - - 1)
NEet I0SS....cocvviiiiieeiiieenis - - - - (1,602) (1,602)
Balances, December 31, 1995........... 3,670,04 6 2 285 (163) ( 12,764) (12,640)
Issuance of common stock through:
Initial public offering, net of
issuance cost of $996............. 2,500,00 0 2 19,927 - - 19,929
Conversion of preferred shares...... 13,069,85 7 6 22,354 - - 22,360
Exercise of stock options under
stock option plan................ 138,73 8 - 68 17) - 51
Exercise of warrants.............. 22,50 0 - - - - -
Payment of stockholder notes
receivable...........ccccevnninnne - - - 151 - 151
Repurchase of common stock............ (257,08 3) - (113) - - (113)
Net inCome..........evvevveeenvennnne - -- - - 1,483 1,483
Balances, December 31, 1996........... 19,144,05 8 $ 10 $42521 $ (290 9 ( 11,281) $ 31,221

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

YEAR ENDED DEC EMBER 31,
1996 1995 1994
Cash flows from operating activities:
Netincome (I0SS)...cccoevvveiiiiiiiieeiceeeee e $ 1,483 $ (1,6 02) $ (2,963)
Adjustments to reconcile net income (loss) to net cash used in operating
activities:
Loss on disposition of fixed assets -- -- 10
Depreciation and amortization.......... 1,513 9 44 701
Provision for doubtful accounts................ 1 2 55 102
Provision for excess and obsolete inventories.. 560 5 61 77
Changes in assets and liabilities:
Accounts receivable........ccoccceeeeeees (3,795) (1.4 59)  (309)
INVENIONIES. i (2,710) 4,5 70) (1,046)
Prepaid expenses and other current assets.... (193) ( 78) 58
Deposits and other assets.................... (1) ( 36) (34)
Accounts payable 455 1.8 76 522
Accrued liabilities 427 8 23 547
Net cash used in operating activities...... L (2,260) (3,2 86) (2,335)
Cash flows from investing activities:
Acquisition of fixed assets...................... (a,707) (7 58) (44)
Proceeds from disposition of fixed assets........ -- -- 3
Purchase of short-term investments............... (9,964) (2,7 22) -
Sale of short-term investments.................. 2,585 - --
Net cash used in investing activities...... L (9,086) (3,4 80) (41)
Cash flows from financing activities:
Proceeds from initial public offering, net of iss uance CoStS.......ccceveenn.... 19,929 - --
Net proceeds from sale of convertible redeemable preferred stock................ -- 4,9 80 --
Proceeds from issuance of notes payable.......... . 4314 14 70 290
Repayment of notes payable and capital lease obli gation.......ccoeeeevineenn. (6,977) (1,9 87) (362)
Repayment of stockholder notes receivable........ . . 151 - --
Proceeds from issuance of common stock, net of re purchases........ccccceeeee... (62) 50 44
Net cash provided by (used in) financing ac tivitieS....ooveeeeien. 17,355 45 13 (28)
Net increase (decrease) in cash and cash equivalent Sttt a e 6,009 (2,2 53) (2,404)
Cash and cash equivalents, beginning of period..... 3,539 57 92 8,196
Cash and cash equivalents, end of period............ $ 9,548 $ 3,5 39 $ 5,792
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for interest.......... L $ 121 % 1 70 $ 110
SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINNCING:
Fixed assets financed by notes payable......... . L $-- $ 16 12 $ 812
Common stock issued for notes receivable......... L $ 173 1 54 $ 9
Conversion of preferred shares to common stock... $ 22,360 -- --

The accompanying notes are an integral part oktheasolidated financial statements.
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. FORMATION AND BUSINESS OF THE COMPANY:

Polycom, Inc. and subsidiary (the "Company"), adelre corporation, is engaged in the developmesmtufacturing and marketing of
teleconferencing equipment. The Company's prodaretslistributed and serviced globally. The Compselis its products through its direct
salesforce and maintains marketing and salesoakdtips with major telecommunications carriersygaddded resellers, telecommunications
supply and catalog distributors, a leading videdemncing equipment supplier, and telecommunicatepecialists.

2. SUMMARY OF SELECTED ACCOUNTING POLICIES:
FISCAL YEAR:

The Company uses a &3 week fiscal year. Each reporting period endtherlast Sunday of a month. As a result, a fisearynay not end
of the same day as the calendar year. For convemigipresentation, the accompanying consolidatesh€ial statements have been show
ending on December 31 of each applicable period.

PRINCIPLES OF CONSOLIDATION:

The consolidated financial statements include tu®ants of the Company and its wholly owned subsjdiAll significant intercompany
balances and transactions have been eliminated.

USE OF ESTIMATES:

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

CASH AND CASH EQUIVALENTS:
The Company considers all highly liquid investmanith original maturities of 90 days or less at time of purchase to be cash equivalents.
SHORT-TERM INVESTMENTS:

Short-term investments are classified as availfdsleale and are carried at fair value. Unrealizeldling gains and losses on such securities
are reported net of related taxes as a separatearemt of stockholders' equity. Realized gainslasskes on sales of all such securities are
reported in earnings and computed using the spdd#éntification cost method.

INVENTORIES:

Inventories are stated at the lower of cost or mtaiRost is determined on a standard cost basigwvagproximates the first-in, first-out
("FIFO") method. Appropriate consideration is giverobsolescence, excessive levels, deterioratidrogher factors in evaluating net
realizable value.
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
2. SUMMARY OF SELECTED ACCOUNTING POLICIES: (CONTIDED) FIXED ASSETS:

Fixed assets are stated at cost less accumulgbegcition and amortization. Depreciation is predadn a straight-line basis over the
estimated useful lives of the assets, which isttwitiree years. Amortization of leasehold improvetaés computed using the straight-line
method over the shorter of the remaining lease tarthe estimated useful life of the related assgpically three to five years.

Disposals of capital equipment are recorded by kémgothe costs and accumulated depreciation fraratttounts. Gains or losses are
included in the results of operations.

CARRYING VALUE OF LONG-LIVED ASSETS:

The Company writes-off the carrying value of loingetl assets to the extent estimated future undigedwcash flows are not sufficient to
recover the carrying value of these assets ovarrdgmaining useful lives.

REVENUE RECOGNITION:

The Company recognizes revenue from gross pro@iles,dess a provision for estimated future custaeteirns, upon shipment to the
customer, upon fulfillment of acceptance termgnij, and when no significant contractual obligagioemain outstanding.

RESEARCH AND DEVELOPMENT EXPENDITURES:
Research and development expenditures are charggxbtations as incurred.
ADVERTISING:

The Company expenses the production costs of asivgris the expenses are incurred. The productets of advertising consist primarily
of magazine advertisements, agency fees and oitteet groduction costs.

The advertising expense for the years ended Deae®dhd 996, 1995 and 1994 was $1,570,000, $1,281386 $1,094,000, respectively.
CAPITALIZED SOFTWARE:

Statement of Financial Accounting Standards No."86¢ounting for the Costs of Computer Softward&Sold, Leased or Otherwise
Marketed," requires capitalization of certain saftevdevelopment costs subsequent to the establiglohtchnological feasibility. Based on
the Company's product development process, tecitaldeasibility is established upon completioraaforking model. Costs incurred
between completion of the working model and thenpat which the product is ready for initial shipmhéave been insignificant. According
all software development costs have been experssetarred.

INCOME TAXES:

Income taxes are accounted for under Statemerinah&al Accounting Standards No. 109 ("SFAS N®"}0'Accounting for Income
Taxes". Under SFAS No. 109, deferred tax assetdialitities are
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

2. SUMMARY OF SELECTED ACCOUNTING POLICIES: (CONTIBED) recognized for the future tax consequenceitbatable to
differences between the financial statement cagrgimounts of existing assets and liabilities amdf trespective tax basis. Deferred tax assets
and liabilities are measured using enacted tas etpected to apply to taxable income in the ymanghich those temporary differences are
expected to be recovered or settled. Valuatiomaliwes are established when necessary to reduseatefax assets to the amount expected
to be realized.

TRANSLATION OF FOREIGN CURRENCIES:

The Company's foreign consolidated subsidiary rsittered to be an extension of the U.S. operatiortlae functional currency is the U.S.
dollar. Accordingly, monetary assets and liabititere translated at year-end exchange rates wiileonetary items are translated at
historical rates. Income and expense accountsamslated at the average rates in effect duringélae, except for depreciation and cost of
revenue which are translated at historical rateseign exchange gains and losses have not beeficsighto date and have been recorded in
results of operations.

COMPUTATION OF NET INCOME (LOSS) PER SHARE:

Net income (loss) per share is computed using #ighved average number of common and dilutive comeguivalent shares outstand
during the period. Common equivalent shares (irinwdhares issued under the stock option plan wiiie subject to repurchase) are
excluded from the computation of net loss per shartheir effect is antidilutive. For those perigdi®r to the initial public offering date,
pursuant to the Securities and Exchange Commi&tiafii Accounting Bulletins, common and common eglént shares issued at prices
below the public offering price during the 12 mantmmediately preceding the offering date have heelnded in the calculation as if they
were outstanding for all periods prior to the dafigrdate (using the treasury stock method andritialipublic offering price).

FAIR VALUE OF FINANCIAL INSTRUMENTS:

Carrying amounts of certain of the Company's fim@riostruments including cash and cash equivaJemsounts receivable, accounts pay
and other accrued liabilities approximate fair eatlue to their short maturities. Based on borrowiatgs currently available to the Company
for loans with similar terms, the carrying valuenotes payable approximates fair value. Estimaa@d/alues for short-term investments,
which are separately disclosed elsewhere, are lmsgdoted market prices for the same or similsiriiments.

STOCK BASED COMPENSATION:

Statement of Financial Accounting Standards No.(BFAS No. 123), "Accounting for Stodkased Compensation," encourages, but doe
require companies to record compensation costdéoksbased compensation plans at fair value. Thagamy has chosen to continue to
account for employee stock options using the isicivalue method prescribed by APB Opinion No."2scounting for Stock Issued to
Employees." Accordingly, compensation cost for ktoptions is measured as the excess, if any, ofjtleéed market price of the Company's
stock at the date of the grant over the amounngi@/ee must pay to acquire the stock.

F-9



2. SUMMARY OF SELECTED ACCOUNTING POLICIES: (CONTIBED) RECENT PRONOUNCEMENTS:

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

POLYCOM, INC.

In June 1996, the Financial Accounting Standardsr@@ssued Statement of Financial Accounting Stedsdilo. 125 (SFAS No. 125),
"Accounting for Transfers and Servicing of Finah&asets and Extinguishments of Liabilities." Thtatement provides accounting and
reporting standards for, among other things, thesfier and servicing of financial assets, suclaet®fing receivables with recourse. This
statement is effective for transfers and servighfinancial assets occurring after December 3961@nd is to be applied prospectively.
Earlier or retroactive application is not permitt&tie Company believes the adoption of this statemél not have an impact on the financ
condition or results of operations of the Compas/the Company does not factor its receivables.

3. SHORT-TERM INVESTMENTS:

Short-term investments at December 31, 1996 an8l &¢8&prise (in thousands):

Commercial paper................
Corporate notes...........c........

Balance at December 31, 1996..............c........

Commercial paper................
Corporate notes...........cc.......

Balance at December 31, 1995............ccccuuee

FAIR COST
VALUE  BASIS

.. $ 1676 $ 1,676 February 1997 - March 1

8,425 8,425 January 1997 - December

. $ 1,103 $ 1,103 April 1996

1,619 1,619 April 1996 - July 1996

During 1996 and 1995, there were no realized gatiriesses on the disposal of short-term investments

4. INVENTORIES:

Inventories consist of the following (in thousands)

Raw materials..

WOrk in process.........coovevvvvveveeneenenennn.

Finished goods

DECEMBER 31,

.................... $ 3,252 $ 2,355
.................... -- 650
.................... 4,206 2,303
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
5. FIXED ASSETS:
Fixed assets, net, consist of the following (inubands):

DECEMBER 31,

1996 1995
Computer equipment and software........ccceeeeeee. . $ 2,980 $ 2,096
Equipment, furniture and fixtures.......cccccc.cc.. L 1,600 1,187
Tooling equUIPMEeNt.....ccooveviiiiiiieeeeeeee e 1,944 1,426
Leasehold improvements......ccccccccvvvvvvviccceeee e 401 509
6,925 5,218
Less accumulated depreciation and amortization..... L (3,761) (2,248)

6. BUSINESS RISKS AND CREDIT CONCENTRATION:

The Company has four product lines, the Sound$taBoundStation Premier, SoundPoint and the ShdiwStavhich serve the
audioconferencing and dataconferencing marketpentively. Virtually all of the Company's net rewes are derived from sales of the
SoundStation products. Any factor adversely affeciemand or supply for the SoundStation produmitdcmaterially adversely affect the
Company's business and financial performance. Aihadhe Company began volume shipments of the Statiw8 products in November
1995, the market for dataconferencing productsig beginning to emerge, and there can be no assethat it will develop sufficiently to
enable the Company to achieve broad commerciaptaoee of its ShowStation products.

Currently, the Company subcontracts the manufawuwf its SoundStation, SoundStation Premier, dmmvStation products through one
U.S. Subcontractor and SoundPoint products thraugbng Kong Subcontractor. The Company believesttiene are a number of alternal
contract manufacturers that could produce the Cogipgroducts, but in the event of a reductiomeerruption of supply it could take a
significant period of time to qualify an alternaigubcontractor and commence manufacturing. Tleetadf such reduction or interruption in
supply on results of operations would be material.

The Company's cash and cash equivalents are nmedtwiith two international investment managementganies, and are invested in the
form of demand deposit accounts, money market atspaommercial paper and government securities.

The Company markets its products to distributos @md-users throughout the world. Management padangoing credit evaluations of the
Company's customers and maintains an allowangeotential credit losses, but historically has ngiexienced any significant losses related
to individual customers or group of customers ig particular geographic area.

7. COMMITMENTS:
LICENSE AGREEMENT:

The Company entered into an agreement to licerfsgage to be incorporated into its ShowStation picid. Under the agreement, the
Company is obligated to pay quarterly minimum lseffees, ranging from $15,000 to $35,000 througty#dar 2001. The Company may
cancel the agreement at any time,
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

7. COMMITMENTS: (CONTINUED) provided the Companyshpaid a minimum of $200,000 in connection with déigegeement. As of
December 31, 1996, the Company had paid $100,06€ahinimum license fees.

LEASES:

The Company leases certain office facilities angiggent under noncancelable leases expiring bet@887 and 1998. Future minimum
lease payments are as follows (in thousands):

OPERATING
YEAR ENDING DECEMBER 31, LEASES

In December 1994, the Company amended its headgsarffice lease agreement and expanded its fasiliThe lease on the expanded
facilities can be terminated sooner under an optibith may be exercised by the Company any timer dfinuary 1997. Under the terms of
the lease, the Company is responsible for relat@idtenance, taxes and insurance.

Rent expense for the years ended December 31, 1996,and 1994 was $475,000, $433,000 and $205;8§8ectively.
8. CREDIT ARRANGEMENTS:

The Company has available a revolving line of dredtih a bank for the lesser of $4,000,000 or tine ®f 80% of eligible domestic trade
accounts receivable and 50% of foreign trade adsa@ceivable, as defined, less the sum of theegigde outstanding face amount of all
letters of credit issued under the line. The liheredit expires in April 1997. Borrowings undeetline of credit bear interest at the lender's
current index rate plus 1% (9.25% at December 926} The weighted average interest rates for éa@syended December 31, 1996 and
1995 were 9.5% and 9.24%, respectively.

Additionally, the Company may borrow under its tdoan facilities with a bank, of which no amountsrer available or utilized as of
December 31, 1996. At December 31, 1995, the Coynpad borrowings of $2,663,000. Borrowings undesthfacilities are payable in
monthly installments and bear interest ranging f&60% to 11.50%.

All borrowings are collateralized by substantialyassets of the Company. The Company must megticdinancial ratios, as well as
maintain minimum tangible net worth and quarterigximum cumulative losses. The agreements alsonethat the Company provide
certain financial information to the lender on aipaic basis and restrict the Company from paying @ash dividends without the bank's
consent.
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
9. CONVERTIBLE REDEEMABLE PREFERRED STOCK:
In 1995, convertible redeemable preferred stockpaad the series designated as follows (in thalsaexcept share data):

NUMBER OF COMMON
NUMBER OF SHARES SHARES

SHARES ISSUED AND RESERVED FOR LIQUIDATION
AUTHORIZED OUTSTANDING CONVERSION VALUE
SErieS A 5,050,244 5,032,189 5,032,189 $ 5,032
Series B.oivviiiiii 4,300,000 4,246,000 4,246,000 6,369
SeriesS Covvvvviviciciiiiieee 2,700,000 2,691,668 2,691,668 6,056
SerieS Do 1,150,000 1,100,000 1,100,000 5,005
13,200,244 13,069,857 13,069,857 $ 22,462

The Convertible redeemable preferred stock haaicerights, preferences and privileges. All of theseferred shares were converted to
common stock as of the Initial Public Offering opri 29, 1996.

10. STOCKHOLDERS' EQUITY:
PREFERRED STOCK:

In March 1996, the Company authorized 5,000,000eshaf preferred stock. The Board of Directors thasauthority to establish all rights
and terms with respect to the preferred stock witliature vote or action by the shareholders.

INITIAL PUBLIC OFFERING AND CONVERSION OF PREFERRED STOCK:

In April 1996, the Company and a principal stockleslissued 2,500,000 and 150,000 shares of comtuok, sespectively, in an initial
public offering. In connection with the initial pliboffering, all outstanding shares of preferréock were converted into an aggregate of
13,069,857 shares of common stock. Additionallyp@2@,shares of common stock were issued upon thexeetise of warrants for preferred
stock.

STOCK OPTION PLAN:

The Board of Directors has reserved 3,125,000 stafreommon stock under its 1996 Stock Option Rilaa "Plan”) for issuance to
employees and directors of the Company. The 1986 Ripersedes the 1991 Stock Option Plan.

Under the terms of the Plan, options may be graatgadices not lower than fair market value at dditgrant as determined by the Board of
Directors. The options are immediately exercisaiplen the vesting, expire ten years from date afitgrad the shares issued upon exercise of
the options are generally subject to a right ofirepase by the Company upon termination of emplaymiéth the Company. Option shares
subject to repurchase normally vest at 20% afterpteting one year of service to the Company andéh@ining amount equally over 48
months, until fully vested after five years. Cantahares held by a founder of the Company vesilksvs: 20% on date of grant and 6.25% of
the remaining shares in equal installments uporexpération of each three months of service conepl¢hereafter.
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

10. STOCKHOLDERS' EQUITY: (CONTINUED) Activity undehe Plan is as follows (in thousands, excepteshad per share data):

OUTSTANDING OPTIO NS
SHARES NUMBER

AVAILABLE OF EXERCISE

FOR GRANT SHARES PRICE TOTAL
Balances, December 31, 1993.......cccoevvcveeeee 395,205 931,980 $ 0.01-$0.22 5% 126
Options granted.......cccccceeeeevvvvivccccceeeee (422,775) 422,775 $ 0.22 5 95
Options exercised.........ccoceevvevvvveeeee. -- (385,206) $ 0.01-$0.22 5 (60)
Options canceled..........ccocveevveeiveeeeee. 156,520 (156,520) $ 0.01-$0.22 5 (26)
Balances, December 31, 1994.........ccoocveeeeeee 128,950 813,029 $ 0.01-%$0.22 5 135
Ooptions reserved......cccccveveveveeeeeeeees 601,971
Options granted......... — (820,819) 820,819 $ 0.225-$4.7 5 1,062
Options exercised.......ccccoceevveeivvnanees L - (720,591) $ 0.01-%$1.0 0 (205)
Options canceled........ccooocvevvvieiceaneee. L 112,382 (112,382) $ 0.01-$2.0 0 (29)
Balances, December 31, 1995.......ccccccevcvveeeee 22,484 800,875 $ 0.01-$4.7 5 973
Options reserved.......ocooveeeviceeeennscees 2,361,072
Options granted......... e — (1,035,829) 1,035,829 $ 4.75-$9.0 0 7,049
Options exercised..........cocceevvevvvveeeee. -- (138,738) $ 0.15-$7.2 0 (68)
Options canceled..........coceeevveeiveeeeee. 202,803 (202,803) $ 0.15-$9.0 0 (705)
Balances, December 31, 1996.......ccccocvveveeeeee. 1,550,530 1,495,163 $ 0.01-$9.0 0$ 7,249

At December 31, 1996, 1,951,821 outstanding optiesare vested and 216,359 shares of common stockradqunder the Plan were subject
to repurchase.

Consistent with the provisions of SFAS No. 123, @wmpany's net income or loss and net income srges share would have been adjusted
to the pro forma amounts indicated below (IN THOWEXS, EXCEPT PER SHARE AMOUNTS):

1996 1995
Net income (loss)--as reported.......cccceeeeeeee e $ 1,483 $ (1,602)
Net income (loss)--pro forma........cccceeeeeeeee e $ 572 $ (1,690)
Net income (loss) per share--as reported............ L $ 0.08 $ (0.37)
Net income (loss) per share--pro forma.............. L $ 0.03 $ (0.39)

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes modtH thie following weighted average
assumptions by subgroup:

GROUP A GROUP B
Risk-free interestrate........ccccovcvvvevveeeeee L 4.98%-6.70%  4.98%-6.70%
Expected life.................. . 2 1
Expected dividends..........coooceevviienenneeee L -- -
Expected volatility............oovevccvveeeee. L 0.50-0.88 0.50-0.88

The weighted average expected life was calculatsedbon the vesting period and the exercise behafveach subgroup. Group A represe
higher paid employees, while Group B represent&tow
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POLYCOM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

10. STOCKHOLDERS' EQUITY: (CONTINUED) paid employed& he risk-free interest rate was calculated @oetance with the grant date

and expected life calculated for each subgroup.

The options outstanding and currently exercisapleXercise price at December 31, 1996 are as fellow

OPTIONS OUTSTANDING

OPTIONS CURRENTLY
EXERCISABLE

WEIGHTED e

AVERAGE WEIGH TED WEIGHTED

REMAINING AVER AGE AVERAGE
EXERCISE NUMBER CONTRACTUAL EXERC ISE EXERCISABLE EXERCISE
PRICE EXERCISABLE LIFE PRI CE NUMBER PRICE
$0.15-$0.34 325,767 753 % 0.23 325,767 $ 0.23
$1.00-$4.88 261,496 890 ¢ 3.41 228,746 $ 3.20
$6.13-$6.13 325,050 985 $ 6.13 -- -
$6.25-$6.38 339,750 962 % 6.34 -- -
$7.20-$9.00 243,100 932 $% 8.78 58,600 $ 8.18

WARRANTS:

The Company had issued warrants to purchase up,500 shares of Series A preferred stock and 8&Ba8es of Series B preferred stock as
partial consideration to obtain equipment linesreidit. The warrants for Series A and Series Bepretl stock were all exercised in
conjunction with the Initial Public Offering. Theweere no warrants outstanding as of December 36.19

11. INCOME TAXES:

The Company's tax provision differs from the pramiscomputed using statutory increased tax ratdsliasv (in thousands):

Federal tax at statutory rate............cc.cc.....

Permanent difference due to non-deductible expenses

Foreign taxes.......cccoccuvveeeeiiieeeciniieenn.

State taxes, net of federal benefit................

Research credit..........cccccoovviveeciiinnnnn.

Net operating losses and research credits not benef
(benefited)......ccuveeeriiiiieiiiieiees

Alternative minimum taxX........ccccoevevveeeennns

YEAR ENDED DECEMBER 31,

1996 1995 1994
........ $ 541 $ (545)$ (1,007)
........ 23 21 9
........ 45 - --
........ 93 (98)  (181)
........ (197) (254) (360)
ited
........ (460) 876 1,539
........ 63 - --

$ 108 $ - $ --
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POLYCOM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

11. INCOME TAXES: (CONTINUED) The tax effects ofntporary differences that give rise to significaattpns of the deferred tax assets
are presented below (in thousands):

YEAR ENDED DECEMBER 31,

1996 1995 1994

Fixed assets, principally due to differences in

depreciation............cceeeeveeiiieeieiieens ... $ 141 % (105% 23
Other accrued liabilities.............cccccene 1,127 1,089 451
State taxes (net of federal benefit)............... 239 179 40
Capitalized research expenditures.................. 419 547 293
Net operating loss carryforwards................... 2,190 2,835 3,031
Tax credit carryforwards.............ccccoeuueeee. ... 1,200 943 510
Valuation allowance...........c.cccceeeeiiiineeenn. ... (5,316) (5,488) (4,348)
Net deferred tax asset........cccccvrvrvennannnn e $ - $ - % -

Due to the uncertainty surrounding the realizatibthe favorable tax attributes in future tax regjrthe Company has placed a valuation
allowance against its otherwise recognizable nfgroed tax assets. The valuation allowance decdeast996 by $172,000 and increased
$1,140,000 and $1,344,100 in 1995 and 1994, raspbct

As of December 31, 1996, the Company has fedexalgdoperating loss carryforwards for tax purpasfespproximately $6,400,000 and
Federal tax credit carryforwards of $790,000. Thesteoperating loss carryforwards expire in thery@807 through 2009 and the tax credit
carryforwards expire in the years 2007 through 20ht Company has a state net operating loss camyd approximately $164,000 which
expires in 2001, and state tax credit carryforwafdspproximately $410,000, which expires in tharnge2007 through 2011.

The future utilization of the Company's net opergtioss carryforwards may be subject to certaiitditions upon certain changes in
ownership.

12. NOTES RECEIVABLE FROM STOCKHOLDERS:

During 1996, 1995 and 1994, the Company issuedrnidtes receivable for purchases of common stocktuitglstock option plan totaling
$17,000, $154,000 and $9,000, respectively. Asaxfdinber 31, 1996, the remaining balance of thews meas $29,000. The loans bear
interest ranging from 6.25% to 7.53% per annumraatlre from July 2004 to July 2005.
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POLYCOM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)

13. BUSINESS SEGMENT INFORMATION:

The Company operates in one industry segment ankietsats products in North America and in foreauuntries through its own direct sa
organization and resellers. The Company's expontavenues are all denominated in U.S. dollars,aaedsummarized as follows (in

thousands):

YEAR ENDED DECEMBER 31,

1996 1995 1994

$ 5159 $ 3,560 $ 1,984

BUIOPE...iiiii e,
3,399 2,391 1,529

Asia Pacific and rest of world...................... ...

$ 8558 $ 5951 $ 3,513

Individual customers which comprise 10% or mor¢hef Company's net revenues are as follows:

CUSTOMERS: 1995 1994
A e 11% 14%
B s - 11

11% 25%

During 1996, there were no individual customersolttdomprised 10% or more of the Company's net ig®n
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POLYCOM, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Current assets:
Cash and cash equivalents........................
Short-term investments..............c.cccvveees
Accounts receivable, net of allowance for doubtfu
30, 1997 and $443 at December 31, 1996.........
INVENLONIES. ...ovvviveveeeeeeeieees
Other current assets............ccccvvvvvenenes

Total current assets.............cceeeveune
Fixed assets, net
Other assets.......coccvvvvviiiiiiiiiiieeeeeeenn

Total assets.........oceeeeeveviiiiciinnnns

LIABILITIES A
Current liabilities:
Accounts payable...........ccccciiiiiiiinnnnn.
Accrued and other current liabilities............

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

Stockholders' equity:
CommON StOCK......uuvveiieeeeeeeeeiecicciiis
Additional paid-in capital .
Notes receivable from stockholders...............
Accumulated deficCit..............oeeeenvnnnns

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

Total liabilities and stockholders' equity...

(IN THOUSANDS)

D

SEPTEMBER 30, -
1997

ASSETS

(22)

The accompanying notes are an integral part oktfiancial statements.
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POLYCOM, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30, SEPTEMBER 30, SEPTEMBER 30, SE PTEMBER 30,
1997 1996 1997 1996
Net revenues............... . . $ 12507 $ 9,502 $ 34,517 $ 26,990
Cost of net revenues 6,755 4,619 18,556 12,678

Gross profit.......ccceeeceeiiieeiieeene. . 5,752 4,883 15,961 14,312
Operating expenses:

Sales and marketing.........cccccceeeeeeiininnne . 2,724 2,245 8,110 6,515
Research and development..............ccccueeee.. . 2,167 1,930 6,768 5,723
General and administrative....................... . 917 552 2,370 1,590
ACQUISItION EXPENSES......ccvvvvvrireeeeeeeeennn. . 133 -- 473 -

Total operating exXpenses.............ccceee.... . 5,941 4,727 17,721 13,828
Operating income/(10SS)..........ccoecuvvevenenns . (189) 156 (1,760) 484
Interest income, Net........ccccoecveieeeiiinenn. . 233 292 785
Other expense, Net.........cccceevviveeeenninnnn. . 30 23 97
Net income/(10SS)......ccceeevvveevieeiieeennen, . $ 14 $ 425 $ (1,072
Net income/(loss) per share............c........... . $ 000 $ 002 $ (0.06)

Weighted average shares outstanding................ . 19,783 19,833 19,053 18,657

The accompanying notes are an integral part oktfiancial statements.
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POLYCOM, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(IN THOUSANDS)

NINE MONTHS ENDED
SEPTEMBER 30, S EPTEMBER 30,
1997 1996
Cash flows from operating activities:
Net inCOME/(I0SS)....cccveeciieeiieesceeeeie e $ (1,072) $ 948
Adjustments to reconcile net income/(loss) to net cash provided by/(used in)
operating activities:
Depreciation and amortization................... 1,354 1,112
Provision for excess and obsolete inventories.... 493 205
Changes in assets & liabilities:
Accounts receivable.............ccocceeene (430) (2,669)
INVENLONIES. ...ovvieiiiiiiee e (2,058) (1,927)
Prepaid expenses and other assets.............. (1,055) (198)
Accounts payable............ccccveiirennn.n. 2,593 562
Accrued and other liabilities.................. 465 427
Net cash provided by/(used in) operating activities 290 (1,540)
Cash flows from investing activities:
Acquisition of fixed @SSetS.......cccccvvvceeees s (1,044)
Proceeds from sale and maturity of short term inv estments 116,027
Purchases of short term investments............... (132,694)
Net cash provided by/(used in) investing activities s 6,512 (17,711)
Cash flows from financing activities:
Proceeds from issuance of notes payable.......... - 2,974
Repayment of notes payable and capital leases.... - (5,966)
Proceeds from issuance of common stock, net of re purchases........cccccceveeen... 307 19,920
Proceeds from repayment of notes receivable from stockholders.........ccccceueee. 7 60
Net cash provided by financing activities.......... 16,988
Net increase/(decrease) in cash and cash equivalent (2,263)
Cash and cash equivalents, beginning of year....... 3,539
Cash and cash equivalents, end of period........... $ 1,276
Supplemental disclosure of cash flow information:
Cash paid for iNterest......ccccevvvvevvveeeeees e $ - $ 108
Supplemental schedule of noncash investing and fina ncing:
Fixed assets financed by notes payable.......... . L $ - $ 329
Common stock issued for notes from shareholders.. $ - $ 17

The accompanying notes are an integral part oktfinancial statements.
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POLYCOM, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)
1. BASIS OF PRESENTATION

The condensed consolidated balance sheet as afr8legt 30, 1997 and the condensed consolidatedngtate of operations for the three and
nine month periods ending September 30, 1997 af6 48d condensed consolidated statements of aash for the nine month periods
ending September 30, 1997 and 1996, have beenrptepga the Company without audit.

The preparation of financial statements in confeymiith United States' generally accepted accogrpirinciples requires management to
make estimates and assumptions that affect thetegpamounts of assets and liabilities and discsiicontingent assets and liabilities at
date of the financial statements and the reponteolats of revenues and expenses during the repoeréat. Actual results could differ from
those estimates.

In the opinion of management, all adjustments (Winclude only normal recurring adjustments) neassi present fairly the financial
position, results of operations and cash flowsegtt&nber 30, 1997 and for all periods presented baen made. The condensed consolic
balance sheet at December 31, 1996 has been démvedhe audited financial statements at that.date

Certain information and footnote disclosures nolyniacluded in financial statements prepared inoadance with generally accepted
accounting principles have been condensed or aipitiesuant to the Securities and Exchange Commissies and regulations. These
condensed financial statements should be readnjuioction with the audited financial statements aates thereto included in the Compa
Report on Form 10-K dated March 26, 1997, as anmendéMay 6, 1997, and filed with the Securities &xd¢hange Commission.

The Company uses a &3 week fiscal year. Each reporting period endtherlast Sunday of a month. As a result, a fisearynay not end
of the same day as the calendar period. For coaemeaiof presentation, the accompanying consolidatadcial statements have been shown
as ending on September 30 and December 31 of gatibable period.

This Report on Form 10-Q contains forward lookitegesments that involve risks and uncertaintiedutiog possible fluctuations in quarterly
results; the market acceptance of ShowStation lemdsks associated with this emerging marketatteeptance of SoundPoint, SoundStation
Premier and other new products; the timely laurfdh® color ShowStation product; the success ofithaufacturing transfer of the
SoundStation Premier product line; the impact ahpetitive products and pricing; the completionta# potential merger with ViaVideo
Communications, Inc. and the risks associated intdgrating the two companies; the profitabilitytbé videoconferencing division; and the
other risks detailed from time to time in the Comga SEC reports, including the Form 10-K dated 26, 1997, as amended on May 6,
1997, and the Form 10-Qs.
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POLYCOM, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)
2. INVENTORIES

Inventories are stated at the lower of cost or miai®ost is determined in a manner which approxes#ie first-in, firsbut ("FIFO") method
Inventories consisted of the following (in thoussnd

SEPTEMBER 30, DEC 31,

1997 1996
Raw MaterialS.......ccovveeeviiiieiicciieeeee e, $ 4,471 $ 3,252
Finished GOOUS......cccvvveeiiiiiiiiiieeee e 4,552 4,206

3. BANK LINE OF CREDIT

On October 31, 1997, the Company signed an agreemignSilicon Valley Bank for a $5.0 million bamkvolving line of credit which
replaces the line of credit that expired on Ap#| 1997 but was extended until July 31, 1997. Beimgs under the line are unsecured and
bear interest at the bank's prime rate (curren8963. Borrowings under the line are subject toaierfinancial covenants and restrictions on
indebtedness, equity distributions, financial gatgas, business combinations and other related.it€he line expires in October 1999.

4. STOCK OPTION REPRICING

In March 1997, the Company implemented an optigrtebation and regrant program for employees (ctth@n executive officers) holding
stock options with exercise prices per share irrexof $4.50. Outstanding options covering an aggeeof 223,200 shares with exercise
prices in excess of $4.50 per share were cancekkdew options for the same number of shares wargep with an exercise price of $4.375
per share. The new options will vest over a fivarygeriod beginning on March 5, 1997.

5. PER SHARE INFORMATION

Net income/(loss) per share is computed using #ighted average number of common and dilutive comeatguivalent shares outstand
during the period. Common equivalent shares conéishhares issuable upon the exercise of stockmptusing the treasury stock method.
Common stock issued under a stock option plan waietsubject to repurchase are excluded from skemesd in the computation of net loss
per share as their effect is antidilutive.

6. RECENT ACCOUNTING PRONOUNCEMENTS

In February 1997, the Financial Accounting Standd@dard issued Statement of Financial Accountirgn&irds No. 128, "Earnings per
Share" (SFAS No. 128). SFAS No. 128 establishaéffereht method of computing net income/(loss) gleare than is currently required ur
Accounting Principles Board Opinion No.

15. Under SFAS No. 128, the Company will be requitepresent both basic net income/ (loss) peresaiad diluted net income/(loss) per
share. Basic and diluted net loss per share iscésg@¢o approximate the currently presented netpes share. However, basic net income per
share is expected to be higher than net incomsh@ae as currently computed because the effedlubivd stock options will not be

considered in computing basic net income per slizhgted net income per share is expected to bepepable to the currently presented net
income per share. The Company will adopt SFAS 8.if its
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POLYCOM, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)

6. RECENT ACCOUNTING PRONOUNCEMENTS (CONTINUED) ¢&l quarter ending December 31, 1997 and at tiat &l historical
net income/(loss) per share data will be restatambhform to the provisions of SFAS No. 128.

In June 1997, the FASB issued SFAS No. 130, "Remp@omprehensive Income”. SFAS No. 130 establistesdards for the reporting and
display of comprehensive income and its componierasfull set of general purpose financial statetme@omprehensive income is defined as
the change in equity of a business enterprise gwiperiod from transactions and other events andrastances from non-owner sources.
The impact of adopting SFAS No. 130, which is dffexfor the Company in 1998, has not been detezthin

In June 1997, the FASB issued SFAS No. 131, "Dsales about Segments of an Enterprise and Relafieunation”. SFAS No. 131 requi
publicly-held companies to report financial andestmformation about key revenue-producing segmefitse entity for which such
information is available and is utilized by theatbperation decision maker. Specific informatiorbe reported for individual segments
includes profit or loss, certain revenue and expétesns and total assets. A reconciliation of segrfirancial information to amounts
reported in the financial statements would be mtedi SFAS No. 131 is effective for the Company988& and the impact of adoption has not
been determined.

7. FIRST AGREEMENT WITH 3M

In March 1997, the Company entered into a jointkating and development agreement with Minnesotaidiand Manufacturing Company
(3M). Under the agreement, 3M provides $3.0 milliofiunding to Polycom for certain deliverablesated to the development of
dataconferencing products and may also provideesh@chnology resources for the development oféypwoducts. Through September 30,
1997, Polycom recorded $3.0 million as revenue) #illion in each of the first three quarters 0BT9based on delivery of the items
specified in the contract. The amounts recognizebeenue approximates the amount that would haege becognized using the percentage
of completion methodology. Additionally, Polycomlkhgrant 3M exclusive private-label rights in centaistribution channels to the products
developed under this agreement subject to certaimmam volumes. Further, 3M received warrants techase up to 2,000,000 shares of the
Company's common stock at an exercise price ofd§yeb share. The warrants expire in March 1999¢khiay be extended until March
2000 depending on the delivery of Polycom's firstdpict developed under the agreement. The warvastes valued using the Black-Scholes
model and were determined to have an insignifizapact for financial reporting purposes. 3M alsag bartain rights of first offer under its
stock warrant agreement with Polycom which willgBM the right, for a period of 45 days after tffeaive time of the Merger, to purchase
approximately 950,000 shares of Polycom Commonksiba purchase price of $7.50 per share.

8. SECOND AGREEMENT WITH 3M

In June 1997, the Company entered into a secontijmrketing and development agreement with Mintaebtining and Manufacturing
Company (3M). Under this agreement, 3M provide® $2illion in funding to Polycom for certain delivales related to the development of
videoconferencing products and may also provideeshtechnology resources for the development afréuproducts. Polycom will grant 3M
exclusive private-label rights in certain distriloat channels to the products developed under triseanent.
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POLYCOM, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S (CONTINUED)
(UNAUDITED)
9. RELATED PARTY TRANSACTION

In March 1997, the Company loaned $250,000 to foesfof the Company under the terms of a noteivate which is due in March 2002.
The note is secured by shares of the Company'k steced by the officer.

10. LEASE COMMITMENTS

On May 12, 1997, the Company entered into a theae gperating lease for 19,890 square feet ofldibgiin Livermore, California. The
space is being used as the Company's distributidirepair center. The lease associated with thidibg will expire on May 31, 2000 and t
minimum annual payments under this lease are bsval 1997--$69,615; 1998--$126,302; 1999--$138, 2800--$59,670.
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Stockholders ViaVi€@mmmunications, Inc.

We have audited the accompanying balance sheebdidéo Communications, Inc. ("ViaVideo") (a Compadn the development stage),
formerly known as What a View Software, Inc., aPecember 31, 1996 and the related statementsepftipns, changes in stockholders'
equity and cash flows for the period from Septenilierl996 ("inception™) to December 31, 1996. THaesancial statements are the
responsibility of ViaVideo's management. Our resiloility is to express an opinion on these finahstatements based on our audit.

We conducted our audit in accordance with generalbepted auditing standards. Those standardsedtyat we plan and perform the audit
to obtain reasonable assurance about whethenmthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of ViaVideo (a Company
in the development stage) as of December 31, 1#886the results of its operations and its cashdlfaw the period from inception to
December 31, 1996, in conformity with generallyegted accounting principles.

Coopers & Lybrand LLP

Austin, Texas
August 21, 1997
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VIAVIDEO COMMUNICATIONS, INC.

(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)

Current assets:
Cash and cash equivalents...............c........
INVENTOIY...oveiiiieieeeieee e
Prepaids and other current assets................

Total current assets........c.ocvveeeennnes
Property and equipment:
Furniture and fixtures...........cccoccvveveenne
Equipment...........ccoeeene
Leasehold improvements.............cccceeeueee.

Less accumulated depreciation....................

Net property and equipment.....................
Other assets, Net..........cccoccvviiiiiiinenns

Total assets........ccveeeeeeeeiiiiiccininnns

LIABILITIES A

Current liabilities:
Line of credit.........ccocovveeeiicinneenne
Accounts payable...
Accrued eXpenSesS.........coovuveeeeeniiineaenn

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

Commitments and contingencies (Notes 4 and 10)
Stockholders' equity:
Convertible preferred stock, $.001 par value, 5,0
authorized, respectively
Series A preferred, 2,019,448 and 2,574,310 sha
respectively, aggregate liquidation preferenc
respectively.....ccoccccceveeeeiesieienns
Series B preferred, 2,333,334 shares issued and
1997, aggregate liquidation preference of $7,
Common stock, $.001 par value, 8,000,000 and 14,0
respectively, 2,190,554 shares issued and outst
Additional paid-in capital.......................
Deficit accumulated during the development stage.

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

Total liabilities and stockholders' equity...

BALANCE SHEETS

DECEMBER 31,

1996

ASSETS

34,517

00,000 and 6,000,000 shares

res issued and outstanding,

e of $2,019,448 and $2,574,310,
................................. 2,019
outstanding at September 30,

........................... 2,191
... 1,993,004
(357,475)

The accompanying notes are an integral part oktfiancial statements.
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PTEMBER 30,
1997

UNAUDITED)

4,589,207
202,222
239,985

5,031,414
8,029

584,345
22,111

400,000
1,124,060
431,821

2,574
2,333
2,191

9,513,758

(5,891,144 )



VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)

STATEMENTS OF OPERATIONS

FOR THE
PERIOD FROM CuU
SEPTEMBER 10, F
1996 FOR THE PER
(INCEPTION) NINE MONTHS  SEPT
TO ENDED
DECEMBER 31, SEPTEMBER 30, (INC
1996 1997 SEPTEM

(UNAUDITED
Operating expenses:

Research and development.........cccccceceeeeee. L. $ 307,576 $3,357,691 $
Sales and marketing.............. - 1,044,745
Manufacturing start-up........... - 212,916

General and administrative 61,751 1,026,061

Total operating eXpenses.........cccceeeee. v 369,327 5,641,413

Operating loSS....ccoovvvveviiiiiiieeeeeeeee . (369,327) (5,641,413)

Other income (expense):

Interest eXPenSse.....ccovcveeeeviciiveeneiceees (650) (12,239)
Interest income...... N 12,502 119,983

Net loss $ (357,475) $(5,533,669) $

The accompanying notes are an integral part oktfiancial statements.
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MULATIVE
OR THE
|OD FROM
EMBER 10,
1996
EPTION) TO
BER 30, 1997

3,665,267
1,044,745
212,916
1,087,812

(6,010,740)

(12,889)
132,485



VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE PERIOD FROM SEPTEMBER 10, 1996 (INCEPTION) TO DECEMBER 31, 1996
AND THE NINE MONTHS ENDED SEPTEMBER 30, 1997

PREF ERRED COMMON ADDITIONAL TOTAL
—————————— PAID-IN ACCUMULATED STOCKHOLDERS'
SHARES AMOUNT SHARES  AMOUNT CAPITAL DEFICIT EQUITY

10, 1996......ccvveieiiieiees 2,160,030 $ 2,160 $ (1,160) $ 1,000
Issuance of shares of Series A

preferred stock at $1 per share, net

of issuance costs, on October 24,

1996.....iiieiiiieeeee e 1,960,000 $ 1,960 1,931,754 1,933,714
Conversion of promissory note into

common and preferred shares at $0.10

and $1 per share, respectively, on

October 24, 1996.............cccu.. 59,448 59 30,524 31 62,410 62,500
$(357,475) (357,475)
Balance, December 31, 1996............. 2,019,448 2,019 2,190,554 2,191 1,993,004 (357,475) 1,639,739
Issuance of shares of Series A

preferred stock at $1 per share, on

January 29, 1997 (unaudited)......... 40,000 40 39,960 40,000
Issuance of shares of Series A

preferred stock at $1 per share, net

of issuance costs, on April 4, 1997

(unaudited)..........ccoeeriinnins 514,862 515 508,588 509,103
Issuance of shares of Series B

preferred stock at $3 per share, net

of issuance costs, on May 28, 1997

(unaudited)..........coeerrrennns 2,333,334 2,333 6,969,974 6,972,307
Issuance of non-qualified options on

August 27, 1997 (unaudited).......... 2,232 2,232
Net loss (unaudited) (5,533,669) (5,533,669)

Balance, September 30, 1997
(unaudited)

$ 4,907 2,190,554 $ 2,191 $9,513,758 $(5,891,144) $3,629,712

The accompanying notes are an integral part oktfinancial statements.
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VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)

STATEMENTS OF CASH FLOWS

FOR THE
PERIOD FROM CuU
SEPTEMBER 10, F
1996 PER

(INCEPTION) FOR THE NINE  SEPT
TO MONTHS ENDED
DECEMBER 31, SEPTEMBER 30, (INC

1996 1997 SEPTEM
(UNAUDITED
Cash flows from operating activities:

NELIOSS..coviviicieiieceecee e e, $ (357,475) $(5,533,669) $
Adjustments to reconcile net loss to net cash use din

operating activities:

Depreciation and amortization..........c........ ... 4,735 75,135

Loss on write-off of assets........cccceeeveeee. L -- 102,693

Issuance of non-qualified options.............. . ... -- 2,232

Changes in assets and liabilities:
Prepaids and other current assets............
INVENTOIY....vviiiiiiiiieii e
Accounts payable and accrued expenses........

(12,065)  (227,920)
- (202,222)
99,808 1,456,073

Net cash used in operating activities...... ... (264,997) (4,327,678)

Cash flows from investing activities:

Purchases of property and equipment.............. (68,970) (659,461)

Other expenditures..........cccceevcvveeeeinnes (8,311) -
Net cash used in investing activities...... ... (77,281) (659,461)
Cash flows from financing activities:
Net borrowings on line of credit................. .~ . 50,000 350,000
Proceeds from issuance of convertible promissory note......... 62,500 --
Proceeds from issuance of common stock........... . ... 1,000 -
Proceeds from issuance of preferred stock........ . 1,933,714 7,521,410
Net cash provided by financing activites.. ... 2,047,214 7,871,410
Net increase in cash and cash equivalents.......... . ... 1,704,936 2,884,271
Cash and cash equivalents at beginning of period... ... -- 1,704,936
Cash and cash equivalents at end of period......... . $1,704,936 $4,589,207 $

Supplemental cash flow information:
Interest paid.....cccocevvvevvveviieiiiesieies e, $ 230 $ 9,559 $
Non-cash financing activities:

Conversion of promissory note for common stock.
Conversion of promissory note for preferred sto

The accompanying notes are an integral part oktfiancial statements.
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(5,891,144)

79,870
102,693
2,232

(239,985)
(202,222)
1,555,881

(8,311)

400,000
62,500
1,000
9,455,124



VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO FINANCIAL STATEMENTS
1. ORGANIZATION AND BASIS OF PRESENTATION:

ViaVideo Communications, Inc. ("ViaVideo"), a Delawe corporation, formerly known as What a View @afte, Inc., was founded on
September 10, 1996. ViaVideo is developing videdexmncing hardware and software that incorporadésred technology. ViaVideo's
products will allow businesses to conduct faceatmefmeetings among dispersed groups without theaodsinconvenience of traveling to
remote locations. ViaVideo intends to market idedconferencing products through various worldvdid¢ribution channels and broadly
target businesses that have a need for meetinganchunicating with employees, other individual®mganizations in remote locations.

ViaVideo is devoting substantially all of its presefforts to the design, testing, production aratkating of its initial product, and to the
establishment of its business. To date ViaVideortwsecognized any revenue from the sale of angymts, licenses, services or

merchandise. ViaVideo has incurred losses fromaifmers since inception. Accordingly, ViaVideo isi@elopment stage enterprise as
defined in Statement of Financial Accounting Staddq"SFAS") No. 7, "Accounting and Reporting byM@pment Stage Enterprises."”

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
USE OF ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periattsiafresults could differ from those
estimates.

CASH EQUIVALENTS

For the purpose of the statement of cash flowsyMi@o's management considers all highly liquid stagents purchased with an original
maturity date of three months or less to be casiivatgnts.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost, netoofnaulated depreciation. Expenditures for normahiteaance of property and equipment
are charged against income as incurred. Expendituhéch significantly extend the useful lives oé thssets are capitalized. The costs of
assets retired or otherwise disposed of and tlaethccumulated depreciation balance are remowedthe accounts and any resulting gain
or loss is included in income. Equipment is de@tsd over three years using the straight-line ntetira furniture and fixtures are
depreciated over five years using the straight4tirethod.

RESEARCH AND DEVELOPMENT
Research and development costs are charged tatiopsras incurred.
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VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONNUED) INCOME TAXES

ViaVideo accounts for its income taxes in accor@anith SFAS No. 109, "Accounting for Income Taxaster which deferred tax assets or
liabilities are computed based on the differendevben the financial statement and income tax basassets and liabilities using the enacted
marginal tax rate. Deferred income tax expensesetlits are based on the changes in the asseé#bitities from period to period.

NEW ACCOUNTING STANDARDS

In February 1997, the Financial Accounting Stand@dard (FASB) issued SFAS No. 128 "Earnings per&hand No. 129 "Disclosure of
Information about Capital Structure." SFAS No. Ep&cifies the computation, presentation and digotosequirements for earnings per share
and is designed to improve earnings per sharenmdtion by simplifying the existing computationalidglines and revising the previous
disclosure requirements. SFAS No. 129 consolidategxisting disclosure requirements to disclostageinformation about an entity's
capital structure. Both statements are effectivgpésiods ending after December 15, 1997.

In June 1997, the FASB issued SFAS No. 130, "Remp@omprehensive Income," which establishes stalsdar reporting and display of
comprehensive income and its components in aétlbgeneral-purpose financial statements
. SFAS No. 130 is effective for fiscal years begngnafter December 15, 1997.

Also in June 1997, the FASB issued SFAS No. 131s¢bsures about Segments of an Enterprise anédfeddnformation,” which
establishes standards for the way that public lessienterprises report information about operaaggnents in annual financial statements
and requires that those enterprises report sel@tfiunation about operating segments in interinaficial reports issued to stockholders. It
also establishes standards for related discloslrest products and services, geographic areas ajut oustomers. SFAS No. 131 is effec
for financial statements for periods beginning ralecember 15, 1997.

Management does not believe the implementatiohaxd recent accounting pronouncements will havataral effect on its financial
statements.

3. CONCENTRATIONS OF CREDIT RISK:

ViaVideo's financial instruments that are exposeddncentrations of credit risk consist primarifycash and cash equivalents and letters of
credit. ViaVideo's cash and cash equivalents aiataiaed in demand deposit accounts and investaetunts with financial institutions in
amounts that may exceed federally insured limitbane invested in securities of the United Stataeghment. Management does not believe
there is undue risk of loss inasmuch as, in managésopinion, the financial institutions in whicash is deposited are high credit quality
institutions and the securities are obligationthefUnited States government. However, managenséintaes that approximately $144,000
and $4,621,000 of its cash and cash equivalenhbasaat December 31, 1996 and September 30, I&$katively, were not covered by
federal insurance programs or obligations of th@ddinStates government, and therefore, were sutqmitential loss.
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VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

3. CONCENTRATIONS OF CREDIT RISK: (CONTINUED) DugrMay 1997, a bank issued a standby letter of ttedine of ViaVideo's
major suppliers for $335,000. The letter of credipires in April 1998 and is collateralized by Vid#o's certificate of deposit for a similar
amount deposited with the bank. Also, during Audi®97, a bank issued a standby letter of credin®of ViaVideo's major suppliers for
$75,000. The letter of credit expires in July 1898 is collateralized by ViaVideo's certificatedefposit for a similar amount deposited with
the bank. As of September 30, 1997, the suppligdsnot made any draws against the letters of credit

4. COMMITMENTS:

ViaVideo leases its facilities and certain othewipment for its operations. Rental expense forpdagod from September 10, 1996 (inception)
to December 31, 1996 and the nine months ende@@bpt 30, 1997 was $12,015 and $92,284, respectielure minimum rental
payments under operating leases that have initisraaining noncancelable lease terms in excesa®fear as of September 30, 1997 are
not significant.

5. INCOME TAXES:

At December 31, 1996 and September 30, 1997, V&Viths net deferred tax assets of approximatel®,808 and $2,093,000, respectively,
arising primarily from cumulative net operatingdasarryforwards and investment tax credits. In ed&oce with the provisions of SFAS No.
109, the net deferred tax assets are fully offgatdbuation allowances at December 31, 1996 andeSdyer 30, 1997 due to uncertainty of
realization of the assets, which has resulted imarease to the valuation account at Septembet@V, of approximately $1,961,000. At
December 31, 1996 and September 30, 1997, Via\hidemet operating loss carryforwards of approxifge#857,000 and $5,881,000,
respectively, which expire beginning 2011 throu@h2 The difference between ViaVideo's federal medax at the statutory rate and the
effective tax rate is due primarily to the changé¢hie valuation allowance.

6. DEBT:

ViaVideo has a bank credit agreement which provfdes revolving line of credit of up to $400,000dugh May 9, 1997 and up to $750,000
through November 9, 1998. The outstanding balandhe line of credit at December 31, 1996 and Sepés 30, 1997 was $50,000 and
$400,000, respectively, with an interest rate etuébe bank's prime rate plus 1.5% and 0.75% easgely (9.75% and 9.25% at December
31, 1996 and September 30, 1997, respectively)lifbeof credit is collateralized by substantiadly of the assets of ViaVideo. The line of
credit agreement includes a term debt provisiorctvhilows ViaVideo to convert line of credit advansdo term financing for approved
equipment purchases made during the period from 814997 to November 9, 1997. The unpaid prindiygddnce of equipment advances at
November 9, 1997 shall be repaid over a term ahd6ths. Monthly principal and interest paymentapproved equipment advanc
commence on December 9, 1997. At September 30, 188 were no term debt balances under this gimvi

In September 1996, ViaVideo issued a promissorg fat$62,500, bearing interest at a rate of 6%ap@um and convertible into ViaVideo's
capital stock upon completion of an equity finaigcifihe note was converted into 30,524 shares ofrtmmstock at a conversion rate of $(
per share and 59,448 shares of Series A prefetweld at a conversion rate of $1.00 per share ikt 1996.
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VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
7. STOCKHOLDERS' EQUITY:
PREFERRED STOCK

ViaVideo's preferred stock consists of Series A Bpndvhich were initially issued in 1996 and 199%5pectively. Of the 6,000,000 shares of
preferred stock authorized at September 30, 199742310 shares are designated as Series A an@d,@)0shares are designated as Seri
The Series A and B preferred stocks have no manddieidend requirement and have a liquidation @refice to any payment on the
common stock of $1 and $3, respectively, per shugany accrued but unpaid dividends. In the ewétite liquidation of ViaVideo prior to
May 31, 1998, and after all other liquidation prefeces have been paid to the Series A and B peefstockholders, the Series A preferred
stockholders will share ratably, on an as conveptesis, in the remaining assets of ViaVideo with ¢tbmmon stockholders, with the Series A
preferred stockholders receiving up to an aggregeteunt of $3.50 per share and thereafter at acegbate equivalent to 50 percent of their
ratable share up to an aggregate amount of $4r78hpee. In the event of the liquidation of ViaVidafter May 31, 1998, and after all other
liquidation preferences have been paid to the Sdtiand B preferred stockholders, the Series ABpdeferred stockholders will share
ratably, on an as converted basis, in the remaiagsgts of ViaVideo with the common stockholdeiih) the Series A preferred stockholders
receiving up to an aggregate amount of $3.50 peneshind thereafter at a reduced rate equivaleésa frercent of their ratable share up to an
aggregate amount of $4.75 per share, and withehiesSB preferred stockholders receiving up toggregate amount of $9 per share. The
Series A and B preferred stocks are not redeenmaitlmay be converted at the option of the hold&r @ommon stock at the ratio of one
share of preferred stock for one share of commaeckssubject to adjustment for dilutive eventshwstich conversion occurring automatici
upon the occurrence of a public offering of Viaveeecommon stock, subject to certain requireméntstfecting such conversion, ViaVideo
shall pay any accrued but unpaid dividends on llages being converted. The Series A and B prefataks have voting rights equal to
common stock voting rights.

COMMON STOCK SPLIT

On October 23, 1996, ViaVideo's Board of Directapproved a 2.16 for 1 stock split of ViaVideo's ecoam stock. Accordingly, all share and
share amounts of common stock for all periods pteskhave been retroactively adjusted to reflextstiock split.

STOCK OPTION PLAN

ViaVideo sponsors the 1996 Stock Option/Stock Issad@lan (the "Plan™), which is a stock-based iticercompensation plan as described
below. ViaVideo applies Accounting Principles Bo&tdPB") Opinion No. 25 and related Interpretationsaccounting for the Plan. In 1995,
the Financial Accounting Standards Board issuedSRA. 123 "Accounting for Stock-Based Compensatishith, if fully adopted by
ViaVideo, would change the method ViaVideo appifesecognizing the cost of the Plan. Adoption @ tlost recognition provisions of SF,
No. 123 is optional and ViaVideo has decided nalézt these provisions of SFAS No. 123. However fprma disclosures as if ViaVide
adopted the cost recognition provisions of SFAS NRR are required, if material.

The Plan provides for the grant of stock optionsff@ers, key employees and consultants of Via¥dittepurchase shares of ViaVideo's
common stock, to receive restricted stock, an@¢eive stock bonuses. As of December 31, 1996 aptt®ber 30, 1997, ViaVideo has
reserved 750,000 and 1,350,000
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VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

7. STOCKHOLDERS' EQUITY: (CONTINUED) shares, restpesly, of common stock for grant under the Plaptions granted may be

either incentive stock options or nonqualified &toptions, as defined by the Internal Revenue Chabentive stock options cannot be

granted with an exercise price of less than 100%hefair market value of the stock or 110% offiie market value of the stock in the case
of a 10% or more stockholder of ViaVideo. The opigranted under the Plan are exercisable at amytinor after the grant date, vest as
determined by the Board of Directors of ViaVideotba grant date and expire 10 years from the gfatg. In the event the optionee ceases to
provide services to ViaVideo while holding unvesgbdres, ViaVideo has the right to repurchase tivested shares at the exercise price. In
the event the options granted are forfeited orrexphe shares of common stock subject to thosesrigill again be available for issuance
under the Plan.

A summary of the status of ViaVideo's stock optiasf December 31, 1996 and September 30, 1968&harchanges during the period fi
September 10, 1996 (inception) to December 31, #@6the nine months ended September 30, 199 semed below:

OPTIONS OUTSTANDING

WEIGHTED-AVERAGE
NUMBER OF EXERCISE PRICES
SHARES PER SHARE

Balance, September 10, 1996 (Inception)........... . ...

Balance, December 31, 1996..........cccevevccceeeee. e -
Granted.......coovvvvvveciii e, 1,167,250 $ 0.46

Balance, September 30, 1997.......cccoocvevviceeees 1,167,250 $ 0.46

Exercisable at December 31, 1996................... . e -
Exercisable at September 30, 1997......ccccccceee.. L 1,167,250 $ 0.46

The weighted-average fair value of options gramtadng the nine months ended September 30, 199B®a2. The fair value of each stock
option granted during the nine months ended SepeM 1997 is estimated on the date of grant usi@agninimum value method with the
following weighted-average assumptions: no dividgiedd; risk-free interest rate of 6.35%; the expedives of options are five years.

OPTIONS OUTSTANDING OPTIONS EXERCISABLE
NUMBER NUMBER
RANGE OF OUTSTANDING WTGD. AVG. WTGD/ AVG. EXERCISABLE WTGD. AVG.
EXERCISE AT SEPTEMBER 30, REMAINING EXERCISE AT SEPTEMBER 30, EXERCISE
PRICES 1997 CONTR. LIFE PRICE 1997 PRICE
$.10 - $1.00 1,047,750 10 years $ 0.20 1,047,750 $ 0.20
$2.03 - $3.03 119,500 10 years $ 278 119,500 $ 278
Total 1,167,250 10 years $ 0.46 1,167,250 $ 0.46

During the nine months ended September 30, 19%V/ideo did not incur any compensation costs forRlea under APB Opinion No. 25
and, if ViaVideo had fully adopted SFAS No. 123 ttompensation costs that would have been incwoedd not have been significant. T
may not be

F-34



VIAVIDEO COMMUNICATIONS, INC.
(FORMERLY KNOWN AS WHAT A VIEW SOFTWARE, INC.)

(A DEVELOPMENT STAGE ENTERPRISE)
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

7. STOCKHOLDERS' EQUITY: (CONTINUED) indicative tiie effect in future periods. ViaVideo anticipateaking awards in the future
under its stock-based compensation plan.

8. MERGER AGREEMENT:

On June 11, 1997, ViaVideo entered into a defimitiverger agreement with Polycom, Inc. ("Polycora'publicly held company. Once all of
the conditions for closing have been satisfied Mitleo, Polycom will issue 1.183684 shares of Potg common stock or stock options
(subject to adjustment if Polycom's share pricese’ls $9.00 at the time of closing) in exchange#&mh share of ViaVideo's common stoc
stock options. In addition, immediately prior t@tmerger, each share of ViaVideo preferred stodkb&iconverted into one (1) share of
ViaVideo common stock. Among the various conditifmrsclosing that must be met by March 31, 1998 dexelopment and completion of
products in compliance with agreed upon specifices]j at least $75,000 in product sales, a Polydwaresprice of at least $3.00 per share,
the ability to account for the merger under thelipgoof interests method.

9. SERVICES AGREEMENTS:

During May 1997, ViaVideo entered into a servicggeeament with Polycom. At ViaVideo's request, Poicprovides consulting and
administrative support services to ViaVideo that primarily related to research and developmetessausiness development and
manufacturing. Polycom charges ViaVideo for itaiattost for the services rendered plus 10 pemftd costs. The services agreement will
expire when mutually terminated. From May 1997 tigio September 30, 1997, ViaVideo incurred approteigas284,000 in expenses for
services received pursuant to this agreement.

During July 1997, Polycom entered into a servigge@ment with ViaVideo. At Polycom's request, Vid®® will provide consulting and
administrative support services to Polycom thatpaimarily related to marketing, business developingales engineering, public relations
and office space for one of Polycom's employeeaVidieo charges Polycom for its actual costs forséwices rendered plus 10 percent of its
costs. The services agreement can be terminated3{pdays notice from either party. From July 1886ugh September 1997, ViaVideo
billed Polycom approximately $65,000 for servicesvided pursuant to this agreement.

10. SUBSEQUENT EVENT:
LITIGATION

ViaVideo and its founders, who are former employ&fe¢TEL, are defendants in a lawsuit filed by VTEHLSeptember 1997 whereby VTEL
is alleging that ViaVideo and its founders are vgioly using VTEL's trade secrets and proprietarfpimation and are engaging in other
conduct in violation of employment agreements thatfounders had signed with VTEL when they wer@legees of VTEL. The
management of ViaVideo believes that these clamswthout merit and intends to defend them vigsipuAlso, the management of
ViaVideo, after consultation with outside legal osal, believes that the likelihood of an unfavoeadaitcome arising from the adjudication of
this lawsuit is remote. Management has not recoasigdiability in the financial statements that maase from the adjudication of this
lawsuit.
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AGREEMENT AND PLAN OF REORGANIZATION

This AGREEMENT AND PLAN OF REORGANIZATION (the "Agement") is made and entered into as of June B, 1 and among
Polycom, Inc., a Delaware corporation ("AcquiroNgnice Acquisition Corporation, a Delaware corpioraand wholly-owned subsidiary of
Acquiror ("Merger Sub"), and ViaVideo Communicatiomnc., a Delaware corporation ("Target").

RECITALS

A. The Boards of Directors of Target, Acquiror avidrger Sub believe it is in the best interestdefrtrespective companies and stockhol
that Target and Merger Sub combine into a singiepamy through the statutory merger of Merger Suh amd into Target (the "Merger")
and, in furtherance thereof, have approved the bferg

B. Pursuant to the Merger, among other thingspthstanding shares of Target Common Stock (assuth@éxgonversion of all outstanding
Target Preferred Stock into Common Stock priohw Effective Time, as defined below) shall be cotaeinto shares of Acquiror Common
Stock, $.0005 par value (“Acquiror Common Stockfjd all outstanding options to purchase Target Com8tock shall be assumed by
Acquiror and shall be exercisable into Acquiror @oom Stock at the rate set forth herein. Target ComBtock (assuming the conversion of
all outstanding Target Preferred Stock into Comr8tick prior to the Effective Time) and all outstargdoptions to purchase Target
Common Stock shall hereinafter to referred to agdaCapital Stock.

C. Target, Acquiror and Merger Sub desire to makéain representations and warranties and otheeatgnts in connection with the Merg

D. The parties intend, by executing this Agreemengdopt a plan of reorganization within the magrof Section 368 of the Internal
Revenue Code of 1986, as amended (the "Code"Yoaralise the Merger to qualify as a reorganizatimater the provisions of Sections 368
(a)(1)(A) and 368(a)(2)(E) of the Code.

E. The parties intend to cause the Merger to bewated for as a pooling of interests pursuant t& Apinion No. 16, Staff Accounting
Series Releases 130, 135 and 146 and Staff AccguBtilletins Topic Two.

F. Concurrent with the execution of this Agreemamd as an inducement to Acquiror and Merger Swamter into this Agreement, certain of
the affiliates of Target who are stockholders,afs or directors have on the date hereof entetechin agreement to vote the shares of
Target's Common Stock owned by such persons tmapphe Merger and against any competing proposals.

NOW, THEREFORE, in consideration of the covenants$ iepresentations set forth herein, and for ajoed and valuable consideration,
parties agree as follows:

ARTICLE |
THE MERGER

1.1 THE MERGER. At the Effective Time (as definedSection 1.2) and subject to and upon the terrdcanditions of this Agreement, the
Certificate of Merger attached hereto as EXHIBITtlAe "Certificate of Merger") and the applicableyisions of the Delaware General
Corporation Law ("Delaware Law"), Merger Sub shedlmerged with and into Target, the separate catp@xistence of Merger Sub shall
cease and Target shall continue as the survivingpeation. Target as the surviving corporationratte Merger is hereinafter sometimes
referred to as the "Surviving Corporation.”

1.2 CLOSING; EFFECTIVE TIME. The closing of thensactions contemplated hereby (the "Closing") dhék place as soon as practice
after the satisfaction or waiver of each of theditbons set forth in
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Article VI hereof or at such other time as the arhereto agree (the "Closing Date"). The Closimgl take place at the offices of Brobeck,
Phleger & Harrison LLP, Two Embarcadero Place, 22@08g Road, Palo Alto, California, or at such otbeation as the parties hereto agi
In connection with the Closing, the parties hesttall cause the Merger to be consummated by fiiegCertificate of Merger with the
Secretary of State of the State of Delaware, im@@nce with the relevant provisions of DelawareI(the time of such filing being the
"Effective Time").

1.3 EFFECT OF THE MERGER. At the Effective Timeg #ffect of the Merger shall be as provided in A&gseement, the Certificate of
Merger and the applicable provisions of Delaware/\&/ithout limiting the generality of the foregoingnd subject thereto, at the Effective
Time, all the property, rights, privileges, powarsl franchises of Target and Merger Sub shalline$te Surviving Corporation, and all del
liabilities and duties of Target and Merger Sublidecome the debts, liabilities and duties of $weviving Corporation.

1.4 CERTIFICATE OF INCORPORATION; BYLAWS.

(a) At the Effective Time, the Certificate of Inporation of Merger Sub, as in effect immediatelppto the Effective Time, shall be the
Certificate of Incorporation of the Surviving Corption until thereafter amended as provided by Wate Law and such Certificate of
Incorporation; provided, however, that Article Itbe Certificate of Incorporation of the SurviviGgrporation shall be amended to read as
follows: "The name of the corporation is Acquirbrg.”

(b) The Bylaws of Merger Sub, as in effect immeeliaprior to the Effective Time, shall be the Bykwof the Surviving Corporation until
thereafter amended.

1.5 DIRECTORS AND OFFICERS. At the Effective Tintlee directors of Merger Sub, as in effect immedyapeior to the Effective Time,
shall be the directors of the Surviving Corporatientil their respective successors are duly etboteappointed and qualified. The officers of
Merger Sub, as in effect immediately prior to tHéegtive Time, shall be the initial officers of tierger Sub, until their respective succes
are duly elected or appointed and qualified.

1.6 EFFECT ON CAPITAL STOCK. By virtue of the Mergand without any action on the part of Merger Stdrget or the holders of any
the following securities:

(a) SHARES TO BE ISSUED; CONVERSION OF TARGET COMMGTOCK. The number of shares of Acquiror Commarckto be
issued (including Acquiror Common Stock to be resdrfor issuance upon exercise of Target optioasraed by Acquiror and all ungranted
options under the Target Stock Option Plan, asddfbelow) in exchange for the acquisition by Acguof all outstanding Target Capital
Stock and all reserved but ungranted options toieed arget Common Stock shall be Ten Million (BM@®O0) shares of Acquiror Common
Stock, reduced as a result of any Dissenting Shatake Effective Time, each share of Target Comr8tock (assuming the conversion of
all outstanding Target Preferred Stock into Comi8totk prior to the Effective Time) issued and autsling immediately prior to the
Effective Time will be canceled and extinguished &e converted automatically into the right to reeg¢hat number of shares of Acquiror
Common Stock obtained by dividing Ten Million (100)000) by the total amount of shares of Targetit@btock, plus all reserved but
ungranted options to purchase Target Common Sissked and outstanding immediately prior to theegiffe Time as set forth on
SCHEDULE 1.6 hereto (the "Exchange Ratio"). Notsigimding the foregoing, if, based on the averaghetlosing prices of Acquiror's
Common Stock as quoted on the Nasdaq National M&ystem for the ten (10) trading days immediapeceding (and including) the
second trading day prior to the Effective Time (t@éosing Price"), the product of (x) the total nioien of shares of Acquiror Common Stock
to be issued (including Acquiror Common Stock tadmserved for issuance upon exercise of Targevapissued by Acquiror under the
Target Stock Option Plan) and (y) the Closing P(sech product defined herein as the "Total Valexeeds $87,015,303, the Exchange
Ratio shall be reduced such that the Total
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Value shall be $87,015,303. The limit on the Totalue herein shall be recalculated in accordantke thie preceding formula based upon the
total number of shares of Acquiror Common Stockddssued (including Acquiror Common Stock to keereed for issuance upon exercise
of Target options issued by Acquiror under the €atock Option Plan) as calculated immediatelgrio the Effective Time; in no event
shall the Total Value exceed $90,000,000. No ctldggustment shall be made in the Exchange Ratiorasudt of any cash proceeds received
by Target from the date hereof to the Closing patesuant to the exercise of currently outstandiptipos to acquire Target Common Stock.

(b) CANCELLATION OF TARGET COMMON STOCK OWNED BY AQUIROR OR TARGET. At the Effective Time, all shamfs

Target Common Stock that are owned by Target asurg stock and each share of Target Common Stenka by Acquiror or any direct or
indirect wholly-owned subsidiary of Acquiror or darget immediately prior to the Effective Time dhmd canceled and extinguished without
any conversion thereof.

(c) TARGET STOCK OPTION PLANS. At the Effective TanTarget's 1996 Stock Option/Stock Issuance Rfen"Target Stock Option
Plan") and all options to purchase Target CommoiSthen outstanding under the Target Stock ORilan shall be assumed by Acquiror in
accordance with Section 5.13.

(d) CAPITAL STOCK OF MERGER SUB. At the Effectiveriie, each share of Common Stock, $.0001 par vafuderger Sub ("Merger
Sub Common Stock") issued and outstanding immdgiptéor to the Effective Time shall be convertedo and exchanged for one validly
issued, fully paid and nonassessable share of Con8tuxk, $.0001 par value, of the Surviving Corfiora Each stock certificate of Merger
Sub evidencing ownership of any such shares sbatlruie to evidence ownership of such shares afalagtock of the Surviving
Corporation.

(e) ADJUSTMENTS TO EXCHANGE RATIO. The Exchange iRathall be adjusted to reflect fully the effectamfy stock split, reverse spl
stock dividend (including any dividend or distrilmut of securities convertible into Acquiror Comm®tock or Target Common Stock),
reorganization, recapitalization or other like apamvith respect to Acquiror Common Stock or Ta@emmon Stock occurring after the date
hereof and prior to the Effective Time.

(f) FRACTIONAL SHARES. No fraction of a share of guiror Common Stock will be issued, but in lieurgaf each holder of shares of
Target Common Stock who would otherwise be entitted fraction of a share of Acquiror Common St¢atfter aggregating all fractional
shares of Acquiror Common Stock to be receiveduah hrolder) shall receive from Acquiror an amountash (rounded to the nearest whole
cent) equal to the product of (i) such fraction Jtiplied by (ii) the average of the closing pricgfsa share of Acquiror Common Stock for the
ten most recent days that Acquiror Common Stockifzaied ending on the trading day immediately pioathe Effective Time, as reported
the Nasdaq National Market.

(g) DISSENTERS' RIGHTS. Any shares held by perswis have not voted in favor of the Merger and wébpect to which such persons
shall become entitled to exercise dissenters'sightler Delaware Law ("Dissenting Shares") shadlbeoconverted into Acquiror Common
Stock but shall instead be converted into the righieceive such consideration as may be deterntimbd due with respect to such Dissen
Shares pursuant to Delaware Law. Target agreesetkagpt with the prior written consent of Acquirahich shall not be unreasonably
withheld, or as required under Delaware Law, it wilt voluntarily make any payment with respectaosettle or offer to settle, any such
purchase demand. Each holder of Dissenting Shébéssénting Stockholder") who, pursuant to the jBmns of Delaware Law, becomes
entitled to payment of the fair value for shareJafget Capital Stock shall receive payment theréfat only after the value therefor shall
have been agreed upon or finally determined putgdeasuch provisions). If, after the Effective Tipamy Dissenting Shares shall lose their
status as Dissenting Shares, Acquiror shall isadedeliver, upon surrender by such
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stockholder of certificate or certificates repragenshares of Target Capital Stock, the numbeshaies of Acquiror Common Stock to which
such stockholder would otherwise be entitled unidisrSection 1.6 and the Certificate of Merger agsnumber of shares allocable to such
stockholder that have been deposited in the EsErwavd (as defined below) in respect of such sharéegquiror Common Stock pursuant to
Section 2.2(c) and Article VIII hereof.

1.7 SURRENDER OF CERTIFICATES.
(a) EXCHANGE AGENT. The First National Bank of Boatshall act as exchange agent (the "Exchange Agarthe Merger.

(b) ACQUIROR TO PROVIDE COMMON STOCK AND CASH. Pratty after the Effective Time, Acquiror shall ma&eailable to the
Exchange Agent for exchange in accordance withAMisle |, through such reasonable procedures@gukor may adopt, (i) the shares of
Acquiror Common Stock issuable pursuant to

Section 1.6(a) in exchange for shares of Targett@laptock outstanding immediately prior to thedefive Time less the number of shares of
Acquiror Common Stock to be deposited into an egdumd (the "Escrow Fund") pursuant to the requizaits of Article VIII and (ii) cash in
an amount sufficient to permit payment of cashen bf fractional shares pursuant to Section 1.6(g)

(c) EXCHANGE PROCEDURES. Promptly after the EffgetiTime, the Surviving Corporation shall causedminiled to each holder of
record of a certificate or certificates (the "Clgtites") which immediately prior to the EffectiVéme represented outstanding shares of Ti
Capital Stock, whose shares were converted intoighe to receive shares of Acquiror Common Stakd(cash in lieu of fractional shares)
pursuant to Section 1.6, (i) a letter of transrhittehich shall specify that delivery shall be etied, and risk of loss and title to the Certificates
shall pass, only upon receipt of the Certificatgs$he Exchange Agent, and shall be in such formhae such other provisions as Acquiror
may reasonably specify) and (ii) instructions feeun effecting the surrender of the Certificatesxchange for certificates representing
shares of Acquiror Common Stock (and cash in ligiiaztional shares). Upon surrender of a Certidar cancellation to the Exchange
Agent or to such other agent or agents as may peir@ed by Acquiror, together with such letter i@frtsmittal, duly completed and validly
executed in accordance with the instructions tleetee holder of such Certificate shall be entitiedeceive in exchange therefor a certificate
representing the number of whole shares of Acq@ammon Stock less the number of shares of Acq@mmnmon Stock to be deposited in
the Escrow Fund on such holder's behalf pursuatttole VIII hereof and payment in lieu of fractial shares which such holder has the
right to receive pursuant to Section 1.6, and tbdificate so surrendered shall forthwith be caadeUntil so surrendered, each outstanding
Certificate that, prior to the Effective Time, repented shares of Target Capital Stock will be éekftom and after the Effective Time, for
all corporate purposes, other than the paymenivadehds, to evidence the ownership of the numlbéulbshares of Acquiror Common Sto
into which such shares of Target Capital Stockldtale been so converted and the right to receiva@n@ount in cash in lieu of the issuanc
any fractional shares in accordance with Secti6nAs soon as practicable after the Effective Tiarg] subject to and in accordance with the
provisions of Article VIII hereof, Acquiror shalbeise to be distributed to the Escrow Agent (asddfin Article VIII hereof) a certificate or
certificates representing shares of Acquiror Comi@totk which shall be registered in the name offberow Agent as nominee for the
holders of Certificates cancelled pursuant to $astion

1.7. Such shares shall be beneficially owned bf $intders and shall be held in escrow and shadiMadable to compensate Acquiror for
certain damages as provided in Article VIII. To theent not used for such purposes, such sharédshaleased, all as provided in Article
VIII hereof.

(d) DISTRIBUTIONS WITH RESPECT TO UNEXCHANGED SHARE No dividends or other distributions with resptecf.cquiror
Common Stock with a record date after the Effecliime will be paid to the holder of any unsurrerdke€ertificate with respect to the sha
of Acquiror Common Stock represented thereby tinélholder of record of such Certificate shall ender such Certificate. Subject to
applicable law, following surrender of any sucht@ieate, there shall be paid to the record holofethe certificates
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representing whole shares of Acquiror Common Sisgltied in exchange therefor, without interesthattime of such surrender, the amount
of any such dividends or other distributions witreaord date after the Effective Time theretofaaggble (but for the provisions of this
Section 1.7(d)) with respect to such shares of Aog@Common Stock.

(e) TRANSFERS OF OWNERSHIP. If any certificate $tvares of Acquiror Common Stock is to be issuealmiame other than that in which
the Certificate surrendered in exchange therefoegsstered, it will be a condition of the issuatizereof that the Certificate so surrendered
will be properly endorsed and otherwise in propent for transfer and that the person requesting suchange will have paid to Acquiror or
any agent designated by it any transfer or othexstaequired by reason of the issuance of a aatéifor shares of Acquiror Common Stock
in any name other than that of the registered malflthe Certificate surrendered, or establishetthéosatisfaction of Acquiror or any agent
designated by it that such tax has been paid motipayable.

(f) NO LIABILITY. Notwithstanding anything to theantrary in this Section 1.7, none of the Exchangem, the Surviving Corporation or
any party hereto shall be liable to any persorafor amount properly paid to a public official puastito and in compliance with any
applicable abandoned property, escheat or singilar |

(g) DISSENTING SHARES. The provisions of this Sentil.7 shall also apply to Dissenting Shares thex their status as such, except that
the obligations of Acquiror under this Section §hall commence on the date of loss of such staidishee holder of such shares shall be
entitled to receive in exchange for such sharesitimeber of shares of Acquiror Common Stock to wisisbh holder is entitled pursuant to
Section 1.6 hereof.

1.8 NO FURTHER OWNERSHIP RIGHTS IN TARGET CAPITATOCK. All shares of Acquiror Common Stock issuedmiphe

surrender for exchange of shares of Target Capitaik in accordance with the terms hereof (inclgdiny cash paid in lieu of fractional
shares) shall be deemed to have been issued isatigfaction of all rights pertaining to such &sanf Target Capital Stock and there shall be
no further registration of transfers on the recafithe Surviving Corporation of shares of Targapifal Stock which were outstanding
immediately prior to the Effective Time. If, aftdre Effective Time, Certificates are presentechto$urviving Corporation for any reason,
they shall be canceled and exchanged as providihdsidrticle 1.

1.9 LOST, STOLEN OR DESTROYED CERTIFICATES. In #eent any Certificates shall have been lost, stofedestroyed, the Exchange
Agent shall issue in exchange for such lost, stolethestroyed Certificates, upon the making of ffidavit of that fact by the holder thereof,
such shares of Acquiror Common Stock (and casieindf fractional shares) as may be required puntsiza

Section 1.6; provided, however, that Acquiror mayits discretion and as a condition precedenhé&issuance thereof, require the owner of
such lost, stolen or destroyed Certificates tovéela bond in such sum as it may reasonably dag@idemnity against any claim that may be
made against Acquiror, the Surviving Corporationhar Exchange Agent with respect to the Certifisatteged to have been lost, stolen or
destroyed.

1.10 TAX AND ACCOUNTING CONSEQUENCES. It is interdiby the parties hereto that the Merger shalldijstitute a reorganization
within the meaning of
Section 368 of the Code and (ii) qualify for acctiog treatment as a pooling of interests.

1.11 TAKING OF NECESSARY ACTION; FURTHER ACTION., lat any time after the Effective Time, any furthetion is necessary or
desirable to carry out the purposes of this Agregraad to vest the Surviving Corporation with fidht, title and possession to all assets,
property, rights, privileges, powers and franchise$arget and Merger Sub, the officers and dinectd Target and Merger Sub are fully
authorized in the name of third respective corponator otherwise to take, and will take, all siekiful and necessary action, so long as such
action is not inconsistent with this Agreement.
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ARTICLE II
REPRESENTATIONS AND WARRANTIES OF TARGET

In this Agreement, any reference to any event, ghaocondition or effect being "material" with respt any entity or group of entities means
any material event, change, condition or effectes to the financial condition, properties, aséetduding intangible assets), liabilities,
business, operations or results of operations @i eatity or group of entities. In this Agreemeanty reference to a "Material Adverse Effect”
with respect to any entity or group of entities meany event, change or effect that is materialiyesse to the financial condition, properties,
assets, liabilities, business, operations or resilbperations of such entity and its subsidiatidsen as a whole.

In this Agreement, any reference to a party's "Kedge" means such party's actual knowledge afterathd diligent inquiry of officers,
directors and other employees of such party reddphelieved to have knowledge of such matters.

Except as disclosed in a document of even datewiterand delivered by Target to Acquiror prior letexecution and delivery of this
Agreement and referring to the representationssardanties in this Agreement (the "Target DisclesB8chedule"), Target represents and
warrants to Acquiror and Merger Sub as follows:

2.1 ORGANIZATION, STANDING AND POWER. Target is amporation duly organized, validly existing andyood standing under the
laws of its jurisdiction of organization. Targetshthe corporate power to own its properties anthtoy on its business as now being
conducted and as proposed to be conducted andyisjaalified to do business and is in good standimegach jurisdiction in which the failure
to be so qualified and in good standing would haWaterial Adverse Effect on Target. Target hasvdedd a true and correct copy of the
Certificate of Incorporation and Bylaws or otheadler documents, as applicable, of Target, eactmended to date, to Acquiror. Target is
not in violation of any of the provisions of its ificate of Incorporation or Bylaws or equivalesganizational documents. Target does not
directly or indirectly own any equity or similart@rest in, or any interest convertible or exchabtgear exercisable for, any equity or similar
interest in, any corporation, partnership, joinbtuge or other business association or entity.

2.2 CAPITAL STRUCTURE. The authorized capital stedkr arget consists of 14,000,000 shares of Com8tonk and 6,000,000 shares of
Preferred Stock, of which there were issued anstanding as of the close of business on June BT, 29190,554 shares of Common Stock,
2,574,310 shares of Series A Preferred Stock @leeiés A Preferred") that are convertible into 2,310 shares of Common Stock, and
2,333,334 shares of Series B Preferred Stock Gkeiés B Preferred"”) that are convertible into 3,334 shares of Common Stock. There are
no other outstanding shares of capital stock dngatecurities and no outstanding commitmentssoasany shares of capital stock or voting
securities after June 10, 1997 other than purdoahe exercise of options outstanding as of sath dnder the Target Stock Option Plan. All
outstanding shares of Target Capital Stock are dutliorized, validly issued, fully paid and nonesssable and are free of any liens or
encumbrances other than any liens or encumbrameated by or imposed upon the holders thereof aamehot subject to preemptive rights
rights of first refusal created by statute, thetifleate of Incorporation or Bylaws of Target oryaagreement to which Target is a party or by
which it is bound. As of the close of business wne]10, 1997, Target has reserved (i) 1,350,00@sld Target Common Stock for issuance
to employees, officers, directors and consultantsymnt to the Target Stock Option Plan, of whiolshares have been issued pursuant to
option exercises or direct stock purchases, 1,83%8ares are subject to outstanding, unexercigéohs, and no shares are subject to
outstanding stock purchase rights. Since June9dy,ITarget has not (i) issued or granted additiopfions under the Target Stock Option
Plan or (ii) granted additional warrants or optigother than Target Options) to acquire Target @afitock. Except for (i) the rights created
pursuant to this Agreement and the Target Stocko@Rlan, (ii) Target's right to repurchase anyastgd shares under the Target Stock
Option Plan and (iii) options and warrants refert@th this

Section 2.2, there are no other options, warraalts, rights, commitments or agreements of anyatar to which Target is a
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party or by which it is bound obligating Targetidsue, deliver, sell, repurchase or redeem, orecaube issued, delivered, sold, repurchased
or redeemed, any shares of capital stock of Tangebligating Target to grant, extend, accelerageviesting of, change the price of, or
otherwise amend or enter into any such option, amdyicall, right, commitment or agreement. Theeerar other contracts, commitments or
agreements relating to voting, purchase or saleagjet's capital stock (i) between or among Taagetany of its stockholders and (i) to
Target's knowledge, between or among any of Targtitkholders, except for the stockholders dehigelrrevocable Proxies (as defined
below). The terms of the Target Stock Option Plarmpt the assumption or substitution of optionsvarrants, as applicable, to purchase
Acquiror Common Stock as provided in this Agreemuaiithout the consent or approval of the holderswith securities, the Target
stockholders, or otherwise and without any accétaraf the exercise schedule or vesting provisionsffect for those options. True and
complete copies of all agreements and instrumettasimg to or issued under the Target Stock Opfitam have been made available to
Acquiror and such agreements and instruments hatvieeen amended, modified or supplemented, and Hrerno agreements to amend,
modify or supplement such agreements or instrumaraay case from the form made available to AamjuiAll outstanding Target Capital
Stock was issued in compliance with all applicdblieral and state securities laws.

2.3 AUTHORITY. Target has all requisite corporatemer and authority to enter into this Agreement emdonsummate the transactions
contemplated hereby. The execution and delivethisfAgreement and the consummation of the traisectontemplated hereby have been
duly authorized by all necessary corporate actiothe part of Target, subject only to the appr@fahe Merger by Target's stockholders as
contemplated by Section 6.1(a). This Agreementieas duly executed and delivered by Target andtitotes the valid and binding
obligation of Target enforceable against Targetdoordance with its terms, except that such enédnitity may be limited by bankruptcy,
insolvency, moratorium or other similar laws affegtor relating to creditors' rights generally, aadubject to general principles of equity.
The execution and delivery of this Agreement bygEaidoes not, and the consummation of the tramsectontemplated hereby will not,
conflict with, or result in any violation of, or fiilt under (with or without notice or lapse of &por both), or give rise to a right of
termination, cancellation or acceleration of anyterial obligation or loss of any material benefider (i) any provision of the Certificate of
Incorporation or Bylaws of Target or any of its sigiaries, as amended, or (ii) any material mortgagdenture, lease, contract or other
agreement or instrument, permit, concession, fiaackicense, judgment, order, decree, statute, daginance, rule or regulation applicabli
Target or any of its subsidiaries or any of theoperties or assets except where such confliclatiom, default, termination, cancellation or
acceleration with respect to the foregoing provisiof (ii) would not be reasonably expected to hedaterial Adverse Effect on Target. No
consent, approval, order or authorization of, gigteation, declaration or filing with, any couatiministrative agency or commission or other
governmental authority or instrumentality ("Govewemtal Entity") is required by or with respect tor§et or any of its subsidiaries in
connection with the execution and delivery of thggeement or the consummation of the transactionseenplated hereby, except for (i) the
filing of the Certificate of Merger as provided$®ction 1.2, (ii) the filing with the SecuritieschExchange Commission (the "SEC") and the
National Association of Securities Dealers, Inbe(tNASD") of the Proxy Statement (as defined iotlb® 2.24) relating to the Acquir
Stockholders Meeting (as defined in Section 2.24) the Target Stockholders Meeting (as definedeictiBn 2.24), (iii) such consents,
approvals, orders, authorizations, registratiops|atations and filings as may be required undplieable state securities laws and the
securities laws of any foreign country; (iv) sudm§s as may be required under the Hart-Scott-Rodintitrust Improvements Act of 1976,
as amended ("HSR"); and

(v) such other consents, authorizations, filinggravals and registrations which, if not obtainednade, would not have a Material Adverse
Effect on Target and would not prevent, or matgrialter or delay any of the transactions contenggldy this Agreement or the Option
Agreement.

2.4 FINANCIAL STATEMENTS. Target has delivered teduiror its unaudited financial statements forfiteal year ended December 31,
1996, and its unaudited financial statements (ln@aheet, statement
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of operations and statement of cash flows) on saatated basis as at, and for the five-month pleeioded May 31, 1997 (collectively, the
"Financial Statements"). The Financial Statemergsamplete and correct in all material respectstave been prepared in accordance with
generally accepted accounting principles (excegdtttie unaudited financial statements do not hatesrthereto) applied on a consistent b
throughout the periods indicated and with eachroffiee Financial Statements fairly present therfaial condition and operating results of
Target as of the dates, and for the periods, itelittherein, subject to normal year-end audit dajasts. Target maintains a standard system
of accounting established and administered in alzare with generally accepted accounting principles

2.5 ABSENCE OF CERTAIN CHANGES. Since May 31, 198 "Target Balance Sheet Date"), Target has oteduts business in the
ordinary course consistent with past practice &edet has not occurred: (i) any change, event adition (whether or not covered by
insurance) that has resulted in, or night reasgniadlexpected to result in, a Material Adverse &fte Target;

(i) any acquisition, sale or transfer of any mateasset of Target or any of its subsidiaries othan in the ordinary course of business and
consistent with past practice; (iii) any changad@counting methods or practices (including any gkdn depreciation or amortization polic
or rates) by Target or any revaluation by Targedrof of its or any of its subsidiaries' asset9; &iwy declaration, setting aside, or payment
dividend or other distribution with respect to #teres of Target, or any direct or indirect redéompipurchase or other acquisition by Target
of any of its shares of capital stock; (v) any mateontract entered into by Target or any ofitbsidiaries, other than in the ordinary course
of business and as provided to Acquiror, or anyemi@tamendment or termination of, or default undery material contract to which Target
or any of its subsidiaries is a party or by whicls ibound; (vi) any amendment or change to theifidate of Incorporation or Bylaws of
Target; (vii) any increase in or modification oétbompensation or benefits payable or to becomalpp@yy Target to any of its directors or
employees or (viii) any negotiation or agreementhyget to do any of the things described in tlee@ding clauses (i) through (vii) (other
than negotiations with Acquiror and its represemstregarding the transactions contemplated tsyAgreement).

2.6 ABSENCE OF UNDISCLOSED LIABILITIES. Target has material obligations or liabilities of any naguymatured or unmatured, fix
or contingent) other than (i) those set forth cgqueately provided for in the Balance Sheet fortbeod ended May 31, 1997 (the "Target
Balance Sheet"), (ii) those incurred in the ordinaourse of business and not required to be s#t foithe Target Balance Sheet under
generally accepted accounting principles, (iii)sdncurred in the ordinary course of businessesihe Target Balance Sheet Date and
consistent with past practice, and (iv) those iretiin connection with the execution of this Agresin

2.7 LITIGATION. There is no private or governmenagktion, suit, proceeding, claim, arbitration orastigation pending before any agency,
court or tribunal, foreign or domestic, or, to #tr@owledge of Target or any of its subsidiariese#ttened against Target or any of its
subsidiaries or any of their respective propertieany of their respective officers or directorstfieir capacities as such) that, individually or
in the aggregate, could reasonably be expectedvie & Material Adverse Effect on Target. Thereoigutlgment, decree or order against
Target or any of its subsidiaries, or, to the krexge of Target and its subsidiaries, any of thesipective directors or officers (in their
capacities as such), that could prevent, enjoimaterially alter or delay any of the transactioostemplated by this Agreement, or that cc
reasonably be expected to have a Material Adveifeetton Target. All litigation to which Target ésparty (or, to the knowledge of Target,
threatened to become a party) is disclosed in #rgef Disclosure Schedule.

2.8 RESTRICTIONS ON BUSINESS ACTIVITIES. There is agreement, judgment, injunction, order or debiading upon Target which
has or could reasonably be expected to have thetedf prohibiting or materially impairing any cant or future business practice of Target,
any acquisition of property by Target or the corichfdusiness by Target as currently conductedsqraposed to be conducted by Target.
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2.9 GOVERNMENTAL AUTHORIZATION. Target has obtainegch federal, state, county, local or foreign goweental consent, license,
permit, grant, or other authorization of a GoverntakEntity (i) pursuant to which Target currenblyerates or holds any interest in any of its
properties or (ii) that is required for the opesatof Target's business or the holding of any sntgrest ((i) and (ii) herein collectively called
"Target Authorizations"), and all of such Targettiarizations are in full force and effect, exceptene the failure to obtain or have any such
Target Authorizations could not reasonably be etqibto have a Material Adverse Effect on Target.

2.10 TITLE TO PROPERTY. Target has good and malKetttle to all of its properties, interests iroperties and assets, real and personal,
reflected in the Target Balance Sheet or acquifted the Target Balance Sheet Date (except pr@siititerests in properties and assets sold
or otherwise disposed of since the Target BalameeSDate in the ordinary course of business),ithr kespect to leased properties and as
valid leasehold interests in, free and clear ofrattgages, liens, pledges, charges or encumbrafiees kind or character, except (i) the lien
of current taxes not yet due and payable, (ii) sogberfections of title, liens and easements asat@nd will not materially detract from or
interfere with the use of the properties subjeetéto or affected thereby, or otherwise materiatigair business operations involving such
properties and (iii) liens securing debt whichefiected on the Target Balance Sheet. The plardpepty and equipment of Target and its
subsidiaries that are used in the operations af blusinesses are in all material respects in gyptating condition and repair subject to
reasonable wear and tear. All properties useddrofferations of Target are reflected in the TaBgdance Sheet to the extent generally
accepted accounting principles require the sanbe t@flected. SCHEDULE 2.10 identifies each paoéekal property owned or leased by
Target.

2.11 INTELLECTUAL PROPERTY.

(a) Target owns, licenses or otherwise possesgabyenforceable rights to use all patents, traaids) trade names, service marks,
copyrights, and any applications therefor, maskwpnlet lists, schematics, technology, know-howddrsecrets, inventory, ideas, algorithms,
processes, computer software programs or applicafio both source code and object code form)tangible or intangible proprietary
information or material ("Intellectual PropertyYat are used or currently proposed to be useckibuisiness of Target as currently conducted
or as proposed to be conducted by Target, excapetextent that the failure to have such righteeh#ot had and would not reasonably be
expected to have a Material Adverse Effect on Tiarge

(b) SCHEDULE 2.11 lists (i) all patents and patepplications and all registered and unregister@dietmarks, trade names and service marks.
registered copyrights, included in the IntellectBebperty, including the jurisdictions in which &auch Intellectual Property right has been
issued or registered or in which any applicatiansfach issuance and registration has been filddl(licenses, sublicenses and other
agreements as to which Target is a party and parsoavhich any person is authorized to use angiledtual Property of Target, and (iii) all
licenses, sublicenses and other agreements as¢h Warget is a party and pursuant to which Taigatithorized to use any third party
patents, trademarks or copyrights, including sofén@Third Party Intellectual Property Rights") whiare incorporated in, are, or form a part
of any Target product that is material to its basm

(c) There is no material unauthorized use, diseclsnfringement or misappropriation of any Intetlgal Property rights of Target, any trade
secret material to Target, or any Intellectual Rropright of any third party to the extent licedd®y or through Target, by any third party,
including any employee or former employee of Targarget has not entered into any agreement tarindg any other person against any
charge of infringement of any Intellectual Propedther than indemnification provisions containedales invoices arising in the ordinary
course of business.

(d) Target is not, nor will it be as a result of tiixecution and delivery of this Agreement or tagrmance of its obligations under this
Agreement, in breach of any license, sublicensalwer agreement relating to the Intellectual Prgper Third Party Intellectual Property
Rights, the breach of which would have a MateridVérse Effect on Target.
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(e) All patents, registered trademarks, serviceksiand copyrights held by Target are valid andistibg. Target (i) has not been sued in any
suit, action or proceeding which involves a claifinéringement of any patents, trademarks, sermeeks, copyrights or violation of any
trade secret or other proprietary right of anydhgarty; and (ii) has not brought any action, suiproceeding for infringement of Intellectual
Property or breach of any license or agreementving Intellectual Property against any third paffjpe manufacturing, marketing, licensing
or sale of its product does not infringe any pate#atiemark, service mark, copyright, trade sear@ther proprietary right of any third party,
where such infringement would have a Material AdeeEffect on Target.

(f) Target has secured valid written assignmermfall consultants and employees who contributdtigareation or development of
Intellectual Property of the rights to such conitibns that Target does not already own by opearaifdaw, the absence of which would have
a Material Adverse Effect on Target.

(9) All use, disclosure or appropriation of Intetigal Property not otherwise protected by patgrdtent applications or copyright
("Confidential Information"), owned by Target by tora third party has been pursuant to the ternasverfitten agreement between Target and
such third party. All use, disclosure or appropoiatof Confidential Information not owned by Tardpets been pursuant to the terms of a
written agreement between Target and the owneuadf €onfidential Information, or is otherwise lawfu

2.12 ENVIRONMENTAL MATTERS.
(&) The following terms shall be defined as follows

(i) "Environmental and Safety Laws" shall mean &ederal, state or local laws, ordinances, codegilations, rules, policies and orders that
are intended to assure the protection of the enmiemt, or that classify, regulate, call for the eglation of, require reporting with respect to,
or list or define air, water, groundwater, solidstéa hazardous or toxic substances, material, sigsddutants or contaminants, or which are
intended to assure the safety of employees, wodkesther persons, including the public.

(i) "Hazardous Materials" shall mean any toxichazardous substance, material or waste or anytaotior contaminant, or infectious or
radioactive substance or material, including withouitation, those substances, materials and sad#éined in or regulated under any
Environmental and Safety Laws.

(iii) "Property” shall mean all real property ledser owned by Target or its subsidiaries eitherenity or in the past.
(iv) "Facilities" shall mean all buildings and ingwements on the Property of Target or its subsilar

(b) Except in all cases as, in the aggregate, havdad and would not be reasonably expected te hdvaterial Adverse Effect on Target,
Target represents and warrants as follows: (i)am@&t's knowledge, no methylene chloride or asbkdstoontained in or has been used at or
released from the Facilities; (ii) to Target's kietdge, all Hazardous Materials and wastes have tieponsed of in accordance with all
Environmental and Safety Laws; and (iii) Target &adubsidiaries have received no written noticerny noncompliance of the Facilities or
its past or present operations with Environmental @afety laws; (iv) no notices, administrative@ts or suits are pending, or, to Target's
knowledge, threatened relating to a violation of B&mvironmental and Safety Laws; (v) to Target'swledge, neither Target nor its
subsidiaries are a potentially responsible partjentthe federal Comprehensive Environmental Respddsmpensation and Liability Act
(CERCLA), or state analog statute, arising outvares occurring prior to the Closing Date; (vi)ltarget's knowledge, there have not been in
the past, and are not now, any Hazardous Matarglsinder or migrating to or from the FacilitiesRyoperty; (vii) to Target' s knowledge,
there have not been in the past, and are not nopwiaderground tanks or underground improvemenisnabr under the Property including
without limitation, treatment or storage tanks, gsiror water, gas or oil wells; (viii) Target hast deposited, stored, disposed of or located
polychlorinated biphenyls (PCB) on the Propertyacilities or any equipment on the Property corigifiPCBs at levels in excess of 50 parts
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per million; (ix) to Target' s knowledge, therenis formaldehyde on the Property or in the Facditigor any insulating material containing
urea formaldehyde in the Facilities; (x) to Targ&tiowledge the Facilities and Target's and itsislidries uses and activities therein have at
all times complied with all Environmental and Sgfeaws; and (xi) Target and its subsidiaries hdl/tha permits and licenses required to be
issued and are in full compliance with the termd emnditions of those permits.

2.13 TAXES.

(a) Target and any consolidated, combined or ungavup for Tax purposes of which Target is or basn a member have timely filed all ©
Returns required to be filed by them and have phitlaxes shown thereon to be due. The Financak8tents (i) fully accrue all actual and,
except in the case of unaudited Financial Statesnenttingent liabilities for Taxes with respecttbperiods through May 31, 1997 and
Target has not and will not incur any Tax liabilityexcess of the amount reflected on the Finar@ti@lements with respect to such periods.
No material Tax liability has accrued or been imedror will be accrued or incurred by Target foripes after May 31, 1997, through t
Effective Time, other than in the ordinary couré®usiness. The Financial Statements and the T&lgsing Disclosure Schedule properly
reflects the amount of any net operating loss arattedit carryforwards available with respect trget and a limitation on the use of such
losses or credits, subject to any limitations agsrom the Merger. Target has withheld and paithé&applicable financial institution or Tax
Authority all amounts required to be withheld. Natine of deficiency or similar document of any Tathority has been received by Target,
and there are no liabilities for Taxes with resgedhe issues that have been raised (and arentiyrpending) by any Tax Authority that
could, if determined adversely to Target, materiatid adversely affect the liability of Target ficaxes. There is (i) no material claim for
Taxes that is a lien against the property of Taogie¢r than liens for Taxes not yet due and paydidéarget has received no notification of
any audit of any Tax Return of Target being conedgiending or threatened by a Tax authority, ifiilextension or waiver of the statute of
limitations on the assessment of any Taxes gradmtelarget and currently in effect, and (iv) no agnent, contract or arrangement to which
Target is a party that may result in the paymerargf material amount that would not be deductipledason of Sections 162(m), 280G or
404 of the Code. Target will not be required tdude any material adjustment in Taxable incomeafoy Tax period (or portion thereof)
pursuant to Section 481 or 263A of the Code oramgparable provision under state or foreign Taxslaw a result of transactions, events or
accounting methods employed prior to the Mergerg@tis not a party to any tax sharing or tax @tmmn agreement nor does Target owe any
amount under any such agreement. For purposessdhdineement, the following terms have the follogvimeanings: "Tax" (and, with
correlative meaning, "Taxes" and "Taxable") med@nan(y net income, alternative or add-on minimum tross income, gross receipts, sales,
use, ad valorem, transfer, franchise, profitsngse withholding, payroll, employment, excise, samee, stamp, occupation, premium,
property, environmental or windfall profit tax, ¢oms duty or other tax governmental fee or othar issessment or charge of any kind
whatsoever, together with any interest or any ggnatldition to tax or additional amount imposeddmy Governmental Entity (a "Tax
Authority") responsible for the imposition of anych tax (domestic or foreign), (ii) any liabilitgifthe payment of any amounts of the type
described in (i) as a result of being a membemnddffiliated, consolidated, combined or unitarygvdor any Taxable period and (iii) any
liability for the payment of any amounts of theaygescribed in (i) or (ii) as a result of any exgsrer implied obligation to indemnify any
other person. As used herein, "Tax Return" shalimemny return, statement, report or form (includinghout limitation,) estimated Tax
returns and reports, withholding Tax returns anbres and information reports and returns requiodoe filed with respect to Taxes. Target
and each of its subsidiaries are in full compliawith all terms and conditions of any Tax exempsian other Taxsparing agreement or orc
of a foreign government applicable to them andctiesummation of the Merger shall not have any amveffect on the continued validity
and effectiveness of any such Tax exemptions ardfax-sparing agreement or order.
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2.14 EMPLOYEE BENEFIT PLANS.

(a) SCHEDULE 2.14 lists, with respect to Target ang trade or business (whether or not incorpojaténich is treated as a single employer
with Target (an "ERISA Affiliate") within the meamg of Section 414(b), (c), (m) or (0) of the Coflgall material employee benefit plans
defined in Section 3(3) of the Employee Retiremanbme Security Act of 1974, as amended ("ERISA(i)each loan to a non-officer
employee in excess of $10,000, loans to officedsdirectors and any stock option, stock purchaanfmm stock, stock appreciation right,
supplemental retirement, severance, sabbaticalicaledental, vision care, disability, employeeztion, cafeteria benefit (Code section
125) or dependent care (Code section 129), liferarsce or accident insurance plans, programs angements, (iii) all bonus, pension, profit
sharing, savings, deferred compensation or inceians, programs or arrangements, (iv) other érimgemployee benefit plans, programs or
arrangements that apply to senior management gieTand that do not generally apply to all emplgyead (v) any current or former
employment or executive compensation or severagi@ements, written or otherwise, as to which usfiatl obligations of Target of greater
than $10,000 remain for the benefit of, or relatiogany present or former employee, consultamiirector of Target (together, the "Target
Employee Plans").

(b) Target has furnished to Acquiror a copy of edicany, of the Target Employee Plans and relglad documents (including trust
documents, insurance policies or contracts, empldyg®klets, summary plan descriptions and othédragizing documents, and, to the extent
still in its possession, any material employee cemigations relating thereto) and has, with respeetach Target Employee Plan which is
subject to ERISA reporting requirements, providegies of the Form 5500 reports filed for the lasee plan years. Any Target Employee
Plan intended to be qualified under Section 404{a)e Code has either obtained from the InterraldRue Service a favorable determina
letter as to its qualified status under the Codeuiding all amendments to the Code effected bylireReform Act of 1986 and subsequent
legislation, or has applied to the Internal ReveBasvice for such a determination letter priortte éxpiration of the requisite period under
applicable Treasury Regulations or Internal Reve®ervice pronouncements in which to apply for stdetermination letter and to make any
amendments necessary to obtain a favorable detatiorin or has been established under a standarginéotype plan for which an Internal
Revenue Service opinion letter has been obtaindtidplan sponsor and is valid as to the adoptingl@yer. Target has also furnished
Acquiror with the most recent Internal Revenue &erdetermination or opinion letter issued withpest to each such Target Employee Plan,
and nothing has occurred since the issuance ofsaathletter which could reasonably be expecterhtise the loss of the tax-qualified status
of any Target Employee Plan subject to Code Sedtiir{a).

(c) (i) None of the Target Employee Plans promaggrovides retiree medical or other retiree welfaenefits to any person, except as
required by the Consolidated Omnibus Budget Rediation Act of 1985 ("COBRA"); (ii) there has been "prohibited transaction," as such
term is defined in Section 406 of ERISA and Sect®i5 of the Code, with respect to any Target Egg#dPlan, which could reasonably be
expected to have, in the aggregate, a Material fsgvEffect on Target; (iii) each Target Employeanftas been administered in accordance
with its terms and in compliance with the requiretseprescribed by any and all statutes, rules agdlations (including ERISA and the
Code), except as would not have, in the aggregdttaterial Adverse Effect on Target, and Targeteach ERISA Affiliate have performed
all material obligations required to be performgdiem under, are not in any material respect faudeunder or violation of, and have no
knowledge of any material default or violation hyyather party to, any of the Target Employee Pléru¥ neither Target nor any ERISA
Affiliate is subject to any liability or penalty dar Sections 4976 through 4980 of the Code or TitfleERISA with respect to any of the
Target Employee Plans which have a Material AdvEifféect on any parties; (v) all material contritmuts required to be made by Target or
any ERISA Affiliate to any Target Employee Plan bdeen made on or before their due dates and anaale amount has been accrued for
contributions to each Target Employee Plan forcilmeent plan years; (vi) with respect to each TaEgaployee Plan, no "reportable event"
within the meaning of Section 4043 of ERISA (exd@hgdany such
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event for which the thirty (30) day notice requisamhhas been waived under the regulations to $e46d3 of ERISA) nor any event
described in Section 4062, 4063 or 4041 or ERIS&\dexurred; and (vii) no Target Employee Plan igeced by, and neither Target nor any
ERISA Affiliate has incurred or expects to incuydiability under Title IV of ERISA or Section 41@& the Code. With respect to each Target
Employee Plan subject to ERISA as either an emgl@gnsion plan within the meaning of Section 3(ERISA or an employee welfare
benefit plan within the meaning of Section 3(I)ERISA, Target has prepared in good faith and tinfidg all requisite governmental reports
(which were true and correct as of the date filat) has properly and timely filed and distributegasted all notices and reports to
employees required to be filed, distributed or pdatith respect to each such Target Employee Bespe as would not have a Material
Adverse Effect. No suit, administrative proceediactjon or other litigation has been brought, othi knowledge of Target is threatened,
against or with respect to any such Target Empl®&}as, including any audit or inquiry by the IRSUmited States Department of Labor.
Neither Target nor any Target subsidiary or othRIFA Affiliate is a party to, or has made any cdnition to or otherwise incurred al
obligation under, any "multiemployer plan" as defirin Section 3(37) of ERISA.

(d) With respect to each Target Employee Plan, gtangs complied with (i) the applicable health cametinuation and notice provisions of
COBRA and the proposed regulations thereunder igriti€ applicable requirements of the Family anddital Leave Act of 1993 and the
regulations thereunder, except to the extent thet $ailure to comply would not, in the aggregétave a Material Adverse Effect on Target.

(e) The consummation of the transactions conterglay this Agreement will not (i) entitle any curt@r former employee or other service
provider of Target or any other ERISA Affiliate $everance benefits or any other payment (includidpout limitation, unemployment
compensation, golden parachute or bonus), exceptasssly provided in this Agreement, or (ii) decate the time of payment or vesting of
any such benefits, or increase the amount of cosgiEm due any such employee or service provider.

(f) There has been no amendment to, written inétgtion or announcement (whether or not writtenYagget or other ERISA Affiliate
relating to, or change in participation or coveragéer, any Target Employee Plan which would maligrincrease the expense of
maintaining such Plan above the level of expenseriad with respect to that Plan for the most refisoal year included in Target's financial
statements.

2.15 CERTAIN AGREEMENTS AFFECTED BY THE MERGER. Nwér the execution and delivery of this Agreementthe
consummation of the transaction contemplated henglbyi) result in any payment (including, witholiinitation, severance, unemployment
compensation, golden parachute, bonus or othenves)ming due to any director or employee of Tar@igtmaterially increase any benefits
otherwise payable by Target or (iii) result in Hexeleration of the time of payment or vestingrof auch benefits.

2.16 EMPLOYEE MATTERS. Target is in compliance lhraaterial respects with all currently applicatdgs and regulations respecting
employment, discrimination in employment, terms aadditions of employment, wages, hours and océmpalt safety and health and
employment practices, and are not engaged in afayruabor practice, except where failure to bea@mpliance or the engagement in such
unfair labor practices would not reasonably be etgubto have a Material Adverse Effect on Targaer€ are no pending claims against
Target under any workers compensation plan or palidor long term disability. Target has no maédbligations under COBRA with
respect to any former employees or qualifying bierefes thereunder except for obligations that idawot reasonably be expected to have a
Material Adverse Effect on Target. There are nacpedlings pending or, to the knowledge of Targe¢atened, between Target and its
employees, which proceedings have or could rea$pbabexpected to have a Material Adverse EffecTarget. Target is not a party to any
collective bargaining agreement or other labor maicontract nor does Target know of any activitieproceedings of any labor union to
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organize any such employees. In addition, Targefnavided all employees, with all relocation bésestock options, bonuses and
incentives, and all other compensation that sugbl@yee has earned up through the date of this Ageaeor that such employee was
otherwise promised in their employment agreemeiitts Target.

2.17 INTERESTED PARTY TRANSACTIONS. Target is notlebted to any director, officer, employee or agéritarget (except for
amounts due as normal salaries and bonuses aannbursement of ordinary expenses), and no sucopés indebted to Target.

2.18 INSURANCE. Target has policies of insuranceé bonds of the type and in amounts customarilyi@adusy persons conducting
businesses or owning assets similar to those afetarhere is no material claim pending under dsuch policies or bonds as to which
coverage has been questioned, denied or disputdtehynderwriters of such policies or bonds. A#mpiums due and payable under all such
policies and bonds have been paid and Target &wtbe in compliance with the terms of such pofiaad bonds. Target has no knowledge
of any threatened termination of, or material pramincrease with respect to, any of such policies.

2.19 COMPLIANCE WITH LAWS. Target has complied wiik not in violation of, and has not received anyices of violation with respect
to, any federal, state, local or foreign statuaey br regulation with respect to the conduct obitsiness, or the ownership or operation of its
business, except for such violations or failuresdmply as could not be reasonably expected to hdvaterial Adverse Effect on Target.

2.20 MINUTE BOOKS. The minute books of Target magtailable to Acquiror contain a complete and adeusammary of all meetings of
directors and stockholders or actions by writtensemt since the time of incorporation of Targedtigh the date of this Agreement, and
reflect all transactions referred to in such miswgecurately in all material respects.

2.21 COMPLETE COPIES OF MATERIALS. Target has defad or made available true and complete copieadf document which has
been requested by Acquiror or its counsel in cotimeavith their legal and accounting review of TetrgAll the material contracts and
agreements (as such terms are defined in Regul@tidmpromulgated under the Act) to which Targed igarty are listed in SCHEDULE 2.21
hereto.

2.22 POOLING OF INTERESTS. Neither Target nor,ite knowledge of Target, any of its respective des officers or stockholders, has
taken any action which would interfere with Acquiiscability to account for the Merger as a poolaignterests.

2.23 BROKERS' AND FINDERS' FEES. Target has nouined, nor will it incur, directly or indirectly,rgy liability for brokerage or finders'
fees or agents' commissions or investment banle&s'or any similar charges in connection with &gseement or any transaction
contemplated hereby.

2.24 REGISTRATION STATEMENT; PROXY STATEMENT/PROSEEUS. The information supplied by Target for inétusin the
registration statement on Form S-4 (or such otheuocessor form as shall be appropriate) purdoamhich the shares of Acquiror Common
Stock to be issued in the Merger will be registesdti the SEC (the "Registration Statement") shatl at the time the Registration Statement
(including any amendments or supplements therstdg¢clared effective by the SEC, contain any urdtatement of a material fact or omit to
state any material fact required to be stated ih@menecessary in order to make the statementsithén light of the circumstances under
which they were made, not misleading. The infororasupplied by Target for inclusion in the proxgtetnent/prospectus to be sent to the
stockholders of Target and Acquiror in connectiathwhe meeting of Target's stockholders to conrsiide Merger (the "Target Stockholders
Meeting") and in connection with the meeting of Azqr's stockholders to consider the Merger (thedéiror Stockholders Meeting™) (such
proxy statement/prospectus as amended or supplethesnteferred to herein as the "Proxy Statemeshi&)l not, on the date the Proxy
Statement is first mailed to Target's stockhol@erd Acquiror's stockholders, at the time of thegéaStockholders Meeting, at the time of
Acquiror Stockholders Meeting and at the
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Effective Time, contain any statement which, atstime, is false or misleading with respect to amterial fact, or omit to state any material
fact necessary in order to make the statements thadgin, in light of the circumstances under whtodly are made, not false or misleading;
or omit to state any material fact necessary toeobrany statement in any earlier communicatiof wéspect to the solicitation of proxies for
the Target Stockholders Meeting or the AcquirorcBlmlders Meeting which has become false or mishgadNotwithstanding the foregoing,

Target makes no representation, warranty or covemidim respect to any information supplied by Aaguior Merger Sub which is contained

in any of the foregoing documents.

2.25 AFFILIATE'S AGREEMENT; STOCKHOLDER'S REPRESENTION AGREEMENT; IRREVOCABLE PROXIES. All of the
persons and/or entities deemed "Affiliates" of Hngithin the meaning of Rule 145 promulgated uniderSecurities Act and holders of m
than 51% of the sum of (i) all shares of Target Gmn Stock issued and outstanding and (i) all shafélarget Preferred Stock issued and
outstanding, have agreed in writing to vote forrappl of the Merger pursuant to stockholder agregmattached hereto as EXHIBIT Banc
EXHIBIT F ("Target Affiliate's Agreement" and "Stklcolder's Representation Agreement”, respectivaly)l, pursuant to Irrevocable Proxies
attached as EXHIBIT A (“Irrevocable Proxies") t@ tfioting Agreement attached hereto as EXHIBIT Ghg (‘Target Voting Agreement").

2.26 VOTE REQUIRED. The affirmative vote of (i) thelders of a majority of the shares of Target'sn@mwn Stock and Preferred Stock
voting together as a single class outstanding emebord date set for the Target Stockholders Meetnd (ii) the holders of a majority of the
shares of Target's Preferred Stock voting togedbex single class outstanding on the record daferstae Target Stockholder Meeting are
only votes of the holders of any of Target's Cdi8tack necessary to approve this Agreement anttéinsactions contemplated hereby.

2.27 BOARD APPROVAL. The Board of Directors of Tatdnas unanimously approved this Agreement aniigrger, (ii) determined that
in its opinion the Merger is in the best interasftthe stockholders of Target and is on terms &hnatfair to such stockholders and (iii)
recommended that the stockholders of Target apptosédgreement and the Merger.

2.28 INVENTORY. The inventories shown on the FirniahStatements or thereafter acquired by Targetsisted of items of a quantity and
quality usable or salable in the ordinary coursbusfiness. Since May 31, Target has, subject to@agonable reserves contained in the
Financial Statements, continued to replenish inwéed in a normal and customary manner consistéhtpast practices. Target has not
received notice that it will experience in the fgeable future any difficulty in obtaining, in thesired quantity and quality and at a
reasonable price and upon reasonable terms andtioosdthe raw materials, supplies or componeatipcts required for the manufacture,
assembly or production of its products. The vahteshich inventories are carried reflect the ineeptvaluation policy of Target, which is
consistent with its past practice and in accordavite generally accepted accounting principles &gpbn a consistent basis. Since May 31,
1997, due provision was, made on the books of Tamgée ordinary course of business consistertt wést practices to provide for all slow-
moving, obsolete, or unusable inventories to thsimated useful or scrap values and such invenésgrves are adequate to provide for such
slow-moving, obsolete or unusable inventory anemary shrinkage.

2.29 CUSTOMERS AND SUPPLIERS. As of the date hersofcustomer which individually accounted for mtivan 10% of Target's gross
revenues during the 12 month period preceding #te ldereof, and no supplier of Target, has cana#letherwise terminated, or made any
written threat to Target to cancel or otherwisenieate its relationship with Target, or has at ame on or after May 31, 1997 decreased
materially its services or supplies to Target ia tlase of any such supplier, or its usage of théces or products of Target in the case of ¢
customer, and to Target's knowledge, no such supmlicustomer has indicated either orally or iiting that it will cancel or otherwise
terminate its relationship with Target or to deseeaaterially its services or supplies to Targetsousage of the services or products of
Target, as the case may be. Target has not knoplimghched, so as to provide a benefit to Targetwlas not
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intended by the parties, any agreement with, oaged in any fraudulent conduct with respect to, @arstomer or supplier of Target.

2.30 PRELIMINARY POOLING LETTER. Target has causegopers & Lybrand L.L.P., Target's independent iauslj to deliver to
Acquiror on or prior to the date hereof a draftdesetting forth the preliminary conclusion of @eos & Lybrand L.L.P. that, assuming
Acquiror is a corporation eligible to be a partyattransaction seeking pooling of interests acdngriteatment and that the participation of
Acquiror in the Merger will not, in and of itsetljsqualify the Merger from qualifying for poolind mterests accounting treatment, the
Merger will qualify for pooling of interests accading treatment if consummated in accordance with Agreement.

2.31 REPRESENTATIONS COMPLETE. None of the représtians or warranties made by Target herein onin$chedule or Exhibit
hereto, including the Target Disclosure Scheduleedtificate furnished by Target pursuant to #higeement or any written statement
furnished to Acquiror pursuant hereto or in conimectvith the transactions contemplated hereby, wdiesuch documents are read togeth
their entirety, contains or will contain at the &ffive Time any untrue statement of a material facomits or will omit at the Effective Time
to state any material fact necessary in order tekentlae statements contained herein or thereimgndight of the circumstances under which
made, not misleading; provided, however, thatgaplirposes of this representation, any documésattad hereto and any document
specifically referenced in the Target Disclosurbe®lile as a "Superseding Document"” (even if nathéd hereto) that provides information
inconsistent with or in addition to any other weittstatement furnished to Acquiror in connectiothwlie transaction contemplated hereby,
shall be deemed to supersede any other documentttem statement furnished to Acquiror with regpecsuch inconsistent or additional
information, and (b) it is understood that the fici@al projections delivered by Target represeny didrget's best estimate under the
circumstances of what it reasonably believes (alghat is not aware of any fact or information thatuld lead it to believe that such
projections are misleading in any material respaet) are based upon assumptions set forth in sopdcfions that Target believes were
reasonable as of the time such projections wereniarget does not make any other representatismmwanty regarding such projections or
Target's possible or anticipated operating perfaceather than as set forth in this Section 2.31.

ARTICLE Il
REPRESENTATIONS AND WARRANTIES OF ACQUIROR AND MERG ER SUB

Except as disclosed in a document of even datenwiterand delivered by Acquiror to Target prior lketexecution and delivery of this
Agreement and referring to the representationsnaardanties in this Agreement (the "Acquiror Diselos Schedule™), Acquiror and Merger
Sub represent and warrant to Target as follows:

3.1 ORGANIZATION, STANDING AND POWER. Each of Acqoir and its subsidiaries, including Merger Sulg orporation duly
organized, validly existing and in good standinglemthe laws of its jurisdiction of organizatiorads of Acquiror and its subsidiaries has the
corporate power to own its properties and to carmyts business as now being conducted and as gedgo be conducted and is duly
qualified to do business and is in good standinggich jurisdiction in which the failure to be salified and in good standing would have a
Material Adverse Effect on Acquiror. Acquiror haalilered a true and correct copy of the Certifiad#téncorporation and Bylaws or other
charter documents, as applicable, of Acquiror ahef its subsidiaries, each as amended to dal@rget. Neither Acquiror nor any of its
subsidiaries is in violation of any of the provissoof is Certificate of Incorporation or Bylawsexjuivalent organizational documents.
Acquiror is the owner of all outstanding sharesagfital stock of each of its subsidiaries andathsshares are duly authorized, validly iss
fully paid and nonassessable. All of the outstagdimares of capital stock of each such subsidi@paned by Acquiror free and clear of all
liens, charges, claims or encumbrances or rightghedrs. There are no outstanding subscription#mg
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warrants, puts, calls, rights, exchangeable or edible securities or other commitments or agregmehany character relating to the issued
or unissued capital stock or other securities gfsarch subsidiary, or otherwise obligating Acquioorany such subsidiary to issue, transfer,
sell, purchase, redeem or otherwise acquire anty securities. Except as disclosed in the Acquile€ ®ocuments (as defined in Section
3.4), Acquiror does not directly or indirectly ovany equity or similar interest in, or any intereshvertible or exchangeable or exercisable
for, any equity or similar interest in, any corptiwa, partnership, joint venture or other busin@ssociation or entity.

3.2 CAPITAL STRUCTURE. The authorized capital st@ékAcquiror consists of 50,000,000 shares of Comi8tock, $0.0005 par value,
and 18,095,690 shares of Preferred Stock, $0.00¢gbae, of which there were issued and outstandigf the close of business on June 10,
1997, 19,111,647 shares of Common Stock and nesladPreferred Stock. There are no other outstgrehiares of capital stock or voting
securities of Acquiror other than shares of Acqu€ommon Stock issued after June 10, 1997 upoexbecise of options issued under the
Acquiror 1996 Stock Incentive Plan (the "Acquirdo& Option Plan"). The authorized capital stochviirger Sub consists of 1,000 share
Common Stock, $.0001 par value, all of which aseiésl and outstanding and are held by Acquirorofistanding shares of Acquiror and
Merger Sub have been duly authorized, validly idsf@gly paid and are nonassessable and free ofi@amy or encumbrances other than any
liens or encumbrances created by or imposed upphdluers thereof. As of the close of businessumre 10, 1997, Acquiror has reserved
5,377,393 shares of Common Stock for issuance mames, directors and independent contractoraupatgo the Acquiror Stock Option
Plan, of which 2,347,525 shares have been issuestiat to option exercises, and 2,352,456 shaeesudnject to outstanding, unexercised
options. In addition, as of the close of busingssune 10, 1997, Acquiror had also issued a watogpirchase 2,000,000 shares of Acqui
Common Stock. Other than pursuant to this AgreenteatAcquiror Stock Option Plan and the Acquironffoyee Stock Purchase Plan there
are no other options, warrants, calls, rights, citments or agreements of any character to whichukogor Merger Sub is a party or by
which either of them is bound obligating AcquirarMerger Sub to issue, deliver, sell, repurchaseedeem, or cause to be issued, delivered,
sold, repurchased or redeemed, any shares of hitalcstock of Acquiror or Merger Sub or obligatiAgquiror or Merger Sub to grant,

extend or enter into any such option, warrant, caglht, commitment or agreement. The shares ofuikog Common Stock to be issued
pursuant to the Merger will be duly authorized,digtlissued, fully paid, and non-assessable.

3.3 AUTHORITY. Acquiror and Merger Sub have all ujte corporate power and authority to enter this Agreement and to consummate
the transactions contemplated hereby. The execatidrdelivery of this Agreement and the consummaticthe transactions contemplated
hereby have been duly authorized by all necessapocate action on the part of Acquiror and Mer8§eb, subject only to the approval of the
Merger by the Acquiror stockholders as contemplate&@ection 6.1(a). This Agreement has been dubgebed and delivered by Acquiror
and Merger Sub and constitutes the valid and bgndiiligations of Acquiror and Merger Sub. The exieruand delivery of this Agreement
do not, and the consummation of the transactiontecaplated hereby will not, conflict with, or resu any violation of, or default under
(with or without notice or lapse of time, or botb},give rise to a right of termination, cancebatior acceleration of any obligation or loss
benefit under (i) any provision of the Certificatelncorporation or Bylaws of Acquiror or any o$ isubsidiaries, as amended, or (ii) any
material mortgage, indenture, lease, contractlmeraigreement or instrument, permit, concessiangcfrise, license, judgment, order, decree,
statute, law, ordinance, rule or regulation appliego Acquiror or any of its subsidiaries or theioperties or assets, except where such
conflict, violation, default, termination, canceita or acceleration with respect to the foreggingvisions of (ii) would not have had and
would not reasonably be expected to have a Matadaérse Effect on Acquiror. No consent, approweatier or authorization of, or
registration, declaration or filing with, any Gowerental Entity, is required by or, to the knowledgé\cquiror with respect to, Acquiror or
any of its subsidiaries in connection with the esem and delivery of this Agreement by Acquirodavierger Sub or the consummation by
Acquiror and Merger Sub of the transactions contated hereby, except for (i) the filing of the Gicate of
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Merger as provided in Section 1.2, (ii) the filimgth the SEC and NASD of the Registration Statenagat the Proxy Statement relating to the
Acquiror Stockholders Meeting, (iii) the filing ef Form 8-K with the SEC and NASD within 15 calendays after the Closing Date, (iv) any
filings as may be required under applicable stateisties laws and the securities laws of any tpraountry, (v) such filings as may be
required under HSR, (vi) the filing with the Nasddagtional Market System of a Notification Form fasting of Additional Shares with
respect to the shares of Acquiror Common Stoclalsisuupon conversion of the Target Common StodkerMerger and upon exercise of
options under the Target Stock Option Plans asslyeéktquiror, and (vii) such other consents, auttadions, filings, approvals and
registrations which, if not obtained or made, woodd have a Material Adverse Effect on Acquiror avalld not prevent or materially alter
delay any of the transactions contemplated byAgigement.

3.4 SEC DOCUMENTS; FINANCIAL STATEMENTS. Acquirorals made available to Target a true and completg abpach statement,
report, registration statement (with the prospetiubke form filed pursuant to Rule 424(b) of thecBrities Act), definitive proxy statement,
and other filing filed with the SEC by Acquiror s April 29, 1996, and, prior to the Effective Timdequiror will have furnished Target wi
true and complete copies of any additional documéled with the SEC by Acquiror prior to the Effae Time (collectively, the "Acquiror
SEC Documents"). In addition, Acquiror has madédlalste to Target all exhibits to the Acquiror SE@dments filed prior to the date
hereof, and will promptly make available to Targktxhibits to any additional Acquiror SEC Docurteefiled prior to the Effective Time. £
documents required to be filed as exhibits to thegét SEC Documents have been so filed, and a#énahtontracts so filed as exhibits are in
full force and effect, except those which have eegbin accordance with their terms, and neitherudmy nor any of its subsidiaries is in
default thereunder. As of their respective filirgab, the Acquiror SEC Documents complied in allemal respects with the requirements of
the Securities Exchange Act of 1934, as amended'Bkchange Act") and the Securities Act, and nofrthe Acquiror SEC Documents
contained any untrue statement of a material faottted to state a material fact required to tagesl therein or necessary to make the
statements made therein, in light of the circunstann which they were made, not misleading, extefite extent corrected by a
subsequently filed Acquiror SEC Document priortte tlate hereof. The financial statements of Acquineluding the notes thereto, includ

in the Acquiror SEC Documents (the "Acquiror Finah&tatements™) were complete and correct in allemal respects as of their respective
dates, complied as to form in all material respegtis applicable accounting requirements and whith published rules and regulations of the
SEC with respect thereto as of their respectivegjand have been prepared in accordance withajlgneccepted accounting principles
applied on a basis consistent throughout the pgiiltdicated and consistent with each other (exagmphay be indicated in the notes theret

in the case of unaudited statements included int@dya Reports on Form 10-Qs, as permitted by F&8rQ). The Acquiror Financial
Statements fairly present the consolidated findrociadition and operating results of Acquiror atelsubsidiaries at the dates and during the
periods indicated therein (subject, in the casenafudited statements, to normal, recurring yearaglastments). There has been no change ir
Acquiror accounting policies except as describeithénnotes to the Acquiror Financial Statements.

3.5 ABSENCE OF CERTAIN CHANGES. Since March 29, 198he "Acquiror Balance Sheet Date"), Acquiror basducted its business in
the ordinary course consistent with past practimethere has not occurred: (i) any change, eveobodition (whether or not covered by
insurance) that has resulted in, or might reasgriadlexpected to result in, a Material Adverse &fte Acquiror; (ii) any acquisition, sale or
transfer of any material asset of Acquiror or ahitosubsidiaries other than in the ordinary cewtbusiness and consistent with past
practice; (iii) any change in accounting methodgraictices (including any change in depreciatioaraortization policies or rates) by
Acquiror or any revaluation by Acquiror of any t$ assets; (iv) any declaration, setting asid@agment of a dividend or other distribution
with respect to the shares of Acquiror, or anydicg indirect redemption, purchase or other aétipisby Acquiror of any of its shares of
capital stock; (v) any material contract enterdd oy Acquiror, other than in the ordinary cour$éasiness and as provided to Target, or any
material amendment or termination of,
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or default under, any material contract to whiclgéicor is a party or by which it is bound; (vi) aagnendment or change to Acquiror's
Certificate of Incorporation or Bylaws; or (vii) mmegotiation or agreement by Acquiror or any sfstibsidiaries to do any of the things
described in the preceding clauses (i) through(fther than negotiations with Target and its repngatives regarding the transactions
contemplated by this Agreement).

3.6 ABSENCE OF UNDISCLOSED LIABILITIES. Acquiror Bano material obligations or liabilities of any me (matured or unmatured,
fixed or contingent) other than (i) those set fattadequately provided for in the Balance Sheduded in Acquiror's Quarterly Report on
Form 10-Q for the period ended March 29, 1997 (Kexjuiror Balance Sheet"), (ii) those incurred le tordinary course of business and not
required to be set forth in the Acquiror Balance&hunder generally accepted accounting principled,(iii) those incurred in the ordinary
course of business since the Acquiror Balance Sbatet and consistent with past practice.

3.7 LITIGATION. There is no private or governmenaation, suit, proceeding, claim, arbitration oréstigation pending before any agency,
court or tribunal, foreign or domestic, or, to #rewledge of Acquiror or any of its subsidiaridwegiatened against Acquiror or any of its
subsidiaries or any of their respective propertieany of their respective officers or directorstfieir capacities as such) that, individually or
in the aggregate, could reasonably be expectedue & Material Adverse Effect on Acquiror. Theradsjudgment, decree or order against
Acquiror or any of its subsidiaries or, to the kiedge of Acquiror or any of its subsidiaries, afiyh®ir respective directors or officers (in
their capacities as such) that could prevent, anjmi materially alter or delay any of the trangatt contemplated by this Agreement, or that
could reasonably be expected to have a MateriakfsivEffect on Acquiror.

3.8 RESTRICTIONS ON BUSINESS ACTIVITIES. There is material agreement, judgment, injunction, ordederree binding upon
Acquiror or any of its subsidiaries which has tffea of prohibiting or materially impairing any gent or future business practice of
Acquiror or any of its subsidiaries, any acquisitif property by Acquiror or any of its subsidiarier the conduct of business by Acquiror or
any of its subsidiaries as currently conductedsgpraposed to be conducted by Acquiror or anysofitbsidiaries.

3.9 OPINION OF FINANCIAL ADVISOR. Acquiror has beevised in writing by its financial advisor, Mootgery Securities, that in such
advisor's opinion as of the date hereof, the camattbn to be paid by Acquiror pursuant to the Merig fair to Acquiror from a financial
point of view.

3.10 INTELLECTUAL PROPERTY. Acquiror and its subisides own, or are licensed or otherwise possegssdljeenforceable rights to use
all patents, trademarks, trade names, service meskyrights, and any applications therefor, masksonet lists, schematics, technology,
know-how, trade secrets, inventory, ideas, algorghprocesses, computer software programs or apipls (in both source code and object
code form), and tangible or intangible proprietarfprmation or material ("Acquiror Intellectual Rrerty") that are used or proposed to be
used in the business of Acquiror and its subsieléaais currently conducted or as proposed to beuctertl by Acquiror and its subsidiaries,
except to the extent that the failure to have sigtits have not had and would not reasonably beerp to have a Material Adverse Effec
Acquiror.

3.11 GOVERNMENTAL AUTHORIZATION. Acquiror and eadf its subsidiaries have obtained each federak staunty, local or foreign
governmental consent, license, permit, grant, loeioauthorization of a Governmental Entity

(i) pursuant to which Acquiror or any of its subaries currently operates or holds any interestriy of its properties or (ii) that is required
the operation of Acquiror's or any of its subsidiarbusiness or the holding of any such intei@sald (ii) herein collectively called
"Acquiror Authorizations"), and all of such AcquirAuthorizations are in full force and effect, eptevhere the failure to obtain or have any
of such Acquiror Authorizations could not reasopaid expected to have a Material Adverse Effechoquiror.
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3.12 COMPLIANCE WITH LAWS. Each of Acquiror and gsibsidiaries has complied with, are not in vioiatof, and have not received ¢
notices of violation with respect to, any fedesdfite, local or foreign statute, law or regulatidgth respect to the conduct of its business, or
the ownership or operation of its business, exfmpguch violations or failures to comply as confit be reasonably expected to have a
Material Adverse Effect on Acquiror.

3.13 POOLING OF INTERESTS. Neither Acquiror nor afyits subsidiaries nor, to the knowledge of Acquiany of their respective
directors, officers or stockholders has taken artipa which would interfere with Acquiror's abilitp account for the Merger as a pooling of
interests.

3.14 BROKER'S AND FINDERS' FEES. Acquiror has matirred, nor will it incur, directly or indirectlgny liability for brokerage or
finders' fees or agents' commissions or investroankers' fees or any similar charges in conneaetitimthis Agreement or any transaction
contemplated hereby.

3.15 REGISTRATION STATEMENT; PROXY STATEMENT/PROSEEUS. The information supplied by Acquiror and Mer&ub for
inclusion in the Registration Statement shall abthe time the Registration Statement (includimg amendments or supplements thereto) is
declared effective by the SEC, contain any unttatement of a material fact or omit to state anyemial fact necessary in order to make the
statements therein, in light of the circumstanaegen which they were made, not misleading. Therinédion supplied by Acquiror for
inclusion in the Proxy Statement shall not, ondhte the Proxy Statement is first mailed to Tasgatickholders and Acquiror's stockholders,
at the time of the Target Stockholders Meetindhattime of the Acquiror Stockholders Meeting ahtha Effective Time, contain any
statement which, at such time, is false or misleglith respect to any material fact, or omit tstany material fact necessary in order to
make the statements therein, in light of the cirstamces under which they are made, not false deadimg; or omit to state any material fact
necessary to correct any statement in any eadimnuunication with respect to the solicitation obxies for the Target Stockholders Meeting
or the Acquiror Stockholders Meeting which has Imeedalse or misleading. If at any time prior to Eféective Time any event or
information should be discovered by Acquiror or lykr Sub which should be set forth in an amendneetite Registration Statement or a
supplement to the Proxy Statement, Acquiror or Me®ub will promptly inform Target. Notwithstanditiye foregoing, Acquiror and Merc
Sub make no representation, warranty or covenahtrespect to any information supplied by Targeichhs contained in any of the
foregoing documents.

3.16 VOTE REQUIRED. The affirmative vote of the thets of a majority of the shares of Acquiror's Camn$tock outstanding on the
record date set for the Target Stockholders Meetittige only vote of the holders of any of Acquisd€ommon Stock necessary to approve
this Agreement and the transactions contemplatesblie

3.17 BOARD APPROVAL. The Boards of Directors of Adepr and Merger Sub have prior to the date hessahimously (i) approved this
Agreement and the Merger, (ii) determined that\legger is in the best interests of their respectteekholders and is on terms that are fe
such stockholders and

(iii) determined to recommend that the stockholofedvlerger Sub approve this Agreement and the conzation of the Merger.

3.18 PRELIMINARY POOLING LETTER. Acquiror has on prior to the date hereof received a draft lettemf Coopers & Lybrand, L.L.F
Acquiror's independent auditors, setting forthpitsliminary conclusion, based in part upon the tgsions set forth in the letter referred to in
Section 2.31, that the Merger will qualify for poa of interests accounting treatment if consumeh&eaccordance with this Agreement.

3.19 REPRESENTATIONS COMPLETE. None of the représtions or warranties made by Acquiror or Mergel &arein or in any
Schedule hereto, including the Acquiror DisclosBohedule, or certificate furnished by Acquiror oefgler Sub pursuant to this Agreement,
or the Acquiror SEC Documents, or any written stegnt furnished to Target pursuant hereto or in eotion with the transactions
contemplated hereby, when all such documents arktogether in their entirety, contains or will tmin at the
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Effective Time any untrue statement of a mateadat,for omits or will omit at the Effective Time $tate any material fact necessary in order
to make the statements contained herein or thdarethe light of the circumstances under which mawt# misleading; provided, however, t
for purposes of this representation, any documiattzed hereto and any document specifically referd in the Acquiror Disclosure
Schedule as a "Superseding Document" (even ifttedtaed hereto) that provides information incomsistvith or in addition to any other
written statement furnished to Target in connectidth the transaction contemplated hereby, shatldmmed to supersede any other docu
or written statement furnished to Target with respe such inconsistent or additional information.

ARTICLE IV
CONDUCT PRIOR TO THE EFFECTIVE TIME

4.1 CONDUCT OF BUSINESS OF ACQUIROR. Except as egply contemplated by this Agreement, Acquirorlahgither cause, nor
permit any of the following, or allow, cause or pdrany of is subsidiaries to do, cause or permt @f the following, without the prior
written consent of Target, which consent shall®unreasonably withheld:

(a) DIVIDENDS; CHANGES IN CAPITAL STOCK. Declare gay any dividends on or make any other distrimgi(whether in cash, stock
or property) with respect to any of its capitalcktoor split, combine or reclassify any of its dapstock or issue or authorize the issuance of
any other securities in respect of, in lieu ofrosubstitution for shares of its capital stockrepurchase or otherwise acquire, directly or
indirectly, any shares of its capital stock exdepin former employees, directors and consultanttordance with agreements providing for
the repurchase of shares in connection with amgitettion of service to it or its subsidiaries;

(b) MATERIAL ACQUISITIONS. Acquire or agree to adge by merging or consolidating with, or by purcimgsa substantial portion of the
assets of, or by any other manner, any busineasyocorporation, partnership, association or offusiness organization or division thereof,
or otherwise acquire or agree to acquire any asgatd are material, individually or in the aggrégao its and its subsidiaries' business,
taken as a whole, or acquire or agree to acquireeguity securities of any corporation, partnershgsociation or business organization (any
of the foregoing referred to herein as a "Matefiedjuisition") which Material Acquisition would re@e Acquiror to file a Form 8-K pursuant
to Item 2 of Form 8-K under Section 13 or 15(djed Securities and Exchange Act of 1934;

(c) STOCK OPTION PLANS, ETC. Grant in excess ofdD®00 options under the Acquiror's Stock OpticemRifter the date hereof, in the
ordinary course of business.

(d) OTHER. Take, or agree in writing or otherwiedake, any of the actions described in Sectioh&@through (c) above, or any action
which would make any of its representations or aaties contained in this Agreement untrue or irexdror prevent it from performing or
cause it not to perform its covenants hereunder.

4.2 CONDUCT OF BUSINESS OF TARGET. During the pdrfoom the date of this Agreement and continuintl time earlier of the
termination of this Agreement or the Effective Tinfarget agrees (except to the extent expresshengriated by this Agreement or as
consented to in writing by Acquiror, which consehall not be unreasonably withheld), to carry sraitd its subsidiaries' business in the
usual, regular and ordinary course in substanttallysame manner as heretofore conducted, to iy ded Taxes when due subject (i) to
good faith disputes over such debts or Taxes a@ntb (Acquiror's consent (which will not be unremably withheld) to the filing of material
Tax Returns if applicable, to pay or perform otbkligations when due, and to use all reasonablereneial efforts consistent with past
practice and policies to preserve intact its prebaniness organizations, keep available the ses\€ its and its subsidiaries' present officers
and key employees and preserve its relationshifisamistomers, suppliers, distributors, licensacgnisees, and others having business
dealings with it, to the end that its
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goodwill and ongoing businesses shall be materialiynpaired at the Effective Time. Each of Targed Acquiror agrees to promptly notify
the other of (x) any event or occurrence not indfdinary course of its or its subsidiaries' busiend of any event which could have a
Material Adverse Effect and (y) any material chaingis capitalization as set forth in Section 8rZSection 3.3, as applicable. Without
limiting the foregoing, except as expressly contiatgal by this Agreement or the Target Disclosureefiale, Target, shall not do, cause or
permit any of the following, without the prior wigh consent of the Acquiror which consent shallbetinreasonably withheld:

(a) CHARTER DOCUMENTS. Cause or permit any amendsiemits Certificate of Incorporation or Bylaws;

(b) DIVIDENDS; CHANGES IN CAPITAL STOCK. Declare gray any dividends on or make any other distrimgifwhether in cash, stock
or property) in respect of any of its capital stogksplit, combine or reclassify any of its cap##ck or issue or authorize the issuance of any
other securities in respect of, in lieu of or imstitution for shares of its capital stock, or renase or otherwise acquire, directly or indirec
any shares of its capital stock except from foremaployees, directors and consultants in accordaitbeagreements providing for the
repurchase of shares in connection with any tertioinaf service to it;

(c) STOCK OPTION PLANS, ETC. Accelerate, amend wairege the period of exercisability or vesting ofiams or other rights granted
under its stock plans or authorize cash paymerggahange for any options or other rights grantedkeun any of such plans.

(d) POOLING. Take any action, which would interfevith Acquiror's ability to account for the Mergas a pooling of interests; or

(e) OTHER. Take, or agree in writing or otherwisdake, any of the actions described in Sectiob&@3through (d) above, or any action
which would cause a material breach of its repreagiems or warranties contained in this Agreemengrevent it from materially performing
or cause it not to materially perform its covendrgseunder.

4.3 LIMITATIONS ON BUSINESS OF TARGET. During theepod from the date of this Agreement and contiguintil the earlier of the
termination of this Agreement or the Effective Tinegcept as expressly contemplated by this Agreeorethe Target Disclosure Schedule,
Target shall not do, cause or permit any of thiofghg, or allow, cause or permit any of its suliiés to do, cause or permit any of the
following, without the prior written consent of Agior which consent shall not be unreasonably veéttih

(2) MATERIAL CONTRACTS. Enter into any material dosct or commitment, or violate, amend or otherwisalify or waive in any
material fashion any of the terms of any of itseniai contracts, other than in the ordinary cowfskeusiness. Among other things, the
ordinary course of business shall include non-estekidistribution agreements;

(b) ISSUANCE OF SECURITIES. Issue, deliver, salitherize or propose the issuance, delivery or aler purchase or propose the
purchase of, any shares of its capital stock anrétiges convertible into, or subscriptions, rightgrrants or options to acquire, or other
agreements or commitments of any character obtigatito issue any such shares or other conversigbairities, other than (i) the issuance of
shares of its Common Stock pursuant to the exeofistock options, warrants or other rights therefaetstanding as of the date of this
Agreement, (i) the grant of stock options to seevproviders in the ordinary course of business, or

(iii) issuances and option exercises to serviceigers pursuant to the grants in (ii) above, indhdinary course of business, provided that the
aggregate of (ii) and (iii) above shall not exc@&g67 shares after the date hereof;

(c) INTELLECTUAL PROPERTY. Transfer to any persanemtity any rights to its Intellectual Propertyet than in the ordinary course of
business consistent with past practice;
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(d) EXCLUSIVE RIGHTS. Enter into or amend any agneats pursuant to which any other party is graetedusive marketing or other
exclusive rights of any type or scope with respectny of its products or technology;

(e) DISPOSITIONS. Sell, lease, license or otherwlispose of or encumber any of its properties se@swhich are material, individually or
in the aggregate, to its and its parent's/subsediabusiness, taken as a whole, except in theargicourse of business;

() INDEBTEDNESS. Incur any indebtedness for boreaMmoney or guarantee any such indebtedness erassell any debt securities or
guarantee any debt securities of others in exde®$,000,000 at an interest rate of no greater grane rate plus 1%;

(g) LEASES. Enter into any operating lease in exa#s$50,000;

(h) PAYMENT OF OBLIGATIONS. Pay, discharge or sétig1 an amount in excess of $10,000 in any one cas$50,000 in the aggregate,
any claim, liability or obligation (absolute, acery asserted or unasserted, contingent or othéraiiséng other than in the ordinary course of
business, other than the payment, discharge afaetibn of liabilities reflected or reserved agaim the Target Financial Statements;

(i) CAPITAL EXPENDITURES. Make any capital expendis, capital additions or capital improvementsegxdn the ordinary course of
business;

()) INSURANCE. Materially reduce the amount of amgterial insurance coverage provided by existiggriance policies;
(k) TERMINATION OR WAIVER. Terminate or waive anyght of substantial value, other than in the ordin@urse of business;

() EMPLOYEE BENEFIT PLANS; NEW HIRES; PAY INCREASE Adopt or amend any employee benefit plan, exi¢spch Plan, as
adopted or amended, is not materially more faver#idn Acquiror's benefit plans, or adopt or amemgstock purchase or option plan, or
hire any new officer level employee (except thaméy hire a replacement for any current directeeller officer level employee if it first
provides Acquiror advance notice regarding sucimgpidecision), pay any special bonus or speciaureration to any employee or director
(except payments made pursuant to written agreenoes$tanding on the date hereof), or increasedlzies or wage rates of its employees
except in the ordinary course of business in a@urd with its standard past practice;

(m) SEVERANCE ARRANGEMENTS. Except as set forthtba Target Disclosure Schedule, grant any sevemntmination pay (i) to
any director or officer or (ii) to any other empémyexcept (A) payments made pursuant to writtemsptet agreements outstanding on the date
hereof or (B) grants which are made in the ordiramyrse of business in accordance with its stanpasti practice;

(n) LAWSUITS. Commence a lawsuit other than (i) tiee routine collection of bills, (ii) in such casehere it in good faith determines that
failure to commence suit would result in the matidrnpairment of a valuable aspect of in its bus@grovided that it consults with Acquiror
prior to the filing of such a suit, or (iii) forlareach of this Agreement or otherwise in connectiith interpretation or enforcement of any
provision of this Agreement or any agreement arsaation contemplated hereby;

(o) ACQUISITIONS. Acquire or agree to acquire byrgiag or consolidaing with, or by purchasing a sab#al portion of the assets of, or
any other manner, any business or any corporgtantnership, association or other business orgaaiizar division thereof, or otherwise
acquire or agree to acquire any assets which areriaaindividually or in the aggregate, to itsdats parent's/ subsidiaries' business, taken as
awhole;
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(p) TAXES. Other than in the ordinary course ofibhass, make or change any material election ineespf Taxes, adopt or change any
accounting method in respect of Taxes, file anyeniatTax Return or any amendment to a material Return, enter into any closing
agreement, settle any material claim or assessmeaspect of Taxes, or consent to any extensiomaiver of the limitation period applicak
to any material claim or assessment in respectgés;

(q) REVALUATION. Revalue any of its assets, inclodiwithout limitation writing down the value of iamtory or writing off notes or
accounts receivable other than in the ordinary s®of business; or

(r) OTHER. Take or agree in writing or otherwisdake, any of the actions described in Section&@}tBrough (q) above, or any action
which would cause a material breach of its repreagiems or warranties contained in this Agreemengrevent it from materially performing
or cause it not to materially perform its covendrgseunder.

4.4 NO SOLICITATION. Target and its officers, ditecs, employees or other agents will not, direotlyndirectly, (i) take any action to
solicit, initiate or encourage any Takeover Prop(defined below) or (ii) engage in negotiationghwior disclose any nonpublic information
relating to Target to, or afford access to the prtes, books or records of Target to, any perbahhas advised Target that it may be
considering making, or that has made, a Takeowgpd3al. Target will promptly notify Acquiror afteeceipt of any Takeover Proposal or
notice that any person is considering making a ®e#&eProposal or any request for nonpublic infoforatelating to Target for access to the
properties, books or records of Target by any petsat has advised Target that it may be consideriaking, or that has made, a Takeover
Proposal and will keep Acquiror fully informed diet status and details of any such Takeover Propasiae or request. For purposes of this
Agreement, "Takeover Proposal" means any offerapgsal for, or any indication of interest in 15%naore of the outstanding shares of
capital stock of Target, a merger or other busicessbination involving Target or the acquisitionasfy significant equity interest in, or a
significant portion of the assets of, Target ottiian the transactions contemplated by this AgreénNaitwithstanding the foregoing, if on or
after December 31, 1997 Target delivers a writtetice to Acquiror (with appropriate backup docunagion provided) which states that
Target projects that it will run out of cash angltaquivalents on or before June 1, 1998, Targgtinizate discussions with venture funds
and other non-corporate investors for the purpésaising equity funding for Target's operationardet may not close any of such
transactions prior to March 31, 1998, and must keeguiror fully informed of the details of such dissions, including, without limitation,
the identities of all parties with whom Target lsash discussions. The foregoing shall in no waytlany of Target's other obligations and
covenants in this Agreement.

ARTICLE V
ADDITIONAL AGREEMENTS

5.1 PROXY STATEMENT/PROSPECTUS; REGISTRATION STATEMT. As promptly as practicable after the executibthis
Agreement, Target and Acquiror shall prepare, anguior shall file with the SEC, preliminary proryaterials relating to the approval of 1
Merger and the transactions contemplated hereliidogtockholders of Acquiror and, as promptly axpicable following receipt of SEC
comments thereon, Acquiror shall file with the SERegistration Statement on Form S-4 (or such athsuccessor form as shall be
appropriate) (the "S-4"), which complies in forntlwapplicable SEC requirements and shall use aficeable efforts to cause the
Registration Statement to become effective as soeneafter as practicable; provided, however, tleither Acquiror nor Target shall be
obligated to agree to account for the Merger gsuachase" in order to cause the Registration Sexteitn become effective. Subject to the
provisions of Section 4.4 hereof, the Proxy Statarshall include, if requested by Acquiror, theaeenendation of the Target's Board of
Directors in favor of the Merger. The Proxy Statetrshall include the recommendation of the Acqusr@oard of Directors in favor of the
Merger; provided that
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such recommendation may not be included, or mayithelrawn if previously included, if Acquiror's Bahof Directors believes in good fa
and, upon written advice of its outside legal calinshall determine that to include such recommgaidaor not withdraw such
recommendation if previously included, would cotsé a breach of Acquiror's Board of Directorsufichry duty under applicable law. The
Acquiror will update and amend the S-4 to the extetessary prior to the Closing.

5.2 MEETING OF STOCKHOLDERS.

(a) Target shall promptly after the date hereoétak action necessary in accordance with Delawave and its Certificate of Incorporation
and Bylaws to convene the Target Stockholders Mgstiithin 45 days of the Registration Statementdeieclared effective by the SEC.
Target shall consult with Acquiror and use all graable efforts to hold the Target Stockholders gebn the same day as the Acquiror
Stockholders Meeting and shall not postpone orwadj@other than for the absence of a quorum) thrgéiiéStockholders Meeting without the
consent of Acquiror, which consent shall not besasonably withheld. Subject to Section 5.1, Tasbatl use its best efforts to solicit from
stockholders of Target proxies in favor of the Margnd shall take all other action necessary oisatlie to secure the vote or consent of
stockholders required to effect the Merger.

(b) Acquiror shall promptly after the date hereaie all action necessary in accordance with Deleswaw and its Certificate of Incorporati
and Bylaws to convene the Acquiror Stockholders tiigewithin 45 days of the Registration Statemezihf declared effective by the SEC.
Acquiror shall consult with Target and use all rreble efforts to hold the Acquiror Stockholdersetlieg on the same day as the Target
Stockholders Meeting and shall not postpone orwadj¢other than for the absence of a quorum) thguior Stockholders Meeting without
the consent of Target, which consent shall notireasonably withheld. Subject to Section 5.1, Aashall use its best efforts to solicit
from stockholders of Acquiror proxies in favor bEtMerger and shall take all other action necessaaglvisable to secure the vote or con
of stockholders required to effect the Merger.

5.3 ACCESS TO INFORMATION.

(a) Target shall afford Acquiror and its accoursanbunsel and other representatives, reasonat¥ssaduring normal business hours during
the period prior to the Effective Time to (i) afl Barget's properties, books, contracts, commitsiant records, and (ii) all other information
concerning the business, properties and persofifi@lrget as Acquiror may reasonably request. Taagetes to provide to Acquiror and its
accountants, counsel and other representativesesopinternal financial statements promptly upequest. Acquiror shall afford Target and
its accountants, counsel and other representatiwaspnable access during normal business hourgdbe period prior to the Effective Tir
to (i) all of Acquiror's and its subsidiaries' pesfpies, books, contracts, commitments and recarts(ii) all other information concerning the
business, properties and personnel of Acquirori@nslibsidiaries as Target may reasonably regAegtiiror agrees to provide to Target and
its accountants, counsel and other representatog@es of internal financial statements promptlpmupequest.

(b) Subject to compliance with applicable law, frdm date hereof until the Effective Time, eacofjuiror and Target shall confer on a
regular and frequent basis with one or more reptasiges of the other party to report operationatters of materiality and the general status
of ongoing operations.

(c) No information or knowledge obtained in anyestigation pursuant to this Section 5.3 shall affede deemed to modify any
representation or warranty contained herein octralitions to the obligations of the parties tostanmate the Merger.

5.4 CONFIDENTIALITY. The parties acknowledge thaich of Acquiror and Target have previously execaten-disclosure agreement
dated March 11, 1997 (the "Confidentiality Agreeigrwhich Confidentiality Agreement shall continirefull force and effect in accordan
with its terms.
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5.5 PUBLIC DISCLOSURE. Unless otherwise permittgdiis Agreement, Acquiror and Target shall conauth each other before issuing
any press release or otherwise making any pulatersient or making any other public (or non-confi@éndisclosure (whether or not in
response to an inquiry) regarding the terms of Algggeeement and the transactions contemplated heagloyneither shall issue any such press
release or make any such statement or disclostheuwtithe prior approval of the other (which apmicshall not be unreasonably withheld),
except as may be required by law, or in exercigb@fiduciary duties of the Board of Directors byrobligations pursuant to any listing
agreement with any national securities exchangeitbrthe NASD. Notwithstanding the foregoing, Acopriand Target intend to issue a
mutually agreeable press release upon executitnioAgreement.

5.6 CONSENTS; COOPERATION.

(a) Each of Acquiror and Target shall promptly gdfplr or otherwise seek, and use its reasonablev@ncial efforts to obtain, all consents
and approvals required to be obtained by it foratvlesummation of the Merger, including those respiinnder HSR, and shall use its
reasonable commercial efforts to obtain all neagssansents, waivers and approvals under any mii®rial contracts in connection with the
Merger for the assignment thereof or otherwiseepkavhere the failure to obtain such consents undgerial contracts would not have a
Material Adverse Effect on Target. The parties teevell consult and cooperate with one another, emaksider in good faith the views of one
another, in connection with any analyses, appeasmpresentations, memoranda, briefs, argumeritépop and proposals made or submi
by or on behalf of any party hereto in connectidthygroceedings under or relating to HSR or anepfederal or state antitrust or fair trade
law.

(b) Each of Acquiror and Target shall use all readde efforts to resolve such objections, if arsyray be asserted by any Governmental
Entity with respect to the transactions contempldg this Agreement under HSR, the Sherman Acinasnded, the Clayton Act, as
amended, the Federal Trade Commission Act, as aedeadd any other Federal, state or foreign sgtutdes, regulations, orders or decrees
that are designed to prohibit, restrict or reguéattons having the purpose or effect of monoptibzeor restraint of trade (collectively,
"Antitrust Laws"). In connection therewith, if amgiministrative or judicial action or proceedingristituted (or threatened to be instituted)
challenging any transaction contemplated by thise&ment as violative of any Antitrust Law, eachhofjuiror and Target shall cooperate .
use all reasonable commercial efforts to vigorogslytest and resist any such action or proceedidg@have vacated, lifted, reversed, or
overturned any decree, judgment, injunction or otiider, whether temporary, preliminary or permar{each an "Order"), that is in effect
and that prohibits, prevents, or restricts consutitmaf the Merger or any such other transactiomégss by mutual agreement Acquiror and
Target decide that such litigation is not in threspective best interests. Notwithstanding the iprons of the immediately preceding sentel

it is expressly understood and agreed that Acqusinail have no obligation to litigate or contesy administrative or judicial action or
proceeding or any Order beyond the earlier of @¢h 31, 1998 or (ii) the date of a ruling preliariy enjoining the Merger issued by a court
of competent jurisdiction (the "Injunction DateBach of Acquiror and Target shall use all reasanafforts to take such action as may be
required to cause the expiration of the noticeqaks;j under the HSR or other Antitrust Laws withpess to such transactions, to occur as
promptly as possible after the execution of thisegnent.

(c) Notwithstanding anything to the contrary in 8@t 5.6(a) or (b), (i) neither Acquiror nor anyibsubsidiaries shall be required to divest
any of their respective businesses, product limessets, or to take or agree to take any oth&maet agree to any limitation that could
reasonably be expected to have a Material Adveifeetton Acquiror or on Acquiror combined with tBerviving Corporation after the
Effective Time, and (ii) Target shall not be reguirto divest any of its businesses, product limesseets, or to take or agree to take any other
action or agree to any limitation that could readun be expected to have a Material Adverse Effectarget.

A-26



5.7 POOLING ACCOUNTING. Acquiror and Target shadlcé use its reasonable commercial efforts to cesbusiness combination to be
effected by the Merger to be accounted for as &iqpof interests. Each of Acquiror and Target Ehae its reasonable commercial efforts to
cause its "Affiliates" (as defined in Section 518} to take any action that would adversely affeetability of Acquiror to account for the
business combination to be effected by the Merger pooling of interest.

5.8 AFFILIATE AGREEMENTS.

(a) SCHEDULE 5.8(A) sets forth those persons whg bedeemed "Affiliates" of Target within the meagiof Rule 145 promulgated under
the Securities Act ("Rule 145"). Target shall pa®viAcquiror such information and documents as Aagehall reasonably request for
purposes of reviewing such list. Target shall tsedasonable commercial efforts to deliver or eanse delivered to Acquiror, concurrently
with the execution of this Agreement (and in eaabecprior to the Effective Time) from each of thiéiliates of Target, an executed Affiliate
Agreement in the form attached hereto as EXHIBIT.Bxcquiror and Merger Sub shall be entitled tacplappropriate legends on the
certificates evidencing any Acquiror Common Stazlbé received by such Affiliates of Target pursuarthe terms of this Agreement, and to
issue appropriate stop transfer instructions tdrdmesfer agent for Acquiror Common Stock, consisteéith the terms of such Affiliate
Agreements.

(b) SCHEDULE 5.8(B) sets forth those persons whg bedeemed "Affiliates" of Acquiror within the nr@ag of Rule 145. Acquiror shall
provide Target such information and documents agefashall reasonably request for purposes of wamie such list. Acquiror shall use its
reasonable commercial efforts to deliver or candeetdelivered to Target, concurrently with theaii®n of this Agreement (and in each ¢
prior to the Effective Time) from each of the Afites of Acquiror, an executed Affiliate Agreemanmthe form attached hereto as EXHIBIT
B-2.

5.9 VOTING AGREEMENT

(a) Target shall use its reasonable commerciattsffon behalf of Acquiror and pursuant to the esjwf Acquiror, to cause each Target
stockholder named in SCHEDULE 5.9(A) to execute @elizer to Acquiror a Voting Agreement substaryiah the form of EXHIBIT C-1
attached hereto concurrent with the execution isfAlgreement.

(b) Acquiror shall use its reasonable commercifares, on behalf of Target and pursuant to the estjof Target, to cause each Acquiror
stockholder named in SCHEDULE 5.9(B) to execute @gld/er to Target a Voting Agreement substantiallyhe form of EXHIBIT C-2
attached hereto concurrent with the execution isfAlgreement.

5.10 LEGAL REQUIREMENTS. Each of Acquiror, Mergeutsand Target will, and will cause their respectBubsidiaries to, take all
reasonable actions necessary to comply promptly alitegal requirements which may be imposed emthvith respect to the consummat
of the transactions contemplated by this Agreeraadtwill promptly cooperate with and furnish infation to any party hereto necessary in
connection with any such requirements imposed woech other party in connection with the consumnmatibthe transactions contemplated
by this Agreement and will take all reasonableandinecessary to obtain (and will cooperate wighatier parties hereto in obtaining) any
consent, approval, order or authorization of, or magistration, declaration or filing with, any Gawmental Entity or other person, require:
be obtained or made in connection with the takihgny action contemplated by this Agreement.

5.11 BLUE SKY LAWS. Acquiror shall take such steggssmay be necessary to comply with the securitidsbéue sky laws of all jurisdictiol
which are applicable to the issuance of the Acqu@ommon Stock in connection with the Merger. Taglall use its best efforts to assist
Acquiror as may be necessary to comply with theiseges and blue sky laws of all jurisdictions whiare applicable in connection with the
issuance of Acquiror Common Stock in connectiorhlie Merger.
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5.12 EMPLOYEE BENEFIT PLANS

(a) At the Effective Time, the Target Stock OptRlan and each outstanding option to purchase sbéafieerget Common Stock under the
Target Stock Option Plan, whether vested or undestél be assumed by Acquiror. SCHEDULE 5.13 herstts forth a true and complete
list as of the date hereof of all holders of outdiag options under the Target Stock Option Placluding the number of shares of Target
capital stock subject to each such option, theaseior vesting schedule, the exercise price paeséind the term of each such option. On the
Closing Date, Target shall deliver to Acquiror grdated SCHEDULE 5.13 hereto current as of such &ateh such option so assumed by
Acquiror under this Agreement shall continue todyaand be subject to, the same terms and condgetrferth in the Target Stock Option
Plan, immediately prior to the Effective Time, egtthat (i) such option will be exercisable fortthamber of whole shares of Acquiror
Common Stock equal to the product of the numbehafes of Target Common Stock that were issualila agercise of such option
immediately prior to the Effective Time multiplidy the Exchange Ratio and rounded down to the seatt@ole number of shares of
Acquiror Common Stock, and

(i) the per share exercise price for the shareSaofuiror Common Stock issuable upon exercise ohassumed option will be equal to the
quotient determined by dividing the exercise ppee share of Target Common Stock at which suclooptias exercisable immediately prior
to the Effective Time by the Exchange Ratio, rouhdp to the nearest whole cent. Consistent withiéhas of the Target Stock Option Plan
and the documents governing the outstanding optiadsr that Plan, the Merger will not terminate ahthe outstanding options under such
Plan or accelerate the exercisability or vestinguafh options except as disclosed in the Targetl@are Schedule or the shares of Acquiror
Common Stock which will be subject to those optiopsn the Acquiror's assumption of the optiondaMerger. It is the intention of the
parties that the options so assumed by Acquirolifgydallowing the Effective Time as incentive stooptions as defined in Section 422 of
Code to the extent such options qualified as incerstock options prior to the Effective Time. WitiO business days after the Effective
Time, Acquiror will issue to each person who, immagely prior to the Effective Time was a holderanf outstanding option under the Target
Stock Option Plan a document in form and substaatisfactory to Target evidencing the foregoingiagstion of such option by Acquiror.

5.13 ESCROW AGREEMENT. On or before the Effectivend@, the Escrow Agent and the Stockholders' Agasdgfined in Article VIII
hereto) will execute the Escrow Agreement conteteplay Article VIl in the form attached heretoBXHIBIT E ("Escrow Agreement").

5.14 LETTER OF ACQUIROR'S AND TARGET'S ACCOUNTANTS.

(a) Acquiror shall use all reasonable efforts toseato be delivered to Target a Procedures Lettécquiror's independent auditors, dated a
date within two business days before the date dnhwthe Registration Statement shall become effe@nd addressed to Target, in form
reasonably satisfactory to Target and customasgape and substance for letters delivered by intg@ public accountants in connection
with registration statements similar to the Registn Statement.

(b) Target shall use all reasonable efforts to edase delivered to Acquiror a Procedures Lettdfanget's independent auditors, dated a
within two business days before the date on wHiehRegistration Statement shall become effectideaalressed to Acquiror, in form
reasonably satisfactory to Acquiror and customargycdope and substance for letters delivered bypemigent public accountants in connec
with registration statements similar to the Registn Statement.

5.15 FORM S-8. Acquiror agrees to file, as sooprasticable but in no event later than thirty (88ys after the Closing, a registration
statement on Form S-8 covering the shares of Aeg@iommon Stock issuable pursuant to outstanditigrmpunder the Target Stock Option
Plan assumed by Acquiror and use reasonable corfahefforts to cause such registration statemebetdeclared effective as soon as
practicable thereafter. Target shall cooperate wiitth assist Acquiror in the preparation of suclistegfion statement.
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5.16 STOCKHOLDER'S REPRESENTATION AGREEMENTS. Tdrgdl use reasonable commercial efforts to caus&aget
stockholders who are not also Affiliates of Targeéxecute and deliver to Acquiror a StockholdBepresentation Agreement substantiall
the form attached hereto as EXHIBIT F (the "Stod#bos Representation Agreement™) which imposewierestrictions regarding the res
of Acquiror Common Stock received in the Merger.

5.17 LISTING OF ADDITIONAL SHARES. Prior to the Ettive Time, Acquiror shall file with the Nasdagtaal Market a Notification
Form for Listing of Additional Shares with respéatthe shares referred to in Section 6.1(f) andreasonable commercial efforts to ensure
that all such shares are listed for trading thereof

5.18 EMPLOYEES. Concurrently with the executiorttaé Agreement, each of the individuals set fomhfSCHEDULE 5.18 shall have
delivered to Acquiror an executed Employment and48ompetition Agreement in the form of EXHIBIT G-t, seq., as applicable. Target
shall cooperate with Acquiror to assist Acquiroemploying such employees.

5.19 POOLING LETTERS.

(a) Target shall use all reasonable efforts to eaode delivered to Acquiror a letter of Cooperky®rand L.L.P., Target's independent
auditors, dated on or prior to the date of thisegnent and confirmed in writing two business dafsie the date of the Proxy Statement to
the effect that the Merger qualifies for poolinghaferest accounting treatment if consummated ooatance with this Agreement. Such letter
shall be in a form reasonably satisfactory to Aogruand customary in scope and substance for $etiglivered by independent public
accountants in connection with transactions oftyype.

(b) Acquiror shall use all reasonable efforts tasmto be delivered to Target a letter of Coopets/Brand L.L.P., Acquiror's independent
auditors, dated on or prior to the date of thisegnent and confirmed in writing two business dafsie the date of the Proxy Statement to
the effect that the Merger qualifies for poolinghaferest accounting treatment if consummated ooatance with this Agreement. Such letter
shall be in a form reasonably satisfactory to Taagel customary in scope and substance for lettdigered by independent public
accountants in connection with transactions of .

5.20 INDEMNIFICATION.

(a) After the Effective Time, Acquiror will causlee Surviving Corporation to indemnify and hold hkess the present and former officers,
directors, employees and agents of Target (theetimdfied Parties”) in respect of acts or omissioosurring on or prior to the Effective Tir

to the extent provided under Target's then effedBertificate of Incorporation and Bylaws or angiemnification agreement with Target
officers and directors to which Target is a pairtygach case in effect on March 1, 1997; provided such indemnification shall be subject to
any limitation imposed from time to time under apable law.

(b) The provisions of this Section 5.21 are intehttebe for the benefit of and shall be enforcealglecach Indemnified Party, and his or her
heirs and representatives.

5.21 REORGANIZATION. Acquiror and Target shall eacde its reasonable commercial efforts to causbubimess combination to be
effected by the Merger to be qualified as a "repizgtion” described in Section 368(a) of the Code.

5.22 EXPENSES. Whether or not the Merger is consatad) all costs and expenses incurred in connewtittrthis Agreement, the
Certificate of Merger and the transactions contetegl hereby and thereby shall be paid by the fractyring such expense; provided,
however that any out-of-pocket expenses incurretidrget (including, without limitation, fees andpexses of one legal counsel to the
Company, financial Advisors and accountants) iresz®f $150,000.00 (which amount shall be subgect t
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reasonable increases in the event of unexpectethatetial changes in the scope of work requiredumh counsel, advisors or accounts,
approval of which shall not be unreasonably withhét addition to fees and expenses of more thanegeal counsel shall remain an
obligation of Target's stockholders.

5.23 TERMINATION OF REGISTRATION RIGHTS. Target shase commercially reasonable efforts to termireatg and all rights granted
by that certain Amended and Restated InvestorstRilygreement, dated May 28, 1997, by and amongetangyd each of the parties listed on
Exhibit A thereto, from all holders of Registraldecurities thereunder.

5.24 SERVICES AGREEMENT. Acquiror and Target sihalVe entered into a Services Agreement in the fitathed hereto as EXHIBIT
H.

5.25 EMPLOYEE BENEFIT PLANS. As soon as practicaddter Effective Time, Acquiror shall merge Target01(k) plan into the 401(k)
plan maintained by Acquiror. Acquiror shall, andkltause the Surviving Corporation to, permit ¢ineployees of the Surviving Corporation
to participate in all employee benefit plans oftete similarly situated employees of Acquiror. Aegu shall cause the employee benefit p
and vacation programs of Acquiror or the Survivi®gyporation that are offered to the employees ef3brviving Corporation to recognize
service with Target to the same extent as servitte Acquiror for purposes of determining eligibjijitvesting and seniority, but service with
Target need not be recognized for purposes of heawfrual under any defined-benefit pension plaintained by Acquiror or the Surviving
Corporation. Acquiror shall absorb any deferreésaharges associated with the termination of Targe1(k) plan not to exceed $10,000.

5.26 REASONABLE COMMERCIAL EFFORTS AND FURTHER AS®ANCES. Each of the parties to this Agreement il
reasonable commercial efforts to effectuate thestrations contemplated hereby and to fulfill anasesto be fulfilled the conditions to clos
under this Agreement. Each party hereto, at theoregble request of another party hereto, shalllggend deliver such other instruments
do and perform such other acts and things as magtessary or desirable for effecting completedydbnsummation of this Agreement and
the transactions contemplated hereby.

ARTICLE VI
CONDITIONS TO THE MERGER

6.1 CONDITIONS TO OBLIGATIONS OF EACH PARTY TO EFEH THE MERGER. The respective obligations of eaatypto this
Agreement to consummate and effect this Agreemahtlze transactions contemplated hereby shall biegstuto the satisfaction at or prior to
the Effective Time of each of the following condits, any of which may be waived, in writing, by @gment of all the parties hereto:

(a) STOCKHOLDER APPROVAL. This Agreement and therlytr shall have been approved and adopted bygihdfders of at least ninety-
one percent (91%) of the stockholders of Targetiéseribed in Section 2.26) under Delaware LawiHl{@ requisite vote of the stockholders
of Acquiror (as described in Section 3.16) and ficquiror as the sole stockholder of Merger Sub.

(b) REGISTRATION STATEMENT EFFECTIVE. The SEC shillve declared the Registration Statement effedieestop order
suspending the effectiveness of the Registratiate8tent or any part thereof shall have been isanddo proceeding for that purpose, and
no similar proceeding in respect of the Proxy Statet, shall have been initiated or threatened bySIEC and all requests for additional
information on the part of the SEC shall have bemmplied with to the reasonable satisfaction offthdies thereto.

(c) NO INJUNCTIONS OR RESTRAINTS; ILLEGALITY. No teporary restraining order, preliminary or permarigjunction or other
order issued by any court of competent jurisdictioiother legal or regulatory restraint or prohdsitpreventing the consummation of the
Merger shall be and remain in effect, nor shall proceeding brought by an administrative agenayoonmission or other
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governmental authority or instrumentality, domestidoreign, seeking any of the foregoing be peggdimhich would have a Material Advel
Effect on such party. Nor shall there be any actiden, or any statute, rule, regulation or orderceéed, entered, enforced or deemed
applicable to the Merger, which makes the consunamaif the Merger illegal. In the event an injuctior other order shall have been iss
each party agrees to use its reasonable diligéart&to have such injunction or other order teraéd or lifted.

(d) GOVERNMENTAL APPROVAL. Acquiror, Target and Mggr Sub and their respective subsidiaries shak tiavely obtained from each
Governmental Entity all approvals, waivers and eoits, if any, necessary for consummation of ooimnection with the Merger and the
several transactions contemplated hereby, inclusiiredp approvals, waivers and consents as may beedaqinder the Securities Act, under
state Blue Sky laws, and under HSR other thargfiliand approvals relating to the Merger or affgcficquiror's ownership of Target or any
of its properties if failure to obtain such appripweaiver or consent would not have a Material AecEffect to either party.

(e) ESCROW AGREEMENT. Acquiror, Target, Escrow Agand the Stockholder's Agent (as defined in Aeti¢lll hereto) shall have
entered into an Escrow Agreement substantialljpénform attached hereto as EXHIBIT E.

(f) TAX OPINIONS. Each of Acquiror and Target shia#lve received substantially identical written omis from their respective counsel, in
form and substance reasonably satisfactory to thethe effect that the Merger will constitute anganization within the meaning of Section
368(a) of the Code. In rendering such opinionsneeushall be entitled to rely upon representatafrscquiror, Merger Sub and Target and

certain stockholders of Target.

(g) LISTING OF ADDITIONAL SHARES. The filing withie Nasdaq National Market of a Notification Formftsting of Additional
Shares with respect to the shares of Acquiror Com8tock issuable upon conversion of the Target Com8tock in the Merger and upon
exercise of the options under the Target Stockddd®lan assumed by Acquiror shall have been madistzares so listed.

(h) LETTER FROM ACCOUNTANTS. Each of Acquiror an@rfet shall have received a letter from Coopersy&rand L.L.P., independe
auditors of both Acquiror and Target, confirmingittthe Merger qualifies for pooling of interests@enting treatment if consummated in
accordance with this Agreement.

6.2 ADDITIONAL CONDITIONS TO OBLIGATIONS OF TARGETThe obligations of Target to consummate and efféstAgreement
and the transactions contemplated hereby shallliiject to the satisfaction at or prior to the Efifiee Time of each of the following
conditions, any of which may be waived, in writify, Target:

(2) REPRESENTATIONS, WARRANTIES AND COVENANTS. (xcept as set forth on a schedule to be deliverdatget prior to the
Effective Time (the "Acquiror Closing Disclosurelteciule"), the representations and warranties olukogand Merger Sub in this
Agreement shall be true and correct in all mategapects (except for such representations andntés that are qualified by their terms k
reference to materiality which representationswadanties as so qualified shall be true in alpesss) on and as of the Effective Time as
though such representations and warranties were wradnd as of such time, except to the extenthleafailure to be so true would not and
would not reasonably be expected to have a Matédaérse Effect on Acquiror and (ii) Acquiror ancelger Sub shall have performed and
complied in all material respects with all coverabligations and conditions of this Agreemenuiegyl to be performed and complied with
by them as of the Effective Time.

A-31



(b) CERTIFICATE OF ACQUIROR. Target shall have beeavided with a certificate executed on behalfo§uiror by its President and its
Chief Financial Officer to the effect that, as loé tEffective Time:

(i) except as set forth on Acquiror Closing Disclas Schedule delivered prior to the Effective Timlérepresentations and warranties made
by Acquiror and Merger Sub under this Agreementtiare and complete in all material respects; and

(i) all covenants, obligations and conditions luiktAgreement to be performed by Acquiror and Mefb on or before such date have been
so performed in all material respects.

(c) NO MATERIAL ADVERSE CHANGES. There shall notyeoccurred any material adverse change in thediahcondition, properties,
assets (including intangible assets), liabilitlassiness, operations or results of operations guor and its subsidiaries, taken as a whole.

(d) LETTER FROM ACCOUNTANTS. Target shall have reeel the letters referred to in Section 5.20 frooofers & Lybrand L.L.C.,
Acquiror's independent auditors.

(e) AFFILIATE AGREEMENTS. Target shall have recaiviecom each of the Affiliates of Acquiror an exeeditAffiliate Agreement in
substantially the form attached hereto as EXHIB}2.B

() CLOSING PRICE. The Closing Price (as define®ection 1.6(a)) shall be at least $3.00 per skaradjusted for any stock splits, stock
dividends or recapitalizations.

(g) THIRD PARTY CONSENTS. SCHEDULE 6.2(G) heretassfrth all consents or approvals required in @mtion with the Merger under
the contracts of Acquiror. Target shall have begni§hed with evidence satisfactory to it of thesent or approval of those persons whose
consent or approval shall be required in conneactiith the Merger under the contracts of Acquirdrfeeth on SCHEDULE 6.2(G) hereto, if
failure to obtain such consents or approvals wouldlould reasonably be expected to have a MatAdsakrse Effect on Acquiror.

6.3 ADDITIONAL CONDITIONS TO THE OBLIGATIONS OF ACQIROR AND MERGER SUB. The obligations of AcquirancaMergel
Sub to consummate and effect this Agreement anttahsactions contemplated hereby shall be sutgd@be satisfaction at or prior to the
Effective Time of each of the following conditioresyy of which may be waived, in writing, by Acquiro

(2) REPRESENTATIONS, WARRANTIES AND COVENANTS. BExateas set forth on a schedule to be delivered tuikor prior to the
Effective Time (the "Target Closing Disclosure Sahie"), the representations and warranties of angihis Agreement shall be true and
correct in all material respects (except for swagr@sentations and warranties that are qualifietthdy terms by a reference to materiality
which representations and warranties as so quhttall be true in all respects) on and as of fifiecBve Time as though such representat
and warranties were made on and as of such timepéeke the extent that the failure to be so trueldomot and would not reasonably be
expected to have a Material Adverse Effect on Tieagd

(i) Target shall have performed and complied imadterial respects with all covenants, obligatiand conditions of this Agreement required
to be performed and complied with by it as of tlife&ive Time.

(b) CERTIFICATE OF TARGET. Acquiror shall have begmovided with a certificate executed on behalT afget by its President and Chief
Financial Officer to the effect that, as of thedgtive Time:

(i) except as set forth on the Target Closing @isate Schedule delivered prior to the Effective §imll representations and warranties made
by Target under this Agreement are true and comjtetll material respects; and

(i) all covenants, obligations and conditions lniEtAgreement to be performed by Target on or leefoich date have been so performed in all
material respects.
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(c) THIRD PARTY CONSENTS. SCHEDULE 6.3(C) heretasstorth all consents or approvals required in emtion with the Merger under
the contracts of Target. Acquiror shall have begni§hed with evidence satisfactory to it of thesent or approval of those persons whose
consent or approval shall be required in connectiibh the Merger under the contracts of Targef@eh on SCHEDULE 6.3(C) hereto, if
failure to obtain such consents or approvals wouldould reasonably be expected to have a MatAdakrse Effect on Target.

(d) INJUNCTIONS OR RESTRAINTS ON CONDUCT OF BUSIN&SNo temporary restraining order, preliminary errpanent injunction
or other order issued by any court of competerggiction or other legal or regulatory restrainbyision limiting or restricting Acquiror's
conduct or operation of the business of Targelpfahg the Merger shall be in effect, nor shall gmgceeding brought by an administrative
agency or commission or other Governmental Enditynestic or foreign, seeking the foregoing be pegdi

(e) NO MATERIAL ADVERSE CHANGES. There shall notyeoccurred any material adverse change in thediahcondition, properties,
assets (including intangible assets), liabilitlassiness, operations or results of operations oféfta

() LETTER OF ACCOUNTANTS. Acquiror shall have réeed the letters referred to in Section 5.19 frooofers & Lybrand L.L.C.,
Acquiror's independent auditors.

(g) AFFILIATE'S AGREEMENTS. Acquiror shall have r@ged from each of the Affiliates of Target an exted Affiliate's Agreement in
substantially the form attached hereto as EXHIBIT.B

(h) FIRPTA CERTIFICATE. Target shall, prior to ti#osing Date, provide Acquiror with a properly extsd FIRPTA Notification Letter,
substantially in the form of EXHIBIT D attached b#r, which states that shares of capital stockanfj@t do not constitute "United States real
property interests" under Section 897(c) of thee&ddr purposes of satisfying Acquiror's obligasamder Treasury Regulation Section
1.1445-2(c)(3). In addition, simultaneously witHidery of such Notification Letter, Target shallvgaprovided to Acquiror, as agent for
Target, a form of notice to the Internal Revenuesige in accordance with the requirements of TreaRegulation Section 1.897-2(h)(2) and
substantially in the form of EXHIBIT D attached btr along with written authorization for Acquirar deliver such notice form to the
Internal Revenue Service on behalf of Target upenGlosing of the Merger.

(i) STOCKHOLDER'S REPRESENTATION AGREEMENTS. Acquirshall have received from holders of at leasétyipercent (90%) of
the Target Capital Stock, outstanding immediatelgrgo the Effective Time, a duly executed andw®kd Stockholder's Representation
Agreement in substantially the form attached heast&XHIBIT F.

() RESIGNATION OF DIRECTORS. The directors of Tatgn office immediately prior to the Effective Ténshall have resigned as direc
of the Surviving Corporation effective as of thddefive Time.

(k) EMPLOYMENT AND NON-COMPETITION AGREEMENTS. Themployees of Target set forth on Schedule 5.18 bhak accepted
employment with Acquiror and shall have entered Bt Employment and Non-Competition Agreement sutiistlly in the form attached
hereto as EXHIBITS G-1, et. seq.

() EXPENSE STATEMENT. Acquiror shall have receiviedm Target a statement of all outqodcket expenses incurred by Target which
subject to the limitation described in Section Sh23eto.

(m) TERMINATION OF REGISTRATION RIGHTS. Acquiror sifi have received an agreement of termination gfard all rights granted
by that certain Amended and Restated InvestorstRilypreement, dated May 28, 1997, as amended, dhpmuong Target and each of the
parties listed on EXHIBIT A thereto.
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(n) CONVERSION OF PREFERRED STOCK. All holders @frget Preferred Stock shall have converted all shehes of Preferred Stock
into Common Stock of Target prior to the Closingefle shall be no outstanding shares of Target iPeef&tock immediately prior to the
Closing.

(o) PRODUCT DELIVERY. Target shall have made shipteeof commercially available Products, as thahter defined and pursuant to the
specifications detailed in a product acceptanderéailetter provided by the Target and approvedbguiror as of the date hereof, to bona
fide customers bookable in accordance with Acqlgn@venue recognition policy of at least SeventyeHhousand dollars ($75,000) by
March 31, 1998.

ARTICLE VII
TERMINATION, AMENDMENT AND WAIVER

7.1 TERMINATION. At any time prior to the EffectivBEme, whether before or after approval of the eratpresented in connection with the
Merger by the stockholders of Target, this Agreenmeay be terminated:

(a) by mutual consent duly authorized by the Boaifd3irectors of Acquiror and Target;

(b) by either Acquiror or Target, if, without faulf the terminating party, the Closing shall notéaccurred on or before March 31, 1998
(provided a later date may be agreed upon in wyibiyn the parties hereto, and provided further thetright to terminate this Agreement un
this

Section 7.1(b) shall not be available to any pattpse action or failure to act has been the causesalted in the failure of the Merger to
occur on or before such date and such action luréaio act constitutes a breach of this Agreement)

(c) by Acquiror, if (i) Target shall breach any repentation, warranty, obligation or agreementungster and such breach shall not have been
cured within ten (10) business days of receipt aygét of written notice of such breach and suchdravould have or would reasonably be
expected to have a Material Adverse Effect on TaeTarget or shall take any action that woulegiwde the Merger to be accounted for as
a pooling of interests, provided that the rightdominate this Agreement by Acquiror under thistlec7.1(c)(i) shall not be available to
Acquiror where Acquiror is at that time in willfbkreach of this Agreement, (ii) the Board of Direstof Target shall have withdrawn or
modified its recommendation of this Agreement @ kherger in a manner adverse to Acquiror or stelelresolved to do any of the
foregoing, provided that the right to terminatestAgreement by Acquiror under this Section 7.1{c3tiall not be available to Acquiror whe
Acquiror is at that time in willful breach of thisgreement, (iii) for any reason Target fails tol eald hold the Target Stockholders Meeting or
obtain appropriate written consent of Target'skdtotders by March 31, 1998 or (iv) holders of mtran nine percent (9%) of Target Capital
Stock have not voted in favor of the Merger by MieBd, 1998.

(d) by Target, if (i) Acquiror shall breach any regpentation, warranty, obligation or agreementunadter and such breach shall not have been
cured within ten (10) days following receipt by Awar of written notice of such breach and suctabhewould have or would reasonably be
expected to have a Material Adverse Effect on Tiapgevided that the right to terminate this Agresrby Target under this Section 7.1(d)
shall not be available to Target where Target thatt time in willful breach of this Agreement,)(ihe Board of Directors of Acquiror shall
have withdrawn or modified its recommendation af thgreement or the Merger in a manner adversetgét or shall have resolved to do
any of the foregoing, provided that the right tontanate this Agreement by Target under this

Section 7.1(d)(ii) shall not be available to Targbiere Target is at that time in willful breachtbis Agreement, (iii) for any reason Acquiror
fails to call and hold the Acquiror Stockholderseé¥lag or obtain appropriate written consent of Aogits stockholders by March 31, 1998 or
(iv) Acquiror's stockholders do not approve the §grand this Agreement by the requisite vote attauiror Stockholders Meeting;
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(e) by either Acquiror or Target (i) if any permabéjunction or other order of a court or othemgmetent authority preventing the
consummation of the Merger shall have become &indlnonappealable or (i) if any required appr@fahe stockholders of Target shall not
have been obtained by reason of the failure toiohit@ required vote upon a vote held at a dulg neteting of stockholders or at any
adjournment thereof or by written consent;

(f) by Target, in the event (i) of the acquisitiday, any person or group of persons (other thanopsrer groups of persons who (A) acquired
shares of Acquiror Common Stock pursuant to anygereof Acquiror in which Acquiror was the surviviegrporation or any acquisition by
Acquiror of all or substantially all of the capitstbbck or assets of another person or (B) disdlosie beneficial ownership of shares of
Acquiror Common Stock on Schedule 13G under théh&mge Act) of beneficial ownership of 30% or moféhe outstanding shares of
Acquiror Common Stock (the terms "person," "groaptl "beneficial ownership" having the meaningsibaedrthereto in

Section 13(d) of the Exchange Act and the reguiatigromulgated thereunder), or (ii) the Board akbBliors of Acquiror accepts or publicly
recommends acceptance of an offer from a thirdygaracquire 50% or more of the outstanding shaf@squiror Common Stock or of
Acquiror's consolidated assets; or

7.2 EFFECT OF TERMINATION. In the event of termiitet of this Agreement as provided in Section 7his Agreement shall forthwith
become void and there shall be no liability or gation on the part of Acquiror, Merger Sub or Tamgetheir respective officers, directors,
stockholders or affiliates, except to the exteat guch termination results from the breach byrtygeereto of any of its representations,
warranties or covenants set forth in this Agreemermtvided that, the provisions of Section 5.4 (fentiality),

Section 7.3 (Expenses and Termination Fees) aad#ition 7.2 shall remain in full force and effastl survive any termination of this
Agreement.

7.3 EXPENSES AND TERMINATION FEES.

(a) Subject to Sections 7.3(b), 7.3(c), 7.3(d) adge), whether or not the Merger is consummatkdpats and expenses incurred in
connection with this Agreement and the transactammemplated hereby (including, without limitatiahe fees and expenses of its advisers,
accountants and legal counsel) shall be paid bpdiny incurring such expense.

(b) In the event that (i) either Acquiror or Targbgll terminate this Agreement pursuant to Sectidge)(ii) following a failure of the
stockholders of Target to approve this Agreemedt grior to the time of the Target Stockholders hfeg there shall have been (A) a Trig
Event with respect to Target or (B) a Takeover Bsapwhich at the time of the meeting of Targdtiskholders shall not have been (x)
rejected by Target and (y) withdrawn by the thiedtp, or (i) Acquiror shall terminate this Agreemigursuant to Section 7.1(c), due in wt
or in part to any failure by Target to use its mrable commercial efforts to perform and comphhvell agreements and conditions required
by this Agreement to be performed or complied WihTarget prior to or on the Closing Date or arijufa by Target's Affiliates to take any
actions required to be taken hereby, and prioetioahere shall have been (A) a Trigger Event gra(Bakeover Proposal which shall not
have been (x) rejected by Target and (y) withdraythe third party, then Target shall reimburse diooy for all of the reasonable out-of-
pocket costs and expenses incurred by Acquirooimection with this Agreement and the transactammdemplated hereby (including,
without limitation, the fees and expenses of itgisals, accountants and legal counsel) and, intiaddiTarget shall promptly pay to Acquiror
the sum of $4,000,000 (the "Termination Fee").

(c) In the event that Acquiror shall terminate tAreement pursuant to

Section 7.1(c) or Section 7.1(e)(ii), Target sipatimptly reimburse Acquiror for all of the reasolgabut-of-pocket costs and expenses
incurred by Acquiror in connection with this Agreent and the transactions contemplated hereby @iy without limitation, the fees and
expenses of its advisors, accountants and legaisedyy and, in the event any Takeover Proposaligg@r Event is consummated (as defined
in Section 7.3(h) within six months of the later(®¥ such termination of this Agreement and (y) plagment of the above-
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described expenses, Target shall promptly pay tuikor the additional sum of $4,000,000 (providedttno Termination Fee had been
previously paid pursuant to Section 7.3(b)).

(d) In the event that Target shall terminate thigeement pursuant to

Section 7.1(d) or Section 7.1(f), Acquiror shabhmptly reimburse Target for all of the reasonahleaf-pocket costs and expenses incurred
by Target in connection with this Agreement andtthasactions contemplated hereby (including, witHionitation, the fees and expenses of
its advisors, accountants and legal counsel).

(e) The parties hereto agree that the Terminate®sKue pursuant to

Section 7.3(b) and Section 7.3(c) shall not be @ekto be liquidated damages and that Acquirortd tigthe payment of such Termination
Fees shall be in addition to any other rights aredies under contract, at law or in equity to whdguiror may be entitled. Nothing in this
Article VII shall be interpreted as limiting Acquoir's rights and remedies under any circumstanteeirevent of Target's breach of this
Agreement.

(f) As used herein, a "Trigger Event" shall ocduary Person (as that term is defined in Sectiq)18f the Exchange Act and the regulations
promulgated thereunder) acquires securities reptiesel5% or more, or commences a tender or exehaffgr following the successful
consummation of which the offeror and its affilimeuld beneficially own securities representing 188tnore, of the voting power of Targ
PROVIDED, HOWEVER, a Trigger Event shall not bemied to include the acquisition by any Person ofisges representing 15% or mu

of Target if such Person has acquired such seesinitbt with the purpose nor with the effect of aiag or influencing the control of Target,
nor in connection with or as a participant in amnsaction having such purpose or effect, includifthout limitation not in connection with
such Person (i) making any public announcement reitpect to the voting of such shares at any ngéticonsider any merger,
consolidation, sale of substantial assets or dihsiness combination or extraordinary transactiwoliving Target, (i) making, or in any way
participating in, any "solicitation" of "proxiesas such terms are defined or used in Regulationui¥er the Exchange Act) to vote any
voting securities of Target (including, without lation, any such solicitation subject to Rule Maunder the Exchange Act) or seeking to
advise or influence any Person with respect tosthimg of any voting securities of Target, direatlyindirectly, relating to a merger or other
business combination involving Target or the saltransfer of a significant portion of assets (exlahg the sale or disposition of assets in the
ordinary course of business) of Target, (iii) fongni joining or in any way participating in any "gigd' within the meaning of Section 13(d)(3)
of the Exchange Act with respect to any voting sies of Target, directly or indirectly, relating a merger or other business combination
involving Target or the sale or transfer of a diigaint portion of assets (excluding the sale opdsstion of assets in the ordinary course of
business) of Target, or (iv) otherwise acting, alonin concert with others, to seek control ofgedror to seek to control or influence the
management or policies of Target.

(9) For purposes of Section 7.3(c) above, (A) "commation” of a Takeover Proposal shall occur orddte a written agreement is entered
into with respect to a merger or other businesshioation involving Target or the acquisition of agignificant equity interest in 15% or mi
of the outstanding shares of capital stock of Tamgesale or transfer of any material assets

(excluding the sale or disposition of assets indifttBnary course of business) of Target or any$ubsidiaries and (B) "consummation” of a
Trigger Event shall occur on the date any Persangrof its affiliates or associates would benaflgiown securities representing 15% or
more of the voting power of Target following a tendr exchange offer. Additionally, for the purpesé this Section 7.3(g), a Takeover
Proposal shall not include an equity investmentitgncial investors, including venture capitalistdiich does not result in a change of cot
of Target.

7.4 AMENDMENT. The boards of directors of the pasthereto may cause this Agreement to be amendery sitme by execution of an
instrument in writing signed on behalf of eachltd parties hereto; provided that an amendment salasgequent to adoption of the
Agreement by the stockholders of Target or Mergdr §hall not (i) alter or change the amount or lohdonsideration to be received on
conversion of the Target Capital Stock, (ii) albeichange any term of the Certificate of Incorpioraof
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the Surviving Corporation to be effected by the §&er or (iii) alter or change any of the terms aodditions of the Agreement if such
alteration or change would adversely affect thel&d of Target Common Stock or Merger Sub CommonkSt

7.5 EXTENSION; WAIVER. At any time prior to the Eiftive Time any party hereto may, to the exterdllggllowed, (i) extend the time
for the performance of any of the obligations drestacts of the other parties hereto,

(if) waive any inaccuracies in the representatimmg warranties made to such party contained herdimany document delivered pursuant
hereto and (iii) waive compliance with any of tlgreements or conditions for the benefit of suchypeontained herein. Any agreement on
the part of a party hereto to any such extensiomaiver shall be valid only if set forth in an ingnent in writing signed on behalf of such

party.

ARTICLE VIl
ESCROW AND INDEMNIFICATION

8.1 ESCROW FUND. As soon as practicable after tiieckve Time, 10% of the shares of Acquiror Comn®&iock issued at the Closing (i
"Escrow Shares") shall be registered in the nameruaf be deposited with, State Street Bank andt Gosipany of California, N.A. (or other
institution selected by Acquiror with the reasomattbnsent of Target) as escrow agent (the "Escrgenf), such deposit to constitute the
Escrow Fund and to be governed by the terms sttt ffi@rein and in the Escrow Agreement attachedt&XHIBIT E. The Escrow Fund
(but only up to a maximum of ten percent (10%)haf shares of Acquiror Common Stock issued at tosi@) shall be available to
compensate Acquiror pursuant to the indemnificatibligations of the stockholders of Target.

8.2 INDEMNIFICATION.

(a) Subject to the limitations set forth in thigigle VIII, the stockholders of Target will indenfpiand hold harmless Acquiror and the
Surviving Corporation and its respective officatisectors, agents and employees, and each pefsory,iwho controls or may control
Acquiror or the Surviving Corporation within the arméng of the Securities Act (hereinafter referreéhdividually as an "Indemnified Persc
and collectively as "Indemnified Persons") from against any and all losses, costs, damagesitiedihind expenses arising from claims,
demands, actions, causes of action, including,owitlimitation, reasonable legal fees, net of aagoreries under existing insurance policies,
tax benefit received by Acquiror or its affiliatas a result of such damages, indemnities from tharties or in the case of third party claims,
by any amount actually recovered by Acquiror oaffiliates pursuant to counterclaims made by athem directly relating to the facts
giving rise to such third party claims (collectiye’Damages") arising out of (i) breach by Targethe Confidentiality Agreement and (ii) a
misrepresentation or breach of or default in cotineavith any of the representations, warrantiesenants and agreements given or mac
Target in this Agreement, the Target Disclosuree8icites or any exhibit or schedule to this Agreem@&oguiror and its affiliates shall act in
good faith and in a commercially reasonable matmeritigate any Damages they may suffer. The Esdfond shall be the sole and
exclusive remedy for any claims, demands, actioretleer causes of action brought against Targis @ffiliates, stockholders, officers,
directors or agents.

(b) Nothing in this Agreement shall limit the lidityi (i) of Target for any breach of any represeiota, warranty or covenant if the Merger
does not close, or (ii) of any Target stockholaiecannection with any breach by such stockholdéhefAffiliate and Stockholder Agreeme
Stockholder's Representation Agreement, Irrevodalday or continuity of interest certificate(s) idered in connection with the tax opinions
to be rendered pursuant to Section 6.2(g); providedever, that resort to the Escrow Fund shathleeexclusive remedy of Acquiror for any
such breaches and misrepresentations followingtfeetive Time of the Merger.
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8.3 DAMAGE THRESHOLD.

(a) Notwithstanding Section 8.2, Acquiror may retgive any shares from the Escrow Fund with redpettie indemnification obligations of
the stockholders of Target set forth in Sectiof@@ unless and until an Officer's Certificate@ertificates (as defined in Section 8.5 below)
satisfying the requirements of Section 8.5(a) gl &ddentifying Damages has been delivered to tleed#s Agent as provided in Section 8.5
below and such amount is determined pursuant $oAtticle VIl to be payable, in which case Acquishall receive shares equal in value to
the full amount of Damages; provided, however, thatto event shall Acquiror receive more than tiserBw Shares.

(b) Notwithstanding Section 8.2, Acquiror may neteive any shares from the Escrow Fund with regpetie indemnification obligations of
the stockholders of Target set forth in Sectiof{@@#) unless and until an Officer's Certificate@ertificates (as defined in Section 8.5 bel
satisfying the requirements of Section 8.5(a)(f) & and identifying Damages the aggregate amoéimthich exceeds $100,000 (which
aggregate amount cannot include any individual Opanitems of $5,000 or less) has been deliverededscrow Agent as provided in
Section 8.5 below and such amount is determinesugunt to this Article VIII to be payable, in whichse Acquiror shall receive shares equal
in value to the full amount of Damages in exces$1df0,000; provided, however, that in no eventlsheduiror receive more than the Escr
Shares. In determining the amount of any Damagibuatiible to a breach, any materiality standardaiord in a representation, warranty or
covenant of Acquiror shall be disregarded.

8.4 ESCROW PERIOD. The Escrow Period shall terreingion the expiration the earlier to occur ofigtve (12) months after the Effecti
Time or (ii) the issuance of Acquiror's auditedaficial statements for the year ending Decembet @7 or December 31, 1998, depending
on the Closing Date, which include the results afget; provided, however, that a portion of therBacShares, which, in the reasonable
judgment of Acquiror, subject to the objection loé tStockholders' Agent and the subsequent arbitrafi the matter in the manner provic

in Section 8.7 hereof, are necessary to satisfyuasgatisfied claims specified in any Officer's Grdte theretofore delivered to the Escrow
Agent prior to termination of the Escrow Periodhwiespect to facts and circumstances existing poiexpiration of the Escrow Period, shall
remain in the Escrow Fund until such claims hawentresolved.

8.5 CLAIMS UPON ESCROW FUND.

(&) Upon receipt by the Escrow Agent on or befbrelast day of the Escrow Period of a certificég@ed by any officer of Acquiror (an
"Officer's Certificate"):

(i) stating that, with respect to the indemnifioatiobligations of the stockholders of Target setfin Section 8.2(a)(ii), Damages exist in an
aggregate amount greater than $100,000, (whicreggtg amount cannot include any individual Damgesgas of $5,000 or less), and

(i) specifying in reasonable detail the individit@ms of such Damages included in the amountatedtthe date each such item was paid or
properly accrued or arose, the nature of the miesgmtation, breach of warranty or claim to whigbhsitem is related,

the Escrow Agent shall, subject to the provisiohthis Article VIII, deliver to Acquiror out of th&scrow Fund, as promptly as practicable,
Acquiror Common Stock or other assets held in ther@&v Fund having a value equal to (x) such Damaggisrespect to the indemnification
obligations of the stockholders of Target set fantSection 8.2(a)(i) and (y) such Damages in excé$100,000 with respect to the
indemnification obligations of the stockholdersTafrget set forth in Section 8.2(a)(ii).

(b) For the purpose of compensating Acquiror feiDdamages pursuant to this Agreement, the Acq@ioonmon Stock in the Escrow Fund
shall be valued at the Closing Price.

8.6 OBJECTIONS TO CLAIMS. At the time of delivery any Officer's Certificate to the Escrow Agentjuplicate copy of such Officer's
Certificate shall be delivered to the Stockholdagent (defined in Section 8.8 below) and for aiquof forty-five (45) days after such
delivery, the Escrow Agent shall make no deliveinAoquiror Common Stock or other property pursuan®ection 8.5 hereof unless the
Escrow Agent shall have received written authorrafrom the Stockholders' Agent to make such @elivAfter
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the expiration of such fortfive (45) day period, the Escrow Agent shall makévery of the Acquiror Common Stock or other prapen the
Escrow Fund in accordance with Section 8.5 hey@olided that no such payment or delivery may bderifithe Stockholders' Agent shall
object in a written statement to the claim madéhaOfficer's Certificate, and such statement dieale been delivered to the Escrow Agent
and to Acquiror prior to the expiration of suchtjefive (45) day period.

8.7 RESOLUTION OF CONFLICTS; ARBITRATION.

(@) In case the Stockholders' Agent shall so oleetriting to any claim or claims by Acquiror magteany Officer's Certificate, Acquiror
shall have forty-five (45) days to respond in atter statement to the objection of the Stockholdegent. If after such forty-five (45) day
period there remains a dispute as to any clainesStbckholders' Agent and Acquiror shall attempggand faith for thirty (30) days to agree
upon the rights of the respective parties with eespo each of such claims. If the Stockholdergmgnd Acquiror should so agree, a
memorandum setting forth such agreement shall &egped and signed by both parties and shall béshed to the Escrow Agent. The
Escrow Agent shall be entitled to rely on any somorandum and shall distribute the Acquiror Comt@tock or other property from the
Escrow Fund in accordance with the terms thereof.

(b) If no such agreement can be reached after fgttdnegotiation, either Acquiror or the Stockhest Agent may, by written notice to the
other, demand arbitration of the matter unlesstheunt of the damage or loss is at issue in peridiggtion with a third party, in which

event arbitration shall not be commenced until sudount is ascertained or both parties agree itratibn; and in either such event the
matter shall be settled by arbitration conductedhipge arbitrators. Within fifteen (15) days aftecch written notice is sent, Acquiror and the
Stockholders' Agent shall each select one arbitratad the two arbitrators so selected shall selgbird arbitrator. The decision of the
arbitrators as to the validity and amount of arairalin such Officer's Certificate shall be bindemgd conclusive upon the parties to this
Agreement, and notwithstanding anything in Sec8dhhereof, the Escrow Agent shall be entitleddinimaccordance with such decision and
make or withhold payments out of the Escrow Funadcordance therewith.

(c) Judgment upon any award rendered by the attnigranay be entered in any court having jurisdictiény such arbitration shall be held in
Santa Clara County or San Mateo County, Califoumider the commercial rules then in effect of theefinan Arbitration Association. For
purposes of this Section 8.7(c), in any arbitratieneunder in which any claim or the amount thestated in the Officer's Certificate is at
issue, Acquiror shall be deemed to be the Non-HiegdParty unless the arbitrators award Acquir@renthan ondralf ( 1/2) of the amount
dispute, plus any amounts not in dispute; othervige Target stockholders for whom shares of TaBgehmon Stock otherwise issuable to
them have been deposited in the Escrow Fund skalebmed to be the Non-Prevailing Party. The Nawdiling Party to an arbitration shall
pay its own expenses, the fees of each arbitréteradministrative fee of the American Arbitratidssociation, and the expenses, including
without limitation, attorneys' fees and costs, oeably incurred by the other party to the arbitnadi

8.8 STOCKHOLDERS' AGENT.

(a) Craig Malloy shall be constituted and appoirdedigent ("Stockholders' Agent") for and on bebfthe Target stockholders to give and
receive notices and communications, to authorifigety to Acquiror of the Acquiror Common Stock ather property from the Escrow Fund
in satisfaction of claims by Acquiror, to objectdoch deliveries, to agree to, negotiate, entersettlements and compromises of, and der
arbitration and comply with orders of courts andaedg of arbitrators with respect to such claims, tantake all actions necessary or
appropriate in the judgment of the Stockholdersgmdor the accomplishment of the foregoing. Sugénay may be changed by the holders
of a majority in interest of the Escrow Fund frame to time upon not less than 10 days prior writtetice to Acquiror. No bond shall be
required of the Stockholders' Agent, and the Stolddrs' Agent shall receive no compensation foshiwices. Notices or communications to
or from the Stockholders' Agent shall constitutég®to or from each of the Target stockholders.
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(b) The Stockholders' Agent shall not be liabledoy act done or omitted hereunder as Stockholdgext while acting in good faith and in
the exercise of reasonable judgment, and any a& doomitted pursuant to the advice of counsdl Beaconclusive evidence of such good
faith. The Target stockholders shall severally mddy the Stockholders' Agent and hold him harmiggainst any loss, liability or expense
incurred without gross negligence or bad faithlmpart of the Stockholders' Agent and arisingodwtr in connection with the acceptance or
administration of his duties hereunder.

(c) The Stockholders' Agent shall have reasonatdess to information about Target and the reaseradsistance of Target's officers and
employees for purposes of performing its dutiesexetcising its rights hereunder, provided thatSteckholders' Agent shall treat
confidentially and not disclose any nonpublic imi@tion from or about Target to anyone (except ared to know basis to individuals who
agree to treat such information confidentially).

8.9 ACTIONS OF THE STOCKHOLDERS' AGENT. A decisi@gtt, consent or instruction of the Stockholdege#t shall constitute a
decision of all Target stockholders for whom sharfe&cquiror Common Stock otherwise issuable toritee deposited in the Escrow Fund
and shall be final, binding and conclusive uporhesech Target stockholder, and the Escrow Agentfagiiror may rely upon any decision,
act, consent or instruction of the Stockholdersritgas being the decision, act, consent or instrucif each and every such Target
stockholder. The Escrow Agent and Acquiror are Ingrelieved from any liability to any person foryascts done by them in accordance v
such decision, act, consent or instruction of tteel&holders' Agent.

8.10 THIRD-PARTY CLAIMS. In the event Acquiror beoes aware of a third-party claim which Acquirorieeés may result in a demand
against the Escrow Fund, Acquiror shall notify 8teckholders' Agent of such claim, and the Stoddad' Agent and the Target stockholders
for whom shares of Acquiror Common Stock othenvisseiable to them are deposited in the Escrow Fhalllise entitled, at their expense, to
participate in any defense of such claim. Acqustaall have the right in its sole discretion tolsedny such claim; provided, however, that
Acquiror may not affect the settlement of any saletim without the consent of the Stockholders' Agesich consent shall not be
unreasonably withheld. In the event that the Stolddrs' Agent has consented to any such settlertengtockholders' Agent shall have no
power or authority to object under Section 8.6y ather provision of this Article VIII to the amptof any claim by Acquiror against the
Escrow Fund for indemnity with respect to suchleetént.

ARTICLE IX
GENERAL PROVISIONS

9.1 SURVIVAL AT EFFECTIVE TIME. The representatigngarranties and agreements set forth in this Ages shall survive after the
Effective Time and shall terminate at the earliefitwelve (12) months after the Effective Time(a) the issuance of Acquiror's audited
financial statements for the year ending Decembef 897 or December 31, 1988, depending on ther@jd3ate, which include the results
Target (the "Termination Date"), except that theeagients set forth in Article I, Section 5.4 (Cdefitiality), 5.7 (Pooling Accounting), 5.8
(Affiliate Agreements), 5.13 (Employee Benefit Fdan

5.16 (Form S-8), 5.17 (Stockholder's Representaigneement), 5.22 (Reorganization), 5.25 (Reasen@bimmercial Efforts and Further
Assurances),

7.3 (Expenses and Termination Fees), 7.4 (Amendmériicle VIII and this Article IX shall survivehie Termination Date.

9.2 NOTICES. All notices and other communicatiorsdunder shall be in writing and shall be deemedrgif delivered personally or by
commercial delivery service, or mailed by registieoe certified
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mail (return receipt requested) or sent via fadsirfvith confirmation of receipt) to the partiestla¢ following address (or at such other
address for a party as shall be specified by lieca):

(a) if to Acquiror or Merger Sub, to:
Polycom, Inc.

2584 Junction Avenue

San Jose, CA 95134

Attention: President

Fax: (408) 526-9100

Tel: (408) 526-9000

with a copy to:

Brobeck, Phleger & Harrison LLP
Two Embarcadero Place

2200 Geng Road

Palo Alto, CA 94303

Attention: Jeffrey P. Higgins, Esq.
Fax: (415) 496-2885

Tel: (415) 424-0160

(b) if to Target, to:

ViaVideo Communications, Inc.
8900 Shoal Creek

Building 300

Austin, TX 78757

Attention: President

Fax: (512) 342-7179

Tel: (512) 923-9633

with a copy to:

Gunderson Dettmer Stough Villeneuve
Franklin & Hachigian, LLP

155 Constitution Drive

Menlo Park, CA 9402



Attention: Scott Dettmer, Esq.
Fax: (415) 321-2400
Tel: (415) 321-2800

9.3 INTERPRETATION. When a reference is made is thjjreement to Exhibits, such reference shall tent&xhibit to this Agreement
unless otherwise indicated. The words "includej¢ltides” and "including" when used herein shalllbemed in each case to be followed by
the words "without limitation." The phrase "madeagable” in this Agreement shall mean that the iinfation referred to has been made
available if requested by the party to whom sudbrination is to be made available. The phrasesddie of this Agreement," "the date
hereof," and terms of similar import, unless thateat otherwise requires, shall be deemed to tefdune 11, 1997. The table of contents and

headings contained in this Agreement are for ref@gurposes only and shall not affect in any va@ynieaning or interpretation of this
Agreement.

9.4 COUNTERPARTS. This Agreement may be executezhamor more counterparts, all of which shall besidered one and the same
agreement and shall become effective when one og naunterparts have been signed by each of thiepand delivered to the other part|
it being understood that all parties need not gignsame counterpart.
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9.5 ENTIRE AGREEMENT; NONASSIGNABILITY; PARTIES INNTEREST. This Agreement and the documents andumstnts and

other agreements specifically referred to hereidadivered pursuant hereto, including the Exhiliie, Schedules, including the Target
Disclosure Schedule and the Acquiror Disclosureefale (a) constitute the entire agreement amongdhees with respect to the subject
matter hereof and supersede all prior agreementsiaaerstandings, both written and oral, among#rées with respect to the subject me
hereof, except for the Confidentiality Agreemenijet shall continue in full force and effect, arl survive any termination of this
Agreement or the Closing, in accordance with itentg (b) are not intended to confer upon any otleeson any rights or remedies hereunder,
except as set forth in Sections 1.6(a)-(d) and1(f7},1.9, and 5.13; and (c) shall not be assigiyeapleration of law or otherwise except as
otherwise specifically provided.

9.6 SEVERABILITY. In the event that any provisiohtbis Agreement, or the application thereof, beesrar is declared by a court of
competent jurisdiction to be illegal, void or unerteable, the remainder of this Agreement will oo in full force and effect and the
application of such provision to other personsimurnstances will be interpreted so as reasonabdffect the intent of the parties hereto.
parties further agree to replace such void or wrerfble provision of this Agreement with a validl@nforceable provision that will achie
to the extent possible, the economic, busineso#ret purposes of such void or unenforceable pi@mvis

9.7 REMEDIES CUMULATIVE. Except as otherwise progdiherein, any and all remedies herein expressifec@d upon a party will be
deemed cumulative with and not exclusive of angptemedy conferred hereby, or by law or equityrupach party, and the exercise by a
party of any one remedy will not preclude the elserof any other remedy.

9.8 GOVERNING LAW. This Agreement shall be goverigdand construed in accordance with the laws dif@aia that might otherwise
govern under applicable principles of conflictdaf. Each of the parties hereto irrevocably corsemthe exclusive jurisdiction of any court
located within Santa Clara County, State of Catifayin connection with any matter based upon wiray out of this Agreement or the
matters contemplated herein, agrees that procegdenserved upon them in any manner authorizethdyaivs of the State of California for
such persons and waives and covenants not to asg#etad any objection which they might otherwhis®e to such jurisdiction and such
process.

9.9 RULES OF CONSTRUCTION. The parties hereto aginaethey have been represented by counsel dtirengegotiation, preparation ¢
execution of this Agreement and, therefore, waeapplication of any law, regulation, holding olerof construction providing that
ambiguities in an agreement or other documenthiltonstrued against the party drafting such ageaeor document.
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IN WITNESS WHEREOF, Target, Acquiror and Merger $ave caused this Agreement to be executed ancedsti by their respective
officers thereunto duly authorized, all as of tlaedfirst written above.

TARGET

By: /s/ Craig B. Malloy

ACQUIROR

By: /s/ Brian L. Hinman

MERGER SUB

By: /s/ Brian L. Hinman

[SIGNATURE PAGE TO AGREEMENT AND PLAN OF REORGANIZA TION]
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AMENDMENT NO. 1 TO THE
AGREEMENT AND PLAN OF REORGANIZATION

THIS AMENDMENT NO. 1 TO THE AGREEMENT AND PLAN OF RORGANIZATION (the "Amendment”) is made and is effee as
of September 29, 1997, by and among Polycom, &nbeglaware corporation ("Polycom™), Venice Acqu@sitCorporation, a Delaware
corporation and a wholly-owned subsidiary of PolpciMerger Sub") and ViaVideo Communications, IrecDelaware corporation
("ViaVideo").

WHEREAS, Polycom, Merger Sub and ViaVideo are parto that certain Agreement and Plan of Reorgtaizdated as of June 11, 1997
(the "Reorganization Agreement"), pursuant to whitdrger Sub will merge with and into ViaVideo, wiktiaVideo becoming a wholly-
owned subsidiary of Polycom.

WHEREAS, the parties desire to enter into this Agnent to provide for the amendment and additioraoibus sections of the
Reorganization Agreement pursuant to Section 7theReorganization Agreement.

NOW, THEREFORE, for good and valuable consideratibe receipt and adequacy of which is hereby asledged, the parties, intendil
to be legally bound, hereto hereby agree as follows

1. AMENDMENT OF SUBSECTION 1.4(A). Subsection 1 {athe Reorganization Agreement is hereby ametmleeld in its entirety as
follows:

(a) At the Effective Time, the Certificate of Inporation of Merger Sub, as in effect immediatelppto the Effective Time, shall be the
Certificate of Incorporation of the Surviving Corption until thereafter amended as provided by Wate Law and such Certificate of
Incorporation; provided, however, that Article Itbe Certificate of Incorporation of the SurviviGgrporation shall be amended to read as
follows: "The name of the corporation is ViaVidéng."

2. ADDITION OF SECTION 1.12. Section 1.12 shallddted to the Reorganization Agreement to read iantirety as follows:

1.12 EXEMPTION FROM REGISTRATION. The shares ofygoim Common Stock to be issued in connection viighMerger will be
issued in a transaction exempt from registratiothenrthe Securities Act of 1933, as amended (theuiees Act"), by reason of Section 4(2)
thereof.

3. AMENDMENT OF SECTION 2.24. Section 2.24 of thedRganization Agreement is hereby amended to reds entirety as follows:

2.24 PROXY STATEMENT; INFORMATION STATEMENT. The farmation supplied by ViaVideo for inclusion in theoxy statement to
be sent to the stockholders of Polycom (the "Pi®tatement”) and for inclusion in the informatioatetment to be sent to the stockholders of
ViaVideo (the "Information Statement") in connectiwith the meeting of Polycom's stockholders tosider the Merger (the "Polycom
Stockholders Meeting™) and in connection with theetng of ViaVideo's stockholders to consider therdgr (the "ViaVideo Stockholders
Meeting"), respectively, shall not, on the datefexy Statement is first mailed to Polycom's stmders, on the date the Information
Statement is first mailed to ViaVideo's stockhofijet the time of the Polycom Stockholders Meetihg time of the ViaVideo Stockholders
Meeting and at the Effective Time, contain anyestant which, at such time, is false or misleadiiit vespect to any material fact, or omi
state any material fact necessary in order to rfastatements made therein, in light of the cirstamces under which they are made, not
false or misleading; or omit to state any matdgat necessary to correct any statement in anjeeadmmunication with respect to the
solicitation of proxies for the Polycom Stockholsldieeting or the ViaVideo Stockholders Meeting whias become false or misleading. If
at any time prior to the Effective Time any evenirdormation should be discovered by ViaVideo whihould be set forth in a supplement
to the Proxy Statement or Information Statemerd\ileo
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will promptly inform Polycom or Merger Sub. Notw#tanding the foregoing, ViaVideo makes no represant, warranty or covenant with
respect to any information supplied by Polycom ardyer Sub which is contained in any of the foregalncuments.

4. AMENDMENT OF SECTION 3.15. Section 3.15 to thedRyanization Agreement is hereby amended to reasd entirety as follows:

3.15 PROXY STATEMENT; INFORMATION STATEMENT. The farmation supplied by Polycom or Merger Sub foruséon in Proxy
Statement and for inclusion in the Information &ta¢nt in connection with the Polycom Stockholdeeslhg and in connection with the
ViaVideo Stockholders Meeting, shall not, on théedhe Proxy Statement is first mailed to Polycostiekholders, on the date the
Information Statement is first mailed to ViaVidestsckholders, at the time of the Polycom Stockbddvieeting, the time of the ViaVideo
Stockholders Meeting and at the Effective Time taonany statement which, at such time, is falsmisteading with respect to any material
fact, or omit to state any material fact necesganrder to make the statements made thereingim 6f the circumstances under which they
are made, not false or misleading; or omit to stae material fact necessary to correct any statemeany earlier communication with
respect to the solicitation of proxies for the Rolyn Stockholders Meeting or the ViaVideo Stockhdddeeting which has become false or
misleading. If at any time prior to the Effectivenie any event or information should be discoveng@®blycom or Merger Sub which should
be set forth in a supplement to the Proxy Statemehtformation Statement, Polycom or Merger Sulb promptly inform ViaVideo.
Notwithstanding the foregoing, Polycom and Mergeb $hakes no representation, warranty or covenahtnespect to any informatic
supplied by ViaVideo which is contained in any loé foregoing documents.

5. AMENDMENT OF SUBSECTION 4.3(B). Subsection 4.B8{b the Reorganization Agreement is hereby ametaleglad in its entirety as
follows:

(b) ISSUANCE OF SECURITIES. Issue, deliver, salitheorize or propose the issuance, delivery or shler purchase or propose the
purchase of, any shares of its capital stock anrétges convertible into, or subscriptions, rightsrrants or options to acquire, or other
agreements or commitments of any character obtigatito issue any such shares or other conversigbarrities, other than (i) the issuance of
shares of its Common Stock pursuant to the exeodistock options, warrants or other rights therefgtstanding as of the date of this
Agreement, or (ii) the grant of stock options tovgge providers in the ordinary course of busingssyided that the aggregate of (i) and (ii)
above shall not exceed 127,000 shares after tleehdaeof;

6. AMENDMENT OF SECTION 5.1. Section 5.1 to the Rgamization Agreement is hereby amended to reéd amtirety as follows:

5.1 PROXY STATEMENT; INFORMATION STATEMENT. As proptly as practicable after the execution of this @gment, Polycom and
ViaVideo shall prepare, and Polycom shall file witle SEC, preliminary proxy materials relatinghe approval of the Merger and the
transactions contemplated hereby by the stockhelofelPolycom and, as promptly as practicable folhgareceipt of SEC comments thereon,
Polycom shall file with the SEC revised proxy masrwhich comply in form with applicable SEC regquments and shall use all reasonable
efforts to cause the Proxy Materials to be apprdyethe SEC as soon thereafter as practicablejgedyhowever, that neither Polycom nor
ViaVideo shall be obligated to agree to accountlierMerger as a "purchase" in order to cause ttveyPMaterials to be approved by the
SEC. The Proxy Statement shall include the recondiatéon of the Polycom's Board of Directors in fawbthe Merger; provided that such
recommendation may not be included, or may be wathd if previously included, if Polycom's Boardifectors believes in good faith and,
upon written advice of its outside legal counskgllsdetermine that to include such recommendatiomot withdraw such recommendation if
previously included, would constitute a
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breach of Polycom's Board of Directors' fiduciagtydunder applicable law. Polycom will update antkad the Proxy Materials to the extent
necessary prior to the closing.

7. AMENDMENT OF SECTION 5.2. Section 5.2 to the Rgamization Agreement is hereby amended to redtd antirety as follows:
5.2. MEETING OF STOCKHOLDERS.

(a) ViaVideo shall promptly after the date hereadfet all action necessary in accordance with Delewarw and its Certificate of
Incorporation and Bylaws to convene the ViaVideocBholders Meeting within 45 days of the Proxy &ta¢nt being approved by the SEC.
ViaVideo shall consult with Polycom and use allse@able efforts to hold the ViaVideo Stockholdersdting on the same day as the
Polycom Stockholders Meeting and shall not postporedjourn (other than for the absence of a quptbm ViaVideo Stockholders Meeting
without the consent of Polycom. Subject to

Section 5.1, ViaVideo shall use its best effortsdbicit from stockholders of ViaVideo proxies iavor of the Merger and shall take all other
action necessary or advisable to secure the vaterwent of stockholders required to effect thedder

(b) Polycom shall promptly after the date here&étall action necessary in accordance with Delaware and its Certificate of Incorporation
and Bylaws to convene the Polycom Stockholders Meetithin 45 days of the Proxy Statement beingrappd by the SEC. Polycom shall
consult with ViaVideo and use all reasonable efféothold the Polycom Stockholders Meeting on traesday as the ViaVideo Stockholders
Meeting and shall not postpone or adjourn (othentlor the absence of a quorum) the Polycom Stddkh® Meeting without the consent of
ViaVideo. Subject to

Section 5.1, Polycom shall use its best effortsalicit from stockholders of Polycom proxies in éaof the Merger and shall take all other
action necessary or advisable to secure the vaterment of stockholders required to effect thedéer

8. AMENDMENT OF SECTION 5.22. Section 5.22 to thedRyanization Agreement is hereby amended to redsd éntirety as follows:

5.22 EXPENSES. Whether or not the Merger is consatad) all costs and expenses incurred in connewfiitrthis Agreement, the
certificate of Merger and the transactions contetigol hereby and thereby shall be paid by the aetyring such expense; provided,
however, that any out-of-pocket expenses incurge@idrget (including, without limitation, fees angpenses of one legal counsel to the
Target, financial advisors and accountants) in exoé $175,000 (which amount shall be subjectésorable increases in the event of
unexpected and material changes in the scope & required by such counsel, advisors or accountapfgoval of which shall not be
unreasonably withheld) in addition to fees and esps of more than one legal counsel shall remaobhgation of Target's stockholders.

9. ADDITION OF SECTION 5.27. Section 5.27 shalldmrled to the Reorganization Agreement to read iaritirety as follows:

5.27 REGISTRATION RIGHTS. Polycom hereby agreegramt to the holders of Polycom Common Stock isguaduant to this Agreeme
registration rights as set forth in the DeclaratiéiRegistration Rights in the form attached hesetd=xhibit 1.

10. AMENDMENT OF SUBSECTION 6.1(B). Subsection {b)Section 6.1 to the Reorganization Agreemenerglily amended to read in
entirety as follows:

(b) PROXY STATEMENT APPROVED. The SEC shall havpmved the Proxy Statement. No stop order suspgritlaProxy Statement
any part thereof shall have been issued and ne@edieg for that purpose shall have been initiatetireatened by the SEC and all reques
additional information on the part of the SEC shalle been complied with to the reasonable satisfaof the parties thereto.
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11. AMENDMENT OF SECTION 9.1. Section 9.1 to theoRganization Agreement is hereby amended to re#id antirety as follows:

9.1 SURVIVAL AT EFFECTIVE TIME. The representatigngarranties and agreements set forth in this Agesd shall survive after the
Effective Time and shall terminate at the earliefiptwelve (12) months after the Effective Time(a) the issuance of Polycom's audited
financial statements for the year ending Decembe 897 or December 31, 1998, depending on ther@jd3ate, which include the results
ViaVideo (the "Termination Date"), except that igreements set forth in Article I,

Section 5.4 (Confidentiality), 5.7 (Pooling Accoungf), 5,8 (Affiliate Agreements), 5.13 (Employeeréit Plans), 5.16 (Form S-8), 5.17
(Stockholder's Representation Agreement), 5.22 ridRexization), 5.25 (Reasonable Commercial Effont$ Burther Assurances), 7.3
(Expenses and Termination Fees), 7.4 (Amendmenti;|& VIl and this Article IX shall survive theéfmination Date.

12. AMENDMENT OF SECTION 9.2. Section 9.2 to theoRganization Agreement is hereby amended to re#id antirety as follows:

9.2. NOTICES. All notices and other communicatibeseunder shall be in writing and shall be deemeeingf delivered personally or by
commercial delivery service, or mailed by registieoe certified mail (return receipt requested) emtsvia facsimile (with confirmation of
receipt) to the parties at the following addressafasuch other address for a party as shall befsmkby like notice):

(a) if to Polycom or Merger Sub, to:
Polycom, Inc.

2584 Junction Avenue

San Jose, CA 95134

Attention: President

Tel: (408) 526-9000

Fax: (408) 526-9100

with a copy to:
Gunderson Dettmer Stough Villeneuve

Franklin & Hachigian, LLP

155 Constitution Drive

Menlo Park, CA 94025

Attention: Jeffrey P. Higgins Tel: (650) 321-2400
Fax: (650) 321-2800

(b) if to ViaVideo, to:

ViaVideo Communications, Inc.

8900 Shoal Creek
Building 300

Austin, TX 78757
Attention: President
Tel: (512) 923-9633
Fax: (512) 342-7179
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with a copy to:

Brobeck, Phleger & Harrison LLP

301 Congress Avenue

12th Floor

Austin, TX 78701

Attention: Carmelo M. Gordian Tel: (512) 477-5495
Fax: (512) 477-5813

13. EXECUTION IN COUNTERPARTS. This Amendment maydxecuted in any number of counterparts and Iigrdiiit parties hereto in
separate counterparts, each of which when so ee@eund delivered shall be deemed to be an origimékall of which taken together shall
constitute but one and the same instrument.

14. GOVERNING LAW. This Amendment shall be goverrseu construed by and construed in accordancetigttaws of the State of
California.

15. HEADINGS. Section headings in this Amendmestiacluded herein for the convenience of referamdg and shall not constitute a part
of this Amendment for any other purpose.

16. REORGANIZATION AGREEMENT. Except as expressiyended herein, the Reorganization Agreement st in full force and
effect.

IN WITNESS WHEREOF, the parties hereto have exatthis Amendment as of the date first above written

POLYCOM, INC.

By: /s/ BRIAN L. HINMAN

Brian L. Hinman
CHIEF EXECUTIVE OFFICER

VENICE ACQUISITION CORPORATION

By: /s/ BRIAN L. HINMAN

Brian L. Hinman
PRESIDENT

VIAVIDEO COMMUNICATIONS, INC.

By: /s/ CRAIG B. MALLOY

Craig B. Malloy
PRESIDENT

[SIGNATURE PAGE TO AMENDMENT NO. 1]
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CERTIFICATE OF MERGER
MERGING

MERGER SUB
WITH AND INTO
TARGET

Pursuant to Section 251 of the General Corporataw of the State of Delaware

Merger Sub, a Delaware corporation ("Merger Sudi] Target, a Delaware corporation ("Target"), DEREBY CERTIFY AS FOLLOWS

FIRST: That Merger Sub was incorporated on Juré®7 pursuant to the Delaware General Corporation (the "Delaware Law"), and that
Target was incorporated on , pursuant to the Delaaw.

SECOND: That an Agreement and Plan of Reorganizdtite "Reorganization Agreement”), dated as oeJutB97, among Acquiror, a
Delaware corporation, Merger Sub and Target, geftirth the terms and conditions of the merger efé&r Sub with and into Target (the
"Merger"), has been approved, adopted, certifigdceted and acknowledged by each of the constitmpbrations in accordance with
Section 251 of the Delaware Law.

THIRD: That the name of the surviving corporatitime("Surviving Corporation”) shall be Target.

FOURTH: That pursuant to the Reorganization Agrentbe Restated Certificate of Incorporation @& 8Burviving Corporation is amended
to read in its entirety as set forth in EXHIBIT Afeto.

FIFTH: That an executed copy of the Reorganizatigreement is on file at the principal place of lmgsis of the Surviving Corporation at the
following address:

Target

SIXTH: That a copy of the Reorganization Agreemaititbe furnished by the Surviving Corporation, @yuest and without cost, to any
stockholder of any constituent corporation.

SEVENTH: That the Merger shall become effectiveruphee filing of this Certificate of Merger with tiecretary of State of the State of
Delaware.
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IN WITNESS WHEREOF, each of Merger Sub and Targetdaused this Certificate of Merger to be execuntéd corporate name this day
of , 1997.

MERGER SUB
By:
"PRESIDENT AN D CHIEF EXECUTIVE OFFICER
ATTEST:
SECRETARY
TARGET
By:
" PRESIDENT AN D CHIEF EXECUTIVE OFFICER
ATTEST:
SECRETARY

[SIGNATURE PAGE TO CERTIFICATE OF MERGER]
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APPENDIX B
MONTGOMERY
June 11, 1997

Board of Directors
Polycom, Inc.

2548 Junction Avenue

San Jose, California 95134

Gentlemen:

We understand that Polycom, Inc., a Delaware caipor ("Buyer"), a wholly-owned subsidiary of Buy@Merger Sub™) and ViaVideo
Communications, Inc., a Delaware corporation ('&&)] propose to enter into an Agreement and Pld&eorganization, to be dated as of
June 11, 1997, a draft of which has been providadgtby management of Buyer (the "Reorganizatioredgent"), pursuant to which Merg
Sub will be merged with and into Seller, with Selis the surviving entity (the "Merger").

Pursuant to the Merger, as more fully describettiénReorganization Agreement and as further desttitib us by management of Buyer, we
understand that all of the outstanding common std&eller ("Seller Common Stock") (assuming cosianr of all outstanding preferred
stock of Seller into Seller Common Stock) and glians to purchase shares of Seller Common Stockuging all outstanding options and
options permitted to be granted pursuant to thedRavzation Agreement) will be convertible into amdhangeable for, respectively, the
right to receive or an option to purchase, in thgragate, up to 9,760,300 shares of the commok,s$6d0005 par value, of Buyer ("Buyer
Common Stock"), subject to certain adjustments '(@@nsideration”), provided, that if the averagesahg price per share of Buyer Common
Stock as quoted on the Nasdaq National Market 8y&tethe ten trading days immediately precedingl(ecluding) the second day prior to
the effective time of the Merger (the "Closing [ticis greater than $9.00, then the number of shaff@uyer Common Stock to be issued in
connection with the Merger as described aboveheiladjusted so that the aggregate Closing Pri¢dei$87,842,700. The terms and
conditions of the Merger are set forth in more dlétethe Reorganization Agreement.

You have asked for our opinion as investment banéerto whether the Consideration to be paid byeBpyrsuant to the Merger is fair to
Buyer from a financial point of view, as of the é&iereof. As you are aware, we were not retainemtalid we advise Buyer with respect to
alternatives to the Merger or Buyer's underlyingisien to proceed with or effect the Merger.

In connection with our opinion, we have, among othags: (i) reviewed publicly available financehd other data with respect to Buyer,
including the consolidated financial statementBuoyer for recent years and interim periods to M&th1997, and certain other relevant
financial and operating data relating to Seller Bager, including financial statements of Sellertlee period January 1 through March 31,
1997, made available to us from published sourndsram the internal records of Seller and Buy#yyéviewed the financial terms and
conditions of the June 10, 1997 draft of the Rewimgdion Agreement, provided to us by managemeBuykr; (iii) reviewed certain publicly
available information concerning the trading ofd déine trading market for, Buyer Common Stock; @eimpared Seller from a financial point
of view with certain other companies in the teldeoencing and related telecommunications equipnmehtstry which we deemed to be
relevant; (v) considered the financial terms, ® ¢ixtent
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Board of Directors
Polycom, Inc.
June 11, 1997

Page 2

publicly available, of selected recent businesshioations of companies in the networking and comications industry which we deemed
be comparable, in whole or in part, to the Mergei);reviewed and discussed with representativab®imanagement of Seller and Buyer
certain information of a business and financialnategarding Seller, furnished to us by them udirig financial forecasts and related
assumptions of Seller furnished to us by managewoieBeller (the "Seller Forecasts") and adjustmemwich forecasts furnished to us by
management of Buyer (the "Adjusted Seller Foretpgisi) reviewed and discussed with representgiof the management of Buyer certain
information of a business and financial nature réigg Buyer, including financial forecasts and tethassumptions of Buyer furnished to us
by management of Buyer (the "Buyer Forecasts")ataioed by us from a Montgomery Securities reseeepbrt (the forecasts obtained from
such research report, together with the Sellerdamts, the Adjusted Seller Forecasts and the Buyercasts, the "Forecasts"); (viii) made
inquiries regarding and discussed the Merger aadRéprganization Agreement and other matters cetatreto with Buyer's counsel; and
(ix) performed such other analyses and examinatignse have deemed appropriate.

In connection with our review, we have not assuar@globligation independently to verify the foregpinformation and have relied on its
being accurate and complete in all material resp&¥tth respect to the Forecasts, upon the ad¥icganagement of Buyer and with your
consent we have assumed for purposes of our opih&rthe Forecasts (including assumptions in #lleSForecasts and in the Adjusted
Seller Forecasts regarding product commercialinadind shipment) have been reasonably preparechanthey provide a reasonable basis
upon which we can form our opinion and that, in¢hee of the Seller Forecasts and the Buyer Fdsgthey have been prepared on bases
reflecting the best available estimates and judgseihSeller's and Buyer's respective managemetite dime of preparation as to the future
financial performance of Seller and Buyer, respetyi and in the case of the Adjusted Seller Fatcdahey have been prepared on bases
reflecting the best available estimates and judgsneihBuyer's management at the time of preparatioto the future financial performance
Seller. We have also assumed that there have lwesraterial changes in Seller's or Buyer's assetmdial condition, results of operations,
business or prospects since the respective datbsiofast financial statements made availablestoVe have relied on advice of counsel and
independent accounts to Buyer as to all legal arah€ial reporting matters with respect to Buyke Merger and the Reorganization
Agreement. We have assumed that the Merger witidmsummated in a manner that complies in all respeith the applicable provisions of
the Securities Act of 1933, as amended (the "SeéesiAct”), the Securities Exchange Act of 1934 athather applicable federal and state
statutes, rules and regulations. In addition, weeheot assumed responsibility for making an indeabevaluation, appraisal or physical
inspection of any of the assets or liabilities {omgent or otherwise) of Seller or Buyer, nor hawebeen furnished with any such appraisals.
You have informed us, and we have assumed, thafiénger will be recorded as a pooling-of-interastger generally accepted accounting
principles. Finally, our opinion is based on ecormmonetary and market and other conditions, idiclg the price per share of Buyer
Common Stock, as in effect on, and the informat@ude available to us as of, the date hereof. Adeghd although subsequent
developments may affect this opinion, we have sstimed any obligation to update, revise or reafthis opinion.

We have further assumed with your consent thaMé&eyer will be consummated in accordance with #mes described in the Reorganiza
Agreement, without any further amendments theatd, without waiver by Buyer of any of the conditdo its obligations thereunder.

In the ordinary course of our business, we actitge the equity securities of Buyer for our owoaunt and for the accounts of customers
and, accordingly, may at any time hold a long arsposition
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in such securities. We have also acted as an unitlemim connection with the initial public offeignof Buyer, and have performed various
investment banking services for Buyer.

Based upon the foregoing and in reliance thergas aur opinion as investment bankers that thes@tgmation to be paid by Buyer pursuar
the Merger is fair to Buyer from a financial poaftview, as of the date hereof.

This opinion is directed to the Board of DirectofBuyer in its consideration of the Merger andds a recommendation to any shareholder
as to how such shareholder should vote with redpebie Merger and is not a recommendation to &ayeholder as to how such shareholder
should vote with respect to the Merger. Furthas, tipinion addresses only the financial fairnesthefConsideration to be paid by Buyer and
does not address the relative merits of the Mesgdrany alternatives to the Merger, Buyer's undaglgecision to proceed with or affect the
Merger or any other aspect of the Merger. This iopimay not be used or referred to by Buyer, ottedi@r disclosed to any person in any
manner, without our prior written consent, whicmsent is hereby given to the inclusion of this aginn any proxy statement or prospectus
filed with the Securities and Exchange Commissioadnnection with the Merger. In furnishing thisropn, we do not admit that we are
experts within the meaning of the term "expertstised in the Securities Act and the rules and egiguls promulgated thereunder, nor do we
admit that this opinion constitutes a report ouaibn within the meaning of Section 11 of the Sities Act.

Very truly yours,
[/'S/I MONTGOVERY SECURI Tl ES]
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PROXY FOR SPECIAL MEETING OF STOCKHOLDERS
TO BE HELD ON DECEMBER 10, 1997
POLYCOM, INC.
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

P The undersigned, having received the Notice of Bp&teeting of Stockholders and the Proxy Statemieeiteby appoint(s) Brian L.
Hinman and Michael R. Kourey, and each of themxiesoof the undersigned (with full power of

R

substitution) to attend the Special Meeting of 8ktmiders of Polycom, Inc. ("Polycom") to be held@ecember 10, 1997 at 10:00

a.m., local time, at the offices of Polycom, 2584ction Avenue, San Jose, California 95134, angdadtpone ments and adjournments
thereof (the "Meeting"), and there to vote all glsaof Common Stock of Polycom that the undersigneald be entitled to vote, if personally
present, in regard to all matters which may confereghe Meeting.

@]
The undersigned hereby confer(s) the Proxies, aold ef them, discretionary authority to considet ant upon such business, matters or

proposals other than the business set forth betomay properly come before the Meeting. The Proxy

X
when properly executed will be voted in the marspaxcified herein. If no specification is made, Brexies intend to vote FOR the proposal.

CONTINUED AND TO BE SIGNED ON REVERSE SIDE SEE REREE SIDE



/X/ Please mark
votes as in
this example.

The Board of Directors recommends a vote FOR tbpgsal.

1. Adoption and approval of the Agreement and BfaReorganization dated as of June 11, 1997, asd@e among Polycom, ViaVideo,
Inc., and Venice Acquisition Corporation.

/1 FOR /1 AGAINST // ABSTAIN

2. Approval to adjourn the meeting in the event tha Board of Directors wishes to continue to@bliotes to approve the transaction. The
subsequent meeting must be held prior to Marcii838.

/1 FOR /] AGAINST // ABSTAIN

MARK HERE IF YOU PLAN TO ATTEND THE
MEETING //

MARK HERE FOR ADDRESS CHANGE AND NOTE AT
LEFT //

(This Proxy should be dated, signed by
the stockholder(s) exactly as his or
her name(s) appears hereon, and
returned promptly in the enclosed
envelope. Persons signing in a
fiduciary capacity should so indicate.)

Signature: Date Signature: Date

End of Filing
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