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MEMBERWORKS INCORPORATED
680 Washington Boulevard
Stamford, Connecticut 06901

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON THURSDAY, NOVEMBER 18, 2004

The 2004 Annual Meeting of Stockholders of MemberWorks Incorporated (the Company ) will be held at the Westin Hotel, 1 First Stamford
Place, Stamford, Connecticut 06902 at 9:30 a.m., local time, to consider and act upon the following matters:
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1. To consider and vote upon a proposed amendment to the Company s Amended and Restated Certificate of Incorporation to change the
Company s name to Vertrue Incorporated;

2. To consider and vote upon a proposed amendment to the Company s Amended and Restated Certificate of Incorporation to declassify the
board of directors of the Company (the Board of Directors ) so that all directors are elected annually;

3. To elect Scott N. Flanders, Michael T. McClorey and Edward M. Stern as directors for a term of three years, unless Proposal 2 above is
approved by the stockholders, in which case all members of the Board of Directors shall stand for election;

4. To consider and vote upon the adoption of the 2004 Long Term Incentive Plan (the LTIP );

5. To ratify the selection of PricewaterhouseCoopers LLP by the Board of Directors as the Company s independent auditors for the fiscal year
ending June 30, 2005; and

6. To transact such other business as may properly come before the meeting or any adjournment thereof.

Stockholders of record at the close of business on September 20, 2004 will be entitled to notice of and to vote at the meeting or any adjournment
thereof. The stock transfer books of the Company will remain open.

By Order of the Board of Directors,

James B. Duffy
Secretary

Stamford, Connecticut
October 28, 2004

YOUR VOTE IS IMPORTANT. WHETHER OR NOT YOU EXPECT TO ATTEND THE MEETING, YOU MAY VOTE YOUR
SHARES BY MARKING YOUR VOTES ON THE ENCLOSED PROXY CARD, SIGNING AND DATING IT, AND MAILING IT IN
THE ENCLOSED ENVELOPE. NO POSTAGE NEED BE AFFIXED IF THE PROXY IS MAILED IN THE UNITED STATES.

MEMBERWORKS INCORPORATED
680 Washington Boulevard
Stamford, Connecticut 06901

PROXY STATEMENT FOR THE ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON THURSDAY, NOVEMBER 18, 2004

This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of Directors of the Company and is to be mailed on
or about October 29, 2004 to holders of record of the Company s Common Stock, $0.01 par value per share ( Common Stock ), for use at the
Annual Meeting of Stockholders (the Annual Meeting ) to be held on November 18, 2004 and at any adjournments of that meeting. All proxies
will be voted in accordance with the stockholders instructions, and if no choice is specified, the proxies will be voted in favor of the matters set
forth in the accompanying Notice of Annual Meeting. Any proxy may be revoked by a stockholder at any time before its exercise by delivery of
written revocation or a subsequently dated proxy to the Secretary of the Company or by voting in person at the Annual Meeting.

The Company s 2004 Annual Report to Stockholders and Annual Report on Form 10-K are being mailed to stockholders concurrently with this
Proxy Statement.

Voting Securities and Votes Required
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At the close of business on September 20, 2004, the record date for the determination of stockholders entitled to vote at the Annual Meeting,
there were outstanding and entitled to vote an aggregate of 10,077,441 shares of Common Stock, constituting all of the voting stock of the
Company. Holders of Common Stock are entitled to one vote per share.

The presence or representation by proxy of the holders of a majority of the number of shares of Common Stock issued, outstanding and entitled
to vote at the Annual Meeting constitutes a quorum for the transaction of business at the Annual Meeting. Shares of Common Stock represented
in person or by proxy (including shares that abstain or do not vote with respect to one or more of the matters presented for stockholder approval)
will be counted for purposes of determining whether a quorum is present.

The affirmative vote of the holders of a majority of the shares of Common Stock present at the Annual Meeting is required for each of the
matters set forth in the accompanying Notice of Annual Meeting except Proposal 2, which requires the affirmative vote of 75% of the shares of
Common Stock.

Shares that abstain from voting as to a particular matter, and shares held in street name by brokers or nominees who indicate on their proxies that
they do not have discretionary authority to vote such shares as to a particular matter, will not be counted as votes in favor of such matter and will
also not be counted as votes cast or shares voting on such matter. Accordingly, abstentions and broker non-votes will have no effect on the
voting on matters that require the affirmative vote of a certain percentage of the shares voting on the matter.

PROPOSAL 1

APPROVAL OF AN AMENDMENT TO THE AMENDED AND RESTATED CERTIFICATE OF
INCORPORATION TO CHANGE THE NAME OF THE COMPANY

The Board of Directors of the Company has unanimously approved, and is recommending that the stockholders vote in favor of, an amendment
to the Company s Amended and Restated Certificate of Incorporation to change the name of the Company to Vertrue Incorporated. The
Company was organized in 1996 and did business as CardMember Publishing Corporation from 1989 to 1996. In August 1996, the Company
changed its name from CardMember Publishing Corporation to MemberWorks Incorporated. The change was intended to reflect the
ever-broadening base of membership services that the Company offers to its customers.

The Board of Directors believes that the proposed change in the Company s name will assist the Company in developing new marketing and
sales strategies and will enhance the Company s brand equity and strengthen recognition of the Company by our customers, partners and
stockholders. The change in the Company s name will not affect, in any way, the validity of currently outstanding stock certificates, nor will it be
necessary for the Company s stockholders to surrender or exchange any stock certificates that they currently hold as a result of the name change.
If the name change is approved at the annual meeting, the Company intends to promptly file a Certificate of Amendment with the Secretary of
State of the State of Delaware. In anticipation of the name change, the Company began doing business as Vertrue Incorporated on October 13,
2004 and the Company began trading under the trading symbol VTRU on October 15, 2004.

Attached to this Proxy Statement as Annex A is the proposed amendment to the Company s Amended and Restated Certificate of Incorporation
with respect to the name change. Stockholders are urged to review Annex A in considering the amendment.

The Board of Directors recommends that stockholders vote FOR the above proposal.

Approval of the above proposal related to the change of the Company s name will require the affirmative vote of the holders of a majority of the
outstanding shares of the Company s Common Stock outstanding and entitled to vote on the record date. Stockholders may vote (1) FOR, (2)
AGAINST, or(3) ABSTAIN, from voting on Proposal 1.

PROPOSAL 2

APPROVAL OF AN AMENDMENT TO THE AMENDED AND RESTATED CERTIFICATE OF
INCORPORATION TO DECLASSIFY THE BOARD OF DIRECTORS

The Board of Directors of the Company has unanimously approved, and is recommending that the stockholders vote in favor of, an amendment
to the Company s Amended and Restated Certificate of Incorporation to eliminate the classification of the Company s Board of Directors so that
each director would stand for election annually (the Declassification Amendment ).
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The Board of Directors believes that the classified board structure has provided certain advantages to the Company, including the preservation of
some degree of continuity of Board membership, which facilitates long-term planning and enhances the ability of the Board of Directors to
implement business strategies. The classified board was intended to increase the commitment of members of the Board of Directors. The
classified board protects stockholders against potentially coercive takeover tactics where a party attempts to acquire control on terms that do not
offer the greatest value to all stockholders.

On the other hand, a classified board structure can reduce the accountability of directors. The election of directors is the primary means for
stockholders to influence corporate governance policies and a classified Board of Directors structure reduces the accountability of directors
because stockholders are unable to evaluate and elect all directors on an annual basis. Moreover, classified boards may discourage takeover
proposals and proxy contests that could have the effect of increasing shareholder value. As a result, a number of corporations have determined
that principles of good corporate governance dictate that all directors of a corporation should be elected annually.

All directors whose terms would not otherwise expire at the 2004 Annual Meeting have conditionally resigned (the Conditional Resignation ),
subject to approval and effectiveness of this Proposal 2. In the event the

stockholders approve Proposal 2, the directors will no longer be designated as Class I, II or III directors, and all of the seven current directors
will stand for election at the 2004 Annual Meeting. For such purpose, and in such event, the Board of Directors has nominated the seven current
members of the Board of Directors for election under the Amended and Restated Certificate of Incorporation, as amended by the
Declassification Amendment, for one-year terms, ending at the 2005 Annual Meeting or until their successors are duly elected and qualified.

In the event the stockholders do not approve Proposal 2, the Conditional Resignation shall not take effect and the Board of Directors has
nominated the three Class II directors for election under the existing Amended and Restated Certificate of Incorporation, to serve for a three-year
term expiring at the Company s annual meeting in 2007 or until their successors are duly elected and qualified.

Attached to this Proxy Statement as Annex B is the proposed amendment to the Company s Amended and Restated Certificate of Incorporation
with respect to the declassification of the Board of Directors. Stockholders are urged to carefully read the attached Annex B. If the
Declassification Amendment is approved, the Company will file an amendment to its Amended and Restated Certificate of Incorporation with
the Secretary of State of the State of Delaware promptly after the Declassification Amendment is approved by stockholders, upon which filing
the Declassification Amendment will become effective.

The Board of Directors recommends that stockholders vote FOR the above proposal.

Approval of the above proposal related to the approval of the declassification of the Board of Directors will require the affirmative vote of the
holders of 75% of the outstanding shares of the Company s Common Stock outstanding and entitled to vote on the record date. Stockholders may
vote (1) FOR, (2) AGAINST, or(3) ABSTAIN, from voting on Proposal 2.

PROPOSAL 3

ELECTION OF DIRECTORS

Under the current Amended and Restated Certificate of Incorporation, the Company s Board of Directors is divided into three classes, with
members of each class holding office for staggered three-year terms. The Board currently consists of three Class II directors, whose terms expire
at the 2004 Annual Meeting, two Class III directors whose terms expire at the 2005 Annual Meeting and two Class I directors whose terms
expire at the 2006 Annual Meeting (in all cases subject to the election of their successors and to their earlier death, resignation or removal).

If Proposal 2 is not approved, the terms of the three Class II directors, Scott N. Flanders, Michael T. McClorey and Edward M. Stern, will expire
at the 2004 Annual Meeting. The Board of Directors has nominated Mr. Flanders, Mr. McClorey and Mr. Stern for re-election at the Annual
Meeting, to serve for three-year terms.

If Proposal 2 is approved, only the terms of all of the Company s directors will expire at the 2004 Annual Meeting. The Board of Directors has
nominated Mr. Ellison, Mr. Tesler, Mr. Flanders, Mr. McClorey, Mr. Stern, Mr. Johnson and Mr. Kamerschen to stand for re-election at the
Annual Meeting, to serve for a one-year term.
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The persons named in the enclosed proxy will vote to elect each of the persons nominated as directors, unless authority to vote for the election of
the nominees is withheld by marking the proxy to that effect. The Company has a Corporate Governance and Nominating committee and all
nominations are approved by the Board of Directors. Each nominee has indicated his willingness to serve, if elected, but if any nominee should
be unable to stand for election, proxies may be voted for a substitute nominee designated by the Board of Directors.

The Board of Directors recommends that stockholders vote FOR the nominees.
Set forth below are the name, age and certain other information with respect to each of the directors.
Class I Directors

Alec L. Ellison, 41, has been a director of the Company since 1989. Mr. Ellison has been affiliated with Broadview International LLC, an
investment bank, since 1988 and has served as a Managing Director since 1993 and President since 2001. As of December 2003, Broadview
International became a Division of Jefferies & Co.,

an investment banking firm. Mr. Ellison holds a B.A. from Yale University and an M.B.A. from Harvard Business School, where he was a
Baker Scholar.

Marc S. Tesler, 58, has been a director of the Company since 1996. From July 1995 to January 2001, he was a general partner of Technology
Crossover Ventures, L.P., a private partnership specializing in information technology investments. Mr. Tesler received his B.S. from the
University of Massachusetts and his M.B.A. from New York University.

Class II Directors

Scott N. Flanders, 47, has been a director since 2002. Mr. Flanders has been the Chairman and Chief Executive Officer of Columbia House since
September 1999. Prior to joining Columbia House, Mr. Flanders co-founded and served as the Chairman of Telstreet.com, an e-commerce
company, from January 1999 to September 1999. Previously, Mr. Flanders served as President of Macmillan publishing, a unit of Viacom, from
January 1993 to December 1998. Mr. Flanders also serves on the Board of Directors of Freedom Communications and the Gazelle Fund. Mr.
Flanders, a certified public accountant, holds a B.A. from the University of Colorado and a J.D. from Indiana University.

Michael T. McClorey, 45, has been a director of the Company since 2001. Mr. McClorey served as President of Health Services Marketing, an
operating unit of Catalina Marketing Corporation, a targeted marketing firm, and as a member of the Office of the President from February 2000
to August 2002. He also served as Chief Executive Officer of Health Resource Publishing Company, a subsidiary of Catalina Marketing
Corporation, from April 1995 to August 2002 and as President from April 1995 to February 2002. Mr. McClorey holds a B.B.A. in finance from
the University of Cincinnati.

Edward M. Stern, 45, has been a director of the Company since 2002. Since April 2004, Mr. Stern has served as the President and Chief
Executive Officer of Neptune Regional Transmission System, LLC, a company which is developing an approximately $600 million, 600
megawatt, 67 mile undersea electric transmission system that will interconnect Sayreville, New Jersey with Long Island, New York. From April
1991 through February 2004, Mr. Stern was employed by CHI Energy, Inc., an energy company which owned or operated nearly one hundred
power plants in seven countries, specializing in renewable energy technologies including hydroelectric projects and wind farms. While at CHI
Energy, Inc., Mr. Stern served as General Counsel and, commencing in 1999, as President, Director and Chief Executive Officer. Mr. Stern
currently serves on the Board of Directors of Energy Photovoltaics, Inc., a Princeton, NJ based manufacturer of solar energy products and
systems. Mr. Stern received BA, JD and MBA degrees from Boston University and is a member of the Massachusetts Bar and the Federal
Energy Bar.

Class III Directors

Gary A. Johnson, 49, a co-founder of the Company, has served as President and Chief Executive Officer and a director of the Company since its
inception in 1989. Mr. Johnson received a B.S. from Tufts University and an M.B.A. from Harvard Business School.

Robert Kamerschen, 68, has been a director of the Company since 2002 and is the retired Chairman and Chief Executive Officer of Advo, Inc., a
leading full services targeted direct mail company and NYSE-listed company, where he served as CEO from 1988 to 1999. He also served as
Chairman and CEO of DIMAC Corporation, a full service direct marketing company from September 1999 to February 2002. DIMAC
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Corporation filed a voluntary petition for reorganization under the U.S. bankruptcy laws in April 2000, successfully emerged from bankruptcy in
February 2001 and was subsequently sold approximately one year after Mr. Kamerschen s departure. Mr. Kamerschen has also served in key
leadership roles in a number of prominent sales and marketing driven businesses involving significant turnaround and/or transformation
initiatives. Mr. Kamerschen currently serves on the boards of IMS Health Incorporated, Linens-N-Things, Inc., RadioShack Corporation, MDC
Partners, Inc., and R.H. Donnelley Corporation. Mr. Kamerschen received a B.S. and M.B.A from Miami University (Ohio).

4

Board and Committee Meetings

The Board of Directors held eleven meetings during fiscal 2004. All directors attended more than 75% of the meetings during fiscal 2004, except
for Mr. Ellison who attended 64% of the meetings. All directors attended the 2003 Annual Meeting. The Board of Directors currently has an
Audit Committee, an Executive Officer Development and Compensation Committee and a Corporate Governance and Nominating Committee.
The Board of Directors has determined that currently the following members are independent in accordance with the published listing
requirements of The NASDAQ Stock Market ( NASDAQ ): Mr. Tesler, Mr. Flanders, Mr. McClorey, Mr. Stern and Mr. Kamerschen. The roles,
responsibilities and duties of the Board of Directors and each of its Committees are formalized in written charters, all of which are available

upon written request. All written requests should be sent to the attention of the Company s General Counsel.

Audit Committee

The Company s Audit Committee is responsible for the appointment of the Company s independent auditors, discussing and reviewing the
scope and the fees of the annual audit and reviewing the results thereof with the independent auditors, reviewing and approving non-audit
services of the independent certified public accountants, reviewing compliance with existing major accounting and financial policies of the
Company, reviewing the adequacy of the financial organization of the Company, and reviewing management s procedures and policies relative to
the adequacy of the Company s internal accounting controls and compliance with federal and state laws relating to accounting practices. The
Company s consolidated financial statements are currently audited by PricewaterhouseCoopers LLP. The Audit Committee met six times during
fiscal 2004 with representatives from PricewaterhouseCoopers LLP. The members of the Audit Committee are Mr. Flanders (Chairperson), Mr.
McClorey and Mr. Tesler. The Board of Directors has reviewed the composition of the Audit Committee and has determined that all members of
the Audit Committee are independent within the meaning of the revised listing standards of NASDAQ and that the Audit Committee contains at
least one financial expert, Mr. Flanders.

Executive Officer Development and Compensation Committee

The Company s Executive Officer Development and Compensation Committee assists the Board of Directors in developing and
implementing the Company s executive compensation practices and incentive-based and equity-based compensation plans as well as oversees the
development of the Company s executive officers. The Committee has authority to grant stock options under the Company s 1996 Stock Option
Plan, 1995 Executive Officers Stock Option Plan and the 1995 Non-Employee Directors Stock Option Plan to all employees, directors and
officers of the Company, including those persons who are required to file reports pursuant to Section 16(a) of the Exchange Act. The Committee
also administers the Company s Amended 1990 Stock Option Plan and the Company s 1996 Employee Stock Purchase Plan. The Committee has
a policy prohibiting the Company from loaning money to executive officers and Directors for personal purposes. The Committee met eight times
during fiscal 2004. The current members of the Executive Officer Development and Compensation Committee are Mr. Kamerschen
(Chairperson) and Mr. Stern. The Board of Directors has reviewed the composition of the Executive Officer Development and Compensation
Committee and has determined that all members are independent within the meaning of the revised listing standards of NASDAQ.

Corporate Governance and Nominating Committee

The Company s Corporate Governance and Nominating Committee is responsible for assisting the Board of Directors in identifying
individuals qualified to become members of the Board and its committees, recommending to the Board nominees for director in connection with
the Company s proxy statement and annual meeting of stockholders and assisting the Board in developing and implementing the Company s
Corporate Governance Principles. The Committee also oversees the evaluation of the Board of Directors and reviews and resolves conflict of
interest situations. The Corporate Governance and Nominating Committee met 2 times during fiscal 2004. Mr. Kamerschen, Mr. McClorey and
Mr. Stern (Chairperson) are members of the Corporate Governance and Nominating Committee and the Board of Directors has reviewed the
composition of the Corporate Governance and Nominating Committee and has determined that all members are independent within the meaning
of the revised listing standards of NASDAQ. Stockholders wishing to recommend candidates for consideration by the Corporate Governance
and Nominating Committee may do so by writing to the Secretary of the Company and providing the candidate s name, biographical data and
qualifications. The Committee evaluates candidates for director on the basis
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of their understanding of marketing, finance and the Company s business, as well as the candidate s educational and professional background. The
Board of Directors has a written Corporate Governance and Nominating Committee Charter, a copy of which is filed as Annex D to this Proxy
Statement.

Corporate Governance Principles

The Board of Directors has adopted a set of Corporate Governance Principles and the Corporate Governance and Nominating Committee is
responsible for overseeing the Principles and reporting recommendations to the Board concerning corporate governance matters. The Principles
include the following items concerning the Board:

Board Composition The Board believes that the Board should be composed of no less than five and no more than eight members, a
majority of which must be independent in accordance with the published listing requirements of NASDAQ. The Board periodically
evaluates whether a larger or smaller number of directors would be preferable.

Board Meetings Independent directors meet on a regular basis apart from other Board members and management and the Chairman of the
Board is responsible for setting the agenda. Directors have access to Company employees to ensure that they can ask questions and obtain
information necessary to fulfill their duties. The independent directors of the Company meet periodically, but at least twice annually, in
executive session with no management directors or management present.

Board Self-Evaluation = The Corporate Governance and Nominating Committee is responsible for conducting an annual evaluation of the
performance of the full Board and reporting its conclusions to the Board.

Director Compensation and Stock Options

The Company s directors did not receive any compensation for their services on the Board of Directors or any committee thereof in fiscal 2004.
However, they are reimbursed for expenses incurred in connection with their attendance at Board or committee meetings. All directors, except
for Mr. Johnson, are non-employee directors and are eligible to receive options to purchase shares of Common Stock pursuant to the 1995
Non-Employee Director Stock Option Plan and the 1996 Stock Option Plan. Options granted under these plans have a term of 10 years and
become exercisable in four equal annual installments. No options were granted to any director during fiscal 2004.

6

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth certain information based on the latest available public information, with respect to the beneficial ownership of the
Company s Common Stock as of September 10, 2004 by (i) each person known by the Company to beneficially own more than 5% of the
outstanding shares of Common Stock, (ii) each director and each person nominated to become a director of the Company and (iii) each executive
officer of the Company named in the Summary Compensation Table set forth under the caption Executive Compensation below and (iv) all
current directors and executive officers of the Company as a group:

Percentage of

Number of Shares Common

Beneficially Owned Stock
Name and Address of Beneficial Owners 1) Outstanding (2)
Thomas W. Smith (3) 2,253,593 22.3%

323 Railroad Avenue

Greenwich, CT 06830

Prescott Investors, Inc. 1,596,859 15.8%
323 Railroad Avenue

Greenwich, CT 06830

Newberger Berman LLC 1,455,800 14.4%
605 Third Avenue

New York, NY 10158

Scott Vassalluzzo (4) 1,430,760 14.1%

323 Railroad Ave
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Percentage of

Number of Shares Common
Beneficially Owned Stock
Name and Address of Beneficial Owners (€)] Outstanding (2)

Greenwich, CT 06830

Thomas N. Tryforos (5) 1,427,974 14.1%
323 Railroad Avenue

Greenwich, CT 06830

Waddell & Reed Asset Management Co. 794,762 7.9%
6300 Lamar Avenue

Overland Park, KS 66202

Integral Capital Partners 781,764 7.7%

3000 Sand Hill Rd Suite 240

Menlo Park, CA 94025

Barclays Global Investors 713,967 71%
45 Freemont Street

San Francisco, CA 94105

Directors. Executive Officers and Nominees

Gary A. Johnson (6) 1,110,261 10.5%
James B. Duffy (7) 332,516 3.2%
David Schachne (8) 192,307 1.9%
Vincent DiBenedetto (9) 155,594 1.5%
Alec L. Ellison (10) 66,134 *
Marc S. Tesler (11) 55,593 &
Michael T. McClorey (12) 27,630 *
Edward M. Stern (13) 27,000 s
Robert Kamerschen (14) 15,500 *
Scott N. Flanders 1,000 &
William T. Olson *
All current directors and executive officers as a group

(9 persons)(6)(7)(9)(10)(11)(12)(13)(14) 1,791,228 16.0%

*

)

@

3

“

Less than or equal to 1%.

Each person has sole investment and voting power with respect to the shares indicated, except as otherwise noted. The number of
shares of Common Stock beneficially owned is determined under the rules of the Securities and Exchange Commission and is not
necessarily indicative of beneficial ownership for any other purpose. The inclusion herein of any shares of Common Stock deemed
beneficially owned does not constitute an admission of beneficial ownership of such shares. Any reference in the footnotes below to
stock options held by the person in question relates to stock options that are currently exercisable or exercisable within 60 days after
September 10, 2004.

Calculated by taking the named persons beneficial ownership as disclosed above as a percentage of the total number of shares
outstanding of 10,113,610 as of September 10, 2004, plus any shares subject to options held by the person in question that are currently
exercisable or exercisable within 60 days after September 10, 2004.

Includes 1,510,193 shares held by Prescott Investors, Inc. which Mr. Smith, as investment manager for Prescott Investors, Inc., may be
deemed to beneficially own.

Includes 1,415,700 shares held by Prescott Investors, Inc. which Mr. Vassalluzzo, as investment manager for Prescott Investors, Inc.,
may be deemed to beneficially own.
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) Includes 1,367,366 shares held by Prescott Investors, Inc. which Mr. Tryforos, as investment manager Prescott Investors, Inc., may be
deemed to beneficially own.

6) Includes 510,261 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004. Includes 54,000 shares held in trust for the benefit of Mr. Johnson s children. Mr. Johnson disclaims beneficial
ownership of such shares.

@) Includes 307,651 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004.

®) Includes 192,307 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004

) Includes 70,240 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004.

(10) Includes 50,000 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004.

(11) Includes 50,000 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004.

(12) Includes 25,000 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004.

(13) Includes 25,000 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004 of which Mr. Stern disclaims beneficial ownership of such shares.

(14) Includes 12,500 shares issuable upon the exercise of outstanding options presently exercisable or exercisable within 60 days after
September 10, 2004.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act requires the Company s officers and directors, and persons who own more than ten percent of a
registered class of the Company s equity securities, to file reports of ownership and changes of ownership on Forms 3, 4 and 5 with the Securities
and Exchange Commission. Officers, directors and greater-than-ten-percent shareowners are required by regulations promulgated by the
Securities and Exchange Commission to furnish the Company with copies of all Forms 3, 4 and 5 they file.

Based solely upon a review of Forms 3 and 4 and amendments thereto furnished to the Company during fiscal 2004 and upon a review of Forms
5 and amendments thereto furnished to the Company with respect to fiscal 2004, or upon written representations received by the Company from
certain reporting persons that no Forms 5 were required for those persons, the Company believes that no director, executive officer or
greater-than-ten-percent shareholder failed to file on a timely basis the reports required by Section 16(a) of the Exchange Act during, or with
respect to, fiscal 2004, except for the following:

Mr. Gary Johnson, Mr. James Duffy, Mr. Vincent DiBenedetto, Mr. David Schachne and Mr. William Olson, all Named Executive Officers
of the Company, inadvertently failed to file on a timely basis a Form 4 with respect to option grants that occurred on July 23, 2003.

Mr. Gary Johnson and Mr. James Duffy inadvertently failed to file on a timely basis a Form 4 with respect to option grants that occurred on
January 22, 2004.

Executive Compensation

10
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Summary of Compensation
The following table sets forth certain compensation information for the fiscal years indicated, of (i) our Chief Executive Officer and (ii) the four
other most highly compensated executive officers who served as our executive officers during the year ended June 30, 2004 (collectively, the

Named Executive Officers ):

SUMMARY COMPENSATION TABLE

Annual Long-Term
Compensation (1) Compensation
1) In accordance with the rules of the Securities and Exchange Commission, other compensation in the form of perquisites and other

personal benefits have been omitted because such perquisites and other personal benefits constitute less than the lesser of $50,000 or
ten percent of the total salary and bonus reported for the Named Executive Officer during the fiscal years ended June 30, 2004, 2003,

and 2002.

2) The Company did not grant any restricted stock awards or stock appreciation rights during the year ended June 30, 2004, 2003 and
2002.

3) The amounts reported in this column consist solely of the Company s matching contributions under the 401(k) Profit Sharing Plan.

“) Mr. Olson resigned from his employment with the Company in May 2004.

5) Represents $394,669 of severance payable to Mr. Olson pursuant to his separation agreement. Pursuant to Mr. Olson s voluntary
separation agreement, Mr. Olson will receive $394,669 in salary continuation and other benefits, payable bi-weekly for 52 weeks. The
Company will also provide Mr. Olson with health, dental and life insurance through the end of the severance period or until Mr. Olson
becomes covered under another group plan, whichever occurs first. In addition, Mr. Olson remained eligible for his bonus in fiscal
2004 and may continue to exercise any vested options until October 26, 2004. Mr. Olson agreed to a one-year non-compete agreement
and provided a release of all claims against the Company and related entities and parties.

Option Grants

The following table sets forth certain information concerning option grants during the fiscal year ended June 30, 2004 to the Named Executive
Officers:

OPTION GRANTS IN LAST FISCAL YEAR

Potential Realizable Value at
Assumed Annual Rates of
Stock Price Appreciation for

Individual Grants Option Term (2)
Name Number of Percent of Exercise Expiration 5% ($) 10% ($)
Securities Total Price Date
Underlying Options ($/Sh)
Options Granted
Granted (#) to
Employees

in
Fiscal Year

(¢Y)
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Potential Realizable Value at
Assumed Annual Rates of
Stock Price Appreciation for

Individual Grants Option Term (2)
Gary A. Johnson 30,000 12.5% 20.86 7/22/13 393,543 997,316
12,000 5.0% 31.25 1/21/14 235,828 597,634
David Schachne 10,000 4.2% 20.86 7/22/13 131,181 332,439
James B. Duffy 10,000 4.2% 20.86 7/22/13 131,181 332,439
12,000 5.0% 31.25 1/21/14 235,828 597,634
Vincent DiBenedetto 10,000 4.2% 20.86 7/22/13 131,181 332,439
William T. Olson III 10,000 4.2% 20.86 7/22/13 131,181 332,439
(1) In fiscal 2004, the Company granted 240,000 stock options to Company employees and this number was used in calculating the
percentage.
2) Amounts represent hypothetical gains that could be achieved for the respective options if exercised at the end of the option term. These

gains are based on assumed rates of stock appreciation of 5% and 10% compounded annually from the date the respective options were
granted to their expiration date. The assumed rates of appreciation are mandated by the rules of the Securities and Exchange
Commission and do not represent the Company s estimate or projection of future stock prices. This table does not take into account any
appreciation or depreciation in the price of the Common Stock to date. Actual gain, if any, on stock option exercises will depend on
future performance of the Common Stock and the date on which the options are exercised. Values shown are net of the option exercise
price, but do not include deductions for tax or other expenses associated with the exercise. These options generally vest and become
exercisable in four equal annual installments (i.e. 25% per year) and expire at the earlier of termination of employment or ten years
from date of grant. In the event of a change in control of the Company, the Board has the discretion to provide that all options become
exercisable in full immediately prior to such event.

Option Exercises and Holdings

The following table sets forth certain information concerning each exercise of a stock option during the fiscal year ended June 30, 2004 by each
of the Named Executive Officers and the number and value of unexercised options held by each of the Named Executive Officers on June 30,
2004:

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Number of Securities

Underlying Unexercised Value of Unexercised In-
Shares Options At Fiscal the-Money Options at Fiscal
Acquired on Value Year-End (#) Year-End ($) (1)
Name Exercise (#) Realized ($) Exercisable/Unexercisable Exercisable/Unexercisable
Gary A. Johnson 6,666 $ 130,928 428,545 /202,165 $5,666,353 / $3,253,543
David Schachne 50,000 $1,139,338 164,398 / 53,921 $ 1,172,298 /% 761,810
James B. Duffy 60,000 $1,795,554 275,897 /103,610 $3,594,442 / $1,567,164
Vincent DiBenedetto 55,160/ 55,160 $ 567,583