January 13, 200X

Mr. John Brown

Sr. Vice President

PTS Corporation

150 Any Street 

Anycity, MA  32456
Dear John:

We at XYZ have very much enjoyed our recent discussions with you, and are pleased to present the following preliminary and non-binding proposal for XYZ to acquire the PTS Corporation.

We believe there is a strong alignment of perspectives between XYZ and PTS around both the emerging European opportunities in data management and the business assets and strategy required to best capitalize on these opportunities. Given this view on our differentiated position, we stand ready to further our investment discussions with you on the acquisition of PTS.

We believe that XYZ’ss experience, customer base, vision, and strategic focus uniquely differentiate us as a long-term business combination partner for PTS. Our belief in this strong potential is founded on the following qualifications:

Synergies For The Potential Combination

Consumer Packaged Goods (CPG) manufacturers and retailers have reached a crossroads in the way they conduct business. After years of consolidation and market expansion, trading partners are finding that they must increasingly rely on boosting the efficiency and effectiveness of their supply chains to help drive continued growth in earnings and shareholder value. New technologies are making dramatic improvements in these relationships possible through process automation and collaboration. Data synchronization is a critical first step in solving many problems that have long plagued the industry. The timely and accurate updating of any item (i.e., product) information within and across enterprises to ensure a perfect, consistent match of data between the owner/originator of the product data and all users of the data.

The combined companies will provide true end-to-end product data synchronization solutions to retailers and their suppliers across all major European countries.  As such we will be the leading provider of collaborative commerce solutions in the European retail industry.  We will be able to accomplish this via the following:

· Existing Product Alignment - PTS’ data synchronization, price, and promotion data catalog will be complemented by two major XYZ products – XYZ Catalog and XYZ PIM. Together these three products will provide data management and data synchronization on both an intra-enterprise and inter-enterprise basis. 

XYZ Catalog is the retail industry's leading product data synchronization application, allowing marketers, manufacturers and suppliers to share with retailers their latest product information, such as price, style, color, size, and over 450 additional product attributes. XYZ Catalogue offers a complete solution for item setup and synchronization, supporting the latest EAN.UCC global standards and initiatives, so that companies can move forward with confidence in a standards-based technology when they are ready. The combination of PTS’ and XYZ Catalog will provide retailers and vendors with a more extensive catalog offering that captures a much broader set of product data and stronger collaboration linkage between Europe and the Americas. 

XYZ PIM is an enterprise software solution that delivers three primary functions – information aggregation and validation, workflow management and channel syndication.

Information Aggregation and Validation facilitates the consolidation of product information from multiple sources and ensures conformity to both company and industry standards. XYZ PIM aligns product data intelligently so all internal parties can view the most up-to-date, accurate information. Additionally, XYZ PIM standardizes data formats and naming conventions, even if the originating form varies from department to department.

Workflow Management streamlines the internal workflow associated with the commercialization of product information. Product information authoring, editing and approval processes can be defined according to unique business requirements. XYZ’s PIM presentation of product information can be customized for different business areas, such as merchandising, sales, design or finance, so individuals can view only attributes relevant to their functional area.

Channel Syndication ensures product information is delivered according to the unique requirements of multiple channels. With XYZ PIM, product information can be dynamically represented in different data formats without any required manual processes.

The great synergy is that customers can now aggregate product catalog data into a master catalog for data synchronization, and manage and control brand information. 
· New Products Extension - Beyond data synchronization, companies are also seeking more visibility into their transactions. The need therefore is to create a platform that allows insight into the actual transactions and data analytic applications that identifies errors, tracks and manage exceptions, and enable management reporting. 
Transaction Value To PTS’ Shareholders

We believe that our transaction will provide PTS’ shareholders with significant benefits as follows:

· Additional Efficiency and Value to Their Business – We believe the broader product portfolio that our transaction would provide PTS shareholders will drive greater efficiency and more highly attractive cost savings in their European operations. In addition, those seeking global improvements will have new avenues for increased savings and productivity open to them.

· Input Into Future Product Plans – The fact that PTS’ products and infrastructure will be used as the priority launching pad for the aggressive European rollout means that XYZ’s values PTS’ existing perspectives and operations. As we grow and expand the business, we would want PTS’ vendor and retailer shareholders to continue to play a meaningful role in multi-generation product planning. Consequently, the combined entity will put in place a Product Council whose responsibilities will be coordinate product planning decisions in Europe. The Product Council will have as its members, personnel from both XYZ and PTS as well as the PTS vendor and retailer shareholders.

· Continuation of Support For Local Country EAN Standards – The combined entity will also create local EAN advisory boards in each of the countries in which we operate. The goal of such advisory boards will be ensure we are ahead of the curve in the development and rollout of collaborative commerce country-by-country standards and thereby prevent “UCCNET like competitors” from getting a foothold in Europe the way they have in the United States. 

· Acquisition Integration – We do not see that the combination of the businesses will result in any significant integration disruption in the near to intermediate term. XYZ’s European operations will be primarily merged into PTS and the initial focus will be on using the PTS product as the basis on which to add new enhancements and hitting the financial projections. The timing and intensity of all operational changes will be made consistent with that objective. Consequently, we should be able to complete an acquisition transaction with minimal inconvenience to XYZ’s and PTS’ operations. 

· Attractive and Liquid Stock – We believe that our transaction would provide PTS shareholders with an attractive stock with significant upside momentum. In addition, the stock would provide a means for near to intermediate term liquidity for PTS.

Given this context, we have designed the following non-binding proposal for our continued discussions.

Terms of Our Preliminary and Non-Binding Proposal

 We propose that XYZ acquire PTS via a stock for stock merger. The share purchase transaction structure is partly based on your representation that PTS currently has no long or short-term debt, nor does it have any significant liabilities, pending litigation, or unfavorable judgments.

Based upon the historical and projected revenue and net income numbers you have told us, we propose an offer somewhere between US$15 and US$25 million for PTS. The transaction will be 100% financed with XYZ common stock. Any shares of XYZ common stock to be issued pursuant to the proposed acquisition would be done as a private placement exemption under the United States Securities Act of 1933, as amended, and would be restricted securities. XYZ stock is a liquid security that trades on the United States’ NASDAQ stock exchange under the symbol XYZI. As XYZ and PTS aggressively execute the achievement of the merged entity key operating milestones, significant upward momentum to the proposed valuation is possible post completion of the transaction. 

PARTIAL VIEW ONLY – REMAINDER VIEWABLE BY MEMBERS ONLY









Proprietary & Confidential

PAGE  
Page 3
Proprietary & Confidential


