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To our Stockholders:

Our Annual Report and Form 10-K describe PTC s discipline in controlling expenses and improving profitability in 2004. We plan to employ
that same discipline to help the Company grow both revenue and profit in 2005 and in the future. We believe that this focus on growth, in
addition to profitability, will enhance shareholder value.

Another initiative that is important to us is to improve our equity and compensation structure. Future requirements such as options expensing,
and evolving corporate governance best practices are causing many companies to rethink the compensation philosophies of their businesses. In
doing so, we have determined that our existing equity infrastructure does not provide the flexibility required to address these new trends or allow
us to take the necessary steps to keep employee and stockholder interests aligned.

PTC s proxy statement for 2005 contains stockholder proposals that are designed to support the following objectives to improve our equity
structure:

Minimize the dilutive effect associated with future equity grants ( burn rate ). Our goal is to reduce our annual burn rate to 2% of total
shares outstanding.

Reduce the number of shares subject to outstanding stock options as well as those shares available to grant under our equity plans, such
that the dilutive effect of existing and potential equity grants is minimized. This reduction will lower two important measurements of
potential dilution: options overhang and voting power dilution. Our short-term goal is to reduce the options overhang from its current
level of 32% of total shares outstanding to 20%, with a corresponding reduction to voting power dilution from its current level of 24%
to 16%. Our long-term goal is to reduce the options overhang to 15% of total shares outstanding, with a corresponding reduction to
voting power dilution.

Bring PTC s number of total shares outstanding in line with that of other software companies of similar size, a range of 100 million to
150 million shares outstanding.

In order to make meaningful progress against these objectives, we are asking you to consider and approve two proposals this year:

The first proposal relates to our equity incentive programs. Specifically, we have requested that stockholders approve amendments to

our 2000 Equity Incentive Plan ( 2000 EIP ) such that we can grant restricted stock as an incentive for employees, and thereby reduce the
number of shares subject to future equity incentive grants. This would reduce our burn rate. This move from options to restricted stock
will also enable us to limit the expense associated with this form of compensation, while continuing to provide a valuable incentive to
employees. In addition, the authorization of restricted stock will allow us to use performance-based restricted stock as a portion of the
overall equity incentive for PTC executives, the vesting of which will be tied to meeting specific operating or financial targets. The
amendments to our 2000 EIP also permit us to undertake a one-time option exchange program for certain underwater options held by

PTC non-executive employees, which combined with a voluntary cancellation of over 3,300,000 options held by our Chief Executive
Officer and other executive officers, will make a dramatic improvement in our options overhang.

The second proposal will give PTC s Board of Directors the ability to effect a reverse stock split that will help align our total
share count to those of peer software companies. When used in tandem with a program to reduce overhang and burn rate, a
reverse stock split should be an effective way to improve our overall equity structure and in turn, benefit our existing
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shareholders.

Our Proxy Statement for our 2005 Annual Meeting of Stockholders includes detailed information concerning these proposals to aid you in the
voting process. We look forward to seeing you at our Annual Meeting on March 10, 2005 where we will vote on these two stockholder
proposals, as well as proposals to elect Board members and confirm the selection of our independent auditor for the current fiscal year.

Sincerely,

Noel G. Posternak

Chairman of the Board
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PARAMETRIC TECHNOLOGY CORPORATION

140 KENDRICK STREET

NEEDHAM, MASSACHUSETTS 02494

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

To be held on March 10, 2005

We will hold the Annual Meeting of Stockholders of Parametric Technology Corporation ( PTC ) at the offices of the Company, 140 Kendrick
Street, Needham, Massachusetts 02494 on Thursday, March 10, 2005 at 9:00 a.m., local time. At this year s Annual Meeting, we will ask you to:

1. Elect three directors to serve for the next three years.

2. Approve amendments to our 2000 Equity Incentive Plan, including the authority for an exchange and cancellation of outstanding
stock options.

3. Approve an amendment to our Articles of Organization authorizing a reverse stock split at a two-for-five ratio.

4.  Confirm the selection of PricewaterhouseCoopers LLP as PTC s independent registered public accounting firm for the current fiscal
year.

5. Consider other business that may further or relate to the foregoing.

You may vote at the Annual Meeting if you were a PTC stockholder at the close of business on January 17, 2005. With the Proxy Statement, we
are sending you PTC s 2004 Annual Report to Stockholders, including our Annual Report on Form 10-K with our financial statements.

By Order of the Board of Directors

AARON C. VON STAATS
Clerk

Needham, Massachusetts

February 1, 2005
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Directions to our offices are as follows:

From the North:

Route 128 South to Exit 19B, to Highland Avenue. At the next traffic light, take a left onto Hunting Road. Left onto Kendrick Street. PTC
entrance is on the right hand side.

From the South:

Route 128 North to Exit 18, right onto Great Plain Avenue. Right onto Greendale Avenue. Right onto Kendrick Street. PTC entrance is on the
left hand side.

From either the East or West:

Mass Pike to Route 128 South to Exit 19B, to Highland Avenue. At the next traffic light, take a left onto Hunting Road. Left onto Kendrick
Street. PTC entrance is on the right hand side.

WHETHER OR NOT YOU EXPECT TO ATTEND THE MEETING, PLEASE COMPLETE, DATE AND SIGN THE ENCLOSED
PROXY AND MAIL IT PROMPTLY IN THE ENCLOSED ENVELOPE, OR VOTE BY TELEPHONE OR ON THE INTERNET, IN
ORDER TO ENSURE REPRESENTATION OF YOUR SHARES. NO POSTAGE IS REQUIRED IF THE PROXY IS MAILED IN
THE UNITED STATES.
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PROXY STATEMENT FOR THE PARAMETRIC TECHNOLOGY CORPORATION

2005 ANNUAL MEETING OF STOCKHOLDERS

INFORMATION ABOUT THE ANNUAL MEETING AND VOTING

Why Did We Send You this Proxy Statement?

As a stockholder, you have the right to attend and vote at the Parametric Technology Corporation (PTC) 2005 Annual Meeting of Stockholders.
If you attend the Annual Meeting, you may vote your shares directly. Whether or not you attend, you may vote by proxy, which allows you to
direct another person to vote your shares at the meeting on your behalf. The PTC Board of Directors is soliciting your proxy to encourage your
participation in voting at the meeting and to obtain your support on the proposals presented.

There are two parts to our proxy solicitation: this proxy statement and the enclosed voting instruction form (which may also be called a proxy
card ). The proxy statement explains the proposals to be voted on at the Annual Meeting. You use the voting instruction form to authorize your
shares to be voted as you wish.

We will begin mailing this proxy statement on February 1, 2005 to all stockholders entitled to vote. If you owned our common stock at the close
of business on January 17, 2005, you are entitled to vote. On that date, there were 270,495,242 shares of common stock outstanding. Common
stock is our only class of voting stock.

How Many Votes Do You Have?

You have one vote for each share of common stock that you owned at the close of business on January 17, 2005. Your proxy card or other
voting instruction form indicates the number.

How May You Vote by Proxy?

To vote, simply complete, sign and return the form before the meeting, and your shares will be voted as you direct. If you wish, in most cases
you may vote by telephone or the Internet instead.

When you vote, you are giving your proxy to the individuals we have designated to vote your shares as you direct at the meeting. If you sign the
form but do not make specific choices, they will vote your shares to:

Table of Contents 10



Edgar Filing: PARAMETRIC TECHNOLOGY CORP - Form DEF 14A

(A) elect the three current directors nominated by the Board;

(B) approve our Amended 2000 Equity Incentive Plan, including a program for the exchange and cancellation of outstanding stock
options, as described below;

(C) approve the amendment to our Articles of Organization to permit the Board of Directors, in its discretion, to effect a reverse stock
split, as described below; and

(C) confirm the selection of PricewaterhouseCoopers LLP as our independent registered public accounting firm.

If any matter not listed in the Notice of Meeting is properly presented at the Annual Meeting, they will vote your shares in accordance with their
best judgment. At the time we began printing this proxy statement, we knew of no matters that needed to be acted on at the meeting other than as
discussed in this proxy statement.

Whether you plan to attend the Annual Meeting or not, we urge you to complete, sign and date the enclosed voting instruction form and to return
it promptly in the envelope provided. Returning the form will not affect your right to attend the Annual Meeting. If you wish to vote at the
meeting despite having returned the form, see below under May You Revoke Your Proxy and How May You Vote in Person.

How May You Vote by Telephone or the Internet?

Instead of submitting your vote by mail on the enclosed voting instruction form, you may vote by telephone or the Internet. Please note that there
may be separate telephone and Internet arrangements depending on whether
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you are a registered stockholder (that is, if you hold your stock in your own name) or you hold your shares in street name (that is, in the name of
a brokerage firm or bank that holds your securities account). In either case, you must follow the procedures described on your voting instruction
form.

In order to vote online or via telephone, have the voting instruction form in hand, and call the number or go to the website listed on the enclosed
form and follow the instructions. The telephone and Internet voting procedures are designed to authenticate stockholders identities, to allow
stockholders to give their voting instructions and to confirm that stockholders instructions have been recorded properly.

We encourage you to vote by the Internet. If you do so, please authorize us to deliver future annual reports and proxy statements to you by
e-mail. This lowers costs and speeds delivery.

May You Revoke Your Proxy?

Yes. You may change your vote after you send in your voting instructions. A registered stockholder may revoke a proxy by following any of
these procedures:

Send in another signed voting instruction form with a later date; or

Send a letter revoking your proxy to PTC s Clerk at the address indicated on page 36 under Information About Stockholder Proposals ; or

Attend the Annual Meeting, notify us in writing that you are revoking your proxy and vote in person.

A holder of stock in street name must follow the procedures required by the brokerage firm or bank to revoke a proxy. You should contact that

firm directly for more information on these procedures.

How May You Vote in Person?

If you attend the Annual Meeting and wish to vote in person, we will give you a ballot when you arrive. If your shares are held in street name,
you must bring an account statement or letter from the brokerage firm or bank showing that you were the beneficial owner of the shares on
January 17, 2005 in order to be admitted to the meeting. To be able to vote, you will need to obtain a legal proxy from the holder of record.

What Are the Votes Required? How Are They Affected by Abstentions and Broker Non-Votes?
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The directors elected at the meeting will be those receiving the highest number of votes. The proposal to amend our Articles of Organization
requires the affirmative vote of a majority of our shares outstanding. The other proposals may be approved by the affirmative vote of a majority
of the votes cast. Accordingly, if you abstain from voting, or if your broker or bank does not vote on any proposal because it has not received
instructions from you and doesn t have the authority to vote in its discretion (a broker non-vote), it will count as a vote against the proposal to
amend our Articles of Organization and will not count as a vote for or against any of the other proposals.

Is Voting Confidential?

Our policy is to keep all the proxies, ballots and voting tabulations confidential. The Inspectors of Election will forward to management any
written comments that you make on the proxy card without providing your name.

What Are the Costs of Soliciting Proxies?

PTC will pay all the costs of soliciting proxies. In addition to mailing these proxy materials, our directors and employees may solicit proxies by
telephone, fax or other electronic means of communication, or in person. In
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addition, The Proxy Advisory Group of Strategic Stock Surveillance, LLC is assisting us with the solicitation of proxies for a fee of $7,500, plus
customary disbursements. We will reimburse banks, brokers, nominees and other fiduciaries for the expenses they incur in forwarding the proxy
materials to you.

Stockholders Sharing the Same Surname and Address

In some cases, stockholders holding their shares in a brokerage or bank account who share the same surname and address and have not given
contrary instructions are receiving only one copy of our annual report and proxy statement. This practice is designed to reduce duplicate
mailings and save significant printing and postage costs as well as natural resources. If you would like to have additional copies of our annual
report and/or proxy statement mailed to you, or if you would like to receive separate copies of future mailings, please submit your request to the
address or phone number that appears on your voting instruction form.

How May You Obtain an Annual Report on Form 10-K?

A copy of our Annual Report on Form 10-K for the year ended September 30, 2004 was included with this proxy statement. If you would like
another copyi, it is available on our web site at www.ptc.com. We will also send you one without charge if you call (781) 370-5000, e-mail to
IR@ptc.com, or write to:

Investor Relations

Parametric Technology Corporation

140 Kendrick Street

Needham, MA 02494-2714

Where Can You Find the Voting Results?

We will publish the voting results on PTC s website at www.ptc.com following the Annual Meeting and in our Form 10-Q for the second quarter
of fiscal 2005, which we will file with the Securities and Exchange Commission ( SEC ) in May 2005.

Whom Should You Call if You Have any Questions?

If you have any questions about the Annual Meeting or your ownership of PTC common stock, please contact PTC Investor Relations by
telephone at (781) 370-5000 or e-mail at IR @ptc.com.
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DISCUSSION OF PROPOSALS

Proposal 1: Elect Three Directors

The first proposal on the agenda for the Annual Meeting will be to elect three Class III directors for three-year terms beginning at this Annual
Meeting and expiring at the 2008 Annual Meeting. For a description of the three classes of directors, see Information About The Directors
beginning on page 19.

Upon the recommendation of the Nominating and Corporate Governance Committee, the Board of Directors has nominated three current
directors Robert N. Goldman, C. Richard Harrison and Joseph M. O Donnell for new, three-year terms and recommends that you vote for their
re-election. The recommendation that Messrs. Goldman, Harrison and O Donnell be renominated is based on the Nominating Committee s
consideration of their individual credentials and experience, their exemplary prior service as directors, the numerous contributions that they each
have made to the work of the Board of Directors, their expected future contributions and their Board attendance records. The Nominating &
Corporate Governance Committee s process for selecting and evaluating director nominees is described under Information About The
Nominating Functions Of The Nominating & Corporate Governance Committee on page 35. There were no nominees for director proposed by
PTC stockholders.
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The following table contains background information about each of the nominees. For a description of their holdings of PTC s stock, see How
Much Stock is Owned by Directors and Officers? beginning on page 23.

Director Term
Name, Age, Principal Occupation, Business Experience and Directorships Since Expires
Class III Director Nominees:
Robert N. Goldman, age 55 1991 2005
Private investor since January 2003. Mr. Goldman was Chairman of the Board of eXcelon Corporation, a software
developer, from September 2001 to December 2002 and Chief Executive Officer and President of eXcelon Corporation
from November 1995 to September 2001.
C. Richard Harrison, age 49 1994 2005
Chief Executive Officer and President of PTC since March 2000. Mr. Harrison was President and Chief Operating
Officer of PTC from August 1994 to March 2000.
Joseph M. O Donnell, age 58 (1) 2004 2005

Chairman of the Board, President and Chief Executive Officer of Artesyn Technologies, Inc., a provider of power
conversion equipment and subsystems to the communications industry, since July 1994.

(1) On May 27, 2004, the Board of Directors increased the number of members of the Board of Directors from six to seven and elected Mr.
O Donnell as a Class III director to serve until the 2005 Annual Meeting.

The Board of Directors recommends that you vote FOR the election of Robert N. Goldman, C. Richard Harrison and Joseph M. O Donnell as
Class III directors.

Proposal 2: Approve Amendments to Our 2000 Equity Incentive Plan, Including the Authority for an Exchange and Cancellation of
Outstanding Stock Options

PTC regularly improves its equity incentive compensation plans to address compensation best practices and otherwise meet our changing needs
and the expectations of our stockholders. The Board of Directors has amended our 2000 Equity Incentive Plan ( 2000 EIP ) as described in this
section, subject to stockholder approval. The Amended 2000 EIP will permit us to:

(1) implement improved compensation practices;

(2) reduce the dilutive effect associated with future equity grants; and

(3) reduce the number of shares subject to outstanding stock options as well as those shares available to grant under our equity plans.

These reductions will lower two important measurements of potential dilution: options overhang and voting power dilution. Our short-term goal
is to reduce the options overhang from its current level of 32% of total shares outstanding to 20%, with a corresponding reduction to voting
power dilution (on a fully diluted basis) from its current level of 24% to approximately 16%. Our long-term goal is to reduce the options
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overhang to 15% of total shares outstanding, with a corresponding reduction to voting power dilution.

The Proposal.

We are seeking stockholder approval of the Amended 2000 EIP, which is attached as Appendix B to this proxy statement. The principal changes
from the 2000 EIP as previously approved by our stockholders will:

Authorize the stock option Exchange Program described below;

Allow any portion of the shares authorized for issuance to be granted as restricted stock;
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Transfer 13,000,000 shares from another PTC plan for issuance under the Amended 2000 EIP instead; and

Authorize the grant of restricted stock units.

The Board of Directors believes that these amendments to the 2000 EIP promote important corporate goals and are therefore in the best interests
of PTC s stockholders.

Principal Benefits of the Amended 2000 EIP.

In order to accomplish a significant reduction in overhang, the Amended 2000 EIP authorizes a stock option exchange program (the Exchange
Program ). This program will allow employees (excluding our executive officers) to cancel certain outstanding, out-of-the-money stock options
for either cash or restricted stock, as determined by the Compensation Committee. To the extent eligible employees participate in the Exchange

Program, our overhang would be reduced. The Exchange Program is described below.

In addition to reducing overhang through the Exchange Program, benefits of the Amended 2000 EIP include: (i) decreasing the potential
stockholder dilution resulting from future equity incentive grants by enabling the Company to make more use of restricted stock grants, which
require fewer shares than stock options to deliver comparable value; (ii) making it easier to meet industry standards and stockholder expectations
for linking executive pay with performance; (iii) reducing expenses associated with equity-based compensation under forthcoming stock option
expensing requirements; and (iv) generally maximizing the alignment of employee interests with those of our stockholders.

The use of awards other than stock options will give us more flexibility in responding to changing rules for accounting for the expense of equity
compensation. With the Amended 2000 EIP, we will also be able to increase performance-based equity incentives for executive officers, under
which vesting of awards is conditioned on achievement of PTC s important business objectives. For fiscal 2005, we anticipate that 50% of the
equity incentive awards issued to officers would be issued as performance-based restricted stock.

Increase Use of Restricted Stock Grants. Currently, the 2000 EIP limits the number of shares of stock (i.e. awards other than stock options) that
may be granted for consideration less than fair market value to 10% of the total number of shares approved under the plan from time to time.
The Amended 2000 EIP removes this limitation. To date, the great majority of employees eligible for equity compensation have received stock
options. Removing the limit will permit us to grant shares of restricted stock on a broader basis and implement meaningful performance-based
equity incentives for executive officers. The features of restricted stock and a description of other, related changes to be made by the Amended
2000 EIP are described below under Summary of 2000 EIP. These awards involve issuing fewer shares than stock options to deliver similar
value, which will reduce overhang and potential stockholder dilution. Furthermore, the Exchange Program may require that we be able to issue a
greater number of restricted shares than is currently possible. Accordingly, the Board believes that eliminating the 10% limit on grants of
restricted stock is desirable.

Transfer Shares to the Amended 2000 EIP and Reduce Total Shares Issuable under PTC Plans. The Amended 2000 EIP reflects the transfer
from our 1997 Nonstatutory Stock Option Plan ( 1997 NSOP ) of 13,000,000 shares for issuance under the Amended 2000 EIP. When this
transferred amount is added to the 2,195,666 shares remaining unissued under the 2000 EIP at December 31, 2004, a total of 15,195,666 shares
would be available for issuance under the Amended 2000 EIP (excluding any shares that may be issued under the Exchange Program.) If the
Amended 2000 EIP is approved, we will also terminate the 1997 NSOP with respect to future grants, and the 2000 EIP would become our sole
vehicle for granting future equity awards. As of December 31, 2004, there were 18,940,057 shares available for grant under the 1997 NSOP.
Accordingly, approving the Amended 2000 EIP and these related actions would immediately reduce the number of shares available for grant
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under all PTC s plans by nearly 6,000,000. This number would be further reduced if 1997 NSOP options that are not cancelled in the Exchange
Program later terminate, because the shares subject to those options would not be reissued.
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These proposed reductions, which are discussed in further detail below, are illustrated in the following chart:

Approximation of resulting

Current PTC Equity Program PTC Equity Program
(as of December 31, 2004) (assuming full participation)
Shares underlying outstanding awards 64,759,986 37,602,971
Shares available for awards 21,135,723 15,195,666
Total 85,895,709 52,798,637

Authorize the Grant of Restricted Stock Units. A restricted stock unit, or RSU, is the right to receive shares of common stock in the future

subject to meeting specified conditions and subject to forfeiture. These awards are made in the form of units, each representing the equivalent of
one share of common stock, although they may be settled in either cash or stock, at the Company s discretion. Restricted stock units represent
unfunded and unsecured obligations of PTC. In the discretion of the Compensation Committee, units may be awarded with rights to the payment
of dividend equivalents. It is expected that RSUs would be used in lieu of restricted stock primarily where the recipient would be better served
under applicable tax laws.

You will find a summary of the 2000 EIP s principal features and additional information concerning our equity incentive plans in Summary of
2000 EIP below and in Equity Compensation Plans beginning on page 31.

The Exchange Program

Approval of the Amended 2000 EIP will also permit us to seek to reduce overhang through the proposed stock option Exchange Program. At
present, approximately 58% of the outstanding options under the 2000 EIP and the 1997 NSOP are out-of-the-money; that is, they have exercise
prices that are higher than the current fair market value of our common stock, in most cases substantially higher. We believe that our employees
view these options as providing little or no incentive, and the Board wishes to reinvigorate our equity compensation program. The Exchange
Program would provide a special, one-time opportunity for eligible active employees to cancel stock options that have exercise prices in
specified ranges above the then current market price of our stock in exchange for either cash or grants of fewer shares of restricted stock. The
amount of the cash payment or restricted stock would be determined using the valuation methodology described below under Valuation. We
currently anticipate initiating the Exchange Program promptly after June 30, 2005, in order to coordinate with a new standard of accounting for
stock options that takes effect for PTC in July 2005.

Under the Exchange Program, participants would be able to elect to return for cancellation all of their eligible stock options having an exercise
price above a threshold set by the Compensation Committee (described further below under Valuation ). In exchange, they would receive either
cash or proportionally fewer shares of restricted stock. Participation in the program will be voluntary; however, a participant would be required

to surrender all of his or her eligible options that have grant prices above the threshold to participate. Shares of restricted stock, if any, issued
through the Exchange Program would be issued under the Amended 2000 EIP. Since they would be derived from shares otherwise issuable

under the cancelled options, these shares would be in addition to the number of shares available for issuance under the Amended 2000 EIP as
described above.
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Eligibility. The Exchange Program will be open to our active non-executive employees. Accordingly, our Chief Executive Officer and the other
executive officers listed in the summary compensation table on page 25 of this Proxy Statement will not be eligible to participate. The Exchange
Program will include the employees of PTC s participating subsidiaries worldwide, except where local laws make that impractical. The Exchange
Program will not be available to former employees or to consultants or directors.

Executive Giveback. In order to help achieve our goal of reducing overhang, our Chief Executive Officer and the other executive officers listed
in the summary compensation table on page 25 have agreed to cancel for no compensation the options they hold that have exercise prices above
$15.50 per share (approximately 3,333,032 shares) in connection with the Exchange Program.
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Valuation. We intend to set the value of the cash and restricted stock to be paid in the Exchange Program to be no greater than the value of the
stock options being surrendered. We have worked with independent consultants to establish models for estimating the option values. We expect
to use the Black-Scholes stock option valuation model, as well as a binomial model, and will base the exchange ratios on the values determined
by these models. However, no payments of cash or restricted stock will have a value greater than 100% of the value of the cancelled options, as
determined by the binomial model.

As an illustrative example, if we were to have initiated the Exchange Program beginning in December 2004, the following table illustrates the
exchange price for each class of stock options eligible for exchange in the Exchange Program and the number of options eligible for exchange,
assuming all of the currently eligible employees elected to participate and a value of $4.86 per share of common stock, being the 200-day
average of the closing prices of our common stock as reported by the Nasdaq National Market for the period ending December 1, 2004.

Illustrative Table of Exchange Ratios

Number of Shares

Weighted Average Weighted
Subject to Currently Average Total
Value Provided Remaining Life of

Exercise Price per Stock Option Eligible Options Eligible Options (yrs) Exercise Price Value
$9.00 - $11.99 $ 1.06 6,498,844 4.58 $ 10.25 $ 6,875,776.95
$12.00 - $14.99 $ 0.66 8,164,423 3.99 $ 13.42 $ 5,408,113.80
$15.00 - $19.99 $ 0.41 4,672,867 3.59 $ 15.88 $ 1,934,566.94
$20.00 - $24.99 $ 0.23 3,841,586 3.45 $ 21.86 $ 883,564.78
$25.00 - Up $ 0.11 646,263 3.29 $ 28.53 $ 71,347.44
23,823,983 $15,173,369.91

We currently anticipate offering to cancel options with exercise prices at $9.00 and above for cash. Based on the illustrative example above and
assuming full participation of all outstanding options currently eligible as of December 31, 2004, the Exchange Program would result in the
exchange of options for approximately 23,823,983 shares for the payment of approximately $15,173,370. The Company may elect to pay for
certain of the exchanged options using restricted stock in lieu of cash, in which case the ratio of restricted stock would be set using the option
valuation models described above and based on the fair market value of the restricted stock as determined by the Compensation Committee.
Only options with exercise prices of $9.00 and above will be included in the Exchange Program and we would only offer to exchange restricted
stock for options that have exercise prices less than 40% above the then-current market price of our common stock. If we offer to exchange
options for restricted stock, the number of shares of restricted stock issued in connection with the Exchange Program will not exceed 5,000,000
shares. The total cash paid to optionholders in the Exchange Program will not exceed $20,000,000.

Vesting of Restricted Stock Awards Issued Pursuant to the Exchange Program. Although we currently anticipate paying cash in the Exchange
Program, if restricted stock is issued in lieu of cash then, regardless of the class of option surrendered in the exchange, all restricted stock issued
in the Exchange Program would vest one year following the grant date, subject to the participant s continued employment with PTC. The vesting
schedule for the restricted stock will not take into account the extent that any exchanged options were already vested, nor will it give credit for
prior service with PTC (See Summary of 2000 EIP below for a discussion of vesting and forfeiture of restricted stock). The Board of Directors
believes this new vesting schedule under the Exchange Program would enhance the motivational and retentive elements of the award and would
thus benefit the stockholders.
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Potential Effects of the Exchange Program. As of December 31, 2004, there were options outstanding under our equity incentive plans to
purchase 64,759,986 shares of our common stock. The weighted average remaining life of these outstanding options was 5.73 years, while the
weighted average exercise price was $9.83. We have an additional 21,135,723 shares available for grant under our existing equity plans,
excluding our 2000 Employee Stock Purchase Plan. In the event the Amended 2000 EIP is approved by the stockholders, and assuming full
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participation in the Exchange Program, we anticipate that the number of shares subject to options outstanding under our equity incentive plans
would decrease to approximately 37,602,971 (with the resulting weighted average remaining life and weighted average exercise price of these
outstanding options to be 7.07 years and $5.66, respectively). Moreover, the 2000 EIP would then be our sole vehicle to grant future
discretionary equity awards, and the number of shares available for awards under the Amended 2000 EIP would be 15,195,666. These decreases
in equity awards outstanding and shares available for future awards would reduce our current options overhang from 32% to 20%, and our
current potential voting power dilution (on a fully diluted basis) from 24% to 16%.

Implementation of the Exchange Program. If the Amended 2000 EIP is approved by stockholders, we expect that eligible employees will be
offered the opportunity to participate in the Exchange Program promptly after June 30, 2005. Participants will be given an election period (a
minimum of 20 business days) in which to accept the offer. All of the eligible options of participating employees will be cancelled on the last
day of the election period. The restricted stock issued as part of the Exchange Program, if any, would be issued as of the first business day after
the end of the election period, and the cash payments will be distributed to participants as soon as practicable thereafter.

Accounting Treatment. Under current accounting rules, PTC will be required to record a fixed compensation expense on its income statement
equal to the fair market value of the options exchanged for cash and shares of restricted stock in the Exchange Program. The expense for the
restricted stock component, if any, generally will be amortized over the vesting period for these shares. The expense for cash payments will be
recognized immediately.

U.S. Federal Income Tax Consequences. Cash received by participants will be recognized as ordinary income and PTC will be allowed a
corresponding business expense deduction. The exchange of options for restricted stock grants, if any, should be treated as a non-taxable
exchange, and no income for U.S. federal income tax purposes should be recognized by participants or PTC upon the grant of the new restricted
stock awards. Upon vesting in the restricted stock, participants would be required to recognize ordinary income in an amount equal to the
then-current fair market value of such restricted stock. We would generally be allowed a business expense deduction for the amount of any
taxable income that is recognized by participants at the time such income is recognized.

International Tax Consequences. The Exchange Program will be offered on a worldwide basis (except where impractical under local law).
Participants residing outside of the U.S. may be subject to laws other than those of this country. The international tax implications of the
Exchange Program are not discussed in this proxy statement and will vary depending upon the tax laws of foreign jurisdictions; however, the
tender offer documents we deliver to participants will contain a summary of the applicable international tax laws.

Why the Amended 2000 EIP and the Proposed Exchange are Important

It is important that we improve our capital structure. Approval of the Amended 2000 EIP will help us to reduce overhang. By providing the
Company the ability to issue restricted stock in lieu of stock options going forward, it will help us minimize the dilutive impact and the expense
associated with future equity grants.

We also believe that our ability to provide effective equity compensation incentives is essential for us to attract, retain and motivate key
personnel. Competition for top-notch software developers, sales personnel and other skilled employees has become more intense as high
technology companies proliferate rapidly. The Board of Directors believes that equity grants are a valuable tool to motivate and retain
employees if the equity grants provide realistic incentives. The Exchange Program addresses out-of-the-money stock options that no longer have
the intended retentive and incentive effects.
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The Board also wishes to reinvigorate our equity compensation program going forward. Under the Amended 2000 EIP, the Compensation
Committee will be able to issue restricted stock on a broader basis and to implement equity incentive awards that include performance-based
vesting requirements that are tied to achieving operating and/or financial targets.
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Board Recommendation

For the foregoing reasons, the Board of Directors believes that the Amended 2000 EIP will allow us to improve our compensation plans,
improve our capital structure and better align our compensation needs and our stockholders interests. The Board recommends that you vote FOR
approval of the Amended 2000 EIP and the Exchange Program.

sesksiok sk

Summary of 2000 EIP

The following summarizes the principal features of the 2000 EIP as in effect now and notes certain additional changes under the Amended 2000
EIP.

Administration The 2000 EIP is administered by the Compensation Committee of
the Board of Directors which is composed of two members of our
Board who meet certain tests under the tax and securities laws for
independence from PTC management. If there are not at least two
such members, then the entire Board serves as the Committee for
purposes of the 2000 EIP.

Types of Awards Under the 2000 EIP, the Committee may award stock options, stock
appreciation rights, and restricted and unrestricted shares of
common stock. Restricted stock units may also be awarded under
the Amended 2000 EIP.

Eligibility The Committee may make awards to employees, directors and
consultants of PTC and its subsidiaries based upon their anticipated
contribution to the achievement of our objectives and other relevant
matters. As of December 31, 2004, seven directors, approximately
3,150 employees, and approximately 300 consultants were eligible
for awards under the 2000 EIP. Because awards are within the
discretion of the Committee, one cannot know in advance the
specific future recipients and the amount of their awards.

Stock Options and Their Terms The Committee may award incentive stock options qualifying under
Section 422 of the Internal Revenue Code ( ISOs ) and nonstatutory
stock options. The Committee determines the terms of the option
awards, including the amount, exercise price, vesting schedule and
term, which may not exceed ten years. The per share exercise price
of an option may not be less than the fair market value of a share of
common stock on the date of grant, except that a nonstatutory stock
option granted to a newly hired employee or consultant may have a
lower exercise price so long as it is not less than 100% of fair
market value on the date the person accepts PTC s offer of
employment or the date employment begins, whichever is lower.
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Stock Appreciation Rights

Restricted and Unrestricted Stock

Restricted Stock Units
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A participant may pay the exercise price of an option in cash or, if
permitted by the Committee, other consideration, including by
surrendering common stock he or she holds.

The Committee may grant stock appreciation rights, or SARs,
which are rights to receive any excess in value of shares of common
stock over the exercise price. We ex