FORM S-1 - REGISTRATION STATEMENT

Deltek Inc

IPO priced 1997-02-26 - $11.00 a share - DLTK

.

"
N
.
i

San

From S1 Directory - www.sldirectory.com/sl/deltek-inc/ - Source:
https://www.sec.gov/Archives/edgar/data/1029299/000095013396002877/0000950133-96-002877.txt



AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION ON DECEMBER 19, 1996. REGISTRATION
NO. 333-

SECURITIES AND EXCHANGE COMMISSION WASHINGTON, D.C. 20549
FORM S-1 REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933
DELTEK SYSTEMS, INC. (EXACT NAME OF REGISTRANT AS SPECIFIED IN ITS CHARTER)

VIRGINIA 7371 54-1252625
(STATE OR OTHER JURISDICTION OF (PRIMARY STANDARD INDUSTRIAL (I.R.S. EMPLOYER
INCORPORATION OR ORGANIZATION) CODE CLASSIFICATION NUMBER) IDENTIFICATION NO.)

8280 GREENSBORO DRIVE MCLEAN, VIRGINIA 22102 (703) 734-8606 (ADDRESS, INCLUDING ZIP
CODE AND TELEPHONE NUMBER, INCLUDING AREA CODE, OF REGISTRANT'S PRINCIPAL EXECUTIVE
OFFICES) KENNETH E. DELASKI PRESIDENT AND CHIEF EXECUTIVE OFFICER DELTEK SYSTEMS, INC.
8280 GREENSBORO DRIVE MCLEAN, VIRGINIA 22102 (703) 734-8606 (NAME, ADDRESS, INCLUDING
ZIP CODE, AND TELEPHONE NUMBER, INCLUDING AREA CODE, OF AGENT FOR SERVICE)

COPIES TO:
DENNIS C. SULLIVAN, ESQ. ROBERT E. GREGG, ESQ. THOMAS A. BEVILACQUA,
ESQ.
CHRISTOPHER J. HURLEY, ESQ. BENTON BURROUGHS, JR., ESQ. NORA L. GIBSON. ESQ.
GRAY CARY WARE & FREIDENRICH HAZEL & THOMAS, P.C. BROBECK, PHLEGER &
HARRISON, LLP
A PROFESSIONAL CORPORATION 3110 FAIRVIEW PARK DRIVE TWO EMBARCADERO PLAZA
400 HAMILTON AVENUE SUITE 1400 2200 GENG ROAD
PALO ALTO, CA 94301 FALLS CHURCH, VA 22042 PALO ALTO, CA 94303
(415) 328-6561 (703) 641-4200 (415) 424-0160

APPROXIMATE DATE OF COMMENCEMENT OF PROPOSED SALE TO THE PUBLIC: AS SOON AS PRACTICABLE
AFTER THIS REGISTRATION STATEMENT BECOMES EFFECTIVE.

IF ANY OF THE SECURITIES BEING REGISTERED ON THIS FORM ARE TO BE OFFERED ON A DELAYED
OR CONTINUOUS BASIS PURSUANT TO RULE 415 UNDER THE SECURITIES ACT OF 1933, CHECK THE
FOLLOWING BOX. [ ] IF THIS FORM IS FILED TO REGISTER ADDITIONAL SECURITIES FOR AN
OFFERING PURSUANT TO RULE 462(B) UNDER THE SECURITIES ACT, PLEASE CHECK THE FOLLOWING
BOX AND LIST THE SECURITIES ACT REGISTRATION STATEMENT NUMBER OF THE EARLIER EFFECTIVE
REGISTRATION STATEMENT FOR THE SAME OFFERING. [ ] IF THIS FORM IS A POST-EFFECTIVE
AMENDMENT FILED PURSUANT TO RULE 462(C) UNDER THE SECURITIES ACT, CHECK THE FOLLOWING
BOX AND LIST THE SECURITIES ACT REGISTRATION STATEMENT NUMBER OF THE EARLIER EFFECTIVE
REGISTRATION STATEMENT FOR THE SAME OFFERING. [ ] IF DELIVERY OF THE PROSPECTUS IS
EXPECTED TO BE MADE PURSUANT TO RULE 434, PLEASE CHECK THE FOLLOWING BOX. [ 1]

CALCULATION OF REGISTRATION FEE

PROPOSED
MAXIMUM PROPOSED MAXIMUM
TITLE OF EACH CLASS OF AMOUNT TO BE OFFERING PRICE AGGREGATE OFFERING
AMOUNT OF
SECURITIES TO BE REGISTERED REGISTERED(1) PER UNIT(2) PRICE(2)
REGISTRATION FEE
COMMON STOCK (.001 PAR VALUE)......... 3,335,000 SHARES $13.00 $43,355,000 $13,138 (1)

INCLUDES 435,000 SHARES ISSUABLE UPON EXERCISE OF AN OPTION GRANTED BY CERTAIN OF THE
SELLING SHAREHOLDERS TO THE UNDERWRITERS TO COVER OVER-ALLOTMENTS, IF ANY.

(2) ESTIMATED SOLELY FOR THE PURPOSE OF COMPUTING THE REGISTRATION FEE PURSUANT TO RULE
457.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS MAY
BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER
AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT SHALL THEREAFTER



BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(A) OF THE SECURITIES ACT OF 1933 OR UNTIL
THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION,
ACTING PURSUANT TO SAID SECTION 8(A), MAY DETERMINE.

INFORMATION CONTAINED HEREIN IS SUBJECT TO COMPLETION OR AMENDMENT. A REGISTRATION
STATEMENT RELATING TO THESE SECURITIES HAS BEEN FILED WITH THE SECURITIES AND EXCHANGE
COMMISSION. THESE SECURITIES MAY NOT BE SOLD NOR MAY OFFERS TO BUY BE ACCEPTED PRIOR TO

THE TIME THE REGISTRATION STATEMENT BECOMES EFFECTIVE. THIS PROSPECTUS SHALL NOT
CONSTITUTE AN OFFER TO SELL OR THE SOLICITATION OF AN OFFER TO BUY NOR SHALL THERE BE

ANY SALE OF THESE SECURITIES IN ANY STATE IN WHICH SUCH OFFER, SOLICITATION OR SALE

WOULD BE UNLAWFUL PRIOR TO REGISTRATION OR QUALIFICATION UNDER THE SECURITIES LAWS OF
ANY SUCH STATE.

SUBJECT TO COMPLETION, DATED DECEMBER 19, 1996
2,900,000 SHARES
DELTEK SYSTEMS, INC. COMMON STOCK

OF THE 2,900,000 SHARES OF COMMON STOCK OFFERED HEREBY, 1,700,000 ARE BEING SOLD BY

DELTEK SYSTEMS, INC. ("DELTEK" OR THE "COMPANY") AND 1,200,000 ARE BEING SOLD BY THE

SELLING SHAREHOLDERS. SEE "PRINCIPAL AND SELLING SHAREHOLDERS." THE COMPANY WILL NOT
RECEIVE ANY OF THE PROCEEDS FROM THE SALE OF SHARES BY THE SELLING SHAREHOLDERS.

PRIOR TO THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE COMMON STOCK OF THE
COMPANY. IT IS CURRENTLY ESTIMATED THAT THE INITIAL PUBLIC OFFERING PRICE WILL BE
BETWEEN $11.00 AND $13.00 PER SHARE. SEE "UNDERWRITING" FOR A DISCUSSION OF THE FACTORS
TO BE CONSIDERED IN DETERMINING THE INITIAL PUBLIC OFFERING PRICE. THE COMPANY HAS
APPLIED FOR QUOTATION OF THE COMMON STOCK ON THE NASDAQ NATIONAL MARKET UNDER THE
SYMBOL "DLTK."

SEE "RISK FACTORS" COMMENCING ON PAGE 5 FOR A DISCUSSION OF CERTAIN FACTORS THAT SHOULD
BE CONSIDERED BY PROSPECTIVE PURCHASERS OF THE COMMON STOCK OFFERED HEREBY.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF
THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Proceeds to

Price to Underwriting Proceeds to Selling
Public Discount(1) Company(2)  Shareholders(2)
Per Share........coveeunennn... $ $ $ $
Total (3)ieiiiniiieinennnnn. $ $ $ $

(1) SEE "UNDERWRITING" FOR INFORMATION CONCERNING INDEMNIFICATION OF THE UNDERWRITERS
AND OTHER MATTERS.

(2) BEFORE DEDUCTING EXPENSES PAYABLE BY THE COMPANY ESTIMATED AT $625,000 AND EXPENSES
PAYABLE BY THE SELLING SHAREHOLDERS ESTIMATED AT $25,000.

(3) Certain of the Selling Shareholders have granted to the Underwriters a
30-day option to purchase up to an aggregate of 435,000 additional shares of
Common Stock solely to cover over-allotments, if any. If the Underwriters
exercise this option in full, the Price to Public will total $
the Underwriting Discount will total $ and the Proceeds to the
Selling Shareholders will total $ . See "Underwriting."

1

THE SHARES OF COMMON STOCK ARE OFFERED BY THE SEVERAL UNDERWRITERS NAMED HEREIN,
SUBJECT TO RECEIPT AND ACCEPTANCE BY THEM AND TO THEIR RIGHT TO REJECT ANY ORDER 1IN
WHOLE OR IN PART. IT IS EXPECTED THAT DELIVERY OF THE CERTIFICATES REPRESENTING SUCH
SHARES WILL BE MADE AGAINST PAYMENT THEREFOR AT THE OFFICE OF MONTGOMERY SECURITIES ON
OR ABOUT , 1997.

MONTGOMERY SECURITIES WILLIAM BLAIR & COMPANY



, 1997
[ARTWORK TO BE ADDED]

DELTEK, COSTPOINT AND ALLEGRO ARE REGISTERED TRADEMARKS OF THE COMPANY, AND ELECTRONIC
TIMESHEET AND WEB E.T. ARE TRADEMARKS OF THE COMPANY. THIS PROSPECTUS ALSO CONTAINS
TRADE NAMES AND TRADEMARKS OF OTHER COMPANIES THAT ARE THE PROPERTY OF THEIR RESPECTIVE
HOLDERS.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE COMMON STOCK AT A
LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS
MAY BE EFFECTED ON THE NASDAQ NATIONAL MARKET, IN THE OVER-THE-COUNTER MARKET OR
OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

[A SCHEMATIC DIAGRAM, ACCOMPANIED BY THE COMPANY'S LOGO AND ENTITLED "SOFTWARE
SOLUTIONS FOR PROJECT-ORIENTED BUSINESSES," WILL BE PROVIDED ON THE FIRST TWO PAGES OF
A TRI-FOLD ON THE INSIDE FRONT COVER THAT CONTAINS ICONS GRAPHICALLY ILLUSTRATING EIGHT
REPRESENTATIVE PROJECT-ORIENTED BUSINESS (ENGINEERING AND ENVIRONMENTAL FIRMS, RESEARCH

AND DEVELOPMENT ORGANIZATIONS, NOT-FOR-PROFIT ORGANIZATIONS, MAKE-TO-ORDER
MANUFACTURERS, SYSTEMS INTEGRATORS, PROFESSIONAL SERVICE PROVIDERS, CONSTRUCTION
COMPANIES AND TECHNICAL SERVICE PROVIDERS) SURROUNDING THE NAMES OF THE COMPANY'S

PRODUCTS. THE FOLLOWING TEXT WILL ACCOMPANY THE DIAGRAM:

SINCE 1983, DELTEK SYSTEMS HAS BEEN HELPING PROJECT-ORIENTED ORGANIZATIONS MANAGER
THEIR UNIQUE BUSINESS REQUIREMENTS THROUGH ITS FAMILY OF ENTERPRISE-LEVEL SOFTWARE
PRODUCTS: SYSTEM 1, COSTPOINT, ELECTRONIC TIMESHEET AND ALLEGRO. DELTEK'S PRODUCTS
ADDRESS THE CORE NEEDS OF PROJECT-ORINETED BUSINESSES AND ALLOW THESE ORGANIZATIONS TO
MANAGE FINANCIAL AND PROJECT ACCOUNTING, COMPUTE COSTS AND REVENUE ON A PROJECT-BY-
PROJECT BASIS; SUBMIT ACCURATE AND DETAILED BILLS, COMPLY WITH COMPLEX INDUSTRY-
SPECIFIC AND REGULATORY REQUIREMENTS, ADMINISTER EMPLOYEE TIME COLLECTION, LABOR
COSTING AND PAYROLL, AUTOMATE MATERIALS MANAGEMENT FUNCTIONS AND EMPOWER THEIR MANAGERS
WITH TIMELY AND PERTINENT INFORMATION. DELTEK ALSO PROVIDES A FULL RANGE OF CONSULTING
AND MAINTENANCE SERVICES TO ASSIST ITS CUSTOMERS WITH SYSTEM IMPLEMENTATION AND
INTEGRATION AND TO PROVIDE TRAINING AND ONGOING SUPPORT FOR THE COMPANY'S SOFTWARE
PRODUCTS.

ON THE THIRD PAGE OF THE TRI-FOLD ON THE INSIDE FRONT COVER, A SCHEMATIC DIAGRAM,
ACCOMPANIED BY THE REGISTERED TRADEMARK FOR THE COMPANY'S COSTPOINT SOFTWARE PRODUCT,
WILL BE PROVIDED THAT GRAPHICALLY ILLUSTRATES THE PRODUCT'S FIVE MAJOR GROUPS OF
MODULES (PROJECT ACCOUNTING; HUMAN RESOURCES AND PAYROLL ADMINISTRATION; REPORTING
TOOLS; MATERIALS MANAGEMENT; AND FINANCIAL ACCOUNTING). THE FOLLOWING TEXT WILL
ACCOMPANY THE DIAGRAM:

COSTPOINT, THE COMPANY'S CURRENT FLAGSHIP PRODUCT, IS A CLIENT/SERVER-BASED,
ENTERPRISE-LEVEL BUSINESS SOFTWARE SYSTEM, CONSISTING OF OVER 25 INTEGRATED MODULE
APPLICATIONS WHICH SPAN FINANCIAL ACCOUNTING, PROJECT ACCOUNTING, HUMAN RESOURCES AND
PAYROLL ADMINISTRATION, MATERIALS MANAGEMENT AND REPORTING TOOLS. COSTPOINT IS DESIGNED
TO MEETING THE SPECIALIZED NEEDS OF PROJECT-ORIENTED BUSINESSES, INCLUDING PROJECT
COSTING, INDIRECT COST ALLOCATION, REVENUE RECOGNITION, PROJECT BUDGETING AND PROJECT
REPORTING. COSTPOINT COMBINES THESE CAPABILITIES WITH APPLICATIONS IN OTHER BUSINESS
SYSTEM AREAS THAT ARE DESIGNED FOR THE SPECIAL NEEDS OF PROJECT-ORIENTED BUSINESSES.]

Prospectus Summary

The following summary is qualified in its entirety by the more detailed information and financial
statements, including the notes thereto, included elsewhere in this Prospectus. Except as otherwise
indicated, all information in this Prospectus (i) gives effect to a three-for-one stock split of the



Company's Common Stock effected by means of a stock dividend in December 1996 and (ii) assumes
that the Underwriters' over-allotment option is not exercised. The discussion in this Prospectus
contains forward-looking statements which include risks and uncertainties. The Company's actual
results could differ materially from those discussed in this Prospectus. Factors that could cause or
contribute to such differences include those discussed in the sections entitled "Risk Factors,"
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and

"Business," as well as those discussed elsewhere in this Prospectus.

The Company

Deltek designs, develops, sells and supports a family of integrated software products that provide
project-oriented businesses with tools to more effectively manage, operate and grow their operations.
Deltek's products address the enterprise-level needs of project-oriented businesses and allow these
organizations to manage financial and project accounting, compute costs and revenues on a project-by-
project basis, submit accurate and detailed bills, comply with complex industry-specific and regulatory
requirements, administer employee time collection, labor costing and payroll, automate materials
management functions, and empower their managers with timely and pertinent information. Deltek
also provides a full range of consulting and maintenance services to assist its customers with system
implementation and integration and to provide training and ongoing support for the Company's

software products.

The increasingly competitive business environment has created pressure for business organizations to
better utilize information technologies to improve their efficiency, reduce their costs and provide their
employees and management with more timely and pertinent information. As a result, many
organizations are implementing a new generation of enterprise-level business systems, based on open,
client/server architectures, to automate their operations, including finance, accounting, manufacturing
and human resource management functions. Most client/server enterprise-level business systems are
general purpose and fail to address many of the specific requirements of businesses engaged primarily
in providing goods and services to customers under project-specific contracts and engagements. These
project-oriented businesses include a wide variety of professional and technical service providers,
including engineering and environmental firms, research and development firms and contract service
organizations, as well as not-for-profit organizations, make-to-order manufacturers and construction
companies. Many of these project-oriented businesses provide goods and services under government

contracts.

Deltek's family of software products consists of Costpoint, the Company's advanced client/server,
enterprise-level business software system designed for project-oriented organizations; System 1, a
DOS-based accounting and management system designed primarily for organizations providing goods
and services under contracts with the federal government; Electronic Timesheet, an employee
timekeeping system; and Allegro, a project and resource management tool. These products include
modules spanning financial accounting, project accounting and management, human resources and

payroll administration, time and labor collection, materials management and reporting tools.



Application modules within each Deltek product are integrated and utilize a common user interface
and database structure, allowing project-oriented organizations to configure and implement a fully-

integrated system solution.

An integral part of Deltek's solution is to provide superior services and support directly to its
customers. The Company believes that its implementation expertise, together with its focus on the
unique requirements of project-oriented organizations, result in a faster and more cost-effective system
implementation than is typically achieved by companies which choose to adapt general-purpose
business systems to the needs of their project-oriented organizations. After a customer's
implementation is completed, Deltek provides ongoing support services to assist the customer in
maintaining and updating its system, training its employees and adding functionality as the customer's

business grows and its requirements change.

Deltek sells its products and services through its direct sales force. Since its inception, the Company
has installed more than 1,900 systems for a wide range of project-oriented organizations of all sizes,
predominantly in the United States. Deltek's customers include Bell Atlantic, Coopers & Lybrand, LLP,
Federal Integrated Systems, Inc., Lockheed Martin Corp., Northrup Grumman Corp., Raytheon Service

Co., Inc. and Research Triangle Institute, Inc.

Deltek's objective is to strengthen its position as a leading supplier of enterprise-level software systems
for project-oriented organizations. Deltek intends to continue to differentiate itself from providers of
general-purpose business application software by focusing exclusively on providing cost-effective
solutions that meet the unique and changing demands of project-oriented businesses. Key elements of
Deltek's strategy include targeting additional project-oriented markets and leveraging its large installed
customer base to generate additional licensing and consulting revenues as these companies grow and

their requirements change.

Deltek was incorporated in Virginia in 1983. Deltek's executive offices are located at 8280 Greensboro
Drive, McLean, Virginia 22102, and its telephone number at that address is (703) 734-8606.

The Offering

Common Stock offered by: The Company........cccoueuevivireeneusnsssisesenenes 1,700,000 shares Selling
Shareholders......cccceeveereereereeeeeenen. 1,200,000 shares Common Stock to be outstanding after the
offering........ 16,862,750 shares(1) Use of proceeds........cccoevururivcnruricurnncncnnn. For working capital and

other general corporate purposes, including potential acquisitions. See "Use of Proceeds." Proposed
Nasdaq National Market symbol................... DLTK

Summary Financial Data (In Thousands, Except Per Share
Data)

NINE MONTHS ENDED
YEAR ENDED DECEMBER 31,



SEPTEMBER 30,
1991 1992 1993 1994 1995
1995 1996

STATEMENT OF OPERATIONS DATA:

REVEBNUES . ¢t ittt ettt it ettt etaeeeeneeennnan $13,805 $17,794  $19,417  $21,356  $26,849
$18,518  $24,371

Operating expenses before non-recurring charges.... 8,555 11,735 12,328 13,313 17,176
12,069 17,035

Non-recurring Charges. ... c.oouiet et neneennnnn -- -- -- -- --
-- 1,261(2)

Income from operations........c..ooveiiiiinneennnnnnn 5,250 6,059 7,089 8,043 9,673
6,449 6,075

Income before state income taxes............coouu... 5,515 6,299 7,331 8,300 10,066
6,744 6,362

Net ZNCOME. vttt ittt ittt ettt tieeeeeneaannnnn 5,478 6,240 7,280 8,235 10,021
6,710 6,287

PRO FORMA STATEMENT OF OPERATIONS DATA(3):

Income tax ProvisSion.......eeeeieeeenneeennnneennns $ 2,097 $ 2,395 $ 2,787 $ 3,156 $ 3,827
$ 2,564 $ 2,483

Net ZNCOME. ottt ettt ittt e it i eneeeeennenannnns 3,418 3,904 4,544 5,144 6,239
4,180 3,879

Net income per share(4)......ouuiiiiennnneennnnnn $ 0.40
$ 0.25

Weighted average shares outstanding (4)............ 15,552
15,555

SEPTEMBER 30, 1996 PRO FORMA AS ACTUAL ADJUSTED(5)

BALANCE SHEET DATA:

Cash, cash equivalents and marketable secUTrities...... ..ottt nneeeennnnnnnn $ 4,698
$ 23,045

L Lo ol 3 X g T T - ' e A - 1 2,785
14,832

IR o= 1 - 1o = - o= 18,378
36,725

Short-term notes payable to shareholders.........c.uiiiiiiiniinntnnneeennneenennnnnnnnnnnns --
4,000

Total shareholders' EQUITY ...ttt ittt ittt tteeeetenaeeseeaneeeeonnnannas 7,187
19,234

(1) Excludes (i) 1,936,500 shares reserved for issuance under the Company's stock option plans, of
which 1,036,500 shares were subject to outstanding options as of September 30, 1996, at a weighted
average exercise price of $2.65 per share; and (ii) 400,000 shares reserved for issuance under the
Company's 1996 Employee Stock Purchase Plan. See "Management -- Stock Plans" and Note 8 of
Notes to Financial Statements.

(2) Represents non-recurring, non-cash charges of $867,000 for stock option compensation and
$394,000 for purchased in-process research and development. Exclusive of these charges, income from
operations, net income, pro forma net income and pro forma net income per share would have been
$7.3 million, $7.5 million, $4.6 million and $0.30, respectively. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and Notes 2 and 8 of Notes to Financial

Statements.

(3) For all periods indicated, the Company elected to be treated as an S Corporation and was not
subject to federal and certain state income taxes. The pro forma statement of operations data reflects

federal and state income taxes based on applicable tax rates as if the Company had not elected S



Corporation status for the periods indicated. See "Prior S Corporation Status" and Note 1 of Notes to

Financial Statements.

(4) See Note 1 of Notes to Financial Statements for a description of the computation of weighted

average shares outstanding and pro forma net income per share.

(5) Gives pro forma effect to (i) the declaration of a $6.3 million distribution to the Company's current
shareholders, representing undistributed previously taxed S Corporation earnings as of September 30,
1996 and (ii) the sale of the 1,700,000 shares of Common Stock offered by the Company hereby (at an
assumed initial public offering price of $12.00 per share and after deducting the estimated
underwriting discount and offering expenses). The deferred tax liability that would have been recorded
if the Company had terminated its S Corporation status at September 30, 1996 would not have been
material. Prior to the closing of this offering, the Company will make a distribution to its current
shareholders of the $6.3 million of undistributed previously taxed earnings as of September 30, 1996
and all additional taxable S Corporation earnings generated between October 1, 1996 and the
termination of the Company's S Corporation status prior to the closing of this offering, which the
Company currently estimates will be approximately $5.7 million. The Company expects to pay
approximately $8.0 million of such distribution out of cash flow and to issue short-term notes for the

balance of approximately $4.0 million. See "Prior S Corporation Status" and "Capitalization."

Risk Factors

In addition to the other information in this Prospectus, the following factors should be considered
carefully in evaluating an investment in the shares of Common Stock offered hereby. This Prospectus
contains forward-looking statements, and actual results could differ materially from those projected in
the forward-looking statements as a result of numerous factors, including the factors set forth below

and elsewhere in this Prospectus.

Fluctuations in Quarterly Operating Results

The Company has experienced, and expects to continue to experience, significant fluctuations in
quarterly operating results. The Company's future operating results will depend upon a number of
factors, including the demand for its products, the size and timing of specific sales, the delay or deferral
of customer implementations, the level of product and price competition that it encounters, the length
of its sales cycles, the successful expansion of its direct sales force and customer support organization,
the timing of new product introductions and product enhancements by the Company and its
competitors, the mix of products and services sold, the activities of and acquisitions by its competitors,
the timing of new hires and its ability to develop and market new products and control costs. The
Company's operating results could also be affected by general economic conditions or those within
specific geographic areas where its customers do business. In addition, the decision to license and
implement an enterprise-level business software system is usually discretionary, involves a significant

commitment of customer resources and is subject to delays, and to budget cycles and internal



authorization procedures of the Company's customers. The loss or delay of individual orders could
have a significant impact on the Company's operating results, particularly on a quarterly basis.
Furthermore, while the Company's revenue from license fees is difficult to predict because of the length
and variability of the Company's sales cycles, the Company's operating expenses are based on
anticipated revenue trends. Because a high percentage of these expenses are relatively fixed, a delay in
the recognition of revenue from a limited number of sales could cause significant variations in
operating results from quarter to quarter. To the extent such expenses precede, or are not subsequently
followed by, anticipated revenues, the Company's operating results could be materially and adversely
affected.

The Company typically grants its customers the right to return its software products for a refund of the
license fee during a refund period which is generally 60 to 90 days from the date of the license
agreement, although the Company occasionally has provided, and may in the future provide, longer
refund periods for larger, more complex Costpoint installations. The Company recognizes license fees
from its System 1 and Electronic Timesheet products upon delivery, whereas Costpoint license fees are
recognized upon the expiration of the applicable refund period and are recorded as deferred revenue
until recognized. Because of its customers' refund rights and the varying length of applicable refund
periods, deferred revenue at the end of a quarter does not necessarily reflect revenue which the

Company will recognize in the succeeding quarter.

Over the last several years, the Company has experienced seasonal variations in its operating results,
partly due to customers' desire to have their systems operational at the beginning of a calendar year.
Accordingly, these customers typically order their systems in the middle of the preceding year in order
to allow adequate time for implementation, resulting in a seasonably high level of revenue being

recognized in the fourth quarter upon the expiration of refund periods.

As a result of these and other factors, the Company's operating results for any quarter are subject to
significant variation, and the Company believes that period-to-period comparisons of its operating
results are not necessarily meaningful and should not be relied upon as indications of future
performance. It is likely that the Company's future quarterly operating results from time to time will
not meet the expectations of market analysts or investors. In such event, the price of the Company's
Common Stock would likely be materially and adversely affected. See "Management's Discussion and

Analysis of Financial Condition and Results of Operations.”

Dependence on Costpoint Product Line; Product Migration

Prior to 1995, substantially all of the Company's revenues were derived from licenses of its DOS-based
System 1 business software products and from services related to the implementation, support and
maintenance of System 1. In June 1995, the Company introduced its Costpoint client/server-based,
enterprise-level business software. In 1995, the Company derived 26.6% of its total revenues from
licenses of Costpoint software and services related to the implementation, support and maintenance of
Costpoint systems. For the nine months ended September 30, 1996, Costpoint-related license fees and

service revenue accounted for 42.6% of total revenues. The Company expects its Costpoint product



line to account for an increasingly significant percentage of the Company's future revenues. In
addition, the Company is dependent upon the continued satisfaction of its existing customers and the
acceptance of Costpoint by future customers in order to establish and maintain relationships that will
result in ongoing revenue from support and maintenance services and the licensing of additional
products and upgrades. Accordingly, factors adversely affecting the pricing of or the demand for
Costpoint, such as the success of competitive products or technological change, or the Company's
inability to continue to enhance the Costpoint product line to meet the evolving needs of its customers,
would have a material adverse effect on the Company's business, operating results and financial

condition.

An important element of the Company's strategy is to license Costpoint to existing System 1 users as
those customers reengineer their information systems and migrate to new client/server business
software solutions. As of September 30, 1996, approximately 40 of the Company's former System 1
customers, representing approximately 3% of the installed base of System 1 users, had migrated to or
were in the process of migrating to Costpoint systems. There can be no assurance that a significant
percentage of current System 1 customers will migrate to Costpoint. In particular, smaller System 1
customers are less likely to migrate to Costpoint because the cost of migrating to a client/server
environment is high relative to their size and because in many cases System 1 adequately meets their
present needs. If a significant number of the Company's current System 1 customers elect not to
migrate to Costpoint, or purchase competitive products or encounter problems in implementing
Costpoint systems, the Company's business, operating results and financial condition would be
materially and adversely affected. See "Management's Discussion and Analysis of Financial Condition

and Results of Operations" and "Business -- Industry Background," "-- Strategy" and "-- Products."

Competition

The business application software market, including the market for client/server-based business
software systems, is intensely competitive and rapidly changing. The Company's products are targeted
toward a wide range of project-oriented organizations, and the competition that the Company
encounters varies depending upon the customer's size, industry and specific system requirements. For
larger Costpoint implementations, the Company's principal competitors include Oracle Systems
Corporation ("Oracle"), PeopleSoft, Inc. ("PeopleSoft") and SAP America, Inc. ("SAP"). For smaller and
medium-size Costpoint and System 1 implementations, the Company's principal competitors include
Great Plains Software, Harper and Shuman, Inc., Maxwell Business Systems, Inc., Platinum Software
Corporation, Solomon Software, State of the Art, Inc. and Timberline Software Corporation, some of
which offer industry-specific products. Electronic Timesheet competes with electronic timekeeping
systems offered by vendors including TIMESLIPS Corporation and Kronos, Inc. The Company also
faces indirect competition from systems developed by the internal MIS departments of large

organizations.



Many of the Company's competitors have significantly greater financial, technical, marketing and other
resources than the Company. In addition, certain competitors, particularly Oracle, PeopleSoft and SAP,
have well-established relationships with the Company's current and prospective customers and with
major accounting and consulting firms that may have an incentive to recommend such competitors
over the Company. Further, because the Company's products run on relational database management
systems ("RDBMS"), and Oracle has the largest share of the RDBMS software market, Oracle may have
a competitive advantage in selling its application products to its installed RDBMS customer base.
Furthermore, as the client/server computing market develops, companies with significantly greater
resources than the Company could attempt to increase their presence in this market by acquiring or
forming strategic alliances with competitors of the Company. In addition, as the Company attempts to
penetrate other strategic vertical markets, it will likely encounter competitors with substantially more

experience in those markets.

There can be no assurance that the Company's products will continue to compete favorably or that the
Company will be successful in the face of increasing competition from new products and
enhancements introduced by existing or new competitors. In addition, increased competition may
result in price reductions, reduced margins and loss of market share, any of which could have a material
adverse effect on the Company's business, operating results and financial condition. See "Business --

Competition."

Lengthy Sales Cycles

The licensing and implementation of the Company's business software products is often a decision
with significant enterprise-wide implications involving a substantial commitment of the customer's
management attention and resources. The period between initial customer contact and the customer's
purchase commitment typically ranges from 3 to 18 months. Accordingly, the Company's sales process
is subject to delays associated with a lengthy evaluation and approval process that typically
accompanies major initiatives or capital expenditures, including delays over which the Company has
little or no control. The loss of individual orders due to the lengthy sales and evaluation cycle, or delays
in the sale of even a limited number of systems could have a material adverse effect on the Company's
business, operating results and financial condition and, in particular, could contribute to significant

fluctuations in operating results on a quarterly basis. See "Business -- Sales and Marketing."

Dependence on Direct Sales and Support Organizations

To date, the Company has sold its products exclusively through its direct sales force and has supported
its customers with its internal staff of system consultants and technical support and maintenance
personnel. The Company intends to continue to differentiate itself from its competitors by relying,
principally, on its direct sales and support model. The Company's ability to achieve significant revenue
growth in the future will, therefore, depend in large part on its success in recruiting, training and

retaining additional direct sales, technical and support personnel. Although the Company is currently



investing, and plans to continue to invest, significant resources to expand its direct sales force and its
technical and customer support staff, the Company has at times experienced difficulties in recruiting
qualified personnel. There can be no assurance that the Company will be successful in expanding its
direct sales and support organizations as needed to achieve future revenue growth, and its failure to do
so would have a material adverse effect on the Company's business, operating results and financial
condition. In the future, the Company may seek to develop third-party distribution channels and use
third-party consultants to provide consulting and support services. There can be no assurance that the
Company would be successful in establishing such third party arrangements, that any such expansion
of the Company's sales and support capabilities would result in increased revenues, or that the
resulting reduction in the Company's direct involvement with its customers would not adversely affect

its competitive position. See "Business -- Sales and Marketing" and "-- Competition."

Dependence Upon Organizations with Federal Government
Contracts

Most of the Company's current customers are organizations that provide a portion of their goods and
services under federal government contracts. The Company believes that, at least in the near term, such
organizations will continue to represent a large percentage of its customers and account for a large
percentage of its revenues. While such organizations are subject to the same general economic
conditions as other businesses, demand for their products and services also is dependent upon the
availability of funds appropriated therefor. Budget reductions or reallocations could result in such
organizations downsizing, consolidating or liquidating, which, in turn could result in lost revenue from
the Company's existing customers and adversely affect the Company's ability to add new customers in

this market.

Uncertainty of Expansion Into New Markets

As a part of its strategy, the Company is broadening its product and marketing focus beyond its
traditional base of customers providing goods and services under government contracts. For example,
the Company has targeted professional and technical service providers, including engineering and
environmental firms, research and development firms and contract service organizations, as well as
not-for-profit organizations and make-to-order manufacturers, and intends to target additional project-
oriented markets such as architectural and design firms, construction companies, governmental
agencies and organizations managing large internal projects. The Company believes that its future
success is dependent, in part, on its ability to successfully penetrate new project-oriented markets. The
Company's success in generating sales in these markets will depend upon its ability to educate
potential customers about the benefits of the Company's project-oriented business solutions. The
Company's limited resources may restrict its ability to track developments in these diverse markets and
to effectively pursue marketing activities in multiple markets simultaneously. There can be no

assurance that the Company's products will be widely accepted in these new markets. The inability of



the Company to successfully expand the markets for its products could have a material adverse effect
on its business, operating results and financial condition. See "Business -- Strategy" and "-- Sales and

Marketing."

Lack of Long-term Support and Maintenance Agreements

The Company derives a substantial portion of its revenues from ongoing support and maintenance
services, particularly from its System 1 customers. These services are billed in advance on a quarterly
basis. Historically, a high percentage of the Company's customers have chosen to renew their support
and maintenance program by continuing to pay for such services from quarter to quarter. However,
there can be no assurance that any customer will continue to pay its quarterly support and
maintenance fees, and the failure of a significant number of customers to do so would have a material
adverse affect on the Company's business, operating results and financial condition. See "Business --

Customer Service and Support.”

Difficulty in Forecasting Demand for Consulting Services

The Company also derives a substantial portion of its revenues from consulting services. Initial
consulting services are typically performed in connection with a customer's implementation of a new
Deltek system. Ongoing consulting services are performed, on a project-by-project basis, as the
Company's customers grow and their requirements change. The nature, extent and duration of
consulting services required in connection with system implementations and the amount of customers'
post-implementation consulting needs vary widely from customer to customer and are difficult to
predict. Furthermore, none of these services are provided under long-term contracts. As a result, it is
difficult for the Company to forecast accurately the demands for its consulting services in order to have
available an appropriate number of qualified and trained personnel. The Company's failure to hire and
train an adequate number of consulting personnel could result in customer dissatisfaction and the loss
of potential revenues. On the other hand, excess staffing could result in disproportionately high
personnel expenses which could have a material adverse affect on the Company's business, operating

results and financial condition. See "Business -- Customer Service and Support.”

Rapid Technological Change; Risks Associated with New
Product Development

The business application software market is characterized by rapidly changing technologies, evolving
industry standards, frequent new product introductions and short product life cycles. The Company's
future success will depend to a substantial degree upon its ability to enhance its existing products and
to develop and introduce, on a timely and cost-effective basis, new products and features that meet
changing customer requirements and emerging and evolving industry standards. The Company

introduced Costpoint in June 1995, and Costpoint currently represents more than half of the



Company's license fee revenues. Despite the recent growth in license fees and service revenues from
the Costpoint product line, there can be no assurance that the market for client/server-based software
will not be adversely affected by changing technologies. The Company allocates resources for research
and development projects based on planned product introductions and enhancements; however, actual
expenditures may significantly differ from amounts allocated. Inherent in the product development
process are a number of risks. The development of new, technologically advanced software products is
a complex and uncertain process requiring high levels of innovation, as well as the accurate
anticipation of technological and market trends. The introduction of new or enhanced products also
requires the Company to manage the transition from older products in order to minimize disruption in
customer ordering patterns and to ensure that new products can be delivered to meet customer
demand. There can be no assurance that the Company will successfully develop, introduce or manage
the transition to new products. The Company has experienced, and may in the future experience,
delays in the introduction of its products, due to factors internal and external to the Company. Any
future delays in the introduction or shipment of new or enhanced products, the inability of such
products to gain market acceptance or problems associated with new product transitions could
adversely affect the Company's business, operating results and financial condition. See "Business --

Product Development.”

Product and Service Errors; Potential Liability

Software products as complex as those offered by the Company typically contain undetected errors or
failures when first introduced or as new versions are released. Testing of the Company's products is
particularly challenging because it is difficult to simulate the wide variety of computing environments
in which the Company's customers may deploy these products. Accordingly, there can be no assurance
that, despite testing by the Company and by current and potential customers, errors will not be found
after commencement of commercial shipments, resulting in loss of or delay in market acceptance,
which, in turn, could have a material adverse effect upon the Company's business, operating results and
financial condition. Although the Company has not experienced any material product liability claims to
date, the sale and support of software products by the Company entails the risk of such claims. In
addition, the failure to perform services to a client's expectations may result in the Company not being
paid for services rendered, may damage the Company's reputation and may result in a claim being
brought against the Company. The Company maintains errors and omissions insurance; however, a
successful claim for product or service liability brought against the Company could have a material

adverse effect upon the Company's business, operating results and financial condition.

Dependence on Key Employees

The Company's success will depend in part on the continued services of its key employees. The
Company does not have employment agreements with any of its key employees and does not maintain
any key person life insurance. The loss of services of one or more of the Company's key employees

could have a material adverse effect on the Company's business, operating results and financial



condition. In addition, if one or more key employees were to join a competitor or form a competing
company, the loss of such employee(s) and any resulting loss of existing or potential business to any
such competitor could have a material adverse effect on the Company's business, operating results and
financial condition. In the event of the loss of any such employee(s), there can be no assurance that the
Company would be able to prevent the unauthorized disclosure or use of the Company's or its
customers' technical knowledge, practices or procedures by such employee(s), or that such disclosure or
use would not have a material adverse effect on the Company's business, operating results and financial

condition. See "Management."

Management of Growth

The Company is currently experiencing growth and expansion, which has placed, and will continue to
place, a strain on its administrative, operational and financial resources and increased demands on its
systems and controls. This growth has resulted in a continuing increase in the level of responsibility for
the Company's management personnel. The Company anticipates that its continued growth will
require it to recruit, hire, train and retain a substantial number of new engineering, managerial, sales
and marketing personnel. The Company's ability to manage its growth successfully will also require the
Company to continue to expand and improve its operational, management and financial systems and
controls on a timely basis. If the Company's management is unable to manage growth effectively, the
Company's business, operating results and financial condition will be materially and adversely affected.

See "Management."

Reliance on Third-party Software

The Company licenses from third parties certain software development tools that the Company utilizes
in the development of its products and certain application software that the Company incorporates
into its products. Third parties also license to the Company or its customers certain relational database
software used in conjunction with the Company's products. Accordingly, the Company is dependent
upon such third parties' abilities to deliver quality products, to correct errors, to support their current
products, to develop new and enhanced products on a timely and cost-effective basis and to respond to
emerging industry standards and other technological changes. Should these third-party development
tools or software products become unavailable, or should their developers fail to adequately support or
enhance them, the Company would be required to rewrite its products using different development
tools or replace the functionality provided by the third-party software currently used in and licensed
with its products. Although the Company believes that other development tools and application and
database software with comparable functionality are currently available from other third parties, there
can be no assurance that replacement products could be obtained when needed. In addition, there can
be no assurance that the Company could successfully rewrite its products using different development
tools or that it would not encounter substantial delays in doing so. The inability to rewrite its products

using different development tools on a timely and cost-effective basis or the loss of, or any significant



delay in the replacement of, the functionality provided by the third-party software could have a
material adverse effect on the Company's business, operating results and financial condition. See

"Business -- Products," "-- Proprietary Rights and Licenses" and "-- Product Development.”

Proprietary Rights, Risks of Infringement

The Company's success and ability to compete is dependent in part upon its proprietary software. The
Company relies on a combination of copyright and trademark laws, trade secrets, confidentiality
procedures and contractual provisions to establish and protect its rights in its software. Despite the
Company's efforts to protect its proprietary rights, unauthorized parties may attempt to copy, design
around or reverse engineer aspects of the Company's products or to obtain and use information that
the Company regards as proprietary. Furthermore, the Company has no patents, and existing copyright
law affords only limited protection. In addition, the laws of some countries do not protect the
Company's proprietary rights to the same extent as do the laws of the United States. Accordingly, there
can be no assurance that the Company will be able to protect its proprietary software against
unauthorized third party copying or use, which could adversely affect the Company's competitive

position.

There are currently no claims pending against the Company relating to the infringement of any
proprietary rights of third parties. There can be no assurance, however, that third parties will not claim
infringement by the Company of their intellectual property rights. The Company expects that software
product developers will increasingly be subject to infringement claims as the number of products and
competitors in the Company's industry segment grows and the functionality of products in different
industry segments overlaps. Any such claims, with or without merit, could be time-consuming to
defend, result in costly litigation, divert management's attention and resources or cause delays in the
delivery or implementation of the Company's products. In addition, such claims could require the
Company to discontinue the use of certain software codes or processes, cease the manufacture, use and
sale of infringing products, and develop non-infringing technology or to obtain licenses to the alleged
infringing technology. There can be no assurance that the Company would be able to develop
alternative technologies or to obtain such licenses or, if a license were obtainable, that the terms would
be commercially acceptable to the Company. In the event of a successful claim of product infringement
against the Company and failure or inability of the Company to license the infringed or similar
technology, the Company's business, operating results and financial condition could be materially and

adversely affected. See "Business -- Proprietary Rights and Licenses."

Control by Principal Shareholders, Officers and Directors

Upon completion of this offering, the Company's principal shareholders, Kenneth E. deLaski, its
President and Chief Executive Officer, and Donald deLaski, its Chairman, will, in the aggregate,
beneficially own approximately 59.2% of the Company's outstanding shares of Common Stock (55.2%

if the Underwriters' overallotment option is exercised in full). As a result, these shareholders, acting



together, would be able to control substantially all matters requiring approval by the shareholders of
the Company including the election of the Board of Directors and significant corporate transactions.
The control by such shareholders could delay or prevent a change in control of the Company, impede a
merger, consolidation, takeover or other business combination involving the Company, or discourage a
potential acquiror from making a tender offer or otherwise attempting to obtain control of the
Company. See "Principal and Selling Shareholders."

Broad Management Discretion in Allocation of Net Proceeds

The primary purposes of this offering are to obtain additional working capital, to establish a public
market for the Company's Common Stock and to facilitate the Company's future access to public
equity markets. The Company intends to use the net proceeds of this offering for general corporate
purposes, including product development and working capital. The Company may use a portion of the
net proceeds of the offering to acquire or invest in businesses, technologies or products complementary
to the Company's business. As of the date of this Prospectus, the Company has no other specific plans
to use the net proceeds of this offering. Accordingly, the Company will retain broad discretion to
allocate the net proceeds of this offering. Pending any such uses, the Company plans to invest the net

proceeds in investment-grade, interest-bearing securities. See "Use of Proceeds."

No Prior Public Market; Possible Volatility of Stock Price

Prior to this offering, there has been no public market for the Company's Common Stock, and there
can be no assurance that an active trading market will develop or be sustained after this offering. The
initial public offering price will be determined through negotiations among the Company, the Selling
Shareholders and the Representatives of the Underwriters and may not be indicative of the market
price of the Common Stock after this offering. The trading price of the Common Stock is likely to be
highly volatile and may be significantly affected by factors such as actual or anticipated fluctuations in
the Company's operating results, announcements of technological innovations, new products or new
contracts by the Company or its competitors, developments with respect to patents, copyrights or
proprietary rights, conditions and trends in the software industry, changes in financial estimates by
securities analysts, general market conditions and other factors. In addition, the public equity markets
have from time to time experienced significant price and volume fluctuations that have particularly
affected the market prices for the stocks of technology companies. These broad market fluctuations, as
well as shortfalls in sales or earnings as compared with public market analysts' expectations, changes in
such analysts' recommendations or projections and general economic and market conditions, may

materially and adversely affect the market price of the Company's Common Stock. See "Underwriting."



Immediate and Substantial Dilution to New Investors

Purchasers of the Common Stock offered hereby will incur immediate, substantial dilution in net
tangible book value of $10.87 per share. To the extent outstanding options to purchase the Company's

Common Stock are exercised, there will be further dilution to the new public investors. See "Dilution."

Potential Issuance of Preferred Stock; Anti-takeover Provisions

The Board of Directors has the authority, without further action by the shareholders, to issue up to
2,000,000 shares of Preferred Stock and to fix the rights, preferences, privileges and restrictions,
including voting rights, of such shares. The rights of the holders of the Common Stock will be subject
to, and may be adversely affected by, the rights of the holders of any Preferred Stock that may be issued
in the future. The issuance of the Preferred Stock could have the effect of making it more difficult for a
third party to acquire a majority of the outstanding voting stock of the Company, thereby delaying,
deferring or preventing a change in control of the Company. Furthermore, such Preferred Stock may
have other rights, including economic rights, senior to the Common Stock, and as a result, the issuance
of such stock could have a material adverse effect on the market value of the Common Stock. The
Company has no present plans to issue shares of Preferred Stock. The Company may in the future
adopt other measures that may have the effect of delaying, deferring or preventing a change in control
of the Company. Certain of such measures may be adopted without any further vote or action by the
shareholders, although the Company has no present plans to adopt any such measures. The Company
is also afforded the protections of certain provisions of the Virginia Stock Corporation Act, which
could delay or prevent a change in control of the Company, impede a merger, consolidation or other
business combination involving the Company or discourage a potential acquiror from making a tender
offer or otherwise attempting to obtain control of the Company. See "Description of Capital Stock --
Preferred Stock" and "Description of Capital Stock -- Anti-Takeover Effects of Virginia Law and
Articles of Incorporation.”

Shares Eligible for Future Sale

Sales of substantial amounts of the Company's Common Stock in the public market after this offering
could adversely affect prevailing market prices for the Common Stock. Upon completion of this
offering, the Company will have outstanding 16,862,750 shares of Common Stock. Of these shares, the
2,900,000 shares offered hereby will be freely tradeable without restriction in the public market.
Taking into account restrictions imposed by the Securities Act of 1933, as amended (the "Securities
Act"), rules promulgated by the Securities and Exchange Commission thereunder and "lock-up"
agreements between certain shareholders and the Underwriters, (i) approximately 170,250 additional
shares will be eligible for immediate sale as of the date of this Prospectus, (ii) approximately 93,000
additional shares will be eligible for sale beginning 90 days after the date of this Prospectus, and (iii)
approximately 13,275,000 additional shares will be eligible for sale beginning 180 days after the date

of this Prospectus. Montgomery Securities may, in its sole discretion and at any time without notice,



release all or any portion of the shares subject to such lock-up agreements. In addition, the Company
intends to file registration statements on Form S-8 under the Securities Act approximately 90 days
after the date of this Prospectus to register an aggregate of 1,300,000 shares of Common Stock issued
or reserved for issuance under its 1996 Stock Option Plan and its 1996 Employee Stock Purchase Plan.
See "Shares Eligible for Future Sale."

Prior S Corporation Status

Since 1987, the Company has elected to be treated for federal and certain state income tax purposes as
an S Corporation under Subchapter S of the Internal Revenue Code of 1986 (the "Code"). As a result,
the Company's earnings for prior tax years and through the day preceding the date of termination of
the Company's S Corporation status (the "Termination Date") have been or will be, as the case may be,
taxed, with certain exceptions, for federal and certain state income tax purposes directly to the
Company's shareholders, rather than to the Company. The Termination Date will occur prior to the
date of the closing of this offering. The Company and the current shareholders have entered into an
agreement which provides for income taxes attributable to periods prior to the Termination Date to be
borne by the current shareholders and for income taxes attributable to periods beginning on and after

the Termination Date to be borne by the Company. See "Certain Transactions."

Shareholder Distributions. Since its election to be treated as an S Corporation, the Company has made
quarterly cash distributions to its shareholders. During 1994, 1995 and the nine months ended
September 30, 1996, the Company declared cash dividends totalling $7.2 million, $8.0 million and
$9.3 million, respectively. Prior to the consummation of this offering, the Company will declare a
dividend payable to its current shareholders in the amount of all undistributed taxable S Corporation
earnings accruing through the Termination Date (the "S Corporation Distribution"). At September 30,
1996, undistributed previously taxed S Corporation earnings were approximately $6.3 million, and the
Company currently estimates that additional taxable S Corporation earnings accruing between
October 1, 1996 and the Termination Date will total approximately $5.7 million, resulting in a total S
Corporation Distribution of approximately $12.0 million. Prior to the consummation of this offering,
the Company expects to pay approximately $8.0 million of the S Corporation Distribution out of cash
flow from operations and to issue short-term notes (the "S Corporation Notes") for the balance of
approximately $4.0 million to those shareholders entitled to the S Corporation Distribution. The S
Corporation Notes will bear interest at the rate of 7% per annum and will be payable on or before
December 31, 1997 only out of cash flow from operations generated after the Termination Date. To the
extent such cash flow is not adequate to fund such payment, any remaining balance shall be payable
thereafter as and when cash flow from operations permit. None of the proceeds from this offering will

be used to pay the S Corporation Notes. See "Certain Transactions."

Accounting Effect. The termination of the Company's S Corporation status on the Termination Date
will result in a deferred tax liability which will be recorded as a non-recurring charge. Had the
Company terminated its S Corporation status as of September 30, 1996, the deferred tax liability and

related charge would not have been material. The amount of the actual deferred tax liability and related



charge will depend upon a number of factors, including factors affecting revenues and related accounts
receivable and the amounts and timing of payments of various operating expenses. There can be no
assurance that the actual amount of the deferred tax liability charge will not be material or that the
related charge will not have a material adverse effect on the Company's net income for the first quarter

of 1997 or for the full year. See "Use of Proceeds" and Note 1 of Notes to Financial Statements.

Use of Proceeds

The net proceeds to the Company from the sale of the 1,700,000 shares of Common Stock offered by
the Company hereby are estimated to be approximately $18.3 million (assuming an initial public
offering price of $12.00 per share and after deducting the estimated underwriting discount and
offering expenses). The principal purposes of this offering are to obtain additional working capital,
establish a public market for the Company's Common Stock and facilitate future access by the
Company to public equity markets. The Company will not receive any proceeds from the sale of the
shares by the Selling Shareholders.

The Company intends to use the net proceeds for general corporate purposes, including product
development and working capital. The Company may use a portion of the net proceeds to acquire or
invest in businesses, technologies or products complementary to the Company's business. The
Company has no present understandings, commitments or agreements with respect to any such
transaction nor is it currently engaged in any discussions or negotiations with respect to any such
transaction. Pending such uses, the Company intends to invest the net proceeds from the offering in

investment-grade, interest-bearing securities.

Dividend Policy

As an S Corporation, the Company has historically made substantial cash distributions to its
shareholders and intends to make additional distributions to its current shareholders prior to the
termination of the Company's S Corporation status. Following the termination of the Company's S
Corporation status, the Company intends to repay the S Corporation Notes representing the unpaid
portion of the S Corporation Distribution. See "Prior S Corporation Status." Thereafter, the Company
intends to retain future earnings, if any, to finance the development and expansion of its business and,
therefore, does not anticipate paying any cash dividends on its Common Stock in the foreseeable
future. The decision whether to pay dividends will be made by the Board of Directors of the Company,
from time to time, in light of conditions then existing, including, among other things, the Company's
results of operations, financial condition and requirements, business conditions and such other factors

as the Board of Directors deems relevant.



Capitalization

The following table sets forth, as of September 30, 1996, the short-term debt and capitalization of the

Company on an actual and pro forma basis.

SEPTEMBER 30, 1996 PRO FORMA ACTUAL AS ADJUSTED(1) (IN THOUSANDS, EXCEPT
SHARE DATA)

Short-term notes payable to shareholders.......... ..., -- $ 4,000
Shareholders' equity:
Preferred Stock, $0.001 par value per share; no shares authorized,
issued or outstanding, actual; 2,000,000 shares authorized, none
issued and outstanding, pro forma as adjusted................... -- --
Common Stock, $0.001 par value per share; 45,000,000 shares
authorized, 15,162,750 shares issued and outstanding, actual;
45,000,000 shares authorized, 16,862,750 shares issued and
outstanding, pro forma

o= Yo V-3 o =X (72 1 15 17
Paid-in capital. ..ottt e ettt et e e e 1,936 20,281
Retained earnings (deficit)......oiiiiiiiiiniiinniniiiiinnnnnnnnn 5,758 (542)
Less unearned compensation(3) ... ..ottt i ini it 522 522

Total shareholders' equity.......cuiiiiiiiiiiiinnneennneennnn 7,187 19,234

Total capitalization.......uiiueiiiiiinnniennneeennnnnnnn $7,187 $ 19,234

(1) Gives pro forma effect to (i) the declaration of a $6.3 million distribution to the Company's current
shareholders, representing undistributed previously taxed S Corporation earnings as of September 30,
1996 and (ii) the sale of the 1,700,000 shares of Common Stock offered by the Company hereby (at an
assumed initial public offering price of $12.00 per share and after deducting the estimated
underwriting discount and offering expenses). The deferred tax liability that would have been recorded
if the Company had terminated its S Corporation status at September 30, 1996 would not have been
material. Prior to the closing of this offering, the Company will make a distribution to its current
shareholders of the $6.3 million of undistributed previously taxed earnings as of September 30, 1996
and all additional taxable S Corporation earnings generated between October 1, 1996 and the
Termination Date, which the Company currently estimates will be approximately $5.7 million. The
Company expects to pay approximately $8.0 million of such distribution out of cash flow and to issue
short-term notes for the balance of approximately $4.0 million. See "Prior S Corporation Status" and

Note 1 of Notes to Financial Statements.

(2) Excludes (i) 1,936,500 shares reserved for issuance under the Company's stock option plans, of
which 1,036,500 shares were subject to outstanding options as of September 30, 1996, at a weighted
average exercise price of $2.65 per share; and (ii) 400,000 shares reserved for issuance under the
Company's 1996 Employee Stock Purchase Plan. See "Management -- Stock Plans" and Note 8 of

Notes to Financial Statements.

(3) Represents the difference between the exercise price of certain outstanding unvested options and
the appraised market value of the underlying stock, which will be recorded as compensation charges, as

such options vest through December 31, 1998.



Dilution

The net tangible book value of the Company as of September 30, 1996 was $7.1 million, or $0.47 per
share of Common Stock. Net tangible book value per share (total tangible assets less total liabilities) is
determined by dividing the net tangible book value of the Company by the number of shares of
Common Stock outstanding at that date. After giving pro forma effect to (i) the sale of the 1,700,000
shares of Common Stock offered by the Company hereby (at an assumed initial public offering price of
$12.00 per share and after deducting the estimated underwriting discount and offering expenses) and
(ii) the declaration of a $6.3 million distribution to the Company's shareholders (representing
undistributed previously taxed S Corporation earnings as of September 30, 1996), the pro forma net
tangible book value of the Company as of September 30, 1996 would have been $19.1 million, or
$1.13 per share, representing an immediate increase in such net tangible book value of $1.08 per share
to existing shareholders and an immediate dilution of $10.87 per share to the new public investors.
The following table illustrates this per share dilution:
Assumed initial public offering price per share............ccvviunn... $12.00
Net tangible book value per share as of September 30, 1996.......... $0.47
Decrease attributable to declaration of a distribution of previously
taxed S Corporation earnings as of September 30, 1996............ (0.42)
Increase in net tangible book value attributable to new public
B YT oo of P 1.08

Pro forma net tangible book value per share after the offering........ 1.13
Dilution per share to new public investors............ ... $10.87

The following table summarizes, on a pro forma basis as of September 30, 1996, the differences
between the number of shares of Common Stock purchased from the Company, the total consideration
paid and the average price per share paid by existing stockholders and by the new public investors
purchasing shares of Common Stock in this offering (at an assumed initial public offering price of

$12.00 per share and before deducting the estimated underwriting discount and offering expenses):

SHARES PURCHASED TOTAL CONSIDERATION
----------------------------------------- AVERAGE PRICE
NUMBER PERCENT AMOUNT PERCENT PER SHARE
Existing shareholders(1)......... 15,162,750 89.9% $ 95,000 0.5% $ 0.01
New investors(l)................. 1,700,000 10.1 20,400,000 99.5 12.00
Total......coveiiin. 16,862,750 100.0% $20,495,000 100.0%

(1) Sales by the Selling Shareholders in this offering will reduce the number of shares held by existing
shareholders to 13,962,750 or 82.8% of the total number of shares of Common Stock to be
outstanding after this offering, and will increase the number of shares to be purchased by the new
public investors to 2,900,000 or 17.2% of the total number of shares of Common Stock to be
outstanding after the offering. See "Principal and Selling Shareholders."

The foregoing tables assume no exercise of stock options after September 30, 1996. As of September
30, 1996, there were outstanding options to purchase an aggregate of 1,036,500 shares of Common
Stock under the Company's stock option plans, at a weighted average exercise price of $2.65 per share.
To the extent these options are exercised, there will be further dilution to the new public investors. See

"Capitalization," "Management -- Stock Plans" and Note 8 of Notes to Financial Statements.



Selected Financial Data

The following selected financial data should be read in conjunction with the financial statements and
the notes thereto included elsewhere herein. The statement of operations data set forth below with
respect to the years ended December 31, 1993, 1994 and 1995 and the balance sheet data as of
December 31, 1994 and 1995 are derived from, and are qualified by reference to, the audited financial
statements of the Company included elsewhere in this Prospectus. The statement of operations data
set forth below with respect to the years ended December 31, 1991 and 1992 and the balance sheet
data as of December 31,1991, 1992 and 1993 are derived from audited financial statements not
included in this Prospectus. The statement of operations data set forth below with respect to each of
the nine month periods ended September 30, 1995 and September 30, 1996 and the balance sheet
data as of September 30, 1996 are derived from, and are qualified by reference to, the unaudited
financial statements of the Company included elsewhere in this Prospectus. The unaudited financial
statements include all normal recurring adjustments that the Company considers necessary for a fair
presentation of its financial position and results of operations. The results of operations for the nine
months ended September 30, 1996 are not necessarily indicative of the results that may be expected
for the full year ending December 31, 1996, or any other future period. The pro forma statement of
operations data set forth below do not purport to be indicative of the results of operations that would
have occurred had the termination of the Company's S Corporation status occurred at December 31,

1990. See "Prior S Corporation Status."

NINE MONTHS ENDED
YEAR ENDED DECEMBER 31,
SEPTEMBER 30,

1991 1992 1993 1994 1995
1995 1996(1)
(IN THOUSANDS, EXCEPT PER SHARE
DATA)
STATEMENT OF OPERATIONS DATA:
Revenues:
LiCenSe fEES. vttt ittt e e e e $ 6,627 $ 7,276 $ 7,551 $ 7,360 $ 9,720
$ 6,064 $ 8,422
LS Ve oY 6,130 8,820 10,093 12,545 15,154
10,863 14,548
Third-party equipment and software................. 1,048 1,798 1,773 1,451 1,975
1,591 1,401
Total TevenuesS. ...t ennnnnnnnnn 13,805 17,794 19,417 21,356 26,849

18,518 24,371
Operating Expenses:

Cost of software........ccvviiiiiniinnnnnnnnnnnnnnnn 526 660 665 766 893
584 1,047

Cost Of SEIVICES. .. viiiiiiitieteieeeeeeeenennnnnnn 2,924 3,579 3,611 4,171 5,151
3,470 5,995

Cost of third-party equipment and software......... 795 1,341 1,298 1,054 1,580
1,247 1,147

Software development........c.uiiiiiinninnnnnnnnnnnn 2,248 3,344 3,931 3,877 4,934
3,436 4,658

Sales and marketing........uuiiiiiiiininnnna 1,104 1,518 1,538 1,852 2,743
1,995 2,467

General and administrative..............c.ciiiiin.. 958 1,293 1,285 1,593 1,875
1,337 1,721

Stock option compensation.............iiiiiiiiinn. -- -- -- -- --



867
Purchased in-process research and
394
Total operating eXpenses........c.oeeeeeennnnn. 8,555

12,069 18,296
Income from operations........c.couiiiiiinnneennnnnnnnn 5,250
6,449 6,075
Interest dnCOMe. ..ttt i
295 287
Income before state income taxes...........covuuuenn. 5,515
6,744 6,362
Provision for state income taxes.....................
34 75
Net dncome. . ...ttt ittt eeennnnnn
$ 6,710 $ 6,287
PRO FORMA STATEMENT OF OPERATIONS DATA

(UNAUDITED)(2):
Income tax ProVISIOoN. ... uiiitinnetiinneeeennnnnnnnn
$ 2,564 $ 2,483
Net dncome. . ...ttt i i i e
4,180 3,879
Net income per share(3)
$ 0.25
Weighted average shares outstanding(3)
15,555

11,735
6,059
240
6,299

37 59

$ 5,478 $ 6,240

$ 2,097 $ 2,39

3,418 3,904

SEPTEMBER 30,
1991 1992

1996

BALANCE SHEET DATA:

Cash, cash equivalents and marketable securities............. $3,588
7,521 $ 4,698

Working capital. ... ..ottt ittt it 4,557
5,003 2,785

IR o= T A= Y = o= 7,198
18,083 18,378

Total shareholders' eqUity.....cuuiiiiiiiiinniinnnennnnnnn 5,810
8,849 7,187

Cash dividends declared........cuiiiiiiinnneennnnennnnnnnnn 4,267
8,011 9,265

$4,250
4,672
8,321
6,017

6,033

12,

7,

7l

$ 7l

$ 2l

4,

328 13,313 17,176
089 8,043 9,673
242 257 393
331 8,300 10,066
51 65 45
280 $ 8,235 $10,021
787 $ 3,156 $ 3,827
544 5,144 6,239
$ 0.40
15,552
DECEMBER 31,
1993 1994 1995

(IN THOUSANDS)

$3,364 $ 3,915
4,115 4,024
8,483 11,506
5,765 6,803
6,647 7,186

(1) Exclusive of the non-recurring, non-cash charges for stock option compensation and purchased in-

process research and development, income from operations, net income, pro forma net income and pro

forma net income per share would have been $7.3 million, $7.5 million, $4.6 million and $0.30,

respectively. See "Management's Discussion and Analysis of Financial Condition and Results of

Operations" and Notes 2 and 8 of Notes to Financial Statements.

(2) For all periods indicated, the Company elected to be treated as an S Corporation and was not

subject to federal and certain state income taxes. The pro forma statement of operations data reflects

federal and state income taxes based on applicable tax rates as if the Company had not elected S

Corporation status for the periods indicated. See "Prior S Corporation Status" and Note 1 of Notes to

Financial Statements.

(3) See Note 1 of Notes to Financial Statements for a description of the computation of weighted

average shares outstanding and pro forma income per share.



Management's Discussion and Analysis of Financial Condition
and Results of Operations

The following Management's Discussion and Analysis of Financial Condition and Results of
Operations includes forward-looking statements with respect to the Company's future financial
performance. These forward-looking statements are subject to various risks and uncertainties,
including the factors described under "Risk Factors" and elsewhere in this Prospectus, that could cause

actual results to differ materially from historical results or those currently anticipated.

Overview

Deltek designs, develops, sells and supports a family of integrated software products that provide
project-oriented businesses with tools to more effectively manage, operate and grow their operations.
From 1985 through 1994, substantially all of the Company's revenues were derived from licenses of its
DOS-based System 1 business software, designed specifically for use by organizations having contracts
with the federal government, and services related to the implementation, support and maintenance of
System 1. As of September 30, 1996, approximately 1,500 project-oriented organizations were using
System 1 as their primary accounting system. In 1992, the Company began development of its current
flagship product, Costpoint, which was commercially released in June 1995. Costpoint is a
client/server-based, enterprise-level business software system, consisting of over 25 integrated module
applications which span financial accounting, project accounting, human resource and payroll
administration, materials management and reporting. Through September 30, 1996, the Company had
licensed approximately 200 Costpoint systems that had been implemented or were in the process of
being implemented. Deltek also provides a full range of consulting and maintenance services to assist
its customers with system implementation and integration and to provide training and ongoing

support for the Company's software products.

The Company's revenues consist of fees derived from the licensing of its software products, service
revenues from consulting and support services, and revenue from the resale of third-party equipment
and the sublicensing of third-party software. The Company typically grants its customers the right to
return its software products for a refund of the license fee during a refund period which is generally 60
to 90 days from the date of the license agreement, although the Company occasionally has provided,
and may in the future provide, longer refund periods for larger, more complex Costpoint installations.
The Company recognizes license fees from its System 1 and Electronic Timesheet products upon
delivery, whereas Costpoint license fees are recognized upon the expiration of the applicable refund
period and are recorded as deferred revenue until recognized. Because of its customers' refund rights
and the varying length of applicable refund periods, deferred revenue at the end of a quarter does not
necessarily reflect revenue which the Company will recognize in the succeeding quarter. Licensing of
the Company's software results in revenues from related consulting services and ongoing support.
Implementation and other consulting services are provided on a time and materials basis, billed

monthly or semi-monthly and recognized as the services are performed. Telephone support and



periodic enhancements and updates are provided for maintenance fees that are payable quarterly and
initially represent between 15% and 20% of the related software license fee on an annual basis.
Revenue from quarterly maintenance and support service is recognized over the term of the support.
Revenue from third-party equipment and software is derived from the resale and sublicensing of third-
party hardware and software products in connection with the license and installation of the Company's
systems and is generally recognized on delivery. Revenue from third-party hardware and software can
fluctuate materially from period to period, and margins on third-party equipment and software

typically are significantly lower than on licenses of the Company's own products.

During 1994 and 1995, the Company capitalized a greater amount of its software development
expenses than it had in previous years due to the development of Costpoint. Upon the commercial
release of Costpoint in June, 1995, the Company ceased capitalizing costs related to the development
of core Costpoint modules and began amortizing previously capitalized costs related to such
development. Since June, 1995, the Company has only capitalized software development costs related

to the development of new Costpoint modules and Web E.T.

In June 1996, the Company amended its 1987 Employee Stock Option Plan to change the exercise
price of future options to be granted thereunder from a formula price based on book value to the fair
market value of the underlying Common Stock. As a result, the Company recorded a non-recurring,
non-cash charge to operations in the amount of $867,000, representing the aggregate difference
between the exercise price of outstanding vested options and the appraised market value of the
underlying Common Stock at June 30, 1996. Additional compensation charges of up to $522,000 will
be recorded through December 31, 1998, as outstanding options continue to vest under this plan.

In September 1996, the Company acquired substantially all of the assets of The Allegro Group, Inc. in
exchange for 102,000 shares of the Company's Common Stock. A portion of the acquired assets
represented research and development that was in process at the time of the acquisition. The Company
is performing additional development work to integrate the Allegro product with the Costpoint
product line. The Company allocated $394,000 to this in-process research and development, resulting
in a non-recurring, non-cash charge to operations in the third quarter of 1996. See Note 2 of Notes to

Financial Statements.

Since 1987, the Company has elected to be treated for federal and certain state income tax purposes as
an S Corporation under Subchapter S of the Code. As a result, the Company's earnings for prior tax
years have been taxed, with certain exceptions, for federal and certain state income tax purposes
directly to the Company's shareholders rather than to the Company. The Company will terminate its S
Corporation status on the Termination Date, prior to the date of the closing of this offering. The
Company and the current shareholders have entered into an agreement which provides for income
taxes attributable to periods prior to the Termination Date to be borne by the current shareholders and
for income taxes attributable to periods beginning on and after the Termination Date to be borne by
the Company. See "Certain Transactions." In connection with the termination of its S Corporation
status, the Company will make the S Corporation Distribution in an aggregate amount of

approximately $12.0 million. Prior to the consummation of this offering, the Company expects to pay



approximately $8.0 million of the S Corporation Distribution out of cash flow from operations and to
issue the S Corporation Notes for the balance of approximately $4.0 million. The S Corporation Notes
will be payable only out of cash flow from operations after the Termination Date. None of the proceeds
of this offering will be used to pay the S Corporation Distribution. The termination of the Company's S
Corporation status on the Termination Date will result in a deferred tax liability which will be recorded
as a non-recurring charge. Had the Company terminated its S Corporation status as of September 30,
1996, the deferred tax liability and related charge would not have been material. The amount of the
actual deferred tax liability and related charge will depend upon a number of factors, including factors
affecting revenues and related accounts receivable and the amounts and timing of payments of various
operating expenses. There can be no assurance that such charge will not be material or that the related
charge will not have a material adverse affect on the Company's net income for the first quarter of 1997

or for the full year. See "Prior S Corporation Status."

Results of Operations

The following table sets forth certain historical and pro forma statements of operations data as a

percentage of total revenues for the periods indicated:

NINE MONTHS

ENDED
YEAR ENDED DECEMBER 31, SEPTEMBER 30,
1993 1994 1995 1995 1996(1)
STATEMENT OF OPERATIONS DATA:
Revenues:
License fEeS .ttt ittt ettt eeeeeaann 38.9% 34.5% 36.2% 32.7% 34.6%
SEIVICES . ittt ittt ittt ittt e e e e e e 52.0 58.7 56.4 58.7 59.7
Third-party equipment and software............. 9.1 6.8 7.4 8.6 5.7
Total revenues......oove i ennnnnns 100.0 100.0 100.0 100.0 100.0
Operating Expenses:
Cost of software.........ccviiiiiiiiinnnnnnnnnn. 3.4 3.6 3.3 3.2 4.3
Cost of services......vvuiiiiniiinnnnnnnnnenn. 18.6 19.5 19.2 18.7 24.6
Cost of third-party equipment and software..... 6.7 4.9 5.9 6.7 4.7
Software development........ouuiiiiineennnnnnnn 20.2 18.2 18.4 18.6 19.1
Sales and marketing..........iiiiiiiiiinn.. 7.9 8.7 10.2 10.8 10.1
General and administrative..................... 6.7 7.4 7.0 7.2 7.1
Stock option compensation.............. .. ... -- -- -- -- 3.6
Purchased in-process research and
development. .. ou ittt i e e e -- -- -- -- 1.6
Total operating expenses............... 63.5 62.3 64.0 65.2 75.1
Income from operations............cccuiiiiiennnnnn 36.5 37.7 36.0 34.8 24.9
Interest dnCOmMe. .ottt ittt e e e e e 1.2 1.2 1.5 1.6 1.2
Income before state income taxes................. 37.7 38.9 37.5 36.4 26.1
Provision for state income taxes................. 0.3 0.3 0.2 0.2 0.3
Net Ancome. ...ttt it ettt 37.4% 38.6% 37.3% 36.2% 25.8%
PRO FORMA STATEMENT OF OPERATIONS DATA:
Income tax Provision.........eeuiiieeeinnnneennnnn 14.3% 14.8% 14.3% 13.8% 10.2%
Net dncome. . ...ttt i i, 23.4 24.1 23.2 22.6 15.9

(1) Exclusive of the non-recurring charges for stock option compensation and purchased in-process
research and development, income from operations, net income and pro forma net income would have

been 30.1%, 30.0% and 19.1%, respectively, of total revenues.



Nine Months Ended September 30, 1996 Compared to Nine
Months Ended September 30, 1995

License Fees. License fees for the nine months ended September 30, 1996 increased by 38.9% to $8.4
million from $6.1 million for the comparable period in 1995. For the nine months ended September
30, 1996, license fees comprised 34.6% of the Company's total revenues, compared to 32.7% for the
same period in 1995. The increase in license fees was principally attributable to Costpoint which was
commercially released in June 1995. Costpoint license fees increased by 133.8% to $4.8 million for the
nine months ended September 30, 1996 from $2.0 million for the comparable period in 1995. The
increase in Costpoint license fees was partially offset by a 19.5% decrease in license fees for System 1
products to $2.9 million from $3.5 million. License fees for Electronic Timesheet increased by 16.7%
to $700,000 from $500,000 for the comparable period in 1995.

Services. Service revenues for the nine months ended September 30, 1996 increased by 33.9% to $14.5
million from $10.9 million for the comparable period in 1995. For the nine months ended September
30, 1996, service revenues comprised 59.7% of the Company's total revenues, compared to 58.7% for
the same period in 1995. The increase in service revenues was principally attributable to increased
consulting services related to new implementations of Costpoint systems. Consulting service revenues
increased by 65.5% to $3.5 million for the nine months ended September 30, 1996 from $2.1 million
for the comparable period in 1995. Maintenance, support and other service revenues increased by
26.4% to $11.1 million from $8.8 million principally as a result of the addition of new customers and
the sale of additional software products to existing customers and, to a lesser extent, increases in

service rates.

Third-Party Equipment and Software. Revenue from third-party equipment and software for the nine
months ended September 30, 1996 decreased by 11.9% to $1.4 million from $1.6 million for the
comparable period in 1995. For the nine months ended September 30, 1995, revenue from third-party
equipment and software comprised 5.7% of the Company's total revenues, compared to 8.6% for the
same period in 1995.

Cost of Software. Cost of software is comprised primarily of royalties and maintenance payments to
third parties, amortization of software development costs, and the cost of production and distribution
of software and user manuals. Cost of software for the nine months ended September 30, 1996
increased by 79.3% to $1.0 million from $584,000 for the same period in 1995. This increase was
attributable to increased amortization and to increased sales of Costpoint resulting in higher royalty
and maintenance payments to third parties. Amortization of software development for the nine
months ended September 30, 1996, increased to $434,000 from $158,000 for the comparable period
in 1995. This increase reflects nine full months of amortization of Costpoint software development

costs during the 1996 period, compared to four months in the 1995 period.

Cost of Services. Cost of services is comprised primarily of personnel costs for implementation and

consulting services, user training and ongoing maintenance and support. Cost of services for the nine
months ended September 30, 1996 increased by 72.8% to $6.0 million from $3.5 million for the



comparable period in 1995. The increase in cost of services was primarily due to increases in personnel
costs to support the Costpoint product line. In addition, reimbursed travel expenses increased by
$490,000 from the prior period due primarily to consulting activity related to Costpoint
implementations. Costs for the 1996 period also included $283,000 related to the Company's national
user conference in April 1996. Cost of services represented 41.2% and 31.9% of service revenues for
the nine-month periods ended September 30, 1996 and 1995, respectively. The increase in cost of
services as a percentage of service revenues reflected the Company's investment in the initial
implementations of Costpoint systems by providing consulting services to a number of customers at
reduced fees or no charge and also reflected the increased reimbursed travel expenses which were billed

with no mark-up and the national user conference for which customer billings approximated cost.

Cost of Third-Party Equipment and Software. Cost of third-party equipment and software consists of
the purchased costs of computer and peripheral equipment and license fees and royalties for third-
party software. Costs of third-party equipment and software for the nine months ended September 30,
1996 decreased by 8.0% to $1.1 million from $1.2 million for the comparable period in 1995. Cost of
third-party equipment and software products represented 81.8% and 78.4% of revenue from third-
party equipment and software for the nine month periods ended September 30, 1996 and 1995,
respectively. The increase in these costs as a percentage of related revenue was the result of several
large sales of third-party equipment at volume discounts in connection with complex Costpoint

implementations performed in early 1996.

Software Development. Software development costs consist primarily of the personnel costs of
analysts and programmers to research, develop, support and maintain the Company's existing software
product lines, enhance existing products and develop new products. Software development costs for
the nine months ended September 30, 1996 increased by 35.6% to $4.7 million from $3.4 million for
the same period in 1995. This increase was due primarily to increased personnel costs and related
benefits and facilities costs, and a decline in capitalized software production costs, which occurred after
the commercial release of Costpoint in June 1995. Software development costs represented 18.6% and

19.1% of total revenues for the nine month periods ended September 30, 1995 and 1996, respectively.

Sales and Marketing. Sales and marketing expenses consist primarily of the personnel costs of the
Company's sales and marketing organizations as well as the costs of advertising, direct mail and other
sales and marketing activities. Sales and marketing expenses for the nine months ended September 30,
1996 increased by 23.7% to $2.5 million from $2.0 million for the comparable period in 1995. This
increase was due primarily to increased personnel, advertising and trade show expenses. Sales and
marketing expenses represented 10.1% of the Company's total revenues for the nine month period

ended September 30, 1996, compared to 10.8% for the same period in 1995.

General and Administrative. General and administrative expenses consist primarily of the personnel
costs of the Company's management, administrative and finance staffs as well as the costs of insurance
programs, bad debt expenses, professional fees and other infrastructure costs. General and
administrative expenses for the nine months ended September 30, 1996 increased by 28.7% to $1.7

million from $1.3 million for the comparable period in 1995. This increase was due primarily to a



$245,000 increase in bad debt expense as a result of the insolvency of a new customer. General and
administrative expenses represented 7.1% of the Company's total revenues for the nine months ended

September 30, 1996, compared to 7.2% for the same period in 1995.

Stock Option Compensation. In June 1996, the Company recorded a non-recurring charge to

operations in the amount of $867,000 relating to stock option compensation. See "-- Overview."

Purchased In-Process Research and Development. In September 1996, the Company recorded a non-
recurring charge of $394,000 representing the value of in-process research and development acquired

in connection with its acquisition of The Allegro Group, Inc. See "-- Overview."

Interest Income. Interest income results from investments and, to a lesser extent, from installment
financing. Interest income for the nine months ended September 30, 1996 decreased by 2.7% to
$287,000 from $295,000 for the comparable period in 1995. The reduction was due to lower average

cash balances related to the timing and amount of S Corporation dividend distributions.

Pro Forma Income Tax Provision. The Company's pro forma effective tax rate for the nine months
ended September 30, 1996 was 39.0%, compared to 38.0% for the same period in 1995.

Year Ended December 31, 1995 Compared to Year Ended
December 31, 1994

License Fees. License fees for 1995 increased by 32.1% to $9.7 million from $7.4 million for 1994.
License fees comprised 36.2% of the Company's total revenues for 1995, compared to 34.5% for 1994.
The increase in license fees was principally attributable to Costpoint, which was commercially released
in June 1995 and accounted for license fees of $4.1 million in 1995. The increase attributable to
Costpoint license fees was partially offset by a 30.2% decrease in license fees for System 1 products to
$4.8 million from $6.9 million.

Services. Service revenues for 1995 increased by 20.8% to $15.2 million from $12.5 million for 1994.
Service revenues comprised 56.4% of the Company's total revenues in 1995, compared to 58.7% for
1994. The increase in service revenues was principally attributable to increased consulting services
related to new implementations of Costpoint systems. Consulting service revenues increased by 89.9%
to $3.1 million for 1995 from $1.6 million for 1994. Maintenance, support and other service revenues
increased by 10.1% to $12.1 million from $10.9 million principally as a result of the addition of new
customers and the sale of additional software products to existing customers and, to a lesser extent,

increases in service rates.

Third-Party Equipment and Software. Revenue from third-party equipment and software for 1995
increased by 36.1% to $2.0 million from $1.5 million for 1994. Revenue from third-party equipment

and software comprised 7.4% of the Company's total revenues in 1995, compared to 6.8% in 1994.



Cost of Software. Cost of software for 1995 increased by 16.6% to $893,000 from $766,000 for 1994.
This increase was attributable to sales of Costpoint, which was commercially released in June 1995 and
resulted in higher royalty and maintenance payments to third parties, and was partially offset by a
decrease in amortization of software development to $276,000 from $406,000 in 1994. Due to the
decline in sales of the System 1 product line, the Company accelerated the amortization of all
remaining System 1 software development costs in 1994. Amortization of Costpoint software

development costs did not begin until after the commercial release of Costpoint in June 1995.

Cost of Services. Cost of services for 1995 increased by 23.5% to $5.2 million from $4.2 million in
1994. The increase in cost of services was primarily due to increases in personnel costs to support the
Costpoint product line. In addition, reimbursed travel expenses increased by $242,000 from 1994 due
primarily to consulting activity related to Costpoint implementations. These increases were offset in
part by $236,000 in costs related to the Company's national user conference in September 1994. Cost

of services represented 34.0% and 33.2% of service revenues for 1995 and 1994, respectively.

Cost of Third-Party Equipment and Software. Cost of third-party equipment and software for 1995
increased by 49.9% to $1.6 million from $1.1 million for 1994. Cost of third-party equipment and
software products represented 80.0% and 72.6% of revenue from third-party equipment and software
for 1995 and 1994, respectively. The increase in these costs as a percentage of related revenue was the
result of several large sales of third-party equipment at volume discounts in connection with complex

Costpoint installations.

Software Development. Software development costs for 1995 increased by 27.3% to $4.9 million from
$3.9 million for 1994. This increase was due primarily to increased personnel costs and related benefits
and facilities costs, and a decline in capitalized software production costs, which occurred after the
commercial release of Costpoint in June 1995. Software development costs represented 18.4% and

18.2% of the Company's total revenues in 1995 and 1994, respectively.

Sales and Marketing. Sales and marketing expenses for 1995 increased by 48.1% to $2.7 million from
$1.9 million in 1994. This increase was due primarily to increased personnel, advertising and
marketing expenses related to the introduction of Costpoint. Sales and marketing expenses

represented 10.2% of the Company's total revenues for 1995, compared to 8.7% for 1994.

General and Administrative. General and administrative expenses for 1995 increased by 17.7% to $1.9
million from $1.6 million for 1994. General and administrative expenses represented 7.0% of the
Company's total revenues for 1995, compared to 7.4% for 1994, as the Company was able to leverage

its fixed expenses over increased revenues.

Interest Income. Interest income for 1995 increased by 52.9% to $393,000 from $257,000 for 1994.
The increase was due primarily to larger average cash balances attributable to increased profits and the

timing and amount of S Corporation dividend distributions.

Pro Forma Income Tax Provision. The Company's pro forma effective tax rate was 38.0% for both 1995
and 1994.



Year Ended December 31, 1994 Compared to Year Ended
December 31, 1993

License Fees. License fees for 1994 decreased by 2.5% to $7.4 million from $7.6 million for 1993.
License fees comprised 34.5% of the Company's total revenues for 1994, compared to 38.9% for 1993.
The decrease in license fees was attributable to the maturation of the Company's System 1 product
line. The decrease in System 1 license fees was partially offset by fees of $400,000 from initial licenses

of Electronic Timesheet in late 1994.

Services. Service revenues for 1994 increased by 24.3% to $12.5 million from $10.1 million for 1993.
Service revenues comprised 58.7% of the Company's total revenues for 1994, compared to 52.0% for
1993. Maintenance, support and other service revenues increased by 23.9% to $10.9 million from $8.8
million principally as a result of the addition of new customers and the sale of additional software

products to existing customers and, to a lesser extent, increases in service rates. Consulting service
revenues increased by 26.7% to $1.6 million for 1994 from $1.3 million for 1993.

Third-Party Equipment and Software. Revenue from third-party equipment and software for 1994
decreased by 18.2% to $1.5 million from $1.8 million for 1993. Revenue from third-party equipment

and software comprised 6.8% of the Company's total revenues in 1994, compared to 9.1% in 1993.

Cost of Software. Cost of software for 1994 increased by 15.2% to $766,000 from $665,0000 in 1993,
due to an increase in amortization of software development to $406,000 from $208,000 in 1993. The
increase in amortization was caused by the Company's acceleration of the amortization of all
remaining System 1 software development costs in 1994 due to the decline in sales of the System 1
product line. The increase in cost of software due to higher amortization was partially offset by lower

cost of software resulting from reduced System 1 license fees.

Cost of Services. Cost of services for 1994 increased by 15.5% to $4.2 million from $3.6 million in
1993. Cost of services represented 33.2% and 35.8% of service revenues for 1994 and 1993,

respectively.

Cost of Third-Party Equipment and Software. Cost of third-party equipment and software for 1994
decreased by 18.8% to $1.1 million from $1.3 million for 1993. Cost of third-party equipment and
software products represented 72.6% and 73.2% of revenue from third-party equipment and software
for 1994 and 1993, respectively. The decrease in these costs as a percentage of related revenue was

attributable to the change in the product mix of products sold and licensed.

Software Development. Software development costs were $3.9 million for both 1994 and 1993.
Software development costs represented 18.2% of the Company's total revenues in 1994, compared to
20.2% in 1993.

Sales and Marketing. Sales and marketing expenses for 1994 increased by 20.4% to $1.9 million from
$1.5 million in 1993. This increase was due primarily to increased personnel expenses. Sales and
marketing expenses represented 8.7% of the Company's total revenues for 1994, compared to 7.9% for

1993.



General and Administrative. General and administrative expenses for 1994 increased by 24.0% to $1.6
million from $1.3 million for 1993. General and administrative expenses represented 7.4% of the

Company's total revenues for 1994, compared to 6.7% for 1993.

Interest Income. Interest income for 1994 increased by 6.2% to $257,000 from $242,000 for 1993.
The increase was due primarily to larger average cash balances attributable to increased profits,

partially offset by a decline in interest rates.

Pro Forma Income Tax Provision. The Company's pro forma effective tax rate was 38.0% for both 1994
and 1993.

Quarterly Results of Operations

The following tables set forth certain unaudited historical and pro forma statement of operations data
for the seven quarters ended September 30, 1996, and such data expressed as a percentage of total
revenues for such quarters. This data has been derived from the Company's unaudited quarterly
financial statements. In management's opinion these quarterly financial statements have been prepared
on a basis consistent with the audited financial statement contained elsewhere herein, and include all
adjustments, consisting only of normal recurring adjustments, which the Company considers necessary
for a fair presentation of the information presented, when read in conjunction with the Company's
audited financial statements and notes thereto appearing elsewhere in the Prospectus.
QUARTER ENDED
MAR. 31, JUNE 30, SEPT. 30, DEC. 31, MAR.

31, JUNE 30, SEPT. 30,

1995 1995 1995 1995 1996

1996 1996
(IN THOUSANDS)

STATEMENT OF OPERATIONS DATA:

Revenues:

LiCense fEeS. ittt ittt e et e $1,582 $1,749 $ 2,733 $3,656 $2,880
$2,325 $ 3,217

SEIVICES . ittt ittt ittt et e e e e e e 3,531 3,648 3,684 4,291 4,363
4,951 5,234

Third-party equipment and software............... 695 344 552 384 358
291 752

Total revenues.......ouuiiiieeenennnnnnns 5,808 5,741 6,969 8,331 7,601

7,567 9,203
Operating Expenses:

Cost of software........ccoviiiiiinnnnnnnnnnnnnnn. 112 180 292 309 364
347 336

Cost Of SEIVICES. .. ittt ittt iiiieeiiiieennnn 1,170 1,144 1,156 1,681 1,885
2,216 1,894

Cost of third-party equipment and software....... 539 278 430 333 271
238 638

Software development.........coviiiiiinnnnnnnnnnn. 933 1,045 1,458 1,498 1,440
1,486 1,732

Sales and marketing.........uiiiiiiiinnnnnnnnnnn. 603 671 721 748 783
806 878

General and administrative................. ..., 413 386 538 538 516
626 579

Stock option compensation..............ciiiiii... -- -- -- -- --
867 --



Purchased in-process research and development.... --

-- 394
Total operating expenses...............o... 3,770
6,586 6,451
Income from operations...........c.ccuuiiieennnnnnnnn 2,038
981 2,752
Interest dnCOmMe. ..ottt 100
102 81
Income before state income taxes............c.couu... 2,138
1,083 2,833
Provision for state income taxes .................. 9
12 18
[N F= e 1 oo 1= $2,129
$1,071 $ 2,815
PRO FORMA STATEMENT OF OPERATIONS DATA:
Income tax Provision........eeeeeeenenneennnneennnn $ 813
$ 422 $ 1,105
NEet ANCOME. . ittt ittt ittt ettt eieeannnn 1,325
661 1,728
STATEMENT OF OPERATIONS DATA:
Revenues:
License TS .ttt ettt e e e i e 27.2%
37.9% 30.7% 35.0%
=T Ve oY 60.8
65.4 56.9
Third-party equipment and software............... 12.0
3.9 8.1
Total revenues.......c.uuiiiiiinennnnnnnns 100.0
100.0 100.0
Operating Expenses:
Cost of software........coviiiiiiiiiinnnnnnnnnnn. 1.9
4.6 3.7
Cost Of SEIVICES. .. iviiiiiiiiiiiiiiieeennnnnn. 20.1
29.3 20.6
Cost of third-party equipment and software....... 9.3
3.1 6.9
Software development.........c.oiiuiiiiinnnnnnnn 16.1
19.6 18.8
Sales and marketing.........oiiiiiiiiiii., 10.4
10.7 9.5
General and administrative ...................... 7.1
8.2 6.3
Stock option compensation............. ..., --
11.5 --
Purchased in-process research and development.... --
-- 4.3
Total costs and eXPensSes........cuoveeeeennnn 64.9
87.0 70.1
Income from operations...........c.ccuuiiiiiennnnnnnn 35.1
13.0 29.9
Interest dncCoOmMe. ..ottt 1.7
1.3 0.9
Income before state income taxes .................. 36.8
14.3 30.8
Provision for state income taxes .................. 0.2
0.2 0.2
Net Ancome. ...ttt i ittt ettt 36.6%
31.6% 14.1% 30.6%
PRO FORMA STATEMENT OF OPERATIONS DATA:
Income tax Provision.........eeuiiieiinnneeennnnnns 14.0%
12.6% 5.6% 12.0%
Net dncome. ...ttt eeeennnnn 22.8

8.7 18.8

3,704 4,595
2,037 2,374
96 99
2,133 2,473
13 12
$2,120 $ 2,461
$ 811 $ 940
1,322 1,533
30.5% 39.2%
63.5 52.9
6.0 7.9
100.0 100.0
3.1 4.2
19.9 16.6
4.8 6.2
18.2 20.9
11.7 10.3
6.8 7.7
64.5 65.9
35.5 34.1
1.7 1.4
37.2 35.5
0.2 0.2
37.0% 35.3%
14.2% 13.5%
23.0 22.0

5,107
3,224
98
3,322
11

$3,311

$1,262

2,060

43.9%

51.5

100.0

3.7

20.2

39.8%

15.2%

24.7

5,259
2,342
104
2,446
45

$2,401

$ 954

1,492

57.4
4.7

100.0

4.8
24.8
3.6
18.9

10.3

69.2
30.8

1.4
32.2

0.6

19.6



The Company experienced significant fluctuations in quarterly operating results in 1995 and 1996 as a
result of a number of factors. Increased revenues in the last six months of 1995 were primarily
attributable to increased Costpoint license fees and related consulting services associated with initial
Costpoint implementations. Over the last several years, the Company has experienced seasonal
variations in operating results, partly due to customers' desire to have their systems operational at the
beginning of a calendar year. Accordingly, these customers typically order their systems in the middle
of the preceding year in order to allow adequate time for implementation, resulting in a seasonably

high level of revenue being recognized in the fourth quarter upon the expiration of refund periods.

Increases in cost of services in the fourth quarter of 1995 and the first two quarters of 1996 were
primarily due to increases in personnel costs to support the Costpoint product line. In addition,
reimbursed travel expenses increased during this period due primarily to consulting activity related to
Costpoint implementations. Costs of services for the second quarter of 1996 also included $283,000
related to the Company's national user conference in April 1996. The increase in cost of services as a
percentage of service revenues during this period reflected the Company's investment in the initial
implementations of Costpoint systems by providing consulting services to a number of customers at
reduced fees or no charge and also reflected the increased reimbursed travel expenses which were billed

with no mark-up and the national user conference for which customer billings approximated cost.

In June 1996, the Company recorded a non-recurring charge to operations in the amount of $867,000
related to stock option compensation. In September 1996, the Company recorded a non-recurring
charge of $394,000 representing the value of in-process research and development acquired in
connection with its acquisition of The Allegro Group, Inc. See "-- Overview". Exclusive of these non-
recurring charges, income from operations, net income and pro forma net income would have been
$1.8 million, $1.9 million and $1.1 million, respectively, for the quarter ended June 30, 1996 and $3.1
million, $3.2 million and $1.9 million, in the quarter ended September 30, 1996.

The Company expects that it will continue to experience significant fluctuations in quarterly operating
results. The Company's future operating results will depend upon a number of factors, including the
demand for its products, the size and timing of specific sales, the delay or deferral of customer
implementations, the level of product and price competition that it encounters, the length of its sales
cycles, the successful expansion of its direct sales force and customer support organization, the timing
of new product introductions and product enhancements by the Company and its competitors, the mix
of products and services sold, the activities of and acquisitions by its competitors, the timing of new
hires and its ability to develop and market new products and control costs. The Company's operating
results could also be affected by general economic conditions or those within specific geographic areas
where its customers do business. In addition, the decision to license and implement an enterprise-level
business software system is usually discretionary, involves a significant commitment of customer
resources and is subject to delays, and to budget cycles and internal authorization procedures of the
Company's customers. The loss or delay of individual orders could have a significant impact on the
Company's operating results, particularly on a quarterly basis. Furthermore, while the Company's
revenue from license fees is difficult to predict because of the length and variability of the Company's

sales cycles, the Company's operating expenses are based on anticipated revenue trends. Because a high



percentage of these expenses are relatively fixed, a delay in the recognition of revenue from a limited
number of license transactions could cause significant variations in operating results from quarter to
quarter. To the extent such expenses precede, or are not subsequently followed by, anticipated revenue,

the Company's operating results could be materially and adversely affected.

As a result of these and other factors, the Company's operating results for any quarter are subject to
significant variation, and the Company believes that period-to-period comparisons of its operating
results are not necessarily meaningful and should not be relied upon as indications of future
performance. It is likely that the Company's future quarterly operating results from time to time will
not meet the expectations of market analysts or investors. In such event, the price of the Company's

Common Stock would likely be materially and adversely affected.

Liquidity and Capital Resources

The Company has financed its operations almost exclusively from cash flow from its operations. As of

September 30, 1996, the Company had cash and cash equivalents of $4.7 million and working capital
of $2.8 million.

For the nine months ended September 30, 1996, the Company's operating activities provided net cash
of $10.4 million, primarily as a result of income before depreciation and amortization, after including
the non-cash charges for stock option compensation and the purchase of in-process research and
development. In addition, the increase in accounts receivable was offset by a greater increase in
deferred revenue and accounts payable and other accrued expenses. Accounts receivable, net of the
allowance for doubtful accounts, was $8.4 million as of September 30, 1996, compared to $6.0 million
as of December 31, 1995. Accounts receivable days sales outstanding was 83 days as of September 30,
1996, compared with to 65 days as of December 31, 1995. Days sales outstanding increased during
1996 primarily due to increased software license fees and a greater percentage of receivables recorded
as deferred revenue. The increase in deferred revenue reflects increased Costpoint license fees, for
which revenue is recognized upon the expiration of the refund period. Exclusive of receivables which
were recorded as deferred revenue, days sales outstanding was 51 days as of September 30, 1996,
compared to 49 days as of December 31, 1995. The Company's allowance for doubtful accounts
decreased during 1996 due to a write-off of $245,000 as a result of the insolvency of a significant
customer. While the Company believes that its allowance for doubtful accounts as of September 30,
1996 remains adequate, there can be no assurance that such allowance will be sufficient to cover

receivables which are later determined to be uncollectible.

Investing activities provided $1.8 million for the nine months ended September 30, 1996. This amount
included $3.1 million from the maturity of treasury and other investments, offset by $800,000 in
purchased property and equipment and $500,000 of capitalized software production costs for new

Costpoint product modules.



Financing activities for the nine months ended September 30, 1996 consisted primarily of $11.9
million in dividend and tax distributions to the Company's shareholders. The Company historically has

distributed most of its profits as S Corporation dividends. See "Prior S Corporation Status."

The Company has a credit facility with a bank providing for a $1.0 million operating capital line of
credit and a $100,000 equipment loan facility to fund fixed-asset acquisitions. Loans under both
facilities are secured by substantially all of the Company's assets. Borrowings under the operating
capital line of credit bear interest at the lender's prime rate. Borrowings under the equipment loan
facility bear interest at the prime rate plus 1/2%, or the lenders cost of funds plus 2%. As of September
30, 1996, no amounts were outstanding under either the operating capital line of credit or the

equipment loan facility.

The Company believes that the net proceeds from this offering, together with existing sources of
liquidity and anticipated cash flow from operations, will satisfy the Company's anticipated working
capital and capital expenditure requirements through at least 1997. However, depending on its rate of
growth and profitability, the Company may require additional equity or debt financing to meet its
working capital requirements or capital expenditure needs in the future. There can be no assurance
that additional financing will be available when required or, if available, will be on the terms

satisfactory to the Company.

Business

Deltek designs, develops, sells and supports a family of integrated software products that provide
project-oriented businesses with tools to more effectively manage, operate and grow their operations.
Deltek's products address the enterprise-level needs of project-oriented businesses and allow these
organizations to manage financial and project accounting, compute costs and revenues on a project-by-
project basis, submit accurate and detailed bills, comply with complex industry-specific and regulatory
requirements, administer employee time collection, labor costing and payroll, automate materials
management functions, and empower their managers with timely and pertinent information. Deltek
also provides a full range of consulting and maintenance services to assist its customers with system
implementation and integration and to provide training and ongoing support for the Company's

software products.

Deltek sells its products and services, through its direct sales force, to project-oriented businesses, such
as professional and technical service providers, including engineering and environmental firms,
research and development firms and contract service organizations, as well as not-for profit
organizations and make-to-order manufacturers. Since its inception, the Company has installed more
than 1,900 systems for a wide range of project-oriented organizations of all sizes, predominantly in the
United States. Deltek's customers include Bell Atlantic, Coopers & Lybrand, LLP, Federal Integrated
Systems, Inc., Lockheed Martin Corp., Northrup Grumman Corp., Raytheon Service Co., Inc. and

Research Triangle Institute, Inc.



Industry Background

The increasingly competitive business environment has created pressure for business organizations to
better utilize information technologies to improve their efficiency, reduce their costs and provide their
employees and management with more timely and pertinent information. As a result, many
organizations are implementing a new generation of enterprise-level business systems, based on open,
client/server architectures, to automate their operations, including finance, accounting, manufacturing
and human resource management functions. According to International Data Corporation, the market
for client/server enterprise-level applications exceeded $3.8 billion in 1995, and is projected to grow at

a compound annual growth rate of 37% through 2000.

While organizations are increasing their use of client/server enterprise-level business systems, most of
these systems are general purpose and fail to address many of the specific requirements of businesses
engaged primarily in providing goods and services to customers under project-specific contracts and
engagements. These project-oriented businesses include a wide variety of professional and technical
service providers, including engineering and environmental firms, research and development firms and
contract service organizations, as well as not-for-profit organizations, make-to-order manufacturers and
construction companies. Many of these project-oriented businesses provide goods and services under
government contracts. Project-oriented businesses have many project-specific requirements, including
the need to track costs and profitability on a project-by-project basis, provide timely project
information to managers and customers and submit accurate and detailed bills, often in compliance
with complex industry-specific and regulatory requirements. Project accounting for these organizations
often requires the use of sophisticated methodologies for allocating and computing project costs and

revenues.

The use of project-oriented business systems is expanding as a result of a number of trends prevalent
throughout the economy. Traditionally, service organizations have been more prone to utilize project
accounting due to their need to customize their services for each client and properly allocate the
associated costs. Therefore, as the shift from a manufacturing-based economy to a service-based
economy continues, the market for project-oriented businesses is expanding. Furthermore, the trend
toward outsourcing an increasing range of activities broadens the market for project-oriented
businesses as both customers and vendors need to track the costs associated with their projects. Finally,
many organizations with significant internal development activities can benefit from the use of project

accounting systems to closely monitor their progress and cost.

As the number and type of project-oriented businesses increase, they also are demanding increasingly
sophisticated tools to address their core information and accounting needs, including project
accounting, employee time collection, project budgeting and project reporting. At the same time, these
organizations are recognizing that, because most aspects of their business revolve around their project
orientation, they can achieve efficiencies in a number of other accounting and business functions, such
as general ledger, accounts payable, accounts receivable, materials management and human resources,



through the use of software applications designed with the special needs of project-oriented businesses
in mind. Like other businesses, project-oriented organizations are also demanding solutions that allow

them to combine their business software applications into a single integrated, enterprise-level system.

The recent emergence of client/server software and computing environments and other new
information technologies offer organizations a powerful and open data architecture through the use of
relational databases that allow for scalability and growth. Larger project-oriented businesses are
reengineering their legacy business information and management systems to meet the pressures of
increased competition, smaller project-oriented businesses are upgrading from PC-based systems to
client/server environments, and other enterprises are adopting a more project-oriented approach to
their businesses. As a result, such organizations are seeking integrated, enterprise-level software
solutions that are specifically designed to address the core information and accounting needs of
project-oriented businesses and that will provide their managers with timely and pertinent
information. Project-oriented businesses are also demanding a full range of implementation, training
and support services provided by organizations experienced in dealing with the needs of project-

oriented businesses.

The Deltek Solution

Deltek designs, develops, sells and supports a family of integrated software products that provide
project-oriented businesses with tools to more effectively manage, operate and grow their operations.
Deltek's products address the enterprise-level needs of project-oriented businesses and allow these
organizations to manage financial and project accounting, compute costs and revenues on a project-by
project basis, maintain employee timekeeping systems, submit accurate and detailed bills, comply with
complex industry-specific and regulatory requirements, administer employee time collection, labor
costing and payroll, automate materials management functions, and empower their managers with
timely and pertinent information. Deltek also provides a full range of consulting and maintenance
services to assist its customers with system implementation and integration and to provide training
and ongoing support for the Company's software products.

Deltek's family of software products consists of Costpoint, the Company's advanced client/server,
enterprise-level business software system; System 1, a DOS-based accounting and management system
designed primarily for organizations providing goods and services under contracts with the federal
government; Electronic Timesheet, an employee timekeeping system; and Allegro, a project and
resource management tool. These products include modules spanning financial accounting, project
accounting and management, human resources and payroll administration, time and labor collection,
materials management and reporting tools. Application modules within each Deltek product are
integrated and utilize a common user interface and database structure, allowing project-oriented
organizations to configure and implement a fully-integrated system solution. Costpoint, Deltek's

current flagship product, is a client/server based business software system incorporating an open,



relational database architecture, an object-oriented development approach, Microsoft Windows client
operating systems, on-line analytical processing ("OLAP") tools, drill down data exploration, workflow

management and popular network operating systems, including Windows NT, UNIX and Netware.

An integral part of Deltek's solution is to provide superior services and support directly to its
customers. These services include comprehensive implementation and consulting services, user
training and ongoing product maintenance and support. The Company believes that its
implementation expertise, together with its focus on the unique requirements of project-oriented
organizations, result in a faster and more cost-effective system implementation than is typically
achieved by companies which choose to adapt general-purpose business systems to the needs of their
project-oriented organizations. After a customer's implementation is completed, Deltek provides
ongoing support services to assist the customer in maintaining and updating its system, training its

employees and adding functionality as the customer's business grows and its requirements change.

Strategy

Deltek's objective is to strengthen its position as a leading supplier of enterprise-level software systems
for project-oriented organizations. Deltek intends to continue to differentiate itself from providers of
general-purpose business application software by focusing exclusively on providing cost-effective
solutions that meet the unique and changing demands of project-oriented businesses. Deltek's strategy

includes the following key elements:

Target Additional Project-Oriented Markets. Deltek's expertise in project accounting and information
systems is the result of its years of experience in addressing the complex requirements of project-
oriented businesses having government contracts. Over time, Deltek has broadened its product and
marketing focus to target a wide range of project-oriented industries, such as professional and technical
service providers, including engineering and environmental firms, research and development firms and
contract service organizations, as well as not-for-profit organizations and make-to-order manufacturers.
Deltek intends to continue to target additional project-oriented markets such as architectural and
design firms, construction companies, governmental agencies as well as organizations managing large

internal projects.

Leverage Large Installed Customer Base. Deltek’s installed base of approximately 1,700 active
customers enables it to generate revenues from support and maintenance services provided to these
customers. Deltek's strategy is to maintain and strengthen relationships with its existing customers
through the provision of these services and to derive additional software licensing and consulting
revenues as these companies grow and their requirements change. An important element of the
Company's strategy is to license its Costpoint products to existing System 1 users as these customers

reengineer their information systems and migrate to new client/server business software solutions.

Expand and Enhance Product Line. Deltek intends to continue to develop or acquire additional
products and modules in order to provide more comprehensive enterprise solutions to address the

changing requirements of its existing and prospective customers. For example, Deltek has recently



expanded its product line by adding a comprehensive human resources module and by acquiring the
Allegro resource management product. Deltek also has an ongoing commitment to enhance the
existing capabilities of its Costpoint, Electronic Timesheet and Allegro products. For example, the
Company is currently adding functionality that will enable its Costpoint modules to perform
additional materials management functions as well as to handle foreign currencies and international

transactions.

Maintain Technological Leadership. Deltek plans to continue to invest in research and development
and to incorporate into its products advancements in information technologies as they become
accepted. Deltek maintains an in-house research and testing facility where new technologies, operating
systems, hardware platforms and Internet capabilities are developed and tested. Deltek is currently
modifying its products to support the Microsoft SQLServer database and electronic data interchange
("EDI") and developing enhanced user interfaces and Internet applications, including a Web-enabled

timesheet product.

Differentiate Through Superior Service. Deltek believes that its reputation for providing high quality
implementation and consulting services, user training and ongoing support and maintenance and its
ability to work directly with its customers, rather than through third-party resellers and system
implementors, are significant competitive advantages. Deltek intends to differentiate itself from its

competitors by continuing to build customer loyalty through the delivery of superior service.

Products

Deltek designs, develops, sells and supports a family of integrated software products that provide
project-oriented businesses with tools to more effectively manage accounting, projects, people,
materials and reporting requirements in order to operate and grow their businesses. Deltek's family of

software products consists of Costpoint, System 1, Electronic Timesheet and Allegro.

Costpoint

Costpoint, the Company's current flagship product, is a client/server-based, enterprise-level business
software system, consisting of over 25 integrated module applications which span financial accounting,
project accounting, human resource and payroll administration, materials management and reporting

tools.

Costpoint utilizes an open, relational database architecture on the server and Microsoft Windows
operating systems on the desktop client PC. Costpoint can be operated on a variety of network
operating systems, including Windows N'T, UNIX and Novell Netware and currently supports Oracle,
Sybase Inc. ("Sybase") and Centura Corporation ("Centura") relational databases. Deltek also expects to
introduce support for the Microsoft SQLServer database in the first half of 1997. Costpoint was
developed with extensive use of object-oriented programming techniques utilizing a fourth generation

language together with C++ and database-specific stored procedures to maximize performance.



The Company began development of Costpoint in 1992 in response to the maturation of Deltek's
DOS-based business software system, System 1. Costpoint differs from System 1 primarily in its
inherent design that allows it to handle a broader range of project-oriented businesses, its ability to
utilize advanced technologies and operating systems, its enhanced reporting capabilities, and its ability
to provide more complete and flexible functionality in project accounting and other business system
areas to allow for business change and growth.

Costpoint is designed to meet the specialized needs of project-oriented businesses, including project
costing, indirect cost allocation, revenue recognition, project budgeting and project reporting.
Costpoint also meets the regulatory and reporting requirements of businesses having contracts with
the United States government. Costpoint combines these capabilities with applications in other
business system areas that are designed for the special needs of project-oriented businesses. Through
its open data architecture and the use of drill-down inquiries, OLAP tools and standard reports,

Costpoint is also designed to provide managers with timely, pertinent and empowering information.

Costpoint was commercially released in June 1995. Through September 30, 1996, the Company had
licensed approximately 200 Costpoint systems that had been implemented or were in the process of
being implemented. License fees for Costpoint systems vary depending on the number of users and
sites and the number and type of modules licensed. For new customers, license fees for an initial
Costpoint installation typically range from $20,000 to $500,000, exclusive of consulting services. For
the nine months ended September 30, 1996, the average fee for an initial Costpoint license was

approximately $100,000.
The following table describes the principal Costpoint application modules:

FINANCIAL ACCOUNTING General Ledger........cccccocvuriucunnee Provides flexible account and
organization structures and extensive audit trails; delivers numerous financial reports and responds to
user inquiries. Accounts Payable..........ccccceceuencee. Allows for flexible payment (checks, EFT) and
vouchering of invoices which can also be matched to purchase orders. Accounts Receivable...........cc........
Tracks customer receivables and cash receipts, provides reporting on billed and unbilled receivables
and simplifies collections. Travel......cccoeoevevcececececrerenene Automates all travel transactions from per diems
to travel advances and account reconciliations. Fixed Assets........cccecvuvicncucunnnes Collects acquisition data
for company-owned and government-furnished property. Computes and tracks depreciation and
disposal data and posts to general ledger. PROJECT ACCOUNTING Project Setup.......ccoceuvevecncniunne Sets
up and tracks information on every project or activity, including work breakdown structures,
modifications, labor categories, dollars, hours and unit usage. Project Cost and Revenue Processing.......
Allocates indirect costs to projects using various formulas, and automatically calculates and posts
project revenues based on many different project types. Project Budgeting and ETC................. Tracks
budgets at virtually any level or aspect of the project; calculates, revises and reports on estimates-to-
complete. Project Billing........ccceceevcueuruncnee Allows companies to produce numerous types of bills to satisfy
the requests of each customer. The posting of bills automatically updates the general ledger and
accounts receivables. Project Reporting........ccceceeeueeeee. Provides numerous standard reports and
responds to user inquiries with flexible formatting options. PEOPLE MANAGEMENT AND



ADMINISTRATION Labor.....cccceeurerueuemereccccncees Manages the collection and proper account and cost
distribution of timesheet hours and dollars. Payroll...........ccccceeoeurururercncnce. Handles payroll processing by
calculations from timesheets, updates information affecting general ledger and earnings tables, tracks
employee labor data and computes and creates checks. Human Resources*........cccevuinenee. Includes
compensation administration, personnel administration, affirmative action, 401(k) reporting and
forecasting, and COBRA. Labor/Payroll Interfaces.................. Interfaces for uploading timesheet data as
well as interfaces to ADP and Ceridian payroll services. MATERIALS MANAGEMENT Product
Definition......coeeveecueueunnns Defines and tracks the parts, goods and services companies will buy or sell for
project specific items; tracks billing and shipping data. Purchasing.......c..coeeeececeeeununene Allows businesses
to administer the procurement of company-owned or project-specific parts, goods or services through
tracking of purchase orders, buyer authorizations and commitments. Procurement
Planning........cccoeeeunee On-line entry of requisitions, approvals, requests for quotes and actual vendor
quotes with the automatic creation of purchase orders. InVentory.......c..oeeeeeeevccucunne On-line, real time
inventory tracking and control for use by any company which has project-specific, company-owned,

*

and government-furnished materials. Bill of Materials*........c.cececovuruuns Defines saleable products in terms

of the raw materials, purchased parts and assemblies which comprise them. Sales Order

multiple perspectives and drill down to different levels of detail in the data; provides extensive

business graphics capabilities.
* Currently in Beta testing.

** Software licensed from third parties and sublicensed to Deltek customers.

System 1

System 1, formerly known as the Government Contractors Software Series, is Deltek's original business
software system. System 1 was designed specifically for use by organizations having contracts with the
federal government and helps these organizations comply with stringent federal regulations applicable
to such contractors, including the requirements of the Defense Contract Audit Agency. System 1 is
DOS-based, operates on Novell Netware, UNIX and DEC VAX/VMS network operating systems and
utilizes a character-based user interface and a proprietary COBOL data structure. System 1 consists of’
23 application modules spanning financial accounting, labor and payroll administration, materials

management and reporting tools.

System 1 was commercially released in 1985. As of September 30, 1996, approximately 1,500 project-
oriented organizations were using System 1 as their primary accounting system. License fees for
System 1 vary depending upon the number of users or facilities and the number and type of modules
licensed. Prior to the introduction of Costpoint in June 1995, license fees for an initial System 1

installation typically ranged from $10,000 to $200,000, exclusive of consulting services. Since the



introduction of Costpoint, the majority of new customers have licensed Costpoint systems, and new
System 1 sales have decreased in number and system size. For the nine months ended September 30,
1996, typical license fees for an initial System 1 installation ranged from $10,000 to $50,000, and the

average license fee was approximately $15,000.

An important element of the Company's strategy is to license Costpoint to existing System 1 users as
those customers reengineer their information systems and migrate to new client/server business
software solutions. In an effort to influence the migration of its System 1 customers to Costpoint, the
Company offers substantial discounts to existing System 1 users and provides automated data
conversion programs which provide significant assistance in the Costpoint upgrade/implementation
process. As of September 30, 1996, approximately 40 of the Company's System 1 customers,
representing approximately 3% of the installed base of System 1 users, had migrated to or were in the
process of migrating to Costpoint systems. There can be no assurance that a significant percentage of
current System 1 customers will migrate to Costpoint. In particular, smaller System 1 customers are
less likely to migrate to Costpoint because the cost of migrating to a client/ server environment is high
relative to their size and because in many cases System 1 adequately meets their present needs. The
Company intends to provide support services and product maintenance for System 1 for the
foreseeable future although it does not currently intend to develop significant new enhancements to

the System 1 product line.

Electronic Timesheet

Electronic Timesheet is a comprehensive timesheet software application which allows employees to
enter their timesheets on a daily basis on their desktop PC. Electronic Timesheet utilizes either
Windows or DOS operating systems on the desktop PC and provides a graphical, point and click
interface. Using this graphical interface, the employee may select from a list of authorized charges
rather than having to enter complicated account and project numbers. This feature serves to greatly
reduce costly and time-consuming errors. After the employee electronically signs his or her timesheet,
the timesheet then is forwarded through the network for manager approval. Timesheets and the
appropriate labor charges can then be automatically accumulated and integrated with the accounting
system, completely eliminating the paper timesheet. Electronic Timesheet also allows managers to view

information about employees' activities and helps them to better manage their employees.

Electronic Timesheet may be licensed together with Costpoint or System 1 or as a stand-alone
application that can be integrated with other accounting systems. The Company is currently
developing a Web-enabled timesheet product and expects to begin beta testing in early 1997, although

there can be no assurance that development of this product will be successfully completed.

Electronic Timesheet was commercially released in January 1995. As of September 30, 1996,
Electronic Timesheet had been installed for over 150 customers. License fees for Electronic Timesheet
typically range from $2,500 to $100,000. For the nine months ended September 30, 1996, the average

license fee for Electronic Timesheet was approximately $12,000.



Allegro

Allegro is a software application that enables project managers to plan and monitor project resources.
Using a user interface similar to a spreadsheet, Allegro allows project managers to create budgets and
estimates-to-complete, plan and schedule employees and other resources, forecast revenue and profits,
and receive timely status on each project from the accounting system interface. The Company believes
that Allegro's principal advantage is its user-friendly, spreadsheet-like interface and its ability to view
and manage resources across multiple projects in an organization. Allegro is a client/server based

system running on a variety of databases and utilizing Microsoft Windows operating systems.

The Company acquired the Allegro product through the acquisition of The Allegro Group, Inc., in
September 1996. Prior to the acquisition, The Allegro Group, Inc. had licensed a limited number of
Allegro products, and since the acquisition the Company has also licensed a limited number of these
products on a stand-alone basis. The Company is in the process of making further improvements and
refinements to Allegro and developing data interfaces that will allow it to be fully-integrated with its
Costpoint and System 1 products. The Company believes that its ability to market Allegro, particularly
to its existing customer base, will be dependent upon the successful completion of these improvements
and interfaces, of which there can be no assurance. The Company expects license fees for new Allegro
customers to range from $10,000 to $100,000.

Third-party Products

Deltek incorporates into its software products certain application software licensed from third parties.
The Costpoint reporting tools, CP Reports and CP Scope, are both licensed from Cognos Corporation
under an OEM agreement, and System 1 utilizes a report-writer, Intelligent Query, licensed from a
third party. In order to support the Oracle, Sybase and Centura relational databases, Costpoint
contains certain native "router” software licensed from Centura. Also, the Company's Costpoint and
Allegro customers must license applicable database software from Oracle, Sybase, Centura, or
Microsoft, either directly or through the Company. Because some customers desire a "turnkey"
solution, the Company will purchase servers, network software and other software and hardware
products, which the Company resells or sublicenses to its customers and installs together with Deltek

products to provide a fully operational system.

Customer Service and Support

An integral part of Deltek's solution is to provide superior services and support directly to its
customers. These services include comprehensive implementation and consulting services, user
training and ongoing maintenance and support. The Company believes that its reputation for
providing high quality services and its ability to work directly with its customers, rather than through
third-party resellers and system implementors, are significant competitive advantages. Deltek's

implementation management and other consulting services are generally charged on a time and



materials basis. Classroom education and training is charged on a per class basis. Telephone support
and periodic product enhancements and updates are provided for maintenance fees that are payable
quarterly and initially represent between 15% and 20% of the related software license fee on an annual

basis.

Implementation and Consulting Services. Deltek provides a full range of consulting, training and
technical services to customers both during and after implementation of Deltek software. Since its
inception, the Company's staff of system consultants has been directly involved with over 1,900
installations. Deltek's system consultants are involved in the important early planning and design
stages of each implementation, participate in user training, and work closely with the customer during
the two to six-month period just before and after the "going live" date. After the implementation is
completed, Deltek's consultants typically maintain an ongoing relationship with the customer and
assist the customer in refining its systems and adding functionality as its business grows and its

requirements change.

Telephone Support. Deltek provides comprehensive telephone support during business hours as well as
supplemental emergency support after hours and on weekends. Deltek maintains a "one-hour call-back
policy" under which customers leave a message with a description of their problem and a Deltek
support representative who is qualified to handle the specific problem returns the call within one hour.
Deltek utilizes a sophisticated in-house support tracking system which enables call, problem and
resolution tracking. Deltek also maintains an "open phone" policy whereby customers are encouraged to
contact any supervisor or senior manager at Deltek for any reason. Deltek typically handles between
250 and 450 support calls per day.

Training Classes. Deltek operates training facilities at its McLean, Virginia headquarters and at its
offices in San Jose, where it provides regularly scheduled training classes on over 25 topics related to
the Company's products to supplement training that its customers receive in connection with their
initial system installation. Deltek maintains system laboratories at its training facilities which are
available for customer use for testing, benchmarking and troubleshooting. Deltek also offers custom,

on-site training classes.

Product Updates and Enhancements. Since its inception, Deltek has provided periodic updates and
enhancements to each of its software products. Typically, the Company provides several minor updates
per year, which include system error corrections, tax table updates and other minor enhancements, and
new version releases periodically, which include major enhancements and changes to the database
design. These product updates and enhancements are provided at no additional charge for customers

who purchase support and maintenance services.

Client/Server Technical Services. To address the challenges that many companies face when
implementing a client/server system, Deltek provides client/server and database consulting services
together with turnkey hardware and third-party database and operating system software. Deltek
believes these services provide a significant benefit to its customers by streamlining their system

implementation and providing a complete, turnkey solution.



Custom Solutions. From time to time, customers require custom modifications to the Company's
software or a custom interface to an in-house application. Deltek provides custom programming

services through its Custom Solutions Group to assist customers with these needs.

Web Site Services. Deltek has recently begun to provide several other support services in conjunction
with its Web site. Customers may utilize the Web site to download revised software programs and
documentation, to communicate with other customers and Deltek's employees, and to join Deltek user
groups. These services are provided at no additional charge, as a part of the Company's support and

maintenance program.

Customers

Since its inception, the Company has installed more than 1,900 systems for a wide range of project-
oriented organizations of all sizes, predominately in the United States. Today, more than 1,700 of these
customers, or approximately 90%, remain active users of the Company's products. No customer
accounted for more than 10% of the Company's total revenues in 1993, 1994, 1995 or the first nine
months of 1996. The following is a representative list of the Company's customers who purchased at
least $100,000 of the Company's products and services from January 1, 1992 through September 30,
1996, in some cases for use by a division of the customer, and who are currently receiving support and

maintenance services:

Alliedsignal Technical Services Corp. AEL Industries, Inc. Alcone Marketing Group American Institute
for Research in the Behavioral Sciences Anteon Corporation ARINGC, Inc. Atlanta Regional Commission
Ball Aerospace & Technologies Corp. Bell & Howell Documail Systems, Inc. Bell Atlantic Federal
Integrated Systems, Inc. Boeing Information Services, Inc. BTG, Inc. Capitol Multimedia, Inc. Chem-
Nuclear Systems, Inc. Coleman Research Corp. Comsat RSI Inc. Computer Sciences Corporation
Concurrent Technologies, Corp. Continuous Electron Beam Research Accelerator Facility Coopers &
Lybrand, LLP Cortez III Service Corp. Dyncorp E-Systems Inc. EA Engineering Science & Technology,
Inc. EDO Corporation EG&G Defense Materials Exide Electronics, Inc. Frontier Engineering, Inc. GEC
Marconi Avionics, Inc. Hughes STX Corp. Institute for Defense Analyses Inc. Johnson Controls World
Services, Inc. KPMG Peat Marwick LLP Kuwait Dynamics Limited Lear Astronics Corp. Lockheed
Martin Corp. Loral Technical Services Los Alamos Technical Associates Inc. The Lovelace Institutes
Lucent Technologies, Inc. Mantech International Corp. Market Facts, Inc. Microcrafts Inc. Monterey
Bay Aquarium Research Institute National Opinion Research Center Nichols Research Corp. Northrop
Grumman Corp. Nortel Federal Systems, Inc. Norton Diamond Film Orbital Sciences Corporation
Pacific Architects & Engineers, Inc. Porter Novelli, Inc. RAPP Collins Worldwide, Inc. Raytheon Service
Co., Inc. Research Triangle Institute, Inc. Southern Research Institute, Inc. Space Telescope Institute
Telephonics Corp. Titan Systems Corp. TRW ESSI UNC Aviation Services, Inc. U.S. Generating
Company Universities Space Research Association VSE Corporation Wyle Laboratories Xerox

Corporation



Sales and Marketing

The Company sells its products and services through its direct sales force. As of September 30, 1996,
the Company's sales organization consisted of 22 full-time sales personnel, based at the Company's
corporate headquarters in McLean, Virginia and at its offices in Denver, Colorado and San Jose,

California.

The Company's sales cycle begins with the generation of a sales lead or the receipt of a request for
proposal. Sales leads are generated by direct mailing to potential customers in selected markets, as well
as through advertising, seminars and trade shows. The Company's sales personnel work closely with
prospective customers to understand their reasons for undertaking a system change and to identify
their specific business and system requirements. They then provide prospective customers with
information regarding the capabilities and benefits of the Company's products and to assist in
planning for the system implementation. The licensing and implementation of the Company's business
software products is often a decision with significant enterprise-wide implications involving a
substantial commitment of the customer's management attention and resources. The period between
initial customer contact and the customer's purchase commitment is often lengthy and typically ranges
from 3 to 18 months. Accordingly, the Company's sales process is subject to delays associated with a
lengthy evaluation and approval process that typically accompanies major initiatives or capital

expenditures, including delays over which the Company has little or no control.

Deltek's installed base of approximately 1,700 active customers enables it to generate revenues from
support and maintenance services provided to these customers. Deltek's strategy is to maintain and
strengthen relationships with its existing customers through the provision of these services and to
derive additional software licensing and consulting revenues as these companies grow and their
requirements change. An important element of the Company's strategy is to license its Costpoint
products to existing System 1 users as these customers reengineer their information systems and
migrate to new client/server business software solutions. In support of its efforts to market additional
products and services to its existing customer base, the Company conducts on-going customer

communications programs and national user conferences every 18 to 24 months.

The Company's strategy is to expand its sales and marketing activities to target project-oriented
organizations in additional markets. Deltek's ability to achieve significant revenue growth in the future
will depend in large part on its success in recruiting, training and retaining additional sales, sales
support and marketing personnel. In the future, the Company may seek to develop third-party
distribution channels and use third-party consultants to provide implementation consulting services.
There can be no assurance that the Company would be successful in establishing such third party
arrangements, that any such expansion of the Company's sales and support capabilities would result in
increased revenues, or that the resulting reduction in the Company's direct involvement with its

customers would not adversely affect its competitive position.



Product Development

The Company utilizes a team approach to product development. Deltek's product development is
generally organized into teams of 6 to 12 developers who handle a particular product area, a group of
programs or functions, or a new development area. Each development team includes one or more
subject matter experts who are instrumental in the design of each new module and capability.
Following the completion of high-level design, the development team receives assistance from Deltek's
database design team which helps with the important step of designing or making changes to the
relational database architecture. Throughout the development process, and particularly when the initial
programming has been completed, quality assurance team members provide testing and analysis to
ensure that the application has been developed using standards and functions appropriate to its design
and purpose. Deltek's Object, Class, and Technology group supports each development group and
focuses on development, enhancement and maintenance of the object-oriented product development
tools used throughout the development process. Deltek utilizes a sophisticated in-house system for
tracking the development process, for program check-in and check-out, for version control, and for

system error and bug tracking.

A significant portion of the development related to the Costpoint product line is conducted using a
fourth generation client/server development tool called SQLWindows which the Company licenses
from Centura. See "Proprietary Rights and Licenses." Using this tool, the Company has developed a
number of reusable objects and classes to better facilitate development. In order to optimize
performance for process intensive functions in Costpoint, such as project costing and billing
applications, the Company makes extensive use of database stored procedures which enable specific
applications to operate much faster with considerably less network traffic. C++ programming is also

used throughout Costpoint in various situations to improve performance and functionality.

The Company's product development groups are currently focused on enhancements and customary
error corrections to existing versions, and development of future versions of Costpoint, Electronic
Timesheet and Allegro. New capabilities currently under development for Costpoint include full
support for Windows NT on the client PC, support for the Microsoft SQL Server database, foreign
currency handling, enhanced Internet capabilities, additional material management modules, and
enhanced functionality for specific project-oriented industries. Development efforts relating to
Electronic Timesheet are currently focused on development of a client/server-based version of the
software and the further expansion of Internet and intranet timekeeping capabilities. Allegro
development is currently focused on developing interfaces that will allow Allegro to be fully integrated
with the Company's Costpoint and System 1 products and additional interfaces to products such as
Microsoft Project and Primavera. There can be no assurance that the Company will be successful in
completing the development of these or other new products and enhancements or that any new

product or enhancement that it may introduce will achieve market acceptance.

The Company intends to continue making substantial investments in product development to address
advancements in technology, respond to changing customer requirements, extend the functionality of

its current products and expand its product line.



The Company's software development expenses, exclusive of certain development costs which have
been capitalized, were $3.9 million, $3.9 million, $4.9 million and $4.7 million in 1993, 1994, 1995
and the nine-month period ended September 30, 1996, respectively. As of September 30, 1996, the

Company had 121 employees engaged in product development and quality assurance activities.

Competition

The business application software market, including the market for client/server-based business
software systems, is intensely competitive and rapidly changing. Deltek's products are targeted toward
a wide range of project-oriented organizations, and the competition that the Company encounters
varies depending upon the customer's size, industry and specific system requirements. For larger
Costpoint implementations, the Company's principal competitors include Oracle, PeopleSoft and SAP.
For smaller and medium-size Costpoint and System 1 implementations, the Company's competitors
include Great Plains Software, Harper and Shuman, Inc., Maxwell Business Systems, Inc., Platinum
Software Corporation, Solomon Software, State of the Art, Inc. and Timberline Software Corporation,
some of which offer industry-specific products. Electronic Timesheet competes with electronic
timekeeping systems offered by vendors including TIMESLIPS Corporation and Kronos, Inc. The
Company also faces indirect competition from systems developed by the internal MIS departments of

large organizations.

Deltek believes that competition in the rapidly evolving markets for business application software is
based primarily on product features and functions, product architecture, ease of implementation,
vendor and product name recognition and reputation, customer service and support, and price. Deltek
believes that it has competed effectively to date on the basis of these factors, and, particularly that its
product and marketing focus on the unique needs of profitoriented organizations and its reputation for
high quality service and support, its ability to work directly with its customers (rather than through
third-party resellers and system implementors) and its ability to provide rapid implementations have

constituted competitive advantages.

Many of the Company's competitors have significantly greater financial, technical, marketing and other
resources than the Company. In addition, certain competitors, particularly Oracle, PeopleSoft and SAP,
have well-established relationships with the Company's current and prospective customers and with
major accounting and consulting firms that may have an incentive to recommend such competitors
over the Company. Further, because the Company's products run on RDBMS and Oracle has the largest
market share for RDBMS software, Oracle may have a competitive advantage in selling its application
products to its installed RDBMS customer base. Furthermore, as the client/server computing market
develops, companies with significantly greater resources than the Company could attempt to increase
their presence in this market by acquiring or forming strategic alliances with competitors of the
Company. In addition, as the Company attempts to penetrate other strategic vertical markets, it will

likely encounter competitors with substantially more experience in those markets.



There can be no assurance that the Company's products will continue to compete favorably or that the
Company will be successful in the face of increasing competition from new products and
enhancements introduced by existing or new competitors entering the markets for its products. In
addition, increased competition may result in price reductions, reduced gross margins and loss of
market share, any of which could have a material adverse effect on the Company's business, operating
results and financial condition.

Proprietary Rights and Licenses

The Company's success and ability to compete is dependent in part upon its proprietary software.
Deltek relies on a combination of copyright and trademark laws, trade secrets, confidentiality
procedures and contractual provisions to establish and protect its rights in its software. Despite the
Company's efforts to protect its proprietary rights, unauthorized parties may attempt to copy, design
around or reverse engineer aspects of the Company's products or to obtain and use information that
the Company regards as proprietary. Furthermore, the Company has no patents, and existing copyright
laws afford only limited protection. In addition, the laws of some foreign countries do not protect the
Company's proprietary rights to the same extent as do the laws of the United States. Accordingly, there
can be no assurance that the Company will be able to protect its proprietary software against
unauthorized third party copying or use, which could adversely affect the Company's competitive
position. Deltek believes, however, that because of the rapid rate of technological change in the
software industry, trade secret and copyright protection are less significant than factors such as the
knowledge, ability and experience of the Company's employees, frequent product enhancements and

the timeliness and quality of support services.

The Company licenses its products to customers under license agreements which are generally in
standard form, although each license is individually negotiated and may contain variations. Deltek's
standard license agreement allows the customer to use the Company's products solely on the
customer's computer equipment for the customer's internal purposes, and the customer is generally
prohibited from sublicensing or transferring the products. The license agreements generally provide
that the Company's warranty for its products is limited to correction or replacement of the affected
product and that the Company will refund the applicable license fee if the customer is not satisfied
with the product for any reason, sets forth the reasons for dissatisfaction, requests the refund prior to
the end of the applicable refund period (normally 90 days) and returns all copies of the product to the
Company. Deltek's standard license agreement also includes a confidentiality provision protecting

proprietary information relating to the Company's products.

The Company's products are generally provided to customers in object code (machine-readable) format
only. From time to time, in limited circumstances, the Company has licensed certain of its products in
source code (human-readable) form, subject to customary protections such as use restrictions and
confidentiality agreements. In addition, customers can be beneficiaries of a master source code escrow,

pursuant to which the source code for Costpoint and System 1 products will be released to end users in



the event the Company or its assignee is unable or unwilling to continue to support these products. The
provision of source code to the Company's customers may increase the likelihood of misappropriation

or other misuse of the Company's intellectual property.

The Company licenses from third parties, generally on a nonexclusive basis, certain software
development tools that the Company utilizes in the development of its products and certain
application software that the Company incorporates into its products. Third parties also license to the
Company or its customers certain relational database software used in conjunction with the Company's
products. See "Business -- Products -- Third-Party Products." Accordingly, the Company is dependent
upon such third parties' abilities to deliver quality products, to correct errors, to support their current
products, to develop new and enhanced products on a timely and cost-effective basis and to respond to
emerging industry standards and other technological changes. Should these third-party development
tools or software products become unavailable, or should their developers fail to adequately support or
enhance them, the Company would be required to rewrite its products using different development
tools or replace the functionality provided by the third-party software currently used in and licensed
with its products. Although the Company believes that other development tools and application and
database software with comparable functionality are currently available from other third parties, there
can be no assurance that replacement products could be obtained when needed. In addition, there can
be no assurance that the Company could successfully rewrite its products using different development
tools or that it would not encounter substantial delays in doing so. The inability to rewrite its products
using different development tools on a timely and cost-effective basis or the loss of, or any significant
delay in the replacement of, the functionality provided by the third-party software could have a
material adverse effect on the Company's business, operating results and financial condition. While it
may be necessary or desirable in the future to obtain other licenses relating to one or more of the
Company's products or relating to current or future technologies, there can be no assurance that the

Company will be able to do so on commercially reasonable terms or at all.

There are currently no claims pending against the Company relating to the infringement of any
proprietary rights of third parties. There can be no assurance, however, that third parties will not claim
infringement by the Company of their intellectual property rights. Deltek expects that software
product developers will increasingly be subject to infringement claims as the number of products and
competitors in the Company's industry segment grows and the functionality of products in different
industry segments overlaps. Any such claims, with or without merit, could be time-consuming to
defend, result in costly litigation, divert management's attention and resources or cause delays in the
delivery or implementation of the Company's products. In addition, such claims could require the
Company to discontinue the use of certain software codes or processes, to cease the manufacture, use
and sale of infringing products, to incur significant litigation costs and expenses and to develop non-
infringing technology or to obtain licenses to the alleged infringing technology. There can be no
assurance that the Company would be able to develop alternative technologies or to obtain such

licenses or, if a license were obtainable, that the terms would be commercially acceptable to the



Company. In the event of a successful claim of product infringement against the Company and failure
or inability of the Company to license the infringed or similar technology, the Company's business,

operating results and financial condition could be materially adversely affected.

Employees

As of September 30 1996, the Company had 248 full-time employees, including 121 employees
primarily engaged in product development and quality assurance, 88 in customer support and training
activities, 22 in sales and marketing, and 17 in finance and administration. None of the Company's
employees is represented by a labor union or is subject to a collective bargaining agreement. Deltek has

never experienced a work stoppage and believes its employee relations are good.

The success of the Company depends in large part upon its ability to recruit and retain exceptional
employees, particularly highly skilled product developers and system consultants. Deltek will likely

experience significant competition and difficulties in recruiting such personnel.

Facilities

Deltek's corporate headquarters, its principal administrative, product development, sales and
marketing operations and its principal customer training center are located in approximately 60,000
square feet of office space in McLean, Virginia which the Company occupies under leases expiring in
March 1999. Deltek also leases approximately 2,200 square feet in San Jose, California, under a lease
expiring in December 1996 and approximately 4,000 square feet in Denver, Colorado, under a lease
expiring in January 1998. Deltek believes that its existing facilities and offices are adequate to meet its
current needs and that, should it be needed, suitable additional or alternative space will be available in

the future on commercially reasonable terms.

Management

Executive Officers and Directors

The executive officers and directors of the Company are as follows:

Name Age Position

Donald deLaski........... 64 Chairman of the Board of Directors and
Treasurer

Kenneth E. delLaski....... 38 President, Chief Executive Officer and
Director

Eric F. Brown............ 32 Vice President, Technical Operations

Donald G. Craft.......... 44 Vice President, Client Services

Johnny C. Cheng.......... 38 Vice President, Material Management Product

Group



Dien Hoang Do............ 44 Vice President, Technology

Alan R. Stewart.......... 42 Chief Financial Officer and Secretary
Robert E. Gregg.......... 49 Director
Darrell J. Oyer.......... 55 Director Nominee

Donald deLaski was a co-founder of the Company in November 1983 and has served as Chairman of
the Board of Directors and Treasurer since its inception. Mr. deLaski also served as the Company's
Chief Executive Officer from its inception until February 1996. Mr. deLaski is a certified public
accountant. Donald deLaski is the father of Kenneth E. deLaski, President and Chief Executive Officer
of the Company.

Kenneth E. deLaski was a co-founder of the Company in November 1983 and has served as a director
since its inception. Mr. deLaski also has served as the Company's President since May 1990 and as its
Chief Executive Officer since February 1996. From May 1990 to February 1996, he served as the
Company's Chief Operating Officer. Mr. deLaski is a certified public accountant. Kenneth E. deLaski is

the son of Donald deLaski, Chairman of the Board of Directors and Treasurer of the Company.

Eric F. Brown was a co-founder of the Company in November 1983. He has served as the Company's
Vice President, Technical Operations since May 1990. Prior to May 1990, Mr. Brown held various
technical and management positions with the Company, including management of the Company's
Technical Services Division, which provides custom programming services to the Company's
customers, and various of the Company's product groups responsible for development and

maintenance of the Company's core software products.

Donald G. Craft joined the Company in September 1986. He has served as the Company's Vice
President, Client Services since October 1994, and is responsible for all of the Company's accounting
consultants and telephone support personnel. From January 1991 to October 1994, Mr. Craft served as
the Company's Director of Client Services. Mr. Craft successfully completed the National Uniform

Certified Public Accountant Examination.

Johnny C. Cheng joined the Company in December 1987. He has served as the Company's Vice
President, Material Management Product Group since May 1994, and is responsible for the design,
development and support of the Company's materials management software products. From December
1987 to May 1994, Mr. Cheng was employed as a senior system consultant responsible for
implementing the Company's software systems at customer facilities. Mir. Cheng is a certified public

accountant.

Dien Hoang Do joined the Company in October 1987. He has served as the Company's Vice President,
Technology since January 1995, and is responsible for the Company's research and development. From

October 1987 to January 1995, Mr. Do held various technical positions with the Company.

Alan R. Stewart joined the Company in July 1992 as Chief Financial Officer and has served as its
Secretary since February 1996. From March 1991 until July 1992, he was employed as Director of
Accounting at BTG, Inc., a government contractor. Prior to March 1991, Mr. Stewart held positions as
a senior accountant with Touche Ross and Co., as assistant Controller of C3, Inc. and as Controller and

Treasurer of Tempest Technologies, Inc. Mr. Stewart is a certified public accountant.



Robert E. Gregg has served as a Director of the Company since September 1986. He has been a

shareholder in Hazel & Thomas, P.C., counsel to the Company, since Hazel & Thomas' inception in
1987.

Darrell J. Oyer has agreed to become a director of the Company immediately following the closing of
this offering. Since June 1991, Mr. Oyer has served as President of Darrell J. Oyer and Company, a

consulting company. Mr. Oyer is a certified public accountant.

As of the date of this Prospectus, there are two vacancies on the Board of Directors, one of which will
be filled by Mr. Oyer promptly following the closing of this offering and the other of which the
Company intends to fill within 90 days of the date of this Prospectus.

Deltek's executive officers are appointed annually by, and serve at the discretion of, the Board of
Directors. Each executive officer is a full-time employee of the Company. Other than the relationship
between Donald deLaski and Kenneth E. deLaski, there are no family relationships between any

director or executive officer of the Company.

Committees of the Board of Directors

The Company's Board of Directors intends to establish an Audit Committee and a Compensation
Committee. The Audit Committee will be responsible for reviewing with management the financial
controls, accounting, credit and reporting activities of the Company. The Audit Committee will review
the qualifications of the Company's independent auditors, will make recommendations to the Board of
Directors regarding the selection of independent auditors, will review the scope, fees and results of any
audit and will review non-audit services and related fees provided by the independent auditors. The
members of the Audit Committee have not yet been appointed. A majority of the members of the Audit
Committee will be independent directors. The Compensation Committee will be responsible for the
administration of all salary and incentive compensation plans for the officers and key employees of the
Company, including bonuses. The Compensation Committee will also administer the Company's 1996
Stock Option Plan and 1996 Employee Stock Purchase Plan. The members of the Compensation
Committee have not been appointed. A majority of the members of the Compensation Committee will

be independent directors.

Compensation Committee Interlocks and Insider Participation

The Company did not have a Compensation Committee prior to this offering. Accordingly, the Board

of Directors made all decisions concerning executive officer compensation.



Director Compensation

Prior to January 1, 1996, directors did not receive any cash compensation for their services as members
of the Board of Directors. Effective January 1, 1996, directors who are not employees of the Company
will receive $1,000 for each board or committee meeting attended in person and $750 for each such
meeting attended telephonically and will be reimbursed for travel expenses incurred in connection
with attending such meetings. Each of the directors who are not employees of the Company will be
granted a nonqualified option to purchase 5,000 shares of the Company's Common Stock at the initial
public offering price under the Company's 1996 Stock Option Plan. Directors who are employees of
the Company will receive no additional cash compensation for their services as members of the Board
of Directors or committees thereof other than reimbursement for travel expenses incurred in

connection with attending board and committee meetings.

Executive Compensation

Summary Compensation Information

The following table sets forth information concerning the compensation earned during the year ended
December 31, 1995 by the Company's Chief Executive Officer and each of the Company's other four
most highly compensated executive officers (collectively, the "Named Executive Officers"):

Summary Compensation Table

LONG-TERM
COMPENSATION
ANNUAL AWARDS
COMPENSATION  --—--—————————-
—————————————— OPTIONS GRANTED ALL OTHER
NAME AND PRINCIPAL POSITION SALARY (SHARES) COMPENSATION(1)
Kenneth E. deLaski........covuiviiinnennn.. $148,339 - $10,768(2)
President and Chief Executive Officer
Donald delaski....ue oo eneonenenenennnnn 135,012 -- 1,930(3)
Chairman and Treasurer
Eric F. Brown........oiiiiiiiinnnnnnnnnnnn. 115,673 -- 9,266(4)
Vice President, Technical Operations
Johnny C. Cheng....vvviinii it 100,673 5,000 5,034(5)
Vice President, Materials Management
Dien Hoang Do..vv vt iini ittt e it ieeeeenn 106,995 5,000 5,324(5)

Vice President, Technology

(1) Does not include pro rata distributions of S Corporation dividends to the individual as a

shareholder. See "Prior S Corporation Status" and "Dividend Policy."

(2) Represents premiums and benefits of $3,351 paid under medical insurance and benefit plans and a
401(k) plan matching contribution of $7,417.

(3) Represents premiums and benefits paid under medical insurance and benefit plans.



(4) Represents premiums and benefits of $3,482 and a 401(k) plan matching contribution of $5,784.

(5) Represents a 401(k) plan matching contribution.

Option Grants in Last Fiscal Year

The following table sets forth information concerning grants of options to purchase the Company's

Common Stock made during the year ended December 31, 1995 to the Named Executive Officers.

POTENTIAL
REALIZABLE
INDIVIDUAL GRANTS VALUE AT
ASSUMED
———————————————————————————————————————————————————————————— ANNUAL RATES
OF
NUMBER OF STOCK PRICE
SHARES % OF TOTAL APPRECIATION
FOR
UNDERLYING OPTIONS GRANTED EXERCISE OPTION
TERM(2)
OPTIONS TO EMPLOYEES IN PRICE PER EXPIRATION  --------——-———-
NAME GRANTED FISCAL YEAR SHARE (1) DATE 5%
10%
Kenneth E. delLaski..... -- -- -- -- --
Donald delLaski......... -- -- -- -- --
Eric F. Brown.......... -- -- -- -- --
Johnny C. Cheng........ 15,000 10.4% $ 0.52 7/1/05 $4,905
$12,431
Dien Hoang Do.......... 15,000 10.4 0.52 10/1/05 4,905
12,431

(1) All options granted during the year ended December 31, 1995 have an exercise price equal to the
book value of the Common Stock on the date of grant. The Company granted options to purchase an
aggregate of 144,000 shares of the Company's Common Stock to employees during the year ended
December 31, 1995.

(2) The potential realizable value is based on the term of the option at the time of grant (ten years).
Potential gains are net of the exercise price but before taxes associated with the exercise. Amounts
represent hypothetical gains that could be achieved for the respective options if exercised at the end of
the option term. The assumed 5% and 10% rates of stock price appreciation are provided in accordance
with the rules of the Securities and Exchange Commission and do not represent the Company's
estimate or projection of the future Common Stock price. Actual gains, if any, on stock option exercises
are dependant on the future financial performance of the Company, overall market conditions and the
option holders' continued employment through the vesting period. This table does not take into
account any appreciation in the price of the Common Stock from the date of grant to the date of this

Prospectus.



Option Exercises and 1995 Year End Option Values

The following table sets forth information concerning the exercise of stock options during the year
ended December 31, 1995 and the value of options held as of such date by the Named Executive
Officers:

NUMBER OF NUMBER OF SECURITIES VALUE OF
UNEXERCISED
SHARES UNDERLYING UNEXERCISED IN-THE-MONEY
OPTIONS AT
ACQUIRED OPTIONS AT DECEMBER 31, 1995 DECEMBER 31,
1995(2)
UPON VALUE =~ mmmmmmmmmmmmmmmmmmmmem e
NAME EXERCISE REALIZED(1) EXERCISABLE UNEXERCISABLE EXERCISABLE
UNEXERCISABLE
Kenneth E. delLaski.... -- -- -- -- --
Donald delLaski........ - - - - -
Eric F. Brown......... - -- -- -- --
Johnny C. Cheng....... 3,000 $ 400 2,400 9,600 $ 320
$ 1,280
Dien Hoang Do......... 6,000 1,306 3,600 11,400 735
1,902

(1) "Value Realized" represents the fair market value of the underlying Common Stock on the exercise
date minus the aggregate exercise price of such options. For purposes of this calculation, the fair
market value of the Company's Common Stock as of December 31, 1995 of $0.65 per share, as

determined by the Board of Directors, was used.

(2) Based upon the fair market value of the Company's Common Stock as of December 31, 1995 of
$0.65 per share, as determined by the Board of Directors, minus the aggregate exercise price of such

options.

Stock Plans

1996 Stock Option Plan

Deltek's 1996 Stock Option Plan (the "1996 Option Plan") was adopted by the Company's Board of
Directors in November 1996 and approved by the Company's shareholders in December 1996. A total
0f 900,000 shares of Common Stock have been reserved for issuance under the 1996 Option Plan. The
1996 Option Plan will be administered by the Board of Directors or a committee thereof. The 1996
Option Plan provides for grants of "incentive stock options," within the meaning of Section 422 of the
Code, to employees (including officers and employee directors), and for grants of nonstatutory options
to employees, non-employee directors and consultants. The 1996 Option Plan will terminate in

December 2006, unless terminated sooner by the Board of Directors.



The exercise price of stock options granted under the 1996 Option Plan must be not less than the fair
market value of the Common Stock on the date of grant. With respect to any optionee who owns stock
representing more than 10% of the voting power of all classes of the Company's outstanding capital
stock, the exercise price of any incentive stock option must be equal to at least 110% of the fair market
value of the Common Stock on the date of grant, and the term of the option must not exceed five years.
The terms of all other options may not exceed ten years. The aggregate fair market value of Common
Stock (determined as of the date of the option grant) for which an incentive stock option may for the
first time become exercisable in any calendar year may not exceed $100,000. The Board of Directors or
any committee administering the 1996 Option Plan has discretion to determine exercise schedules and

vesting requirements, if any, of all option grants under the 1996 Option Plan.

As of the date of this Prospectus, no options have been granted under the 1996 Option Plan, and all

900,000 shares remain available for future grants.

Employee Time Accelerated Stock Option Plan

Deltek's Time Accelerated Stock Option Plan (the "Accelerated Plan") was adopted by the Company's
Board of Directors and approved by its shareholders in April 1996. A total of 1,500,000 shares of
Common Stock originally were reserved for issuance under the Accelerated Plan. In December 1996,
the Company's Board of Directors reduced the number of shares of Common Stock reserved for
issuance under the Accelerated Plan to 648,000, the number of shares of Common Stock issuable upon
the exercise of options outstanding as of September 30, 1996. The Accelerated Plan provides for grants
of nonstatutory options to key employees of the Company. The Accelerated Plan was discontinued at
the time of the adoption of the 1996 Option Plan, and no additional options will be granted under the
Accelerated Plan. Options previously granted under the Accelerated Plan will continue to be governed

by the terms of the Accelerated Plan, which will be administered by the Board of Directors.

The exercise price of options granted under the Accelerated Plan must be not less than the fair market
value of the Common Stock on the date of grant. The term of options granted under the Accelerated
Plan is ten years, subject to certain exceptions. All of the options granted under the Accelerated Plan
become exercisable on January 1, 2004. However, upon the occurrence of certain events, including a
public offering of the Company's Common Stock, such options will thereafter become exercisable
pursuant to a five-year vesting schedule beginning on the date of grant. Any options that are fully
vested at the time an optionee's employment with the Company terminates for any reason (other than
death, disability or retirement) terminate three months after the date of termination unless earlier

exercised.

As of September 30, 1996, options to purchase 648,000 shares of Common Stock, at a weighted
average exercise price of $4.00 per share, were outstanding under the Accelerated Plan. None of such

outstanding options were vested.



1987 Employee Stock Option Plan

Deltek's 1987 Employee Stock Option Plan (the "1987 Option Plan") was adopted by the Company's
Board of Directors and approved by its shareholders in December 1987. A total of 900,000 shares of
Common Stock originally were reserved for issuance under the 1987 Option Plan. In December 1996,
the Company's Board of Directors reduced the number shares of Common Stock reserved for issuance
under the 1987 Option Plan to 388,500, the number of shares of Common Stock issuable upon the
exercise of options outstanding as of September 30, 1996. The 1987 Option Plan provides for grants
of nonstatutory options to key employees of the Company. The 1987 Option Plan was discontinued at
the time of the adoption of the 1996 Option Plan, and no additional options will be granted under the
1987 Option Plan. Options previously granted under the 1987 Option Plan will continue to be
governed by the terms of the 1987 Option Plan, which will be administered by the Board of Directors.

The exercise price of options granted under the 1987 Option Plan is based on the book value of the
Common Stock at the end of the fiscal year immediately prior to the year in which the option is
granted, as reflected in the Company's audited financial statements, reduced by any dividend declared
by the Company with respect to the previous fiscal year. The term of options granted under the 1987
Option Plan is ten years, subject to certain exceptions. Generally, options granted under the 1987
Option Plan become exercisable pursuant to a five-year vesting schedule provided the optionee
remains employed full time by the Company and are subject to a right of repurchase by the Company

upon the termination of the optionee's employment.

As of September 30, 1996, options to purchase 388,500 shares of Common Stock, at a weighted
average exercise price of $0.41 per share, were outstanding under the 1987 Option Plan. Options to
purchase 261,000 of such shares were fully vested as of September 30, 1996. Assuming all of the
optionees remain continually employed by the Company, the remaining unvested options will become
fully vested by December 31, 1998.

1996 Employee Stock Purchase Plan

Deltek's 1996 Employee Stock Purchase Plan (the "Purchase Plan") was adopted by the Company's
Board of Directors in November 1996 and approved by its shareholders in December 1996. A total of
400,000 shares of Common Stock are reserved for issuance under the Purchase Plan. The Purchase
Plan, which is intended to qualify under Section 423 of the Code, will be administered by the
Compensation Committee of the Board of Directors. Employees (including officers and employee
directors of the Company) are eligible to participate in the Purchase Plan if they are customarily
employed for more than 20 hours per week five months per year. The Purchase Plan will be
implemented during sequential six-month offering periods. Deltek has not yet offered or sold shares of
Common Stock to employees pursuant to the Purchase Plan, but intends to initiate the first offering
under the Purchase Plan on the date of this offering. The Purchase Plan permits eligible employees to
purchase Common Stock through payroll deductions, which may not exceed 10% of an employee's

compensation. The price at which stock may be purchased under the Purchase Plan is equal to 85% of



the lower of the fair market value of the Common Stock on the first day of the offering period or the
last day of the offering period. Employees may end their participation in the offering at any time
during the offering period, and participation ends automatically on termination of a participant's
employment with the Company. In addition, participants may not purchase shares of Common Stock
having a value (measured at the beginning of the offering period) greater than $25,000 in any calendar

year.

Limitation of Liability and Indemnification

Article 9 of the Virginia Stock Corporation Act (the "VSCA") provides limitations on damages payable
by officers and directors, except in cases of willful misconduct or knowing violation of criminal law or
any federal or state securities law. Article 10 of the VSCA allows, in general, for indemnification in
certain circumstances, by a corporation of any person threatened with or made a party to any action,
suit or proceeding by reason of the fact that he or she is, or was, a director, officer, employee or agent of

such corporation.

As allowed by Article 9 of the VSCA the Company's Articles of Incorporation eliminate the liability of
the officers and directors of the Company for monetary damages in any proceeding brought by or in
the right of the Company or brought by or on behalf of shareholders of the Company except in cases of
willful misconduct or a knowing violation of criminal law or any federal or state securities law. As
allowed by Article 10 of the VSCA, the Company's Articles of Incorporation also provide for
mandatory indemnification of any director or officer of the Company who is, was, or is threatened to be
made a party to a proceeding (including a proceeding by or in the right of the Company) because (i) he
or she is or was a director or officer of the Company or (ii) he or she is or was serving the Company or
other legal entity in any capacity at the request of the Company while a director or officer of the
Company, against all liabilities and expenses incurred in connection with such proceeding, except such
liabilities as are incurred because of such individual's willful misconduct or knowing violation of the
criminal law. In addition the Company's Articles of Incorporation expressly authorize the Company to
enter into agreements to indemnify its officers and directors to the fullest extent permitted by the
Articles of Incorporation and to advance their expenses incurred as a result of any proceeding against

them as to which they could be indemnified.

The Company intends to enter into agreements to indemnify its directors and executive officers, in
addition to the indemnification provided for in the Company's Articles of Incorporation. These
agreements, among other things, indemnify the Company's directors and executive officers for certain
expenses (including attorneys' fees), judgments, fines, and settlement amounts incurred by any such
person in any action or proceeding, including any action by or in the right of the Company, arising out
of such person's services as a director or executive officer of the Company or any other Company or
enterprise to which the person provides services at the request of the Company. The Company believes
that these provisions and agreements are necessary to attract and retain qualified persons as directors
and executive officers.



At present, there is no pending litigation or proceeding involving any director, officer, employer or
agent of the Company where indemnification will be required or permitted. The Company is not aware

of any threatened litigation or proceeding that might result in a demand for such indemnification.

Certain Transactions

Deltek and all of its current shareholders intend to enter into a Tax Indemnification Agreement
relating to their respective income tax liabilities prior to the offering. Because the Company will be
fully subject to corporate income taxation on and after the Termination Date the reallocation of income
and deductions between the period during which the Company was treated as an S Corporation and
the period during which the Company will be subject to corporate income taxation may increase the
taxable income of one party while decreasing that of another party. Accordingly, the Tax
Indemnification Agreement is intended to assure that taxes are borne by the Company on the one hand
and by the current shareholders on the other, only to the extent that such parties are treated as
receiving the related income for income tax purposes. Subject to certain limitations, the Tax
Indemnification Agreement generally provides that the current shareholders will be indemnified by the
Company with respect to federal and state income taxes shifted from a Company taxable year
subsequent to the Termination Date to a taxable year in which the Company was an S Corporation, and
the Company will be indemnified by the current shareholders with respect to federal and state income
taxes shifted from an S Corporation taxable year to a Company taxable year subsequent to the
Termination Date. Any payment made by the Company to the current shareholders pursuant to the Tax
Indemnification Agreement may be considered by the Internal Revenue Service or state taxing
authorities to be non-deductible by the Company for income tax purposes. See "Prior S Corporation
Status."

Robert E. Gregg, a director of the Company, is a shareholder in Hazel & Thomas, P.C., a law firm that
the Company has retained. The legal fees paid to Hazel & Thomas by the Company did not exceed 5%

of Hagel & Thomas' gross revenues during the firm's last full fiscal year.

In August 1993, the Company loaned $100,000 to AmText Inc., a corporation owned by the Onae
Trust which owns 1,515,000 shares of the Company's Common Stock and on whose Board of
Directors Donald deLaski serves. This loan was due and payable on December 29, 1993, and interest
on the loan accrued annually at a rate of prime plus 200 basis points. The loan was repaid in full in
December 1993.

Deltek intends to enter into indemnification agreements with each of its executive officers and

directors. See "-- Limitation of Liability and Indemnification."

Deltek believes that all of the foregoing transactions were on terms no less favorable to the Company
than would be obtained from unrelated third parties. Any future transactions between the Company

and its executive officers, directors and affiliates will be on terms no less favorable to the Company than



can be obtained from unaffiliated third parties, and any material transactions with any such person will
be approved by a majority of the members of the Company's Board of Directors and by a majority of

the disinterested members of the Company's Board of Directors.

Principal and Selling Shareholders

The following table sets forth certain information regarding beneficial ownership of the Company's
Common Stock as of September 30, 1996, and as adjusted to reflect the sale of the shares of Common
Stock offered hereby, by: (i) each of the Named Executive Officers; (ii) each of the Company's directors;
(iii) all directors and executive officers as a group; (iv) each other person known by the Company to own

beneficially more than 5% of the Company's Common Stock; and (v) each Selling Shareholder.

SHARE BENEFICIALLY SHARES BENEFICIALLY
OWNED
OWNED PRIOR AFTER
TO THE OFFERING (1) THE OFFERING(1)
(2)
———————————————————— NUMBER OF SHARES R e L Lt
BENEFICIAL OWNER NUMBER PERCENT BEING OFFERED NUMBER

PERCENT
EXECUTIVE OFFICERS AND DIRECTORS:

Kenneth E. deLaski(3)..........cocuu.n. 5,550,000 36.6% 330,000 5,220,000
31.0%

Donald deLaski(3).....cvuiiuinuennennn. 5,100,000 33.6% 348,700 4,751,300
28.2%

Eric F. Brown(3)...cvuvvienennnnnnnnn. 525,000 3.5% 33,000 492,000
2.9%

Johnny C. and Emily Cheng.............. 36,000 * -- 36,000
*

Donald G. and Monique M. Craft(4)...... 36,000 * 3,300 32,700
*

Dien Hoang and Thanh Hoang Do.......... 34,500 * -- 34,500

Robert E. Gregg......ccvvvveennnnnnnnnnn -- -- -- --

Darrell J. Oyer......ccuiviiiiiinnnnnnnnn -- - - -

All directors, director nominees and
executive officers as a group (9

Persons)(5) .. u et 11,293,500 74 .4% 715,000 10,578,500
62.7
OTHER 5% SHAREHOLDERS:
Onae Trust, R.A. Jacobs, Trustee....... 1,515,000 10.0% 200,000 1,315,000
7.8

Milbank, Tweed, Hadley & McCloy
1 Chase Manhattan Plaza
New York, NY 10005-1413

OTHER SELLING SHAREHOLDERS:

Peter S. Novick......... ..ot 735,000 4.8% 73,500 661,500
3.9%

David L. delaski.............cooiiiint 225,000 1.5% 22,500 202,500
1.2%

Edward R. and Kathleen Grubb........... 225,000 1.5% 22,500 202,500
1.2%

Nancy A. Drake........ouiiuiiinnnnnn. 150,000 * 120,000 30,000



Gerard L. Kelleher............coviui.. 150,000 * 15,000 135,000

Ellen Martin........... .o, 127,500 * 12,750 114,750
) Dennis P. Barrow.........euvveieennennnn 127,500 * 12,750 114,750
" Richard A. Darr..........ccvuiiiniinnnn. 30,000 * 3,000 27,000
) Thomas W. Dudenhoefer.................. 30,000 * 3,000 27,000

*

* Represents less than one percent.

(1) Beneficial ownership is determined in accordance with the rules of the Securities and Exchange
Commission. In computing the number of shares beneficially owned by a person and the percentage
ownership of that person, shares of Common Stock subject to options held by that person that are
currently exercisable, or will become exercisable within 60 days after September 30, 1996, are deemed
outstanding. Such shares, however, are not deemed outstanding for purposes of computing the
percentage ownership of any other person. Unless otherwise indicated in the footnotes to this table,
the persons and entities named in the table have sole voting and sole investment power with respect to
all shares beneficially owned, subject to community property laws where applicable. Unless otherwise
indicated, the address of each of the individuals listed in the table is: c/o Deltek Systems, Inc., 8280
Greensboro Drive, McLean, Virginia 22102.

(2) Assumes no exercise of the Underwriters' over-allotment option.

(3) Should the Underwriters' over-allotment option be exercised in full, (i) the number of shares being
offered would be 450,000 for Kenneth E. deLaski, 653,700 for Donald delL.aski and 43,000 for Eric
Brown (ii) the number of shares beneficially owned after the offering would be 5,100,000 for Kenneth
E. deLaski, 4,446,300 for Donald deLaski and 482,000 for Eric Brown and (iii) the percentage of shares
beneficially owned after the offering would be 29.5% for Kenneth E. deLaski, 25.7% for Donald
deLaski and 2.8% for Eric Brown.

(4) Includes 3,000 shares issuable upon exercise of stock options which are exercisable and fully vested
within 60 days of September 30, 1996.

(5) Includes 15,000 shares issuable upon exercise of stock options which are exercisable and fully
vested within 60 days of September 30, 1996.

Description of Capital Stock

The authorized capital stock of the Company will consist of 45,000,000 shares of Common Stock,
$.001 par value per share, and 2,000,000 shares of Preferred Stock, $.001 par value per share.

The following summary of certain provisions of the Common Stock and Preferred Stock does not
purport to be complete and is subject to, and qualified in its entirety by, the provisions of the
Company's Articles of Incorporation, as amended, which is included as an exhibit to the Registration

Statement of which this Prospectus is a part.



Common Stock

As of September 30, 1996, there were 15,162,750 shares of Common Stock outstanding held of record
by 35 shareholders. The holders of Common Stock are entitled to one vote for each share held of
record on all matters submitted to a vote of shareholders. Accordingly, holders of a majority of the
shares of Common Stock entitled to vote in any election of directors may elect all of the directors
standing for election. Subject to preferences that may be applicable to any outstanding Preferred Stock,
holders of Common Stock are entitled to receive ratably such dividends as may be declared by the
Board of Directors out of funds legally available therefor. See "Dividend Policy." In the event of a
liquidation, dissolution or winding up of the Company, holders of Common Stock are entitled to share
ratably in the assets remaining after payment of liabilities and the liquidation preference of any
outstanding Preferred Stock. Holders of Common Stock have no preemptive, conversion or
redemption rights. All of the outstanding shares of Common Stock are, and the shares to be sold in this

offering when issued and paid for will be, fully paid and non-assessable.

Preferred Stock

The Company's Articles of Incorporation authorize the issuance of 2,000,000 shares of undesignated
Preferred Stock. Deltek's Board of Directors has the authority, without further action by the
shareholders, to issue such Preferred Stock in one or more series and to fix the designations, powers,
preferences, privileges and relative participating, optional or special rights and the qualifications,
limitations or restrictions thereof, including dividend rights, conversion rights, voting rights, terms of
redemption and liquidation preferences of each such series, any or all of which may be greater than the
rights of the Common Stock. It is impossible to state the actual effect of the issuance of any shares of
preferred stock upon the rights of holders. Preferred Stock could thus be issued quickly with terms
calculated to delay or prevent a change in control of the Company or make removal of management
more difficult. Additionally, the issuance of Preferred Stock may have the effect of decreasing the
market price of the Common Stock. At present, the Company has no plans to issue any of the Preferred
Stock.

Anti-takeover Effects of Virginia Law and Articles of
Incorporation

The Company is a Virginia corporation and subject to the VSCA, which contains certain anti-takeover
provisions regulating affiliated transactions and control share acquisitions and validating the adoption
of shareholder rights plans. In general, the affiliated transactions provisions prevent a Virginia
corporation from engaging in an "affiliated transaction" (as defined) with an "interested shareholder"
(generally defined as a person owning more than 10% of any voting securities of the corporation)
unless approved by a majority of the "disinterested directors" (as defined) and the holders of at least

two-thirds of the outstanding voting stock not owned by the interested shareholder, subject to certain



exceptions. Under the control share acquisitions provisions of the VSCA, shares acquired in a "control
share acquisition" (defined generally as transactions that increase the voting strength of the person
acquiring such shares above certain thresholds in director elections) generally have no voting rights
unless granted by a majority of the outstanding voting stock not owned by the such acquiring person.
If such voting rights are granted and the acquiring person controls 50% or more of the voting power, all
shareholders, other than the acquiring person, are entitled to receive "fair value" (as defined) for their
shares. If such voting rights are not granted, the corporation may, if authorized by its articles of
incorporation or bylaws, purchase the acquiring person's shares at their cost to the acquiring person.
Deltek's Bylaws authorize such a purchase. Finally, the shareholder rights plan provisions of the VSCA
permit the Board of Directors to adopt a shareholder rights plan that could render a hostile takeover
prohibitively expensive if the Board determines that such a takeover is not in the best interests of the
corporation. The Board of Directors has no present plan for the adoption of any shareholder rights
plan and does not intend to adopt any such plan except on terms that the Board of Directors deems to
be in the best interests of the Company and its shareholders. The existence of the shareholder rights
plan provision of the VSCA, as well as the affiliated transactions and control share acquisition
provisions could delay or prevent a change in control of the Company, impede a merger, consolidation
or other business combination involving the Company or discourage a potential acquiror from making

a tender offer or otherwise attempting to obtain control of the Company.

Deltek's Articles of Incorporation provides that its Board of Directors are divided into three classes,
with each class serving a staggered three-year term. The classification system of electing directors may
tend to discourage a third party from making a tender offer or otherwise attempting to obtain control
of the Company and may maintain the incumbency of the Board of Directors, as it generally makes it
more difficult for shareholders to replace a majority of the directors. The Company's Article of
Incorporation also does not provide for cumulative voting rights in the election of directors. These and
other provisions may have the effect of deferring hostile takeovers or delaying changes in control or
management of the Company. The amendment of any of these provisions would require approval by
holders of 66 2/3% or more of the outstanding shares of the Company's stock entitled to vote thereon.

Transfer Agent and Registrar

The transfer agent and registrar for the Company's Common Stock is .

Listing
Deltek has applied to have its Common Stock approved for quotation on The Nasdaq National Market
under the trading symbol "DLTK."



Shares Eligible for Future Sale

Prior to this offering, there has not been any public market for the Common Stock of the Company,
and there can be no assurance that a significant public market for the Common Stock will be developed
or sustained after the offering. Sales of substantial amounts of Common Stock in the public market

after this offering could adversely affect the trading price of the Common Stock.

Upon completion of this offering, the Company will have outstanding 16,862,750 shares of Common
Stock, assuming no exercise of the Underwriters' over-allotment option and no exercise of outstanding
options. Of these shares, the 2,900,000 shares offered hereby will be freely tradeable in the public
market without restriction under the Securities Act, unless such shares are held by "affiliates" of the

Company, as that term is defined in Rule 144 under the Securities Act.

The remaining 13,962,750 shares of Common Stock outstanding upon completion of this offering will
be "restricted securities" as that term is defined in Rule 144 ("Restricted Shares"). Restricted Shares may
be sold in the public market only if registered or if they qualify for an exemption from registration
under Rules 144 or 701 under the Securities Act, which are summarized below. Sales of Restricted
Shares in the public market, or the availability of such shares for sale, could adversely affect the market

price of the Common Stock.

Pursuant to certain "lock-up" agreements, all of the officers, directors and certain other holders of
Common Stock, who collectively hold approximately 13,275,000 shares, have agreed not to offer, sell,
contract to sell or grant any option to purchase or otherwise dispose of such shares for a period of 180
days from the date of this Prospectus without the prior written consent of Montgomery Securities.
Taking into account these lock-up agreements, the number of Restricted Shares that will be available
for sale in the public market, subject in some cases to the volume and other restrictions of Rule 144,
will be as follows: (i) approximately 170,250 shares will be eligible for immediate sale as of the date of
this Prospectus, (ii) approximately 93,000 additional shares will be eligible for sale beginning 90 days
after the date of this Prospectus pursuant to Rules 144 and 701, and (iii) approximately 13,275,000
additional shares will be eligible for sale beginning 180 days after the date of this Prospectus.
Approximately 424,500 remaining Restricted Shares will not be eligible for sale pursuant to Rule 144
until the expiration of their applicable two-year holding periods, which will expire between January 1,
1998 and September 15, 1998.

Subject to lock-up agreements, certain shares issued upon exercise of options granted by the Company
prior to the date of this Prospectus will also be available for sale in the public market pursuant to Rule
701 under the Securities Act. Rule 701 permits resales of such shares in reliance upon Rule 144 but
without compliance with certain restrictions, including the holding period requirement, imposed under
Rule 144. In general, under Rule 144 as currently in effect, beginning 90 days after the date of this
Prospectus, a person (or persons whose shares are aggregated) who has beneficially owned Restricted
Shares for at least two years (including the holding period of any prior owner except an affiliate) would
be entitled to sell within any three- month period a number of shares that does not exceed the greater
of (i) one percent of the then outstanding shares of Common Stock (approximately 168,673 shares

immediately after this offering) or (ii) the average weekly trading volume of the Common Stock during



the four calendar weeks preceding the filing of a Form 144 with respect to such sale. Sales under Rule
144 are also subject to certain manner-of-sale and notice requirements and to the availability of
current public information about the Company. Under Rule 144(k), a person who is not deemed to
have been an affiliate of the Company at any time during the 90 days preceding a sale and who has
beneficially owned the shares proposed to be sold for at least three years (including the holding period
of any prior owner except an affiliate of the Company) is entitled to sell such shares without complying

with the manner-of-sale, public information, volume limitation or notice provisions of Rule 144.

Deltek has reserved an aggregate of 2,336,500 shares of Common Stock for issuance pursuant to the
Company's stock option and purchase plans. As of September 30, 1996, options to purchase a total of
1,036,500 shares of Common Stock were outstanding under the Company's stock option plans. The
Company intends to file registration statements on Form S-8 under the Securities Act approximately
90 days after the date of this Prospectus to register an aggregate of 1,300,000 shares of Common Stock
issued or reserved for issuance under the 1996 Option Plan and the Purchase Plan. Shares of Common
Stock issued under the foregoing plans after the filing of such registration statements will be freely
tradeable in the public market, subject in the case of certain holders to the Rule 144 limitations
applicable to affiliates, the above-referenced lock-up agreements with the Underwriters and vesting
restrictions imposed by the Company.

Underwriting

Montgomery Securities and William Blair & Company, L.L.P. (the "Underwriters") have severally
agreed, subject to the terms and conditions set forth in the Underwriting Agreement, to purchase from
the Company and the Selling Shareholders the number of shares of Common Stock indicated below
opposite their respective names at the public offering price less the underwriting discount set forth on
the cover page of this Prospectus. The Underwriting Agreement provides that the obligations of the
Underwriters are subject to certain conditions precedent and that the Underwriters are committed to

purchase all of such shares, if any are purchased.

Number of Underwriter Shares

Montgomery SeCUTILIeS.....umiiviinicrereiiisiiencsenenesiseses William Blair & Company, L.L.P.

TOtAlucvereeereeeete ettt 2,900,000 The Underwriters have advised the Company that
they initially propose to offer the Common Stock to the public on the terms set forth on the cover page
of this Prospectus. The Underwriters may allow to selected dealers a concession of not more than § per
share, and the Underwriters may allow, and such dealers may reallow, a concession of not more than $
per share to certain other dealers. After the public offering, the offering price and other selling terms
may be changed by the Underwriters. The Common Stock is offered subject to receipt and acceptance
by the Underwriters and to certain other conditions, including the right to reject orders in whole or in

part. The Underwriters may offer the shares of Common Stock through a selling group.



Certain of the Selling Shareholders have granted an option to the Underwriters, exercisable during the
30-day period after the date of this Prospectus, to purchase up to a maximum of 345,000 additional
shares of Common Stock to cover over-allotments, if any, at the same price per share as the initial
2,900,000 shares to be purchased by the Underwriters. To the extent the Underwriters exercise this
option, each of the Underwriters will be committed, subject to certain conditions, to purchase such
additional shares in the same proportion as set forth in the above table. The Underwriters may

purchase such shares only to cover over-allotments made in connection with this offering.

The Underwriting Agreement provides that the Company and the Selling Shareholders will indemnify
the Underwriters against certain liabilities under the Securities Act, or will contribute to payments the

Underwriters may be required to make in respect thereof.

Deltek's officers and directors, the Selling Shareholders and certain other holders of Common Stock,
who collectively hold approximately 13,275,000 shares of Common Stock, have agreed not to offer,
sell, contract to sell or grant any option to purchase or otherwise dispose of any shares of Common
Stock of the Company, any options or warrants to purchase any shares of Common Stock or any
securities convertible into or exchangeable for any shares of Common Stock for a period of 180 days
from the date of this Prospectus without the prior written consent of Montgomery Securities.
Montgomery Securities may, in its sole discretion and at any time without notice, release all or any
portion of the securities subject to agreements not to sell. In addition, the Company has agreed that for
a period of 180 days from the date of this Prospectus it will not without the prior written consent of
Montgomery Securities, directly or indirectly offer to sell, sell, issue, distribute, grant options to
purchase or otherwise dispose of any equity securities except for: (i) the shares of Common Stock
offered hereby; (ii) shares of Common Stock issued in connection with acquisitions; (iii) shares of
Common Stock issued upon the exercise of outstanding stock options described in this Prospectus; or
(iv) the issuance of options under the 1996 Option Plan and the issuance of Common Stock upon the

exercise thereof and under the Purchase Plan.

Legal Matters

The validity of the Common Stock offered hereby will be passed upon for the Company by Gray Cary
Ware & Freidenrich, A Professional Corporation, Palo Alto, California. Certain legal matters relating to
the offering will be passed upon for the Underwriters by Brobeck, Phleger & Harrison LLP, Palo Alto,
California. Gray Cary Ware & Freidenrich, A Professional Corporation and Brobeck, Phleger &
Harrison LLP, will rely as to all matters of Virginia law on Hazel & Thomas, P.C., Falls Church, Virginia,

counsel to the Company.

Experts

The audited financial statements of the Company for the three years ended December 31, 1995
included in this Prospectus have been audited by Arthur Andersen LLP, independent public

accountants, as indicated in their report, and are included herein in reliance upon the authority of said



firm as experts in giving such reports.

Additional Information

Deltek has filed with the Securities and Exchange Commission (the "Commission") a Registration
Statement (which term shall include any amendments thereto) on Form S-1 under the Securities Act
with respect to the Common Stock offered hereby. This Prospectus, which constitutes a part of the
Registration Statement, does not contain all of the information set forth in the Registration Statement,
certain items of which are contained in exhibits to the Registration Statement as permitted by the rules
and regulations of the Commission. For further information with respect to the Company and the
Common Stock offered hereby, reference is made to the Registration Statement, including the exhibits
thereto, and the financial statements and notes filed as a part thereof. Statements made in this
Prospectus concerning the contents of any document referred to herein are not necessarily complete.
With respect to each such document filed with the Commission as an exhibit to the Registration
Statement, reference is made to the exhibit for a more complete description of the matter involved. The
Registration Statement, including the exhibits thereto and the financial statements and notes filed as a
part thereof, as well as such reports and other information filed with the Commission, may be
inspected without charge at the public reference facilities maintained by the Commission at 450 Fifth
Street, N.W., Washington, D.C. 20549 and at the regional offices of the Commission located at Seven
World Trade Center, 13th Floor, New York, New York 10048 and Northwestern Atrium Center, 500
West Madison Street, Suite 1400, Chicago, Illinois 60661. Copies of all or any part thereof may be
obtained from the Commission upon the payment of certain fees prescribed by the Commission. Such
reports and other information may also be inspected without charge at a Web site maintained by the

Commission. The address of such site is http://www.sec.gov.

Deltek will furnish its stockholders with annual reports containing financial statements audited by
independent accountants and quarterly reports for the first three quarters of each year containing
unaudited financial statements. This Prospectus includes trademarks, tradenames and service marks of

other companies.

Deltek Systems, Inc.
Index to Financial Statements

Page

Report of Independent Public Accountants........uiiiiiiiintetineeeenneeeennneneannnn F-
Balance Sheets as of December 31, 1994 and 1995 and September 30, 1996 (unaudited).... F
Statements of Operations for the Years Ended December 31, 1993, 1994 and 1995 and for

the Nine Months Ended September 30, 1995 (unaudited) and 1996 (unaudited)........... F-4
Statements of Changes in Shareholders' Equity for the Years Ended December 31, 1993,

1994 and 1995 and for the Nine Months Ended September 30, 1996 (unaudited).......... F-5



Statements of Cash Flows for the Years Ended December 31, 1993, 1994 and 1995 and for
the Nine Months Ended September 30, 1995 (unaudited) and 1996 (unaudited)...........
Notes to Financial Statements. .. ...ttt et et ettt teeeeeeeeeannannennns

Report of Independent Public Accountants

To Deltek Systems, Inc.:

We have audited the accompanying balance sheets of Deltek Systems, Inc. (a Virginia corporation), as
of December 31, 1994 and 1995, and the related statements of operations, changes in shareholders'
equity, and cash flows for the three years ended December 31, 1995. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these

financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for

our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Deltek Systems, Inc., as of December 31, 1994 and 1995, and the results of its
operations and its cash flows for the three years ended December 31, 1995, in conformity with

generally accepted accounting principles.

Arthur Andersen Lip

Washington, D.C. December 17, 1996
Deltek Systems, Inc.

Balance Sheets (In Thousands, Except Share Data)

DECEMBER 31, PRO FORMA
----------------- SEPTEMBER 30, SEPTEMBER 30,
1994 1995 1996 1996
(UNAUDITED)
ASSETS
Current assets:
Cash and cash equivalents............ccvvvuuunn.. $ 1,866 $ 4,393 $ 4,698 $ 4,698
Marketable securities.........cciviiiiiiinnnnn.. 2,049 3,128 -- --

Accounts receivable, net of allowance for
doubtful accounts of $256, $343, and $207,
respectively. ... i e e 4,153 6,042 8,437 8,437



B VZ=T o oo s I TP 140 100 241 241
Prepaid expenses and other current assets....... 519 574 600 600
Total current assetsS........cvvvvunnnnn. 8,727 14,237 13,976 13,976

Furniture, equipment, and leasehold improvements,

at cost, net of accumulated depreciation and

amortization of $1,247, $1,630, and $2,007,

TespeCtively. . v vttt e 1,061 1,299 1,708 1,708
Computer software development costs, at cost, net

of accumulated amortization of $956, $1,232, and

$1,666, respectively....o.iiiii i 1,718 2,547 2,564 2,564
Other assets.....viiiiiiiiennnnneennenennnnnnnnnn -- -- 130 130
Total @ssets. ... $11,506  $18,083 $18,378 $18,378
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued expenses........... $ 1,106 $ 1,724 $ 2,909 $ 2,909
Accrued dividends payable................ ..., -— 2,594 -- 2,300
Short-term notes payable to shareholders........ - -- -- 4,000
Deferred revenuUe. .......cuuiiiiiineeinnnnennnnnn 3,597 4,916 8,282 8,282
Deferred income taXesS......oviiininnnnnennnnnnns -- -- -- --
Total current liabilities............... 4,703 9,234 11,191 17,491
Commitments (Note 7)
Shareholders' equity:
Preferred stock, $0.001 par value per share;
2,000,000 shares authorized; none issued or
outstanding. ......oiiiiii it e e - -- -- --
Common stock, $0.001 par value; 45,000,000
shares authorized; 15,018,750 and 15,050,250
shares issued and outstanding at December 31,
1994 and 1995, respectively, and 15,162,750
shares issued and outstanding at September
30, 1996. .ttt e e e e e e 15 15 15 15
Paid-in capital.......c.ciiiiiiiiiin it 62 75 1,936 1,936
Retained €arnNings......uoeeiiieeennneennnneennnn 6,726 8,736 5,758 (542)
Unrealized gain on marketable securities........ - 23 --
6,803 8,849 7,709 1,409
Less -- Unearned compensation................... - -- 522 522
Total shareholders' equity.............. 6,803 8,849 7,187 887
Total liabilities and shareholders'
EQUItY . ittt i e e $11,506  $18,083 $18,378 $18,378

The accompanying notes are an integral part of these balance sheets.

Deltek Systems, Inc.

Statements of Operations (In Thousands, Except Per Share
Data)

NINE MONTHS

ENDED
YEAR ENDED DECEMBER 31, SEPTEMBER 30,
1993 1994 1995 1995 1996
(UNAUDITED)
Revenues:

LiCENSE TEES .ttt ittt ettt ettt e $ 7,551 $ 7,360 $ 9,720 $ 6,064 $ 8,422
YD YA Ko Y3 10,093 12,545 15,154 10,863 14,548
Third-party equipment and software............. 1,773 1,451 1,975 1,591 1,401

19,417 21,356 26,849 18,518 24,371



Operating expenses:

Cost of software......c.oviiiii it innnnnnn 665 766 893 584 1,047
Cost of services.....uveiinii it iiiiinnnnnn 3,611 4,171 5,151 3,470 5,995
Cost of third-party equipment and software..... 1,298 1,054 1,580 1,247 1,147
Software development..........coiiiiiiinnnnnnn. 3,931 3,877 4,934 3,436 4,658
Sales and marketing.........cuiiiiiiiiinnnnnnn. 1,538 1,852 2,743 1,995 2,467
General and administrative..............c.oov.... 1,285 1,593 1,875 1,337 1,721
Stock option compensation...................... -- -- -- -- 867
Purchased in-process research and
development. .o u ittt it i e e e -- -- -- -- 394
Total operating expenses............... 12,328 13,313 17,176 12,069 18,296
Income from operations...........c.ceeueeeeeennnnnn 7,089 8,043 9,673 6,449 6,075
Interest income. ... ..ottt iiinneeeennnns 242 257 393 295 287
Income before state income taxes................. 7,331 8,300 10,066 6,744 6,362
Provision for state income taxes................. 51 65 45 34 75
Net dncome. . ...t $ 7,280 $ 8,235 $10,021 $ 6,710 $ 6,287
Pro forma statement of operations data
(unaudited):
Income before provision for income taxes, as
reported. ... i i e $ 7,331 $ 8,300 $10,066 $ 6,744 $ 6,362
Income tax provision..........eieiiiinneeennnns 2,787 3,156 3,827 2,564 2,483
Net dncome. ......couiiiiiiiininnnnnnnennnnnnnnnn $ 4,544 $ 5,144 $ 6,239 $ 4,180 $ 3,879
Net income per share..........ovviiiinnnnnnnn.. $ 0.40 $ 0.25
Weighted average shares outstanding............ 15,552 15,555

The accompanying notes are an integral part of these statements.

Deltek Systems, Inc.

STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY FOR THE YEARS ENDED
DECEMBER 31, 1993, 1994, AND 1995, AND THE NINE MONTHS ENDED SEPTEMBER 30, 1996
(UNAUDITED) (IN THOUSANDS, EXCEPT SHARE DATA)

COMMON STOCK UNREALIZED
—————————————————————— GAIN ON
TOTAL
PAR PAID-IN RETAINED MARKETABLE UNEARNED
SHAREHOLDERS'
SHARES VALUE CAPITAL EARNINGS SECURITIES COMPENSATION

EQUITY
Balance, December 31, 1992...... 15,000,000 $15 $ -- $ 6,012 $ -- $ -
$ 6,027

Cash dividends................ -- -- -- (6,647) -- --
(6,647)

Exercise of stock options..... 418,500 - 42 -- - -
42

Common stock purchased and

retired......ooiviiiin... (419,250) -- -- (936) -- --

(936)

Net income.........civvunnnn. -— - - 7,280 -- -
7,280
Balance, December 31, 1993...... 14,999,250 15 42 5,709 -— -—
5,766

Cash dividends................ -- -- -- (7,186) -- --
(7,186)

Exercise of stock options..... 87,000 -- 20 - -- --
20

Common stock purchased and

retired........ovviiiian... (67,500) -- -- (32) -- --

(32)



Net income............. ... ... --

8,235
Balance, December 31, 1994...... 15,018,750
6,803

Cash dividends................ --
(5,417)

Accrued dividends payable..... --
(2,594)

Exercise of stock options..... 31,500
13

Unrealized holding gain on
marketable securities...... --
23
Net income............. ... ... --
10,021
Balance, December 31, 1995...... 15,050,250
8,849
Cash dividends................ -
(9,265)
Exercise of stock options..... 10,500
5
Acquisition of the Allegro
Group, Inc............. ... 102,000
408
Unrealized holding gain on
marketable securities...... -
(23)
Conversion of book value plan
to fair value plan (Note

926
Net income.................... --
6,287
Balance, September 30, 1996
(unaudited)........ovvuvnn... 15,162,750
$ 7,187

The accompanying notes are an integral part of these statements.

Deltek Systems, Inc.

$15

408

$ 1,936

8,235
6,726
(5,417)

(2,594)

10,021
8,736

(9,265)

6,287

$ 5,758

23 --
23 --
(23) --
-- (522)
$ -- $ (522)

STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 1993, 1994, AND
1995, AND THE NINE MONTHS ENDED SEPTEMBER 30, 1995 AND 1996 (UNAUDITED) (IN

THOUSANDS)

Cash flows from operating activities:
Net dncome. ... ..ttt
Adjustments to reconcile net income to net
cash provided by operating activities --
Depreciation and amortization...........
Compensation, noncash...................

Purchased research and development,

noncash charge...........coiiiiieeenn.

Loss (gain) on disposal of fixed
= F = o

$ 7,280

1994

$ 8,235

YEAR ENDED DECEMBER 31,
1993

1995

$ 10,021

NINE MONTHS
ENDED
SEPTEMBER 30,
1995 1996

(UNAUDITED)

$ 6,710 $ 6,287

427 797
- 926
-- 394
(2) --



Accreted interest on marketable

SECULITI@S . it i ittt iiiieieineeennnaenn - (30) (61) (59) 61
Change in accounts receivable, net...... (599) (1,114) (1,889) (1,394) (2,395)
Change in prepaid expenses, inventories,
and other current assets.............. (145) (204) (15) 35 (167)
Change in accounts payable and accrued
EXPENSES e v vttt ittt (22) (157) 618 938 1,186
Change in deferred revenue.............. 436 2,142 1,319 1,514 3,223
Net cash provided by operating
activities.........iiiiiiiinnnnn 7,474 9,633 10,671 8,169 10,312
Cash flows from investing activities:
Sale (purchase) of marketable securities... - (2,006) (993) (1,011) 3,068
Purchase of property and equipment......... (476) (516) (642) (473) (769)
Capitalization of computer software
development COStS....vvir e ennennn.. (351) (1,411) (1,105) (1,019) (452)
Net cash (used in) provided by
investing activities............. (827) (3,933) (2,740) (2,503) 1,847
Cash flows from financing activities:
Cash dividends paid to stockholders........ (6,647) (7,186) (5,417) (5,412) (11,859)
Cash proceeds from exercise of stock
OPEAONS . vttt e e e 52 20 13 11 5
Treasury stock purchased and retired....... (937) (32) -- - -
Net cash used in financing
activities......... ... (7,532) (7,198) (5,404) (5,401) (11,854)
Net increase (decrease) in cash and cash
equivalents. .ot e (885) (1,498) 2,527 265 305
Cash and cash equivalents, beginning
Jo 3 S V7T T 4,249 3,364 1,866 1,866 4,393
Cash and cash equivalents, end of year....... $ 3,364 $ 1,866 $ 4,393 $ 2,131 $ 4,698
Supplemental disclosure of cash flow
information:

Allegro acquisition (Note 2)............... -- -- -- -- --
Cash paid during the year for income
BAXES e ittt ettt $ 56 $ 65 $ 45 $ - $ -

The accompanying notes are an integral part of these statements.

Deltek Systems, Inc.

NOTES TO FINANCIAL STATEMENTS AS OF DECEMBER 31, 1993, 1994, 1995, AND
SEPTEMBER 30, 1996 (UNAUDITED)

1. Organization and Summary of Significant Accounting
Polices:

Deltek Systems, Inc. (the "Company"), was incorporated in 1983 under the laws of the Commonwealth
of Virginia. The Company designs, develops, sells and supports a family of integrated software
products that provide project-oriented businesses with tools to manage, operate and grow their
operations. The Company's family of software products consists of Costpoint, the Company's
advanced client/server, enterprise-level business software system designed for project-oriented
organizations; System 1, a DOS-based accounting and management system designed primarily for
organizations providing goods and services under contracts with the federal government; Electronic

Timesheet, an employee timekeeping system; and Allegro, a project and resource management tool.



Recapitalization and Stock Split On December 13, 1996, the Company amended its Articles of
Incorporation to increase the number of authorized shares of common stock to 45,000,000 and to
authorize 2,000,000 shares of undesignated preferred stock. The Company's Board of Directors has
the authority, without further action by the shareholders, to issue such preferred stock in one or more
series and to fix the terms and rights of the preferred stock. Such actions by the Board of Directors
could adversely affect the voting power and other rights of the holders of common stock. Preferred
stock could thus be issued quickly with terms that could delay or prevent a change in control of the
Company or make removal of management more difficult. At present, the Company has no plans to

issue any of the preferred stock.

On December 13, 1996, the Board of Directors effected a three-for-one stock split by means of a stock
dividend. The stock split has been reflected retroactively in the financial statements for all periods

presented.

Pro Forma Financial Information (Unaudited) The pro forma financial information gives effect to the
planned declaration of a $6.3 million distribution to the Company's shareholders, representing
undistributed previously taxed S Corporation earnings as of September 30, 1996, assuming the
Company had terminated its S Corporation status as of that date. On a pro forma basis, this amount is
recorded as $2,300,000 in accrued dividends payable and $4,000,000 in short-term notes payable. The
deferred tax liability that would have been recorded if the Company had terminated its S Corporation
status as of September 30, 1996 would not have been material. Pro forma net income is based on the

assumption that the Company's S Corporation status was terminated at the beginning of each year.
Net Income Per Share

Net income per common and equivalent shares is based on the weighted average equivalent shares
outstanding during the period and assumes the dilutive effect of all options as if they were outstanding
for all periods presented prior to the offering (using the treasury stock method and assuming a per
share price of $12.00).

Primary earnings per share are not presented because the difference between these amounts and the

amounts presented is not material.

Management's Use of Estimates The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the

date of the financial statements and the

Deltek Systems, Inc.

Notes to Financial Statements -- (Continued)

reported amounts of revenues and expenses during the reporting period. Actual results could differ

from those estimates.



Revenue Recognition

The Company grants perpetual licenses under a standard license agreement. The Company historically
has granted its customers the right to return its software products for a refund of the license fee during
a refund period which is generally 60 to 90 days from the date of the license agreement, although the
Company occasionally has provided, and may in the future provide, longer refund periods for larger,
more complex Costpoint installations. The Company recognizes license fees from its System 1 and
Electronic timesheet products upon delivery, whereas Costpoint license fees are recognized upon the
expiration of the applicable refund period and are recorded as deferred revenue until recognized (Note
6). For contracts that involve significant installment payments, the Company also evaluates whether
fees are fixed and determinable. If the fees are not fixed and determinable, the Company defers the
recognition of revenue until the payments become due. Implementation and other consulting services
are provided on a time and materials basis, billed monthly or semi-monthly and recognized as the
services are performed. Telephone support and periodic enhancements and updates are provided for
maintenance fees that are payable quarterly and initially represent between 15% and 20% of the
related software license fee on an annual basis. Revenue from quarterly maintenance and support
service is recognized over the term of the support, which is generally three months. Revenue from
third-party equipment and software is derived from the resale and sublicensing of third-party
hardware and software products in connection with the license and installation of the Company's

systems and is generally recognized upon delivery.

The American Institute of Certified Public Accountants (the "AICPA") recently approved for exposure a
draft Statement of Position (the "Exposure Draft") that would supersede SOP 91-1, Software Revenue
Recognition. The Exposure Draft provides additional guidance to multiple elements: returns,
exchanges, and platform transfer rights; resellers; services; funded software-development
arrangements; and contract accounting. If approved, the Exposure Draft would need to be
implemented for years beginning after December 15, 1996. While the Company is still analyzing the
Exposure Draft, it believes that the proposed changes will not have a material adverse financial impact

on the Company.

Cash and Cash Equivalents The Company considers all highly liquid investments purchased with an

original maturity of three months or less to be cash equivalents.

Furniture, Equipment and Leasehold Improvements Furniture and equipment are stated at cost and
are depreciated using the straight-line method over the estimated useful lives of the assets, which are
generally five years. Leasehold improvements are amortized over the shorter of the useful life of the

asset or the lease term.
Inventories

Inventories are valued at the lower of cost (first-in, first-out) or market. Inventories consist principally

of equipment purchased for resale and software user manuals.



Capitalized Computer Software Development Costs Computer software development costs for
products are capitalized subsequent to the establishment of technological feasibility, as evidenced by
detailed program designs. Capitalization ceases when the products are available for general release to

customers, at which time amortization of the capitalized costs begins on a

Deltek Systems, Inc.

Notes to Financial Statements -- (Continued)

straight-line basis over the estimated lives of the products, which are generally five years. Amortization
expense of approximately $208,000, $406,000, $276,000, and $434,000 was recorded related to these
costs during 1993, 1994, 1995, and for the nine months ended September 30, 1996, respectively, and
is included in cost of software.

Marketable Securities Effective January 1, 1994, the Company adopted the fair value method of
accounting for certain investments in debt and equity securities under Statement of Financial
Accounting Standards ("SFAS") No. 115, Accounting for Certain Investments in Debt and Equity
Securities. The adoption of SFAS No. 115 had no effect on the Company's financial position or results
of operations in the year ended December 31, 1994. At acquisition, debt and equity securities are
classified into three categories: held-to-maturity, available-for-sale, or trading. At each reporting date,

the appropriateness of the classifications is reassessed.

Included in the balance sheets at December 31, 1994 and 1995 are marketable securities of
approximately $2,049,000 and $3,103,000, respectively, that are U.S. Treasury securities classified as
available-for-sale and recorded at fair value. As of December 31, 1995, the Company recorded an
unrealized gain of approximately $23,000 as a separate component of shareholders' equity. No

unrealized gain or loss was recorded at December 31, 1994, as fair value approximated cost.

Concentrations of Credit Risk Financial instruments that potentially subject the Company to
significant concentrations of credit risk consist principally of cash and cash equivalents, marketable
securities, and accounts receivable. The Company maintains cash and cash equivalents with high credit
quality financial institutions. Marketable securities consist primarily of U.S. Treasury securities with
original maturities at date of purchase beyond three months. The credit risk with respect to accounts
receivable is generally diversified due to the large number of entities comprising the Company's
customer base. The Company performs ongoing credit evaluations of its customers' financial condition
and maintains allowances for potential credit losses. Actual losses and allowances have been within

management's expectations.

Fair Value of Financial Instruments Financial instruments are defined as cash, evidence of an
ownership interest in an entity, or a contract that imposes an obligation to deliver cash or other

financial instruments to a second party. The carrying amounts of current assets and current liabilities



in the accompanying financial statements approximate fair value due to the short maturity of these

instruments.
Income Taxes

The Company has elected to be treated as an S Corporation for federal income tax purposes.
Accordingly, income or loss is prorated among the stockholders and reported on their individual
income tax returns. The accompanying statements include a provision for state income taxes related to

certain states that do not recognize S Corporation status for state income tax purposes.

Income taxes are accounted for in accordance with SFAS No. 109, Accounting for Income Taxes. Under
SFAS No. 109, deferred tax assets and liabilities are computed based on the difference between the
financial statement and tax basis of assets and liabilities are measured by applying enacted tax rates
and laws for the taxable years in which those differences are expected to reverse. As of December 31,
1994 and 1995, differences between the financial statement and tax basis of assets and liabilities in
states not recognizing S Corporation status were insignificant. On a pro forma basis, the deferred tax
liability that would have been recorded if the Company had terminated its S Corporation status as of’

September 30, 1996 would not have been material.

Deltek Systems, Inc.

Notes to Financial Statements -- (Continued)

Impairment of Long-Lived Assets The Company complies with SFAS No. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of. The Company reviews
its long-lived assets, including software development costs; property, plant, and equipment;
identifiable intangibles; and goodwill, for impairment whenever events or changes in circumstances
indicate that the carrying amount of the assets may not be fully recoverable. To determine
recoverability of its long-lived assets, the Company evaluates the probability that future undiscounted
net cash flows, without interest charges, will be less than the carrying amount of the assets. Impairment

is measured at fair value.

Interim Financial Statements The accompanying interim unaudited consolidated financial statements,
as of September 30, 1996, and for the nine months ended September 30, 1995 and 1996, of the
Company have been prepared by the Company and have not been audited. Certain information and
footnote disclosures normally included in financial statements presented in accordance with generally
accepted accounting principles have been omitted from the accompanying interim statements. The
Company believes that the disclosures made are adequate to prevent the information presented from

being misleading.

In the opinion of the Company, the accompanying interim unaudited consolidated financial statements
reflect all adjustments (which include only normal recurring adjustments) necessary to present fairly
the financial position of the Company as of September 30, 1996, and the results of its operations and



its cash flows for the nine months ended September 30, 1995 and 1996.

2. Allegro Acquisition:

On September 18, 1996, the Company acquired, in a tax-free exchange, from The Allegro Group, Inc.
("Allegro"), substantially all of the assets relating solely to Allegro's software business, and assumed
certain related liabilities, in exchange for 102,000 shares of the Company's common stock, valued at

$4.00 per share. The Company recorded the acquisition using the purchase method of accounting.

Upon evaluation, the Company assigned approximately $130,000 to intangible assets and is
amortizing this amount over five years. The Company assigned $394,000 to in-process research and
development and expensed this amount. In the opinion of management, the acquired in-process
research and development had not yet reached technological feasibility and had no alternative future
uses. The Company recorded approximately $140,000 in assumed liabilities of Allegro, primarily

related to deferred consulting revenue.

In addition, the Company entered into a three-year employment agreement beginning October 1,
1996, with the two principals of Allegro for a base salary and incentive compensation based upon

revenue and profit growth of the Allegro division of the Company.

3. Accounts Receivable:

The Company periodically licenses its software to certain customers under monthly installment plans.
Unbilled accounts receivable that relate primarily to installment sales were approximately $1,697,000

and $1,490,000 at December 31, 1994 and 1995, respectively, and $3,220,000 at September 30, 1996

(unaudited). Installment plans extending longer than four months are generally interest-bearing.

Deltek Systems, Inc.
Notes to Financial Statements -- (Continued)

4. Accounts Payable and Accrued Expenses:

Accounts payable and accrued expenses consist of the following:

DECEMBER 31,

--------------- SEPTEMBER 30,

1994 1995 1996
(UNAUDITED)

(IN THOUSANDS)
Accrued wages and other employee benefits................ $ 742 $ 942 $ 1,579
Deferred rent credit..... ..ot iiiiiinennns 116 70 52



Accounts payable and other accrued expenses.............. 248 712 1,278
$1,106  $1,724 $ 2,909

5. Credit Facilities:

The Company has an unused credit facility with a bank providing for a $1,000,000 operating capital
line of credit and a $100,000 equipment loan facility to fund fixed-asset acquisitions. Loans under both
facilities are secured by substantially all of the Company' s assets. Borrowings under the operating
capital line of credit bear interest at the lender's prime rate. Borrowings under the equipment loan
facility bear interest at the prime rate plus 1/2%, or the lender's cost of funds plus 2%. Borrowings
under the operating capital line of credit are limited to 80% of eligible billed receivables, as defined.
Borrowings under the equipment loan facility are limited to 100% of the cost of equipment purchased.
The prime rate was 8.5% at December 31, 1995. The lender's cost of funds ranged from 5.4 to 5.5%,
based upon the term of the loan, at December 31, 1995. Subsequent to year-end, the credit facility was
renewed and will expire on April 30, 1997, subject to the condition that the Company maintains
minimum working capital of at least $1,500,000; a ratio of debt-to-tangible net worth, as defined, of

not more than 3.75:1.0; and a minimum current ratio, as defined, of 1.1:1.0.

6. Deferred Revenue:

The Company had deferred revenue of approximately $1,934,000 and $2,786,000 as of December 31,
1994 and 1995, respectively, and $5,029,293 at September 30, 1996 (unaudited), attributable to the
sales of licenses of Costpoint software. The revenue related to Costpoint will be recognized upon the
expiration of the refund period, right of return, generally 60 to 90 days from the date of sale, and the
fulfillment of any significant vendor obligations (Note 1). Also included in deferred revenue is ongoing

software support and consulting and training services.

7. Commitments:

Office Space Lease

The Company leases office space under noncancelable operating leases. Minimum rental expense is
recognized on a straight-line basis over the term of the lease, regardless of when payments are due.
Rent expense was approximately $757,000 and $809,000 for the years ended December 31, 1994 and
1995, respectively. The Company's primary lease expires in 1999.

Deltek Systems, Inc.
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As of December 31, 1995, the future minimum lease payments are as follows:



Year Ending December 31, Amount (In Thousands)

1996 e ettt e e e e $ 915
1907 o et e 915
1051 S 915
1990 . ittt 229

$2,974

Profit-Sharing Plan

The Company has a 401(k) profit-sharing plan covering all eligible employees. Employees are eligible
to participate in the plan after they have completed six months of service. Once the eligibility
requirement is satisfied, employees may become participants on the earlier of the first day of the plan
year or the first day of the seventh month of the plan year coinciding with the employees' eligibility.
Company contributions vest ratably over five years. The Board of Directors approved a contribution of
5% of eligible compensation for 1994 and 1995. The Company's contribution for 1994 and 1995 was
approximately $324,000 and $438,000, respectively.

8. Employee Stock Option Plans:

1987 Employee Stock Option Plan Prior to April 1, 1996, the Company's sole stock option plan was
the 1987 Employee Stock Option Plan (the "Book Value Plan"), a nonqualified plan under which
900,000 shares of common stock were originally reserved for issuance. In December 1996, the Board
of Directors reduced the number of shares of common stock reserved for issuance under the Plan to
equal the number of shares issuable upon the exercise of options outstanding at September 30, 1996.
The exercise price of options granted under the Book Value Plan was based on the book value per share
at the end of the fiscal year immediately preceding the grant, reduced by any dividends declared by the
Company related to the previous year. The Company recorded compensation expense based on the
change in the formula price per share and the exercise price of the option. Options are exercisable over

ten years, subject to a five-year vesting period.

Options granted pursuant to the Book Value Plan are generally nontransferable, and shares issued
pursuant to the exercise of these options are subject to a right of first refusal by the Company. Since the
Company has over 30 shareholders at December 31, 1995, under the provisions of the Book Value
Plan, the Company may decline to accept a notice of exercise of vested options. This provision expires
upon a sale of the Company or upon the initial public offering of the Company's common stock. In the
event that an employee ceases to be employed, the Company will have the right, but not the obligation,

to purchase at a specified price all the stock purchased by the former employee.

In June 1996, the Company amended the Book Value Plan to change the exercise price of future
options to be granted thereunder from a formula price based on book value to the fair market value of
the underlying common stock. As a result, the Company recorded a non-recurring, non-cash charge to

operations in the amount of $867,000, representing the aggregate difference between the exercise



price of outstanding vested options and $4.00 per share, the appraised market value of the underlying
common stock at June 30, 1996. Additional compensation charges of up to $522,000 will be recorded

through December 31, 1998, as outstanding options continue to vest under this plan.

Deltek Systems, Inc.
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Employee Time Accelerated Stock Option Plan On April 1, 1996, the Company created the Employee
Time Accelerated Stock Option Plan (the "Accelerated Plan"), under which 1,500,000 shares of
common stock are reserved for issuance, and granted options thereunder to purchase 648,000 shares at
an exercise price of $4.00 per share, the appraised value of the common stock on the date of grant.
Since the exercise price of these options is equal to the appraised fair value of the common stock on the
date of grant, the Company recorded no compensation expense in accordance with Accounting
Principles Board ("APB") Opinion No. 25, Accounting for Stock Issued to Employees. These options
vest 100% on January 1, 2004. However, in the event of an acquisition or an initial public offering of
the Company's common stock, these options will vest ratably over a five year period from the date of
grant. Other provisions of the Accelerated Plan are consistent with the Book Value Plan described

above.

1996 Stock Option Plan The Company's Board of Directors and the shareholders of the Company
adopted a new 1996 Stock Option Plan (the "1996 Option Plan") in December 1996. A total of 900,000
shares of common stock have been reserved for issuance under the 1996 Option Plan. No options have
been granted. The 1996 Option Plan provides for grants of incentive stock options to employees
(including officers and employee directors) and for grants of nonstatutory options to employees,

nonemployee directors and consultants.

The exercise price of incentive stock options granted under the 1996 Option Plan must not be less
than the fair market value of the common stock on the date of the grant, and the exercise price of
nonstatutory options must not be less than 85% of the fair market value of the common stock on the
date of the grant. With respect to any optionee who owns stock representing more than 10% of the
voting power of all classes of the Company's outstanding common stock, the exercise price of any
incentive stock option must be equal to at least 110% of the fair market value of the common stock on
the date of the grant, and the term of the option must not exceed five years. The terms of all other

options may not exceed 10 years.

1996 Employee Stock Purchase Plan The Company's 1996 Employee Stock Purchase Plan (the
"Purchase Plan") was adopted by the Company's Board of Directors and approved by the shareholders
of the Company in December 1996. A total of 400,000 shares of common stock have been reserved for
issuance under the Purchase Plan. The Purchase Plan permits eligible employees to purchase common
stock through payroll deductions at a price equal to 85% percent of the lower of fair market value of

the common stock on the first day of the offering period or the last day of the offering period.
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Summary Activity

The following table summarizes the activity of all the Company's stock option plans:

NUMBER PRICE
OF SHARES PER SHARE
Shares under option, December 31, 1993................. 435,000 $0.075 -- $0.392
Options granted.......ouiiiiiiitiiinneeinnnenennnens 33,000 0.443
Options canceled. ......coviiiiiiiiinneieiennnnnnnnn (61,500) --
OPtions eXerCised. .. v i it it (87,000) 0.075 -- 0.392
Shares under option, December 31, 1994................. 319,500 0.249 -- 0.443
Options granted.......ouiiiiiiitiiinneeinnnenennnens 144,000 0.517
Options canceled. ......c.viiiiiiinineiieieeeennnnnnnn (24,000) 0.304 -- 0.392
Options eXerCised. .. v i i i it i it (31,500) 0.249 -- 0.517
Shares under option, December 31, 1995................. 408,000 0.249 -- 0.517
Options granted........ouiiiiiin i nnnenennnnns 657,000 4.000
Options canceled. ......coviiiiiiinineeiieieeeennnnnnnn (18,000) 0.517 -- 4.000
Options eXerCised. .. v i i i it i it (10,500) 0.392 -- 4.000
Shares under option, September 30, 1996 (unaudited).... 1,036,500 0.249 -- 4.000

As of December 31, 1995, a total of 21,750 shares of common stock were available for future option
grants under the Book Value Plan. Of the options outstanding at December 31, 1995, options to
purchase 200,400 shares are immediately exercisable at exercise prices ranging from $0.249 to $0.517

per share.

In October 1995, the Financial Accounting Standards Board issued SFAS No. 123, Accounting for
Stock-Based Compensation, which is effective for the Company's December 31, 1996 financial
statements. SFAS No. 123 allows companies to either account for compensation under the new
provisions of SFAS No. 123 or the provision of APB No. 25, Accounting for Stock Issued to Employees,
but requires pro forma disclosure in the footnotes to the financial statements as if the measurement
provisions of SFAS No. 123 had been adopted. The Company intends to continue accounting for its
stock-based compensation in accordance with the provisions of APB No. 25. As such, the adoption of

SFAS No. 123 will not impact the financial position or the results of operations of the Company.

No dealer, sales representative or any other person has been authorized to give any information or to
make any representations in connection with this offering other than those contained in this
Prospectus, and, if given or made, such information or representations must not be relied upon as
having been authorized by the Company, any Selling Shareholder or the Underwriters. This Prospectus
does not constitute an offer to sell or a solicitation of an offer to buy any of the securities offered
hereby in any jurisdiction to any person to whom it is unlawful to make such offer in such jurisdiction.
Neither the delivery of this Prospectus nor any sale made hereunder shall, under any circumstances,
create any implication that the information contained herein is correct as of any time subsequent to

the date hereof or that there has been no change in the affairs of the Company since such date.
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Information Not Required in Prospectus

ltem 13. Other Expenses of Issuance and Distribution.

The following table sets forth all costs and expenses, other than underwriting discounts and
commissions, payable by the Registrant and the Selling Shareholders in connection with the sale and
distribution of the securities being registered. All amounts shown are estimates except the Securities
and Exchange Commission registration fee, the NASD filing fee and The Nasdaq National Market

application fee.

TO BE PAID BY TO BE PAID BY

THE THE SELLING
REGISTRANT SHAREHOLDERS TOTAL

Securities and Exchange Commission registration fee........ $ 6,697 $ 6,441 $ 13,138
NASD Tiling TEE. et iiii ittt ittt ittt eeenneeannnaenns 2,710 2,126 4,836
Nasdag National Market application fee..................... 56,867 -- 56,867
Accounting fees and eXPenses........uuiireeeeenennnnnnnnnnn 100,000 -— 100,000
Legal fees and eXPeNnSeS.....uueeeeeeeeeeeeeeeeeennnnnnnnnn 210,000 15,000 225,000
Printing and engraving fees and expenses............ccco... 125,000 -- 125,000
Transfer agent and registrar fees..........oiiiiiiin... 15,000 - 15,000
Blue Sky qualification fees and expenses............ccuuu... 5,000 -- 5,000
Directors' and Officers' liability insurance............... 75,000 -- 75,000
MiSCellanEoUs EXPENSES .« v vt v et ttneeeeeenneeeeenneeeennnnns 28,726 1,433 30,159

e = 1 AN $ 625,000 $ 25,000 $650,000

[tem 14. Indemnification of Directors and Officers.

Section 10 of the Virginia Stock Corporation Act (the "VSCA") allows for indemnification, in certain
circumstances, by a corporation of any person threatened with or made a party to any action, suit or
proceeding by reason of the fact that he or she is, or was, a director, officer, employee or agent of such
corporation. The Registrant's Articles of Incorporation (Exhibit 3.1) provide for mandatory
indemnification of its directors and officers and for discretionary indemnification of any employee or
agent to the full extent permitted by the VSCA, including in circumstances in which indemnification is
otherwise discretionary under the VSCA. In addition, the Registrant intends to enter into separate
indemnification agreements (Exhibit 10.10) with its directors and officers which would require the
Registrant, among other things, to indemnify them against certain liabilities which may arise by reason
of their status or service (other than liabilities arising from willful misconduct or knowing violation of
the criminal law). These indemnification provisions may be sufficiently broad to permit
indemnification of the Registrant's officers and directors for liabilities (including reimbursement of

expenses incurred) arising under the Securities Act of 1933, as amended (the "Securities Act").

The Underwriting Agreement (Exhibit 1.1) provides for indemnification by the Underwriters of the
Registrant and its officers and directors for certain liabilities arising under the Securities Act, or

otherwise.



At present, there is no pending litigation or proceeding involving a director, officer, employee or other
agent of the Registrant in which indemnification is being sought nor is the Registrant aware of any
threatened litigation that may result in a claim for indemnification by any director, officer, employee or

other agent of the Registrant.

Item 15. Recent Sales of Unregistered Securities.

(a) Since December 31, 1993, the Registrant has sold and issued the following securities, as adjusted to
give effect to the three-for-one stock split effected in December 1996:

(i) The Company issued 102,000 shares of its Common Stock in connection with its acquisition of The

Allegro Group, Inc., which was consummated on September 15, 1996.

(ii) The Company has granted options to purchase an aggregate of 834,000 shares of its Common

Stock to employees pursuant to its option plans.

(iii) The Company has issued an aggregate of 133,500 shares of its Common Stock upon exercise of
employee stock options.

(b) There were no underwriters, brokers or finders employed in connection with any of the transactions
set forth in Item 15(a).

(c) The issuance described in Item 15(a)(i) was deemed to be exempt from registration under the
Securities Act in reliance upon Section 4(2) thereof as a transaction not involving any public offering,
The issuances described in Item 15(a)(ii) and (iii) were deemed exempt from registration under the

Securities Act in reliance upon Rule 701 promulgated thereunder.

ltem 16. Exhibits and Financial Statement Schedules.

(a) The following exhibits are filed with this Registration Statement:

Exhibit Number Exhibit Title

*1.1 Form of Underwriting Agreement (draft dated December , 1996).
3.1 Amended and Restated Articles of Incorporation of the Registrant.
3.2 Amended and Restated Bylaws of the Registrant.
*4.1 Specimen Common Stock certificate of the Registrant.
*5.1 Opinion and Consent of Gray Cary Ware & Freidenrich, A Professional Corporation.
10.1 1987 Employee Stock Option Plan.
10.2 Employee Time Accelerated Stock Option Plan.
10.3 1996 Stock Option Plan.
10.4 1996 Employee Stock Purchase Plan.
+10.5 OEM Software License Agreement by and between the Company and Centura Software
Corporation dated as of March 1, 1993, as amended.
+10.6 Cognos Desktop OEM Agreement by and between the Company and Cognos Corporation
dated as of February 28, 1994, as amended.
+10.7 Micro Focus 0SX Application Vendor License Agreement by and between the Company

and Micro Focus Incorporated dated as of June 10, 1993, as amended.
10.8 Agreement of Lease by and between the Company and Tysons Corner Limited



Partnership, dated as of November 12, 1991, as amended.

10.9 Agreement of Lease by and between the Company and Tysons Corner Limited
Partnership, dated as of November 12, 1992, as amended.
%10.10 Form of Indemnity Agreement for officers and directors.
x10.11 Form of Tax Indemnification Agreement.
11.1 Computation of per share earnings.
23.1 Consent of Arthur Andersen LLP.
*23.2 Consent of Gray Cary Ware & Freidenrich, A Professional Corporation. Reference

is made to Exhibit 5.1.

%¥23.3 Consent of Hazel & Thomas, P.C.

23.4 Consent of Darrell J. Oyer.

24.1 Power of Attorney. Reference is made to Page II-4.

27.1 Financial Data Schedule (filed in EDGAR format only).
*To be filed by amendment.

+ Confidential treatment has been requested as to a portion of this Exhibit.
(b) Financial Statement Schedules:

Report of Independent Public Accountants on Schedules Schedule II -- Valuation and Qualifying

Accounts

ltem 17. Undertakings.

The undersigned Registrant hereby undertakes to provide to the Underwriters at the closing specified
in the Underwriting Agreement certificates in such denominations and registered in such names as

required by the Underwriters to permit prompt delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to
directors, officers and controlling persons of the Registrant pursuant to the provisions referenced in
Item 14 of this Registration Statement, or otherwise, the Registrant has been advised that in the
opinion of the Securities and Exchange Commission such indemnification is against public policy as
expressed in the Securities Act and is, therefore, unenforceable. In the event that a claim for
indemnification against such liabilities (other than the payment by the Registrant of expenses incurred
or paid by a director, officer or controlling person of the Registrant in the successful defense of any
action, suit or proceeding) is asserted by such director, officer or controlling person in connection with
the securities being registered hereunder, the Registrant will, unless in the opinion of its counsel the
matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the
question whether such indemnification by it is against public policy as expressed in the Securities Act

and will be governed by the final adjudication of such issue.
The undersigned Registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act, the information omitted from
the form of Prospectus filed as part of this Registration Statement in reliance upon Rule 430A and
contained in the form of Prospectus filed by the Registrant pursuant to Rule 424 (b) (1) or (4) or 497(h)
under the Securities Act shall be deemed to be part of this Registration Statement as of the time it was

declared effective; and (2) For the purpose of determining any liability under the Securities Act of



1933, each posteffective amendment that contains a form of Prospectus shall be deemed to be a new
registration statement relating to the securities offered therein, and the offering of such securities at

that time shall be deemed to be the initial bona fide offering thereof.

Signatures

Pursuant to the requirements of the Securities Act of 1933, as amended (the "Securities Act") the
Registrant has duly caused this Registration Statement to be signed on its behalf by the undersigned,
thereunto duly authorized, in the City of McLean, State of Virginia, on the 19th day of December
1996.

Deltek Systems, Inc.

By: /s/ KENNETH E. DELASKI Kenneth E. deLaski President and Chief Executive Officer

Power of Attorney

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints Kenneth E. deLaski, and Alan R. Stewart, and each of them, as his true and
lawful attorney-in-fact and agent, with full power of substitution and resubstitution, for him and in his
name, place, and stead, in any and all capacities, to sign any and all amendments (including post-
effective amendments) to this Registration Statement and registration statements filed pursuant to
section 462(b) of the Securities Act, and to file the same, with all exhibits thereto, and other documents
in connection therewith, with the Securities and Exchange Commission, granting unto said attorneys-
in-fact and agents, and each of them, full power and authority to do and perform each and every act
and thing requisite and necessary to be done in connection therewith, as fully to all intents and
purposes as he might or could do in person, hereby ratifying and confirming all that said attorneys-in-
fact and agents, or either of them, or their or his substitute or substitutes, may lawfully do or cause to be

done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been

signed by the following persons in the capacities and on the dates indicated.

Signature Title Date

/s/ KENNETH E. DELASKI President, Chief Executive December 19, 1996
Bttt Officer and Director
(Kenneth E. delLaski) (Principal Executive
Officer
/s/ ALAN R. STEWART Chief Financial Officer December 19, 1996

- (Principal Financial and
(Alan R. Stewart) Accounting Officer)



/s/ DONALD DELASKI Chairman of the Board of December 19, 1996 - ~------mmmmmmmmmmo e
---------- Directors (Donald deLaski) /s/ ROBERT E. GREGG Director December 19, 1996 (Robert E.

Report of Independent Public Accountants

To Deltek Systems, Inc.:

We have audited in accordance with generally accepted auditing standards the consolidated financial
statements of Deltek Systems, Inc., included in this registration statement and have issued our report
thereon dated December 17, 1996. Our audits were made for the purpose of forming an opinion on the
basic financial statements taken as a whole. The schedule of valuation and qualifying accounts is the
responsibility of the Company's management and is presented for the purpose of complying with the
Securities and Exchange Commission's rules and is not part of the basic financial statements. This
schedule has been subjected to the auditing procedures applied in the audits of the basic financial
statements and, in our opinion, fairly states, in all material respects, the financial data required to be set
forth therein in relation to the basic financial statements taken as a whole.

Arthur Andersen Lip

Washington, D.C. December 17, 1996

Schedule I1

Deltek Systems, Inc.

VALUATION AND QUALIFYING ACCOUNTS FOR THE YEARS ENDED DECEMBER 31, 1993,
1994, 1995, AND THE NINE MONTHS ENDED SEPTEMBER 30, 1996 (UNAUDITED) (IN
THOUSANDS)

BEGINNING AMOUNTS CHARGED TO ENDING
BALANCE WRITTEN-OFF EXPENSE BALANCE
DECEMBER 31, 1993:
Bad-debt reserves..........iiiiiiiiiiiiiiann, $ 122 $(253) $264 $ 133
DECEMBER 31, 1994:
Bad-debt Teserves........ovviiinnenennnnnnnnns 133 (370) 493 256
DECEMBER 31, 1995:
Bad-debt reserves..........iiiiiiiiiiiiiiann, 256 (503) 590 343
SEPTEMBER 30, 1996 (UNAUDITED):
Bad-debt Teserves........oveevinnrnennnnnnnnns 343 (381) 245 207
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