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AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION ON MARCH 5, 1997

REGISTRATION NO. 333-

SECURITIES AND EXCHANGE COMMISSION WASHINGTON, D.C. 20549 FORM S-1 REGISTRATION

STATEMENT UNDER THE SECURITIES ACT OF 1933 GREAT PLAINS SOFTWARE, INC.

(EXACT NAME OF REGISTRANT AS SPECIFIED IN ITS CHARTER)

MINNESOTA                          7372                  45-0374871

(State or other jurisdiction    (Primary Standard Industrial   (I.R.S. Employer

of                 Classification Code Number)     Identification

incorporation or organization)                                      Number)

1701 S.W. 38TH STREET FARGO, NORTH DAKOTA 58103 (701) 281-0550 (ADDRESS, INCLUDING ZIP

CODE, AND TELEPHONE NUMBER, INCLUDING AREA CODE, OF REGISTRANT'S PRINCIPAL EXECUTIVE

OFFICES) DOUGLAS J. BURGUM GREAT PLAINS SOFTWARE, INC. 1701 S.W. 38TH STREET FARGO,

NORTH DAKOTA 58103 (701) 281-0550 (NAME, ADDRESS, INCLUDING ZIP CODE, AND TELEPHONE

NUMBER, INCLUDING AREA CODE, OF AGENT FOR SERVICE)

COPIES TO:

JAY L. SWANSON                            MARK G. BORDEN

DORSEY & WHITNEY LLP                        JEFFREY A. STEIN

PILLSBURY CENTER SOUTH                      HALE AND DORR LLP

220 SOUTH SIXTH STREET                       60 STATE STREET

MINNEAPOLIS, MINNESOTA 55402-1498            BOSTON, MASSACHUSETTS 02109

(612) 340-2600                            (617) 526-6000

APPROXIMATE DATE OF COMMENCEMENT OF PROPOSED SALE TO THE PUBLIC: AS SOON AS PRACTICABLE

AFTER THE EFFECTIVE DATE OF THIS REGISTRATION STATEMENT.

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 EARLIEST 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: / /

CALCULATION OF REGISTRATION FEE

PROPOSED            PROPOSED

TITLE OF EACH                          PROPOSED            MAXIMUM             MAXIMUM

AMOUNT OF

CLASS OF SECURITIES                     AMOUNT TO BE       OFFERING PRICE        AGGREGATE

REGISTRATION

TO BE REGISTERED                     REGISTERED(1)        PER UNIT(2)      OFFERING

PRICE(2)          FEE

COMMON STOCK, $.01 PAR VALUE...................... 3,450,000 SHARES $13.00 $44,850,000

$13,591 (1) INCLUDING 450,000 SHARES OF COMMON STOCK WHICH THE UNDERWRITERS HAVE THE

OPTION TO PURCHASE SOLELY TO COVER OVER-ALLOTMENTS, IF ANY.

(2) ESTIMATED SOLELY FOR THE PURPOSES OF CALCULATING 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 MARCH 5, 1997

3,000,000 SHARES

LOGO

GREAT PLAINS SOFTWARE, INC. COMMON STOCK (PAR VALUE $.01 PER SHARE) ALL OF THE

3,000,000 SHARES OF COMMON STOCK OFFERED HEREBY ARE BEING SOLD BY THE COMPANY. PRIOR TO

THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE COMMON STOCK. IT IS CURRENTLY

ESTIMATED THAT THE INITIAL PUBLIC OFFERING PRICE PER SHARE WILL BE BETWEEN $11.00 AND

$13.00. FOR FACTORS TO BE CONSIDERED IN DETERMINING THE INITIAL PUBLIC OFFERING PRICE,

SEE "UNDERWRITING."

SHARES OF COMMON STOCK ARE BEING RESERVED FOR SALE AT THE INITIAL PUBLIC OFFERING PRICE

TO RESELLERS OF THE COMPANY'S PRODUCTS AND SERVICES, DIRECTORS, OFFICERS AND EMPLOYEES

OF THE COMPANY AND CERTAIN OTHER PERSONS. SEE "UNDERWRITING." SUCH RESELLERS,

DIRECTORS, OFFICERS, EMPLOYEES AND OTHER PERSONS WILL PURCHASE, IN THE AGGREGATE, NOT

MORE THAN 15% OF THE COMMON STOCK OFFERED HEREBY.

SEE "RISK FACTORS" BEGINNING ON PAGE 7 FOR CERTAIN CONSIDERATIONS RELEVANT TO AN

INVESTMENT IN THE COMMON STOCK.

APPLICATION HAS BEEN MADE TO HAVE THE COMMON STOCK APPROVED FOR QUOTATION ON THE NASDAQ

NATIONAL MARKET UNDER THE SYMBOL "GPSI."

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.

INITIAL PUBLIC             UNDERWRITING

PROCEEDS TO

OFFERING PRICE             DISCOUNT(1)

COMPANY(2)

Per Share......................................             $                         $

$

Total (3)......................................             $                         $

$

(1) THE COMPANY HAS AGREED TO INDEMNIFY THE UNDERWRITERS AGAINST CERTAIN LIABILITIES,

INCLUDING LIABILITIES UNDER THE SECURITIES ACT OF 1933. SEE "UNDERWRITING."

(2) BEFORE DEDUCTING ESTIMATED EXPENSES OF $480,000 PAYABLE BY THE COMPANY.

(3) THE COMPANY HAS GRANTED TO THE UNDERWRITERS AN OPTION FOR 30 DAYS TO PURCHASE UP TO

AN ADDITIONAL 450,000 SHARES AT THE INITIAL PUBLIC OFFERING PRICE PER SHARE, LESS THE

UNDERWRITING DISCOUNT, SOLELY TO COVER OVER-ALLOTMENTS. IF SUCH OPTION IS EXERCISED IN

FULL, THE TOTAL INITIAL PUBLIC OFFERING PRICE, UNDERWRITING DISCOUNT AND PROCEEDS TO

COMPANY WILL BE $ , $ AND $ , RESPECTIVELY. SEE "UNDERWRITING."

THE SHARES OFFERED HEREBY ARE OFFERED SEVERALLY BY THE UNDERWRITERS, AS SPECIFIED

HEREIN, SUBJECT TO RECEIPT AND ACCEPTANCE BY THEM AND SUBJECT TO THEIR RIGHT TO REJECT

ANY ORDER IN WHOLE OR IN PART. IT IS EXPECTED THAT CERTIFICATES FOR THE SHARES WILL BE

READY FOR DELIVERY IN NEW YORK, NEW YORK, ON OR ABOUT , 1997 AGAINST PAYMENT THEREFOR

IN IMMEDIATELY AVAILABLE FUNDS.



GOLDMAN, SACHS & CO.

HAMBRECHT & QUIST

PIPER JAFFRAY INC.

THE DATE OF THIS PROSPECTUS IS , 1997.

GRAPHIC AND TEXT APPEARING ON INSIDE FRONT COVER OF PROSPECTUS:

THIS PAGE CONTAINS A RENDERING OF A FIGURE STANDING ON THE EARTH HOLDING A FLASHLIGHT.

THE BEAM OF THE FLASHLIGHT ILLUMINATES THE SKY OVER WHICH THE FOLLOWING TEXT IS

PRINTED: "MISSION STATEMENT: TO IMPROVE THE LIFE AND BUSINESS SUCCESS OF PARTNERS AND

CUSTOMERS BY PROVIDING SUPERIOR FINANCIAL MANAGEMENT SOFTWARE, SERVICES AND TOOLS."

THIS PAGE CONTAINS A PICTURE OF A COMPUTER MONITOR DISPLAYING A MODEL OF THE EARTH WITH

FIGURES ASCENDING LADDERS TO THE TOP OF THE EARTH WHICH DISSOLVES INTO PIXELS. ON THE

FAR LEFT-HAND SIDE OF THE PAGE, THE FOLLOWING TEXT IS PRINTED: "NEW TECHNOLOGY IN AND

OF ITSELF IS OFTEN LITTLE MORE THAN A PASSING CURIOSITY. BUT NEW TECHNOLOGY BENT TO A

PURPOSE CAN BECOME A POWERFUL TOOL THAT TRULY IMPROVES THE LOT OF THOSE WHO USE IT.

SINCE 1981 GREAT PLAINS SOFTWARE HAS IDENTIFIED THE BEST NEW TECHNOLOGIES AND USED THEM

TO CRAFT INNOVATIVE FINANCIAL MANAGEMENT SOLUTIONS THAT FULFILL THE PURPOSE OF OUR

MISSION STATEMENT. BEYOND OUR USE OF THE LATEST TECHNOLOGIES OUR FOUNDATION REMAINS

BASED IN THE STRONG VALUES OF AN EARLIER TIME AND AN UNBLUSHING COMMITMENT TO THE

SERVICE OF OUR CUSTOMERS AND DISTRIBUTION PARTNERS THROUGHOUT THE WORLD." THE COMPANY'S

NAME AND ITS SUN AND WHEAT LOGO ARE PRINTED BELOW THIS TEXT.

CERTAIN PERSONS PARTICIPATING IN THIS OFFERING MAY ENGAGE IN TRANSACTIONS THAT

STABILIZE, MAINTAIN OR OTHERWISE AFFECT THE PRICE OF THE COMMON STOCK OF THE COMPANY,

INCLUDING OVER-ALLOTMENT, STABILIZING AND SHORT-COVERING TRANSACTIONS IN SUCH

SECURITIES, AND THE IMPOSITION OF A PENALTY BID, DURING AND AFTER THE OFFERING. IN

ADDITION, IN CONNECTION WITH THIS OFFERING, CERTAIN UNDERWRITERS (AND SELLING GROUP

MEMBERS) ALSO MAY ENGAGE IN PASSIVE MARKET MAKING TRANSACTIONS IN THE COMMON STOCK ON

THE NASDAQ NATIONAL MARKET, IN ACCORDANCE WITH RULE 103 UNDER THE SECURITIES EXCHANGE

ACT OF 1934. FOR A DESCRIPTION OF THESE ACTIVITIES, SEE "UNDERWRITING."

ADDITIONAL INFORMATION

THE COMPANY HAS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION (THE "COMMISSION") A

REGISTRATION STATEMENT ON FORM S-1 UNDER THE SECURITIES ACT WITH RESPECT TO THE SHARES

OF COMMON STOCK OFFERED HEREBY. AS PERMITTED BY THE RULES AND REGULATIONS OF THE

COMMISSION, THIS PROSPECTUS OMITS CERTAIN INFORMATION CONTAINED IN THE REGISTRATION

STATEMENT. FOR FURTHER INFORMATION WITH RESPECT TO THE COMPANY AND THE COMMON STOCK

OFFERED HEREBY, REFERENCE IS HEREBY MADE TO THE REGISTRATION STATEMENT AND TO THE

EXHIBITS AND SCHEDULES FILED THEREWITH. STATEMENTS CONTAINED IN THIS PROSPECTUS AS TO

THE CONTENTS OF ANY AGREEMENT OR OTHER DOCUMENT FILED AS AN EXHIBIT TO THE REGISTRATION

STATEMENT ARE NOT NECESSARILY COMPLETE, AND IN EACH INSTANCE REFERENCE IS MADE TO THE

COPY OF SUCH AGREEMENT FILED AS AN EXHIBIT TO THE REGISTRATION STATEMENT, EACH SUCH

STATEMENT BEING QUALIFIED IN ALL RESPECTS BY SUCH REFERENCE. A COPY OF THE REGISTRATION

STATEMENT, INCLUDING EXHIBITS AND SCHEDULES THERETO, MAY BE INSPECTED BY ANYONE WITHOUT

CHARGE AT THE COMMISSION'S PRINCIPAL OFFICE IN WASHINGTON, D.C. AND COPIES OF ALL OR

ANY PART THEREOF MAY BE OBTAINED FROM THE PUBLIC REFERENCE SECTION OF THE COMMISSION,

450 FIFTH STREET, N.W., WASHINGTON, D.C. 20549, AND AT THE COMMISSION'S REGIONAL

OFFICES LOCATED AT NORTHWESTERN ATRIUM CENTER, 500 WEST MADISON STREET, SUITE 1400,

CHICAGO, ILLINOIS 60661 AND AT 7 WORLD TRADE CENTER, NEW YORK, NEW YORK 10048, UPON

PAYMENT OF CERTAIN FEES PRESCRIBED BY THE COMMISSION. THE COMMISSION ALSO MAINTAINS A

WORLD WIDE WEB SITE WHICH PROVIDES ONLINE ACCESS TO REPORTS, PROXY AND INFORMATION

STATEMENTS AND OTHER INFORMATION REGARDING REGISTRANTS THAT FILE ELECTRONICALLY WITH

THE COMMISSION AT THE ADDRESS "HTTP://WWW.SEC.GOV."

THE COMPANY INTENDS TO DISTRIBUTE TO ITS STOCKHOLDERS ANNUAL REPORTS CONTAINING

FINANCIAL STATEMENTS AUDITED BY ITS INDEPENDENT ACCOUNTANTS AND WILL MAKE AVAILABLE

COPIES OF QUARTERLY REPORTS FOR THE FIRST THREE QUARTERS OF EACH FISCAL YEAR CONTAINING



UNAUDITED FINANCIAL STATEMENTS.

GREAT PLAINS SOFTWARE-REGISTERED TRADEMARK-, DYNAMICS C/S+-REGISTERED TRADEMARK-, GREAT

PLAINS DYNAMICS-REGISTERED TRADEMARK- AND DEXTERITY-REGISTERED TRADEMARK- ARE

REGISTERED TRADEMARKS OF THE COMPANY IN THE UNITED STATES AND OTHER COUNTRIES. GREAT

PLAINS ACCOUNTING, THE COMPANY'S SUN/WHEAT LOGO, DYNAMICTOOLS, DYNAMICS CONTINUUM,

STAMPEDE, THE TRADEMARKS FOR THE COMPANY'S INTERNET APPLICATIONS AND VARIOUS OTHER WORD

AND LOGO MARKS ARE TRADEMARKS OF THE COMPANY AND ARE THE SUBJECT OF PENDING TRADEMARK

AND SERVICE MARK APPLICATIONS IN THE UNITED STATES AND OTHER COUNTRIES. THIS PROSPECTUS

ALSO INCLUDES NAMES, TRADEMARKS, SERVICE MARKS AND REGISTERED TRADEMARKS AND SERVICE

MARKS OF COMPANIES OTHER THAN THE COMPANY.

Prospectus Summary
THE FOLLOWING SUMMARY IS QUALIFIED IN ITS ENTIRETY BY THE MORE DETAILED

INFORMATION AND THE CONSOLIDATED FINANCIAL STATEMENTS AND THE NOTES

THERETO APPEARING ELSEWHERE IN THIS PROSPECTUS. INVESTORS SHOULD

CAREFULLY CONSIDER THE INFORMATION SET FORTH UNDER THE HEADING "RISK

FACTORS." UNLESS OTHERWISE INDICATED HEREIN, ALL INFORMATION IN THIS

PROSPECTUS (I) HAS BEEN ADJUSTED TO GIVE EFFECT TO AN AMENDMENT AND

RESTATEMENT OF THE COMPANY'S ARTICLES OF INCORPORATION TO BECOME

EFFECTIVE IMMEDIATELY PRIOR TO THIS OFFERING, PROVIDING FOR, AMONG OTHER

THINGS, AN INCREASE IN THE AUTHORIZED SHARES OF CAPITAL STOCK OF THE

COMPANY, (II) HAS BEEN ADJUSTED TO REFLECT THE PRO FORMA CONVERSION OF ALL

OUTSTANDING SHARES OF THE COMPANY'S SERIES A CONVERTIBLE PREFERRED STOCK

(THE "SERIES A PREFERRED STOCK") AND SERIES B CONVERTIBLE PREFERRED STOCK (THE

"SERIES B PREFERRED STOCK" AND, TOGETHER WITH THE SERIES A PREFERRED STOCK,

THE "PREFERRED STOCK") INTO AN AGGREGATE OF 1,847,627 SHARES OF COMMON

STOCK UPON CLOSING OF THE OFFERING, (III) HAS BEEN ADJUSTED TO GIVE EFFECT TO A

FOUR-FOR-THREE SPLIT OF THE OUTSTANDING COMMON STOCK, IN THE FORM OF A

STOCK DIVIDEND, TO BE EFFECTIVE IMMEDIATELY PRIOR TO THIS OFFERING AND (IV)

ASSUMES NO EXERCISE OF THE UNDERWRITERS' OVER-ALLOTMENT OPTION. SEE

"DESCRIPTION OF CAPITAL STOCK" AND "UNDERWRITING."

The Company
Great Plains Software, Inc. (the "Company") is a leading provider of Microsoft Windows NT client/

server financial management software for mid-sized businesses. The Company's award-winning

products and services automate essential accounting functions and enhance the strategic value of

financial information. The Company's products and services are sold and implemented exclusively by

its extensive network of independent sales and support organizations throughout the United States,

Canada and select international markets.



The Company's client/server product lines, Dynamics C/S+ and Dynamics, consist of a suite of

financial applications, such as general ledger, accounts receivable, accounts payable, payroll and sales

order and purchase order processing, and a suite of development and customization tools. The

Company's client/server products are designed to meet the broad spectrum of financial management

needs of the corporate or middle market (the "Corporate Market"), which generally consists of mid-

sized businesses with $1 million to $250 million in revenues and 10 to 2,500 employees.

In order to meet the needs of the Corporate Market, the Company designs, develops, markets, sells and

supports client/server products that are cost-effective, scalable and easy to customize and use. The

Company's client/server products are optimized for Microsoft technologies, most notably Windows

NT, Windows 95 and SQL Server, which are increasingly becoming the standard in the Corporate

Market. Moreover, by utilizing emerging Internet technologies, the Company's financial management

systems provide employees throughout a business with quick, cost-effective and security-enhanced

access to information, and facilitate order placement and sharing of business information with key

customers and suppliers.

The Company has made a significant investment in building an experienced, knowledgeable and highly

motivated domestic and international service and distribution network, which consists of value added

resellers (VARs), systems integrators, Big Six and other accounting firms, independent software vendors

(ISVs) and specialized software consultants (together, the "Partners"). Through its Partner network, the

Company provides customers with trained and knowledgeable software professionals who are available

locally to implement its systems as well as provide ongoing service and support. Most of the Partners

customize the Company's systems to fit individual business needs, and some Partners develop software

applications that integrate with and extend the functionality of the Company's products to meet the

requirements of specific industries.

The Company believes that prompt and effective service and technical support are essential elements

of a complete financial management software solution and dedicates significant resources to delivering

timely, reliable and cost-effective service to its customers and Partners. The Company has received

numerous industry awards for its customer and Partner service.

The Company was founded in 1981 and was incorporated as a Minnesota corporation in 1983. The

Company's offices are located at 1701 S.W. 38th Street, Fargo, North Dakota 58103, and its telephone

number is (701) 281-0550.

The Offering
Common Stock offered by the Company................ 3,000,000 shares Common Stock to be outstanding

after the 12,769,604 shares(1) offering.........................................

Use of proceeds.................................... For general corporate purposes, including working capital, product

development, capital expenditures and possible acquisitions. See "Use of Proceeds."



Proposed Nasdaq National Market symbol............. "GPSI" (1) Based on the number of shares of

Common Stock outstanding on February 21, 1997. Excludes 1,027,800 shares of Common Stock

issuable upon exercise of stock options outstanding as of February 21, 1997, at a weighted average

exercise price of $4.92 per share, of which options to purchase 298,873 shares were then exercisable.

Also excludes 1,212,020 shares reserved for issuance under the Company's 1997 Stock Incentive Plan,

1983 Incentive Stock Option Plan and Outside Directors' Stock Option Plan. See "Capitalization,"

"Management--Director Compensation" and "--Benefit Plans" and "Description of Capital Stock."

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

SIX MONTHS ENDED

YEAR ENDED MAY 31,

NOVEMBER 30,

1992       1993       1994       1995        1996

1995        1996

STATEMENT OF OPERATIONS DATA:

Total revenues...............................    $21,204    $28,871    $29,114    $37,897      $42,271

$19,152      $24,754

Operating income (loss)......................       (287)     1,329     (9,976)       629        3,262

1,415        1,749

Income tax provision (benefit)(1)............          8        102        (27)        45       (4,099)

3          750

Net income (loss)(1).........................       (407)       921    (10,330)       124        7,461

1,451        1,201

Pro forma net income per share(2)(3).........                                                  $   .77

$   .12

Pro forma weighted average number of shares

and common equivalent shares

outstanding(2)(3)..........................                                                9,743,969

9,840,336

NOVEMBER 30, 1996 PRO FORMA PRO FORMA(3) AS ADJUSTED(3)(4)

BALANCE SHEET DATA:

Cash and cash equivalents......................................................    $   8,648        $

41,648

Working capital................................................................        2,207

35,207

Total assets...................................................................       24,150

57,150

Deferred revenues..............................................................        7,775

7,775

Total stockholders' equity.....................................................        7,861

40,861

(1) Net income for the year ended May 31, 1996 includes an income tax benefit of $4.1 million or $.42

per share related to the reversal of a valuation allowance. The reversal reflects the recognition of net

operating loss carryforwards and other deferred tax assets and was a result of management's analysis of

the Company's current levels of earnings and future outlook, which increased the likelihood of the



Company realizing its deferred tax assets. For subsequent periods, the Company has provided for

income taxes utilizing federal and state statutory income tax rates. See Note 9 of Notes to Consolidated

Financial Statements.

(2) For an explanation of the determination of the number of shares used in computing pro forma net

income per share, see Note 1 of Notes to Consolidated Financial Statements.

(3) Gives effect to the conversion of all shares of the Company's Preferred Stock into an aggregate of

1,847,627 shares of Common Stock upon the closing of the offering made hereby. See Note 1 of Notes

to Consolidated Financial Statements.

(4) Adjusted to reflect the sale of 3,000,000 shares of Common Stock offered hereby at an assumed

public offering price of $12.00 per share after deducting the underwriting discount and the estimated

offering expenses payable by the Company.

Risk Factors
IN ADDITION TO THE OTHER INFORMATION CONTAINED IN THIS PROSPECTUS, THE

FOLLOWING RISK FACTORS SHOULD BE CAREFULLY CONSIDERED IN EVALUATING THE

COMPANY AND ITS BUSINESS BEFORE PURCHASING THE COMMON STOCK OFFERED BY

THIS PROSPECTUS.

Potential Fluctuations in Quarterly Results; Seasonality
The Company's quarterly revenue and operating results have varied in the past, and are likely to vary in

the future. The Company operates with little backlog, and most of its revenues in each quarter result

from orders booked in that quarter. The Company establishes its expenditure levels based on its

expectations as to future revenue, and, if revenue levels are below expectations, expenses could be

disproportionately high. As a result, a drop in near term demand could significantly affect both revenue

and profits in any quarter. In the future, the Company's operating results may fluctuate for this reason

or as a result of a number of other factors, including increased expenses, timing of product releases,

increased competition, variations in the mix of sales, announcements of new products by the Company

or its competitors and capital spending patterns of the Company's customers. As a result, there can be

no assurance the Company will be able to maintain profitability on an annual or quarterly basis.

The Company's business has experienced and may continue to experience seasonality. In recent years,

the Company has recognized a greater percentage of its revenue and operating income in its fourth

fiscal quarter than in any of the first three fiscal quarters due to a number of factors, including the

timing of product releases and the Company's sales incentive programs. Moreover, due to fiscal year-

end sales incentive programs, the Company has historically recognized less revenue and operating

income in its first fiscal quarter than in the other quarters.



Because of these factors, the Company believes that period-to-period comparisons of its results of

operations are not necessarily meaningful and should not be relied upon as indications of future

performance. Furthermore, it is possible that in some future quarters the Company's operating results

will fall below the expectations of the Company, market analysts and investors. In such event, the price

of the Company's Common Stock would likely be materially and adversely affected.

Dependence on New Products; Rapid Technological Change;
Product Development Risk
The market for the Company's products is characterized by rapid technological advances and evolving

industry standards and can be significantly affected by new product introductions, changing customer

requirements and market activities of industry participants. The life cycles of the Company's products

are difficult to estimate, and the Company's position in the current market could be undermined by

rapid product advances. The Company's future success will depend upon its ability to continue to

improve existing products and to develop and introduce products with new or enhanced capabilities

that address the increasingly sophisticated needs of its customers and keep pace with technological and

competitive developments. Among other things, the emergence of the Internet as an alternative

computing platform and distribution medium may adversely affect the demand for client/ server

products and alter current software utilization, distribution and pricing patterns. There can be no

assurance that the Company will be able to successfully develop and market new or enhanced products

or respond effectively to technological changes or new product announcements by others. Further, the

Company may face challenges with customers who are slower to adopt new technologies or otherwise

commit resources to convert to a client/server solution. Any failure by the Company to anticipate or

respond adequately to technological developments and customer requirements, or any significant

delays in product development or introduction, could result in a loss of competitiveness and revenue.

Delays in the release of new and upgraded versions of the Company's software products could have a

significantly negative impact on the Company's sales and results of operations. Because of the

complexities inherent in developing software products as sophisticated as those sold by the Company

and the lengthy testing periods associated with such products, no assurance can be given that future

product introductions by the Company will not be delayed. In addition, complex software programs

may contain undetected errors or bugs when they are first introduced or as new versions are released.

There can be no assurance that errors will not be found in the Company's existing or future products,

with the possible result of delays in or loss of market acceptance of these products, diversion of the

Company's resources, injury to the Company's reputation and increased service and warranty

expenses.



Reliance on Microsoft Technology
The Company's software products are designed for Microsoft technologies, including Windows NT,

Windows 95 and SQL Server. In addition, the Company's products utilize other Microsoft

technologies, including Internet Information Server, FrontPage, Visual Basic and Visual Basic for

Applications. Although the Company believes that Microsoft technologies are and will be widely

utilized by Corporate Market businesses, no assurance can be given that these businesses will actually

adopt such technologies as anticipated or will not in the future migrate to other computing

technologies that the Company does not support. Moreover, the Company's strategy will require that

the Company's products and technology be compatible with new developments in Microsoft's

technology.

Reliance on Third-party Suppliers
The Company's products utilize certain software licensed to it by third-party software developers.

Although the Company believes that there are alternatives for these products, any significant

interruption in the supply of such third-party software could have a material adverse impact on the

Company's sales unless and until the Company can replace the functionality provided by these

products. In addition, the Company is to a certain extent dependent upon such third parties' abilities to

enhance their current products, to develop new products on a timely and cost-effective basis and to

respond to emerging industry standards and other technological changes. There can be no assurance

that the Company would be able to replace the functionality provided by the third party software

currently offered in conjunction with the Company's products in the event that such software becomes

obsolete or incompatible with future versions of the Company's products or is otherwise not

adequately maintained or updated. The absence of or any significant delay in the replacement of that

functionality could have a material adverse effect on the Company's business, results of operations and

financial condition.

Decline in Sales of Dos- and Macintosh-based Products
The Company has shifted its focus from a product based on DOS, Macintosh and local area network

(LAN) technologies, Great Plains Accounting, to products based on Windows and client/server

technologies. As a result of this shift and the decrease in general market demand for DOS- and

Macintosh-based products, the Company's revenues from its Great Plains Accounting product have

been declining and are expected to decline for the foreseeable future. There can be no assurance that

the decline in revenues from sales of Great Plains Accounting will not have a material adverse effect on

the Company's business, results of operations and financial condition. See "Management's Discussion

and Analysis of Financial Condition and Results of Operations."



Reliance Upon Partner Distribution Channel; Risks
Associated with Expanding Distribution
The Company relies exclusively upon its Partner network to provide marketing and sales

opportunities. There can be no assurance that the Company's Partners will aggressively market the

Company's products or will maintain their relationships with the Company. The failure of the

Company to maintain its existing Partner relationships, or to establish new Partner relationships in the

future, because of a divergence of interests, or for any other reason, could have a material adverse effect

on the Company's business, results of operations and financial condition.

The Company's ability to achieve significant revenue growth in the future will depend in large part on

adding new Partners and leveraging its relationships with existing Partners. In addition, an integral

part of the Company's strategy is to add distributors internationally, who in turn recruit Partners in

their territory. The Company is currently investing, and intends to continue to invest, significant

resources to develop these channels. There can be no assurance that the Company will be able to

leverage relationships with existing Partners and add new Partners and distributors to market the

Company's products effectively. The inability to do so could have a material adverse effect on the

Company's business, results of operations and financial condition.

Competition
The market for the Company's products is highly competitive and rapidly changing. The Company's

primary market consists of businesses in the Corporate Market. The Company's current and

prospective competitors offer a variety of solutions for this market. The Company experiences

significant competition and expects substantial additional competition from established and emerging

software companies that offer products similar to the Company's products and target the same

customers as the Company.

In the United States, the Company faces a number of competitors both in the Dynamics C/S+ segment

of the Corporate Market, including Platinum Software Corporation, and in the Dynamics segment of

the Corporate Market, including Solomon Software, and State of the Art, Inc. In Canada, the

Company's primary competitor is Computer Associates International, Inc. (AccPac and AccPac 2000).

Outside North America, the Company also faces a number of other competitors, several of which have

significant share in their home markets. In addition, the Company competes for Corporate Market

business with companies primarily targeting businesses larger than those comprising the Corporate

Market; several of these competitors, which principally sell UNIX-based systems, offer or have

announced their intention to deliver Windows NT solutions. The Company's products also face

competition from providers of industry-specific applications as well as indirect competition from in-

house, custom-developed financial management applications.



Certain of the Company's competitors have substantially greater financial, marketing or technical

resources than the Company. There can be no assurance that other companies have not developed or

marketed or will not develop or market products that are superior to those of the Company, that are

offered at substantially lower prices than those of the Company or that have or will achieve greater

market acceptance than those of the Company. In addition, there can be no assurance that alternative

methods of delivering financial management systems will not provide increased competition.

Dependence on Key Personnel
The Company's future success depends to a significant extent on Douglas J. Burgum, the Company's

Chairman of the Board, President and Chief Executive Officer, Raymond A. August, the Company's

Chief Technology Officer and Group Vice President, and its other executive officers and certain

technical, managerial, sales and marketing personnel. The loss of the services of any of these

individuals or group of individuals could have a material adverse effect on the Company's business,

results of operations and financial condition. None of the Company's executive officers has entered

into an employment contract with the Company, except for Messrs. Burgum and August, whose

employment contracts expire in June 1997. If neither the Company nor Mr. August inform the other

party of its or his intention not to extend Mr. August's employment contract before April 30, 1997, the

term of the employment agreement will be extended to June 1, 1999.

Competition for qualified personnel in the software industry is intense. The future success of the

Company will depend in large part on its ability to attract and retain qualified management and

technical employees, and there can be no assurance that the Company will be able to do so. The

Company believes that the continued employment of a number of key management and technical

personnel is important to the Company's future success. The Company has from time to time

experienced difficulty in locating and retaining candidates with appropriate qualifications.

Management of Growth
The Company's growth has resulted in an increase in responsibilities placed upon the Company's

management and has placed added pressures on the Company's operating and other systems. To

manage its growth effectively, the Company will be required to continue to implement additional

systems and controls, and to expand, train and manage its employee base. There can be no assurance

that the management skills and systems currently in place will be adequate if the Company continues

to grow, or that the Company will be able to implement additional systems successfully and in a timely

manner as required. In addition, the Company from time to time may seek acquisitions of businesses,

products and technologies that are complementary to those of the Company, or that allow the

Company to enter new markets. Any such acquisition would place additional strains upon the

Company's management resources. See "Business--Employees" and "Management--Executive Officers

and Directors."



Dependence on Intellectual Property Rights; Risk of
Infringement
The Company relies on a combination of trade secret, copyright and trademark laws, nondisclosure

agreements and other contractual provisions and technical measures to protect its intellectual property

rights. There can be no assurance that these protections will be adequate to prevent the Company's

competitors from copying or reverse-engineering the Company's products, or that the Company's

competitors will not independently develop technologies that are substantially equivalent or superior

to the Company's technology. The Company makes source code available to certain of its Partners and

customers. This availability may increase the likelihood of misappropriation or other misuse of the

Company's intellectual property. The Company has no patents, and existing copyright laws afford only

limited protection for the Company's intellectual property rights and will not protect such rights in the

event competitors independently develop products similar to those of the Company. While the

Company licenses its Dynamics C/S+ product under signed licenses, the Company licenses its

Dynamics and Great Plains Accounting products primarily under "shrink wrap" licenses that are not

signed by its licensees. These shrink wrap licenses may be unenforceable under the laws of certain

jurisdictions. In addition, the laws of certain countries in which the Company's products are or may be

licensed do not protect the Company's products and intellectual property rights to the same extent as

the laws of the United States.

Although the Company has never been the subject of a material intellectual property dispute, there can

be no assurance that a third party will not assert that the Company's technology violates its intellectual

property rights in the future. As the number of software products in the Company's target market

increases and the functionality of these products further overlap, the Company believes that software

developers may become increasingly subject to infringement claims. Any such claims, whether with or

without merit, can be time consuming and expensive to defend. There can be no assurance that third

parties will not assert infringement claims against the Company in the future with respect to its current

or future products or that any such assertion will not require the Company to enter into royalty

arrangements or litigation that could be costly to the Company.

International Sales and Operations
The Company sells its products in key international markets in addition to the United States and

Canada. The Company has recently entered into distribution arrangements in Western and Eastern

Europe, Australasia, Southern Africa, the Middle East and Southeast Asia. As a result of the royalty

structure for the Company's international Partner network, the Company's gross margin on

international sales is less than its gross margin on domestic sales. The Company's international

business may be affected by such factors as local economic and market conditions, political and

economic instability, greater difficulty in administering operations, difficulties in enforcing intellectual

property and contractual rights, difficulties in tailoring the Company's software products to fit local

accounting principles, rules, regulations, language, tax codes and customs, fluctuations in currency



exchange rates and the need for compliance with a wide variety of foreign and United States export

regulations. There can be no assurance that one or more of these factors will not have a material

adverse effect on the Company's international operations and, consequently, the Company's business,

results of operations and financial condition.

Product Liability
The Company's license agreements with its customers typically contain provisions designed to limit

the Company's exposure to potential product liability claims. It is possible, however, that the limitation

of liability provisions contained in the Company's license agreements may not be effective under the

laws of certain jurisdictions. The sale and support of products by the Company and its Partners may

entail the risk of such claims, and there can be no assurance that the Company will not be subject to

such claims in the future. Furthermore, some of the Company's licenses with customers are governed

by laws of jurisdictions other than the United States, and there can be no assurance that purported

limitations on liability in these licenses would be enforced were foreign law to govern. A product

liability claim brought against the Company could have a material adverse effect upon the Company's

business, results of operations and financial condition.

No Prior Public Market; Possible Volatility of Stock Price
Prior to the offering there has been no public market for the Common Stock. Accordingly, there can be

no assurance that an active trading market will develop or be sustained upon completion of the

offering or that the market price of the Common Stock will not decline below the initial public offering

price. The initial public offering price of the Common Stock will be determined by negotiations

between the Company and the representatives of the Underwriters and may not be indicative of the

prices that will prevail in the public market. See "Underwriting."

The trading prices of the Company's Common Stock could be subject to wide fluctuations in response

to quarter-to-quarter variations in the Company's operating results, developments or disputes

concerning intellectual property rights, technological innovations or new products, governmental

regulatory action, general conditions in the accounting and financial management software industry,

increased price competition, changes in earnings estimates by analysts or other events or factors, many

of which are beyond the Company's control. In addition, the stock market has experienced extreme

price and volume fluctuations, which have particularly affected the market prices of many computer

software companies and which have often been unrelated to the operating performance of such

companies.



Significant Shareholders; Anti-takeover Considerations
Upon completion of the offering, the Company's directors and executive officers beneficially will own

in the aggregate approximately 41.6% of the Company's outstanding Common Stock (plus such

additional shares such persons may purchase in the offering). In addition, certain of the Company's

other principal shareholders (who are affiliated with certain of the Company's directors and executive

officers) beneficially will own in the aggregate approximately 14.0% of the Company's outstanding

Common Stock. See "Principal Shareholders." If these shareholders vote together as a group, they will

be able to substantially influence the business and affairs of the Company, including the election of

individuals to the Company's Board of Directors, and to otherwise affect the outcome of certain actions

that require shareholder approval, including the adoption of amendments to the Company's Articles of

Incorporation, and certain mergers, sales of assets and other business acquisitions or dispositions.

Upon completion of the Offering, the Company will have an authorized class of 30,000,000 shares of

undesignated preferred stock, $.01 par value, which may be issued by the Company's Board of

Directors on such terms, and with such rights, preferences and designations, as the Company's Board

of Directors may determine. In addition, the Company's Bylaws provide for a Board of Directors

elected to staggered terms and establish specific procedures for calling meetings of shareholders and

appointing and removing members of the Board of Directors. The Company is subject to certain

provisions of the Minnesota Business Corporation Act which restrict certain business combinations.

Some or all of the foregoing factors and other provisions of the Company's Bylaws could have the effect

of discouraging certain attempts to acquire the Company and, as a result, could deprive the Company's

shareholders of opportunities to sell their shares of Common Stock at prices higher than prevailing

market prices. See "Description of Capital Stock--Preferred Stock" and "--Provisions of the Company's

Restated Articles and Bylaws and the Minnesota Business Corporation Act."

Shares Eligible for Future Sale; Registration Rights
Sales of significant amounts of Common Stock in the public market or the perception that such sales

will occur could adversely affect the market price of the Common Stock or the future ability of the

Company to raise capital through an offering of its equity securities. Of the 12,769,604 shares of

Common Stock to be outstanding upon completion of the offering, the 3,000,000 shares offered

hereby will be eligible for immediate sale in the public market without restriction unless (a) the shares

are purchased by "affiliates" of the Company within the meaning of Rule 144 of the Securities Act of

1933, as amended (the "Securities Act"), or (b) such shares are directed shares purchased by Partners in

the offering. See "Underwriting."

The remaining 9,769,604 shares of Common Stock held by existing shareholders upon completion of

the offering will be "restricted securities" as that term is defined in Rule 144 under the Securities Act.

Restricted securities may be sold in the public market only if registered or if they qualify for an

exemption from registration under Rules 144, 144(k) or 701 promulgated under the Securities Act. The

Company's directors and officers and certain of its shareholders have agreed, and the Company's



Partners who purchase directed shares in this offering will agree, that they will not sell, directly or

indirectly, any Common Stock without the prior consent of the representatives of the Underwriters for

a period of 180 days from the date of this Prospectus. Subject to these lock-up agreements and the

provisions of Rules 144, 144(k) and 701, additional shares will be available for sale in the public market

(subject in the case of shares held by affiliates to compliance with certain volume restrictions) as

follows: (i) 680,582 shares will be available for immediate sale in the public market on the date of this

Prospectus, (ii) 374,181 shares will be eligible for sale 90 days after the date of this Prospectus and (iii)

8,221,970 shares will be eligible for sale upon the expiration of lock-up agreements 180 days after the

date of this Prospectus. In addition, certain shareholders, representing approximately 1,793,627 shares

of Common Stock, have the right, subject to certain conditions, to include their shares in future

registration statements relating to the Company's securities and to cause the Company to register

certain Common Stock owned by them. See "Shares Eligible for Future Sale--Registration Rights" and

"Underwriting."

After the date of this Prospectus, the Company intends to file a Form S-8 registration statement under

the Securities Act to register all shares of Common Stock issuable under the Company's stock-based

benefit plans. See "Management--Director Compensation" and "--Benefit Plans." Such registration

statement is expected to become effective immediately upon filing, and shares covered by that

registration statement will thereupon be eligible for sale in the public markets, subject to Rule 144

limitations applicable to affiliates. See "Shares Eligible for Future Sale."

No Dividends
The Company has never paid or declared a dividend on its capital stock and does not anticipate doing

so for the foreseeable future. See "Dividend Policy."

Dilution
Purchasers of the shares offered hereby will incur an immediate, substantial dilution in net tangible

book value per share. See "Dilution."

Use of Proceeds
The net proceeds to the Company from the sale of the 3,000,000 shares of Common Stock offered by

the Company pursuant to this offering are estimated to be $33,000,000 ($38,022,000 if the

Underwriters' over-allotment option is exercised in full), assuming an initial public offering price of

$12.00 per share after deducting the estimated underwriting discount and offering expenses payable

by the Company. The principal purposes of this offering are to increase the Company's equity capital,

to create a public market for the Common Stock, to increase the visibility of the Company in the

marketplace and to facilitate future access by the Company to public equity markets.



The Company expects to use the net proceeds from this offering for general corporate purposes,

including the funding of working capital and growth. In addition, the Company anticipates building or

leasing a new facility for occupancy beginning in fiscal 1999. The Company expects to finance the new

facility with debt financing or through a sale and leaseback transaction. If debt financing is used to

finance the facility, the Company anticipates that it will make an equity investment of $3,000,000 to

$5,000,000 in cash to partially fund the cost of the facility. If a sale and leaseback transaction is used to

finance the facility, the Company anticipates that no material equity investment will be made to fund

the facility.

The Company may seek acquisitions of businesses, products and technologies that are complementary

to those of the Company, and a portion of the net proceeds may be used for such acquisitions. While

the Company engages from time to time in discussions with respect to potential acquisitions, the

Company has no plans, commitments or agreements with respect to any material acquisitions as of the

date of this Prospectus, and there can be no assurance that any such acquisitions will be made.

Pending such uses, the Company intends to invest the net proceeds from this offering in short-term,

investment-grade, interest-bearing securities.

Dividend Policy
The Company has never declared or paid any cash dividends on its capital stock and does not

anticipate paying any cash dividends in the foreseeable future. The Company currently intends to

retain future earnings to fund the development and growth of its business.

Dilution
The pro forma net tangible book value of the Company at November 30, 1996 was $7,298,328 or $.79

per share of Common Stock, after giving effect to the automatic conversion of all outstanding shares of

Preferred Stock into Common Stock in connection with the offering made hereby. Pro forma net

tangible book value per share is equal to the Company's total tangible assets (total assets less goodwill

and trademarks) less total liabilities, divided by the total number of shares of Common Stock

outstanding, including shares of Common Stock issued upon the automatic conversion of the Preferred

Stock in connection with the offering made hereby. Pro forma net tangible book value dilution per

share represents the difference between the amount per share paid by purchasers of shares of Common

Stock in the offering made hereby and the pro forma net tangible book value per share of Common

Stock immediately after completion of the offering. After giving effect to the sale by the Company of

the 3,000,000 shares of Common Stock offered hereby at an assumed initial public offering price of

$12.00 per share, and after deducting the estimated underwriting discount and offering expenses, the

pro forma net tangible book value of the Company as of November 30, 1996 would have been

$40,298,328 or $3.30 per share of Common Stock. This represents an immediate increase in such pro

forma net tangible book value of $2.51 per share to existing shareholders and an immediate dilution of



$8.70 per share to new investors purchasing shares in the offering. If the initial public offer price is

higher or lower, the dilution to new investors will be, respectively, greater or less. The following table

illustrates this per share dilution:

Assumed initial public offering price per share.............................             $   12.00

Pro forma net tangible book value per share as of November 30, 1996.......  $    0.79

Pro forma increase per share attributable to new investors................       2.51

Pro forma net tangible book value per share as of November 30, 1996 after

offering..................................................................                  3.30

Pro forma net tangible book value dilution per share to new investors.......             $    8.70

The following table summarizes on a pro forma basis as of November 30, 1996, after giving effect to

the automatic conversion of all outstanding shares of Preferred Stock into Common Stock in

connection with the offering made hereby, the number of shares of Common Stock purchased from the

Company, the total consideration paid to the Company and the average price paid per share by existing

shareholders and by new investors (assuming an initial public offering price of $12.00 per share):

SHARES PURCHASED           TOTAL CONSIDERATION

--------------------------  ---------------------------

AVERAGE PRICE

NUMBER        PERCENT        AMOUNT        PERCENT

PER SHARE

Existing stockholders(1).....................      9,201,126        75.4%  $   13,016,946        26.6%

$     1.41

New investors................................      3,000,000        24.6       36,000,000        73.4

$    12.00

Total....................................     12,201,126       100.0%  $   49,016,946       100.0%

(1) Excludes (a) 571,513 shares of Common Stock issued pursuant to the exercise of options between

December 1, 1996 and February 21, 1997 with a weighted average exercise price of $2.41 per share

and (b) 1,027,800 shares of Common Stock issuable pursuant to the exercise of options outstanding at

February 21, 1997 at a weighted average exercise price of $4.92 per share, of which options to

purchase 298,873 shares were then exercisable. If such shares are included or such options are

exercised, there will be further dilution to the new investors. Also excludes 1,212,020 shares reserved

for issuance under the Company's 1997 Stock Incentive Plan, 1983 Incentive Stock Option Plan and

Outside Directors' Stock Option Plan. Includes as outstanding 3,035 shares of Common Stock

repurchased by the Company since November 30, 1996. See "Capitalization," "Management--Director

Compensation" and "--Benefit Plans" and "Description of Capital Stock."

Capitalization
The following table sets forth the pro forma capitalization of the Company as of November 30, 1996 (i)

to give effect to the conversion of all shares of Preferred Stock into an aggregate of 1,847,627 shares of

Common Stock upon the closing of the offering made hereby (see Note 1 of Notes to Consolidated

Financial Statements) and (ii) as adjusted to give effect to the sale of 3,000,000 shares of Common

Stock offered by the Company hereby at an assumed initial public offering price of $12.00 per share

and the receipt and application of the proceeds therefrom, after deducting the estimated underwriting



discount and offering expenses payable by the Company. See "Use of Proceeds." This information

should be read in conjunction with the Company's Consolidated Financial Statements and the Notes

thereto appearing elsewhere in this Prospectus.

NOVEMBER 30, 1996 PRO FORMA PRO FORMA AS ADJUSTED (IN THOUSANDS) Stockholders'

equity:

Preferred Stock, $.01 par value, 30,000,000 shares authorized, none outstanding....... -- -- Common

Stock, $.01 par value, 100,000,000 shares authorized, 9,201,126 shares issued and outstanding, pro

forma; and 12,201,126 shares issued and outstanding, pro forma as

adjusted(1)...................................................................... $ 92 $ 122 Additional paid-in

capital............................................................ 12,925 45,895 Accumulated

deficit................................................................... (5,156) (5,156) Total stockholders'

equity............................................................ 7,861 40,861 Total

capitalization................................................................ $ 7,861 $ 40,861 (1) Excludes (a) 571,513 shares of

Common Stock issued pursuant to the exercise of options between December 1, 1996 and February 21,

1997 and (b) 1,027,800 shares of Common Stock issuable pursuant to the exercise of options

outstanding at February 21, 1997, of which options to purchase 298,873 shares were then exercisable.

Also excludes 1,212,020 shares reserved for issuance under the Company's 1997 Stock Incentive Plan,

1983 Incentive Stock Option Plan and Outside Directors' Stock Option Plan. Includes as outstanding

3,035 shares of Common Stock repurchased by the Company since November 30, 1996. See

"Management--Director Compensation" and "--Benefit Plans" and "Description of Capital Stock."

Selected Consolidated Financial Data
The selected consolidated financial data below should be read in conjunction with "Management's

Discussion and Analysis of Financial Condition and Results of Operations" and the Consolidated

Financial Statements and the Notes thereto included elsewhere in this Prospectus. The selected

consolidated statement of operations data set forth below for the years ended May 31, 1994, 1995 and

1996, and the consolidated balance sheet data at May 31, 1995 and 1996 are derived from, and are

qualified by reference to, the audited financial statements included elsewhere in this Prospectus and

should be read in conjunction with those consolidated financial statements and notes thereto. The

selected consolidated statement of operations data presented below for the years ended May 31, 1992

and 1993 and the consolidated balance sheet data at May 31, 1992, 1993 and 1994 are derived from

audited financial statements not included elsewhere in this Prospectus. The selected consolidated

financial data as of and for the six months ended November 30, 1995 and 1996 have been derived

from unaudited financial statements of the Company which, in the opinion of management, include all

adjustments, consisting of normal recurring adjustments, necessary for a fair presentation of the

financial information set forth therein. The results for the six months ended November 30, 1996 are

not necessarily indicative of the results to be expected for the full year or for any future period.

SIX MONTHS ENDED

YEAR ENDED MAY 31,



NOVEMBER 30,

1992       1993       1994       1995

1996       1995       1996

(IN THOUSANDS, EXCEPT SHARE AND PER

SHARE AMOUNTS)

CONSOLIDATED STATEMENT OF OPERATIONS DATA:

Revenues:

License.............................................  $  14,985  $  20,790  $  19,165  $  25,050

$27,078  $  11,849    $15,133

Service.............................................      6,219      8,080      9,949     12,847

15,193      7,303      9,621

Total revenues......................................     21,204     28,871     29,114     37,897

42,271     19,152     24,754

Cost of revenues:

License.............................................      3,335      3,101      4,997      4,439

4,913      1,810      2,720

Service.............................................      3,445      3,868      5,479      5,622

5,980      2,838      3,649

Total cost of revenues..............................      6,780      6,969     10,476     10,061

10,893      4,648      6,369

Gross profit......................................     14,424     21,901     18,638     27,836

31,378     14,504     18,385

Operating expenses:

Sales and marketing.................................      9,472     11,582     14,331     14,013

14,477      6,653      9,714

Research and development............................      2,769      6,021     10,676      9,308

8,876      4,258      4,489

General and administrative..........................      2,470      2,969      3,607      3,886

4,763      2,178      2,433

Total operating expenses..........................     14,711     20,572     28,614     27,207

28,116     13,089     16,636

Operating income (loss)...............................       (287)     1,329     (9,976)       629

3,262      1,415      1,749

Total other expenses (income).........................        112        306        381        260

(100)       (39)      (202)

Income (loss) before income taxes.................       (399)     1,023    (10,357)       369

3,362      1,454      1,951

Income tax provision (benefit)(1).....................          8        102        (27)        45

(4,099)         3        750

Income (loss) before cumulative effect of change

in accounting principle.........................       (407)       921    (10,330)       324

7,461      1,451      1,201

Cumulative effect of a change in accounting

principle...........................................         --         --         --       (200)

--         --         --

Net income (loss).................................  $    (407) $     921  $ (10,330) $     124    $

7,461  $   1,451    $ 1,201

Pro forma net income per share(2)(3)..................                                                $

.77               $   .12

Pro forma weighted average number of shares and common

equivalent shares outstanding(2)(3).................

9,743,969             9,840,336

NOVEMBER

30, 1996

MAY 31,

---------

1992       1993       1994       1995

1996      ACTUAL

(IN THOUSANDS)



CONSOLIDATED BALANCE SHEET DATA:

Assets:

Cash and cash equivalents............................  $     399  $   1,351  $     119  $   2,892  $

8,256  $   8,648

Total assets.........................................      7,618     13,407      8,845     15,327

24,361     24,150

Working capital........................................     (4,521)    (5,096)   (15,400)    (4,992)

1,012      2,207

Liabilities and equity:

Deferred revenues....................................      2,574      4,952      6,897      8,027

9,018      7,775

Long-term debt and capital lease obligations, less

current portion....................................      1,249        984      1,281        750

20         --

Mandatorily redeemable convertible preferred stock...         --         --         --      8,300

11,502     11,502

Total stockholders' equity(4)........................     (2,173)    (1,011)   (11,303)    (9,066)

(4,812)    (3,641)

Pro Forma(3)
CONSOLIDATED BALANCE SHEET DATA:

Assets:

Cash and cash equivalents............................   $   8,648

Total assets.........................................      24,150

Working capital........................................       2,207

Liabilities and equity:

Deferred revenues....................................       7,775

Long-term debt and capital lease obligations, less

current portion....................................          --

Mandatorily redeemable convertible preferred stock...          --

Total stockholders' equity(4)........................       7,861

(1) Net income for the year ended May 31, 1996 includes an income tax benefit of $4.1 million or $.42

per share related to the reversal of a valuation allowance. The reversal reflects the recognition of net

operating loss carryforwards and other deferred tax assets and was a result of management's analysis of

the Company's current levels of earnings and future outlook, which increased the likelihood of the

Company realizing its deferred tax assets. For subsequent periods, the Company has provided for

income taxes utilizing federal and state statutory income tax rates. See Note 9 of Notes to Consolidated

Financial Statements.

(2) For an explanation of the determination of the number of shares used in computing pro forma net

income per share, see Note 1 of Notes to Consolidated Financial Statements.

(3) Gives effect to the conversion of all shares of the Company's Preferred Stock into an aggregate of

1,847,627 shares of Common Stock upon the closing of the offering made hereby. See Note 1 of Notes

to Consolidated Financial Statements.

(4) The Company has not declared or paid any dividend for any of the periods presented. See

"Dividend Policy."



Management's Discussion and Analysis of Financial Condition
and Results of Operations
The following discussion of the financial condition and results of operations of the Company should be

read in conjunction with the Company's Consolidated Financial Statements and Notes thereto, and the

other financial information included elsewhere in this Prospectus.

Overview
Great Plains Software is a leading provider of Microsoft Windows NT client/server financial

management software for mid-sized businesses. The Company's award-winning products and services

automate essential accounting functions and enhance the strategic value of financial information. The

Company's products and services are sold and implemented exclusively by its extensive network of

Partners throughout the United States, Canada and select international markets.

In 1982, the Company began selling Great Plains Accounting (the "heritage product"), which is

currently a DOS- and Macintosh-based financial management software system for local area network

(LAN) personal computers. In anticipation of the general market shift to Windows and client/server

technologies, the Company began developing client/server financial management software systems,

and in February 1993, released Dynamics. Dynamics is the Company's client/server product for

Corporate Market businesses that need a Windows client/server system that is flexible and cost-

effective, but does not require information technology (IT) personnel dedicated to database

administration. In July 1994, the Company released Dynamics C/S+, a Windows client/server system

for Corporate Market businesses that have high volume processing requirements, complex financial

management needs and formal IT departments.

The Company made significant investments in research and development in the early 1990s to launch

its Windows client/server products. In addition, the Company has made a significant investment in

building an experienced and knowledgeable Partner distribution network to market, implement,

support and service its Dynamics C/S+ and Dynamics products (together, the "client/server products").

Since the release of the client/server products, the Company's principal source of revenues has shifted

from the heritage product to the client/server products. Client/server products accounted for 13.8%,

40.2%, 61.4% and 79.7% of the Company's total revenues for fiscal 1994, 1995 and 1996 and the six

months ended November 30, 1996, respectively.

The Company's revenues are derived from two principal sources: software license fees ("license fees")

and fees for maintenance, technical support, training and consulting services (collectively, "service

fees"). The Company recognizes revenue in accordance with Statement of Position 91-1, Software

Revenue Recognition. See Note 1 of Notes to Consolidated Financial Statements. License fee revenues

are generally recognized upon shipment of the related software product. Fees for the Company's

maintenance and support plans are recorded as deferred revenue when billed to the customer and



recognized ratably over the term of the maintenance and support agreement, which is typically one

year. Fees for the Company's training and consulting services are recognized at the time the services

are performed.

The Company's client/server customers are required to purchase a one-year maintenance plan at the

time the product is acquired. A majority of the client/server customers renew the maintenance plan

after the initial term. Under the maintenance plan, the Company provides client/server customers with

product upgrades in addition to online assistance and information. The Company's heritage product

customers, on the other hand, are not required to purchase a maintenance plan at the time the product

is acquired. In addition, the optional heritage product maintenance plan does not include significant

product upgrades. The Company has historically released significant upgrades of its heritage product

approximately every two years. Prior to fiscal 1996, when heritage product revenues represented the

principal source of the Company's revenues, the release of a significant upgrade of the heritage product

had a positive impact on revenues in the quarters following release. As a result of the shift to

client/server products as the Company's principal source of revenues, the Company expects to

experience less fluctuation in total revenues in the event significant upgrades of its heritage product are

released.

The Company currently sells its products outside the United States and Canada through international

Partners and a subsidiary located in the United Kingdom to markets in the following geographic

regions: Western and Eastern Europe, Australasia, Southern Africa, the Middle East and Southeast

Asia. The Company's client/server products have been sold in approximately 50 countries.

Results of Operations
The following table sets forth for the periods indicated the percentage of total revenues represented by

certain items reflected in the Company's consolidated statement of operations.

Results of Operations
SIX

MONTHS ENDED

YEAR ENDED MAY 31,

NOVEMBER 30,

1994       1995       1996       1995

1996

AS A PERCENTAGE OF TOTAL REVENUES:

Revenues:

License......................................................       65.8%      66.1%      64.1%

61.9%      61.1%

Service......................................................       34.2       33.9       35.9

38.1       38.9

Total revenues.............................................      100.0      100.0      100.0

100.0      100.0

Cost of revenues:

License......................................................       17.2       11.7       11.6

9.4       11.0

Service......................................................       18.8       14.9       14.2



14.9       14.7

Total cost of revenues.....................................       36.0       26.6       25.8

24.3       25.7

Gross margin...............................................       64.0       73.4       74.2

75.7       74.3

Operating expenses:

Sales and marketing..........................................       49.2       37.0       34.2

34.7       39.2

Research and development.....................................       36.7       24.5       21.0

22.2       18.1

General and administrative...................................       12.4       10.2       11.3

11.4        9.9

Total operating expenses...................................       98.3       71.7       66.5

68.3       67.2

Operating income (loss)........................................      (34.3)       1.7        7.7

7.4        7.1

Income tax provision (benefit).................................       (0.1)       0.1       (9.7)

0.0        3.0

Net income (loss)..............................................      (35.5)%       0.3%      17.6%

7.6%       4.9%

Revenues
REVENUES. Revenues increased from $29.1 million in fiscal 1994 to $37.9 million in fiscal 1995 and

to $42.3 million in fiscal 1996, representing increases of 30.2% and 11.5%, respectively. Revenues

increased from $19.2 million for the six months ended November 30, 1995 to $24.8 million for the six

months ended November 30, 1996, representing an increase of 29.2%. These increases in revenues

were primarily due to increased demand for the Company's client/server products and related service

fees.

The following table sets forth for the periods indicated client/server and heritage product revenues,

each as a percentage of total revenues:

SIX MONTHS ENDED

YEAR ENDED MAY 31,

NOVEMBER 30,

1994         1995         1996

1995         1996

Client/server product revenues.............................       13.8%        40.2%        61.4%

54.8%        79.7%

Heritage product revenues..................................       86.2         59.8         38.6

45.2         20.3

Client/server product revenues, including license and service fees, increased from $4.0 million in fiscal

1994 to $15.2 million in fiscal 1995 and to $25.9 million in fiscal 1996, representing increases of

277.7% and 70.4%, respectively. Client/server product revenues increased from $10.5 million for the

six months ended November 30, 1995 to $19.7 million for the six months ended November 30, 1996,

representing an increase of 88.1%.

The increase in client/server product revenues was offset, in part, by a decrease in revenues from the

Company's heritage product. Heritage product revenues decreased from $25.1 million in fiscal 1994 to

$22.7 million in fiscal 1995 and to $16.4 million in fiscal 1996, representing decreases of 9.6% and



28.0%, respectively. Heritage product revenues decreased from $8.7 million for the six months ended

November 30, 1995 to $5.0 million for the six months ended November 30, 1996, representing a

decrease of 42.0%. The decrease in heritage product revenues was primarily due to a decrease in

demand for DOS- and Macintosh-based financial management software, which reflects the broader

market trend toward Windows and client/server computing.

The Company's international revenues increased from $2.0 million in fiscal 1994 to $4.1 million in

fiscal 1995 and to $4.4 million in fiscal 1996, representing 6.9%, 10.8% and 10.4% of total revenues,

respectively. In addition, international revenues increased from $1.5 million for the six months ended

November 30, 1995 to $3.6 million for the six months ended November 30, 1996, representing 7.8%

and 14.5% of total revenues, respectively. These increases resulted from the addition of distribution

arrangements in international markets.

LICENSE. Total license fee revenues increased from $19.2 million in fiscal 1994 to $25.1 million in

fiscal 1995 and to $27.1 million in fiscal 1996, representing increases of 30.7% and 8.1%, respectively.

Total license fee revenues increased from $11.8 million for the six months ended November 30, 1995

to $15.1 million for the six months ended November 30, 1996, representing an increase of 27.7%.

These increases in total license fee revenues are largely attributable to increased market acceptance of

the Company's client/server products and a broader client/server product offering. The Company

added to its client/server product offering with the release of Dynamics C/S+ in July 1994, the release

of a Microsoft SQL Server edition of Dynamics C/S+ in April 1996 and the release of additional

functionality and applications for the SQL Server edition in November 1996. Moreover, since the

release of the Company's client/server products, the Company has increased its sales, marketing and

service capacity. These factors have led to both an increase in the number of client/server software

licenses and an increase in the average revenues derived from individual client/server licenses.

The increase in client/server product license fee revenues was offset, in part, by a decrease in heritage

product license fee revenues. The decrease in heritage product license fees is primarily a result of

decreased demand for DOS- and Macintosh-based financial management software. In addition, the

Company has historically released significant upgrades of its heritage product approximately every two

years, which had a positive impact on heritage product license fee revenues in the quarters following

release. A significant upgrade of the heritage product was released in February 1997, which the

Company expects to market principally to the Company's installed base of heritage product customers.

Notwithstanding the positive impact on revenues this release may have, the Company expects that

overall heritage product license fee revenues will continue to decline. In addition, the Company also

anticipates that fluctuations in heritage product license fee revenues due to new releases will have a

reduced impact on total license fee revenues as heritage product license fee revenues become a smaller

portion of total license fee revenues.

SERVICE. Service revenues increased from $9.9 million in fiscal 1994 to $12.8 million in fiscal 1995

and to $15.2 million in fiscal 1996, representing increases of 29.1% and 18.3%, respectively. In

addition, service revenues increased from $7.3 million for the six months ended November 30, 1995 to

$9.6 million for the six months ended November 30, 1996, representing an increase of 31.7%. The



increase in the number of licenses for client/server products has resulted in increases in service

revenues. Service revenues as a percentage of total revenues were 34.2%, 33.9% and 35.9% for fiscal

1994, 1995 and 1996, respectively. Similarly, service revenues as a percentage of total revenues were

38.1% and 38.9% for the six months ended November 30, 1995 and 1996, respectively. The increases

in service revenues largely reflect increases in the installed base of customers and renewals of existing

maintenance and support contracts.

Costs and Expenses
COST OF LICENSE FEES. Cost of license fees consists primarily of the costs of product manuals,

media, shipping and royalties paid to third parties. Cost of license fees decreased from $5.0 million in

fiscal 1994 to $4.4 million in fiscal 1995 and then increased to $4.9 million in fiscal 1996, representing

26.1%, 17.7% and 18.1% of total license fee revenues in fiscal 1994, 1995 and 1996, respectively. In

addition, cost of license fees increased from $1.8 million for the six months ended November 30, 1995

to $2.7 million for the six months ended November 30, 1996, representing 15.3% and 18.0% of total

license fee revenues for such periods, respectively. The decrease in the cost of license fees as a

percentage of total license fee revenues in fiscal 1995 is a result of the change in the Company's

product mix from the heritage product to the client/server products. The Company's client/server

products generate higher license fees per individual license than its heritage product, and, as a result,

the cost of license fees as a percentage of total product license fee revenues is lower for the Company's

client/server products than for its heritage product. In addition, in fiscal 1995, the Company reduced

costs for product packaging and documentation. The increases in cost of license fees in fiscal 1996 and

for the six months ended November 30, 1996 are primarily attributable to the overall growth in license

fee revenues and an increase in royalties paid to third party vendors. The increase in royalties is

primarily due to a new royalty arrangement entered into in the second half of 1996 with a third party

for a report writer application that is bundled with the Company's client/server products. The

Company anticipates that cost of license fees will increase in dollar amount as license fee revenues

increase, but remain relatively constant as a percentage of total license fee revenues. However, in the

event that the Company enters into additional royalty arrangements in the future, cost of license fees

as a percentage of total license fee revenues may increase.

COST OF SERVICES. Cost of services consists of the costs of providing telephone support, training

and consulting services to customers and Partners. Cost of services increased from $5.5 million in

fiscal 1994 to $5.6 million in fiscal 1995 and to $6.0 million in fiscal 1996, representing 55.1%, 43.8%

and 39.4% of total service revenues, respectively. In addition, cost of services increased from $2.8

million for the six months ended November 30, 1995 to $3.6 million for the six months ended

November 30, 1996, representing 38.9% and 37.9% of total service revenues, respectively. The increase

in cost of services is primarily due to the expansion of the Company's customer and Partner service

resources. Cost of services as a percentage of service revenues has decreased as a result of improved

efficiency in operations. The Company anticipates that cost of services will increase in dollar amount as

service revenues increase, but will remain relatively constant as a percentage of service revenues.



SALES AND MARKETING. Sales and marketing expenses consist primarily of salaries, commissions

and travel and promotional expenses. Sales and marketing expenses have remained relatively constant

at $14.3 million in fiscal 1994, $14.0 million in fiscal 1995 and $14.5 million in fiscal 1996,

representing 49.2%, 37.0% and 34.2% of total revenues, respectively. Sales and marketing expenses

increased from $6.7 million for the six months ended November 30, 1995 to $9.7 million for the six

months ended November 30, 1996, representing 34.7% and 39.2% of total revenues, respectively. The

decrease in sales and marketing expenses as a percentage of revenues from fiscal 1994 through fiscal

1996 reflects an increase in sales and marketing productivity and a corresponding increase in revenues

derived from the Company's client/server products. Since the beginning of fiscal 1997, however, the

Company has increased spending on sales and marketing to promote the Microsoft SQL Server edition

of its Dynamics C/S+ product. The increase in sales and marketing expenses and sales and marketing

expenses as a percentage of total revenues reflects the hiring of additional sales and marketing

personnel, expanded promotional activities and increased commissions relating to the increase in

client/server product revenues. In addition, the Company has increased sales and marketing

expenditures related to the operation of a United Kingdom sales subsidiary that was acquired in

February 1996.

RESEARCH AND DEVELOPMENT. Research and development expenses consist primarily of

compensation of development personnel and depreciation of equipment. The Company has made

significant investments in research and development with total expenses of $10.7 million in fiscal

1994, $9.3 million in fiscal 1995 and $8.9 million in fiscal 1996, representing 36.7%, 24.5% and 21.0%

of total revenues, respectively. Research and development expenses remained relatively constant at

$4.3 million for the six months ended November 30, 1995 and $4.5 million for the six months ended

November 30, 1996, representing 22.2% and 18.1% of total revenues, respectively. These research and

development expenses were primarily related to the Company's efforts to release additional

applications for its client/ server products and the Microsoft SQL Server edition of Dynamics C/S+.

More recently, the Company has devoted resources to the development of Internet-enabled

applications. The Company anticipates that it will continue to devote substantial resources to its

research and development efforts and that research and development expenses will increase in dollar

amount in future periods.

GENERAL AND ADMINISTRATIVE. General and administrative expenses consist primarily of

salaries of executive, financial, human resource and information services personnel as well as outside

professional fees. General and administrative expenses increased from $3.6 million in fiscal 1994 to

$3.9 million in fiscal 1995 and to $4.8 million in fiscal 1996, representing 12.4%, 10.2% and 11.3% of

total revenues, respectively. General and administrative expenses increased from $2.2 million for the

six months ended November 30, 1995 to $2.4 million for the six months ended November 30, 1996,

representing 11.4% and 9.9% of total revenues, respectively. These increases in dollar amounts were

primarily due to increased staffing and related expenses necessary to manage and support the

expansion of the Company's operations. The Company believes that its general and administrative

expenses will increase in dollar amount in the future to support the expansion of its operations and as a

result of expenses associated with being a public company.



PROVISION (BENEFIT) FOR INCOME TAXES. Provision (benefit) for income taxes was ($27,000),

$45,000, and $(4,099,000) in fiscal 1994, 1995 and 1996, respectively. For the six months ended

November 30, 1995 and 1996, the Company's provision for income taxes was $3,000 and $750,000,

respectively. In fiscal 1994 and 1995, the Company's provision or benefit included the federal

alternative minimum tax and state income taxes. The Company incurred a net loss in fiscal 1994 and,

consequently, recorded no federal income tax expense for such period. The Company had net operating

loss carryforwards for federal income tax purposes of approximately $3.0 million as of May 31, 1996.

Prior to May 1996, the Company determined that the realization of the net operating loss

carryforward and other deferred tax assets did not meet the recognition criteria under Statement of

Financial Accounting Standards No. 109, "Accounting for Income Taxes," and, accordingly, a valuation

allowance was established to reserve the net operating loss carryforward and other deferred tax assets.

For fiscal 1996, the Company recorded a $4.1 million tax benefit related to the reversal of the valuation

allowance. This reversal was based on management's analysis of current levels of earnings and its

future outlook, which increased the likelihood of the Company realizing its deferred tax assets; thus

the valuation allowance was no longer deemed necessary. In the six months ended November 30, 1996,

the Company recorded an income tax provision consistent with federal and state statutory income tax

rates. The Company expects that the income tax provision will continue to reflect the statutory tax

rates. See Note 9 of Notes to Consolidated Financial Statements.

Selected Quarterly Operating Results
The following table sets forth certain unaudited consolidated financial information for each of the four

quarters in the Company's fiscal year ended May 31, 1996 and for the first two quarters in the

Company's fiscal year ending May 31, 1997. In management's opinion, this unaudited quarterly

information has been prepared on the same basis as the audited consolidated financial statements and

includes all adjustments (consisting only of normal recurring adjustments) necessary for a fair

presentation of the information for the quarters presented, when read in conjunction with the audited

consolidated financial statements and notes thereto included elsewhere in this Prospectus. The

Company believes that quarter-to-quarter comparisons of its financial results are not necessarily

meaningful and should not be relied upon as an indication of future performance.

Selected Quarterly Operating Results
THREE MONTHS ENDED

AUGUST 31,    NOVEMBER 30,   FEBRUARY 29,   MAY 31,   AUGUST 31,

NOVEMBER 30,

1995           1995           1996        1996        1996

1996

(IN THOUSANDS)

Revenues:

License..........................   $   5,535     $    6,314     $    5,943   $   9,286   $   6,655

$    8,478

Service..........................       3,348          3,954          4,114       3,777       4,413

5,208



Total revenues.................       8,883         10,268         10,057      13,063      11,068

13,686

Cost of revenues:

License..........................         805          1,004          1,209       1,895       1,170

1,550

Service..........................       1,330          1,509          1,522       1,619       1,637

2,012

Total cost of revenues.........       2,135          2,513          2,731       3,514       2,807

3,562

Gross profit...................       6,748          7,755          7,326       9,549       8,262

10,124

Operating expenses:

Sales and marketing..............       2,867          3,786          3,473       4,351       4,054

5,660

Research and development.........       1,998          2,260          2,093       2,525       2,172

2,318

General and administrative.......         994          1,184          1,218       1,367       1,224

1,209

Total operating expenses.......       5,859          7,230          6,784       8,243       7,450

9,187

Operating income...................         889            525            542       1,306         812

937

Other income.......................           3             37              8          52          83

119

Income before income taxes.....         892            562            550       1,358         895

1,056

Income tax provision (benefit).....           3             --             --      (4,102)        344

406

Net income.........................   $     889     $      562     $      550   $   5,460   $     551

$      650

The Company's quarterly revenues and operating results have varied significantly in the past and are

likely to vary substantially from quarter to quarter in the future. Such fluctuations may result in

volatility in the price of the Company's Common Stock. The Company establishes its expenditure

levels based on its expectations as to future revenue, and, if revenue levels are below expectations,

expenses can be disproportionately high. As a result, a drop in near term demand for the Company's

products could significantly affect both revenues and profits in any quarter. In the future, the

Company's operating results may fluctuate for this reason or as a result of a number of other factors,

including increased expenses, timing of product releases, increased competition, variations in the mix

of sales, announcements of new products by the Company or its competitors and capital spending

patterns of the Company's customers.

The Company's business has experienced and may continue to experience seasonality. In recent years,

the Company has recognized a greater percentage of its revenue and operating income in its fourth

fiscal quarter than in any of the first three quarters due to a number of factors, including the timing of

product releases and the Company's sales incentive programs. Moreover, due to fiscal year-end sales

incentive programs, the Company has historically recognized less revenue and operating income in its

first fiscal quarter than in the other quarters.

As a result of these factors, there can be no assurance that the Company will be able to maintain

profitability on a quarterly basis.



Liquidity and Capital Resources
The Company has historically funded operations primarily through cash provided by operations and

the sale of equity securities. Currently, the Company meets its working capital needs and capital

equipment needs with cash provided by operations.

Cash provided (used) by operating activities was ($1.7) million, ($2.4) million and $8.3 million for fiscal

1994, 1995 and 1996, respectively. The increase in cash used by operations in fiscal 1995 was

primarily due to an increase in accounts receivable and a decrease in accounts payable, offset, in part,

by improved profitability. Accounts receivable increased in fiscal 1995 due to the release of a

significant, new version of the Company's heritage product in April 1995. The increase in cash

provided by operations in fiscal 1996 was primarily due to increased profitability of the Company's

operations and an increase in deferred revenues. Cash provided by operating activities for the six-

month periods ended November 30, 1995 and 1996 decreased from $2.6 million to $2.1 million. The

decrease resulted primarily from a decrease in deferred revenues.

The Company's investing activities used cash of $1.7 million, $1.2 million and $2.1 million in fiscal

1994, 1995 and 1996, respectively. For the six months ended November 30, 1995 and 1996, cash used

for investing activities was $1.0 million and $1.3 million, respectively. The principal use of cash in

investing activities was for capital expenditures related to the acquisition of computer equipment

required to support expansion of the Company's operations.

The Company anticipates building or leasing a new facility for occupancy beginning in fiscal 1999. The

Company currently expects that the new facility, together with related furniture, fixtures and

equipment, will cost approximately $15.0 million, and expects to finance this amount with debt

financing or through a sale and leaseback transaction. If debt financing is used to finance the facility,

the Company anticipates that it will also use $3.0 million to $5.0 million in cash as an equity

investment to partially fund the cost of the facility. If a sale and leaseback transaction is used to finance

the facility, the Company anticipates that no material equity investment will be made to fund the

facility. The building will be located close to the Company's current facilities and will be used to

consolidate employees into one building for improved productivity, as well as to accommodate

anticipated expansion of the Company's operations.

The Company's financing activities provided (used) cash of $2.2 million, $6.3 million and ($.8) million

during fiscal 1994, 1995 and 1996 respectively. In fiscal 1995, the cash provided by financing activities

included $8.1 million received in connection with the sale of Series B Preferred Stock and $2.0 million

from the sale of Common Stock to employees, partially offset by $3.8 million of payments on the

Company's outstanding line of credit and notes payable. For the six months ended November 30, 1995

and 1996, the Company's financing activities used cash of $.4 million and $.4 million, respectively. For

fiscal 1996 and the six months ended November 30, 1995 and 1996, financial activities used cash

primarily for payments on capital lease obligations and notes payable.



The Company's sources of liquidity at November 30, 1996 consisted principally of cash and cash

equivalents of $8.6 million. The Company also has a $5.0 million revolving line of credit facility with a

bank. The line of credit expires in November 1997 and borrowings made thereunder are subject to

certain covenants. No amounts were outstanding under the line of credit at November 30, 1996. See

Note 6 to Consolidated Financial Statements.

The Company believes that the proceeds from this offering, cash generated from operations and

amounts available under the line of credit will be sufficient to fund its operations for the foreseeable

future.

Business
Great Plains Software is a leading provider of Microsoft Windows NT client/server financial

management software for mid-sized businesses. The Company's award-winning products and services

automate essential accounting functions and enhance the strategic value of financial information. The

Company's products and services are sold and implemented exclusively by its extensive network of

Partners throughout the United States, Canada and select international markets.

Industry Background
In recent years, businesses of all sizes have been subjected to heightened competitive pressures and

rapidly changing market conditions. These pressures and conditions have challenged businesses to

increase the speed with which they make decisions, establish closer relationships with customers and

suppliers, raise the productivity of employees throughout the business and reduce costs. Many mid-

sized and larger businesses are meeting these challenges by leveraging the increased functionality,

flexibility and access to information offered by financial management systems based on client/server

technologies.

In the past, information technology architectures, particularly the centralization of information on

mainframe systems and minicomputers, prevented businesses from using their financial management

systems for purposes other than maintaining financial records and processing accounting transactions.

These systems were based on a centralized processing and reporting model which was inflexible and

did not allow effective integration with other systems or ready access to information.

With the advent of client/server technologies, however, businesses are better able to use information

from their financial management systems to respond to rapidly changing market conditions. The

acceptance of client/server systems has been driven by their ability to combine the ease of use and data

accessibility of personal computers with the high-volume processing and data storage capabilities of

minicomputer and mainframe systems. Client/server-based financial management systems offer real-

time information access and distributed processing which enable businesses to increase the speed of



decision making and enhance employee productivity. When integrated with Internet technologies,

client/server systems provide employees throughout the business and key customers and suppliers with

access to critical information.

Businesses employing client/server financial management systems can generally be grouped into two

market segments: (i) the corporate or middle market (the "Corporate Market") and (ii) the enterprise or

high-end market (the "Enterprise Market"). The Corporate Market generally consists of businesses with

$1 million to $250 million in revenues and 10 to 2,500 employees. In contrast, the Enterprise Market

generally consists of companies with revenues in excess of $250 million and more than 2,500

employees. Although many Corporate Market businesses have formal information technology (IT)

departments, Corporate Market companies typically have fewer IT resources than Enterprise Market

companies. In addition, whereas Corporate Market businesses have historically employed financial

management systems based on LANs, minicomputers and mainframes, Enterprise Market companies

have principally used mainframe financial management systems.

Businesses in the Enterprise Market were the first to adopt client/server architecture as the standard

for new implementations of financial management systems. More recently, businesses in the Corporate

Market have also begun to demand financial management systems based on client/server technology.

However, client/server financial management systems designed for the Enterprise Market have not

been widely implemented by Corporate Market businesses because they are generally too complex and

take too long and cost too much to implement. Furthermore, the implementation of client/server

financial management systems designed for the Enterprise Market often requires significant business

process re-engineering that is overly burdensome for Corporate Market businesses, especially smaller

Corporate Market businesses.

Corporate Market Financial Management System Needs
Corporate Market businesses have a number of key business requirements that are different from those

of Enterprise Market businesses. The Company believes that Corporate Market businesses require a

client/server financial management system that is cost-effective, designed for Microsoft technologies,

easy to customize and use and scalable.

Corporate Market businesses generally have fewer IT resources than businesses in the Enterprise

Market. As a result, these businesses require cost-effective software solutions from vendors that can

provide a substantial amount of assistance during the software system selection and implementation

process as well as ongoing local support and service. These businesses also require systems that can be

rapidly implemented and are easy to learn, use and modify.

In order to ensure ongoing compatibility, supportability and ease of maintenance, many Corporate

Market businesses are standardizing on Microsoft technologies, most notably Windows NT, Windows

95 and SQL Server. For example, according to International Data Corporation estimates, Windows NT

is the fastest growing server operating system for new client/server applications. Many Corporate



Market businesses are requesting a financial management system that takes full advantage of Microsoft

technologies. Systems that are 32-bit and native to Windows currently offer the optimal Microsoft-

standard solution.

Many Corporate Market businesses experience rapid growth and have evolving business models. These

businesses require financial management systems that can be customized quickly and cost-effectively

to accommodate the constantly changing nature of their business systems and procedures. The

Company believes that financial management systems must allow Corporate Market businesses to

easily modify windows, to integrate third-party solutions and to quickly write and seamlessly integrate

custom applications.

Finally, Corporate Market companies require financial management systems that can be scaled up as

their businesses grow. This requirement is best met by products that offer broad functionality and

scalable processing capabilities, and that have an open and flexible architecture that can easily

incorporate additional technologies, including Internet technologies which can extend the availability

of information from the financial management system to employees across the business and to key

customers and suppliers.

The Great Plains Software Solution
The Company designs, develops, markets, sells and supports its client/server financial management

products based on the following principles:

OPTIMIZE PRODUCTS FOR LEADING TECHNOLOGIES. The Company has consistently focused

on identifying leading technologies and integrating them into its products. In particular, the

Company's products are designed for Microsoft technologies, including Windows NT, Windows 95,

SQL Server, Internet Explorer, Internet Information Server, Visual Basic, Visual Basic for Applications

and C++. Due to their flexible 32-bit open architecture, the Company's products can also be integrated

with technologies from other leading suppliers, such as Netscape, Citrix Systems, IBM/Lotus and

Novell.

LEVERAGE PARTNER NETWORK. The Company has made a significant investment in building an

experienced, knowledgeable and highly motivated Partner network, which consists of VARs, systems

integrators, Big Six and other accounting firms, ISVs and specialized software consultants. The

Company's products are sold and implemented exclusively through its extensive network of Partners.

The Company believes that its Partners have a significant influence over product choices by customers,

and that the Company's relationships with its Partners are essential to the Company's success. Through

its Partner network, the Company is able to provide customers with trained and knowledgeable

software professionals who are available locally to implement its systems as well as provide ongoing

service and technical support. Many of the Partners customize the Company's products to fit

individual business needs and develop software applications that integrate with and extend the

functionality of the Company's products.



PROVIDE AWARD-WINNING SERVICE AND TECHNICAL SUPPORT. The Company believes that

prompt and effective service and technical support are essential elements of a complete financial

management software solution, and dedicates significant resources to delivering timely, reliable and

cost-effective service to its customers and Partners. The Company has received numerous industry

awards for its customer and Partner service, including the 1996 Positive Performer Grand National

Award for excellence in customer service from Inc. magazine and MCI Communications.

MEET BROAD SPECTRUM OF CORPORATE MARKET NEEDS. The Company's client/server

product lines, Dynamics C/S+ and Dynamics, are designed to meet the broad spectrum of financial

management needs of the Corporate Market. Dynamics C/S+ is designed for businesses in the

Corporate Market that have high volume processing requirements, complex financial management

needs and formal IT departments. Dynamics is designed for Corporate Market businesses that need a

Windows client/server solution that is cost-effective and flexible, but does not require IT personnel

dedicated to database administration. Whereas Dynamics C/S+ is designed for Corporate Market

businesses that are typically migrating their financial management systems from minicomputers and

mainframes, Dynamics is designed for businesses that are migrating from LANs to client/server

systems. The Company's customers can easily and cost-effectively upgrade from Dynamics to

Dynamics C/S+ as their businesses grow and financial management software needs evolve.

ENABLE RAPID IMPLEMENTATION, EASE OF USE AND CUSTOMIZATION. The Company has

designed its software for rapid implementation. The Company's products, which are based on the

Windows-interface standard, are easy to learn and use. The Company also offers a suite of tools that

allow its customers and Partners to easily modify and create windows and reports, to integrate third-

party solutions and to quickly write and seamlessly integrate custom applications. In addition,

customers and Partners can accomplish similar customization using industry-standard, third-party

tools, such as Microsoft Visual Basic and Visual Basic for Applications, Crystal Reports and FRx

financial report writer.

IMPROVE INFORMATION ACCESS. The architecture and design of the Company's client/server

products allow customers to quickly and easily access real-time information. Instead of having to print

and analyze reports to locate data, customers can use the extensive "drill down" capabilities of the

products to gain online access to information contained throughout the financial management system.

In addition, customers can easily transfer information from the Company's client/server products to

desktop applications, such as Microsoft Word and Excel, for analysis and dissemination.

INTEGRATE AND LEVERAGE INTERNET TECHNOLOGIES. The Company's products employ

Internet technologies to facilitate financial reporting, analysis and communication both within an

organization and with its customers and suppliers. In addition, Dynamics.Order, the Company's

electronic commerce solution, allows customers of Corporate Market businesses to place and track

orders over the Internet. The Company believes that enabling easy, cost-effective and security-

enhanced communication and information sharing among employees as well as facilitating order

placement with customers are important elements of a Corporate Market financial management

system.



Strategy
The Company's strategy is to extend its position as a leading provider of Microsoft Windows NT

client/server financial management systems to the Corporate Market. The following are the key

elements of the Company's strategy:

EXTEND TECHNOLOGY LEADERSHIP. The Company has a strong record of technical innovation

and leadership and intends to continue to invest in the development of new technologies and products.

The Company's client/server product lines, Dynamics C/S+ and Dynamics, were among the first

financial management systems in the Corporate Market to receive Microsoft Windows 95 (Dynamics

C/S+ and Dynamics) and Microsoft BackOffice (Dynamics C/S+) logo compliance (recognition from

Microsoft that they meet the development criteria for Windows 95 as well as Microsoft BackOffice

technologies, including Windows NT and SQL Server). The Company believes that its open,

componentized, multi-tier client/server architecture is well-suited for the ongoing integration of new

technologies. This architecture has allowed the Company to be among the first to market Internet-

enabled financial management solutions for Corporate Market businesses. The Company maintains a

research team dedicated to assessing new and emerging technologies. In addition, the Company

intends to maintain its leadership in providing customization capabilities that are essential to

businesses in the Corporate Market.

EXPAND AND STRENGTHEN PARTNER NETWORK. The Company believes that its Partner

network has been able to penetrate the Corporate Market by providing high-quality, cost-effective

marketing, sales and service. Through its channel development and recruiting efforts, as well as its

training, certification and performance recognition programs, the Company intends to continue to

expand and strengthen this network. For example, the Company recently instituted a program, Center

for Organizational Excellence (CORE), which offers Partners increased training, service and support to

help them develop and expand their businesses. The program also provides product and curricula

offerings to colleges and universities designed to increase the number of graduates familiar with the

Company's products. The Company also hosts a number of business and technology conferences each

year, including "Stampede," an annual three-day Partner conference in Fargo, where the Company is

headquartered, that had over 1,000 Partner participants in 1996.

CONTINUE AWARD-WINNING SERVICE AND TECHNICAL SUPPORT. The Company believes that

prompt and effective service and technical support are essential elements of a complete financial

management software system and are vital to maintaining customer and Partner satisfaction. The

Company has received numerous industry awards for its customer and Partner service, and continues

to invest in its support infrastructure. For example, the Company is expanding its existing Internet-

based technical support to customers and Partners. The Company believes that its initiatives will

further increase the timeliness and effectiveness of its service and technical support.

SUPPORT DOS-BASED PRODUCTS AND MIGRATE CUSTOMERS TO CLIENT/SERVER. The

Company intends to continue to support customers who use its DOS-based product, Great Plains

Accounting, and to offer specialized pricing programs and tools to migrate these customers to its



client/server products. In addition, the Company has developed and is marketing migration tools for

moving customers from competitors' DOS-based accounting systems to its client/server financial

management systems.

EXPAND GLOBAL PRODUCT OFFERING AND INFRASTRUCTURE. The Company currently sells

its products through international Partners and a subsidiary located in the United Kingdom to markets

in the following geographic regions: Western and Eastern Europe, Australasia, Southern Africa, the

Middle East and Southeast Asia. The Company's client/server products have been sold in

approximately 50 countries. The Company intends to expand its global infrastructure by entering into

additional international distribution agreements, acquiring certain existing distributors and pursuing

the acquisition of related software products or companies.

MAINTAIN GREAT PLAINS SOFTWARE VALUES. Great Plains Software is deeply committed to

developing and sustaining long-term relationships with its Partners, customers, employees and

suppliers. The Company has been built on a Mission Statement and a set of Shared Values that express

this commitment. The Company believes that a continued commitment to its Mission Statement and

these values results in higher employee, customer and Partner satisfaction.

Great Plains Software Mission Statement
To improve the lives and business success of Partners and Customers by providing superior financial

management software, services and tools.

Great Plains Software Shared Values
We must:

1. Foster a close relationship with our Partners and Customers that will result in a better understanding

of what they are experiencing;

2. Encourage innovation, independent action, team spirit and personal growth in all employees;

3. Ensure that everything we do reflects exceptional levels of quality; and 4. Demonstrate high integrity

in all business relationships.

Technology
The Company's products leverage key Microsoft technologies and are based on the following

strategies:

32-BIT OPTIMIZATION FOR WINDOWS NT AND WINDOWS 95. The Company's client/server

products are 32-bit applications optimized for Windows NT and Windows 95, and are among the few

financial management systems that can be integrated with Visual Basic for Applications, which the

Company has licensed from Microsoft. In addition, as 32-bit applications, the Company's client/server



products are among the few financial management systems that support Windows NT on both the

desktop and the server, which maximizes the performance and fault tolerance capabilities of Windows

NT.

MICROSOFT SQL SERVER OPTIMIZATION. Dynamics C/S+ is optimized for the latest releases of

Microsoft SQL Server and includes over 4,000 stored procedures to enhance distributed processing,

overall performance and data integrity. The Company's implementation of Microsoft SQL Server and

Windows NT also enhances data accessibility and system scalability.

NATIVE WINDOWS NT AND WINDOWS 95 IMPLEMENTATION. The Company's client/server

products are designed to take full advantage of Windows NT and Windows 95 capabilities, unlike

"screen scraper" products that have a graphical interface grafted onto DOS-based or legacy software

systems. The Company believes that its design philosophy has resulted in products that are easier to

use and more intuitive because they adhere closely to the same interface standards as Windows desktop

applications. Moreover, as native Windows applications, the Company's client/server products require

less memory and enable more efficient multi-tasking than screen-scraper products.

COMPONENTIZED FUNCTIONALITY. The business rules, or financial logic, of the Company's

products have been designed and developed into "logic components." This "componentization" or

"object orientation" of the product allows the Company to use software code multiple times within a

product and from product to product, increasing the speed with which new applications and product

extensions can be developed. The componentized architecture of the Company's products also allows

Company and third-party applications to share a common user interface thereby creating a seamless

and easy to use environment for customers. Moreover, the Company makes certain components

available to ISV Partners, which facilitates their ability to integrate third party applications into the

Company's client/server products.

MULTI-TIER CLIENT/SERVER ARCHITECTURE. The multi-tier client/server architecture of the

Company's products enhances the processing flexibility and efficiency of its products by allowing

processing to occur on the desktop computer, the application server or the database server. In addition,

this architecture also enhances scalability and deployment capabilities over wide area networks and the

Internet.

INTERNET INTEGRATION. The Company has deployed and is continuing to develop Internet

products to extend the availability of information from financial management systems to employees

across the business and key customers and suppliers. The Company's client/server products take

advantage of leading Internet technologies, including Microsoft Internet Explorer, Netscape Navigator,

Microsoft Internet Information Server, FrontPage, ActiveX and Java.

Products
The Company's client/server product lines, Dynamics C/S+ and Dynamics, consist of a suite of

financial applications and a suite of customization and development tools. The Company also offers a

DOS- and Macintosh-based product, Great Plains Accounting.



Dynamics C/s+
First released in July 1994, Dynamics C/S+ is the Company's client/server financial management

system for Corporate Market businesses that have high volume processing requirements, complex

financial management needs and formal IT departments. These businesses require the distributed

processing and increased throughput delivered by Windows NT, Microsoft SQL Server and the multi-

tier architecture of the Company's products. Dynamics C/S+ has received several industry awards and

was one of the first client/server financial management systems to receive Microsoft Windows 95 and

BackOffice logo compliance. The Dynamics C/S+ implementation of Windows NT allows deployment

on either Intel or Digital's Alpha processor technology.

Dynamics
First released in February 1993, Dynamics is the Company's client/server financial management

system for Corporate Market businesses that need a Windows client/server solution that is flexible and

cost-effective, but does not require IT personnel dedicated to database administration. Dynamics is

built on the same foundation as Dynamics C/S+ and leverages leading Microsoft technologies,

including Microsoft Windows 95, Windows NT and Visual Basic. Dynamics has received several

industry awards and was one of the first client/server financial management applications to receive

Windows 95 logo compliance.

The following table provides selected information relating to the Dynamics C/S+ and Dynamics

client/server product lines:

Dynamics C/s+ Dynamics
INITIAL RELEASE DATE          July 1994                    February 1993

CURRENT VERSION/              3.15/November 1996           3.2/March 1997

RELEASE DATE

TARGET MARKET:

REVENUES                    $25 to $250 million          $1 to $25 million

EMPLOYEES                   250 to 2,500                 10 to 250

CLIENT OPERATING SYSTEMS      Windows NT                   Windows NT

Windows 95                   Windows 95

Macintosh O/S

SERVER OPERATING SYSTEM(S)    Windows NT                   Windows NT (Intel)

(Intel and Alpha)            Novell NetWare

PRIMARY DATABASE              Microsoft SQL Server         Btrieve Server

AVERAGE SYSTEM CUSTOMER       $75,000                      $10,000

PURCHASE PRICE

Client/server Product Functionality
The Company's client/server product lines, Dynamics C/S+ and Dynamics, consist of a suite of

financial applications and a suite of development and customization tools. These suites, which are

offered across both product lines, address similar business needs yet provide features and technologies



specifically designed for the distinct requirements of Dynamics C/S+ and Dynamics customers.

The financial applications offered with both client/server products automate the critical accounting

and distribution functions of Corporate Market businesses. These applications can be grouped into

two categories:

ACCOUNTING APPLICATIONS deliver such essential functionality as general ledger, accounts

receivable, accounts payable, invoicing and payroll. In addition, one of the Company's Internet

applications, Dynamics.View, provides employees across a business with access to financial information

via a Web browser.

DISTRIBUTION APPLICATIONS provide inventory management, sales order processing and

purchase order processing. In addition, Dynamics.Order, the Company's electronic commerce

application, allows customers of Corporate Market businesses to place and track orders over the

Internet.

The Company's suite of development and customization tools, DynamicTools, allows customers and

Partners to customize and extend the functionality of Dynamics C/S+ and Dynamics. Key tools in the

DynamicTools suite are Dexterity, Modifier, Visual Basic for Applications, Report Writer, Continuum

for Visual Basic and NetTools. Dexterity enables customers and third party developers to create

applications that seamlessly integrate with, and have the same look and feel as, the Company's

client/server applications. Modifier is used to customize windows and cursor navigation. The

Company's implementation of Visual Basic for Applications, under license from Microsoft, allows the

Company's client/server products to be integrated with customer-specific or industry-standard

applications or easily customized to fit specific customer needs. Report Writer allows for the creation

and modification of reports. Continuum for Visual Basic facilitates integration between the Company's

client/server products and Microsoft Visual Basic applications through the use of wizards (online

instruction guides) and point-and-click operations. NetTools facilitates the integration of the

Company's client/server products with leading Internet technologies.

Great Plains Accounting
The Company's Great Plains Accounting product is available for DOS and Macintosh operating

systems in LAN and single user environments. Great Plains Accounting includes a suite of financial

applications that provides customers with a broad range of features and functions. The Company's

most recent version of Great Plains Accounting, Version 9.0, released in February 1997, will be

marketed primarily to existing Great Plains Accounting customers. The Company is actively promoting

the migration of its Great Plains Accounting customers to its client/server products. The Company's

revenues from its Great Plains Accounting product have been declining, and the Company expects that

these revenues will continue to decline in the future. See "Management's Discussion and Analysis of

Financial Condition and Results of Operations--Revenues."



Sales and Marketing
SALES. The Company sells, implements and supports its products exclusively through its Partner

network consisting of VARs, specialized software consultants, ISVs, systems integrators and Big Six and

other accounting firms. The Company's Partners are independent organizations that perform some or

all of the following functions: sales and marketing; systems implementation and integration; software

development and customization; and ongoing consulting, training, service and technical support. In

many instances, a Partner's primary source of income is derived from selling, implementing and

supporting the Company's products.

The Company believes that its Partners have a significant influence over product choices by customers

and that its relationships with its Partners are an essential element in its marketing, sales and

implementation efforts. Through its Partner network, the Company is able to provide customers with

trained and knowledgeable software professionals who are available locally to implement its systems as

well as provide ongoing service and support. Many of the Company's Partners customize the

Company's systems to fit individual business needs and develop industry-specific software applications

that integrate with and extend the functionality of the Company's products.

The Company actively recruits Partners through channel development groups and has specialized

strategies aimed at recruiting and supporting ISVs and accounting firms. Partners are required to

undergo extensive training and certification procedures before being authorized to sell and implement

the Company's products and must maintain certain standards and sales volumes to retain such

authorization.

The Company has established cooperative relationships with several international Partners to further

the international distribution of its products, which involves localizing and translating its products,

locating and training qualified VARs, marketing its products and providing ongoing customer service

and technical support. International Partners typically pay localization and translation costs for the

Company's software in exchange for distribution rights, while the Company retains ownership of the

localized version of the software. The Company and its international distributors have developed

localized language versions of its client/server products, including Arabic, Polish, Russian, German and

Portuguese, with a Spanish version expected to be released in the second half of fiscal 1997. In

addition, the Company has developed localized versions for the United Kingdom, Australia, New

Zealand, South Africa and French-speaking Canada. These versions have been modified to satisfy local

accounting or tax requirements and include international features, such as compatibility with value-

added-tax and European Intrastat reporting requirements, localized charts of accounts, multi-currency

capabilities and transaction code analysis. The Company's product architecture is designed to facilitate

the translation, localization and maintenance of multilingual, multinational versions.

MARKETING. The Company is focused on building market awareness and acceptance of the Company

and its products as well as on generating qualified customer and Partner leads. Customer leads are

pursued by Partners with assistance from the Company's sales personnel.



The Company has a comprehensive marketing strategy with several key components: image and

awareness building, direct marketing to both prospective and existing customers, a strong Web

presence, broad-scale events with strategic partners and local marketing with Partners. The Company's

corporate image strategy includes national advertising in key financial, business and technology

publications as well as Web-based advertising. The Company's direct marketing includes ongoing direct

mail efforts to existing and prospective customers. For prospective customers, the Company also offers

seminars and self-qualifying tools to assist them in selecting client/server financial management

systems. Seminars are offered in conjunction with Partners in their local or industry-specific markets.

The Company's Web-based marketing is designed to generate new leads for the Company. The

Company increases product awareness by sponsoring large scale events and seminars for prospective

customers with key industry partners, such as Microsoft, Digital and IBM. Such events have included

satellite product launch events and video-teleconference-based technical seminars. Finally, the

Company's marketing strategy is designed to take advantage of the Company's Partner network by

including cooperative marketing programs designed for Partners' local markets.

Customers
The Company's client/server products offer functionality and scalability to suit a wide range of

Corporate Market businesses, from fast-growing entrepreneurial businesses to divisions of large

enterprises. In addition, the Company's client/server products, implemented alone or with an industry-

specific third party application, have been purchased by companies in a wide variety of industry types,

such as:

Advertising                      Healthcare                        Non-Profit

Broadcasting                     Hospitality                       Professional Sports

Computer Software                Information Services              Publishing

Construction                     Insurance and Financial Services  Retail

Distribution                     Internet Software and Services    Telecommunications

Education                        Manufacturing                     Transportation

Customer Case Studies
The following case studies illustrate the selection, implementation and use of Dynamics C/S+ and

Dynamics by certain of the Company's customers. Not every customer implementation of the

Company's products achieves the same level of success.

Dover Corporation Canada, Ltd.
Dover Corporation Canada, Ltd. ("Dover") sells, services and installs elevators, escalators and industrial

conveyor belts throughout Canada. Dover has approximately 500 employees in its corporate

headquarters and 41 branch offices across Canada. Dover's previous financial management applications

were proprietary and approximately 15 years old. Information flow between the corporate and branch



offices, including accounting and project management reporting, suffered from a time lag of about 45

days and, as a result, information available at branch offices often differed from information available

at headquarters.

Dover is replacing its centralized mainframe system with a Dynamics C/S+ solution that will link the

financial system in its corporate headquarters with all 41 branch offices. The system presently has

about 110 authorized users, with more users being added monthly.

In addition to benefiting from the broad functionality inherent in Dynamics C/S+, Dover employees

across Canada are gaining online access to information in the Dynamics C/S+ financial management

system through a WAN and the Internet. Furthermore, a Great Plains Software Partner has written an

industry-specific application using DynamicTools which allows Dover to better manage its remote sales

and service force and provide them with real-time integration with Dynamics C/S+.

Protection One Alarm Monitoring, Inc.
Protection One Alarm Monitoring, Inc. ("Protection One"), with 953 employees, provides security

alarm monitoring services, and sells, installs and services security alarm systems for residential

financial management and small business subscribers across the western United States. The company is

the largest residential security alarm company in the western United States and ranks among the

largest in the country in terms of customer base.

Security industry software systems such as the system previously used by Protection One are typically

comprised of two or more applications--a financial package and specialized alarm monitoring software.

Protection One determined that its existing applications were unable to accomodate its expected future

growth. In addition to broad and flexible financial management functionality, Protection One required

a system that integrated seamlessly with several custom-developed alarm monitoring applications.

The financial management system now used by Protection One integrates Dynamics C/S+ with

industry-specific applications developed by a Great Plains Software Partner. In particular, the Partner

used the Great Plains Software development tool suite, DynamicTools, to develop a specialized alarm

monitoring solution that seamlessly integrates with Dynamics C/S+ to handle the approximately 1.5

million alarm signals a month that Protection One receives. This integrated solution allows appropriate

personnel in the organization to respond to customer inquiries and address alarm signals, including

life- threatening emergencies, that might arise in the alarm monitoring center, and provides Protection

One with a comprehensive and seamlessly integrated financial, administrative and service management

system with a common customer database.

Sbs Corporation
SBS Corporation ("SBS"), with 39 employees, provides hardware, software and services to financial

institutions primarily serving the southeastern United States. SBS offers products and services which

enable its customers to provide optical storage, loan document processing, telephone banking and



check imaging solutions.

The financial management system previously used by SBS was a DOS-based solution that did not

automate key processes. For example, sales proposals and quotes were created in Microsoft Word, but

information was re-entered as a sale moved forward from proposal to order to billing. This inefficient

process made it difficult to monitor the status of a sale and was labor intensive.

SBS migrated to a Dynamics solution in July 1995 and reports that it has streamlined processes and

measurably increased productivity. SBS relies on the "enter-data-once" design of Dynamics to automate

workflow relating to the sales process. The Dynamics Sales Order Processing application provides SBS

with the ability to enter data once and use it throughout the sales process, from the quote stage to

orders, back orders, invoices and returns. The status of an order can be monitored by any Dynamics

user. This workflow design has streamlined processes, improved accuracy and increased staff

productivity. In addition, SBS has been able to integrate its Dynamics system with Microsoft Word and

Excel.

Partner Case Studies
The Company has made a significant investment in building an experienced, knowledgeable and highly

motivated Partner network. The following case studies describe key characteristics and business

attributes for three of the Company's larger Partners. Not every Partner has experienced or will

experience the same level of success.

The Taylor Group
The Taylor Group sells, implements and supports financial and manufacturing software throughout the

northeastern United States. The Taylor Group also develops, markets and supports its own "plug and

play" applications that enhance Great Plains Software products. These applications are distributed by

172 VARs around the world that maintain relationships with both The Taylor Group and Great Plains

Software.

Founded as a single-person business in 1987, The Taylor Group had 36 employees as of December 31,

1996, including support technicians, consultants, systems engineers, programmers and sales and

marketing executives. Approximately 60% of the formal training of this staff is obtained through

programs offered by Great Plains Software.

In 1996, the Taylor Group's revenue was evenly divided among sales of Great Plains Software products,

its own software applications that enhance Great Plains Software products and related services. It

discontinued offering competing products approximately five years ago. As of December 31, 1996, The

Taylor Group was providing service to an installed base of 90 Dynamics customers, 13 Dynamics C/S+

customers and 129 Great Plains Accounting customers.



Financial Systems Consulting, Inc.
Financial Systems Consulting, Inc. ("FSC") sells, implements and supports financial management

software and provides management consulting services in the southwestern United States. In business

since 1993, FSC was authorized as a Great Plains Software VAR in November 1995 and currently

focuses primarily on Dynamics C/S+. In the year ended December 31, 1996, its first as a Great Plains

Software Partner, FSC implemented Dynamics C/S+ for 28 customers.

As of December 31, 1996, FSC had 19 employees in offices in Los Angeles, San Diego, San Francisco

and Phoenix. Prior to becoming authorized as a Great Plains Software VAR, FSC had been a leading

reseller of a competing product. During FSC's first twelve months as a Great Plains Software Partner,

approximately 45% of its revenues were derived from the sale of Great Plains Software products, third-

party applications that enhance Great Plains Software products and related services.

Integrated Accounting Systems, Inc.
Integrated Accounting Systems, Inc. ("IAS") was founded in 1989 as a single-person firm, providing

financial management system consulting and implementation services. In 1992, IAS expanded its

business to include the resale of financial management software. As of December 31, 1996, IAS had

grown to 19 employees and was recognized as one of the fastest growing private companies in the San

Francisco Bay Area for 1996. Since its founding, IAS has focused exclusively on Great Plains Software

products.

In 1996 IAS received approximately 50% of its revenue from service and support and 50% from

software sales, of which approximately 10% was derived from the sales of third party applications that

integrate with Great Plains Software products. As of December 31, 1996, IAS was providing service to

an installed base of 100 Dynamics customers, 6 Dynamics C/S+ customers and 360 Great Plains

Accounting customers.

Customer and Partner Service
The Company believes that prompt and effective service and technical support is an important

component of a complete financial management system and is critical to the long-term satisfaction of

its customers and Partners. The Company has received numerous awards for its Partner and customer

service, including the 1996 Positive Performer Grand National Award for excellence in customer

service from Inc. magazine and MCI Communications.

The Company was one of the first personal computer software providers to introduce fee-based

support plans and guaranteed telephone response times. The Company also maintains profiles and

detailed call histories on each of its customers and Partners. These profiles enable support personnel at

the Company to respond more effectively to service inquiries, allow the Company to better forecast



which customers are likely to purchase new products or upgraded versions of existing products and

assist the Company in developing new applications and features that accurately address the needs of

the marketplace.

The Company provides service and technical support through a service organization consisting of 128

employees as of January 31, 1997. The Company provides a variety of training, technical support and

service programs for customers which supplement the primary support provided by Partners. The

Company offers video, teleconference and classroom training as well as technical support through a

toll-free number, its Website and onsite consultations. Telephone support calls are handled by

professional support personnel and have various guaranteed response times, depending on the type of

support plan purchased. Response times as short as 30 minutes are offered. In addition to its technical

support programs, customers are offered software maintenance programs for an annual fee. These

programs provide customers with product upgrades and online information and assistance. The

Company also offers comprehensive training and product support to its Partners to ensure that they

provide the necessary levels of technical support and assistance to customers. Finally, the Company

offers its Partners a variety of consulting resources for resale to customers, including strategic

implementation planning, project management and product customization.

Research and Development
Since its inception, the Company has made substantial investments in research and development.

During the fiscal years 1994, 1995 and 1996, software development expenses were approximately

$10.7 million, $9.3 million and $8.9 million, respectively. As of January 31, 1997, the Company had

159 employees engaged in research and development.

The Company's research and development efforts employ a standard development process to guide

software development through stages of product concept, market requirements analysis, product

definition, design specification, coding, testing and release. These efforts are also focused on

identifying, developing and integrating leading technologies into its products to better meet customer

needs.

Intellectual Property Rights and Licenses
The Company regards certain features of its internal operations, software and documentation as its

intellectual property. The Company relies on a combination of contract, copyright, trademark and

trade secret laws, a mandatory software registration mechanism and other measures to protect its

intellectual property. The Company has no patents. The Company believes that, because of the rapid

pace of technological change in the computer 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. It is the

Company's policy to file for protection of its basic trademarks and service marks in countries in which

the Company sells its products either directly or through its international Partners and in countries in



which protection is advisable. Despite these measures there can be no assurance that the Company will

be able to fully protect its intellectual property. See "Risk Factors--Dependence on Intellectual Property

Rights; Risk of Infringement."

The Company provides its products to customers on a "right-to-use" basis under non-exclusive licenses,

which generally are nontransferable and have a perpetual term. The Company typically licenses its

products solely for the customer's internal operations.

Competition
The market for the Company's products is highly competitive and rapidly changing. The Company's

primary market consists of businesses in the Corporate Market. The Company's current and

prospective competitors offer a variety of solutions for this market. The Company experiences

significant competition and expects substantial additional competition from established and emerging

software companies that offer products similar to the Company's products and target the same

customers as the Company. The Company believes it competes on the basis of (i) product features,

functionality, performance and price, (ii) the capacity and capabilities of Partners, (iii) the quality of

customer and Partner service and technical support, (iv) sales and marketing efforts, (v) new product

and technology introductions, and (vi) company image and stability. The Company believes it competes

effectively on each of these factors.

In the United States, the Company faces a number of competitors both in the Dynamics C/S+ segment

of the Corporate Market, including Platinum Software Corporation, and in the Dynamics segment of

the Corporate Market, including Solomon Software and State of the Art, Inc. In Canada, the

Company's primary competitor is Computer Associates International, Inc. (AccPac and AccPac 2000).

Outside North America, the Company also faces competition from a number of other competitors,

several of which have significant shares in their home markets. In addition, the Company competes for

Corporate Market business with companies primarily targeting the Enterprise Market; several of these

competitors, which principally sell UNIX-based systems, offer or have announced their intention to

deliver Windows NT solutions. The Company believes that the products from these competitors are

neither designed nor priced to meet the needs of the Corporate Market, and that the Company

competes effectively against them in the Corporate Market. The Company's products also face

competition from providers of industry-specific applications as well as indirect competition from in-

house, custom-developed financial management applications.

Certain of the Company's competitors have substantially greater financial, marketing or technical

resources than the Company. There can be no assurance that other companies have not developed or

marketed or will not develop or market products that are superior to those of the Company, that are

offered at substantially lower prices than those of the Company, or that have or will achieve greater

market acceptance than those of the Company. In addition, there can be no assurance that alternative

methods of delivering financial management systems will not provide increased competition.



Facilities
The Company's principal administrative, marketing, production and product development facilities

consist of an aggregate of approximately 80,000 square feet at two locations in Fargo, North Dakota.

Great Plains Software occupies these sites under lease agreements that expire at various times through

June 1998. Total rent expense was approximately $693,000, $894,000 and $871,000 during fiscal

1994, 1995 and 1996, respectively. The Company is currently planning to consolidate its two locations

into an expanded facility in the future. See "Use of Proceeds" and "Management's Discussion and

Analysis of Financial Condition and Results of Operations--Liquidity and Capital Resources."

Production
The principal physical components of the Company's software products are computer media and

manuals. The Company prepares master software disks, manuals and packaging materials which are

then duplicated by the Company and third party vendors. To date, the Company has not experienced

any material difficulties or delays in the manufacture and assembly of its products or material returns

due to product defects.

Employees
As of January 31, 1997, the Company had a total of 550 full and part-time employees (equating to 537

full time equivalent employees ("FTEs")), including 313 FTEs in sales, marketing, technical support and

consulting services, 159 FTEs in research and development and 65 FTEs in administration. None of

the Company's employees are represented by a labor union. Management believes that its relations

with the Company's employees are good.

Legal Proceedings
From time to time, the Company is involved in litigation arising out of operations in the normal course

of business. As of the date of this Prospectus, the Company is not a party to any legal proceedings the

adverse outcome of which, individually or in the aggregate, could reasonably be expected to have a

material adverse effect on the Company's results of operations or financial position.

Management

Executive Officers and Directors
The executive officers and directors of the Company, and their ages and positions are as follows:



Name Age Position
Douglas J. Burgum..............      40       Chairman of the Board, President and Chief Executive

Officer

Raymond A. August..............      35       Chief Technology Officer and Group Vice President, Dynamics

C/S+

Terri F. Zimmerman.............      33       Chief Financial Officer and Group Vice President

Michael J. Olsen...............      47       Group Vice President, Corporate Communications

Steven K. Sydness..............      42       Group Vice President, Dynamics

Jodi A. Uecker-Rust............      35       Group Vice President, Heritage Products

Brian R. Carey.................      39       Vice President, Business Development

Michael A. Slette..............      40       Vice President, Human Resources and Legal Affairs

Bradley J. Burgum..............      45       Director and Secretary

Frederick W. Burgum............      50       Director

William V. Campbell                  58       Director

Raymond F. Good................      68       Director

Sanjeev K. Mehra...............      38       Director

J.A. Heidi Roizen..............      39       Director

Joseph S. Tibbetts, Jr.........      44       Director

DOUGLAS J. BURGUM has served as President of the Company since March 1984, Chief Executive

Officer since September 1991 and Chairman of the Board since January 1996. Mr. Burgum was an

early investor in the Company, and he initially served as Vice President and a director from March

1983 to March 1984. Before joining the Company, Mr. Burgum was a management consultant in the

Chicago office of McKinsey & Company, Inc. Mr. Burgum holds a B.U.S. from North Dakota State

University and an M.B.A. from the Stanford University Graduate School of Business.

RAYMOND A. AUGUST has served as Chief Technology Officer and Group Vice President, Dynamics

C/S+ since June 1996. Previously, he served as Chief Technology Officer and Vice President of Product

Strategy from June 1995 to June 1996 and Vice President of Product Development from June 1993 to

June 1995. Prior to joining the Company in October 1992, Mr. August was a Senior Manager in the

Management Consulting Service Practice of Price Waterhouse LLP in New Jersey and New York. He

holds a B.S. in Accounting and Computer Science from the University of South Carolina. Mr. August is

a Certified Public Accountant.

TERRI F. ZIMMERMAN has served as Chief Financial Officer since February 1997 and Group Vice

President since June 1996. Previously, she held the position of Vice President of Finance and

Operations from June 1995 to June 1996. Ms. Zimmerman joined the Company as Director of Finance

in September 1994. She was previously employed by Deloitte & Touche LLP in Minneapolis as a Senior

Manager. Ms. Zimmerman holds a B.A. in Business Administration from the University of North

Dakota. Ms. Zimmerman is a Certified Public Accountant.

MICHAEL J. OLSEN has served as Group Vice President, Corporate Communications, since June

1996. Mr. Olsen served as Vice President of Corporate Communications from September 1995 to June

1996. From 1994 to 1995, Mr. Olsen was Senior Vice President of Himle Horner, Inc., a Minneapolis-

based public relations agency. From 1987 to 1994, he was Vice President of Corporate

Communications for National Car Rental System, an international car rental company. Prior to such

time, he served in various Senior Public Affairs positions in Washington, D.C. Mr. Olsen holds a B.A. in

Speech and Drama from North Dakota State University.



STEVEN K. SYDNESS has served as Group Vice President, Dynamics since June 1996. Mr. Sydness

served as Vice President of Business Development from June 1995 to June 1996, Vice President of

Sales from June 1994 to June 1995 and Vice President of Strategic Planning from June 1993 to June

1994. From February to November of 1992, Mr. Sydness took a leave of absence from the Company

during which he was a candidate for the United States Senate. Prior to joining Great Plains Software in

January 1987, he was employed by Dr. Henry Kissinger Associates and the management consulting

firm McKinsey & Company, Inc. in their New York and Tokyo offices. Mr. Sydness holds a B.A. from

Principia College and an M.B.A. from Harvard Business School.

JODI A. UECKER-RUST has served as Group Vice President, Heritage Products since June 1996. Ms.

Uecker-Rust was Vice President of Employee Services from June 1995 to June 1996, Vice President of

Operations, and later Vice President of Operations and Administration from July 1993 to June 1995

and Director of Operations from October 1990 to July 1993. Ms. Uecker-Rust joined the Company in

1984 after being employed by Honeywell Inc. in Minneapolis. She holds a B.S. in Industrial

Engineering from North Dakota State University.

BRIAN R. CAREY has served as Vice President of Business Development since July 1996. Mr. Carey

was Vice President of Product Development from June 1995 to June 1996. He was General Manager

and later Vice President and General Manager of the Small Business Systems Unit of the Company

from August 1992 to June 1995. Mr. Carey joined the Company in June 1989. Before such time, he was

employed by First Interstate Bancorp, where he was Senior Vice President and Manager of the Retail

Banking Division. Previously, Mr. Carey was employed by Xerox Corporation in Minneapolis as a Sales

Executive. He holds a B.S. in Marketing from Moorhead State University.

MICHAEL A. SLETTE has served as Vice President of Human Resources and Legal Affairs since June

1996. Mr. Slette was Vice President of Business Development and Legal Affairs from June 1995 to

June 1996 and Vice President of Finance from June 1988 to June 1995. Mr. Slette joined the Company

in 1982 and, prior to such time, was employed by the Minneapolis-based accounting firm Adrian S.

Helgeson & Co. He holds a B.A. in Business Administration and Accounting from Concordia College.

Mr. Slette is a Certified Public Accountant.

BRADLEY J. BURGUM has served as a director of the Company since 1984 and as Secretary since

January 1996. Mr. Burgum has practiced law in Casselton, North Dakota for 19 years and is currently a

shareholder and President of the Burgum & Irby Law Firm, P.C. He has served on the Board of

Directors for the Arthur Companies, Inc., a privately-held diversified agribusiness corporation, since

1974. Mr. Burgum holds a B.S. in Business Economics from North Dakota State University and a J.D.

from the University of North Dakota School of Law. Mr. Burgum is a Certified Public Accountant.

FREDERICK W. BURGUM has served as a director of the Company since 1988. Mr. Burgum has been

Chairman of the Board of the Arthur Companies, Inc. since 1984 and has served as its Chief Executive

Officer since June 1992. He has served as Senior Vice President and a director of the First State Bank

of North Dakota since 1972. Mr. Burgum is a veteran of the United States Army and holds a B.Ph. from

the University of North Dakota.



WILLIAM V. CAMPBELL has served as a director of the Company since March 1997. Mr. Campbell

has been the President and Chief Executive Officer of Intuit Inc. since April 1994. Prior to joining

Intuit Inc., Mr. Campbell was President and Chief Executive Officer of GO Corporation, a pen-based

computing software company, from January 1991 to December 1993. He was the founder, President

and Chief Executive Officer of Claris Corporation, a software subsidiary of Apple Computer, from

1987 to January 1991. Mr. Campbell has also held senior executive positions at Apple Computer and

senior management positions at Kodak and J. Walter Thompson, an advertising agency in New York.

Mr. Campbell also serves on the Board of Directors of SanDisk, Inc. Mr. Campbell holds both a B.S.

and a M.S. in Economics from Columbia University. He is presently a director of the National Football

Foundation and Hall of Fame.

RAYMOND F. GOOD has served as a director of the Company since 1988. He is an independent

executive consultant and a director of the Astrocom Corporation, a publicly-held company based in

Minneapolis. From 1986 to 1992, he was a partner of Regis McKenna. Mr. Good has also served as

Vice President of Marketing Strategy for Control Data Corporation, President of Heinz USA, Chief

Executive Officer of The Pillsbury Consumer Group, and Chairman of the Board and Chief Executive

Officer of Munsingwear, Inc. Earlier in his career, he served as a management consultant in the New

York office of McKinsey & Company, Inc. Mr. Good is a veteran of the United States Marine Corps. He

holds a B.S. from the University of Connecticut and an M.B.A. from Harvard Business School.

SANJEEV K. MEHRA has served as a director of the Company since June 1994. He is a Managing

Director in the Principal Investment Area of Goldman, Sachs & Co. and serves on the Boards of

Directors of several privately-held companies. Prior to joining Goldman, Sachs & Co. in 1986, he was a

Research Analyst at McKinsey & Company, Inc. from 1982 to 1984. Mr. Mehra holds a B.A. from

Harvard University and an M.B.A. from Harvard Business School.

J.A. HEIDI ROIZEN has served as a director of the Company since February 1997. Previously, she

served as Vice President of World Wide Developer Relations for Apple Computer from 1996 to 1997

and as Chief Executive Officer of T/Maker Company from 1983 to 1996. Ms. Roizen was a member of

the Board of Directors of the Software Publishers Association from 1987 to 1994 and served as

President of the association from 1988 to 1990. She is a member of the Stanford University Board of

Trustees Nominating Committee and a Public Governor of the Pacific Stock Exchange. Ms. Roizen

holds a B.A. in English from Stanford University and an M.B.A. from the Stanford Graduate School of

Business.

JOSEPH S. TIBBETTS, JR. has served as a director of the Company since October 1996. He has served

as Vice President, Finance and Administration, Chief Financial Officer and Treasurer of SeaChange

International, Inc., a publicly-held company based in Maynard, Massachusetts, from June 1996 to the

present. From November 1976 to June 1996, Mr. Tibbetts was employed as a Certified Public

Accountant by Price Waterhouse LLP. He became a Partner of the firm in 1986 and the National

Director of its Software Services Group in 1991. Mr. Tibbetts holds a B.S. in Business Administration

from the University of New Hampshire and is a graduate of the Stanford Business School Executive

Program for Growing Companies.



Douglas J. Burgum and Bradley J. Burgum are brothers, and Frederick W. Burgum is their cousin.

Classes of Directors
Following this offering, the Board of Directors will be divided into three classes, each of whose

members will serve for a staggered three-year term. Messrs. Good and Tibbetts and Ms. Roizen will

serve in the class whose term expires in 1997; Messrs. Bradley J. Burgum, Campbell and Mehra will

serve in the class whose term expires in 1998; and Messrs. Douglas J. Burgum and Frederick W.

Burgum will serve in the class whose term expires in 1999. Upon the expiration of the term of a class of

directors, directors in such class will be elected for three-year terms at the annual meeting of

shareholders in the year in which such term expires.

Executive Officers
Executive officers of the Company are elected by the Board of Directors on an annual basis and serve

until the next annual meeting of the Board of Directors and until their successors have been duly

elected and qualified.

Board Committees
The Company's Board of Directors has established an Audit Committee and a Compensation

Committee. The Audit Committee is responsible for nominating the Company's independent

accountants for approval by the Board of Directors, reviewing the scope, results and costs of the audit

with the Company's independent accountants and reviewing the financial statements of the Company.

Messrs. Bradley Burgum (Chairman), Good and Mehra are currently the members of the Audit

Committee. The Compensation Committee is responsible for recommending compensation and

benefits for the executive officers of the Company to the Board of Directors and for administering the

Company's stock plans. Messrs. Good (Chairman), Frederick Burgum and Mehra are currently the

members of the Compensation Committee.

Limitation of Liability
The Company's Amended and Restated Articles of Incorporation (the "Restated Articles") limit the

liability of directors in their capacity as directors to the full extent permitted by Minnesota law. Under

the Restated Articles and the Minnesota Business Corporation Act, a director of the Company is not

liable to the Company or its shareholders for monetary damages for breach of fiduciary duty as a

director, except (i) for any breach of the director's duty of loyalty to the Company or its shareholders,

(ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing

violation of law, (iii) for dividends, stock repurchases and other distributions made in violation of

Minnesota law or for violations of the Minnesota securities laws, (iv) for any transaction from which



the director derived an improper personal benefit or (v) for any act or omission occurring prior to the

effective date of the provision in the Restated Articles limiting such liability. These provisions do not

affect the availability of equitable remedies, such as an action to enjoin or rescind a transaction

involving a breach of fiduciary duty, although, as a practical matter, equitable relief may not be

available. Also, the provisions do not limit the liability of the directors for violations of, or relieve them

from the necessity of complying with, the federal securities law.

Director Compensation
Each non-employee director of the Company will receive $1,000 for each meeting of the Board of

Directors and $500 for each committee meeting attended and an annual $6,000 retainer paid in

quarterly installments. The Company also reimburses non-employee directors for expenses incurred in

attending Board meetings. Non-employee directors of the Company will receive stock options under

the Company's Outside Directors' Stock Option Plan (the "Directors' Plan"), which will become effective

upon consummation of this offering. The Directors' Plan provides that each non-employee director will

receive an automatic grant of a nonqualified stock option to purchase 15,000 shares of Common Stock

upon initial election to the Board of Directors (vesting in three equal installments on each of the three

12-month anniversaries following the date of grant). In addition, each current non-employee director

holding office upon completion of this offering will receive a nonqualified stock option to purchase

3,000 shares (vesting on the 12-month anniversary following the date of grant). An option to purchase

4,000 shares of Common Stock will be granted to each incumbent non-employee director on the date

of each annual shareholder meeting beginning with the 1997 annual meeting (vesting in two equal

installments on each of the one-month and 12-month anniversaries following the date of grant).

Options granted under the Directors' Plan expire five years from the date of grant. The option price for

options granted under the Directors' Plan is equal to the fair market value of a share of Common Stock

as of the date of grant. The Company has reserved a total of 150,000 shares of Common Stock for

issuance under the Directors' Plan, all of which shares are currently available for future grant.

On October 29, 1996, the Company granted Joseph S. Tibbetts, Jr. a nonqualified stock option to

purchase 20,000 shares of Common Stock. The exercise price of the option granted to Mr. Tibbetts is

$6.41 per share, and such option vests in five equal installments on each of the five 12-month

anniversaries following the date of grant and expires six years from the date of grant. On February 27,

1997 and March 4, 1997, the Company granted a nonqualified option to purchase 15,000 shares of

Common Stock to each of J.A. Heidi Roizen and William V. Campbell, respectively. The exercise price

of the options granted to Ms. Roizen and Mr. Campbell will be the initial public offering price of the

shares offered hereby. Each such option vests in three equal installments on each of the 12-month

anniversaries following the date of grant and expires five years from the date of grant. None of the

options granted to Messrs. Tibbetts and Campbell and Ms. Roizen were issued under the Directors'

Plan.



Executive Compensation
The following table sets forth all compensation awarded to, earned by or paid for services rendered to

the Company in all capacities during the year ended May 31, 1996 by (i) the Company's Chief

Executive Officer and (ii) the five most highly compensated other executive officers who received

annual compensation in excess of $100,000 (together, with the Company's Chief Executive Officer, the

"Named Executive Officers"):

Summary Compensation Table
LONG-TERM

COMPENSATION

AWARDS

ANNUAL COMPENSATION              SHARES

----------------------------------    UNDERLYING        ALL

OTHER

NAME AND PRINCIPAL POSITION           SALARY       BONUS      OTHER(1)       OPTIONS

COMPENSATION(2)

Douglas J. Burgum, Chairman of the Board, President and Chief Executive Officer............. $ 240,000 $

20,000 -- -- $ 5,600 Raymond A. August, Chief Technology Officer and Group Vice

President.................... 180,000 5,000 -- 13,333 2,157 Terri F. Zimmerman, Chief Financial Officer,

Group Vice President and Treasurer............................... 115,000 5,000 -- 26,667 13,044 Brian R. Carey,

Vice President.......................... 115,000 6,400 -- 13,333 1,617 Steven K. Sydness, Group Vice

President.................... 103,000 3,920 -- -- 13,389 Robin Pederson, Former Senior Vice President, Sales

and Marketing(3)............................ 172,000 77,156 $ 43,844 266,667 7,866 (1) In accordance with the

rules of the Securities and Exchange Commission (the "Commission"), other compensation in the form

of perquisites and other personal benefits has been omitted for each of the Named Executive Officers

(except Mr. Pederson), because the aggregate amount of such perquisites and other personal benefits

constituted less than the lesser of $50,000 or 10% of the total of annual salary and bonuses for each of

such Named Executive Officers in fiscal 1996.

(2) Such amounts include contributions made by the Company to its 401(k) Profit Sharing Plan on

behalf of the Named Executive Officers indicated in the following amounts: Mr. Burgum, $2,800, Mr.

August, $2,157; Ms. Zimmerman, $2,044; Mr. Carey, $1,617; Mr. Sydness, $2,389; and Mr. Pederson,

$3,819. Such amounts also include the Company's payment of membership fees on behalf of the

Named Executive Officers indicated in the following amounts: Mr. Burgum, $2,800; Ms. Zimmerman,

$11,000; Mr. Sydness, $11,000; and Mr. Pederson, $4,047.

(3) Mr. Pederson served as the Company's Senior Vice President, Sales and Marketing from June 1995

until March 1996. The amount of other annual compensation for Mr. Pederson represents relocation

expenses. Of the options to acquire 266,667 shares granted to Mr. Pederson, options relating to

266,654 shares expired upon Mr. Pederson's resignation of employment with the Company in March

1996.



Option Grants
The following table summarizes options granted during the year ended May 31, 1996 to the Named

Executive Officers:

Option Grants During Year Ended May 31, 1996

POTENTIAL REALIZABLE

% OF TOTAL

VALUE AT ASSUMED

OPTIONS

ANNUAL RATES OF STOCK

GRANTED TO

PRICE APPRECIATION

EMPLOYEES IN      EXERCISE                           FOR

OPTION TERM(5)

OPTIONS         FISCAL           PRICE        EXPIRATION     --------

---------------------

NAME                             GRANTED(1)(2)      YEAR(3)      PER SHARE(4)        DATE             5%

10%

Douglas J. Burgum.............. -- -- -- -- -- -- Raymond A. August.............. 13,333 2.2% $ 5.20 7/25/01 $

23,569 $ 53,469 Terri F. Zimmerman............. 26,667 4.3 5.44 1/9/02 49,313 111,876 Brian R.

Carey................. 13,333 2.2 5.20 7/25/01 23,569 53,469 Steven K. Sydness.............. -- -- -- -- -- -- Robin

Pederson(6).............. 266,667 43.1 5.20 7/25/05 -- -- (1) Each option represents the right to purchase

one share of Common Stock. The options shown in this column are all incentive stock options granted

pursuant to the Company's 1983 Incentive Stock Option Plan. The Options shown in this table,

excluding options shown for Mr. Pederson (see Note 6 below), become exercisable at a rate of 20%

annually over five years from the date of grant. To the extent not already exercisable, the options

generally become exercisable in the event of a merger in which the Company is not the surviving

corporation or a sale of substantially all of the Company's assets.

(2) Subsequent to May 31, 1996, the Company granted options to purchase shares of Common Stock

to the Named Executive Officers indicated in the following amounts: Mr. Burgum, 53,333 shares at an

exercise price of $7.71 per share, and 50,000 shares (conditioned upon consummation of this offering)

at an exercise price equal to the initial public offering price of the shares of Common Stock offered

hereby; Mr. August, 13,333 shares at an exercise price of $6.41 per share; Ms. Zimmerman, 40,000

shares at an exercise price of $6.41 per share; and Mr. Sydness, 10,000 shares at an exercise price of

$6.41 per share.

(3) In fiscal 1996, the Company granted employees options to purchase an aggregate of 619,333 shares

of Common Stock.

(4) The exercise price may be paid in cash or in shares of Common Stock with a market value equal to

the exercise price.



(5) Amounts represent hypothetical gains that could be achieved for the respective options if exercised

at the end of the option term. The 5% and 10% assumed annual rates of compounded stock price

appreciation are mandated by rules of the Commission and do not represent the Company's estimate

or projection of the Company's future Common Stock prices. These amounts represent certain

assumed rates of appreciation in the value of the Company's Common Stock from the fair value on the

date of grant. Actual gains, if any, on stock option exercises are dependent on the future performance

of the Common Stock and overall stock market conditions. The amounts reflected in the table may not

necessarily be achieved.

(6) Of the options to acquire 266,667 shares granted to Mr. Pederson, options to acquire 266,654

shares expired upon Mr. Pederson's resignation of employment with the Company in March 1996.

Year-end Option Table
The following table sets forth certain information concerning options to purchase Common Stock

exercised by the Named Executive Officers during fiscal 1996 and the number and value of unexercised

stock options held by each of the Named Executive Officers as of May 31, 1996.

Year-end Option Values
NUMBER OF SHARES

UNDERLYING               VALUE OF

UNEXERCISED

UNEXERCISED OPTIONS           IN-THE-MONEY

OPTIONS

AT YEAR-END(2)                AT YEAR-

END(1)

SHARES       VALUE    ----------------------------  -------------------

---------

NAME                             ACQUIRED    REALIZED   EXERCISABLE   UNEXERCISABLE   EXERCISABLE

UNEXERCISABLE

Douglas J. Burgum............. -- -- 120,000 -- $ 535,050 -- Raymond A. August............. -- -- 34,667 45,333

127,930 $ 128,220 Terri F. Zimmerman............ -- -- 5,333 48,000 12,000 74,000 Brian R.

Carey................ 4,000 $ 12,000 5,333 42,667 12,000 96,150 Steven K. Sydness............. -- -- 26,667

26,667 104,175 60,000 Robin Pederson................ 13 16 -- -- -- -- (1) There was no public trading

market for the Common Stock as of May 31, 1996. Accordingly, as permitted by the rules of the

Commission, these values have been calculated on the basis of the fair market value of the Company's

Common Stock as of May 31, 1996, as determined by the Board of Directors, less the applicable

exercise price.

(2) Does not include options to purchase Common Stock granted to Named Executive Officers after

May 31, 1996. See "--Option Grants."



Employment Agreements
The Company has entered into employment agreements with Douglas J. Burgum and Raymond A.

August, each of which expires on June 1, 1997. If neither the Company nor Mr. August inform the

other party of its or his intention not to extend Mr. August's employment contract before April 30,

1997, the term of the employment agreement will be extended to June 1, 1999.

The Company's employment agreement with Mr. Burgum provides that he will serve as Chief

Executive Officer of the Company. The Company, at the discretion of its Board of Directors, may

provide Mr. Burgum with an annual raise and/or bonus consistent with the Company's practices and

subject to Mr. Burgum's performance. Mr. Burgum's current base salary is $252,000. Mr. Burgum is

eligible to participate, subject to certain limitations, in the Company's benefit plans for salaried

executives. Under the employment agreement, the Board of Directors may terminate Mr. Burgum's

employment for cause (as defined in the employment agreement). The employment agreement

provides that the Company may terminate Mr. Burgum's employment at any time without cause

provided it continues to pay Mr. Burgum's compensation until the later of one year from such

termination or June 1, 1997. In addition, the employment agreement also contains nonsolicitation and

intellectual property assignment and confidentiality provisions.

The Company's employment agreement with Mr. August provides that he will serve as Chief

Technology Officer of the Company. The Company's Chief Executive Officer may provide Mr. August

with an annual raise and/or bonus consistent with the Company practices and subject to Mr. August's

performance. Mr. August's current base salary is $200,000. Mr. August is eligible to participate in the

Company's benefit plans for salaried executives. Under the employment agreement, the Company may

terminate Mr. August's employment, upon a decision of its Chief Executive Officer, for cause (as

defined in the employment agreement). The employment agreement provides that the Company may

terminate Mr. August's employment at any time without cause provided it continues to pay, for a two-

year period from such termination, Mr. August's annual base compensation, reduced by any income

earned by Mr. August from any other source (other than investment income or expense

reimbursements) during such two-year period. In addition, the employment agreement also contains

noncompetition, nonsolicitation and intellectual property assignment and confidentiality provisions.

The Company has an agreement with Ms. Zimmerman pursuant to which she will receive a severance

payment equal to her annual base salary in the event her employment with the Company is terminated

following a change in control of the Company. Such severance payment will be reduced by any income

earned by Ms. Zimmerman from any other source (other than investment income or expense

reimbursements) during such one-year period.

Compensation Committee Interlocks and Insider Participation
The current members of the Compensation Committee of the Company's Board of Directors are

Messrs. Frederick Burgum, Good and Mehra. There are no compensation committee interlocks which

are required to be disclosed by the rules promulgated by the Commission under the Securities Act.



Benefit Plans

1997 Stock Incentive Plan
The Company's 1997 Stock Incentive Plan (the "1997 Incentive Plan") provides for the granting of (a)

stock options, including "incentive stock options" ("Incentive Stock Options") meeting the

requirements of Section 422 of the Internal Revenue Code of 1986, as amended (the "Code"), and stock

options that do not meet such requirements ("Nonqualified Stock Options"), (b) stock appreciation

rights ("SARs"), (c) restricted stock and restricted stock units, (d) performance awards, (e) dividend

equivalents and (f ) other stock-based awards. The Company has reserved 1,000,000 shares of Common

Stock for issuance under the 1997 Incentive Plan. The 1997 Incentive Plan is administered by the

Compensation Committee of the Company's Board of Directors (the "Committee"). The Committee has

the authority to establish rules for the administration of the 1997 Incentive Plan; to select the key

employees to whom awards are granted; to determine the types of awards to be granted and the

number of shares of Common Stock covered by such awards; and to set the terms and conditions of

such awards. The Committee may also determine whether the payment of any amounts received under

any award shall or may be deferred and may authorize payments representing cash dividends in

connection with any deferred award of shares of Common Stock. Awards may provide that upon the

grant or exercise thereof the holder will receive shares of Common Stock, cash or any combination

thereof, as the Committee shall determine.

In order to meet the requirements of Section 162(m) of the Code, the 1997 Incentive Plan contains a

limitation on the number of options that may be granted to any single optionee in any one calendar

year.

The exercise price per share under any stock option or the grant price of any SAR cannot be less than

100% of the fair market value of the Company's Common Stock on the date of the grant of such option

or SAR. Options may be exercised by payment in full of the exercise price, either in cash or, at the

discretion of the Committee, in whole or in part by the tendering of shares of Common Stock or other

consideration having a fair market value on the date the option is exercised equal to the exercise price.

Determinations of fair market value under the 1997 Incentive Plan are made in accordance with

methods and procedures established by the Committee.

The holder of an SAR is entitled to receive the excess of the fair market value (calculated as of the

exercise date or, if the Committee shall so determine, as of any time during a specified period before or

after the exercise date) of a specified number of shares over the grant price of the SAR.

The holder of restricted stock may have all of the rights of a shareholder of the Company, including the

right to vote the shares subject to the restricted stock award and to receive any dividends with respect

thereto, or such rights may be restricted. Restricted stock may not be transferred by the holder until the

restrictions established by the Committee lapse. Holders of restricted stock units have the right, subject

to any restrictions imposed by the Committee, to receive shares of Common Stock (or a cash payment



equal to the fair market value of such shares) at some future date. Upon termination of the holder's

employment during the restriction period, restricted stock and restricted stock units shall be forfeited,

unless the Committee determines otherwise.

If any shares of Common Stock subject to any award or to which an award relates are not purchased or

are forfeited, or if any such award terminates without the delivery of shares or other consideration, the

shares previously used for such awards become available for future awards under the 1997 Incentive

Plan. Except as otherwise provided under procedures adopted by the Committee to avoid double

counting with respect to awards granted in tandem with or in substitution for other awards, all shares

relating to awards granted are counted against the aggregate number of shares available for granting

awards under the 1997 Incentive Plan.

The Board of Directors may amend, alter or discontinue the 1997 Incentive Plan at any time, provided

that shareholder approval must be obtained for any change that absent such shareholder approval, (i)

would violate any rules or regulations of the National Association of Securities Dealers, Inc. or any

securities exchange applicable to the Company, or (ii) would cause the Company to be unable, under

the Code, to grant Incentive Stock Options under the 1997 Incentive Plan.

Under the 1997 Incentive Plan, the Committee may permit participants receiving or exercising awards,

subject to the discretion of the Committee and upon such terms and conditions as it may impose, to

surrender shares of Common Stock (either shares received upon the receipt or exercise of the award or

shares previously owned by the optionee) to the Company to satisfy federal and state withholding tax

obligations. In addition, the Committee may grant, subject to its discretion and such rules as it may

adopt, a bonus to a participant in order to provide funds to pay all or a portion of federal and state

taxes due as a result of the receipt or exercise of (or lapse of restrictions relating to) an award.

On February 27, 1997, an option to purchase 50,000 shares at an exercise price equal to the initial

public offering price of the shares offered hereby was granted under the 1997 Incentive Plan to

Douglas J. Burgum, conditioned upon consummation of this offering. See "Management--Executive

Compensation--Option Grants." Except for such option, no options or other awards have been granted

under the 1997 Incentive Plan.

1983 Stock Option Plan
The Company's 1983 Incentive Stock Option Plan, as amended (the "1983 Stock Option Plan"),

provides for the grant of options to purchase shares of Common Stock to any full or part-time

employee of the Company. Options granted under the 1983 Stock Option Plan may qualify as

Incentive Stock Options or may be Nonqualified Stock Options. In connection with the adoption of the

Company's 1997 Incentive Plan, the Company will cease granting options under the 1983 Stock

Option Plan after consummation of the offering made hereby; however, all stock options granted prior

to adoption of the 1997 Incentive Plan remain outstanding in accordance with the 1983 Stock Option

Plan. See "--1997 Incentive Plan." The 1983 Stock Option Plan is administered by the Board of

Directors or the Committee. The Board or the Committee has the discretion to select the optionees and



to establish the terms and conditions of each stock option. The exercise price of an option granted

under the 1983 Stock Option Plan must not be less than the fair market value of the Common Stock

on the date the option is granted, except that, for a proposed optionee who owns more than 10% of the

Company's Common Stock, any Incentive Stock Option granted to such optionee must have an

exercise price not less than 110% of the then fair market value. The term of each option is determined

by the Board or the Committee, but may not exceed 10 years from the date of grant (or, in the case of

an Incentive Stock Option granted to an owner of more than 10% of the Common Stock, five years).

The 1983 Stock Option Plan is subject to amendment by the Board of Directors, subject to the

restriction that the Board of Directors may not increase the number of shares which may be issued

under the 1983 Stock Option Plan, decrease the minimum exercise price of options granted under the

1983 Stock Option Plan, or extend the maximum option term or the term of the 1983 Stock Option

Plan, without the approval of the shareholders of the Company.

As of February 21, 1997, options to purchase an aggregate of 1,027,800 shares of Common Stock, with

a weighted average exercise price of $4.92 per share were outstanding under the 1983 Stock Option

Plan. On February 27, 1997, options to purchase an aggregate of 62,020 shares at an exercise price

equal to the initial public offering price of the shares offered hereby, were granted under the 1983

Stock Option Plan to employees of the Company, conditioned upon consummation of this offering.

Employee Stock Purchase Plan
The Company's 1997 Employee Stock Purchase Plan (the "Stock Purchase Plan") will become effective

upon consummation of this offering and is intended to qualify as an employee stock purchase plan

within the meaning of Section 423 of the Code. The Stock Purchase Plan covers an aggregate of

400,000 shares of Common Stock. In order to participate in the Stock Purchase Plan, employees must

meet certain eligibility requirements. Participating employees will be able to direct the Company to

make payroll deductions of up to 10% of their compensation during a purchase period for the purchase

of shares of Common Stock. Each purchase period, with the exception of the initial offering period,

will be six months. The Stock Purchase Plan will provide participating employees with the right,

subject to certain limitations, to purchase the Company's Common Stock at a price equal to 85% of the

lesser of the fair market value of the Company's Common Stock on the first day or the last day of the

applicable purchase period, except that the price on the first day of the initial purchase period will be

the initial public offering price of the shares of the Common Stock offered hereby. The Stock Purchase

Plan will terminate on such date as the Board of Directors may determine, or automatically as of the

date on which all of the shares of Common Stock the Company has reserved for purchase under the

Stock Purchase Plan have been sold.

401(k) PLAN

Effective July 1, 1986, the Company established a 401(k) Profit Sharing Plan (the "401(k) Plan"). The

401(k) Plan covers employees of the Company who have reached the age of 18 and have completed six

months and 1,000 hours of service. Eligible employees may begin salary deferrals on the first day

following satisfaction of the eligibility requirements, and become eligible to participate in the 401(k)



Plan on the next January 1, April 1, July 1 or October 1 thereafter. Pursuant to the 401(k) Plan,

participants may elect to reduce their current compensation by up to the lesser of 18% of eligible

compensation or the statutorily prescribed annual limit ($9,500 in 1997), and have the amount of such

reduction (the "Employee Contribution") contributed to the 401(k) Plan. The trustee under the 401(k)

Plan, at the direction of each participant, invests the Employee Contribution in any of six designated

investment options. The 401(k) Plan is intended to qualify under Section 401 of the Code. As a result,

Employee Contributions to the 401(k) Plan and income earned on all plan contributions are not

taxable to employees until withdrawn, and the Employee Contributions are deductible by the

Company for federal income tax purposes. The Company may make regular annual contributions

("Regular Contributions") to the 401(k) Plan's trust fund to be invested solely in Common Stock of the

Company as determined by the Board of Directors. The Company will also make matching

contributions ("Matching Contributions") in an amount equal to 25% of the first 8% of each

participant's annual contribution to the 401(k) Plan. Participants are 100% vested in Employee

Contributions and Matching Contributions to the 401(k) Plan. The Company's Regular Contributions

to the 401(k) Plan vest over five years at a rate of 20% for each year of service. A total of $280,488 in

Regular Contributions and Matching Contributions were made by the Company to the 401(k) Plan

during the year ended December 31, 1996.

Certain Transactions
Since June 1994, the Company has issued in financing transactions shares of Series B Preferred Stock

as follows: in June 1994, the Company issued to certain investment partnerships, of which The

Goldman Sachs Group, L.P. are the general partner or managing general partner (collectively, the "GS

Partnerships"), 888,576 shares of Series B Preferred Stock at a price of $7.09 per share and a warrant

to purchase an additional 752,234 shares of Series B Preferred Stock at a price of $5.32 per share (the

"Warrant"); in September 1994, Company issued to the GS Partnerships 282,088 shares of Series B

Preferred Stock at a price of $7.09 per share; and in May 1995, the Company issued to the GS

Partnerships an additional 174,556 shares of Series B Preferred Stock in exchange for the Warrant. See

"Principal Shareholders." The Series B Preferred Stock will convert into an aggregate of 1,793,627

shares of Common Stock upon the consummation of this offering.

Pursuant to a Registration Rights Agreement entered into in June 1994 in connection with the sale of

Series B Preferred Stock to the GS Partnerships in June 1994 (the "Series B Preferred Stock

Financing"), the Company granted the GS Partnerships certain rights to cause the Company to register

for sale shares of Common Stock acquired upon conversion of the Series B Preferred Stock. See "Shares

Eligible for Future Sale." Pursuant to a Stockholders' Agreement (the "Stockholders' Agreement")

entered into in June 1994 in connection with the Series B Preferred Stock Financing, the GS

Partnerships have the right to designate one member of the Board of Directors of the Company for so

long as the GS Partnerships and its affiliates (including Goldman, Sachs & Co.) own at least 25% of the

outstanding shares of Series B Preferred Stock. Pursuant to the Stockholders' Agreement, Sanjeev K.

Mehra, a Managing Director in the Principal Investment Area of Goldman, Sachs & Co., an affiliate of



the GS Partnerships, serves as one of the Company's directors. In addition, pursuant to the

Stockholders' Agreement, the Company agreed that, so long as the GS Partnerships beneficially own

5% or more of the outstanding shares of Series B Preferred Stock, the Company shall, if the Board of

Directors of the Company determines that it is in the Company's best interests, endeavor to retain

Goldman, Sachs & Co. or an affiliate to perform all financial advisory and investment banking services

for the Company for which an investment banking firm is retained, on customary terms and consistent

with an arms' length transaction. The foregoing provisions of the Stockholders' Agreement will

terminate upon the consummation of this offering.

Goldman, Sachs & Co. has entered into an agreement with the Company pursuant to which it has

provided from time to time, and expects to provide in the future, investment banking services to the

Company for customary fees and commissions.

In June 1994, the Company issued to the Arthur Companies, Inc. ("Arthur"), the holder of a majority of

the outstanding shares of Common Stock of the Company at such time, 225,000 shares of Series A

Preferred Stock at a price of $1.00 per share. Frederick W. Burgum and Bradley J. Burgum, directors of

the Company, are principal shareholders and directors of Arthur, and Mr. Frederick W. Burgum is

Chairman of the Board and Chief Executive Officer of Arthur. Following the sale of the 225,000 shares

of Series A Preferred Stock by the Company to Arthur, all of such shares were transferred to Douglas J.

Burgum in exchange for his entire equity interest in Arthur. The Series A Preferred Stock will convert

into an aggregate of 54,000 shares of Common Stock upon the consummation of this offering.

Frederick W. Burgum owns land outside of Fargo in Barnes Township, North Dakota. The Company, in

connection with its evaluation of potential sites for the construction of its planned future operational

facility, is considering purchasing or leasing a portion of such property from Mr. Burgum. Any such

purchase or lease would be entered into on an arms' length basis. See "Use of Proceeds" and

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

Pursuant to an agreement between the Company and two trusts with respect to which Frederick W.

Burgum acts as trustee, the Company made total lease payments of $70,740 to the trusts for 50

notebook computers in each of fiscal 1994, 1995 and 1996. The lease agreement relating to the

computers expires in March 1997.

Raymond F. Good, a director of the Company, was paid a total of $104,700, $53,900 and $36,800 (plus

reimbursement of expenses) in fiscal 1994, 1995 and 1996, respectively, pursuant to consulting

agreements with the Company. Mr. Good and the Company entered into a new one-year consulting

agreement in February 1997. The consulting agreement provides that Mr. Good will receive a fee of

$125 per hour for up to 40 hours of consulting services provided to the Company per month. In 1996,

Mr. Good exercised an option to purchase 29,333 shares of Common Stock at an exercise price of

$1.95 per share.

In June 1993, the Company loaned $1.0 million to Arthur at an interest rate of 5% per annum. The

entire balance of this loan was repaid in two installments of $800,000 and $200,000 in August 1993

and September 1993, respectively, together with aggregate accrued interest of $13,030.



In June 1994, Arthur loaned $1.5 million to the Company at an interest rate of 7.5% per annum. The

entire balance of this loan was repaid in June 1994, together with accrued interest of $5,000.

During fiscal 1994 and 1995, the Company had loans outstanding from Douglas J. Burgum, Bradley J.

Burgum, Frederick W. Burgum and Katherine K. Burgum (a director of the Company at such time) in

the principal amounts of $125,000, $125,000, $125,000 and $565,000, respectively. The interest rates

on these loans ranged from 7.25% to 8.5% per annum. The loans were repaid prior to the end of fiscal

1995. During fiscal 1994 and 1995, Messrs. Douglas J. Burgum, Bradley J. Burgum and Frederick W.

Burgum and Ms. Burgum received total interest payments from the Company with respect to these

loans of $16,500, $16,500, $16,500 and $77,381, respectively.

Principal Shareholders
The following table sets forth certain information regarding beneficial ownership of the Company's

Common Stock as of February 21, 1997 (after giving effect to the conversion of the outstanding shares

of Preferred Stock into Common Stock upon the closing of the offering made hereby and as adjusted

for the sale of the shares of Common Stock offered hereby) by (i) each person who is known by the

Company to own beneficially more than 5% of the Common Stock, (ii) each director and Named

Executive Officer of the Company and (iii) all directors and executive officers of the Company as a

group.

PERCENTAGE OF

OUTSTANDING

SHARES

NUMBER OF SHARES        BEFORE

AFTER

BENEFICIALLY OWNED(1)    OFFERING

OFFERING

Frederick W. Burgum(2)...............................................         2,448,168             25.1%

19.2%

Douglas J. Burgum(3).................................................         1,935,171             19.8

15.2

The Goldman Sachs Group, L.P. and related investors(4)...............         1,793,627             18.4

14.0

Bradley J. Burgum(5).................................................           534,126              5.5

4.2

Julie W. Barner(6)...................................................           508,576              5.2

4.0

Barbara K. Burgum....................................................           465,385              4.8

3.6

Raymond A. August(7).................................................            73,501            *

*

Steven K. Sydness....................................................            73,333            *

*

Raymond F. Good......................................................            36,000            *

*

Brian R. Carey(8)....................................................            32,000            *

*

Terri F. Zimmerman(9)................................................            25,333            *

*



Robin Pederson.......................................................                13            *

*

William V. Campbell..................................................           --                 --

--

Sanjeev K. Mehra(10).................................................           --                 --

--

J. A. Heidi Roizen...................................................           --                 --

--

Joseph S. Tibbetts, Jr...............................................           --                 --

--

All directors and executive officers as a group (14 persons).........         5,348,368             54.3

41.6

* Less than 1%

(1) Beneficial ownership is determined in accordance with rules of the Commission, and includes

generally voting power and/or investment power with respect to securities. Shares of Common Stock

subject to options currently exercisable or exercisable within 60 days of the date hereof ("Currently

Exercisable Options") are deemed outstanding for computing the percentage beneficially owned by the

person holding such options but are not deemed outstanding for computing the percentage beneficially

owned by any other person. Except as indicated by footnote, the Company believes that the persons

named in this table, based on information provided by such persons, have sole voting and investment

power with respect to the shares of Common Stock indicated.

(2) Includes shares held by certain members of Frederick W. Burgum's household that are beneficially

owned by Mr. Burgum. His address is 1701 S.W. 38th Street, Fargo, North Dakota 58103.

(3) Includes shares held by certain members of Douglas J. Burgum's household that are beneficially

owned by Mr. Burgum. His address is 1701 S.W. 38th Street, Fargo, North Dakota 58103.

(4) Represents shares owned by certain investment partnerships, of which affiliates of the GS

Partnerships are the general partner or managing general partner. Includes 1,577,523 shares held of

record by GS Capital Partners, L.P.; 109,900 shares held of record by Bridge Street Fund 1994, L.P.;

and 106,204 shares held of record by Stone Street Fund 1994, L.P. The GS Partnerships disclaim

beneficial ownership of the shares owned by such investment partnerships to the extent attributable to

partnership interests therein held by persons other than the GS Partnerships and its affiliates. Each of

such investment partnerships shares voting and investment power with certain of its respective

affiliates. The address of the GS Partnerships is 85 Broad Street, New York, New York 10004.

(5) Includes shares held by certain members of Bradley J. Burgum's household that are beneficially

owned by Mr. Burgum. His address is 1701 S.W 38th Street, Fargo, North Dakota 58103.

(6) Ms. Barner's address is 1701 S.W. 38th Street, Fargo, North Dakota 58103.

(7) Includes 50,660 shares issuable pursuant to Currently Exercisable Options.

(8) Includes 2,667 shares issuable pursuant to Currently Exercisable Options.

(9) Includes 22,000 shares issuable pursuant to Currently Exercisable Options.

(10) Does not include 1,793,627 shares held by the GS Partnerships.



Description of Capital Stock

General
Effective upon the filing of the Amended and Restated Articles of Incorporation prior to this offering,

the authorized capital stock of the Company will consist of 100,000,000 shares of Common Stock,

$.01 par value per share, and 30,000,000 shares of preferred stock, $.01 par value per share (the

"preferred stock"), which may be issued in one or more classes.

Common Stock
As of February 21, 1997, there were 9,769,604 shares of Common Stock outstanding and held of

record by 238 shareholders, assuming the conversion of all shares of the Preferred Stock into an

aggregate of 1,847,627 shares of Common Stock upon the closing of the offering made hereby. Based

upon the number of shares outstanding as of that date and after giving effect to the issuance of the

3,000,000 shares of Common Stock offered by the Company hereby, there will be 12,769,604 shares of

Common Stock outstanding upon the closing of this offering.

Holders of Common Stock are entitled to one vote for each share held on all matters submitted to a

vote of shareholders and do not have cumulative voting rights. 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. Holders of Common Stock are entitled to receive ratably such dividends, if any,

as may be declared by the Board of Directors out of funds legally available therefor, subject to any

preferential dividend rights of outstanding preferred stock. Upon the liquidation, dissolution or

winding up of the Company, the holders of Common Stock are entitled to receive ratably the net assets

of the Company available after the payment of all debts and other liabilities and subject to the prior

rights of any outstanding preferred stock. Holders of the Common Stock have no preemptive,

subscription, redemption or conversion rights. The outstanding shares of Common Stock are, and the

shares offered by the Company in this offering will be, when issued and paid for, fully paid and

nonassessable. The rights, preferences and privileges of holders of Common Stock are subject to, and

may be adversely affected by, the rights of the holders of shares of any series of preferred stock which

the Company may designate and issue in the future. Upon the closing of this offering, there will be no

shares of preferred stock outstanding.

Preferred Stock
Upon filing of the Restated Articles, the Board of Directors will be authorized, subject to certain

limitations prescribed by law, without further shareholder approval, to issue from time to time up to an

aggregate of 30,000,000 shares of preferred stock in one or more series and to fix or alter the

designations, preferences, rights and any qualifications, limitations or restrictions of the shares of each

such series thereof, including the dividend rights, dividend rates, conversion rights, voting rights, terms



of redemption (including sinking fund provisions), redemption price or prices, liquidation preferences

and the number of shares constituting any series or designations of such series. The issuance of

preferred stock may have the effect of delaying, deferring or preventing a change of control of the

Company. The Company has no present plans to issue any shares of Preferred Stock. See "Risk Factors-

-Significant Shareholders; Anti-Takeover Considerations."

Stock Options
As of February 21, 1997, options to purchase a total of 1,027,800 shares of Common Stock at a

weighted average exercise price of $4.92 per share were outstanding under the 1983 Stock Option

Plan, and a total of 1,212,020 shares were reserved for future option grants under the 1983 Stock

Option Plan, the 1997 Incentive Plan and the Directors' Plan. See "Management--Director

Compensation" and "-- Benefit Plans." All options granted under the 1983 Stock Option Plan, the 1997

Incentive Plan and the Directors' Plan provide for antidilution adjustments in the event of certain

mergers, consolidations, reorganizations, recapitalizations, stock dividends, stock splits or other

changes in the corporate structure of the Company.

PROVISIONS OF THE COMPANY'S RESTATED ARTICLES AND BYLAWS AND THE MINNESOTA

BUSINESS CORPORATION ACT The existence of authorized but unissued preferred stock described

above, and certain provisions of the Restated Articles, the Company's Bylaws and Minnesota law

described below, could have an anti-takeover effect. These provisions are intended to provide

management flexibility, to enhance the likelihood of continuity and stability in the composition of the

Company's Board of Directors and in the policies formulated by the Board of Directors and to

discourage an unsolicited takeover of the Company if the Board of Directors determines that such a

takeover is not in the best interests of the Company and its shareholders. However, these provisions

could have the effect of discouraging certain attempts to acquire the Company which could deprive the

Company's shareholders of opportunities to sell their shares of Common Stock at prices higher than

prevailing market prices.

Pursuant to the Company's Bylaws, the Board of Directors of the Company is divided into three classes

serving staggered three-year terms. As a result, at least two shareholders' meetings will generally be

required for shareholders to effect a change in control of the Board of Directors. In addition, the

Company's Bylaws contain provisions that establish specific procedures for calling meetings of

shareholders and appointing and removing members of the Board of Directors.

Section 302A.673 of the Minnesota Business Corporation Act generally prohibits any business

combination by the Company, or any subsidiary of the Company, with any shareholder which

purchases 10% or more of the Company's voting shares (an "interested shareholder") within four years

following such interested shareholder's share acquisition date, unless the business combination is

approved by a committee of all of the disinterested members of the Board of Directors of the Company

before the interested shareholder's share acquisition date.



Transfer Agent and Registrar
The Transfer Agent and Registrar for the Common Stock will be Norwest Bank Minnesota, National

Association.

Shares Eligible for Future Sale
Upon the closing of this offering, the Company will have an aggregate of 12,769,604 shares of

Common Stock outstanding, assuming no exercise of the Underwriters' over-allotment option and no

exercise of outstanding options to purchase Common Stock. Of these shares, the 3,000,000 shares sold

in this offering are freely tradable without restriction or further registration under the Securities Act of

1933, as amended (the "Securities Act"), except (i) for shares purchased by Partners pursuant to the

directed share program and (ii) that any shares held by "affiliates" of the Company, as that term is

defined in Rule 144 under the Securities Act ("Rule 144"), may generally only be sold in compliance

with the limitations of Rule 144 described below.

The remaining 9,769,604 shares of Common Stock are deemed "restricted securities" as defined under

Rule 144. Restricted securities may be sold in the public market only if registered or if they qualify for

an exemption from registration under Rules 144, 144(k) or 701 promulgated under the Securities Act,

which rules are summarized below. Subject to the lock-up agreements described below and the

provisions of Rules 144, 144(k) and 701, additional shares will be available for sale in the public market

(subject in the case of shares held by affiliates to compliance with certain volume restrictions) as

follows: (i) 680,582 shares will be available for immediate sale in the public market on the date of this

Prospectus, (ii) 374,181 shares will be eligible for sale 90 days after the date of this Prospectus and (iii)

8,221,970 shares will be eligible for sale upon the expiration of lock-up agreements 180 days after the

date of this Prospectus.

In general, under Rule 144 as it will be in effect beginning April 29, 1997, a person (or persons whose

shares are aggregated), including an affiliate, who has beneficially owned shares for at least one year is

entitled to sell, within any three-month period commencing 90 days after the date of this Prospectus, a

number of shares that does not exceed the greater of (i) 1% of the then outstanding shares of Common

Stock (approximately 127,696 shares immediately after this offering) or (ii) the average weekly trading

volume in the Common Stock during the four calendar weeks preceding the date on which notice of

such sale is filed, subject to certain restrictions. In addition, 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 two years would be entitled to sell such shares under

Rule 144(k) without regard to the requirements described above. To the extent that shares were

acquired from an affiliate of the Company, such affiliates' holding period for the purpose of effecting a

sale under Rule 144 commences on the date of transfer from the affiliate.

Rule 701 promulgated under the Securities Act provides that shares of Common Stock acquired

pursuant to written plans such as the 1983 Stock Option Plan may be resold by persons other than

affiliates, beginning 90 days after the date of this Prospectus, subject only to the manner of sale



provisions of Rule 144, and by affiliates, beginning 90 days after the date of this Prospectus, subject to

all provisions of Rule 144 except its one-year minimum holding period.

Shortly after the date of this Prospectus, the Company intends to file a Form S-8 registration

statements under the Securities Act to register all shares of Common Stock issuable under the 1983

Stock Option Plan, the 1997 Incentive Plan, the Directors' Plan and the Stock Purchase Plan

(collectively, the "Stock Plans"). See "Management--Director Compensation" and "--Benefit Plans." Such

registration statement is expected to become effective immediately upon filing, and shares covered by

that registration statement will thereupon be eligible for sale in the public markets, subject to Rule 144

limitations applicable to affiliates.

Prior to this offering, there has not been any public market for the Common Stock of the Company,

and no prediction can be made as to the effect, if any, that market sales of shares of Common Stock or

the availability of shares for sale will have on the market price of the Common Stock prevailing from

time to time. Nevertheless, sales of substantial amounts of Common Stock in the public market could

adversely affect the market price of the Common Stock and could impair the Company's future ability

to raise capital through the sale of its equity securities.

All directors and officers and certain shareholders of the Company (holding an aggregate of 8,714,841

shares of Common Stock) have agreed, and all Partners purchasing directed shares in this offering will

be required to agree, that they will not, without the prior written consent of the representatives of the

Underwriters, sell or otherwise dispose of any shares of Common Stock or options to acquire shares of

Common Stock during the 180-day period following the date of this Prospectus. See "Underwriting."

The Company has agreed not to sell or otherwise dispose of any shares of Common Stock during the

180-day period following the date of the Prospectus, except the Company may issue, and grant options

to purchase, shares of Common Stock under the Stock Plans. In addition, the Company may issue

shares of Common Stock in connection with any acquisition of another company if the terms of such

issuance provide that such Common Stock shall not be resold prior to the expiration of the 180-day

period referenced in the preceding sentence. See "Risk Factors--Shares Eligible for Future Sale;

Registration Rights."

Registration Rights
Following the closing of the offering made hereby, the GS Partnerships will be entitled to certain rights

with respect to the registration of the shares of Common Stock held by them under the Securities Act.

See "Principal Shareholders." Under the terms of the agreement between the Company and the GS

Partnerships, beginning three months after this offering, the GS Partnerships have the right, subject to

certain conditions and limitations, to require the Company to file a registration statement under the

Securities Act in order to register all or part of their shares of Common Stock. The Company may in

certain circumstances defer such registrations and the underwriters have the right, subject to certain

limitations, to limit the number of shares included in such registrations. In the event that the Company

proposes to register any of its securities under the Securities Act, either for its own account or for the



account of other security holders, the GS Partnerships are entitled to include their shares of Common

Stock in such registration, subject to certain marketing and other limitations. Generally, the Company

is required to bear the expense of all such registrations.

Legal Matters
The validity of the shares of Common Stock offered hereby will be passed upon for the Company by

Dorsey & Whitney LLP, Minneapolis, Minnesota. Certain legal matters in connection with the offering

will be passed upon for the Underwriters by Hale and Dorr LLP, Boston, Massachusetts.

Experts
The consolidated balance sheet and the related consolidated statements of operations, of stockholders'

deficit and of cash flows of the Company at May 31, 1995 and 1996 and for each of the two years in

the period ended May 31, 1996 included in this prospectus have been so included in reliance on the

report of Price Waterhouse LLP, independent accountants, given on the authority of said firm as

experts in auditing and accounting.

The statements of operations, of stockholders' deficit and of cash flows of the Company for the year

ended May 31, 1994 appearing in this Prospectus and the Registration Statement have been audited by

Ernst & Young LLP, independent auditors, as set forth in their report thereon appearing elsewhere

herein, and are included in reliance upon such report given upon the authority of such firm as experts

in accounting and auditing.
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Report of Independent Accountants
To the Board of Directors and Stockholders of Great Plains Software, Inc.

The four-for-three stock split described in Note 14 of the consolidated financial statements has not

been consumated at March 4, 1997. When it has been consumated, we will be in the position to furnish

the following report:

"In our opinion, the accompanying consolidated balance sheet and the related consolidated statements

of operations, of stockholders' deficit and of cash flows present fairly, in all material respects, the

financial position of Great Plains Software, Inc. and its subsidiary at May 31, 1995 and 1996, and the

results of their operations and their cash flows for the years then ended in conformity with generally

accepted accounting principles. 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 of these statements in accordance with generally accepted auditing

standards which require that we plan and perform the 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, assessing the

accounting principles used and significant estimates made by management, and evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for the opinion

expressed above."

Price Waterhouse Llp
Minneapolis, Minnesota July 19, 1996

Report of Independent Auditors
To the Board of Directors and Stockholders of Great Plains Software, Inc.

We have audited the accompanying statements of operations, stockholders' deficit and cash flows of

Great Plains Software, Inc. for the year ended May 31, 1994. 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 audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards

require that we plan and perform the 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 audit provides a reasonable basis for

our opinion.



In our opinion, the financial statements referred to above present fairly, in all material respects, the

results of operations of Great Plains Software, Inc. and its cash flows for the year ended May 31, 1994.

Ernst & Young Llp
Minneapolis, Minnesota July 22, 1994

Great Plains Software, Inc. Consolidated Balance Sheet
NOVEMBER

30, 1996

MAY 31,

PRO FORMA

--------------------------

STOCKHOLDERS'

1995          1996         ACTUAL

EQUITY

(UNAUDITED)

(UNAUDITED)

ASSETS

Current assets:

Cash and cash equivalents...................................  $  2,891,749  $  8,256,393  $  8,648,022

Accounts receivable, net....................................     5,722,292     5,263,588     4,357,640

Inventories.................................................       796,339       454,595       316,207

Prepaid expenses and other assets...........................       940,324       538,555       827,765

Deferred income taxes.......................................       --          4,150,000     3,877,000

Total current assets......................................    10,350,704    18,663,131    18,026,634

Property and equipment, net...................................     4,976,146     5,143,075     5,627,000

Goodwill, net.................................................       --            555,051       496,624

Total assets..............................................  $ 15,326,850  $ 24,361,257  $ 24,150,258

Liabilities, Mandatorily Redeemable Preferred Stock and
Stockholders' Equity (Deficit)
Current liabilities:

Accounts payable............................................  $  1,264,983  $  1,827,509  $  2,045,721

Accrued expenses............................................     4,362,813     4,798,977     4,095,610

Salaries and wages payable..................................       357,692       415,169       466,069

Commissions payable.........................................       421,587       764,514       936,861

Deferred revenue............................................     8,027,560     9,018,094     7,774,910

Current portion of long-term debt and capital lease

obligations...............................................       863,405       827,238       500,000

Income taxes payable........................................        45,000       --            --

Total current liabilities.................................    15,343,040    17,651,501    15,819,171

Deferred income taxes.........................................       --            --            470,000

Long-term debt and capital lease obligations, less current

portion.....................................................       749,757        19,652       --

Total liabilities.........................................    16,092,797    17,671,153    16,289,171

Commitments and contingencies (Note 8) Mandatorily redeemable convertible preferred stock:

10,000,000 authorized preferred shares, Series B, at redemption value of $6.17, $8.55 and $8.55,

1,345,220 shares issued and outstanding; pro forma-none outstanding..................... 8,300,007



11,501,631 11,501,631 -- Stockholders' equity (deficit): Convertible preferred stock: 10,000,000

authorized preferred shares; Series A, par value $.01, 225,000 shares issued and outstanding; pro

forma-none outstanding............... 198,800 198,800 198,800 -- Pro forma preferred stock; $0.01 par

value; 30,000,000 shares authorized, no shares issued or outstanding........ -- -- -- -- Common stock, par

value $.01 per share: 40,000,000 shares authorized; issued and outstanding shares--7,346,552,

7,359,765 and 7,353,499, respectively: 100,000,000 shares authorized pro forma; 9,201,126 shares

issued and outstanding............................................... 73,465 73,597 73,535 $ 92,011 Additional paid-in

capital.................................. 4,479,782 1,273,414 1,242,980 12,924,935 Accumulated

deficit......................................... (13,818,001) (6,357,338) (5,155,859) (5,155,859) Total stockholders'

equity (deficit)...................... (9,065,954) (4,811,527) (3,640,544) 7,861,087 Total liabilities and

stockholders' equity (deficit)...... $ 15,326,850 $ 24,361,257 $ 24,150,258 See accompanying notes to

the consolidated financial statements.

Great Plains Software, Inc.

Consolidated Statement of Operations
FOR

THE SIX MONTHS

YEAR ENDED MAY 31,                 ENDED

NOVEMBER 30,

1994          1995          1996          1995

1996

(UNAUDITED)

Net revenues:

License..........................................  $ 19,164,990  $ 25,050,021  $ 27,077,689  $

11,849,455  $ 15,133,099

Service..........................................     9,949,444    12,847,061    15,193,666

7,302,865     9,620,911

29,114,434    37,897,082    42,271,355

19,152,320    24,754,010

Cost of revenues:

License..........................................     4,997,118     4,438,875     4,913,431

1,809,631     2,719,447

Service..........................................     5,479,344     5,621,969     5,979,858

2,838,608     3,649,359

10,476,462    10,060,844    10,893,289

4,648,239     6,368,806

Gross profit...................................    18,637,972    27,836,238    31,378,066

14,504,081    18,385,204

Operating expenses:

Sales and marketing..............................    14,331,752    14,013,041    14,477,354

6,652,837     9,714,037

Research and development.........................    10,675,811     9,308,431     8,876,114

4,257,981     4,489,347

General and administrative.......................     3,606,772     3,886,134     4,762,994

2,178,466     2,432,753

Total operating expenses.......................    28,614,335    27,207,606    28,116,462

13,089,284    16,636,137

Operating income (loss)............................    (9,976,363)      628,632     3,261,604

1,414,797     1,749,067



Interest expense...................................       274,051       290,368       197,203

84,069        32,346

Related party interest expense.....................        90,842        36,039       --            --

--

Other (income) expense, net........................        15,938       (66,982)     (297,262)

(123,040)     (234,758)

Income (loss) before income taxes..............   (10,357,194)      369,207     3,361,663

1,453,768     1,951,479

Income tax provision (benefit).....................       (26,813)       45,000    (4,099,000)

3,000       750,000

Income (loss) before cumulative effect of

change in accounting principle...............   (10,330,381)      324,207     7,460,663

1,450,768     1,201,479

Cumulative effect of change in accounting

principle........................................       --           (200,000)      --            --

--

Net income (loss)..............................  $(10,330,381) $    124,207  $  7,460,663  $

1,450,768  $  1,201,479

Unaudited pro forma net income per share...........                              $       0.77

$       0.12

Shares used in computing unaudited pro forma net

income per share.................................                                 9,743,969

9,840,336

See accompanying notes to the consolidated financial statements.

Great Plains Software, Inc. Consolidated Statement of
Stockholders' Deficit

SERIES A PREFERRED                   COMMON

STOCK

SHARES           AMOUNT           SHARES

AMOUNT

Balance May 31, 1993..............................        --               --              6,769,315   $

67,693

Exercise of stock options.......................        --               --                 21,120

211

Repurchase and retirement of common stock.......        --               --                   (531)

(5)

Net loss........................................        --               --               --

--

Balance May 31, 1994..............................        --               --              6,789,904

67,899

Exercise of stock options.......................        --               --                 77,333

773

Repurchase and retirement of common stock.......        --               --                 (7,832)

(79)

Sale of common stock, less offering costs of

$50,137.......................................        --               --                487,147

4,872

Sale of Series A preferred stock net of issuance

costs of $26,200..............................         225,000   $      198,800         --

--

Increase to carrying value of mandatorily

redeemable preferred stock....................        --               --               --

--

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

--

Balance May 31, 1995..............................         225,000          198,800        7,346,552

73,465



Exercise of stock options.......................        --               --                 32,013

320

Repurchase and retirement of common stock.......        --               --                (18,800)

(188)

Increase to carrying value of mandatorily

redeemable preferred stock....................        --               --               --

--

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

--

Balance May 31, 1996..............................         225,000          198,800        7,359,765

73,597

Exercise of stock options (unaudited)...........        --               --                  2,667

27

Repurchase and retirement of common stock

(unaudited)...................................        --               --                 (8,933)

(89)

Net income (unaudited)..........................        --               --               --

--

Balance November 30, 1996 (unaudited).............         225,000   $      198,800        7,353,499   $

73,535

ADDITIONAL

PAID-IN        ACCUMULATED

CAPITAL          DEFICIT           TOTAL

Balance May 31, 1993..............................  $    2,532,953   $   (3,611,827)  $   (1,011,181)

Exercise of stock options.......................          42,262         --                 42,473

Repurchase and retirement of common stock.......          (3,609)        --                 (3,614)

Net loss........................................        --            (10,330,381)     (10,330,381)

Balance May 31, 1994..............................       2,571,606      (13,942,208)     (11,302,703)

Exercise of stock options.......................         136,222         --                136,995

Repurchase and retirement of common stock.......         (32,522)        --                (32,601)

Sale of common stock, less offering costs of

$50,137.......................................       1,961,115         --              1,965,987

Sale of Series A preferred stock net of issuance

costs of $26,200..............................        --               --                198,800

Increase to carrying value of mandatorily

redeemable preferred stock....................        (156,639)        --               (156,639)

Net income......................................        --                124,207          124,207

Balance May 31, 1995..............................       4,479,782      (13,818,001)      (9,065,954)

Exercise of stock options.......................          73,324         --                 73,644

Repurchase and retirement of common stock.......         (78,068)        --                (78,256)

Increase to carrying value of mandatorily

redeemable preferred stock....................      (3,201,624)        --             (3,201,624)

Net income......................................        --              7,460,663        7,460,663

Balance May 31, 1996..............................       1,273,414       (6,357,338)      (4,811,527)

Exercise of stock options (unaudited)...........           6,772         --                  6,799

Repurchase and retirement of common stock

(unaudited)...................................         (37,206)        --                (37,295)

Net income (unaudited)..........................        --              1,201,479        1,201,479

Balance November 30, 1996 (unaudited).............  $    1,242,980   $   (5,155,859)  $   (3,640,544)

See accompanying notes to the consolidated financial statements.

Great Plains Software, Inc.

Consolidated Statement of Cash Flows
FOR THE

SIX MONTHS



YEAR ENDED MAY 31,               ENDED

NOVEMBER 30,

1994         1995         1996         1995

1996

(UNAUDITED)

Cash flows from operating activities:

Net income (loss)...............................  $(10,330,381) $   124,207  $ 7,460,663  $ 1,450,768

$ 1,201,479

Adjustments to reconcile net income (loss) to

net cash provided (used) by operating

activities:

Cumulative effect of change in accounting

principle.................................       --           200,000      --           --

--

Depreciation and amortization...............     2,450,735    1,861,185    1,921,175      879,156

921,224

Deferred income taxes.......................       --           --        (4,150,000)     --

743,000

Changes in operating assets and liabilities:

Accounts receivable.......................     2,337,144   (3,666,099)     458,704    1,396,589

905,948

Inventories...............................      (293,465)       9,806      341,744      122,013

138,388

Prepaid expenses and other assets.........       (13,795)    (540,448)     401,769      135,132

(289,210)

Income tax receivable.....................       (85,642)      85,642      --           --

--

Accounts payable and accrued expenses.....     3,287,789   (1,975,187)     498,690       45,738

(485,156)

Salaries, wages and commissions payable...      (872,782)     335,942      388,679     (175,246)

223,247

Deferred revenue..........................     1,945,224    1,130,293      990,534   (1,198,979)

(1,243,183)

Income taxes payable......................       (93,359)      45,000      (45,000)     (45,000)

--

Net cash provided (used) by operating

activities............................    (1,668,532)  (2,389,659)   8,266,958    2,610,171

2,115,737

Cash flows from investing activities:

Purchases of property and equipment.............    (1,744,262)  (1,154,608)  (1,990,284)  (1,005,622)

(1,346,723)

Purchase of foreign subsidiary, net of cash.....       --           --          (122,539)     --

--

Net cash used by investment activities....    (1,744,262)  (1,154,608)  (2,112,823)  (1,005,622)

(1,346,723)

Cash flows from financing activities:

Proceeds from issuance of notes payable and

long-term debt................................     1,159,108      132,424      --           --

--

Principal payments on notes payable and long

term debt.....................................      (987,076)  (1,560,925)    (197,264)    (112,455)

(99,335)

Net borrowings (payments) on line of credit.....     2,250,000   (2,250,000)     --           --

--

Principal payments on capital lease

obligations...................................      (279,305)    (417,475)    (587,615)    (210,103)

(247,554)

Repurchases of common stock.....................        (3,614)     (32,601)     (78,256)     (53,834)

(37,295)

Proceeds from the sale of preferred stock.......       --         8,342,168      --           --

--

Proceeds from issuance of common stock..........        42,473    2,102,982       73,644      --



6,799

Net cash (used) provided by financing

activities..............................     2,181,586    6,316,573     (789,491)    (376,392)

(377,385)

Increase in cash..................................    (1,231,208)   2,772,306    5,364,644    1,228,157

391,629

Cash and cash equivalents at beginning of

period..........................................     1,350,651      119,443    2,891,749    2,891,749

8,256,393

Cash and cash equivalents at end of period........  $    119,443  $ 2,891,749  $ 8,256,393  $ 4,119,906

$ 8,648,022

Schedule of noncash investing and financing

activities:

Property and equipment acquired under capital

lease agreements..............................  $    356,164  $   304,805  $    18,607      --

--

Interest paid...................................  $    360,153  $   329,871  $   196,675  $    87,525

$    47,940

See accompanying notes to the consolidated financial statements.

Great Plains Software, Inc.

Notes to Consolidated Financial Statements

Note 1--Business Information and Significant Accounting
Policies

Business Information
Great Plains Software, Inc. is a leading provider of Microsoft Windows NT client/server financial

management software for mid-sized businesses. Its products and services automate essential

accounting functions and enhance the strategic value of financial information. The Company's

products and services are sold and implemented exclusively by its network of independent sales and

support organizations throughout the United States, Canada and select international markets.

Significant Accounting Policies

Consolidation Policy and Foreign Currency Translations
The consolidated financial statements include the accounts of the Company and its subsidiary in the

United Kingdom. All significant intercompany accounts and transactions have been eliminated in

consolidation. The functional currency of the subsidiary has been determined to be the U.S. dollar.



Therefore, all transaction gains and losses resulting from fluctuations in currency exchange rates are

included in operating results.

Export Sales
Export sales represent 10.8% and 10.4% of total revenues for the years ended May 31, 1995 and 1996

respectively. All export sales are denominated in US dollars.

Interim Financial Information
In the opinion of management, the Company has made all adjustments, consisting only of normal

recurring adjustments, necessary for a fair presentation of the financial condition of the Company as of

November 30, 1996 and the results of operations and cash flows for the six months ended November

30, 1995 and 1996, as presented in the accompanying unaudited consolidated financial statements. All

data as of such date and for such periods included herein are unaudited.

Reclassifications
Certain amounts in the 1994 financial statements have been reclassified to conform with the 1995 and

1996 presentation.

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

differ from those estimates.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash and highly liquid investments with original maturities of

three months or less and which are readily convertible to cash.



Great Plains Software, Inc.

Notes to Consolidated Financial Statements (Continued)
NOTE 1--BUSINESS INFORMATION AND SIGNIFICANT ACCOUNTING POLICIES

(CONTINUED) CONCENTRATION OF CREDIT RISK Financial instruments which potentially

subject the Company to credit risk consist primarily of cash, cash equivalents and accounts receivable.

The Company grants credit to customers in the ordinary course of business. The Company invests its

cash with high quality financial institutions. No single customer or region represents a significant

concentration of credit risk.

Change in Accounting Principle
The Company adopted Statement of Accounting Standards No. 112 requiring accrual accounting for

the expected cost of providing certain disability benefits. The cumulative effect of this change in

accounting principle at the beginning of fiscal 1995 was $200,000 and is shown in the consolidated

statement of operations.

Revenue Recognition and Deferred Revenue
Software license fees are recognized upon shipment less a reserve for estimated future returns based on

historical experience. Revenue from support and maintenance service contracts are recorded as

deferred revenue when billed and recognized ratably over the contract period. Other service revenue

such as training and consulting services are recognized as the services are performed. Prior to 1996 the

Company provided credits or coupons in association with the sale of one product as an inducement to

customers to purchase future products or releases. Revenue equal to the coupon value was deferred

until used or expired.

Fair Value Disclosure of Financial Instruments
The Company's financial instruments consist of cash, short-term receivables, long-term debt, capital

lease obligations and payables for which their current carrying amounts approximate fair market value.

Additionally, based upon the borrowing rates currently available to the Company for debt agreements

with similar terms and average maturities, the carrying amount of debt approximates its fair market

value.



Property and Equipment
Property and equipment are stated at cost. Major improvements are capitalized while maintenance and

repairs are expensed currently. Depreciation is computed using the straight-line method based on the

estimated useful lives of 3 to 5 years for computer equipment and 5 to 10 years for furniture, fixtures

and equipment. Leasehold improvements are amortized over the lesser of the terms of the related

leases or estimated useful life. Purchased computer software, which is used internally, is amortized over

a five year period using the straight-line method. Amortization expense is included with depreciation

expense in the cash flow statement.

Income Taxes
Income taxes are accounted for under the liability method in accordance with Statement of Financial

Accounting Standards No. 109 (SFAS No. 109), "Accounting for Income Taxes." Under the liability

method, deferred tax assets and liabilities are determined based on the difference between the financial

statement and tax bases of assets and liabilities reduced by valuation allowances as necessary.

Great Plains Software, Inc.

Notes to Consolidated Financial Statements (Continued)

Note 1--Business Information and Significant Accounting
Policies (Continued) Advertising
The Company accrues, at the time of sales, an estimated liability for qualified advertising expenses

incurred by value added resellers and independent sales support organizations for which the Company

has agreed to reimburse such parties. Advertising costs are expensed as incurred. Advertising expense

was approximately $2,354,000, $2,061,000 and $1,487,000 for the years ended May 31, 1994, 1995

and 1996, respectively.

Research and Development
Expenditures for software development costs and research are expensed as incurred. Such costs are

required to be expensed until the point that technological feasibility product is established. The period

between achieving technological feasibility and the general availability of such software has been short.

Consequently costs otherwise capitalizable after technological feasibility is achieved are generally

expensed because they are insignificant to both total assets and pre-tax results of operations.



Unaudited Pro Forma Net Income Per Share
Unaudited pro forma net income per share is based on the unaudited pro forma weighted average

number of shares of common stock and common equivalent shares outstanding for the period. The

unaudited pro forma weighted average number of shares assumes the conversion of the Company's

Series A Convertible Preferred Stock and the Series B Mandatorily Redeemable Convertible Preferred

Stock into 1,847,627 shares of common stock effective June 1, 1995. Because of the significant impact

of the assumed conversion on the Company's capital structure and earnings per share, historical

earnings per share has been excluded from the financial statements as they are not considered

meaningful. Pursuant to Securities and Exchange Commission Staff Accounting Bulletin No. 83,

options granted with exercise prices below the initial public offering (IPO) price during the 12-month

period preceding the date of the initial filing of the Registration Statement have been included in the

calculation of pro forma net income per share, using the treasury stock method based on the IPO price,

as if the options were outstanding for all periods presented.

Inventories
Inventories consisting of media, training materials and packaging supplies are stated at lower of cost or

market, with cost determined on a first-in, first-out (FIFO) basis.

Pro Forma Stockholders' Equity (Unaudited)
If the offering contemplated by this Prospectus is consummated, all of the Series A Convertible

Preferred Stock and the Series B Mandatorily Redeemable Convertible Preferred Stock outstanding at

the closing date will be converted into shares of common stock. The unaudited pro forma stockholders'

equity as of November 30, 1996, reflects the conversion of all outstanding convertible preferred stock

at November 30, 1996 into 1,847,627 shares of common stock.

Recently Issued Accounting Standards
Effective June 1, 1996, the Company adopted SFAS No. 121, "Accounting for the Impairment of Long-

Lived Assets and for Long-Lived Assets to Be Disposed Of." The adoption of this standard had no

material effect on the Company's financial statements. In October 1995, SFAS No. 123, "Accounting for



Great Plains Software, Inc.

Notes to Consolidated Financial Statements (Continued)
NOTE 1--BUSINESS INFORMATION AND SIGNIFICANT ACCOUNTING POLICIES

(CONTINUED) Stock-Based Compensation," was issued. Management has adopted this standard

effective June 1, 1996 by means of disclosure of the pro forma effect of the compensation components

of stock-based compensation. The Company's 1997 annual report to shareholders will include the

disclosure required by this new standard.

Note 2--Business Combination
During fiscal 1996, the Company acquired a division of Kewill Systems PLC, a United Kingdom

software sales and service provider, for $634,264 consisting of cash and the assumption of certain

liabilities in a transaction accounted for as a purchase. Accordingly, the results of operations of this

division have been consolidated with those of the Company from its date of acquisition. The net assets

acquired were recorded at their estimated fair market values with the excess allocated to goodwill, as

follows:

Software rights acquired......................................... $ 50,000 Goodwill.........................................................

584,264 $ 634,264 The goodwill associated with this transaction is being amortized on a straight line

basis over five years. The recoverability of unamortized goodwill is assessed on an ongoing basis by

comparing anticipated undiscounted cash flows to net book value. Goodwill is presented net of

accumulated amortization of $29,213 at May 31, 1996. Pro forma operating results are not presented

as the effect is immaterial.

Note 3--Accounts Receivable
Accounts receivable, net of allowances, consist of the following:

May 31, 1995 1996
Gross accounts receivable.....................................  $    7,073,073  $    7,121,386

Less allowance for doubtful accounts..........................        (254,841)       (666,551)

Less allowance for returns....................................      (1,095,940)     (1,191,247)

$    5,722,292  $    5,263,588



Great Plains Software, Inc.

Notes to Consolidated Financial Statements (Continued)

Note 4--Property and Equipment
Property and equipment consists of the following:

May 31, 1995 1996
Furniture and fixtures.......................................  $    1,440,086  $    1,443,427

Computers and equipment......................................       9,833,777      10,784,823

Leasehold improvements.......................................         322,727         331,392

Purchased software for internal use..........................         782,501       1,094,280

12,379,091      13,653,922

Less accumulated depreciation and amortization...............      (7,402,945)     (8,510,847)

$    4,976,146  $    5,143,075

Depreciation expense for the years ended May 31, 1994, 1995 and 1996 was $1,382,220, $1,512,782

and $1,892,310, respectively.

The Company leases equipment under long-term lease agreements which are classified as capital leases.

Property and equipment includes the following leased property:

May 31, 1995 1996
Property and equipment...........................................  $   1,814,484  $    350,521

Less accumulated amortization....................................     (1,139,615)     (149,613)

$     674,869  $    200,908

Note 5--Accrued Expenses
Accrued expenses consist of the following:

May 31, 1995 1996
Accrued vacation payable........................................  $     839,873  $     904,498

Co-op advertising accrual.......................................      1,092,502        855,907

Other...........................................................      2,430,438      3,038,572

$   4,362,813  $   4,798,977



Note 6--Line of Credit
The Company has a $5,000,000 revolving line of credit facility with a bank which provides for interest

at prime. Substantially all of the Company's assets are pledged as collateral on the line of credit which

expires on November 15, 1997 and is subject to certain covenants, all of which had been complied with

at May 31, 1996. There were no amounts outstanding at May 31, 1995 or 1996.
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Note 7--Long-term Debt and Capital Lease Obligations

May 31, 1995 1996
Various capital lease obligations with interest rates varying from

4.8% to 11.9%, at May 31, 1996, maturities through October 1997,

repayable in monthly installments and secured by the related

equipment.......................................................  $     816,562  $   247,554

Term loans bearing interest ranging from 8.0% to 9.5%, at May 31,

1996, repayable in monthly installments ranging from $4,500 to

$6,500 plus accrued interest through December 1996, secured by

various assets and guaranteed by certain stockholders...........        273,087       82,600

Note payable to a third party bearing interest at 1.25% over the

prime rate (9.5% as of May 31, 1996). The principal amount is

due in four quarterly installments to commence upon demand......        500,000      500,000

Other notes.......................................................         23,513       16,736

1,613,162      846,890

Current portion of long-term debt.................................        863,405      827,238

$     749,757  $    19,652

Maturities of long-term debt and capital lease obligations by fiscal year are approximately as follows:

fiscal 1997--$827,238; fiscal 1998--$10,529 and fiscal 1999--$9,123. In addition to these maturities,

future interest to be paid under capital lease obligations at May 31, 1996 was approximately $52,757.

Note 8--Commitments and Contingencies

Lease Obligations
Rental expense incurred for operating leases of office facilities and office equipment was approximately

$693,000 in 1994, $894,000 in 1995 and $871,000 in 1996. The rent expense for the years ended

May 31 1994, 1995 and 1996 include $70,740 for computer equipment leased from stockholders.



Future minimum rental payments as of May 31, 1996 for noncancelable operating leases with initial or

remaining terms in excess of one year is payable as follows: fiscal 1997--$813,000 and fiscal 1998-

-$688,000.

Employee Stock--right of First Refusal
The Company has a right of first refusal to repurchase shares of common stock from stockholder

employees who leave the Company or violate any terms of agreements with the Company. The price

per share is determined based on a defined calculation.

Litigation
The Company is, from time to time, a party to litigation arising in the normal course of business.

Management believes that none of this litigation will have a material adverse effect on the financial

position or results of operations or cash flows of the Company.
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Note 9--Income Taxes
Deferred income taxes reflect the tax effects of temporary differences between the carrying amounts of

assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.

Significant components of the Company's deferred tax liabilities and assets are as follows:

May 31, 1995 1996
Deferred tax liabilities:

Tax depreciation in excess of financial reporting...........  $      500,000  $      470,000

Total deferred tax liabilities............................         500,000         470,000

Deferred tax assets:

Accounts receivable allowances..............................         511,000         687,000

Deferred revenue............................................       2,002,000       1,342,000

Cooperative advertising accrual.............................         404,000         317,000

Sales tax accrual...........................................         259,000         211,000

Net operating loss carryforward.............................       1,542,000         950,000

Research and development credit carryforward................         572,000         573,000

Alternative minimum tax credit carryforward.................         133,000         160,000

Investment tax credit carryforward..........................          63,000          63,000

Vacation and other..........................................         506,000         317,000

Total deferred tax assets.................................       5,992,000       4,620,000

Valuation allowance...........................................      (5,492,000)       --

Net deferred tax assets...................................         500,000       4,620,000



Total net deferred income taxes...............................  $     --        $    4,150,000

The provision (benefit) for income taxes is summarized as follows:

Year Ended May 31, 1994 1995 1996
Current income taxes:

Federal.........................................  $   (2,536,000) $    1,261,000  $      595,000

State...........................................        (281,813)        110,000          48,000

Net operating loss carry forward................       2,791,000      (1,326,000)       (592,000)

(26,813)         45,000          51,000

Deferred income taxes:

Federal.........................................      (3,460,000)        157,000       1,233,000

State...........................................        (305,000)         20,000         109,000

(3,765,000)        177,000       1,342,000

Increase (decrease) in valuation allowance........       3,765,000        (177,000)     (5,492,000)

$      (26,813) $       45,000  $   (4,099,000)
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NOTE 9--INCOME TAXES (CONTINUED) The differences between the expected tax provision based

on the federal income tax statutory rate and the actual provision for the years presented are

summarized as follows:

YEAR ENDED MAY 31, 1994 1995 1996

Expected tax provision (benefit) at statutory

rate............................................  $   (3,521,000) $    126,000  $    1,143,000

State income taxes, net of federal tax effect.....        (342,000)       12,000         111,000

Change in valuation allowance.....................       3,765,000      (177,000)     (5,492,000)

Other.............................................          71,187        84,000         139,000

Total.........................................  $      (26,813) $     45,000  $   (4,099,000)

At May 31, 1996, the Company had available for tax purposes net operating loss carryforwards of

approximately $2,973,000 which could be used to offset taxable income through May 2010. Income

tax credit carryforwards included in deferred tax assets generally expire through May 2010.

At May 31, 1994 and 1995, the Company had determined that the realization of the net operating loss

carryforward and other deferred tax assets did not meet the recognition criteria under SFAS No. 109,

and, accordingly, a valuation allowance was established for the tax benefit of these items. The valuation

allowance was reversed during 1996 due primarily to the utilization of a portion of the net operating

loss carryforwards, and on the basis of an analysis performed by management which considered all

available evidence, both positive and negative, as well as the weight and importance of such evidence.

As a result of this analysis, management believed it was more likely than not that these tax benefits

would be realized in the future, and, accordingly, reversed the remaining valuation allowance in the

fourth quarter of fiscal 1996.
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Note 10--Incentive Stock Option Plan
The Company adopted an Employee Incentive Stock Option Plan for certain key employees in 1983.

At May 31, 1996, 2,066,667 shares of common stock had been reserved for issuance or grant under

this plan. The options are granted to employees at 100% of the fair market value on the date of grant.

The fair market value, rate of exercisability and expiration dates of the options granted are determined

by the Board of Directors at the time of grant. Options generally vest ratably over five years from date

of grant and expire six years after grant.

The following summary of outstanding options and shares reserved under the Plan is as follows:

OPTION PRICE

OPTIONS           RANGE          EXPIRATION

OUTSTANDING       PER SHARE           DATE

Outstanding at May 31, 1993................... 1,040,000 $1.70 to $2.72 1995 - 1999

Granted.....................................       52,000         $3.41

Exercised...................................      (21,120)   $1.96 to $2.42

Canceled/expired............................      (97,333)   $2.42 to $2.55

Outstanding at May 31, 1994................... 973,547 $1.70 to $3.41 1995 - 1999

Granted.....................................      187,433         $4.16

Exercised...................................      (77,333)   $1.70 to $2.55

Canceled/expired............................      (20,000)   $1.96 to $4.16

Outstanding May 31, 1995...................... 1,063,647 $1.96 to $4.16 1997 - 2001

Granted.....................................      619,333    $5.20 to $6.41

Exercised...................................      (32,013)   $1.96 to $2.57

Canceled/expired............................     (321,320)   $2.57 to $5.20

Outstanding May 31, 1996...................... 1,329,647 $1.96 to $6.41 1997 - 2002 As of May 31, 1996

there were currently exercisable options outstanding covering 775,567 shares, exercisable at prices

ranging from $1.96 to $4.16.

Note 11--Employee Benefit Plan
The Company maintains a defined contribution 401(k) Profit Sharing Plan covering substantially all

employees. The Company currently matches 25% of each participants' contribution up to 8% of their

annual salary and can make discretionary profit sharing contributions to the plan. The Company's

contribution to this plan for the years ended May 31, 1994, 1995 and 1996 was approximately

$186,000, $230,000 and $251,000, respectively.



Note 12--Related Party Transactions

Note Payable to Stockholder
In June 1994, the Company received a $1,500,000 loan from a stockholder bearing interest at 7.25%.

The entire balance plus accrued interest of $5,000 was repaid in June 1994.
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NOTE 12--RELATED PARTY TRANSACTIONS (CONTINUED) As of May 31, 1994, the Company

had outstanding a series of unsecured notes aggregating $940,000 with stockholders of the Company.

These notes had interest rates ranging from 7.25% to 8.5% during 1995 and were paid off as of May

31, 1995. Interest expense of $90,842 and $36,039 was recorded on these notes during fiscal 1994 and

1995, respectively.

A director of the Company was paid $104,700, $53,900 and $36,800 in 1994, 1995 and 1996 (plus

reimbursement of expenses), respectively, for consulting services rendered to the Company pursuant to

consulting agreements with the Company.

Stock Option Grant by Principal Stockholders
In April 1995, certain principal common stockholders granted to an officer/director of the Company an

option to purchase 711,156 shares of common stock directly from them at an exercise price of $4.16

per share (fair market value at date of grant). Certain events, including a decision by the Board of

Directors to initiate an initial public offering, accelerate the vesting period.

Note 13--Stockholders' Equity

Series a Convertible Preferred Stock
In June 1994, the Company sold 225,000 shares of $.01 par value Series A Convertible Preferred Stock

(Series A Preferred Stock) at $1.00 per share to an officer/director who may convert these shares into

54,000 shares of common stock at any time after June 15, 1997 at a rate of .24 shares of common stock

for each share of Series A Convertible Preferred Stock. In the event of a public offering (a "Qualified

Public Offering") with aggregate proceeds of at least $10,000,000 and the issuance of 15% of the

resulting outstanding shares of the Company, the Series A Preferred Stock shall be automatically



converted to shares of common stock. The holder of the Series A Preferred Stock is not entitled to

dividends or other distributions, has preference over common stock upon liquidation and has the right

to elect one director.

Series B Mandatorily Redeemable Convertible Preferred Stock
Also in June 1994, the Company entered into an agreement for the sale of Series B Mandatorily

Redeemable Convertible Preferred Stock (Series B Preferred Stock) and warrants. On June 24, 1994, at

the first closing, the Company sold 888,576 of $.01 par value Series B Preferred Stock and contingent

warrants to purchase an additional 752,234 shares of Series B Preferred Stock for an aggregate

purchase price of $6,300,004. On September 22, 1994, the second closing, the Company sold an

additional 282,088 shares of Series B Preferred Stock for an aggregate purchase price of $2,000,004.

During May 1995, the Company and the holders of the Series B Preferred Stock agreed to reprice the

previously issued shares of Series B Preferred Stock and eliminate the warrants. The Company issued

an additional 174,556 shares of Series B Preferred Stock in return for the cancellation of the warrants.

Thus, the total Series B Preferred Stock sold in the three transactions was 1,345,220 shares at an

average price of $6.17.

Holders of the Series B Preferred Stock may convert their shares into 1,793,627 shares of common

stock at any time after the date of issuance. The holders of Series B Preferred Stock also have the right

to require the Company to redeem their shares at any time after June 24, 1998 at a price of $6.17 per

share
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NOTE 13--STOCKHOLDERS' EQUITY (CONTINUED) or, if higher, the fair market value of such

shares if the Company has not undertaken a Qualified Public Offering. The Company carries this Series

B Preferred Stock at fair value which management considers to equal $6.17 and $8.55 per share at May

31, 1995 and 1996, respectively.

In the event of a Qualified Public Offering, the Series B Preferred Stock shall be automatically

converted to 1,793,627 shares of common stock.

The holders of the Series B Convertible Preferred Stock are not entitled to dividends or other

distributions and have preference over common stock upon liquidation.



Note 14--Subsequent Events
The Board of Directors met on February 20, 1997 and took the following actions in connection with

the initial public offering of shares of the Company's common stock: (a) authorized a four-for-three

stock split of the issued and outstanding common stock of the Company, in the form of a stock

dividend, to be effective immediately prior to the public offering (all references to common stock

amounts, shares, per share data and preferred stock conversion rights included in the financial

statements and these notes have been adjusted to give retroactive effect to the stock split); (b)

authorized an increase in capital stock to 100,000,000 shares of $0.01 par value common stock and

30,000,000 shares of $0.01 par value preferred stock to be both contingent and effective upon

stockholder approval and the first closing of the initial public offering of common stock; (c) waived,

subject to the successful closing of an initial public offering, the Company's contractual rights of first

refusal and the rights to repurchase with regard to shares of common stock issued to employees of the

Company; and (d) authorized the certain incentive stock plans contingent and effective upon

stockholder approval and consummation of the initial public offering. These incentive plans include (i)

the 1997 Employee Stock Purchase Plan providing for the purchase of common stock at a discounted

price, (ii) the 1997 Stock Incentive Plan providing for the grant of stock based compensation to eligible

persons and (iii) the Outside Director's Stock Option Plan providing for the grant of nonqualified stock

options to nonemployee directors of the Company.

Underwriting
Subject to the terms and conditions of the Underwriting Agreement, the Company have agreed to sell

to each of the Underwriters named below, and each of such Underwriters, for whom Goldman, Sachs &

Co., Hambrecht & Quist LLC and Piper Jaffray Inc. are acting as representatives, has severally agreed to

purchase from the Company the respective number of shares of Common Stock set forth opposite its

name below:

NUMBER OF SHARES OF UNDERWRITER COMMON STOCK Goldman, Sachs &

Co.......................................................... Hambrecht & Quist LLC........................................................ Piper Jaffray

Inc............................................................

Total........................................................................ 3,000,000 Under the terms and conditions of the

Underwriting Agreement, the Underwriters are committed to take and pay for all of the shares offered

hereby, if any are taken.

The Underwriters propose to offer the shares of Common Stock in part directly to the public at the

initial public offering price set forth on the cover page of this Prospectus and in part to certain

securities dealers at such price less a concession of $ per share. The Underwriters may allow, and such

dealers may reallow, a concession not in excess of $ per share to certain brokers and dealers. After the

shares of Common Stock are released for sale to the public, the offering price and other selling terms

may from time to time be varied by the representatives.



The Company has granted the Underwriters an option exercisable for 30 days after the date of this

Prospectus to purchase up to an aggregate of 450,000 additional shares of Common Stock to cover

over-allotments, if any. If the Underwriters exercise their over-allotment option, the Underwriters have

severally agreed, subject to certain conditions, to purchase approximately the same percentage thereof

that the number of shares to be purchased by each of them, as shown in the foregoing table, bears to

the 3,000,000 shares of Common Stock offered.

The Company has agreed that, subject to certain exceptions, during the period beginning from the date

of this Prospectus and continuing to and including the date 180 days after the date of the Prospectus,

it will not offer, sell, contract to sell or otherwise dispose of any shares of Common Stock or of any

other securities of the Company (other than pursuant to the Stock Plans) which are substantially

similar to the shares of Common Stock or which are convertible or exchangeable into securities which

are substantially similar to the shares of Common Stock without the prior written consent of the

representatives, except for the shares of Common Stock offered in connection with the offering. In

addition, the Company may issue shares of Common Stock in connection with any acquisition of

another company if the terms of such issuance provide that such Common Stock shall not be resold

prior to the expiration of the 180-day period referenced in the preceding sentence.

The representatives of the Underwriters have informed the Company that they do not expect sales to

accounts over which the Underwriters exercise discretionary authority to exceed 5% of the total

number of shares of Common Stock offered hereby.

Prior to the offering, there has been no public market for the shares of Common Stock. The initial

public offering price will be negotiated among the Company and the representatives. Among the

factors to be considered in determining the initial public offering price of the Common Stock, in

addition to prevailing market conditions, will be the Company's historical performance, estimates of

business potential and earnings prospects for the Company, an assessment of the Company's

management and the consideration of the above factors in relation to market valuation of companies in

related businesses.

Certain of Goldman, Sachs & Co.'s affiliates own 1,793,627 shares of Common Stock, representing

18.4% of the outstanding Common Stock of the Company and, upon completion of the offering, will

own approximately 14.0% of the outstanding Common Stock. See "Principal Shareholders." Such

affiliates are subject to the 180-day lock-up that applies to other shareholders as described above.

Subject to the lock-up provisions described above, Goldman, Sachs & Co. and their affiliates will be

permitted to engage in stabilization, brokerage and ordinary course of business transactions and will be

permitted to sell Common Stock and related securities in connection with market-making transactions

from time to time, both during and after the 180-day period. See "Shares Eligible for Future Sale."

The Company has been advised by Goldman, Sachs & Co. that, subject to applicable laws and

regulations, Goldman, Sachs & Co. currently intend to make a market in the Common Stock following

completion of the offering. However, they are not obligated to do so and any market-making may be

discontinued at any time without notice. In addition, such market-making activity will be subject to the



limits imposed by the Securities Act and the Exchange Act. There can be no assurance that an active

trading market will develop or be sustained following the completion of the offering. See "Risk Factors-

- No Prior Market; Possible Volatility of Stock Price".

Goldman, Sachs & Co. has entered into an agreement with the Company pursuant to which it has

provided from time to time, and expects to provide in the future, investment banking services to the

Company for customary fees and commissions.

A representative of Goldman, Sachs & Co. serves as a member of the Board of Directors of the

Company. See "Certain Transactions."

At the request of the Company, the Underwriters have reserved shares of the Common Stock offered

hereby for sale at the public offering price to Partners, directors, officers and employees of the

Company and certain other persons. Such Partners, directors, officers, employees and other persons

will purchase, in the aggregate, less than 15% of the Common Stock offered hereby, of which

approximately 10% are expected to be purchased by Partners. The number of shares available to the

general public will be reduced to the extent that individuals purchase such reserved shares. Any

reserved shares not so purchased will be offered by the Underwriters to the general public on the same

terms as the other shares offered by this Prospectus. Partners who purchase such reserved shares will

be required to execute a lock-up agreement with the representatives of the Underwriters pursuant to

which they will agree that, without the prior written consent of the representatives of the

Underwriters, they will not sell or otherwise dispose of any shares of Common Stock during the 180-

day period following the date of this Prospectus.

Under Rule 2720 of the National Association of Securities Dealers, Inc. (the "NASD"), the Company

may be deemed to be an affiliate of Goldman Sachs & Co. For a description of certain relationships

between Goldman Sachs and its affiliates and the Company, see "Management," "Certain Transactions"

and "Principal Shareholders." The offering is being conducted in accordance with Rule 2720, which

provides that, among other things, when an NASD member participates in the underwriting of an

affiliate's equity securities, the initial public offering price can be no higher than that recommended by

a "qualified independent underwriter" meeting certain standards. In accordance with this requirement,

Hambrecht & Quist LLC will serve in such role and will recommend a price in compliance with the

requirements of Rule 2720. Hambrecht & Quist LLC will receive compensation from the Company in

the amount of $ for serving in such role. In connection with the offering, Hambrecht & Quist LLC in its

role as qualified independent underwriter has performed due diligence investigations and reviewed

and participated in the preparation of this Prospectus and the Registration Statement of which this

Prospectus is a part. In addition, the Underwriters may not confirm sales to any accounts over which

they exercise discretionary authority without the prior specific written approval by the customer.

During and after the offering, the Underwriters may purchase and sell Common Stock in the open

market. These transactions may include overallotment, stabilizing transactions and purchases to cover

syndicate short positions created in connection with the offering. The Underwriters also may impose a

penalty bid, whereby selling concessions allowed to syndicate members or other broker-dealers in

respect of the Common Stock sold in the offering for their account may be reclaimed by the syndicate



if such securities are repurchased by the syndicate in stabilizing or covering transactions. These

activities may stabilize, maintain or otherwise affect the market price of the Common Stock, which

may be higher than the price that might otherwise prevail in the open market. These transactions may

be effected on the Nasdaq National Market, in the over-the-counter market or otherwise, and these

activities, if commenced, may be discontinued at any time.

As permitted by Rule 103 under the Exchange Act, Underwriters or prospective Underwriters that are

market makers ("passive market makers") in the Common Stock may make bids for or purchases of

Common Stock in the Nasdaq National Market until such time, if any, when a stabilizing bid for such

securities has been made. Rule 103 generally provides that (a) a passive market maker's net daily

purchases of the Common Stock may not exceed 30% of its average daily trading volume in such

securities for the two full consecutive calendar months (or any 60 consecutive days ending within the

10 days) immediately preceding the filing date of the registration statement of which this Prospectus

forms a part, (b) a passive market maker may not effect transactions or display bids for the Common

Stock at a price that exceeds the highest independent bid for the Common Stock by persons who are

not passive market makers and (c) bids made by passive market makers must be identified as such.

The Company has agreed to indemnify the several Underwriters against certain liabilities, including

liabilities under the Securities Act.

Graphic and Text Appearing on Inside Back Cover of Prospectus:

This page contains a picture of a hand with the index finger pointing upward. In circular patterns,

emanating from the point of the index finger are the following words and phrases: Windows NT;

Client/Server; Leading Technologies; Customer Service; Internet; Ease of Use; Partner Network;

Openness; Global Markets. Also, in rows across the page, are repeating patterns of 0 1 0 1.

NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR TO MAKE ANY

REPRESENTATIONS 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. THIS PROSPECTUS DOES NOT CONSTITUTE AN OFFER TO

SELL OR THE SOLICITATION OF AN OFFER TO BUY ANY SECURITIES OTHER THAN THE

SECURITIES TO WHICH IT RELATES OR AN OFFER TO SELL OR THE SOLICITATION OF AN

OFFER TO BUY SUCH SECURITIES IN ANY CIRCUMSTANCES IN WHICH SUCH OFFER OR

SOLICITATION IS UNLAWFUL. NEITHER THE DELIVERY OF THIS PROSPECTUS NOR ANY

SALE MADE HEREUNDER SHALL, UNDER ANY CIRCUMSTANCES, CREATE ANY

IMPLICATION THAT THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE COMPANY

SINCE THE DATE HEREOF OR THAT THE INFORMATION CONTAINED HEREIN IS CORRECT

AS OF ANY TIME SUBSEQUENT TO ITS DATE.
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Part Ii Information Not Required in Prospectus

Item 13. Other Expenses of Issuance and Distribution
The following fees and expenses will be paid by the Company in connection with the issuance and

distribution of the securities registered hereby and do not include underwriting commissions and

discounts. All such expenses, except for the SEC registration and NASD fees, are estimated.

SEC registration fee.............................................  $  13,591

NASD filing fee..................................................      4,985

Nasdaq National Market listing fee...............................     50,000

Legal fees and expenses..........................................    200,000

Accounting fees and expenses.....................................     75,000

Transfer Agent's and Registrar's fees............................     15,000

Printing and engraving expenses..................................    100,000

Miscellaneous....................................................     21,424

Total........................................................  $ 480,000



Item 14. Indemnification of Directors and Officers
Section 302A.521 of the Minnesota Statutes provides that a corporation shall indemnify any person

made or threatened to be made a party to a proceeding by reason of the former or present official

capacity of such person against judgments, penalties, fines (including, without limitation, excise taxes

assessed against such person with respect to any employee benefit plan), settlements and reasonable

expenses, including attorneys' fees and disbursements, incurred by such person in connection with the

proceeding, if, with respect to the acts or omissions of such person complained of in the proceeding,

such person (1) has not been indemnified therefor by another organization or employee benefit plan for

the same judgments, penalties or fines; (2) acted in good faith; (3) received no improper personal

benefit and Section 302A.255 (with respect to director conflicts of interest), if applicable, has been

satisfied; (4) in the case of a criminal proceeding, had no reasonable cause to believe the conduct was

unlawful; and (5) in the case of acts or omissions in such person's official capacity for the corporation,

reasonably believed that the conduct was in the best interests of the corporation, or in the case of acts

or omissions in such person's official capacity for other affiliated organizations, reasonably believed that

the conduct was not opposed to the best interests of the corporation. Section 302A.521 also requires

payment by a corporation, upon written request, of reasonable expenses in advance of final disposition

of the proceeding in certain instances. A decision as to required indemnification is made by a

disinterested majority of the Board of Directors present at a meeting at which a disinterested quorum

is present, or by a designated committee of the Board, by special legal counsel, by the shareholders or

by a court.

Provisions regarding indemnification of officers and directors of the Company to the extent permitted

by Section 302A.521 are contained in the Company's Bylaws as they will be amended immediately

upon closing of the offering (Exhibit 3.3 hereto), each of which is incorporated herein by reference.

Item 15. Recent Sales of Unregistered Securities
Since January 1, 1994, the Company has issued and sold the following securities that were not

registered under the Securities Act:

In June 1994, the Company issued 225,000 shares of Series A Preferred Stock to The Arthur

Companies, Inc. ("Arthur"), the holder of a majority of the outstanding shares of Common Stock of

Company at such time, for $225,000 in cash. These shares were subsequently transferred to Douglas J.

Burgum, the Chairman of the Board, President and Chief Executive Officer of the Company, in

exchange for shares of capital stock of Arthur held by Mr. Burgum with a fair market value of

$225,000. The Series A Preferred Stock will convert into an aggregate of 54,000 shares of Common

Stock upon the consummation of this offering.

In June 1994, the Company issued to certain investment partnerships affiliated with the Goldman

Sachs Group, L.P. (the "GS Partnerships"), 888,576 shares of Series B Preferred Stock at a price of

$7.09 per share and a warrant (the "Warrant") to purchase an additional 752,234 shares of Series B

Preferred Stock at a price of $5.32 per share. In September 1994, the Company issued to the GS



Partnerships, 282,088 shares of Series B Preferred Stock at a price of $7.09 per share. In May 1995,

the Company issued to the GS Partnerships 174,556 shares of Series B Preferred Stock in exchange for

the Warrant.

During the period from September 1994 to December 1994, the Company issued to its employees an

aggregate of 487,147 shares of Common Stock at a purchase price of $4.16 per share pursuant to an

employee incentive stock sale program.

During the period from January 1, 1994 through February 21, 1997, the Company issued and sold

696,860 shares of Common Stock to employees at prices ranging from $1.70 to $5.44 per share upon

exercise of stock options granted pursuant to the Company's 1983 Incentive Stock Option Plan.

The sales of the above securities were deemed to be exempt from registration under the Securities Act

pursuant to Section 4(2) of the Securities Act or Regulation D promulgated thereunder, as transactions

by an issuer not involving a public offering, or pursuant to Rule 701 promulgated under the Securities

Act. The recipients of the securities in each such transaction represented their intention to acquire the

securities for investment purposes only and not with a view to or for sale in connection with any

distribution thereof, and appropriate legends were affixed to the share certificates and instruments

issued in such transactions. All recipients had adequate access, through their relationship with the

Company or otherwise, to information about the Company.

Item 16. Exhibits and Financial Statement Schedules
(a) Exhibits

Number Description
1.1*   Underwriting Agreement

3.1    Articles of Incorporation of the Company (current)

3.2    Amended and Restated Articles of Incorporation of the Company (as proposed to be effective

upon closing of the offering)

3.3    Amended Bylaws of the Company

4.1    Form of Certificate of Common Stock

5.1*   Opinion of Dorsey & Whitney LLP

10.1    Lease Agreement, dated October 1, 1983, as amended, between the Company and West Acres

Office

Park

10.2    Lease Agreement, dated April 20, 1994, between the Company and Norwest Bank North Dakota,

N.A.

10.3    Lease Agreement, dated May 2, 1994, as amended, between the Company and Blue Cross Blue

Shield

of North Dakota and Lincoln Mutual Life and Casualty Insurance Co.

10.4    1983 Incentive Stock Option Plan, as amended

10.5    1997 Stock Incentive Plan

10.6    Outside Directors' Stock Option Plan

10.7    1997 Employee Stock Purchase Plan

10.8    Non-Incentive Stock Option Agreement, dated April 9, 1991, between the Company and Raymond

F.

Good



10.9    Employment Agreement, dated June 24, 1994, between the Company and Douglas J. Burgum

10.10   Employment Agreement, dated June 24, 1994, between the Company and Raymond A. August

10.11   Registration Rights Agreement, dated as of June 24, 1994, between the Company and the

holders

of registerable securities named therein

10.12   Limited Liability Company Agreement, dated as of February 20, 1996, between the Company and

Douglas J. Burgum

10.13*  Agreement between the Company and Terri F. Zimmerman

10.14*  Agreement between the Company and Raymond F. Good

23.1    Consent of Price Waterhouse LLP

23.2    Consent of Ernst & Young LLP

23.3    Consent of Dorsey & Whitney LLP (included in Exhibit 5.1)

24.1    Powers of Attorney

27.1    Financial Data Schedule

* To be filed by amendment.

(b) Financial Statement Schedules

Schedule Ii--schedule of Valuation and Qualifying Accounts
and Reserves
All other schedules are omitted because they are not applicable or the required information is shown in

the financial statements or notes thereto.

Item 17. Undertakings
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 foregoing provisions, 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 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, 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 Act and will be governed by the final adjudication of such issue.

The undersigned registrant further undertakes that:

(1) It will 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.

(2) For purposes of determining any liability under the Securities Act of 1933, the information omitted

from the form of prospectus filed as part of this registration statement in reliance upon Rule 430A and

contained in a 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.

(3) For the purpose of determining any liability under the Securities Act of 1933, each post-effective

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, the registrant has duly caused this

Registration Statement on Form S-1 to be signed on its behalf by the undersigned, thereunto duly

authorized, in the City of Fargo, State of North Dakota, on March 5, 1997.

Great Plains Software, Inc.
By: /s/ DOUGLAS J. BURGUM Douglas J. Burgum CHAIRMAN OF THE BOARD, PRESIDENT AND

CHIEF EXECUTIVE OFFICER Pursuant to the requirements of the Securities Act of 1933, this

Registration Statement on Form S-1 has been signed by the following persons in the capacities

indicated on March 5, 1997.

Signature Title
/s/ DOUGLAS J. BURGUM            Chairman of the Board, President and

- ----------------------------------------    Chief Executive Officer (principal

Douglas J. Burgum                executive officer)

/s/ TERRI F. ZIMMERMAN           Chief Financial Officer, Group Vice

- ----------------------------------------    President (principal financial officer

Terri F. Zimmerman               and principal accounting officer)

BRADLEY J. BURGUM* Director FREDERICK W. BURGUM* Director - ------------------------------------

---- Director William V. Campbell RAYMOND F. GOOD* Director SANJEEV MEHRA* Director J. A.

HEIDI ROIZEN* Director JOSEPH S. TIBBETTS, JR.* Director *By: /s/ DOUGLAS J. BURGUM

Douglas J. Burgum ATTORNEY-IN-FACT

Exhibit Index

Number Description
1.1* Underwriting Agreement 3.1 Articles of Incorporation, as amended, of the Company (current) 3.2

Amended and Restated Articles of Incorporation of the Company (as proposed to be effective upon

closing of the Offering) 3.3 Amended Bylaws of the Company 4.1 Form of Certificate of Common



Stock 5.1* Opinion of Dorsey & Whitney LLP 10.1 Lease Agreement, dated October 1, 1983, as

amended, between the Company and West Acres Office Park 10.2 Lease Agreement, dated April 20,

1994, between the Company and Norwest Bank North Dakota, N.A.

10.3 Lease Agreement, dated May 2, 1994, as amended, between the Company and Blue Cross Blue

Shield of North Dakota and Lincoln Mutual Life and Casualty Insurance Co.

10.4 1983 Incentive Stock Option Plan, as amended 10.5 1997 Stock Incentive Plan, including form of

option agreement 10.6 Outside Directors' Stock Option Plan 10.7 1997 Employee Stock Purchase Plan

10.8 Non-Incentive Stock Option Agreement, dated April 9, 1991, between the Company and

Raymond F. Good 10.9 Employment Agreement, dated June 24, 1994, between the Company and

Douglas J. Burgum 10.10 Employment Agreement, dated June 24, 1994, between the Company and

Raymond A. August 10.11 Registration Rights Agreement, dated as of June 24, 1994, between the

Company and the holders of registerable securities named therein 10.12 Limited Liability Company

Agreement, dated as of February 20, 1996, between the Company and Douglas J. Burgum 10.13*

Agreement between the Company and Terri F. Zimmerman 10.14* Agreement between the Company

and Raymond F. Good 23.1 Consent of Price Waterhouse LLP 23.2 Consent of Ernst & Young LLP

23.3 Consent of Dorsey & Whitney LLP (included in Exhibit 5.1) 24.1 Powers of Attorney 27.1

Financial Data Schedule * To be filed by amendment. </TEXT>


