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THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY NOT SELL
THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE SECURITIES AND
EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER TO SELL THESE

SECURITIES, AND IT IS NOT SOLICITING AN OFFER TO BUY THESE SECURITIES IN ANY STATE
WHERE THE OFFER OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION, DATED , 1999
SHARES
[RETEK LOGO]
COMMON STOCK

PRIOR TO THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR OUR COMMON STOCK. THE
INITIAL PUBLIC OFFERING PRICE OF THE COMMON STOCK IS EXPECTED TO BE BETWEEN $ AND $ PER
SHARE. WE HAVE APPLIED TO LIST OUR COMMON STOCK ON THE NASDAQ NATIONAL MARKET UNDER THE

SYMBOL "RETK."

THE UNDERWRITERS HAVE AN OPTION TO PURCHASE A MAXIMUM OF ADDITIONAL SHARES TO COVER
OVER-ALLOTMENTS OF SHARES.

Investing in Our Common Stock Involves Risks. See "Risk
Factors" on Page §.

UNDERWRITING
PRICE TO DISCOUNTS AND PROCEEDS TO
PUBLIC COMMISSIONS RETEK
oy o - o PP $ $ $
LI X o= $ $ $

Delivery of the shares of common stock will be made on or about, 1999.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities, or determined if this prospectus is truthful or complete. Any

representation to the contrary is a criminal offense.

Credit Suisse First Boston
Bancboston Robertson Stephens

U.s. Bancorp Piper Jaffray

The date of this prospectus is , 1999.
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YOU SHOULD RELY ONLY ON THE INFORMATION CONTAINED IN THIS DOCUMENT OR TO
WHICH WE HAVE REFERRED YOU. WE HAVE NOT AUTHORIZED ANYONE TO PROVIDE YOU
WITH INFORMATION THAT IS DIFFERENT. THIS DOCUMENT MAY BE USED ONLY WHERE IT
IS LEGAL TO SELL THESE SECURITIES. THE INFORMATION IN THIS DOCUMENT MAY ONLY
BE ACCURATE ON THE DATE OF THIS DOCUMENT.

Dealer Prospectus Delivery Obligation

UNTIL, 1999 (25 DAYS AFTER THE COMMENCEMENT OF THIS OFFERING), ALL DEALERS
THAT EFFECT TRANSACTIONS IN THESE SECURITIES, WHETHER OR NOT PARTICIPATING
IN THIS OFFERING, MAY BE REQUIRED TO DELIVER A PROSPECTUS. THIS IS IN ADDITION



TO THE DEALER'S OBLIGATION TO DELIVER A PROSPECTUS WHEN ACTING AS AN
UNDERWRITER AND WITH RESPECT TO UNSOLD ALLOTMENTS OR SUBSCRIPTIONS.

Prospectus Summary

This summary highlights information contained elsewhere is this prospectus. This summary is not
complete and does not contain all the information you should consider before buying shares in this

offering. You should carefully read the entire prospectus and the risk factors beginning on page 8.

Unless otherwise stated, information in this prospectus assumes that the underwriters' over-allotment

option to purchase an additional shares of common stock at the initial offering price is not exercised.

Retek Inc.

We are a leading provider of web-based, business-to-business software solutions for retailers and their
trading partners. Our software solutions enable retailers to use the Internet to communicate and
collaborate efficiently with the suppliers, distributors, wholesalers, logistics providers, brokers,
transportation companies, consolidators and manufacturers that make up the global retail supply
chain. Our solutions are rapidly deployable, highly scalable, retail industry focused and incorporate
predictive analytic technologies. We seek to enhance the ability of retailers to interact with their supply
chain by introducing Retail.com, which we believe is the first electronic commerce network providing

collaborative business-to-business software solutions to the retail industry.

We believe that a market opportunity exists to provide retailers with a business-to-business software
solution that is web-based, collaborative and designed specifically for the retail industry. According to
Euromonitor, worldwide retailer-to-customer sales exceeded $6.5 trillion in 1997. We estimate that the
market for business-to-business commerce is even larger than retailer-to-customers sales, and involves,
according to Dunn & Bradstreet, over three million retail, wholesale and supplier organizations
operating in the global marketplace. We believe the Internet is beginning to change the way this
marketplace operates. Not only does the Internet provide a new distribution channel for conducting
commerce with customers, it provides an even larger opportunity for retail businesses to communicate
and transact commerce with their supply chain. According to Forrester Research, business-to-business
electronic commerce is expected to grow from $43 billion in 1998 to $1.3 trillion in 2003 and the
market for software solutions for business-to-business electronic commerce is estimated to grow from
$171 million in 1998 to $3.1 billion in 2001.

We intend to be the leading provider of web-based, business-to-business software solutions for
retailers and their trading partners. As the retail supply chain evolves into an electronic network, we
seek to further enable retailers to better manage, organize and drive efficiencies through this network.

Key elements of our strategy include:

- Extending our web-based, business-to-business collaborative software solutions, principally through

the introduction of our Retail.com network;



- Introducing our existing customers to a broader offering of our software solutions;
- Continuing to leverage our expertise in providing solutions to retailers;

- Expanding our relationships with implementation and hosting partners; and - Extending our
technological and product leadership by enhancing our software solutions' core functionality and

analytic and predictive features.

We are currently a wholly owned subsidiary of HNC Software Inc., a public company that develops and
markets predictive software solutions for businesses in financial and other industries. Immediately
prior to the completion of this offering, our business will combine the business activities of Retek
Information Systems, Inc. and Retek Logistics, Inc. Retek Information Systems develops and markets
web-based business-to-business software solutions for retailers. Founded in 1995, Retek Information
Systems was acquired by HNC in 1996. Retek Logistics, founded in 1985, develops warehouse
management software solutions. HNC acquired Retek Logistics in 1998. On September 9, 1999, Retek
Logistics was reincorporated as a Delaware corporation and renamed "Retek Inc." In connection with
the separation of our business from HNC, HNC will contribute all of the outstanding capital stock of

Retek Information Systems to Retek Inc.

Our principal executive offices are located at Midwest Plaza, 801 Nicollet Mall, 11th Floor,
Minneapolis, Minnesota 55402 and our telephone number is (612) 630-5700. Our web site is

http://www.retek.com. The information on the web site is not part of this prospectus.

"Retek" is a trademark of Retek. All other trademarks or service marks appearing in this prospectus are

trademarks or service marks of the respective companies that use them.

Our Relationship with Hnc Software Inc.

After the completion of this offering, HNC will own approximately % of the total number of
outstanding shares of our common stock, or approximately % if the underwriters' over-allotment
option is exercised in full. HNC has informed us that, after the completion of this offering, it is HNC's
current intention to distribute pro rata to its stockholders, as a dividend, all of the shares of our
common stock HNC will own after this offering, subject to the satisfaction and fulfillment of several
conditions (this dividend will be referred to as the distribution in this prospectus). The conditions to

the distribution include, but are not limited to, the following:

- HNC's receipt of a written ruling from the Internal Revenue Service that the distribution qualifies for
tax-free treatment under Section 355 of the Internal Revenue Code, such that HNC and HNC's

stockholders will not recognize income for federal tax purposes as a result of the distribution;

- HNC's board of directors determining that the distribution is in the best interest of HNC's
stockholders; and - HNC's ability to effect the distribution in compliance with applicable law and

without violation or acceleration of its contractual obligations.



HNC has indicated that the distribution will not occur prior to the later of (1) March 31, 2000, and (2)
180 days after the completion of this offering (unless the lead underwriter consents to an earlier date).
For additional information on the risks associated with HNC not carrying out the distribution, we refer

you to "Risk Factors -- Risks Related to Our Separation from HNC."

HNC has the sole discretion to determine the timing, structure and terms of the distribution. HNC is
not obligated to carry out the distribution and we cannot assure you as to whether or when the
distribution may occur. Neither HNC nor we have any intention of purchasing or redeeming the shares
issued in this offering if the distribution does not occur. In addition, even if the distribution is
ultimately completed, HNC does not have any obligation with respect to the timing or any of the terms
of the distribution. We refer you to "Risk Factors -- Risks Related to Our Separation from HNC -- HNC

has no obligation to complete the distribution of our common stock."

If HNC has received a written ruling from the Internal Revenue Service that the distribution qualifies
for tax-free treatment under Section 355 of the Internal Revenue Code, and HNC fails to complete the
distribution within 120 days after the first date that HNC is eligible to effect the tax-free distribution,
John Buchanan, our chairman and chief executive officer, and three other executive officers to be
chosen by Mr. Buchanan, will receive a 12-month credit to the vesting schedule of their Retek stock
options. In addition, if at the time of this accelerated vesting, Mr. Buchanan and the three other chosen
executives execute two-year non-compete agreements with Retek, their vesting schedules will be
credited by an additional 12 months. 4 We will enter into agreements with HNC that provide for the
separation of our business from HNC. These agreements will generally provide for, among other things,
the transfer from HNC to us of assets and the assumption by us of liabilities relating to our business.
For more information regarding the assets and liabilities to be transferred to us, see our combined
financial statements and related notes that are included elsewhere in this prospectus. If HNC carries
out the tax-free distribution, these agreements will restrict our ability to take specified actions that
would cause the distribution to be taxable to HNC or its stockholders, and these agreements will
require us to indemnify HNC for any taxes resulting from the distribution becoming taxable as a result
of specified actions. We will also enter into an agreement with HNC regarding the licensing to us of
intellectual property related to our business. All of these transfers and licenses will be completed

immediately prior to the closing of this offering. See "Certain Transactions."

Our agreements with HNC will also govern various interim and ongoing relationships. All of the
agreements providing for our separation from HNC will be made in the context of a parent-subsidiary
relationship, will be negotiated in the overall context of our separation from HNC and will not be
conditioned on HNC's completing the distribution. The terms of these agreements may be more or less

favorable to us than if they had been negotiated with unaffiliated third parties.

The Offering

Common stock offered in this offering........ shares Common stock outstanding after this
offering:......ccovvcccuvvririnincnces shares Use of proceeds from this offering........... For working capital and

general corporate purposes, including repayment of intercompany debt to HNC. See "Use of Proceeds."



Proposed Nasdaq National Market Symbol....... "RETK" Common stock outstanding after this offering

is based on shares outstanding as of , 1999, excluding:

- the exercise of the underwriters' over-allotment option, and - shares of common stock issuable upon

exercise of options outstanding at an exercise price of $ per share, none of which are exercisable.

Summary Combined Financial Data

The summary combined financial data presented below should be read in conjunction with our
combined financial statements and the related notes, "Capitalization," "Selected Combined Financial
Data," and "Management's Discussion and Analysis of Financial Condition and Results of Operations"

included elsewhere in this prospectus.

SIX MONTHS ENDED

YEAR ENDED DECEMBER 31, JUNE 30,
1996 1997 1998 1998 1999
(UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

COMBINED STATEMENT OF INCOME DATA:

Total TEVENUE. . vttt ettt ettt e eeeee e $13,433  $30,923  $55,033  $25,313  $37,690
Gross profit......ciiiiiiiiii it e 9,554 27,278 41,181 19,601 26,970
Operating inCome. . ......uuiiinitinnnenennnnn 1,418 6,619 8,088 2,504 5,792
Net dNCome. .o v ittt ittt it ittt ieeeennn 2,233 3,476 3,878 568 3,460
Pro forma unaudited basic and diluted net

income per common share.................. $ 1.73 $ 1.55

Shares used in computing pro forma unaudited
basic and diluted net income per common
1= = =2 2,238 2,238

JUNE 30, 1999 ACTUAL AS ADJUSTED (IN THOUSANDS)

COMBINED BALANCE SHEET DATA:

Cash and cash equivalents.........coiiiiiiiiiniiinnnnnnnnn $ 930
Working capital. ...ttt ittt i i 15,800
LI o= 2 A=Y = o= 57,765
Payable to HNC Software INC.........uuuuuueeeeeeeeennnns 7,927
Total stockholder's equity......ccuiiiiiiiiiineiiinnnnnnnnn 39,121

For an explanation of the determination of the number of shares used in computing pro forma
unaudited basic and diluted net income per common share, see Note 1 of Notes to Combined Financial
Statements.

The as adjusted amounts reflect the receipt and application of the net
proceeds from the sale of shares of our common stock at an assumed

initial offering price of $ , after deducting the estimated underwriting
discounts and estimated offering expenses payable by us.

Risk Factors

An investment in our common stock involves a high degree of risk. You should carefully consider the
risks described below and all other information contained in this prospectus before purchasing our

common stock. Any of the following risks could materially harm our business, operating results and



financial condition. Additional risks and uncertainties not currently known to us or that we currently
consider immaterial could also harm our business, operating results and financial condition. You could

lose all or part of your investment as a result of these risks.

Risk Related to Our Business and Industry

IF WE DO NOT RESPOND ADEQUATELY TO OUR INDUSTRY'S RAPID PACE OF CHANGE,
SALES OF OUR PRODUCTS MAY DECLINE.

If we are unable to develop new software solutions or enhancements to our existing products on a
timely and cost-effective basis, or if new products or enhancements do not achieve market acceptance,
our sales may decline. The life cycles of our products are difficult to predict because the business-to-
business electronic commerce market for our products is new and emerging and is characterized by
rapid technological change and changing customer needs. The introduction of products employing new

technologies could render our existing products or services obsolete and unmarketable.

To be successful, our products and services must keep pace with technological developments, address
the ever-changing and increasingly sophisticated needs of our customers and achieve market

acceptance. In developing new products and services, we may:
- fail to respond to technological changes in a timely or cost-effective manner;

- encounter products, capabilities or technologies developed by others that render our products and
services obsolete or noncompetitive or that shorten the life cycles of our existing products and

services;

- experience difficulties that could delay or prevent the successful development, introduction and
marketing of these new products and services; or - fail to achieve market acceptance of our products

and services.

The Lengthy Sales Cycle for Our Products Makes Our

Revenues Susceptible to Fluctuations.

Delay or failure to complete sales in a particular quarter or year would reduce our quarterly and annual
revenue. Implementation of our software is complex, time consuming and expensive. In many cases,
our customers must change established business practices or conduct business in new ways to
accommodate installation and use of our software. They must also consider a wide range of other issues
before committing to purchase our products, including product benefits, competitive alternatives, ease
of installation, ability to work with existing computer systems, ability to support a large user base and
the scope of functions our products provide. We believe that the purchase of our products is often
discretionary and generally involves a significant commitment of capital and other resources by a

customer. As a result of these factors, our sales cycles can be lengthy, typically ranging from four to 12



months. Consequently, sales of our software solutions that are anticipated to occur in a given quarter or
year may be accelerated or delayed, potentially resulting in significant variations in expected quarterly

or annual revenue.

FLUCTUATIONS IN OUR QUARTERLY OPERATING RESULTS COULD LIKELY CAUSE OUR
STOCK PRICE TO DECLINE.

Our quarterly operating results have fluctuated in the past and are likely to do so in the future. If our
quarterly operating results fail to meet analysts' expectations, the trading price of our common stock
could decline. Some of the factors, many of which are outside our control, which could cause our

operating results to fluctuate include:

- the size and timing of customer orders, which can be affected by customer budgeting and purchasing

cycles;
- the demand for and market acceptance of our software solutions;

- our competitors' announcements or introductions of new software solutions, services or technological

innovations;

- our ability to develop, introduce and market new products on a timely basis;

- the mix of products we sell, services we provide and the distribution channels we use;

- customer deferral of material orders in anticipation of new releases or new product introductions;
- our success in expanding our sales and marketing programs;

- technological changes or problems in computer systems; and - general economic conditions which

may affect our customers' capital investment levels.

In addition, we have seen historically stronger revenue growth from the first quarter to the second
quarter than between other quarters. This stronger revenue growth is due to the fact that Oracle has a
May fiscal year-end which contributes to seasonally greater sales of Oracle Retail(T'M) in our second

fiscal quarter.

Historically, a significant portion of our sales have been realized near the end of a quarter. As a result, a
cancellation or delay in an anticipated sale past the end of a particular quarter could substantially
reduce our revenue for that quarter. To the extent that the average size of our orders increases,
customers' cancellations or delays of orders will be more likely to harm our revenue and operating

results.

As the number and size of customer orders increase, we will become more susceptible to the risk of
significant, doubtful accounts receivable from customers who become unable or unwilling to pay
amounts due to us. If we are unable to collect these accounts receivable, our operating results will be

harmed.



Our quarterly expense levels are relatively fixed and are based, in part, on expectations as to future
revenue. As a result, if revenue levels fall below our expectations, our net income will decrease because
only a small portion of our expenses vary with our revenue. For a more detailed description of our
quarterly results, see "Management's Discussion and Analysis of Financial Condition and Results of

Operations.”

OUR RETAIL.COM NETWORK WILL SOON BE INTRODUCED AND IS AT AN EARLY STAGE OF
DEVELOPMENT. WE HAVE NOT ESTABLISHED COMPETITIVE AND PROFITABLE PRICING
FOR OUR RETAIL.COM NETWORK.

We will begin operating our Retail.com network in the second half of 1999. We believe that Retail.com
will be the first electronic commerce network providing collaborative business-to-business solutions to
retailers. We are incurring significant infrastructure costs in establishing this network and have not yet
received any revenue as a result of incurring these costs. Broad and timely acceptance of our Retail.com

network is subject to a number of significant risks. These risks include:

- our need to provide value-enhancing software solutions and services on our Retail.com network to

achieve widespread commercial acceptance of our network;

- whether our network will be able to support large numbers of retailers and the members of their
supply chain; and - our need to significantly expand our internal resources and incur associated

expenses to support planned growth of our Retail.com network.

We have not yet established our pricing and revenue model for the services to be provided on our
Retail.com network. If we are unable to establish competitive and profitable pricing that is acceptable
to our customers, our Retail.com network will not be commercially successful, which could harm our

revenue and business.

OUR RELATIONSHIP WITH ORACLE IS IMPORTANT IN GENERATING SALES OF OUR
PRODUCTS. IF OUR RELATIONSHIP WITH ORACLE ENDS OR IF ORACLE DOES NOT DEVOTE
ADEQUATE RESOURCES TO PROMOTE AND SELL ORACLE RETAIL(TM) OR IF SALES OF
ORACLE RETAIL(TM) DECLINE, OUR REVENUES WILL DECLINE.

We have worked with Oracle to establish Oracle Retail(TIM), a software solution which combines our
products with Oracle's financial applications. In addition to Oracle's general sales force, Oracle has
dedicated a sales team of approximately 30 sales professionals who sell and market Oracle Retail(TM)
worldwide. Revenue generated from sales of Oracle Retail(TM) accounted for approximately 25% of
our revenue in the six months ended June 30, 1999. Both we and Oracle currently have the right to
terminate the agreement governing the sales and marketing of Oracle Retail. In addition, this
agreement is currently being renegotiated. If Oracle were to exercise its right to terminate, or if we fail
to negotiate a new agreement on acceptable terms, our revenue will decline and our business will be
harmed. In addition, Oracle is not obligated to sell and market Oracle Retail(TM) and, in the future,
may decide to stop selling Oracle Retail(TM) or promote products that compete with Oracle Retail(TM)

or our other products.



WE EXPECT TO SIGNIFICANTLY INCREASE OUR OPERATING EXPENSES, WHICH WILL
IMPACT OUR ABILITY TO REMAIN PROFITABLE.

We intend to significantly increase our operating expenses as we:

- increase our research and development activities;

- increase our services activities;

- develop and build our Retail.com network;

- expand our distribution channels;

- increase our sales and marketing activities, including expanding our direct sales force;

- build our internal information technology system; and - operate as an independent public company.

We will incur expenses before we generate any revenue from this increase in spending. If we do not
significantly increase revenue from these efforts, our business and operating results could be seriously

harmed.

COMPETITIVE PRESSURES COULD REDUCE OUR MARKET SHARE OR REQUIRE US TO
REDUCE OUR PRICES, WHICH WOULD REDUCE OUR REVENUE AND/OR OPERATING
MARGINS.

The market for our software solutions is highly competitive and subject to rapidly changing technology.
Competition could seriously impede our ability to sell additional products and services on terms
favorable to us. Competitive pressures could reduce our market share or require us to reduce our prices,
which would reduce our revenues and/or operating margins. Many of our competitors have longer
operating histories, substantially greater financial, technical, marketing or other resources, and greater
name recognition than we do. Many of these companies have broader customer relationships that
could be leveraged, including relationships with many of our current and prospective customers. These
companies also have more established customer support and professional services organizations than
we do. In addition, these companies may adopt aggressive pricing policies that could compel us to
reduce the prices 10 of our products and services in response. Our competitors may also be able to
respond more quickly than we can to new or emerging technologies and changes in customer

requirements. Our current and potential competitors may:

- develop and market new technologies that render our existing or future products obsolete,

unmarketable or less competitive;

- make strategic acquisitions or establish cooperative relationships among themselves or with other
solution providers, which would increase the ability of their products to address the needs of our
customers; and - establish or strengthen cooperative relationships with our current or future strategic

partners, which would limit our ability to sell products through these channels.

As a result, we may not be able to maintain a competitive position against current or future

competitors.



THE LOSS OF KEY PERSONNEL OR THE INABILITY TO ATTRACT AND RETAIN ADDITIONAL
PERSONNEL COULD HARM OUR ABILITY TO GROW OUR BUSINESS.

We believe that our future success will depend upon our ability to attract and retain highly skilled
personnel, including John Buchanan, our chairman and chief executive officer, and other key members
of management. We currently do not have any key-man life insurance relating to key personnel, who
are employees at-will and, except for Mr. Buchanan, are not subject to employment contracts. Mr.
Buchanan's employment agreement ends in November 1999. The loss of the services of any one or

more of these key persons could harm our ability to grow our business.

We also must attract, integrate and retain skilled sales, research and development, marketing and
management personnel. Competition for these types of employees is intense, particularly in our

industry. Failure to hire and retain qualified personnel would harm our ability to grow our business.

We Rely on Third Parties to Implement Our Products.

We rely, and expect to continue to rely, on a number of third parties to implement our software
solutions at customer sites. If we are unable to establish and maintain effective, long-term relationships
with these implementation providers, or if these providers do not meet the needs or expectations of’
our customers, our revenue will be reduced and our customer relationships will be harmed. Our current
implementation partners are not contractually required to continue to help implement our software
solutions. If the number of our product implementations continues to increase, we will need to develop

new relationships with additional third-party implementation providers to provide these services.

We may be unable to establish or maintain relationships with third parties having sufficient qualified
personnel resources to provide the necessary implementation services to support our needs. If third-
party services are unavailable, we will be required to provide these services internally, which would
significantly limit our ability to meet our customers' implementation needs and would increase our
operating expenses and could reduce our gross margins. A number of our competitors, including IBM
and SAP, have significantly more established relationships with these third parties and, as a result,
these third parties may be more likely to recommend competitors' products and services rather than
our own. In addition, we cannot control the level and quality of service provided by our current and

future implementation partners.

We Rely on Third-party and Related Party Software and
Applications.

We must now, and may in the future have to, license or otherwise obtain access to the intellectual
property of third parties and related parties, including HNC, Lucent, MicroStrategy and Oracle. For
example, we use the Oracle toolset to provide our software solutions with a web-architected, scalable
foundation. We also use HNC predictive technologies to enhance the analytic capabilities of our

software solutions. Our business would be seriously harmed if the providers from whom we license



such software 11 cease to deliver and support reliable products or enhance their current products. In
addition, the third-party software may not continue to be available to us on commercially reasonable
terms or prices or at all. Our inability to maintain or obtain this software could result in shipment
delays or reduced sales of our products. Furthermore, we might be forced to limit the features available
in our current or future product offerings. Either alternative could seriously harm our business and

operating results.

IF OUR INTELLECTUAL PROPERTY IS NOT ADEQUATELY PROTECTED, OUR COMPETITORS
MAY GAIN ACCESS TO OUR TECHNOLOGY AND WE MAY LOSE CUSTOMERS.

We depend on our ability to develop and maintain the proprietary aspects of our technology. To
protect our proprietary technology, we rely primarily on a combination of contractual provisions,

confidentiality procedures, trade secrets, and copyright and trademark laws.

We seek to protect our software, documentation and other written materials under trade secret and
copyright laws, which afford only limited protection. In addition, we cannot assure you that any of our
proprietary rights with respect to our Retail.com network will be viable or of value in the future
because the validity, enforceability and type of protection of proprietary rights in Internet-related

industries are uncertain and still evolving.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects
of our products or to obtain and use information that we regard as proprietary. Policing unauthorized
use of our products is difficult and expensive, and while we are unable to determine the extent to which
piracy of our software products exists, software piracy may be a problem. In addition, the laws of some
foreign countries do not protect our proprietary rights to the same extent as do the laws of the United
States. We intend to vigorously protect our intellectual property rights through litigation and other
means. However, such litigation can be costly to prosecute and we cannot be certain that we will be able
to enforce our rights or prevent other parties from developing similar technology, duplicating our

products or designing around our intellectual property.

WE MAY INCUR SIGNIFICANT COSTS IF, IN THE FUTURE, THIRD-PARTIES CLAIM THAT OUR
PRODUCTS INFRINGE ON THEIR INTELLECTUAL PROPERTY.

There has been a substantial amount of litigation in the software industry and the Internet industry
regarding intellectual property rights. It is possible that in the future third parties may claim that we or
our current or potential future products infringe their intellectual property. We expect that software
product developers and providers of electronic commerce solutions will increasingly be subject to
infringement claims as the number of products and competitors in our industry segment grows and the
functionality of products in different industry segments overlaps. Any claims, with or without merit,
could be time-consuming, result in costly litigation, cause product shipment delays or require us to
enter into royalty or licensing agreements. Royalty or licensing agreements, if required, may not be

available on terms acceptable to us or at all, which could seriously harm our business.

OUR BUSINESS IS SUBJECT TO ECONOMIC, POLITICAL AND OTHER RISKS ASSOCIATED
WITH INTERNATIONAL SALES.



Since we sell our products worldwide, our business is subject to risks associated with doing business
internationally. Our revenue originating outside North America was 47% and 46% of our total revenue
in 1998 and for the six months ended June 30, 1999. Approximately 22% of these sales in 1998 and
25% of these sales for the six months ended June 30, 1999 were not denominated in US dollars. To the
extent that our sales are denominated in foreign currencies, the revenue we receive could be subject to
fluctuations in currency exchange rates. If the effective price of the products we sell to our customers
were to increase due to fluctuations in foreign currency exchange rates, demand for our technology
could fall, which would, in turn, reduce our revenue. We have not historically attempted to mitigate the
effect that currency fluctuations may have on our revenue through use of hedging instruments, and we

do not currently intend to do so in the future.

We anticipate that revenue from international operations will continue to represent a substantial
portion of our total revenue. Accordingly, our future results could be harmed by a variety of factors,

including:
- changes in foreign currency exchange rates;
- greater risk of uncollectible accounts;

- changes in a specific country's or region's political or economic conditions, particularly in emerging

markets;

- trade protection measures and import or export licensing requirements;
- potentially negative consequences from changes in tax laws;

- difficulty in staffing and managing widespread operations;

- international variations in technology standards;

- differing levels of protection of intellectual property; and - unexpected changes in regulatory

requirements.

IF THE INTERNET FAILS TO BE ACCEPTED AS A VIABLE LONG-TERM COMMUNICATIONS
PROTOCOL, OUR BUSINESS AND OPERATING RESULTS WILL BE SERIOUSLY HARMED.

As our software solutions are web-based, we depend on the acceptance of the Internet as a
communications protocol. However, this acceptance may not continue. Rapid growth of the Internet is
a recent phenomenon. The Internet may not be accepted as a viable long-term communications

protocol for businesses for a number of reasons. These reasons include:

- potentially inadequate development of the necessary communications and computer network

technology, particularly if rapid growth of the Internet continues;
- delayed development of enabling technologies and performance improvements;

- increased security risks in transmitting and storing confidential information over public networks;

and - potentially increased governmental regulation.



ERRORS AND DEFECTS IN OUR PRODUCTS COULD RESULT IN SIGNIFICANT COSTS TO US
AND COULD IMPAIR OUR ABILITY TO SELL OUR PRODUCTS.

Our products are complex and, accordingly, may contain undetected errors or failures when we first
introduce them or as we release new versions. This may result in loss of, or delay in, market acceptance
of our products and could cause us to incur significant costs to correct errors or failures or to pay
damages suffered by customers as a result of such errors or failures. In the past, we have discovered
software errors in our new releases and new products after their introduction. We have lost revenue
during the period required to correct these errors. We may in the future discover errors in new releases

or new products after the commencement of commercial shipments.

CHANGES IN ACCOUNTING STANDARDS COULD AFFECT THE CALCULATION OF OUR
FUTURE OPERATING RESULTS.

Statement of Position 97-2, "Software Revenue Recognition," was issued in October 1997 by the
American Institute of Certified Public Accountants and amended by Statement of Position 98-4. We
adopted Statement of Position 97-2 effective January 1, 1998 and Statement of Position 98-4 effective
March 31, 1998. The American Institute of Certified Public Accountants has also issued Statement of
Position 98-9 -- which will be effective for us for transactions entered into beginning January 1, 2000.

However, full implementation guidelines for this standard and additional standards could be issued in
the future. These guidelines and additional standards could lead to unanticipated changes in our
current revenue recognition policies, which changes could harm our business, financial condition and
operating results. See "Management's Discussion and Analysis of Financial Condition and Results of

Operations -- Overview."

OUR BUSINESS COULD BE HARMED IF THE SYSTEMS WE, OUR CUSTOMERS OR OUR
VENDORS USE ARE NOT YEAR 2000 COMPLIANT.

The risks posed by Year 2000 issues, which arise because computer systems and software products may
be unable to distinguish between twentieth century dates and twenty-first century dates, could harm
our business in a number of significant ways. If we experience disruptions as a result of the Year 2000
problem, our revenues could decline and we may incur significant costs to correct any problems.
Although we believe that our internally developed systems and technology are Year 2000 compliant,
our systems and technology nevertheless could be substantially impaired or cease to operate due to
Year 2000 problems. Additionally, we rely on information technology supplied by third parties, and our
strategic partners also are heavily dependent on information technology systems and on their own
third-party vendor systems. Year 2000 problems experienced by us or any of these third parties could
harm our business. Additionally, the Internet could face serious disruptions arising from the Year 2000

problem, which would harm our business, and particularly our Retail.com network.

We cannot guarantee that any of our participating sellers or other Internet vendors will be Year 2000
compliant in a timely manner. We also cannot guarantee that retailers and members of their supply

chains will be able to utilize our Retail.com network without serious disruptions arising from the Year



2000 problem. Given the pervasive nature of the Year 2000 problem, it is also possible that disruptions

in industries and market segments, other than the retail industry, will adversely affect our business.

Risks Related to Our Separation from Hnc

AS LONG AS HNC OWNS A MAJORITY OF OUR CAPITAL STOCK, WE WILL BE CONTROLLED
BY HNC AND OUR OTHER STOCKHOLDERS WILL BE UNABLE TO AFFECT THE OUTCOME
OF STOCKHOLDER VOTING.

After the completion of this offering, HNC will own approximately % of our outstanding common
stock, or approximately % if the underwriters exercise their over-allotment option in full. As long as
HNC owns at least 25% of our outstanding capital stock, HNC will be able to nominate three of the
seven directors on our board of directors. In addition, as long as HNC owns a majority of our equity
value, HNC will have an option to purchase additional shares of our common stock and other equity
securities, if any, to maintain its ownership percentage of our capital stock. Investors in this offering
will not be able to affect the outcome of any stockholder vote for so long as HNC owns a majority of
our common stock. As a result, HNC will control all matters affecting us, including, but not limited to:

- the allocation of business opportunities that may be suitable for HNC and us;

- any determinations with respect to mergers or other business combinations involving us;

- the acquisition or disposition of assets or business by us;

- our debt or equity financing, including future issuance of our common stock or other securities;
- incurrence of debt by us;

- changes to the agreements providing for our separation from HNGC;

- amendments to our certificate of incorporation or by-laws;

- the payment of dividends on our common stock; and - determinations with respect to our tax returns.

We Will Not Be Able to Rely on Hnc to Fund Our Future
Capital Requirements.

In the past, our capital needs have been satisfied by HNC. However, following the separation, HNC will
no longer have any obligation to provide funds to finance our working capital or other cash
requirements. We cannot assure you that financing, if needed, will be available on favorable terms. If we
are unable to obtain financing on favorable terms or at all, our ability to grow our business will be

harmed.

We believe our capital requirements will vary greatly from quarter to quarter, depending on, among
other things, timing of capital expenditures, fluctuations in our operating results and cash flows and

our financing activities. We believe that cash generated by our current operations, along with the



proceeds from this offering, will be sufficient to satisfy our working capital, capital expenditure and
research and development requirements for at least the next 12 months. However, we may require or
choose to obtain additional debt or equity financing in the future. Future equity financings would be
dilutive to the existing holders of our common stock. Future debt financings, if available, could have as
a condition that we agree to restrictive covenants and would require the consent of HNC. Finally,
pursuant to an agreement between HNC and us, until two years, and possibly longer, after the
distribution, our ability to issue common stock, in connection with acquisitions, offerings or otherwise,

will be limited.

WE MAY HAVE POTENTIAL BUSINESS CONFLICTS OF INTEREST WITH HNC WITH RESPECT
TO OUR PAST AND ONGOING RELATIONSHIP THAT COULD HARM OUR BUSINESS
OPERATIONS.

Conflicts of interest may arise between HNC and us in a number of areas relating to our past and

ongoing relationships, including:
- major business combinations involving us or HNC, including an acquisition of us by a third party;
- our efforts to raise capital in debt or equity financing;

- labor, tax, employee benefit, indemnification and other matters arising from our separation from
HNC;

- intellectual property matters;
- employee retention and recruiting;
- sales or distributions by HNC of all or any portion of its ownership interest in us;

- the nature, quality and pricing of transitional services HNC has agreed to provide us; and - business

opportunities that may be attractive to both HNC and us.

We may not be able to resolve any potential conflicts and, even if we do, the resolution may be less
favorable than if we were dealing with an unaffiliated party. The agreements we will enter into with
HNC may be amended if the parties agree. While we are controlled by HNC, HNC may be able to
require us to agree to amendments to these agreements that may be less favorable to us than the

original terms of any of these agreements. See "Certain Transactions."

WE WILL BE SUBJECT TO CERTAIN CONTRACTUAL LIMITATIONS WHICH COULD LIMIT
THE CONDUCT OF OUR BUSINESS AND OUR ABILITY TO PURSUE OUR BUSINESS
OBJECTIVES.

The separation agreement that we will enter into with HNC relating to this offering and the potential
distribution will contain a number of restrictive covenants relating to the distribution, which will
require, among other things, that until two years after the completion of the distribution, we cannot
take certain actions, including the following, without either the consent of HNC or a supplemental

ruling from the Internal Revenue Service:



- selling substantially all of our assets, voluntarily dissolving, liquidating, or ceasing to maintain an

active business;
- soliciting a tender offer for our shares of common stock;

- entering into or approving any merger transaction which would in the aggregate result in an
acquisition of a 50% or greater interest in us; and - issuing any of our equity securities (except pursuant
to the exercise of employee stock options) that would in the aggregate result in the acquisition of a 50%
or greater interest in us or taking any action inconsistent with the information, representations or

covenants included in the ruling submission with the Internal Revenue Service.

In addition, under the separation agreement we will agree to indemnify HNC on an after-tax-basis for
any tax liability incurred to HNC as a result of our taking any of these actions, whether or not HNC
consents or a supplemental ruling is obtained or taking or failing to take any other action which causes

the distribution to become taxable. We refer you to "Certain Transactions -- Separation Agreement."

Hnc Has No Obligation to Complete the Distribution of Our
Common Stock.

HNC does not have any obligation with respect to the timing or any of the terms of the distribution of
our common stock. We cannot assure you as to whether or when the distribution will occur, or as to the
terms of the distribution. If the distribution does not occur, the vesting schedule of the Retek stock
options granted to four of our key employees will be credited by 12 months. If these employees enter
into non-compete agreements with us, the vesting schedule will be credited by an additional 12
months. Upon any acceleration of their vesting schedules, it may be more difficult for us to retain these
key employees. The loss of the services of one or more of these employees could harm our business. In
addition, until the distribution occurs, the risks discussed relating to HNC's control of us and the
potential business conflicts of interest between HNC and us will continue to be relevant to our

stockholders. See "Our Separation from HNC."

OUR DIRECTORS AND EXECUTIVE OFFICERS MAY HAVE CONFLICTS OF INTEREST
BECAUSE OF THEIR OWNERSHIP OF HNC COMMON STOCK.

Many of our directors and executive officers own a substantial amount of HNC common stock and
options to purchase HNC common stock. Ownership of HNC common stock by our directors and
officers after our separation from HNC could create, or appear to create, potential conflicts of interest
when directors and officers are faced with decisions that could have different implications for HNC and
us. For information regarding directors' and officers' ownership of options to acquire HNC common
stock, see "Management -- Executive Compensation -- Aggregated HNC Option Exercises in Last Fiscal

Year and Fiscal Year-End Option Values."

THE TRANSITIONAL SERVICES THAT WILL BE PROVIDED TO US BY HNC MAY NOT BE
SUFFICIENT TO MEET OUR NEEDS, AND WE MAY NOT BE ABLE TO REPLACE THESE
SERVICES AFTER OUR AGREEMENTS WITH HNC EXPIRE.



HNC will agree to provide certain transitional services to us for a limited time period, including
services related to employee benefits for our employees. Although HNC will be contractually obligated
to provide us with these services, these services may not be provided at the same level as when we were
part of HNC, and we may not be able to obtain the same benefits. After the expiration of these various
arrangements, we may not be able to replace these transitional services in a timely manner or on terms
and conditions, including cost, as favorable as those we will receive from HNC. The prices charged to us
under these agreements may be higher or lower than the prices that we may be required to pay third
parties for similar services or the costs of similar services if we undertake them ourselves. For more

information about these arrangements, see "Certain Transactions -- Services Agreement."

Risks Related to the Securities Markets and Ownership of Our
Common Stock

OUR SECURITIES HAVE NO PRIOR MARKET, AND WE CANNOT ASSURE YOU THAT OUR
STOCK PRICE WILL NOT DECLINE AFTER THIS OFFERING.

Before this offering, there has not been a public market for our common stock, and an active public
market for our common stock may not develop or be sustained after this offering. The market price of
our common stock could be subject to significant fluctuations after this offering. Among the factors that

could affect our stock price are:
- quarterly variations in our operating results;
- changes in revenue or earnings estimates or publication of research reports by analysts;

- strategic moves by us or our competitors, such as acquisitions or restructurings or changes in business

strategy;
- actions by institutional stockholders or by HNC prior to its distribution of our stock;
- speculation in the press or investment community;

- general market conditions; and - domestic and international economic factors unrelated to our

performance.

The stock markets in general, and the markets for technology stocks in particular, have experienced
extreme volatility that has often been unrelated to the operating performance of particular companies.
These broad market fluctuations may adversely affect the trading price of our common stock. In
particular, we cannot assure you that you will be able to resell your shares at or above the initial public
offering price, which will be determined by negotiations between the representatives of the
underwriters and us. See the section entitled "Underwriting" for a discussion of the factors to be

considered in determining the initial public offering price.

THE PRICE OF OUR COMMON STOCK COULD DECLINE AS A RESULT OF SALES OR
DISTRIBUTIONS OF SUBSTANTIAL AMOUNTS OF OUR COMMON STOCK IN THE PUBLIC
MARKET.



HNC has announced that it is HNC's current intention to distribute all of the shares of our common
stock it owns after this offering is completed to HNC stockholders provided certain conditions are met.
See "Our Separation from HNC." Substantially all of those shares would be eligible for immediate resale
in the public market following a distribution by HNC. We are unable to predict whether significant
amounts of our common stock will be sold in the open market in anticipation of, or following, this
distribution. We are also unable to predict whether a sufficient number of buyers would be in the
market at that time. Sales by HNC or others of substantial amounts of our common stock in the public
market, or the perception that such sales might occur, could cause the price of our common stock to

decline.

WE ARE AT RISK OF SECURITIES CLASS ACTION LITIGATION DUE TO OUR POTENTIAL
STOCK PRICE VOLATILITY.

In the past, securities class action litigation has often been brought against a company following
periods of volatility in the market price of its securities. We may in the future be the target of similar
litigation, which has been prevalent with respect to technology companies. Securities litigation could
result in substantial costs, harm our financial condition and would divert management's attention and

resources.

PROVISIONS IN OUR CHARTER DOCUMENTS AND DELAWARE LAW MAY DELAY OR
PREVENT AN ACQUISITION OF US, WHICH COULD DECREASE THE VALUE OF YOUR
SHARES.

Our certificate of incorporation and bylaws and Delaware law will contain provisions that could make
it harder for a third party to acquire us without the consent of our board of directors, although these
provisions have little significance while we are controlled by HNC. These provisions will include a
classified board of directors and limitations on actions by our stockholders by written consent. In
addition, our board of directors will have the right to issue preferred stock without stockholder
approval, which could be used to dilute the stock ownership of a potential hostile acquiror. Delaware
law will also impose some restrictions on mergers and other business combinations between us and any
holder of 15% or more of our outstanding common stock, other than HNC. Although we believe these
provisions will provide for an opportunity to receive a higher bid by requiring potential acquirors to
negotiate with our board of directors, these provisions apply even if the offer may be considered

beneficial by some stockholders.

Our Use of the Proceeds from This Offering May Not
Maximize Returns on Investment.

We have broad discretion in how to use the proceeds of this offering. Stockholders may not agree with
the ways management decides to use the proceeds. Our primary goal with this offering is to create a

public market for our common stock. We currently plan to use the proceeds of this offering for working



capital and general corporate purposes, including the repayment of intercompany debt to HNC. Until
we need to use the proceeds of this offering, we intend to invest the proceeds in investment grade,

interest bearing securities.

Purchasers in This Offering Will Experience Immediate and
Substantial Dilution.

The initial public offering price of our common stock is substantially higher than the book value per
share of the outstanding common stock. Accordingly, if you purchase common stock in this offering,
you will experience immediate dilution of approximately $ in the book value per share of the common
stock, meaning that the net tangible book value of each share purchased by you will be less than the
purchase price you paid. To the extent that outstanding options to purchase our common stock are
exercised, or options reserved for issuance are issued and exercised, each stockholder purchasing in this
offering will experience further substantial dilution. For a more detailed discussion of the dilution you

can expect to experience, see "Dilution.”

Special Note Regarding Forward-looking Information

This prospectus contains forward-looking statements in "Prospectus Summary," "Risk Factors,"
"Management's Discussion and Analysis of Financial Condition and Results of Operations," "Business"
and elsewhere. These statements relate to future events or our future financial performance. In some
cases, you can identify forward-looking statements by terminology such as "may," "will," "should,"

"expects,’ "plans,” "anticipates,” "believes,
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estimates," "predicts,” "potential,’ or "continue” or the negative
of these terms or other comparable terminology. These statements are only predictions and involve
known and unknown risks, uncertainties and other factors, including the risks outlined under "Risk
Factors," that may cause our or our industry's actual results, levels of activity, performance or
achievements to be materially different from any future results, levels of activity, performance or

achievements expressed or implied by these forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable,
we cannot guarantee future results, levels of activity, performance or achievements. Moreover, neither
we nor any other person assumes responsibility for the accuracy and completeness of these statements.
We are under no duty to update any of the forward-looking statements after the date of this prospectus

to conform these statements to actual future results.

Our Separation from Hnc

Set forth in this section is HNC's current intention as to the possible distribution of any or all of its
shares of our common stock to its stockholders. HNC is not obligated to complete the distribution. If

the distribution is ultimately completed, HNC does not have any obligation with respect to the timing



or any of the terms of the distribution. We cannot assure you as to whether or not or when the

distribution will occur, or as to the terms of the distribution.

Overview

We are currently a wholly owned subsidiary of HNC Software Inc., a public company that develops and
markets predictive software solutions for businesses in financial and other industries. Immediately
prior to the completion of this offering, our business will combine the business activities of Retek
Information Systems, Inc. and Retek Logistics, Inc. Retek Information Systems develops and markets
web-based business-to-business software solutions for retailers. Founded in 1995, Retek Information
Systems was acquired by HNC in 1996. Retek Logistics, founded in 1985, develops warehouse
management software solutions. HNC acquired Retek Logistics in 1998. On September 9, 1999, Retek
Logistics was reincorporated as a Delaware corporation and renamed "Retek Inc." In connection with
the separation of our business from HNC, HNC will contribute all of the outstanding capital stock of

Retek Information Systems to Retek Inc.

HNC has informed us that, following the completion of this offering, it is HNC's current intention to
distribute pro rata to its stockholders, as a dividend, all of the shares of our common stock HNC will
own after this offering, subject to the satisfaction and fulfillment of several conditions. The conditions

to the distribution include, but are not limited to, the following:

- HNC's receipt of a written ruling from the Internal Revenue Service that the distribution qualifies for
tax-free treatment under Section 355 of the Internal Revenue Code, such that HNC and HNC's

stockholders will not recognize income for federal tax purposes as a result of the distribution;

- HNC board of directors determining that the distribution is in the best interest of HNC's
stockholders; and - HNC's ability to effect the distribution in compliance with applicable law and

without violation or acceleration of its contractual obligations.

HNC has indicated that the distribution will not occur prior to the later of (1) March 31, 2000, and (2)

180 days after the completion of this offering (unless the lead underwriter consents to an earlier date).

HNC has the sole discretion to determine the timing, structure and terms of the distribution. HNC is
not obligated to carry out the distribution, and we cannot assure you as to whether or when the
distribution may occur. Neither HNC nor we have any intention of purchasing or redeeming the shares
issued in this offering if the distribution does not occur. In addition, even if the distribution is
ultimately completed, HNC does not have any obligation with respect to the timing or any of the terms
of the distribution.

Benefits of the Separation

We believe that we will realize certain benefits from our separation from HNC, including the following:



- Greater Strategic Focus. As a result of having our own management team and a board with
independent outside directors, we expect to have a sharper focus on our business and strategic
opportunities. We will also have greater ability to modify business processes to better fit the needs of

our customers and employees.

- Better Incentives for Employees and Greater Accountability. The separation will allow us to offer our
employees compensation, including cash and stock based compensation, directly linked to the
performance of our business. We expect these incentives to enhance our ability to attract and retain

qualified personnel.

- Increased Speed and Responsiveness. We expect to be able to make decisions more quickly, deploy
resources more rapidly and efficiently and operate with greater flexibility than when we were a part of a

larger organization. In addition, we expect to enhance our responsiveness to customers and partners.

Separation and Transitional Agreements

We will enter into agreements with HNC providing for the separation of our business from HNC,
including a separation agreement and a corporate rights agreement. These agreements will generally
provide for, among other things, the transfer from HNC to us of assets and the assumption by us of
liabilities relating to our business, in each case to the extent agreed to by HNC and us. We will also
enter into agreements with HNC regarding the licensing to us of intellectual property relating to our
business for use in our retail market and agreements governing our various interim and ongoing
relationships with HNGC, including a transitional services agreement pursuant to which HNC will
provide us with specified interim administrative and other services and a tax sharing agreement
pursuant to which we will contribute to the payment of HNC's income taxes while we are consolidated

with HNC for income tax purposes.

If HNC carries out the tax-free distribution, these agreements will restrict our ability to take specified
actions that, if taken, would cause the distribution to be taxable to HNC or its stockholders unless we
obtain the consent of HNC or a supplemental ruling from the Internal Revenue Service. In addition,
under the separation agreement, we will agree to indemnify HNC on an after-tax-basis for any tax
liability incurred by HNC with respect to the distribution as a result of our taking any of these
specified actions or any transaction or event occurring after the distribution that involves our stock,
assets or business or that of any of our affiliates, whether or not HNC consents or a supplemental ruling

is obtained.

The agreements relating to our separation from HNC will be made in the context of a parent-
subsidiary relationship, were negotiated in the overall context of our separation from HNC and will not
be conditioned on HNC's completion of the distribution. The terms of these agreements may be more
or less favorable than those we could have negotiated with unaffiliated third parties. For more

information regarding the separation agreements, see "Certain Transactions."



Possible Future Distribution by Hnc of Our Common Stock

After the completion of this offering, HNC will own % of the total number of outstanding shares of our
common stock, or approximately % if the underwriters' over-allotment option is exercised in full. HNC
has informed us that, after the completion of this offering, it is HNC's current intention to distribute
pro rata to its stockholders, as a dividend, all of the shares of our common stock HNC will own after
this offering, subject to the satisfaction and fulfillment of several conditions. HNC is not obligated to

carry out the distribution and we cannot assure you as to whether or when the distribution may occur.

Use of Proceeds

The net proceeds to us from the sale of the shares of common
stock in this offering are estimated to be approximately $ million,
after deducting the underwriting discounts and commissions and estimated
offering expenses, and assuming no exercise of the underwriters' over-allotment
option to purchase shares from us and assuming an initial public
offering price of $ per share. The primary purposes of this offering
are to increase our working capital, create a public market for our common
stock, increase our visibility in our markets and facilitate future access to
the public finance markets.

We intend to use the net proceeds from this offering for general corporate purposes, principally
working capital, including repayment of intercompany debt to HNC, capital expenditures, geographic
expansion of our operations, potential acquisitions, and additional sales and marketing efforts. Except
as discussed in "Management Discussion and Analysis of Financial Condition and Results of
Operations -- Liquidity and Capital Resources," we have no specific understandings, commitments or
agreements with respect to any acquisition of or investment in complementary businesses, products or
technologies and are not currently engaged in any negotiations for any such acquisition or investment.
Pending such uses, we will invest the proceeds of this offering in short-term, interest-bearing,

investment-grade securities.

Dividend Policy

We currently expect to retain future earnings, if any, for use in the operation and expansion of our

business and do not anticipate paying any cash dividends in the foreseeable future.

Capitalization
The following table sets forth the following information:

- our actual capitalization as of September 30, 1999, and - our capitalization on an as adjusted basis,
giving effect to the sale of shares of common stock in this offering at an assumed initial public offering
price of $ per share, assuming no exercise of the underwriters' over-allotment option and after

deducting the underwriting discounts and commissions and estimated offering expenses payable by us.



This table excludes the following shares:

- shares of common stock issuable upon the exercise of stock options outstanding under our Retek Inc.
1999 Equity Incentive Plan, and shares of common stock available for issuance under this equity

incentive plan;

- shares of common stock available for issuance under our Retek 1999 Director Stock Option Plan; and

- shares of common stock available for issuance under our Retek 1999 Employee Stock Purchase Plan.

The information presented below should be read in conjunction with "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and our financial statements and the
related notes appearing elsewhere in this prospectus.

SEPTEMBER 30, 1999 ACTUAL AS ADJUSTED (IN THOUSANDS, EXCEPT PER SHARE DATA)
Stockholders' equity: Preferred stock, par value $0.01 per share: shares authorized; no shares issued
and outstanding actual and no shares issued and outstanding, as adjusted........ccceceeverrurerirercerrnririsccnens

Common stock, par value $0.01 per share: shares authorized; no shares issued and outstanding actual

and shares issued and outstanding, as adjusted... Additional paid-in capital........cccocoevuriririvencncnes Retained
EATTUINZS. cucuererereeenenerersaseeacesesensans Total stockholders' equity......c.ceueeeeeccucrevrunenee Total
capitalizatioN......eeeeereeeerreesenns $%

Dilution

Our net tangible book value as of September 30, 1999 was $, or approximately § per share. Net
tangible book value per share represents the amount of our total tangible assets less our total liabilities,
divided by the number of shares of common stock outstanding. Dilution in net tangible book value per
share represents the difference between the amount per share paid by purchasers of shares of our
common stock in this offering and the net tangible book value per share of our common stock
immediately afterwards. After giving effect to the sale of the shares of common stock in this offering
and deducting the estimated underwriting discounts and commissions and estimated offering expenses
payable by us, our pro forma net tangible book value at September 30, 1999, would have been $ , or
approximately § per share. This represents an immediate increase in pro forma net tangible book value
of § per share to existing shareholders and an immediate dilution in pro forma net tangible book value
of $ per share to new investors purchasing shares of common stock in this offering. The following table

illustrates this dilution on a per share basis:

Assumed initial public offering price per share............. $ Net tangible book value per share as of
September 30, 1999.....crrreeeeeeeceeeeeeeens $ Increase attributable to new iNVeStors.......oe.eeeenee. Pro
forma net tangible book value per share after this offering.......c.ccceceeeeeeeervnecrcncnccnnee Dilution in pro
forma net tangible book value per share to NewW INVESTOTS.....cccerveuerrerererereerereereresecaene $ In connection with
this offering, we will make grants of stock options to executive officers and other employees and
independent contractors under our Retek 1999 Equity Incentive Plan. See "Management -- Employee
Benefit Plans -- Retek 1999 Equity Incentive Plan." An aggregate of shares of common stock are
issuable upon the exercise of these options at an exercise price of § per share. The exercise of these or



other stock options granted under our Retek 1999 Equity Incentive Plan or otherwise in the future
could result in dilution to you. The above table assumes no exercise of any such options and no exercise

of the underwriters' over-allotment option.

Selected Combined Financial Data

The data set forth below are qualified in their entirety by reference to, and should be read in
conjunction with, "Management's Discussion and Analysis of Financial Condition and Results of
Operations" and the combined financial statements and related notes included elsewhere in this
prospectus. The selected combined financial data as of December 31, 1997 and 1998, and June 30,
1999 and for each of the years in the three year period ended December 31, 1998 and the six-month
period ended June 30, 1999 have been derived from our audited combined financial statements
included elsewhere in this prospectus. The selected combined financial data as of December 31, 1994,
1995 and 1996, for each of the years in the two-year period ended December 31, 1995 and for the six-
months ended June 30, 1998, have been derived from our separate unaudited combined financial
statements, not included in this prospectus, that have been prepared on the same basis as the audited
combined financial statements and, in the opinion of our management, contain all adjustments,
consisting of normal recurring adjustments, necessary for a fair presentation of our combined
operating results and combined financial position for such periods. The combined operating results for
the six months ended June 30, 1999 are not necessarily indicative of the results to be expected for any
other interim period or any future fiscal year.

SIX MONTHS
ENDED
YEAR ENDED DECEMBER 31, JUNE 30,
1994 1995 1996 1997 1998 1998
1999
(UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

COMBINED STATEMENT OF INCOME DATA:

Total revenue........covviiinnennnnn $1,912 $3,836 $13,433 $30,923 $55,033 $25,313
$37,690

Gross profit......coviiiiiiinnnnn. 247 698 9,554 27,278 41,181 19,601
26,970

Operating (loss) income............. (328) (536) 1,418 6,619 8,088 2,504
5,792

Net (loss) income........covvvvunnnn. (321) (244) 2,233 3,476 3,878 568
3,460

Pro forma unaudited basic and
diluted net income per common
share. ...ttt i $ 1.73 $
1.55
Shares used in computing pro forma
unaudited basic and diluted net
income per common share........... 2,238
2,238

DECEMBER 31, JUNE 30,
1994 1995 1996 1997 1998 1999
(IN THOUSANDS)



COMBINED BALANCE SHEET DATA:

Cash and cash equivalents.................. $ 434 $ 523 $ 1,459 $ 2,469 $ 415 $ 930
Working capital......cviiiininieennnnennn. (181) (480) 680 5,016 12,876 15,800
Total @ssetsS..ivininnn ittt 753 1,821 30,173 37,896 51,283 57,765
Payable to HNC Software Inc................ 578 883 6,197 6,491 5,944 7,927
Total stockholder's equity................. 7 237 20,469 24,607 36,016 39,121

For an explanation of the determination of the number of shares used in computing pro forma
unaudited basic and diluted net income per common share, see Note 1 of Notes to Combined Financial

Statements.

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

The following discussion of our financial condition and results of operations should be read in
conjunction with our combined financial statements and the related notes, and the other financial
information included in this prospectus. This discussion and analysis contains forward-looking
statements that involve risks and uncertainties. Our actual results may differ materially from those
anticipated in these forward-looking statements as a result of certain factors, including, but not limited

to, those set forth under "Risk Factors" and elsewhere in this prospectus.

Overview

We are currently a wholly owned subsidiary of HNC. Immediately prior to the completion of this
offering, our business will combine the business activities of Retek Information Systems, Inc. and Retek
Logistics, Inc. Retek Information Systems develops and markets web-based, business-to-business
global software solutions for retailers. Founded in 1995, Retek Information Systems was acquired by
HNC in 1996. Neil Thall Associates, Inc., a wholly owned subsidiary of HNC since 1991, which
develops predictive software solutions for retailers, was merged into Retek Information Systems in
April 1997. Financial results of Neil Thall Associates are included in all periods presented. Retek
Logistics, founded in 1985, develops warehouse management software solutions. HNC acquired Retek
Logistics in 1998. On September 9, 1999, Retek Logistics was reincorporated as a Delaware
corporation and renamed "Retek Inc." In connection with the separation of our business from HNC,

HNC will contribute all of the outstanding capital stock of Retek Information Systems to Retek Inc.

The acquisition of Retek Information Systems by HNC allowed for the integration of HNC's patented
predictive technology into our software solutions for retailers. We formalized a marketing relationship
with Oracle in September 1998, providing us with an effective partnership with a world leader in
electronic commerce, an international channel to the largest retailers and the support of Oracle's

worldwide sales force.

We have generated revenue from the sale of software licenses, maintenance and support contracts and
professional consulting and contract development services. Customers who license our software

generally purchase maintenance contracts, typically covering renewable annual periods. In addition,



customers may purchase consulting services, which are customarily billed at a fixed daily rate plus out-
of-pocket expenses. Contract development services, including new product development services, are
typically performed for a fixed fee. We also offer training services that are billed on a per student or per
class session basis. Our total revenue has grown from $13.4 million in 1996 to $55.0 million in 1998.

We have been profitable for eleven consecutive quarters, resulting in retained earnings of $12.8 million
as of June 30, 1999.

Our revenue growth has resulted from a combination of increased market penetration and an
expanding product offering. In 1996 the majority of our license revenue was attributable to a single
client/server software solution, our Retek Merchandising System. Our investments in research and
development, acquisitions and alliances have helped us bring new software solutions to market. Our
investments produced a suite of decision support solutions in 1997; the retooling of our applications
for the web in 1998; and the delivery of web-based, business-to-business collaborative planning,
critical path and product design solutions in 1999. To support our growth during these periods we also
continued to invest in internal infrastructure by hiring employees throughout various departments of

the organization.

We market our software solutions worldwide through direct and indirect sales channels. Revenue
generated from our direct sales channel accounted for approximately 100%, 89% and 74% of our total
revenue in 1997, 1998 and the six months ended June 30, 1999. Our indirect sales channel is driven

mainly by our relationship with Oracle.

Revenue attributable to customers outside of North America accounted for approximately 42%, 36%

and 43% of our total revenue in 1997, 1998 and the six months ended June 30, 1999. Approximately
22% 26 and 25% of our sales were denominated in currencies other than the U.S. dollar for 1998 and
the six months ended June 30, 1999.

We primarily sell perpetual licenses for which we recognize revenue in accordance with generally

accepted accounting principles, upon meeting each of the following criteria:
- execution of a written purchase order, license agreement or contract;

- delivery of software authorization keys;

- the license fee is fixed and determinable;

- collectibility of the proceeds is assessed as being probable; and - vendor-specific objective evidence

exists to allocate the total fee to elements of the arrangement.

Vendor-specific objective evidence is based on the price charged when an element is sold separately, or
if not yet sold separately, is established by authorized management. All elements of each order are

valued at the time of revenue recognition. We recognize revenue:

- for sales made through our distributors, resellers and original equipment manufacturers, at the time
these partners report to us that they have sold the software to the end-user and after all revenue

recognition criteria have been met;



- from maintenance agreements related to our software, over the respective maintenance periods;

- from customer modifications, as the services are performed using the percentage of completion
method; and - from services, using the percentage of completion method, based on costs incurred to

date compared to total estimated costs at completion.

We record amounts received under contracts in advance of performance as deferred revenue and

recognize these amounts within one year from receipt.

Results of Operations

The following table presents selected financial data for the periods indicated as a percentage of our
total revenue. Our historical reporting results are not necessarily indicative of the results to be

expected for any future period.

AS A PERCENTAGE OF TOTAL REVENUE

YEAR ENDED SIX MONTHS
DECEMBER 31, ENDED JUNE 30,
1996 1997 1998 1998 1999
Revenue:
License and maintenance..........c.cuiiiiiiinnnnnnnnnnnnnn 73% 93% 78% 78% 73%
Services and other.........oiiiiiiiiiiiiii e 27 7 22 22 27
Total TeVENUE. ..ttt ittt eeeeeeeannnnnns 100 100 100 100 100
Cost of revenue:
License and maintenance...........couiiiiiinnnnnnnnnnnnnn 13 9 8 7 9
Services and other.........oiiiiiiiiiiiiini e 16 3 17 15 20
Total cost of revenue.......cviiiiiiiiiiiiinnnnnnnnn. 29 12 25 22 29
GrOSS MATGIN . ittt ittt et tteeee e teneeeeeeneeeeeenaeeeennns 71 88 75 78 71
Operating expenses:
Research and development.........cciiiiiiiiinneinnnnnnnn 36 31 23 24 26
Sales and marketing. . ...oiuii ittt it et 14 27 26 28 22
General and administrative...........iiiiiiiiiiiiiiinn.. 10 9 7 8 7
Acquired in-process research and development............ -- -- 3 7 --
Acquisition related amortization of intangibles......... -- -- 1 1 1
Total operating eXPeNnsSeS. ... et iineeeeennneeennnnnn 60 67 60 68 56
Operating ANCOME. .« vttt ittt ittt ittt eenaeeeaennn 11 21 15 10 15
Other dncome, Net. ... ittt ittt ittt e -- -— -- -— --
Income before income tax (benefit) provision.............. 11 21 15 10 15
Income tax (benefit) provision..........coeiiuiinennnnnn.. (6) 10 8 8 6
Net dncome. .. ...l i i e 17% 11% 7% 2% 9%
Cost of license and maintenance revenue, as a percentage
of license and maintenance revenue.............eeuunnn.. 18% 10% 10% 9% 12%

Cost of services and other revenue, as a percentage of
services and other revenue..........c.ooiiiiiuineenennnnns 56% 44% 77% 71% 72%



Six Months Ended June 30, 1998 and 1999

Revenue

Total revenue. Total revenue is comprised of software license and maintenance revenue and services
and other revenue. Total revenue increased 49% from $25.3 million in the six months ended June 30,
1998 to $37.7 million in the six months ended June 30, 1999.

License and maintenance revenue. License and maintenance revenue increased 38% from $19.8
million in the six months ended June 30, 1998 to $27.3 million in the six months ended June 30, 1999.
The increase was primarily the result of an increase in the number of software licenses sold and the

introduction of new product offerings. In addition, products of Retek Logistics were added on March
31,1998.

Services and other revenue. Services and other revenue increased 90% from $5.5 million in the six
months ended June 30, 1998 to $10.4 million in the six months ended June 30, 1999. The increase was
driven by increases in both contract development and consulting services as a result of our expanding

customer base.

Cost of Revenue

Cost of license and maintenance revenue. Cost of license and maintenance revenue consists primarily
of fees for third party software products that are integrated into our products, and salaries and related
expenses of our customer support organization. Cost of license and maintenance revenue increased by
80% from $1.8 million in the six months ended June 30, 1998 to $3.3 million in the six months ended
June 30, 1999. This increase was primarily a result of an increase in the sale of software licenses with
higher third party license fees. As a percentage of license and maintenance revenue, cost of license and
maintenance revenue was 9% for the six months ended June 30, 1998 and 12% for the six months
ended June 30, 1999.

Cost of services and other revenue. Cost of services and other revenue includes salaries and related
expenses of our consulting organization; cost of third parties contracted to provide consulting services
to our customers; and an allocation of our facilities and depreciation expenses. Cost of services and
other revenue increased 91% from $3.9 million for the six months ended June 30, 1998 to $7.5 million
for the six months ended June 30, 1999. The increase is attributable to the increase in staffing to meet

the demand of consulting services, as well as increased costs related to custom development projects.

Operating Expenses

Research and development. Research and development expenses, which are expensed as incurred,
consist primarily of salaries and related costs of our engineering organization; fees paid to third-party

consultants; and an allocation of our facilities and depreciation expenses. We believe that our success



depends on continued enhancement of our current products and our ability to develop new
technologically advanced products that meet the sophisticated requirements of our customers. We have
increased our investment in research and development in absolute dollars year over year since 1995.
Research and development expenses increased 61% from $6.1 million in the six months ended June
30, 1998 to $9.7 million in the six months ended June 30, 1999. The increase in these expenses was
due to increases in engineering personnel and related costs, as well as increases in third-party
consulting costs. We expect research and development expenses to increase in absolute dollars in future

periods.

Sales and marketing. Sales and marketing expenses consist primarily of salaries and related costs of our
sales and marketing organization: sales commissions; costs of our marketing programs, including
public relations, advertising, trade shows, collateral sales materials, and our customer user reference
group program; rent and facilities costs associated with our regional and international sales offices; and
an allocation of our facilities and depreciation expenses. Sales and marketing expenses increased 19%
from $7.0 million in the six months ended June 30, 1998 to $8.4 million in the six months ended June
30, 1999. The increases in sales and marketing expenses were due to growth in our sales and marketing
organization, an increase in sales commissions, increased travel, and an expansion of our marketing
programs. Although we have increased our absolute sales and marketing expenses, the rate of increase
is less than the rate of increase in total revenue. We anticipate that sales and marketing expenses will

increase in absolute dollars to support our intended expansion of our sales and marketing organization.

General and administrative. General and administrative expenses consist primarily of costs from our
finance and human resources organizations; third party legal and other professional services fees; and
an allocation of our facilities costs and depreciation expenses. General and administrative expenses
increased 21% from $2.1 million in the six months ended June 30, 1998 to $2.6 million in the six
months ended June 30, 1999. The increase in absolute general and administrative expenses is
attributable to growth of our administrative organizations in support of our overall growth. General
and administrative expenses decreased to 7% of total revenue for the six months ended June 30, 1999
from 8% of total revenue for the 29 six months ended June 30, 1998. The decrease in general and
administrative expenses as a percentage of total revenue reflects increasing economies of scale and
operating efficiencies. We expect that becoming an independent public company may create a short-

term increase in general and administrative expenses as a percentage of total revenues.

Income Tax Provision. The income tax provision was $1.9 million for the six months ended June 30,
1998 and $2.3 million for the six months ended June 30, 1999. The income tax provisions for the six
months ended June 30, 1998 and 1999 are based on management's estimates of the effective tax rates
to be incurred by us during those respective full fiscal years. The income tax provision in 1998 includes
the tax effects of non-deductible, one-time write-offs of in-process research and development related to
the purchase of Retek Logistics, as well as research and development tax credits generated during the
six months ended June 30, 1998 that we anticipate using in the future. The income tax provision for
1999 includes the tax effects of non-deductible amortization related to the purchase of Retek Logistics,
as well as research and development tax credits generated during the six months ended June 30, 1999

that we anticipate using in the future.



Years Ended December 31, 1996, 1997 and 1998

Revenue

Total revenue. Total revenue increased 130% from $13.4 million in 1996 to $30.9 million in 1997 and
78% to $55.0 million in 1998.

License and maintenance revenue. License and maintenance revenue increased 197% from $9.7
million in 1996 to $28.9 million in 1997 and 48% to $42.8 million in 1998. The increase in both 1997
and 1998 was primarily due to the addition of new customers as well as the introduction of new
software solutions. The average dollar sale per customer has increased as we are selling proportionately

more software solutions to larger retail customers. In addition, revenue from sales of products of Retek
Logistics were added on March 31, 1998.

Services and other revenue. Services and other revenue decreased 45% from $3.7 million in 1996 to
$2.0 million in 1997 and increased 505% to $12.3 million in 1998. The decrease from 1996 to 1997
was primarily attributable to a decrease in commercial development contracts for the Demand
Forecasting product, which shifted to full commercial release under perpetual licensing arrangements
in early 1997. The increase in 1998 was due to increases in both custom development and service

projects as a result of our increasing customer base.

Cost of Revenue

Cost of license and maintenance revenue. Cost of license and maintenance revenue increased 53%
from $1.8 million in 1996 to $2.7 million in 1997 and increased 58% to $4.3 million in 1998. The
increases are attributable to the increases in license and maintenance revenue. As a percentage of
license and maintenance revenue, cost of license and maintenance revenue was 18% in 1996, 10% in
1997 and 10% in 1998. The decrease from 1996 to 1997 was attributable to a decrease in royalty fees

paid related to an indirect sales channel.

Cost of services and other revenue. Cost of service and other revenue decreased from $2.1 million in
1996 to $898,000 in 1997 and increased to $9.5 million in 1998. As a percentage of services and other
revenue, cost of services and other revenue was 56% in 1996, 44% in 1997 and 77% in 1998. The
decrease in costs as a percentage of services and other revenues from 1996 to 1997 was primarily due
to a decrease in the number of commercial development contracts, which have substantially lower
margins than custom development or service projects. The increase in 1998 was primarily attributable
to an increase in consulting contracts for which we utilized a significant amount of contract labor,
which in turn caused a decrease in gross margins for services. During 1997, we started to build our
consulting services business and as a result began to incur recruiting, training and management

support expenses. This build-up contributed to the decline in services and other gross margins.



Operating Expenses

Research and development. We have increased our investment in research and development in absolute
dollars each year since 1995. Research and development expenses increased 96% from $4.8 million in
1996 to $9.5 million in 1997 and 36% to $12.9 million in 1998. As a percentage of total revenue,
research and development expenses decreased as a result of increasing economies of scale. The
absolute dollar increases in research and development expenses were due to significant increases in

engineering personnel and related costs, as well as increases in third-party consulting costs.

Sales and marketing. Sales and marketing expenses increased 337% from $1.9 million in 1996 to $8.3
million in 1997 and 70% to $14.1 million in 1998. Increases in sales and marketing expenses were due
to expansion in our sales and marketing organization, an increase in sales commissions, increased
travel, and the expansion of our marketing programs. Although we increased our absolute sales and

marketing expenses in 1998, they decreased as a percentage of total revenue.

General and administrative. General and administrative expenses increased 106% from $1.4 million in
1996 to $2.9 million in 1997 and 35% to $3.9 million in 1998. The increase in absolute dollars in
general and administrative expenses was attributable to growth of our administrative organization in
support of our overall growth. The decrease in expenses as a percentage of total revenue reflected

increasing economies of scale and operating efficiencies.

In-process research and development. In connection with the acquisition of Retek Logistics in March
1998, in-process research and development of $1.8 million was charged to results of operations on the
acquisition date. Certain products of Retek Logistics were complete in certain areas and under
development in others. The classification of the technology as complete or under development was
made in accordance with the guidelines of Statement of Financial Accounting Standards No. 86,
Statement of Financial Accounting Standards No. 2 and Financial Accounting Standards Board
Interpretation No. 4. At the time of acquisition, Retek Logistics had a number of new software products
under development, including Retek Distribution Management Versions 6.0 and 7.0 and Retek
Distribution Management CBT. Retek Distribution Management Version 6.0 and Retek Distribution
Management CBT were both completed during 1998. Retek Distribution Management 7.0 was in an
early state of development as of the acquisition date and was completed during the second quarter of

1999, incurring costs of approximately $900,000 to reach technological feasibility.

We used an independent appraisal firm to assist us with our valuation of the fair market value of the
purchased assets. Fair market value is defined as the estimated amount at which an asset might be
expected to be exchanged between a willing buyer and willing seller assuming the buyer continues to
use the assets in its current operations. We provided assumptions by product line of revenue, cost of
goods sold and operating expense to the appraiser to assist in the valuation. The appraisal considered
three traditional approaches to valuation: the cost approach, the market approach and the income

approach.



With respect to the forecasted earnings provided to the appraiser, Retek Logistics forecast slightly
higher revenue growth rates as long as it continues to meet market demands with new releases each
year. These higher growth rates reflect Retek Logistics' expectation of greater market acceptance with
the release of its Oracle-based platform, as well as improvements incorporated into Retek Distribution
Management Versions 6 and 7. Retek Logistics forecast that gross margins would remain consistent
relative to prior years. Retek Logistics also forecast that its current operating expense levels would
increase only moderately in absolute dollars and, as a result, earnings before interest and taxes were
expected to increase in later years. We believe these growth expectations are reasonable if new product
versions are offered according to schedule. The statements regarding our expectations are forward
looking statements, which are subject to risks and uncertainties. Actual results may differ materially

from those anticipated.

The important factors that could cause actual results to differ include those discussed elsewhere in this

prospectus.

With respect to the discount rates used in the valuation approach, the incomplete technology
represents a mix of near and mid-term prospects for the business and imparts a level of uncertainty to
its prospects. It is the nature of the business to be constantly developing new software for future
product releases. A reasonable expectation of return on the incomplete technology would be higher
than that of completed technology due to these inherent risks. As a result, the earnings associated with
incomplete technology were discounted at a rate of 40% based upon the methodologies described in

the next paragraph.

Because Retek Logistics did not have short-term or long-term debt as of the date of acquisition, the
Moody's seasoned Baa rate for March 31, 1998 was utilized as the cost of debt. The Capital Asset
Pricing Model was used to determine the cost of equity. It combines a risk free rate of return with an
equity risk premium multiplied by a factor, referred to as Beta, which is based on the performance of
common stock prices of similar publicly traded companies. Employing these data, the discount rate
attributable to the business was 30%, which was used for valuing completed technology. Since
incomplete technology represents a mix of near and mid-term prospects for the business and imparts a
certain level of uncertainty and would require a higher return than completed technology, the
valuation report prepared by the appraiser suggests that a rate of 40% be ascribed to the excess

earnings of incomplete technology.

Acquisition related amortization of intangibles. In connection with the purchase of Retek Logistics, the
application of the purchase method for the acquisition resulted in an excess of cost over net assets
acquired of approximately $6.6 million, of which $4.8 million was allocated to intangibles and $1.8
million was allocated to in-process research and development. In conjunction with the purchase, we
recorded various intangible assets, which are being amortized over estimated useful lives ranging from
three to five years. In connection with the acquisition of Retek Logistics, HNC has a contingent
obligation to issue additional shares of HNC common stock upon the achievement of certain financial

objectives during 1999. This consideration will not be reflected in our financial position in the future.



Income tax (benefit) provision. The income tax benefit of $815,000 in 1996 was primarily attributable
to the recognition of a $1.3 million deferred tax asset based on anticipated future utilization of all of
the remaining net operating loss carryforwards, research and development credit carryforwards and
foreign tax credit carryforwards. A portion of the deferred tax asset had previously been offset by a
valuation allowance in the amount of $121,000. Based on pre-tax income generated in the third and
fourth quarters of fiscal 1996 and estimates of future taxable income, our assessment was that it was
more likely than not that we would realize the deferred tax assets in future periods. Therefore, we

released the valuation allowance provided on the deferred tax assets during the fourth quarter of 1996.

The 1997 income tax provision of $3.2 million includes the effect of the anticipated future realization
of research and development tax credits generated during the year. The 1998 income tax provision of
$4.2 million includes the tax effects of the non-deductible, one-time write-offs of in-process research
and development related to the purchase of Retek Logistics. Other items effecting the tax provision
primarily relate to the anticipated future realization of research and development tax credits generated

during the year.

Quarterly Results of Operations

The following table sets forth a summary of our unaudited quarterly operating results for each of the
six quarters in the period ended June 30, 1999. This information has been derived from unaudited
interim financial statements that, in the opinion of management, have been prepared on a basis
consistent with the financial statements contained elsewhere in this prospectus and include all
adjustments, consisting of only normal recurring adjustments, necessary for a fair statement of such
information when read in conjunction with our combined financial statements and related notes. The
operating results for any quarter are not necessarily indicative of results for any future period.

THREE MONTHS ENDED

1998 1999
MARCH 31  JUNE 30  SEPT. 30 DEC. 31  MARCH 31  JUNE 30

Revenue:
License and maintenance................ $ 9,032 $10,815 $11,066 $11,840 $11,658 $15,656
Services and other..................... 2,109 3,357 3,450 3,364 4,989 5,387
Total revenue.........ccueeeeennnnnnn 11,141 14,172 14,516 15,204 16,647 21,043
Cost of revenue:
License and maintenance................ 636 1,179 1,260 1,274 1,404 1,854
Services and other..................... 1,299 2,598 3,069 2,537 2,885 4,577
Total cost of revenue............... 1,935 3,777 4,329 3,811 4,289 6,431
Gross profit....cvuiiiiiiiiiiiinnnnnnn. 9,206 10,395 10,187 11,393 12,358 14,612
Operating expenses:
Research and development............... 2,896 3,170 3,235 3,617 4,277 5,460
Sales and marketing.................... 3,355 3,666 3,242 3,812 3,818 4,556
General and administrative............. 1,014 1,103 877 927 1,188 1,363
Acquired in-process research and
development.......ccoiiiiiiiiinnnn. 1,750 -— - -- - -
Acquisition related
amortization of intangibles......... -- 143 143 143 258 258
Total operating expenses............ 9,015 8,082 7,497 8,499 9,541 11,637
Operating income.........ccuoviieeennnnnnnn 191 2,313 2,690 2,894 2,817 2,975
Other income (expense), net.............. - -- 19 (8) 16 (2)

Income before income tax provision....... 191 2,313 2,709 2,886 2,833 2,973



Income tax provision.............coviunnn 79 1,857 1,106 1,179 1,145 1,201

Net income.........ccuiiiiiiinnnnnnnnnnnnn $ 112 $ 456 $ 1,603 $ 1,707 $ 1,688 $ 1,772
AS A PERCENTAGE OF TOTAL REVENUE:
Revenue:
License and maintenance................ 81% 76% 76% 78% 70% 74%
Services and other..................... 19 24 24 22 30 26
Total revenue........ccvvvvvennnnnnnn 100 100 100 100 100 100
Cost of revenue:
License and maintenance................ 6 8 9 8 8 9
Services and other..................... 12 18 21 17 17 22
Total cost of revenue............... 18 26 30 25 25 31
GrOSS MATgiN. oo v et ineeeeennneeeennnannnn 82 74 70 75 75 69
Operating expenses:
Research and development............... 26 22 22 24 26 26
Sales and marketing................. ... 30 27 22 25 23 22
General and administrative............. 9 8 6 6 7 6
Acquired in-process research and
development.......coiiiiiiiinnnnennnn 15 -- -- -- -- --
Acquisition related
amortization of intangibles......... -- 1 1 1 2 1
Total operating expenses............ 80 58 51 56 58 55
Operating income..........ccuviinennnnnnn. 2 16 19 19 17 14
Other income (expense), net.............. -- - -- -- - --
Income before income tax provision....... 2 16 19 19 17 14
Income tax provision.............coviunnn 1 13 8 8 7 6
Net dincome....... ..o iiiiiiinnnnnnnnnnnnn 1% 3% 11% 11% 10% 8%

In general, the trends identified in the six months and annual comparisons apply to the quarterly

results of operation, with the following exceptions:

- Quarter-over-quarter revenue growth from the first quarter to the second quarter in each of 1998 and
1999 was significantly greater than the quarter to quarter growth in each of the other quarters. This
was a result of the Oracle fiscal year-end in May, which results in greater sales of Oracle Retail solutions

in our second fiscal quarter.

- Cost of services and other revenue as a percentage of services and other revenue increased
significantly in the third quarter of 1998 as a result of additional third party costs incurred to complete

a large consulting project.

- Net income increased in each of the six quarters shown except for the change from the fourth quarter
of 1998 to the first quarter of 1999. This change was a result of an increase in research and
development expenses resulting from vertical expansion into the grocery and consumer direct sectors

and acquisition-related amortization expenses.

Retek has been successful in recruiting employees in all functional areas in order to support the
acquisition of new customers and the ongoing care for our existing customer base. This staffing growth
has been the key component of the quarterly operating expense growth, and will be a significant

component of our future growth potential.

Liquidity and Capital Resources

We have funded our operations to date primarily through funding from HNC in the form of
intercompany advances. At June 30, 1999, we had $930,000 in cash and cash equivalents.



Net cash provided by operating activities was $734,000 in 1996, $3.8 million in 1997, $885,000 in
1998 and $1.3 million for the six months ended June 30, 1999. Sources of cash for each period
resulted primarily from net income generated in those periods. Use of cash during these periods were

principally from increases in accounts receivable.

Net cash used in investing activities was $281,000 in 1996, $3.1 million in 1997, $2.4 million in 1998
and $2.8 million for the six months ended June 30, 1999. The uses of cash during these periods were
attributable to the acquisition of capital assets, primarily computer equipment and leasehold

improvements.

Net cash provided by financing activities was $486,000 in 1996 and $294,000 in 1997. Net cash used
by financing activities was $547,000 in 1998. Net cash provided by financing activities was $2.0
million for the six months ended June 30, 1999. Sources and uses of cash for each period resulted from

fluctuations in funding from HNC.

Deferred revenue consists principally of the unrecognized portion of revenue received under
maintenance service agreements. This revenue is recognized ratably over the term of the service

agreement. Deferred revenue was $2.6 million at June 30, 1999.

We believe that the net proceeds from this offering, less the repayment of intercompany debt to HNC,
together with our current cash and cash equivalents and net cash provided by operating activities, will
be sufficient to meet our working capital and capital expenditure requirements for at least the next 12
months. As a result, HNC will no longer be a source of funding for operating activities. Management

intends to invest our cash in excess of current operating requirements in short-term, interest-bearing,

investment-grade securities.

A portion of our cash could also be used to acquire or invest in complementary businesses or products
or otherwise to obtain the right to use complementary technologies or data. From time to time, in the
ordinary course of business, we evaluate potential acquisitions of such businesses, products,
technologies or data. Retek Information Systems currently has an option exercisable from September
30, 1999 until December 31, 1999 to acquire Webtrak for cash. Webtrak owns the Webtrak Critical
Path and Portfolio Private Label products that we currently distribute. Retek Information Systems
intends to exercise the option shortly after September 30, 1999. We have no other current plans,
agreements or commitments relating to potential acquisitions, and are not currently engaged in any

negotiations with respect to any other transaction.

Pursuant to an agreement between HNC and us, until two years after the distribution, our ability to

issue common stock in connection with acquisitions, offerings or otherwise will be limited.

Year 2000 Compliance

Background of Year 2000 Issues Many currently installed computer and communications systems and
software products are unable to distinguish 21st century dates from 20th century dates. This situation

could result in system failures or miscalculations causing disruptions in the operations of any business.



As a result, many companies' software and computer and communications systems may need to be

upgraded or replaced to comply with these Year 2000 requirements.

Customer Representations and Warranties Since September 1997, we have generally represented and
warranted to our customers in our software license agreements that the occurrence of the date January
1, 2000 and any related leap-year issues will not cause our products to fail to operate properly. In some
cases, this warranty includes representations regarding the ability of our product to store, display,
calculate, compute and otherwise process date-related data. Our warranty generally applies only to our
products and excludes failures resulting from the combination of our products with other software or
hardware or from the use of our software in a manner not in accordance with the related
documentation. If we breach this warranty, remedies in most cases may include commercially
reasonable efforts to replace the software and to advise the customer how to achieve substantially the

same functionality through different procedures, as well as payment of monetary damages.

Our Product Testing and Licensing We have tested all of our software for Year 2000 compliance. We
derived our testing method from our review and analysis of the Year 2000 testing practices of other
software vendors, relevant industry Year 2000 compliance standards and the specific functionality and
operating environment of our products. The tests are run on all supported platforms for each release
and include testing for date calculation and internal storage of date information with test numbers
starting in 1999 and going over the Year 2000 boundary. Based on these tests, we believe our products

to be Year 2000 compliant with respect to date calculations and internal storage of date information.

Interaction of our Products with Third-Party Software Our products contain, operate with and depend
on third party code that we may not be able to independently verify is Year 2000 compliant. The
majority of our products interface with and depend on Oracle's development tools. Oracle has
indicated that the version of their products on which current versions of our software solutions depend
is Year 2000 compliant, but Oracle has made no similar statement regarding earlier versions of its
products. Our software solutions also contain and depend on software licensed to us by Lucent,
MicroStrategy and HNC. Although each of those companies has made representations that the
licensed code is Year 2000 compliant, we may not be able to verify this by independent testing. Finally,
our products also interact with external sources, including other software programs and operating
systems, which may not be Year 2000 compliant or which may not provide date data to our products in
a manner that is Year 2000 compliant. Any interaction with third-party software that is not Year 2000

compliant could cause our products to fail to properly operate or to properly process date information.
Our Internal Systems

Although we do not have a formal contingency plan to address Year 2000 issues, we have assessed our
internal risks associated with the Year 2000 issue and concluded that these are minimal. We have
inventoried our internal software and hardware systems, as well as products and services provided by
third-party vendors. These systems include those related to product delivery, customer service, internal

and external communications, accounting and payroll, which we consider critical areas of our business.



We have obtained vendor certification for the majority of our third-party systems and have developed a
detailed risk assessment and action plan that includes testing of both critical systems and systems for

which no certification has been obtained.

Costs of Addressing Year 2000 Compliance To date, our costs to address Year 2000 compliance have
not been significant. Based on our preliminary evaluations, we do not believe we will incur significant
operating expenses or be required to invest heavily in computer system improvements to be Year 2000
compliant. We estimate that the total costs will be less than $100,000. However, significant uncertainty
exists concerning the potential costs and effects associated with Year 2000 compliance. Any Year 2000
compliance problem experienced by us or our customers could decrease demand for our products,

which could seriously harm our business and operating results.

Risks of Year 2000 Issues We are considering potential worst case Year 2000 scenarios that address
issues arising from noncompliance by our customers, suppliers or internal operating systems. Although
our Year 2000 compliance project will strive to uncover significant noncompliance issues, in the worst
case not all Year 2000 problems may be uncovered by the Year 2000, which would harm our business.
However, we believe that our most probable worst case scenario is more likely to arise from our
customers' and vendors' inability to become Year 2000 compliant than from our failure to bring our

products into compliance. As a result, our supply chain and revenue could be harmed.

Recent Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board ("FASB") issued Statement of Accounting
Standards No. 133 "Accounting for Derivative Instruments and Hedging Activities" ("FAS 133"), which
is effective for all fiscal quarters of fiscal years beginning after June 15, 1999. This statement
establishes a new model for accounting for derivatives and hedging activities. Under FAS 133, all
derivatives must be recognized as assets and liabilities and measured at fair value. In July 1999, the
FASB issued Statement of Accounting Standards No. 137 "Accounting for Derivative Instruments and
Hedging Activities -- Deferral of the Effective Date of FASB Statement No. 133," which defers the
effective date to all fiscal quarters of fiscal years beginning after June 15, 2000. The adoption of FAS
133 is not expected to have a significant impact on our combined financial position or results of

operations.

In January 1999, the American Institute of Certified Public Accountants issued Statement of Position
No. 98-9 ("SOP 98-9"), "Modification of SOP 97-2, Software Revenue Recognition, with Respect to
Certain Transactions." This SOP retains the limitations of SOP 97-2 on what constitutes vendor-
specific objective evidence of fair value. SOP 98-9 will be effective for transactions entered into in fiscal
years beginning after March 15, 1999. The adoption of SOP 98-9 is not expected to have a significant

impact on our combined financial position or results of operations.



Qualitative and Quantitative Disclosures About Market Risk

The following discusses our exposure to market risk related to changes in interest rates, foreign

currency exchange rates and equity prices.
Interest Rate Risk

At June 30, 1999, Retek had $930,000 in cash and cash equivalents, which consisted entirely of cash
operating accounts. A decrease in market rates would have no material effect on the value of these
assets. We have no short- or long-term debt, therefore, an increase in market rates would not directly

affect our financial results.

Foreign Currency Exchange Rate Risk We develop products in the United States and sell in North
America, Asia and Europe. As a result, our financial results could be affected by various factors,
including changes in foreign currency exchange rates or weak economic conditions in foreign markets.
Our foreign currency risks are mitigated principally by contracting primarily in US dollars and
maintaining only nominal foreign currency cash balances. Working funds necessary to facilitate the
short-term operations of our subsidiaries are kept in local currencies in which they do business, with
excess funds transferred to our offices in the United States. Approximately 22% and 25% of our total
sales were denominated in currencies other than the US dollar for the year ended December 31, 1998
and the six months ended June 30, 1999.

Equity Price Risk

We do not own any equity investments. Therefore, we are not currently exposed to any direct equity

price risk.

Impact of European Monetary Conversion We are aware of the issues associated with the changes in
Europe resulting from the formation of a European economic and monetary union, or EMU. One
change resulting from this union required EMU member states to irrevocably fix their respective
currencies to a new currency, the euro, as of January 1, 1999, at which date the euro became a
functional legal currency of these countries. Through December 31, 2002, business in the EMU
member states will be conducted in both the existing national currency, such as the French franc or the
Deutsche mark, and the euro. As a result, companies operating or conducting business in EMU member
states will need to ensure that their financial and other software systems are capable of processing
transactions and properly handling these currencies, including the euro. We are still assessing the
impact that conversion to the euro will have on our internal systems, the sale of our solutions and the
European and global economies. We will take appropriate corrective actions based on the results of our
assessment. We have not yet determined the cost related to addressing this issue although we do not

expect these costs to be significant.



Business

Retek Overview

We are a leading provider of web-based, business-to-business software solutions for retailers and their
trading partners. Our software solutions enable retailers to use the Internet to communicate and
collaborate efficiently with the suppliers, distributors, wholesalers, logistics providers, brokers,
transportation companies, consolidators and manufacturers that make up the global retail supply
chain. Our solutions are rapidly deployable, highly scalable, retail industry focused and incorporate
predictive analytic technologies. We seek to enhance the ability of retailers to interact with their supply
chain by introducing Retail.com, which we believe will be the first electronic commerce network

providing collaborative business-to-business software solutions to the retail industry.

We market our software solutions through our direct and indirect sales channels primarily to retailers
who sell to their customers via traditional retail stores, catalogs and/or web store fronts. To date we
have licensed our solutions across a variety of retail industry sectors to over 100 retailers, including
AnnTaylor, Brooks Brothers, Disney Stores, Eckerd, Hallmark, Internet Shopping Network and
Lancome. We expect our Retail.com network offering to extend our target market by making our

solutions available to small and mid-sized retailers and their trading partners.

Industry Background

According to Euromonitor, worldwide retailer-to-consumer sales exceeded $6.5 trillion in 1997. We
estimate that the market for business-to-business commerce is even larger than retailer-to-customer
sales, and involves, according to Dunn & Bradstreet, over 3 million retail, wholesale and supplier
organizations operating in the global marketplace, with sales, distribution and manufacturing typically

involving multiple organizations in many countries.

We believe the Internet is beginning to change the way this market operates. Not only does the Internet
provide a new distribution channel for conducting commerce with customers, it provides an even
larger opportunity for retail businesses to communicate and transact commerce with their supply
chain. According to Forrester Research, business-to-business electronic commerce is expected to grow
from $43 billion in 1998 to $1.3 trillion in 2003, accounting for more than 90% of the dollar value of
electronic commerce in the United States. The market for software solutions for business-to-business
electronic commerce is estimated by Forrester Research to grow from $171 million in 1998 to $3.1
billion in 2001, a market that is estimated to be more than five times the size of the business-to-

consumer electronic commerce software market.

By providing a means for streamlining and making more efficient the process of collaboration between
trading partners, the Internet can facilitate better decision-making and help reduce the transaction

costs of business-to-business commerce. For example, the Internet enables:



- Real-time collaboration among organizations on production priorities. This means that retailers can
identify today's sale trends at the point-of-sale and use this information to direct production priorities
in the manufacturing facility. Retailers can use this information to reduce production of products that
are in lesser demand and eliminate the cost of manufacturing, moving, holding and eventually marking

down the price of these products.

- Collaboration on the design of new products in "virtual design studios.” By giving all parties involved
in the design process real-time input and access to information, the Internet can reduce the time-to-
market for new product offerings and help increase the likelihood of developing a product offering that

is responsive to specific customer needs.

- Real-time communication among all members of the supply chain. This means that new information

from one part of the supply chain can be easily communicated throughout the chain.

A delay in a scheduled delivery can, for instance, be quickly announced and broadly disseminated.
Actions to address the delay can then be quickly implemented. This real-time communication helps
reduce the disruption and costs that arise when new information must be incorporated among a

diverse and disparate supply chain.

Most large and mid-sized retailers have historically relied upon custom-built systems, typically
developed internally, to manage their interactions with trading partners. Many of these systems use
1970s mainframe technology, are not web-based, and do not permit collaboration among members of
the supply chain. More recently, retailers have begun to purchase packaged solutions with a specific
retail industry focus. These products typically lack the scalability required by larger retailers and are
not web-based. Enterprise resource planning systems have also been adopted on a limited scale. These
complex systems are expensive to implement and maintain, typically lack the scalability required by
retailers, and do not have a specific retail industry focus. Recently introduced business-to-business
electronic commerce products do not offer specific retail industry focus and typically lack the

scalability required by retailers.

We believe that a market opportunity exists to provide retailers with a business-to-business software
solution that is web-based, collaborative and designed specifically for the retail industry. This solution
should be easy-to-use, leverage a retailer's existing investments in information technology and be
flexible enough to meet the specific needs of a particular retail sectors, such as fashion, mass
merchandise, grocery and drug stores. In addition, the solution should be highly scalable to process and

analyze vast amounts of customer sales and supplier performance data unique to the retail industry.

Retek Solution

We have developed and deployed web-based, business-to-business software solutions that enable

retailers to manage the entire retail supply chain. The key features of our software solutions are:



- Collaborative retail supply chain. Our solutions electronically link retailers with their trading partners
to facilitate collaboration across all aspects of the supply chain, from the initial prediction of customer
demand through product design and manufacturing to inventory management. We believe that by
facilitating this collaboration, we will enable retailers to reduce unnecessary costs and time-to-market,

while increasing product quality and improving margins.

- Robust, predictive and analytic technologies. Our solutions provide advanced predictive tools to
process and analyze the vast amounts of data available to retailers. Our unique, proprietary
technologies enable retailers to identify patterns in data that may not otherwise be visible. This
information helps our customers reduce inventories, increase marketing effectiveness and improve

customer satisfaction.

- Web-based, easy-to-use and rapidly deployable solutions. Our web-based software solutions are easy
to use and rapidly deployable. Retailers and their trading partners can access our software from any
desktop with a web interface, and our software can be made available to all employees. Furthermore,
because our software solutions are web-based, their deployment can reduce capital infrastructure and

maintenance costs.

- Highly scalable and retail sector focused. Our web-based solutions are built specifically to address the
unique scalability requirements of the retail industry. In addition, we have developed solutions that
meet the specific requirements of particular retail sectors, including fashion, mass merchandise,

grocery and drug stores.

Strategy

Our objective is to be the leading provider of web-based, business-to-business software solutions for
retailers and their trading partners. As the retail supply chain evolves into an electronic network, we
will seek to further enable our customers to better manage, organize and drive efficiencies through this

network. Key elements of our strategy include:

- Extending our web-based, business-to-business collaborative software solution, principally through
the introduction of our Retail.com network. By leveraging our technological advantages, customer base
and retail expertise, we intend to make Retail.com the electronic commerce network for business-to-
business commerce among retailers and their trading partners. Retail.com will provide a single point of
access for all members of the retail supply chain and offer a broad range of software solutions that
enable a rich and collaborative information exchange between retailers and their trading partners. This
web-based, retail focused, business-to-business software solution will permit interactive collaboration

on the wide range of supply and demand chain issues that retailers encounter.

- Introducing existing customers to a broader offering of our software solutions. We intend to expand
the use of our products within existing client accounts. We have sold our software solutions products to

more than 100 retailers, primarily large companies, across a range of retail sectors. We intend to further



penetrate these accounts by cross-selling our other software solutions or suites of software solutions, all
of which are independently deployable, and by introducing clients to the new collaborative software

solution offering at Retail.com.

- Leveraging our experience in retail. We will continue to leverage our expertise in providing solutions
to retailers. We have developed and deployed software solutions designed specifically for retailers since
our formation. Our solutions address the need of retailers to process and track the millions of
transactions they complete with their consumers and to communicate and transact business with their
large, geographically diverse supply chain members. This focus on the retail industry permits us to
constantly update and expand our offerings and to effectively develop new technologies to address the

specific needs of the retail industry.

- Expanding our relationship with implementation and hosting partners. We have established
relationships with large, international system integrators and consulting firms, such as Andersen
Consulting and KPMG. These firms provide sales leads, implementation expertise and valuable third
party endorsement of our software solutions. We plan to expand these relationships to increase our
capacity to sell and implement our solutions. Systems integrators and consulting firms have a strong
influence on software purchasing decisions within large companies, and they are increasingly seeking
web-based collaborative software solutions that allow them to satisfy their clients' needs more rapidly
than they can through customized product development. In addition, we intend to continue to offer our
software solutions through web-based applications service providers for retailers that want a third
party to host their solutions. We believe that the application service provider option will be particularly
attractive to pure electronic commerce retail companies, as well as to small and mid-sized retailers that

typically have limited internal information technology resources.

- Extending our technological leadership. We intend to increase our technological and product
leadership by enhancing our products' core functionality and high performance analytic features. We
believe that our software solutions, derived from the proprietary analytic and predictive technology of
HNC and enhanced by our research scientists, provide us with a first mover advantage and an essential
basis for the comprehensive Internet solution of Retail.com. We intend to continue to devote
substantial resources to the development of new and innovative web-based products for business-to-
business retail solutions and to continue to incorporate emerging web technologies. In addition, by
implementing and actively promoting new industry standards, we intend to facilitate widespread

adoption of our solutions by retailers.

Retek Products

We have developed and deployed web-based, business-to-business software solutions that address the
entire retail operation. Our software solutions allow retailers to effectively manage their demand and
supply chain processes, getting the right product in the right place at the right time at the right price.
Our principal software solutions consist of four integrated, but independently deployable, components,
which are accessed via a web browser and can be hosted by an individual organization or applications

service provider.



Transaction Solution

Our Transaction Solution is a core suite of retail business applications providing comprehensive
operational management tools. This suite of software solutions provides the foundation of operational
support and process execution across the retail enterprise, with the scalability needed to support the
mission-critical operations of many of the world's large retailers. The web-based design of these
solutions helps reduce the cost of supporting store employees, while improving customer service. In
addition, our Transaction Solution is designed to ensure the integrity of the data used by our decision

support and predictive solutions.

Products Features

Retek Merchandising System - Provides the core inventory control and merchandise
management functions that support the retail process

Retek Trade Management - Enables retailers to manage the global import process

Retek Distribution Management - Automates the entire warehousing process

Retek Store Operations - Electronically links store employees to corporate data
through radio-frequency hand-held devices and high-speed
intranets

Decision Support Solution

Our Decision Support Solution is a suite of job-specific data analysis and exception management tools.
This suite of software solutions supports flexible, multidimensional access to built-in, retail-specific
performance measures. Retailers can analyze large volumes of customer sales and supplier performance
data by using the packaged data warehouse software, which allows rapid deployment and return on
investment. This suite of solutions generates rule-based reports that highlight unusual or novel

information, permitting retailers to develop business solutions quickly.

Products Features

Retek Data Warehouse - Provides flexible, job-specific tools to assist retailers in utilizing and analyzing
their data to effectively manage their business and share key information with suppliers Active Retail
Intelligence - Generates and distributes rule-based exception reports and enables responses, including

automated responses, to the exceptions to produce rapid resolution of performance problems

Predictive Solution

Our Predictive Solution is a suite of predictive technologies designed to analyze the huge volume of
customer sales and supplier performance data, optimizing the demand and supply chains to minimize
inventory costs and maximize sales. By applying advanced algorithms to the mass of data processed by
retailers each day, our Predictive Solution is able to identify high value information which supports

one-to-one customer marketing, helps manage customer relationships and optimize supply chain



management. Analysis of the combinations of products bought in each retail customer transaction can
assist retailers in identifying opportunities for increasing sales and the effectiveness of promotions and

reducing the cost of mark-downs and unnecessary inventory.

Products Features

Retek Behavior Profiler - Enables retailers to cluster and segment their customer
and market basket data, uncovering meaningful and
valuable relationships between products and customers

Retek Demand Forecasting - Moves beyond traditional time-series techniques to tie
events and causal factors, such as promotions, to daily
forecasts of individual product demand at each store or
selling channel

Retek Replenishment - Uses optimization and simulation techniques to set up and

Optimization maintain efficient inventory replenishment systems

Business-to-business Collaborative Solution

Our Business-to-Business Collaborative Solution is a suite of software solutions that supports specific
retail business processes and that will be provided on Retail.com, a business-to-business electronic
commerce network that we will begin operating in the second half of 1999. We believe that Retail.com
will be the first electronic commerce network for the retail trading community. The network will
provide a single point of access for all members of the retail supply chain and offer a broad range of
software solutions that enable a rich and collaborative information exchange between retailers and
their trading partners. Our solution is designed to allow organizations to increase the speed and
effectiveness of complex processes by providing a new collaborative approach to traditional retail
challenges. Using this solution, which is available for immediate use with no implementation, support

or hardware costs, retailers can quickly realize potential performance improvement and bottom line

impact.
Products Features
WebTrak Critical Path - Enables users to publish and share a critical path on the
Internet, effectively shortening time scales and reducing
costs
Portfolio Private Label - Allows web-based collaboration to improve the new product

design and development process

Retek Services

We provide our customers with implementation and product support services, conduct customer
sponsored research and development and, on occasion, assist in customizing our products to a client's
specific needs. Our services range from technical and implementation support to business benefit
realization consulting, which assists retailers in utilizing our software solutions to optimize their

potential benefits. We offer high-quality, timely, technical support to customers via phone, e-mail and



the Internet. Additionally, we publish online versions or manuals, release notes and updates to existing
documentation. We provide a number of training programs in the United States. Courses cover topics
such as technical architecture, business use of the merchandizing functionality and development

standards and methodology.

Customers

We market our software solutions primarily to retailers who sell to their customers via traditional retail
stores, catalogs and/or web store fronts. Historically, we have focused on organizations with gross sales
in excess of $500 million a year. We market across all formats of retailing, including fashion,
department stores, catalog and consumer direct, specialty retailers, mass merchandise retailers and
grocery, drug and convenience stores. We expect the recent launch of our Retail.com network to extend
our target market, allowing small and mid-sized retailers and suppliers of all sizes to take advantage of

our solutions.

The following is a representative list of companies that have agreed to purchase at least $100,000 of

our products and services:

FASHION RETAILERS SPECIALTY RETAILERS
AnnTaylor Chapters
BHS Container Store
Brooks Brothers Cracker Barrel
Mothercare Disney Stores
Reitmans Hallmark
Stage Stores Lancome USA
Zale Corporation
DEPARTMENT STORES MASS MERCHANDISE RETAILERS
E1l Palacio Family Dollar
Hudson's Bay Company Pamida
Selfridges ShopKo
GROCERY, DRUG & CONVENIENCE STORES CATALOG AND CONSUMER DIRECT
Circle K, USA Home Shopping Network
Eckerd Internet Shopping Network
Matahari Littlewoods

The Northwest Company
NTUC Fairprice
RiteAid

Selected Customer Applications

The following examples span the full range of our software solutions and illustrate how organizations

are relying on us to provide high-value retail solutions for their businesses.

Customer Applications

Lancome USA Lancome USA, a leader in prestige perfume, skin care and cosmetics, has been using
Retek Demand Forecasting to optimize the allocation of its 800 stock keeping units, commonly known

as SKUs, in the stores on its Vendor Managed Inventory program. Since the deployment of this



application, Lancome estimates that it has been able to drastically decrease out-of-stock items from
levels as high as 12% down to 2.5% (some key products have been reduced to below 1%), driving up
sales and customer service, without increasing overall inventory cost. ShopKo ShopKo, a $2.4 billion
specialty discount retailer with 300 stores and 100,000 SKUs, has been using the Retek Merchandising
System since 1996. According to ShopKo, the annual growth rate, inventory turns, revenue, earnings
and comparable store sales have increased since then. Customer satisfaction levels are also increasing

as ShopKo provides more of the products customers want, when they want them.

Customer Applications

Reitmans Canada-based women's wear retailer Reitmans Ltd. watched its profits increase after
undergoing a major systems overhaul, including implementing the Retek Merchandising System. In the
first six months of 1998, Reitmans saw a profit of $7.2 million, as opposed to a pre-tax loss of $2.6
million for the same period the year before. Store sales have increased as well. According to President
Jeremy Reitman, improvements in operating earnings have been a result of a reduction in store
operating costs and the containment of overhead expenses. The new data and distribution technology,
including the Retek Merchandising System, is helping to cut errors and collect valuable, timely
information about merchandise in each of the 619 stores. Mr. Reitman expects better results next year
with the implementation of the Retek Data Warehouse. Chapters Chapters, Inc., Canada's largest book
retailer, began using the Retek Merchandising System in 1997 for its 250 traditional mall stores, 63
superstores and one university bookstore. With the implementation of our solutions, Chapters moved
from two platforms to one integrated system. In addition to the benefits of one point of data entry for
all stores, according to Chapters, it has also attained improved in-stock position and greater efficiencies
in inventory management with our solution. AnnTaylor AnnTaylor, a U.S. fashion retailer with annual
revenues of $780 million and 360 stores, licensed the Retek Merchandising System, Retek Demand
Forecasting, Retek Active Retail Intelligence, Retek Trade Management and Retek Distribution
Management. "We chose Retek because we wanted an integrated core merchandising solution," says
Wollaston Morin, AnnTaylor's Senior Vice President of Information Services. "We currently have
several systems patched together so we really wanted a solution where all the pieces fit together
seamlessly. Retek will give us this smooth integration, we looked at a number of vendors, and felt that
Retek was the best fit."

Technology Characteristics

We seek to develop innovative software solutions by combining our retail industry and application
knowledge and our strategy of partnering with technology market leaders. Although we make extensive

use of a broad range of technologies, we take advantage of two key technologies:

Web Architecture. The Oracle toolset provides us with a web-based, scalable foundation for our
software solutions. By leveraging our applications framework into a unified architecture, we are able to

focus on creating additional business functionality in our solutions, rather than building and



maintaining complex infrastructure code. As a global alliance partner of Oracle, our core development
team works very closely with the Oracle technology group to take advantage of the latest features of
the 8i database, the developer toolset, and the advances being driven by the Oracle mobile computing
group. In addition, our use of Sun Microsystems' Java programming language allows us to deliver

software that is portable and efficient, as well as easy to internationalize and reconfigure.

Predictive Algorithms. Our team of research scientists has expanded and tailored HNC's predictive
technologies to fit the retail world. These technologies are able to analyze vast amounts of retail data,
recognize and model complicated and sometimes subtle patterns, and apply these models to predicting
and understanding the retail environment. Though the mathematics behind the predictive algorithms
may be quite complex, software solutions that use them are carefully crafted to fit seamlessly into the
retailers' business processes. These solutions enable retailers to optimize their supply chain, target store
assortments, maximize advertising payback, minimize mark-downs and raise customer loyalty and

satisfaction. The predictive algorithms we rely on to achieve these results include:

- Hybrid Forecasting Models. The solution to many retail problems relies on good forecasting.
Forecasting enhances such functions as store and warehouse replenishment, promotional planning,
supplier collaboration, mark-down reduction, merchandise and assortment planning and labor
scheduling. Our hybrid forecasting models were designed specifically for retail problems, and use
hybrids of standard techniques, as well as internally developed methods. The models use hierarchical
time series techniques, filtering techniques, regression-based causal forecasting, and exception

management to provide a platform that may be applied to all of the previous functions.

- Context Vectors. Context vectors can automatically categorize unstructured information, providing
insight from a previously inaccessible data source. This allows our solutions to extract different
dimensions from a retailer's data, allowing actionable information to be unlocked in the key areas of

store profiling, single-customer transaction analysis and customer segmentation.

- Simulation. Simulations are used to model systems that are too complex for basic mathematical
algorithms. We use simulation to optimize store and warehouse replenishment. Unlike textbook
generalizations and assumptions, the modeling provided by our solutions simulates the entire

replenishment process, enabling us to optimize the variables that affect the replenishment process.

Strategic Alliances

We have worked with Oracle to establish Oracle Retail(TM), which provides a single source of
technology products, implementation services and support to target the world's largest retailers. Oracle
Retail(TM) combines our solutions with Oracle's financial applications to provide customers with a
scalable web-based solution for the retail industry worldwide. Oracle has established a dedicated sales
team of approximately 30 employees to sell and market these products worldwide, in addition to the

thousands of general sales representatives at Oracle who are knowledgeable about Oracle Retail(TM).



We have developed strategic relationships with various system integrators who provide a range of
services to our customers, including project implementation services and first-line technical support.
Additionally, these system integrators assist us with sales lead generation. We have certified and trained
approximately 650 consultants from our system integrators for the implementation and operation of

our solutions. Some of our systems integration partners include Andersen Consulting, Deloitte &
Touche, IBM, and KPMG.

In addition to providing implementation and support services for our software solutions, Andersen
Consulting has dedicated approximately 150 full-time consultants to help us in research and
development and custom modifications. This allows us to rapidly expand our research and

development efforts without the costs associated with internally hiring additional staff.

Sales, Marketing and Distribution

We market and sell our software solutions worldwide through a combination of a direct sales force,
resellers and distributors. Our worldwide direct sales, marketing and business development
organizations consisted of 68 individuals as of August 31, 1999.

Our sales, marketing and distribution approaches are designed to help customers understand both the
business and technical benefits of our software solutions. We conduct a variety of marketing programs
worldwide to educate our target market, create awareness and generate leads for our solutions. To
achieve these goals, we have engaged in marketing activities including e-business seminars, direct
mailings, print and online advertising campaigns and trade shows. These programs are targeted at key
information technology executives and business users, as well as chief information officers and other
senior executives. 45 Markets outside the United States are currently served by our direct sales offices
in the United Kingdom, France, Germany, Australia, Japan and South Africa. In addition, we have
established distribution relationships with CTC and KPMG, which distribute our software solutions in

Japan and Australia, respectively.

Research and Development

Our research and development group has been a critical component of our overall success. We believe
that we have built a reputation for delivering on our solution commitments in a timely manner. As of
August 31, 1999, the research and development group was comprised of 170 individuals in Cincinnati,
Atlanta, and Minneapolis. In addition, we have developed close alliances with a number of consulting
companies to provide additional staffing. These relationships allow us to increase our development

capacity as quickly as necessary to address new market and product demand.

The majority of our research and development group is organized around product offerings. Each of
these groups is responsible for the product management processes, strategy and release path, delivery,

and support of their respective applications. In addition to these groups, a centralized enterprise team



within research and development is responsible for maintaining consistency across these products
teams with respect to quality assurance and testing processes, documentation, application architecture,

and methodology.

The success of the research and development group is based on a consistent and well-defined
development methodology. This methodology enables the delivery of high-quality products in a timely
and predictable manner. It involves the traditional checkpoints of development processes such as
business requirements, functional and technical specifications, unit, string and integration test plans,
and regression analysis. In addition, we use a highly interactive review process to engage future users of
the product in the product release cycle through iterative prototypes to ensure the application design

goal is met.

In addition to the predictable delivery cycles, speed to market is critical to our success. We believe that
we have effectively used build, buy, and partner strategies over the past several years to expand our
solution offering. The key in using each of these strategies is the consistency in the underlying

technologies and an overall application architecture that allows modular design and development.

Research and development expenses were $9.5 million in 1997, $12.9 million in 1998 and $9.7 million
in the six months ended June 30, 1999. We believe that significant investments in research and
development are required to remain competitive. As a consequence, we intend to continue to increase

the absolute amount of our research and development expenditure.

Competition

The market for business-to-business software solutions is new, intensely competitive and rapidly
evolving. We expect competition to continue to increase both from existing competitors and new
market entrants. We encounter current competition from a number of different sources, including such
providers of supply chain software products as SAP, IBM, Manhattan and JDA Software Group, and, as
we develop our global business-to-business electronic commerce network, we expect to face potential
competition from business-to-business electronic commerce companies, including Ariba, Broadvision,
Commerce One and i2 Technologies. We believe that our ability to compete depends on many factors

both within and beyond our control, including:

- the ease of use, performance, features, price and reliability of our solutions as compared to those of

our competitors;

- the timing and market acceptance of new solutions and enhancements to existing solutions developed

by us and our competitors;

- the quality of our customer service; and - the effectiveness of our sales and marketing efforts.



Proprietary Rights and Licensing

Our success and ability to compete are dependent in part on our ability to develop and maintain the
proprietary aspects of our technology. We rely on a combination of patent, trademark, trade secret, and
copyright law and contractual restrictions to protect the proprietary aspects of our technology. We seek
to protect our source code for our software, documentation and other written materials under trade
secret and copyright laws. We license our software under signed license agreements, which impose
restrictions on the licensee's ability to utilize the software. Finally, we seek to avoid disclosure of our
intellectual property by requiring employees and consultants with access to our proprietary

information to execute confidentiality agreements with us and by restricting access to our source code.

We rely on technology that we license from third parties, including software that is integrated with
internally developed software and used in our line of products to perform key functions. For example,
we license the ACUMATE Import 2000 component software from Lucent and the DSS Web from
MicroStrategy. In addition, we will enter into a technology license agreement with HNC, giving us a
license to specified HNC predictive technology. If we are unable to continue to license any of this
software, we will face delays in releases of our software until equivalent technology can be identified,
licensed or developed, and integrated into our current product. These delays, if they occur, could

seriously harm our business.

There has been a substantial amount of litigation in the software and Internet industries regarding
intellectual property rights. It is possible that in the future third parties may claim that we or our
current or potential future software solutions infringe on their intellectual property. We expect that
software product developers and providers of electronic commerce products will increasingly be
subject to infringement claims as the number of products and competitors in our industry segment
grows and the functionality of products in different industry segments overlaps. Any claims, with or
without merit, could be time-consuming, result in costly litigation, cause product shipment delays or
require us to enter into royalty or licensing agreements. Royalty or licensing agreements, if required,

may not be available on terms acceptable to us or at all, which could seriously harm our business.

Legal Proceedings

From time to time we have been subject to legal proceedings and claims in the ordinary course of

business. Although we are not currently involved in any material legal proceedings.

Employees

At August 31, 1999, we had a total of 350 employees, 322 of whom were based in the United States
and 28 of whom were based in Europe, Asia and Australia. Of the total, 170 were in research and

development, 68 were engaged in sales, marketing and business development, 76 were engaged in



consulting services, customer support and training, and 36 were in administration and finance. None of
our employees are subject to a collective bargaining agreement and we believe that our relations with

our employees are good.

Facilities

Our principal administrative, sales, marketing, and research and development facility occupies
approximately 69,971 square feet in Minneapolis, Minnesota under a lease that expires on August 31,
2004. We also have regional offices located in Atlanta, Georgia, Chicago, Illinois, Cincinnati, Ohio,
Australia, France and the United Kingdom. We believe that our existing facilities are adequate for our
current needs and that suitable additional or alternative space will be available in the future on

commercially reasonable terms as needed.

Management

Executive Officers and Directors

Our executive officers and directors and other key employees, and their ages as of July 31, 1999, are as

follows:

Name Age Position

John Buchanan............cciiiiiin... 42 Chairman, Chief Executive Officer and Director

Gordon MassOoN.......veeeeenennnnnnnnn 44 President

John L. Goedert.........coivuvunn. 34 Senior Vice President, Research & Development and
Director

Gregory A. Effertz................... 37 Vice President, Finance & Administration, Chief
Financial Officer, Treasurer, Secretary and Director

David A. J. Bagley........coiin.... 34 Vice President, Product Strategy & Marketing

Victor Holysh......... ... 40 Vice President, Services

Duncan B. Angove.........cciiiiinn. 33 Vice President, E-Business

John Buchanan joined us in May 1995 and is currently our Chairman and Chief Executive Officer.
From October 1991 to May 1995, he served as President of Transpacific Information Systems Inc., a
technology investment company principally involved in introducing internationally developed
software products into North America. Mr. Buchanan holds a Bachelor of Commerce degree in

Accounting and Computer Systems from the University of Otago, New Zealand.

Gordon Masson has been our President since July 1999. He served as our Senior Vice President, Sales
since August 1995. Prior to joining Retek from 1983 to 1995, he was with Comshare, Inc., a decision
support software company, serving most recently as Vice-President. Mr. Masson holds a BACC degree

in accounting and law from Glasgow University and he is a certified chartered accountant.



John L. Goedert joined us in June 1996 as our Senior Vice President, Research and Development. From
1987 to 1996, Mr. Goedert was with Andersen Consulting's Consumer Products Practice, specifically in
retail and distribution, serving most recently as Senior Manager. Mr. Goedert holds a Bachelor of

Business Administration in Finance from Iowa State University.

Gregory A. Effertz joined us in March 1997 as our Vice President, Finance and Administration and
Chief Financial Officer. From 1988 to 1997, Mr. Effertz was with American Paging, Inc., a paging
service provider, serving most recently as Executive Director, Sales and Marketing, Corporate
Controller and Treasurer. Mr. Effertz is a certified public accountant certificate holder and holds a
Bachelor of Business Administration in Accounting and Management Information Systems from the

University of Wisconsin -- Eau Claire.

David A. J. Bagley joined us in May 1997 as Vice President, Services and is currently Vice President,
Product Strategy and Marketing. From 1989 to 1997, Mr. Bagley was with Andersen Consulting's
Consumer Products Practice, serving most recently as Senior Manager. Mr. Bagley holds a Master of

Arts in Classics from St. Anne's College, Oxford University.

Victor Holysh joined us in June 1998 as our Vice President, Services. Prior to joining us, Mr. Holysh
was a partner at Sierra Systems Consultants, Inc. in Toronto, Canada, a systems integration and
implementation firm. From 1988 to 1996, Mr. Holysh was with SFG Technologies Inc., a software and
related services company for local government applications, where he served in several capacities,
including Chief Financial Officer and Managing Director of SFG New Zealand. Mr. Holysh holds a
Bachelor of Science in Computer Science and a Masters of Business Administration from the
University of Toronto. He is a member of the Canadian Institute of Chartered Accountants and is a

Certified Management Consultant.

Duncan B. Angove joined us in September 1997 and is currently Vice President, E-Business. Prior to
joining Retek from 1994 to 1997, he served as a consultant with Andersen Consulting's Consumer
Products Practice, specifically in retail and distribution, and from 1991 to 1994 as Information
Technology Manager of TaiTai Retail Import Export, a furniture import/export company. Mr. Angove
holds a BSC Economics degree from the University College London.

Board of Directors

Currently, our board of directors is made up of Mr. Buchanan and Mr. Effertz. Prior to the completion
of this offering, Mr. Effertz will resign and our board of directors will have seven members, including
our chairman and chief executive officer, Mr. Buchanan, three individuals who are currently executive
officers and directors of HNC, and three independent directors. Our board of directors will be divided
into three classes serving staggered terms. Directors in each class will be elected to serve for three year
terms and until their successors are elected or qualified. Each year, the directors of one class will stand
for election as their terms of office expire. The Class I directors will have terms of office expiring in
2000; the Class II directors will have terms of office expiring in 2001; and the Class III directors will

have terms of office expiring in 2002.



Commuittees of the Board of Directors

Audit Committee

The responsibilities of the audit committee include recommending to the board of directors the
independent public accountants to be selected to conduct the annual audit of our accounts; reviewing
the proposed scope of such audit and approving the audit fees to be paid; and reviewing the adequacy
and effectiveness of our internal auditing, accounting and financial controls with the independent
public accountants and our financial and accounting staff. The members of the audit committee will be

one independent director and one director appointed by HNC.

Compensation Committee The compensation committee is responsible for establishing certain
compensation policies consistent with corporate objectives and stockholder interests. The
compensation committee has responsibility for approving and/or recommending to the board of
directors levels of compensation for our senior executives. The compensation committee also
administers certain grants under the Company's stock-based and other performance-based incentive
compensation plans and adopts and/or recommends to the board of directors new plans or changes in
compensation programs. No member of the compensation committee may be an employee of Retek,
HNC or any Retek subsidiary. The members of the compensation committee will be one independent
director and one director appointed by HNC.

The board of directors may, from time to time, establish certain other committees to facilitate the

management of Retek.

Stock Ownership of Directors and Executive Officers

All of our common stock is currently owned by HNC, and thus none of our officers or directors owns
any of our common stock. To the extent our directors and officers own shares of HNC common stock at
the time of the distribution, they will participate in the distribution on the same terms as other holders

of HNC common stock.

The following table sets forth the number of shares of HNC common stock beneficially owned on June
30, 1999 by each director, each of the executive officers named in the Summary Compensation Table in
the "-- Executive Compensation" section below, and all of our directors and executive officers as a
group. Except as otherwise noted, the individual director or executive officer or their family members
had sole voting and investment power with respect to such securities. The total number of shares of
HNC common stock outstanding as of June 30, 1999 was 24,064,061.

SHARES OF HNC BENEFICIALLY OWNED NAME OF BENEFICIAL OWNER NUMBER
PERCENTAGE

John Buchanan(d) ... vuur ittt ettt ettt eneeeeanan 63,128 *
GOTdon Masson(2) . i vt i ittt ettt e e e e e e 27,670 *
John L. Goedert(8) . vttt ettt ettt ettt eeeeeeeenn 31,392 *
David A. J. Bagley(4) e en ittt it i iiein e innneaanns 15,636 *
Gregory A. Effertz(5)...uu ittt ittt inienennenn 15,127 *



All directors and executive officers as a group (seven
PEISONS ) (6) ettt ettt ettt ettt et ettt 162,110 *

* Represents holdings of less than one percent.

(1) Includes 62,500 shares issuable upon exercise of stock options exercisable within 60 days of June

30, 1999.

(2) Includes 26,875 shares issuable upon exercise of stock options exercisable within 60 days of June
30, 1999.

(3) Includes 31,392 shares issuable upon exercise of stock options exercisable within 60 days of June

30, 1999.

(4) Includes 14,500 shares issuable upon exercise of stock options exercisable within 60 days of June
30, 1999.

(5) Includes 14,500 shares issuable upon exercise of stock options exercisable within 60 days of June
30, 1999.

(6) See notes 1 through 5. Also includes 2,500 shares issuable upon exercise of stock options held by
Duncan B. Angove and 6,250 shares issuable upon exercise of stock options held by Victor Holysh
exercisable within 60 days of June 30, 1999.

Compensation Committee

In the fiscal year ended December 31, 1998, we did not have a compensation committee or any other
committee serving a similar function. Decisions as to the compensation of our executive officers were

made by the compensation committee or the board of directors of HNC.

Director Compensation

Directors who are not employees of Retek or HNC are referred to as independent directors and will be
reimbursed for reasonable expenses incurred in attending board of director or committee meetings. In
addition, our independent directors will be granted options to purchase 25,000 shares of our common
stock pursuant to our 1999 Directors Stock Option Plan (described below) upon their initial election to
our board of directors and annual grants of options to purchase 7,500 shares of our common stock so

long as they remain on our board.



Executive Compensation

Summary Compensation Table

The following table sets forth information regarding compensation for the fiscal year ended December
31, 1998 paid for services rendered by our chairman and chief executive officer and our four other
highest-paid executive officers who earned more than $100,000 during the fiscal year ended December

31, 1998. We collectively refer to these individuals as the named executive officers.

LONG-TERM
ANNUAL COMPENSATION COMPENSATION
NUMBER OF
SECURITIES
SALARY BONUS UNDERLYING
NAME AND PRINCIPAL POSITIONS $) ($) OPTIONS(1)
John Buchanan Chairman and Chief Executive Officer........ccccucu...... 200,000 97,500 30,000 Gordon
Masson President... . eenenreereeeeeeeereeeenss 150,000 170,035 37,500 John L. Goedert Senior Vice
President, Development.........ccccceuuuue.. 150,000 90,000 35,000 David A. J. Bagley Vice President,
Product Strategy and Marketing............ 130,000 85,000 8,000 Gregory A. Effertz Vice President,
Finance & Administration, Treasurer, Secretary and Chief Financial Officer......c.coeevvuvvrurinincncnes 120,000

60,000 8,000 (1) This reflects options to acquire shares of HNC common stock. We will offer our

employees the opportunity to either cancel their HNC options which are projected to be unvested as of
March 31, 2000 and to receive grants of options to purchase our common stock or to retain their HNC
options. Under the current HNC option plan, unvested HNC options will be canceled at the date of the

distribution or at any time that HNC owns less than 50% of our common stock.

Hnec Stock Option Grants in Fiscal 1998

The following table sets forth information regarding stock options covering HNC common stock
granted to the named executive officers during the fiscal year ended December 31, 1998. The dollar
amounts under these columns are the result of calculations at the 5% and 10% rates required by the
Securities and Exchange Commission for the option term and therefore are not intended to and may

not accurately forecast possible future appreciation, if any, of HNC's common stock price.

INDIVIDUAL GRANTS(1)

---------------------------------------------------- POTENTIAL

REALIZABLE
% OF TOTAL VALUE AT

ASSUMED

NUMBER OF OPTIONS ANNUAL RATES
OF STOCK

SECURITIES  GRANTED TO PRICE
APPRECIATION FOR

UNDERLYING  EMPLOYEES EXERCISE OPTION

TERM
OPTIONS IN FISCAL PRICE ($ PER  EXPIRATION  -------------—-



NAME GRANTED YEAR SHARE) DATE 5% ($)
10% ($)

John Buchanan..................... 30,000(2) .90 32.00 2/23/08 603,840
1,530,240

Gordon Masson...........coivuuinn. 37,500(2) 1.13 32.00 2/23/08 754,800
1,912,800

John L. Goedert................... 35,000(2) 1.05 32.00 2/23/08 704,480
1,785,280

David A. J. Bagley................ 8,000(2) .24 32.00 2/23/08 161,024
408,064

Gregory A. Effertz................ 8,000(2) .24 32.00 2/23/08 161,024
408,064

(1) We will offer our employees the opportunity to either cancel their HNC options which are projected
to be unvested as of March 31, 2000 and to receive grants of options to purchase our common stock or
to retain their HNC options. Under the current HNC option plan, unvested HNC options will be
canceled at the date of the distribution or at any time that HNC owns less than a 50% of our common
stock. 51 (2) The options became exercisable with respect to one-fourth of the shares covered thereby
on February 23, 1999 and will become exercisable with respect to one-fourth of the shares covered
thereby on each of February 23, 2000, 2001 and 2002.

Aggregated Hnc Option Exercises in Last Fiscal Year and
Fiscal Year-end Option Values

The following table sets forth information with respect to the named executive officers concerning
unexercised stock options to purchase HNC common stock held as of December 31, 1998. The "value
realized" figures are based on the fair market value of HNC stock at the exercise date, minus the per
share exercise price, multiplied by the number of shares exercised. The "value of unexercised in-the-
money options at December 31, 1998" figures in the right-hand column are based on the market value
of HNC stock at December 31, 1998 of $40.438 per share, minus the per share exercise price,
multiplied by the number of shares issued upon exercise of the option.
NUMBER OF SECURITIES
NUMBER OF SHARES UNDERLYING UNEXERCISED VALUE OF

UNEXERCISED IN-

ACQUIRED ON EXERCISE OPTIONS AT THE-
MONEY OPTIONS AT

---------------------------- DECEMBER 31, 1998
DECEMBER 31, 1998

VALUE =~ ——mmmmmmmmmm e e
NAME EXERCISED (#) REALIZED ($) EXERCISABLE UNEXERCISABLE EXERCISABLE
UNEXERCISABLE
John Buchanan................. 0 0 55,000 85,000 546,590
799,730
Gordon Masson..........oveunn. 27,344 1,120,512 12,500 60,000 157,975
630,030
John L. Goedert............... 12,000 432,000 14,261 59,261 359,344
810,304
David A. J. Bagley............ 0 0 6,250 26,750 61,331

251,498



Gregory A. Effertz............ 0 0 6,250 26,750 92,581
345,248

Treatment of Outstanding Stock Options

In connection with our separation from HNC, our executive officers and other employees will be given
the opportunity to receive options to purchase our common stock in exchange for their agreeing to
cancel their outstanding options to purchase HNC common stock which are scheduled to be unvested
as of March 31, 2000. Unvested options to purchase HNC common stock held by our participating
employees which are not canceled pursuant to this option exchange will continue to vest through
March 31, 2000 and those options which are vested as of March 31, 2000 will continue to be
exercisable for 90 days following the completion of our separation from HNC, at which time they will
terminate. Options to purchase our common stock which are granted in exchange for the cancellation
of options to purchase HNC common stock will be granted under our 1999 Equity Incentive Plan,
which is described below at an exercise price to be determined. It is anticipated that these options will
vest 25% on the first anniversary of the date of grant and thereafter at the rate of 1/48 of the amount
of the original grant on a monthly basis for 36 months.

Certain Arrangements Involving Stock Options

If HNC has received a written ruling from the Internal Revenue Service that the distribution qualifies
for tax-free treatment under Section 355 of the Internal Revenue Code, and HNC fails to complete the
distribution within 120 days after the first date that HNC is eligible to effect the tax-free distribution,
John Buchanan and three other executive officers to be chosen by Mr. Buchanan, will receive a 12-
month credit to the vesting schedule of their Retek stock options. In addition, if at the time of this
accelerated vesting, Mr. Buchanan and the three other chosen executives execute two-year non-

compete agreements with Retek, their vesting schedules will be credited by an additional 12 months.

Employment Agreement

We have an employment agreement with Mr. Buchanan that expires on November 29, 1999. The
employment agreement provides that Mr. Buchanan serve as chief executive officer at an initial annual
salary of $120,000 plus a possible annual bonus. Pursuant to his employment agreement, Mr.
Buchanan was granted an option to purchase up to 110,000 shares of HNC common stock at an
exercise price equal to fair market value on the date of grant. The options vest over a four-year period
at the rate of 25% per year. Mr. Buchanan is also eligible to participate in HNC's employee benefit

plans.

If Mr. Buchanan's employment is terminated by the company without cause or due to his death or
disability, he is entitled (1) to continue to be paid his then-current base salary for the lesser of six

months or the remainder of the term of the employment agreement and (2) to be paid any unpaid



bonus that is both due and payable to him and which is not subject to any unsatisfied conditions or

contingencies.

Mr. Buchanan also is subject to an employee invention assignment and confidentiality agreement.
Employee Benefit Plans

Retek 1999 Equity Incentive Plan

We intend to adopt, and we expect our current sole shareholder HNC to approve, the 1999 Equity
Incentive Plan in order to provide grants of stock options, stock appreciation rights, restricted stock
and stock bonuses to employees, officers, directors, consultants, independent contractors and advisors
of Retek or any parent, subsidiary or affiliate of Retek. A total of 9,000,000 shares of our common
stock will be reserved for issuance under the equity incentive plan, with an annual increase to be added
on January 1 of each year, commencing January 2001, equal to the least of: (a) 4% of the total
outstanding shares as of such January 1, (b) 2,000,000 shares, or (c) an amount of shares determined by

the board of directors.

Administration of the Equity Incentive Plan The compensation committee of the board of directors
will administer the equity incentive plan. The committee will have the power to construe, interpret and
correct any defects in the equity incentive plan or any related document; prescribe, amend and rescind
rules and regulations relating to the equity incentive plan; determine the form and terms of the awards
made under the equity incentive plan, including selecting persons eligible to receive such awards,
whether such awards have been earned and the number of shares or other consideration subject to such

awards; and grant waivers of any plan or award conditions and vary the terms of the award.
Options

The compensation committee will determine the exercise price of each option when the option is
granted. The exercise price may not be less than 85% of the fair market value of our common stock on
the date of grant. With respect to options intended to qualify as "incentive stock options” within the
meaning of section 422 of the Internal Revenue Code, the exercise price must be at least equal to the
fair market value of our common stock on the date of grant. The term of the options may not be more

than ten years.

Options granted under the equity incentive plan are forfeited within three months (or a shorter or
longer period as determined by the compensation committee) of the optionee's termination as an
employee of our company for reasons other than death or disability. If termination of employment is
due to death or disability, the options will be forfeited within 12 months of such termination. In no
event will the options be exercisable later than their expiration date. If an option holder's employment

is terminated for "cause," all of that individual's options will expire.



The aggregate fair market value of shares with respect to which incentive stock options are exercisable
for the first time by an optionee during a calendar year may not exceed $100,000. 53 Stock
Appreciation Rights Stock appreciation rights may be granted alone, in addition to other awards or in
tandem with stock options. The compensation committee will fix the exercise price per share covered
by stock appreciation rights at the time of grant in accordance with the method it specifies at the time
of grant. The exercise price may not be less than 85% of the fair market value of our common stock on
the date of the grant. If granted in tandem with a stock option, stock appreciation rights will cover the
same number of shares as covered by the stock option (or less if so determined by the compensation
committee), shall be exercisable at the same time or times and to the extent as the related stock option
will be exercisable and shall have the same term and exercise price as the related stock option. Upon
exercise of a stock appreciation right granted in tandem with an option, the related option will be
canceled automatically to the extent of the number of shares covered by such exercise. Likewise, upon
exercise of a stock appreciation right, the tandem option associated with that stock appreciation right

will be canceled.
Restricted Stock

Restricted stock will be offered to participants at a purchase price to be determined by and subject to
the terms and conditions established by the compensation committee. Such shares will be subject to
restrictions on transfer and other incidents of ownership for such periods of time, and to such
conditions of vesting, as determined by the compensation committee and set forth in the award
agreement. The share certificates representing the appropriate number of shares granted to the
participant will be registered in the name of the participant but held by us. We may take any actions we
deem necessary to restrict the transfer of such unvested restricted stock. Other than these restrictions
on transfer and other restrictions as determined by the compensation committee and set forth in the
award agreement, a participant will have the rights of a stockholder, including the right to receive

dividends and to vote.
Stock Bonuses

Stock bonuses may be performance based. The compensation committee will have the discretion to
determine the number of shares to be awarded, whether such award should be in the form of restricted
stock, the nature, length and starting date of the relevant performance periods, the performance
criteria and the number of shares to be granted to a participant. The earned portion of a stock bonus
may be paid currently or on a deferred basis with such interest or dividend equivalent as determined by
the compensation committee. If employment of a participant is terminated during a performance
period for any reason, such participant will be entitled to payment with respect to the stock bonus only
to the extent earned as of the date of termination in accordance with the relevant performance stock

bonus agreement, unless the compensation committee determines otherwise.

Non-Transferability of Awards Awards granted under the equity plan are generally not transferable by
the grantee and each award is exercisable during the lifetime of the grantee only by such grantee. Any

elections regarding the awards may be made only by the grantee.



Adjustments upon Merger or Change in Control The equity incentive plan provides that, in the event
of a change in control we may provide for the assumption or substitution in or conversion or
replacement of awards under the equity incentive plan. The plan defines change in control to include
the dissolution or liquidation of our company, a merger or consolidation in which our company is not
the surviving corporation, a merger in which our company is the surviving corporation but after which
our stockholders cease to own their shares or other equity interests in our company, the sale of all or
substantially all the assets of our company and the acquisition, sale or transfer of more than 50% of the
outstanding shares of our company's common stock by tender offer or similar transaction. In the event
of a transaction involving a change in control, the compensation committee may accelerate the vesting
of any and all awards prior to such change in control and any options not exercised prior to the
consummation of the change in control shall expire. If a participant's employment by our company or
any subsidiary or affiliate is terminated other than for cause within 24 months after a change in control,
all such participant's options and stock appreciation rights will become immediately exercisable, all
restrictions and conditions of awards of restricted stock and stock bonuses held by such participant

will lapse and all performance criteria applicable to any award will be deemed to be fully achieved.

Amendment and Termination of the 1999 Equity Incentive Plan Unless terminated sooner, the equity
incentive plan will terminate automatically ten years from the date of its adoption by the board of
directors or, if earlier, from the date of stockholder approval. The board of directors may at any time
terminate or amend the plan or any related document, except that the board of directors may not make

any amendments that would require stockholder approval without such approval.

Retek 1999 Employee Stock Purchase Plan

We intend to adopt, and we expect our sole shareholder HNC to approve, the 1999 Employee Stock
Purchase Plan in order to provide an additional incentive for our employees to invest in our common
stock. A total of 700,000 shares of our common stock will be reserved for issuance under the purchase
plan, with an annual increase to be added on January 1 of each year beginning January 1, 2001, equal
to the lesser of: (a) 1.0% of the total outstanding shares as of such January 1, (b) 600,000 shares or (c)

an amount of shares determined by the board of directors.

Administration of the Purchase Plan A committee of the board of directors will administer the
purchase plan. All questions of interpretation and application of the purchase plan will be determined

by the board of directors.

Eligibility to Participate All employees of our company and participating subsidiaries will be eligible to

participate, except that the following individuals may not participate in the plan:

(1) employees who are not employed by our company or a participating subsidiary ten days before the
beginning of an offering period (defined as a period of 24 months' duration commencing on November
1 and May 1 of each year and ending on October 31 and April 30, respectively), except those

employees who are employed on the effective date of this registration statement;

(2) employees who are customarily employed for less than 20 hours per week;



(3) employees who are customarily employed for less five months in a calendar year;

(4) employees who own stock or options to purchase stock possessing five percent or more of the total
combined voting power or value of all classes of stock of our company or any of its participating

subsidiaries; and (5) independent contractors.
Purchases

Enrollment by an eligible employee in the purchase plan with respect to an offering period will
constitute a grant to such employee of an option to purchase on the purchase date (defined as the last
day of any of the four six-month purchase periods which constitute an offering period) up to that
number of shares, subject to certain maximum limits, obtained by dividing: (1) the amount
accumulated in such employee's payroll deduction account during such purchase period; by (2) the
lower of: (a) 85% of the fair market value of a share of our common stock on the first business day of
any offering period, or (b) 85% of the fair market value of a share of our common stock on the purchase
date. The price of stock purchased under the purchase plan will be 85% of the lower of: (1) the fair
market value on the first business day of any offering period; and (2) the fair market value on the

purchase date. The purchase price will be paid through payroll deductions.
Restrictions

For any particular calendar year, no employee may purchase stock under the purchase plan at a rate
which, when aggregated with such employee's right to purchase stock under all other purchase plans of
our company or our parent or subsidiaries, exceeds $25,000 in fair market value as of the first business
day of any offering period. A maximum of 200% of the number of shares determined by using 85% of
the fair market value of share as of the first business day of any offering period as the denominator may
be purchased by an employee on a single purchase date. No employee may purchase more than a

maximum number of shares fixed by the committee on a single purchase date.
End of Participation

If an employee's employment terminates for any reason, including retirement, death or the employee
fails to remain an eligible employee, that employee may no longer participate in the plan. If an
employee's participation in the purchase plan ends, we will promptly distribute all accrued employee
contributions without interest. A withdrawing employee will not be able to participate in the purchase

plan until the offering period commencing on the next date after such withdrawal.

Adjustments upon Merger of Change in Control The purchase plan will provide that if we are
liquidated or dissolved, the committee may terminate the plan immediately. In the event of a merger or
consolidation in which our company is not the surviving corporation, a merger in which our company
is the surviving corporation but after which our stockholders cease to own their shares or other equity
interests in our company, the sale of all or substantially all the assets of our company or the acquisition,
sale or transfer of more than 50% of the outstanding shares of our common stock by tender offer or
similar transaction, the purchase plan will continue with regard to the offering periods that
commenced prior to the closing of the proposed transaction and shares will be purchased based on the

fair market value of the surviving corporation's stock.



Non-Assignability of Rights An employee may not transfer rights granted under the purchase plan

other than by will or the laws of descent and distribution.

Amendment and Termination of the Purchase Plan Unless terminated sooner, the purchase plan will
terminate automatically ten years from the date of its adoption by the board of directors. The board of

directors has the authority to amend or terminate the purchase plan at any time.

Retek 1999 Director Stock Option Plan

We intend to adopt the 1999 Directors Stock Option Plan to provide grants of non-qualified stock
options to our directors who are not our employees, or employees of HNC, it subsidiaries or affiliates. A
maximum of 400,000 shares of our common stock may be issued to the under the directors stock

option plan.

Administration of the 1999 Directors Stock Option Plan A committee of our board of directors, or the
board of directors acting as the committee, will administer the directors stock option plan. The
committee has the authority to interpret and construe the provisions of the directors stock option

plan.

Terms and Conditions of Options The exercise price of the options will equal the fair market value of
our common stock on the date of grant. The term of the options may not be more than ten years. The

directors stock option plan provides for an initial grant of 25,000 to be made on the later of:

- the effective date of the plan; and - the date a director first becomes a member of our board of

directors.

Succeeding grants of options to buy 7,500 shares of our common stock will be made on each
anniversary date of the initial grant. The optionees have the option to defer the receipt of shares
otherwise deliverable upon the exercise of an option. Options vest entirely at the end of a period of one

year from the date of grant.

All unvested options held by a director will be forfeited upon the director's termination of service. In
the event of termination of service due to reasons other than death or disability, all vested options
must be exercised within seven months of such termination. In the event of termination of service due
to death or disability, all vested options must be exercised within 12 months of such termination. In no

event will the options be exercisable later than their expiration date.

Non-Transferability of Options Options granted under the directors stock option plan are generally not
transferable by the optionee and each award is exercisable during the life time of the optionee only by
such optionee or by the optionee's guardian or legal representative, unless otherwise determined by the

committee.

Adjustments upon Merger or Change in Control The directors stock option plan provides that in the

event of:

- our dissolution or liquidation;



- amerger or consolidation in which we are not the surviving corporation;

- a merger in which we are the surviving corporation, but after which our stockholders cease to own

share or other equity interests in us;

- the sale of all or substantially all of our assets; or - an acquisition, sale or transfer of more than 50% of
the outstanding shares of our common stock by tender offer or similar transaction, the vesting of all
options granted pursuant to the directors stock option plan will accelerate and the options will become
exercisable in full prior to the consummation of such event, at such time and on such conditions as the

committee determines.

Amendment and Termination of the 1999 Directors Stock Option Plan Unless terminated sooner, the
directors stock option plan will terminate automatically ten years from its effective date. Our board of

directors may at any time terminate or amend this plan.

Certain Transactions

We have set forth below a summary description of the separation agreement and the key related
agreements that we expect to enter into with HNC prior to this offering. This description, which
summarizes the material terms of such agreements, is not complete. You should read the full text of
these agreements, which will be filed with the Securities and Exchange Commission as exhibits to the

registration statement of which this prospectus is a part.

We intend to enter into agreements with HNC that provide for the separation of our business from
HNC. In particular, we intend to enter into a separation agreement, a corporate rights agreement, a
services agreement, a technology license agreement and a tax sharing agreement with HNC necessary
to effect the separation. These agreements will not be conditioned upon the consummation of the
distribution and govern, among other things, our respective rights and duties with respect to specified
offerings of our common stock and other securities, including this offering, and specified matters
relating to the distribution. These agreements will also set forth specified covenants that we will agree
to for various periods following this offering. Although HNC has announced that, subject to the
satisfaction of specified conditions, it currently plans to complete the distribution, and although we
intend to agree to cooperate with HNC to complete the distribution if HNC elects to do so, HNC will
not be obligated to carry out the distribution. Thus, we cannot assure you as to whether or not the

distribution will occur, when it would occur or what the terms of the distribution will be if it occurs.

Separation Agreement

The separation agreement will cover the principal corporate transactions required to effect the transfer
of assets and the assumptions of liabilities necessary to separate our company from HNC and certain

other agreements governing our relationship after the separation.



Transfer of assets and assumption of liabilities. HNC will transfer, or agree to transfer, all of the shares
of the outstanding common stock of Retek Information Systems and other assets to us and we will
assume or agree to assume, and will agree to pay, perform, satisfy and discharge on a timely basis
specified liabilities in accordance with their terms. Except as expressly stated in the separation
agreement or in any related agreement, HNC will not make any representation or warranty to us with

respect to any asset and the assets are being transferred to us on an "as is, where is" basis.

Offerings of securities of Retek and the distribution. We intend to agree that we will cooperate with

HNC in all respects to accomplish:

- any primary offerings of our common stock and other securities prior to the distribution; and - the

distribution.

We will also agree that, at HNC's direction, we will promptly take all actions necessary or desirable to
effect these transactions. HNC will have the sole discretion to decide whether or not to proceed with
the distribution and to determine all terms of the distribution, including the form, structure and terms
of any transaction and/or offering to effect the distribution and the timing of and conditions to the

completion of the distribution.

Covenants and indemnification regarding the distribution. The separation agreement will contain
provisions that restrict our ability to take specified actions following the distribution that, if taken,
would cause the distribution to become taxable to HNC or its stockholders. In particular, under the
separation agreement, we will agree on behalf of ourselves and our affiliates not to, generally during the
two-year period immediately following completion of the distribution:

- sell a substantial portion of our assets;
- voluntarily dissolve or liquidate;

- Fail to maintain the active conduct of our business - solicit any person to make a tender offer for any

of our equity securities;
- participate in or support any unsolicited tender offer for our equity securities;

- approve any proposed business combination or any transaction which would result in any person or
persons acquiring in the aggregate, directly or indirectly, a 50% or greater interest (within the meaning

of Section 355(e) of the Internal Revenue Code) in us;

- issue any equity securities (except pursuant to the exercise of employee stock options) that, including
the shares of common stock sold in this offering would result in the acquisition in the aggregate,
directly or indirectly, by any person or persons of a 50% or greater interest (within the meaning of

Section 355(e) of the Internal Revenue Code) in us;

- take any action that violates or is inconsistent with the information, representations or covenants
contained in the initial ruling submission or any supplemental ruling submission filed with the Internal

Revenue Service regarding the distribution;



- engage in any agreement, understanding, arrangement or negotiation, directly or indirectly with any

person or persons with respect to any of the actions described above;

unless (1) HNC expressly consents in writing to such actions, which consent may be withheld by HNC
in its sole discretion taking into account solely the preservation of the tax-free treatment of the
distribution or (2) HNC obtains a supplemental ruling from the Internal Revenue Service that the

action will not affect the tax-free nature of the distribution.

Under the terms of the separation agreement, we will be required to indemnify HNC, on an after-tax
basis, from any taxes imposed on HNC with respect to the distribution as a result of our taking any of
the above actions, or any transaction or event occurring after the distribution that involves the stock,
assets or business of us or any of our affiliates, whether or not those actions are consented to or

addressed in a supplemental ruling.

The limitations on the issuance of shares of our capital stock and other restrictions discussed above

could have a negative impact on our financial flexibility following a tax-free distribution.

Indemnification. We intend to agree to indemnify and hold harmless HNC and its affiliates and their
respective officers, directors, employees, and other related parties against any liabilities, damages,

claims and expenses arising out of or relating to:

- our past, present and future assets, businesses and operations and other assets, businesses and
operations managed by us or by persons previously associated with us; and - payments, expenses and
costs paid by HNC to a third party associated with the transfer of our assets, businesses and operations

from HNC entities to Retek and its subsidiaries.

HNC will similarly agree to indemnify us, some of our affiliates and our officers, directors, employees
and other related parties against any liabilities, damages, claims and expenses arising from HNC's past,
present and future assets, businesses and operations, except for assets, businesses and operations for
which we have agreed to indemnify HNC. In addition, the corporate rights agreement and the tax
sharing agreement referred to below will provide for indemnification between us and HNC relating to

the substance of those agreements.

Indemnification relating to this offering and other offerings. We will agree to indemnify HNC and some
of its affiliates against all liabilities arising out of any material untrue statements and omissions in any
prospectus or registration statement filed with the SEC relating to this offering or any other offering of
our common stock or our other securities prior to the date of the distribution or other similar

transaction.

However, our indemnification of HNC will not apply to liability arising from information supplied by
HNC in writing, excluding information relating to us. HNC will agree to indemnify us for material

untrue statements and omissions contained in HNC-supplied information, subject to some limitations.

Release relating to actions by HNC related to HNC's and our assets, businesses and operations. Except
for the rights and obligations of HNC and us arising from the agreements between us relating to this

offering or the distribution, we will release HNC and its subsidiaries and affiliates and their respective



officers, directors, employees and other related parties for all losses for any and all past actions and
failures to take actions relating to HNC's and our assets, businesses and operations. HNC will similarly

release us.

Expenses. In general, unless otherwise provided for in the separation agreement or any other
agreement, we will pay the costs and expenses incurred in connection with any offering of our
securities prior to the distribution or other similar transaction, including this offering, and the

distribution.

Access to information. Generally, we and HNC will agreed, for a specified time period, to provide each
other, upon request and subject to specified conditions, with access to information relating to our
respective assets, business and operations. We and HNC will also agree to keep our books and records
for a specified period of time. Also, we and HNC will agree to cooperate with each other with respect to
any claims brought against the other relating to the conduct of our business prior to completion of the

distribution.

Corporate Rights Agreement

We intend to enter into a corporate rights agreement with HNC which will set forth certain covenants
we will agree to for various time periods following this offering and will and provide HNC with certain

registration rights relating to the shares of our common stock it holds.

HNC options to purchase additional shares. We will grant to HNC a continuing option, assignable to
any of its subsidiaries and some of its affiliates, to purchase additional shares of our common stock
under specified circumstances. These options may be exercised immediately prior to the issuance of
any of our equity securities, other than in this offering or upon the exercise of the underwriters' over-

allotment option, and only to the extent necessary for HNC and its affiliates to maintain:

- control of us (within the meaning of Section 368(c) of the Internal Revenue Code of 1986), provided

such status has previously been maintained;

- our status as a member of the affiliated group of corporations (within the meaning of Section 1504 of
the Internal Revenue Code) of which HNC is the common parent, provided such status has previously

been maintained,;

- HNC's then-existing ownership percentage of our equity value; and - ownership of shares of our non-
voting capital stock (if any) to the extent, and only to the extent, necessary to own 80% of each

outstanding class of such stock.

The purchase price of the shares of common stock purchased upon any exercise of the options, subject
to specified exceptions, will be based on the then current market price of our common stock. These

options will terminate when HNC owns less than 50% of our equity value.



Registration rights. We intend to grant HNC registration rights that will require us, upon HNC's
request, to use our best efforts to register under the applicable federal and state securities laws any
shares of our common stock or other equity securities owned by HNC for sale in accordance with
HNC's intended method of disposition and to take other actions as necessary to permit the sale of that
stock in other jurisdictions, subject to specified limitations. HNC will also have the right to include the
shares of our stock or other equity securities it beneficially owns in other registrations of these equity
securities that we initiate under the Securities Act and state securities laws. Subject to specified
limitations, these registration rights will be assignable by HNC and its assigns. The corporate rights
agreement will also contain specified indemnification and contribution provisions pursuant to which
we and HNC will agree to indemnify each other and certain related parties for specified liabilities
arising from registrations of our securities that HNC or its assigns participate in (or, if such indemnity

is unavailable, to contribute to each other's liability).

Corporate governance. We will be governed by a board of directors consisting of at least seven
members, and for so long as HNC maintains beneficial ownership of at least 25% of the total number
of our outstanding shares of capital stock, we have agreed that at least three of those directors will be
designees of HNC. In addition, under the terms of the corporate rights agreement, we will agree that
the following corporate actions, including those taken by our subsidiary Retek Information Systems,

will require the approval of at least two of the HNC board designees:

- any acquisition or merger by us with or into another entity;

- the sale of all or substantially all of our assets;

- material change in the scope of our business;

- our liquidation or dissolution;

- any transaction that would decrease HNC's equity ownership in us;

- incurrence of annual capital expenditures in excess of $ above budgeted amounts approved by HNC;

- any issuance of capital stock by us, other than in connection with the offering or employee stock

option plan previously approved by HNGC;
- any incurrance of debt by us in excess of § ;

- the sale or purchase of any business or asset having a value of § above budgeted amounts approved by
HNG;

- the formation and structure of the committees of our board;

- the amendment or adoption by us of any employee benefit or stock option plan, other than those

previously approved by HNGC;

- any material change in the annual budget we submit to HNGC;



- any amendment to our certificate of incorporation or bylaws that would adversely affect HNC's rights
as our majority stockholder; and - the commencement or settlement by us of any litigation, except

where potential liabilities and expenses are expected to exceed § .
In addition, certain of the above listed matters will require the approval of HNC.

The approval of the HNC board designees will no longer be required when HNC owns less than 50% of

the outstanding shares of our capital stock.

Covenants. We will agree that, for so long as HNC maintains beneficial ownership of a majority of the

total number of our outstanding shares of common stock, we will, among other things:
- provide HNC with financial information regarding our company and our subsidiaries;

- provide HNC copies of all quarterly and annual financial information and other reports and
documents we intend to file with the SEC prior to the filing, as well as final copies upon filing; and -
cooperate with HNC and provide it with financial and other information about us to enable HNC to
timely prepare and file reports and filings it is required to make under applicable securities laws that

require HNC to incorporate financial and other information about us.

Other covenants. The corporate rights agreement will also provide that for so long as HNC maintains
beneficial ownership of a majority of the total number of our outstanding shares of common stock, we
may not take any action or enter into any commitment or agreement that may reasonably be

anticipated to result in a default by HNC of:
- any provision of HNC's certificate of incorporation or bylaws;

- any credit agreement or other material instrument binding upon HNGC; or - any judgment, order or

decree of any governmental body, agency or court having jurisdiction over HNC or any of its assets.

Services Agreement

We also intend to enter into a services agreement with HNC under which HNC will agree to provide to
us certain accounting, financial and tax services and employee benefit plan and insurance
administration. These services may be changed upon agreement between HNC and us. We will pay
HNC a fee for these services equal to HNC's cost in providing these services. The fee will be payable
monthly in arrears, 30 days after the close of each month. The services agreement will expire one year
after its effective date and any and all services can be earlier terminated by us upon 30 days' advance
notice or upon other specified conditions. We cannot assure you that we will be able to provide these
services internally or find a third party provider on acceptable terms, if at all, after the expiration of the

services agreement.



License Agreement

We and HNC will enter into a technology license agreement under which HNC will provide us with the
use of specific items of HNC's predictive software technology. The license will be non-exclusive,
perpetual, world-wide and royalty-free and will limit our use of this HNC technology to develop and
market products and services to retailers and their trading partners. Under the terms of the license
agreement, HNC will not be obligated to provide us any updates to their predictive software
technology. The license agreement will contain certain other provisions including prohibitions against

transfer of, and sublicensing of specified rights with respect to, HNC's technology.

Tax Sharing Agreement

Following this offering, we and our subsidiaries will continue to be included in the consolidated group
of HNC for US federal income tax purposes and the combined, consolidated or unitary group of HNC
for various state and local income tax purposes, or the consolidated group. Prior to the completion of
this offering, we and HNC will enter into a tax sharing agreement. For taxable years and portions of
taxable years prior to the date of this offering, HNC will pay all taxes for the consolidated group
including any liability resulting from adjustments to tax returns relating to those taxable years or
portions of those taxable years. We and our subsidiaries will continue to be liable for all taxes that are
imposed on a separate return basis or on a combined, consolidated or unitary basis on a group of
companies that includes only us and our subsidiaries. The tax sharing agreement will require us and
HNC to make payments to each other equal to the amount of income taxes which would be paid by us,
subject to some adjustments, as if we and each of our subsidiaries included in the consolidated group
were to file our own separate, combined, consolidated or unitary, federal, state and local income tax
returns for any taxable year or portion of any taxable year beginning after the date of this offering in

which we are included in HNC's consolidated group.

Treatment of Outstanding Stock Options

In connection with our separation from HNC, our executive officers and other employees will be given
the opportunity to receive options to purchase our common stock in exchange for their agreeing to
cancel their outstanding options to purchase HNC common stock which are scheduled to be unvested
as of March 31, 2000. Unvested options to purchase HNC common stock held by our participating
employees which are not canceled pursuant to this option exchange will continue to vest through
March 31, 2000 and those options which are vested as of March 31, 2000 will continue to be
exercisable for 90 days following the completion of our separation from HNC, at which time they will
terminate. Options to purchase our common stock which are granted in exchange for the cancellation
of options to purchase HNC common stock will be granted under our 1999 Equity Incentive Plan,
which is described below at an exercise price to be determined. It is anticipated that these options will
vest 25% on the first anniversary of the date of grant and thereafter at the rate of 1/48 of the amount

of the original grant on a monthly basis for 36 months.



Certain Arrangements Involving Stock Options

If HNC has received a written ruling from the Internal Revenue Service that the distribution qualifies
for tax-free treatment under Section 355 of the Internal Revenue Code, so that HNC and HNC's
stockholders will not recognize income for federal tax purposes as a result of the distribution, and HNC
fails to complete the distribution within 120 days after the first date that HNC is eligible to effect the
tax-free distribution, John Buchanan and three other executive officers to be chosen by Mr. Buchanan,
will receive a 12-month credit to the vesting schedule of their Retek stock options. In addition, if at the
time of this accelerated vesting, Mr. Buchanan and the three other chosen executives execute two-year
non-compete agreements with Retek, the vesting schedules will be credited by an additional 12

months.

Principal Stockholder

Prior to this offering, all of the shares of our common stock issued and outstanding were beneficially
owned by HNC. Immediately after completion of this offering, HNC will beneficially own shares of our
common stock, which will represent approximately % of our then outstanding common stock ( % if the
underwriters' over-allotment option is exercised in full). HNC's address is 15935 Cornerstone Court
West, San Diego 92121.

Except for HNC, we are not aware of any person or group that will beneficially own more than 5% of

the outstanding shares of our common stock following this offering.

Description of Capital Stock

We will file our amended and restated certificate of incorporation immediately prior to the completion
of this offering. The following description of our capital stock is intended as a summary only and is
qualified in its entirety by reference to our amended and restated certificate of incorporation filed with

the registration statement of which this prospectus forms a part.

General

Upon the completion of this offering, we will be authorized to issue shares of common stock, par value
$0.01 per share, and shares of undesignated preferred stock, par value $0.01 per share. After this
offering there will be shares of our common stock outstanding, and shares if the underwriters exercise

their over-allotment option in full.



Common Stock

The holders of shares of our common stock will be entitled to one vote for each share on all matters
voted on by stockholders, including elections of directors and, except as otherwise required by law or
provided in any resolution adopted by our board of directors with respect to any series of preferred
stock, the holders of such shares will possess all voting power. Our certificate of incorporation does not
provide for cumulative voting in the election of directors. Subject to any preferential rights of any
outstanding series of preferred stock created by our board of directors from time to time, holders of
shares of our common stock will be entitled to such dividends as may be declared from time to time by
our board of directors from funds legally available therefore; and upon liquidation will be entitled to
receive pro rata all of our assets available for distribution to such holders. Holders of shares of common
stock will have no liability to further calls or assessment by us, and have no conversion, redemption or
preemptive rights to purchase additional shares of any class of our shares, except that HNC will have
certain rights to purchase additional shares of common stock as described under "Certain Transactions

-- Corporate Rights Agreement."

Preferred Stock

There are no shares of preferred stock outstanding. The preferred stock is issuable either as a class
without series or in one or more series and with such designations, rights, privileges, restrictions and
conditions for each class or series as is stated in the resolutions providing for designation and issue of
each such series adopted by our board of directors. Our board of directors is authorized to determine,
among other things, the voting, dividend, redemption, conversion and liquidation powers, rights and
preferences and the limitations thereon of such series. We believe that the ability of our board of
directors to issue one or more series of preferred stock will provide us with flexibility in structuring
possible future financings and acquisitions, and in meeting other corporate needs that may arise. The
authorized shares of preferred stock will be available for issuance without further action by
stockholders, unless such action is required by applicable law or the rules of any stock exchange or

automated quotation system on which our securities may be listed or traded.

Although our board of directors has no present plans to issue any preferred stock, it could issue a series
of preferred stock that could, depending on the terms of such series, impede the completion of a
merger, tender offer or other takeover attempt. Our board of directors will make any determination to
issue such shares based on its judgment as to our best interests and the best interests of our
stockholders. Our board of directors could issue preferred stock with voting and other rights that could
adversely effect the voting power of the holders of our common stock, and that could discourage an
acquisition attempt through which an acquiror may be able to change the composition of our board of
directors, including a tender offer or other transaction that some, or a majority, of our stockholders
might believe to be in their best interests or in which stockholders might receive a premium for their

stock over the then current market price of such stock.



Corporate Opportunities

Our certificate of incorporation will provide that HNC will have no duty to refrain from engaging in
the same or similar activities or lines of business as we are engaged, and neither HNC nor any officer or
director thereof (except as provided below), will be liable to us or our stockholders for breach of any
fiduciary duty by reason of any such activities of HNC. Pursuant to our certificate of incorporation, in
the event that HNC acquires knowledge of a potential transaction or matter which may be a corporate
opportunity for both HNC and us, HNC will have no duty to communicate or offer such corporate
opportunity to us and will not be liable to us or our stockholders for breach of any fiduciary duty as one
of our stockholders by reason of the fact that HNC pursues or acquires such corporate opportunity for
itself, directs such corporate opportunity to another person, or does not communicate information

regarding such corporate opportunity to us.

Pursuant to our certificate of incorporation, if one of our directors or officers who is also a director or
officer of HNC acquires knowledge of a potential transaction or matter which may be a corporate
opportunity for both us and HNC, our director or officer will have fully satisfied and fulfilled the
fiduciary duty of such director or officer to us and our stockholders with respect to such corporate

opportunity if such director or officer acts in a manner consistent with the following policy:

- a corporate opportunity offered to any person who is one of our officers, and who is also a director but

not an officer of HNC, will belong to us;

- a corporate opportunity offered to any person who is a director but not one of our officers, and who is
also a director or officer of HNC, will belong to us if such opportunity is expressly offered to such
person solely in his or her capacity as one of our directors, and otherwise it will belong to HNC; and - a
corporate opportunity offered to any person who is an officer of both us and HNC will belong to us if
such opportunity is expressly offered to such person solely in his or her capacity as one of our officers,

and otherwise it will belong to HNC.
For purposes of the foregoing:

- any of our directors who is chairman of our board of directors or one of its committees thereof will
not be deemed to be one of our officers by reason of holding such position (without regard to whether
such position is deemed an office under our by-laws), unless such person is one of our full-time
employees; and - the terms "we", "us" and "our" mean Retek Inc. and all corporations, partnerships, joint
ventures, associations and other entities in which it beneficially owns (directly or indirectly) 50% or
more of the outstanding voting stock, voting power, partnership interest or similar voting interests, and
- the term "HNC" means HNC Software Inc. and all corporations, partnerships, joint ventures,
associations and other entities (other than us) in which HNC beneficially owns (directly or indirectly)
50% or more of the outstanding voting stock, voting power, partnership interests or similar voting

interests.

These provisions will expire on the date that HNC ceases to own beneficially our common stock
representing at least 50% of the total voting power of all of our outstanding common stock and no

person who is one of our directors or officers is also a director or officer of HNC or any of its



subsidiaries (other than us).

In addition to any vote of the stockholders required by our certificate of incorporation, until the time
that HNC ceases to own beneficially our common stock representing at least 50% of the total voting
power of all classes of our outstanding common stock, the affirmative vote of the holders of more than
80% of the total voting power of all classes of outstanding common stock is required to alter, amend or
repeal in a manner adverse to the interests of HNC and its subsidiaries (other than us), or adopt any
provision adverse to the interests of HNC and its subsidiaries (other than us), or inconsistent with, the

corporate opportunity provisions described above.

Any person purchasing or otherwise acquiring our common stock will be deemed to have notice of, and

to have consented to, the foregoing provisions regarding corporate opportunities.

Charter Provisions and Delaware Laws That May Have an
Anti-takeover Effect

Certain provisions of our certificate of incorporation and bylaws summarized below may be deemed to
have an anti-takeover effect and may delay, discourage or prevent a tender offer or takeover attempt
that a stockholder might consider to be in its best interest, including attempts that might resultin a

premium being paid over the market price of our common stock.

Board of Directors

Number of directors. The board of directors consists of not less than five and not more than 10
directors, with the exact number to be determined by the board of directors. We will have a board of
directors with seven members at the time of this offering. The directors, other than those elected by the
holders of preferred stock, will be classified, with respect to the time they hold office, into three classes,
as nearly equal in number as possible. Each director will hold office until such person's successor is duly

elected and qualified.

Filling vacancies. Our certificate of incorporation by-laws provide that, subject to any rights of holders
of preferred stock, and unless our board of directors otherwise determines, newly created directorships
resulting from any increase in the number of directors shall be filled by the vote of the majority of the
directors then in office, provided that following such appointment, at least three of the directors are
nominees of HNC. Any director so elected or appointed shall hold office for the remainder of the full
term of the class of director in which the new directorship was created and until his or her successor is

elected and qualified.

Any vacancies on our board of directors created by the death, resignation, disqualification or removal
of a director may be filled by the vote of the majority of the directors then in office elected by, or
appointed on behalf of, the same class of stock that elected that director whose death, resignation or

removal created the vacancy, unless there are no such directors, in which case such vacancy may be



filled by the vote of the majority of all directors then in office, even if less than a quorum, or by the sole
remaining director. Any vacancy on our board of directors created by the death, resignation,
disqualification or removal of a director elected by (or appointed on behalf of) the holders of a class of
stock may also be filled by a vote of the holders of such class of stock, unless there are no outstanding
shares of such class of stock, in which case any such vacancy may be filled by a vote of the holders of
the remaining class of stock. Any director elected to fill any such vacancy will hold office for the
remainder of the full term of the director whose vacancy is being filled and until his or her successor is
elected and qualified. No decrease in the number of directors shall shorten the term of any incumbent

director.

The provisions of the corporate documents described above would preclude a third-party from
removing incumbent directors and simultaneously gaining control of our board of directors by filling
the vacancies created by removal with its own nominees. Under the classified board provision
described above, it would take at least two elections of directors for any individual or group to gain
control of our board of directors. Accordingly, these provisions could discourage a third party from

initiating a proxy contest, making a tender offer or otherwise attempting to gain control of us.

No Stockholder Action by Written Consent; Special Meeting

As of the time at which HNC and its affiliates cease to beneficially own an aggregate of at least 50% of
the then outstanding shares of our common stock, or Trigger Date, any action required or permitted to
be taken by the stockholders may be effected only at a duly called annual or special meeting of
stockholders and may not be effected by a written consent in lieu of such a meeting. Effective as of the
Trigger Date, except as otherwise required by law and subject to the rights of the holders of any
preferred stock, special meetings of stockholders for any purpose may be called only by certain of our
specified officers or by any officer at the request in writing of a majority of our board of directors and
the power of stockholders to call a special meeting is specifically denied. Prior to the Trigger Date, we

will call a special meeting of stockholders promptly upon the request of HNC.

These provisions may have the effect of delaying consideration of a stockholder proposal until the next

annual meeting unless a special meeting is called by our board of directors or certain specified officers.

Advance Notice Procedures

An advance notice procedure for the nomination, other than by or at the direction of our board of
directors, of candidates for election as directors, as well as for other stockholder proposals, to be
considered at annual meetings of stockholders, must be followed to take such actions. In general, notice
of intent to nominate a director or raise matters at such meetings will have to be received in writing by
us not less than 60 nor more than 90 days prior to the anniversary of the previous year's annual
meeting of stockholders, and must contain certain information concerning the person to be nominated
or the matters to be brought before the meeting and concerning the stockholder submitting the

proposal. If the chairman of a meeting determines that an individual was not nominated, or other



business was not brought before the meeting, in accordance with the advance notice procedures, such
individual will not be eligible for election as a director, or such business will not be conducted at such

meeting, as the case may be.

The advance notice procedures do not apply to HNC and its affiliates prior to the Trigger Date.

Charter Amendments

Our certificate of incorporation will provide that the affirmative vote of the holders of at least 80% of
the outstanding shares of our common stock is required to amend, repeal or adopt any provision
inconsistent with the foregoing charter provisions. Our certificate of incorporation further provides
that certain provisions of our bylaws may be altered, amended or repealed by the affirmative vote of
directors constituting not less than a majority of our entire board of directors (if effected by action of
our board of directors) or by the affirmative vote of the holders of at least 80% of the voting power of
all classes of outstanding capital stock, voting together as a single class (if effected by action of the
stockholders). In addition, under the terms of the corporate rights agreement, we will agree that until
the Trigger Date, any changes to our certificate of incorporation or bylaws that would harm HNC's

rights must be approved by HNC as our majority stockholder.

Section 203 of Delaware General Corporation Law

Section 203 of the Delaware General Corporation Law provides that, subject to certain exceptions
specified therein, an "interested stockholder" of a Delaware corporation shall not engage in any
business combination, including mergers or consolidations or acquisitions of additional shares of the
corporation, with the corporation for a three-year period following the date that such stockholder

becomes an interested stockholder unless:

- prior to such date, the board of directors of the corporation approved either the business combination
or the transaction which resulted in the stockholder becoming an interested stockholder, - upon
consummation of the transaction which resulted in the stockholder becoming an interested
stockholder, the interested stockholder owned at least 85% of the voting stock of the corporation
outstanding at the time the transaction commenced (excluding certain shares), or - on or subsequent to
such date, the business combination is approved by the board of directors of the corporation and
authorized at an annual or special meeting of stockholders by the affirmative vote of at least 66 2/3%

of the outstanding voting stock of the corporation which is not owned by the interested stockholder.
Except as otherwise specified in Section 203, an interested stockholder is defined to include:

- any person that is the owner of 15% or more of the outstanding voting securities of the corporation,
or is an affiliate or associate of the corporation and was the owner of 15% or more of the outstanding
voting stock of the corporation at any time within three years immediately prior to the date of

determination and - the affiliates and associates of any such person.



Under certain circumstances, Section 203 makes it more difficult for a person who would be an
interested stockholder to effect various business combinations with a corporation for a three-year
period. We have not elected to be exempt from the restrictions imposed under Section 203. However,
HNC and its affiliates are excluded from the definition of "interested stockholder" pursuant to the
terms of Section 203. The provisions of Section 203 may encourage persons interested in acquiring us
to negotiate in advance with our board of directors, since the stockholder approval requirement would
be avoided if a majority of the directors then in office approves either the business combination or the
transaction which results in any such person becoming an interested stockholder. Such provisions also
may have the effect of preventing changes in our management. It is possible that such provisions could
make it more difficult to accomplish transactions which our stockholders may otherwise deem to be in

their best interests.

Limitation of Liability

Our certificate of incorporation provides that none of our directors will be personally liable to us or our
stockholders for monetary damages for breach of fiduciary duty as a director, except, if required by the
DGCL as amended from time to time, for liability - for breach of the director's duty of loyalty to us or
our stockholders, - for acts or omissions not in good faith or which involve intentional misconduct or a
knowing violation of law, - under Section 174 of the DGCL, which concerns unlawful payments of
dividends, stock purchases or redemptions, or - for any transaction from which the director derived an

improper personal benefit.

Neither the amendment or repeal of such provision will eliminate or reduce the effect of such provision
in respect of any matter occurring, or any cause of action, suit or claim that, but for such provision,
would accrue or arise prior to such amendment or repeal. While our certificate of incorporation
provides directors with protection from monetary damages for breaches from their duty of care, it does
not eliminate such duty. Accordingly, our certificate of incorporation will have no effect on the
availability of equitable remedies such as an injunction or rescission based on a director's breach of his

or her duty of care.

Listing
We have applied for listing our common stock on The Nasdaq National Market under the symbol
"RETK."

Transfer Agent and Registrant

The transfer agent and registrar for our common stock is ChaseMellon Shareholder Services located at
85 Challenger Rd., Ridgefield Park, New Jersey 07660. Its phone number is (201) 296-4000.



Shares Eligible for Future Sale

Prior to this offering, there has been no market for our common stock. A significant public market for
our common stock may not develop or be sustained after this offering. Future sales of substantial
amounts of our common stock in the public market following this offering, including shares issued
upon exercise of outstanding options or options that may be granted after this offering, could harm
market prices and could impair our ability to raise capital through sale of our equity securities. As
described below, less than % of our shares currently outstanding will be available for sale immediately
after this offering because of contractual restrictions on resale. Sales of substantial amounts of our
common stock in the public market after the restrictions lapse could adversely affect the prevailing

market price of our common stock and our ability to raise equity capital in the future.

Upon completion of this offering, we will have outstanding shares of common stock, or shares if the
underwriters exercise in full their over-allotment option, which will be freely tradable without
restriction under the Securities Act, except for shares purchased by our "affiliates," as that term is
defined in Rule 144 under the Securities Act. The shares purchased by our affiliates generally may be

sold in compliance with Rule 144 as described below.

The shares of our common stock held by HNC after this offering will constitute "restricted securities"
within the meaning of Rule 144. The shares held by HNC will be subject to contractual restrictions on
resale based on the lock-up agreements described below. Further, since the shares held by HNC will
constitute restricted securities, HNC may not sell them unless they are registered under the Securities

Act or an exemption from registration is available.

HNC, Retek and our officers and directors have entered into lock-up agreements or other contractual
restrictions providing that the stockholder will not offer, sell, contract to sell or otherwise dispose of
any shares of our common stock for a period of 180 days after the date of this prospectus, without the
prior written consent of Credit Suisse First Boston Corporation. As a result of these lock-up
agreements and other contractual restrictions, notwithstanding possible earlier eligibility for sale under
the provisions of Rule 144, none of these shares will be resellable until 181 days after the date of this
prospectus. shares of our common stock are subject to lock-up agreements. Credit Suisse First Boston
Corporation mayj, in its sole discretion and at any time without notice, release any portion of the

securities subject to lock-up agreements or other contractual restrictions.

In general, under Rule 144 as currently in effect, beginning 90 days after the date of this prospectus, a
person who has beneficially owned restricted shares for at least one year, including the holding period
of any prior owner except an affiliate of us, would be entitled to sell within any three-month period a

number of shares that does not exceed the greater of:

- 1% of the number of shares of our common stock then outstanding, which will equal approximately
shares immediately after this offering; or - the average weekly trading volume of our common stock

during the four calendar weeks preceding the filing of a Form 144 in connection with the sale.



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

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

Within 90 days following the effectiveness of this offering, we will file a registration statement on Form
S-8 to register shares of our common stock subject to outstanding options or reserved for future
issuance under our stock plans. As of , 1999, options to purchase a total of shares were outstanding and
shares were reserved for future issuance under our stock plan. The common 71 stock issued upon
exercise of outstanding vested options, other than common stock issued to our affiliates, will be

available for immediate resale in the open market.

Registration Rights

At any time more than six months after the closing of this offering, HNC and certain of its affiliates,
who are holders of shares of our common stock, will be entitled to rights with respect to the
registration of those shares under the Securities Act. Registration of those shares under the Securities
Act would result in those shares becoming freely tradable without restriction under the Securities Act,

except for shares purchased by affiliates, immediately upon effectiveness of registration.

Material United States Federal Tax Consequences to Non-
united States Holders

General

The following is a general discussion of the material United States federal income and estate tax
consequences of the ownership and disposition of common stock that may be relevant to you if you are
a non-United States holder. In general, a "non-United States Holder" is a person or entity that is, for
United States federal income tax purposes, a foreign corporation, a nonresident alien individual, a
foreign partnership or a foreign estate or trust. This discussion is based on current law, which is subject
to change, possibly with retroactive effect, or different interpretations. This discussion is limited to
non-United States Holders who hold shares of common stock as capital assets. Moreover, this
discussion is for general information only and does not address all of the tax consequences that may be
relevant to you in light of your personal circumstances, nor does it discuss special tax provisions which

may apply to you if you relinquished United States citizenship or residence.

If you are an individual, you may, in many cases, be deemed to be a resident alien, as opposed to a
nonresident alien, by virtue of being present in the United States for at least 31 days in the calendar

year and for an aggregate of at least 183 days during a three-year period ending in the current calendar



year (counting for such purposes all of the days present in the current year, one-third of the days
present in the immediately preceding year, and one-sixth of the days present in the second preceding
year). Resident aliens are subject to United States federal income tax as if they were United States

citizens.

EACH PROSPECTIVE PURCHASER OF OUR COMMON STOCK IS ADVISED TO CONSULT A
TAX ADVISOR WITH RESPECT TO CURRENT AND POSSIBLE FUTURE TAX CONSEQUENCES
OF PURCHASING, OWNING AND DISPOSING OF OUR COMMON STOCK AS WELL AS ANY TAX
CONSEQUENCES THAT MAY ARISE UNDER THE LAWS OF ANY UNITED STATES STATE,
MUNICIPALITY OR OTHER TAXING JURISDICTION.

Dividends

If dividends are paid, as a non-United States Holder, you will be subject to withholding of United

States federal income tax at a 30% rate or a lower rate as may be specified by an applicable income tax
treaty. To claim the benefit of a lower rate under an income tax treaty, you must properly file with the
payor an IRS Form 1001, or successor form, claiming an exemption from or reduction in withholding

under the applicable tax treaty.

If dividends are considered effectively connected with the conduct of a trade or business by you within
the United States and, where a tax treaty applies, are attributable to a United States permanent
establishment of yours, those dividends will not be subject to withholding tax, but instead will be
subject to United States federal income tax on a net basis at applicable graduated individual or
corporate rates, provided an IRS Form 4224, or successor form, is filed with the payor. If you are a
foreign corporation, any effectively connected dividends may, under certain circumstances, be subject
to an additional "branch profits tax" at a 30% rate or a lower rate as may be specified by an applicable

income tax treaty.

Unless the payor has knowledge to the contrary, dividends paid prior to January 1, 2001 to an address
outside the United States are presumed to be paid to a resident of such country for purposes of the
withholding discussed above and for purposes of determining the applicability of a tax treaty rate.
However, recently finalized Treasury Regulations pertaining to United States federal withholding tax
provide that you must comply with certification procedures, or, in the case of payments made outside
the United States with respect to an offshore account, certain documentary evidence procedures,
directly or under certain circumstances through an intermediary, to obtain the benefits of a reduced
rate under an income tax treaty with respect to dividends paid after December 31, 2000. In addition,
these regulations will require you, if you provide an IRS Form 4224 or successor form, as discussed

above, to provide your identification number.

If you are eligible for a reduced rate of United States withholding tax pursuant to an income tax treaty,

you may obtain a refund of any excess amounts withheld by filing an appropriate claim for refund with
the IRS.



Gain on Disposition of Common Stock

As a non-United States Holder, you generally will not be subject to United States federal income tax on

any gain recognized on the sale or other disposition of common stock unless:

(1) the gain is considered effectively connected with the conduct of a trade or business by you within
the United States and, where a tax treaty applies, is attributable to a United States permanent
establishment of yours (and, in which case, if you are a foreign corporation, you may be subject to an
additional branch profits tax equal to 30% or a lower rate as may be specified by an applicable income

tax treaty);

(2) you are an individual who holds the common stock as a capital asset and are present in the United
States for 183 or more days in the taxable year of the sale or other disposition and other conditions are
met; or (3) we are or have been a "United States real property holding corporation,” or a USRPHC, for
United States federal income tax purposes. We believe that we are not currently, and are likely not to
become, a USRPHC. If we were to become a USRPHC, then gain on the sale or other disposition of

common stock by you generally would not be subject to United States federal income tax provided:

- the common stock was "regularly traded" on an established securities market; and - you do not
actually or constructively own more than 5% of the common stock during the shorter of the five-year

period preceding the disposition or your holding period.

Federal Estate Tax

If you are an individual, common stock held at the time of your death will be included in your gross
estate for United States federal estate tax purposes, and may be subject to United States federal estate

tax, unless an applicable estate tax treaty provides otherwise.

Information Reporting and Backup Withholding Tax

We must report annually to the Internal Revenue Service and to each of you the amount of dividends
paid to you and the tax withheld with respect to those dividends, regardless of whether withholding

was required. Copies of the information returns reporting those dividends and withholding may also
be made available to the tax authorities in the country in which you reside under the provisions of an

applicable income tax treaty or other applicable agreements.

Backup withholding is generally imposed at the rate of 31% on certain payments to persons that fail to
furnish the necessary identifying information to the payor. Backup withholding generally will not
apply to dividends paid prior to January 1, 2001 to a Non-United States Holder at an address outside
the United States, unless the payor has knowledge that the payee is a United States person. In the case
of dividends paid after December 31, 2000, the recently finalized Treasury Regulations provide that
you generally will be subject to withholding tax at a 31% rate unless you certify your non-United States

status.



The payment of proceeds of a sale of common stock effected by or through a United States office of a
broker is subject to both backup withholding and information reporting unless you provide the payor
with your name and address and you certify your non-United States status or you otherwise establish
an exemption. In general, backup withholding and information reporting will not apply to the payment
of the proceeds of a sale of common stock by or through a foreign office of a broker. If, however, such
broker is, for United States federal income tax purposes, a United States person, a controlled foreign
corporation, or a foreign person that derives 50% or more of its gross income for certain periods from
the conduct of a trade or business in the United States, or, in addition, for periods after December 31,
2000, a foreign partnership that at any time during its tax year either is engaged in the conduct of a
trade or business in the United States or has as partners one or more United States persons that, in the
aggregate, hold more than 50% of the income or capital interest in the partnership, such payments will
be subject to information reporting, but not backup withholding, unless such broker has documentary
evidence in its records that you are a non-United States Holder and certain other conditions are met or

you otherwise establish an exemption.

Any amounts withheld under the backup withholding rules generally will be allowed as a refund or a
credit against the United States federal income tax liability, provided the required information is

furnished in a timely manner to the IRS.

Underwriting

Under the terms and subject to the conditions contained in an underwriting agreement dated , 1999,
we have agreed to sell to the underwriters named below, for whom Credit Suisse FirstBoston
Corporation, BancBoston Robertson Stephens Inc. and U.S. Bancorp Piper Jaffray Inc. are acting as

representatives, the following respective numbers of shares of common stock:

Number of Underwriter Shares Credit Suisse First Boston Corporation.......c.cececeeeeeee. BancBoston
Robertson Stephens Inc......ccceceevcuevruenceee U.S. Bancorp Piper Jaffray Inc......cececeevcerevrununcece.
TOtal.cciccreiriiccceccee e

The underwriting agreement provides that the underwriters are obligated to purchase all the shares of
common stock in this offering if any are purchased, other than those shares covered by the over-
allotment option described below. The underwriting agreement also provides that if an underwriter
defaults, the purchase commitments of non-defaulting underwriters may be increased or this offering

of common stock may be terminated.

We have granted to the underwriters a 30-day option to purchase on a pro rata basis up to additional
shares from us at the initial public offering price less the underwriting discounts and commissions. The

option may be exercised only to cover any over-allotments of common stock.

The underwriters propose to offer the shares of common stock initially at the public offering price on
the cover page of this prospectus and to selling group members at that price less a concession of § per

share. The underwriters and selling group members may allow a discount of § per share on sales to



other broker/dealers. After the initial public offering, the public offering price and concession and

discount to broker/dealers may be changed by the representatives.

The following table summarizes the compensation and estimated expenses we will pay.

PER SHARE TOTAL
WITHOUT WITH WITHOUT
WITH
OVER-ALLOTMENT OVER-ALLOTMENT OVER-ALLOTMENT OVER-

ALLOTMENT
Underwriting discounts and

commissions payable by us................. $ $ $ $
Expenses payable by us.........c.ciiiiiiia.. $ $ $ $

The underwriters have informed us tha