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PROSPECTUS SUBJECT TO COMPLETION DATED JUNE 7, 1996 SHARES [TIS LOGO] TRUSTED

INFORMATION SYSTEMS, INC.

COMMON STOCK

(PAR VALUE $.01 PER SHARE) ALL OF THE SHARES OF COMMON STOCK (THE "COMMON STOCK")

OFFERED HEREBY (THE "OFFERING") ARE BEING OFFERED BY TRUSTED INFORMATION SYSTEMS, INC.,

A DELAWARE CORPORATION (THE "COMPANY"). SEE "UNDERWRITING."

PRIOR TO THE OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE COMMON STOCK. SEE

"UNDERWRITING" FOR INFORMATION RELATING TO THE FACTORS CONSIDERED IN DETERMINING THE

INITIAL PUBLIC OFFERING PRICE.

THE COMMON STOCK HAS BEEN SUBMITTED FOR APPROVAL FOR QUOTATION ON THE NASDAQ NATIONAL

MARKET UNDER THE SYMBOL "TISX."

SEE "RISK FACTORS" BEGINNING ON PAGE 7 FOR CERTAIN INFORMATION THAT SHOULD BE

CONSIDERED BY PROSPECTIVE INVESTORS.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE

COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND EXCHANGE

COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF

THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

PRICE TO         UNDERWRITING       PROCEEDS TO

PUBLIC          DISCOUNT (1)       COMPANY (2)

Per Share                                          $                  $                  $

Total (3)                                          $                  $                  $

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

LIABILITIES, INCLUDING LIABILITIES UNDER THE SECURITIES ACT OF 1933, AS AMENDED. SEE

"UNDERWRITING."

(2) BEFORE DEDUCTING EXPENSES OF THE OFFERING PAYABLE BY THE COMPANY ESTIMATED AT $ .

(3) The Company has granted the Underwriters an option to purchase up to an

additional        shares of Common Stock, on the same terms set forth above,

solely to cover over-allotments, if any. If such option is exercised in full,

the total Price to Public, Underwriting Discount and Proceeds to Company will be

$       , $       and $       respectively. See "Underwriting."

THE SHARES OF COMMON STOCK OFFERED BY THIS PROSPECTUS ARE BEING OFFERED BY THE

UNDERWRITERS, SUBJECT TO PRIOR SALE, WHEN, AS AND IF DELIVERED TO AND ACCEPTED BY THE

UNDERWRITERS, AND SUBJECT TO APPROVAL OF CERTAIN LEGAL MATTERS BY CAHILL GORDON &

REINDEL, COUNSEL FOR THE UNDERWRITERS. IT IS EXPECTED THAT DELIVERY OF THE SHARES OF

COMMON STOCK WILL BE MADE AGAINST PAYMENT THEREFOR ON OR ABOUT , 1996 AT THE OFFICES OF

J.P. MORGAN SECURITIES INC., 60 WALL STREET, NEW YORK, NEW YORK.

J.P. MORGAN & CO. DONALDSON, LUFKIN & JENRETTE SECURITIES CORPORATION

FURMAN SELZ , 1996

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR EFFECT

TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE COMMON STOCK AT A

LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS

MAY BE EFFECTED ON THE NASDAQ NATIONAL MARKET OR OTHERWISE. SUCH STABILIZING, IF

COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR MAKE ANY REPRESENTATIONS NOT

CONTAINED IN THIS PROSPECTUS AND, IF GIVEN OR MADE, SUCH INFORMATION OR REPRESENTATIONS

MUST NOT BE RELIED UPON AS HAVING BEEN AUTHORIZED BY THE COMPANY OR ANY UNDERWRITER.

THIS PROSPECTUS DOES NOT CONSTITUTE AN OFFER TO SELL, OR A SOLICITATION OF AN OFFER TO

BUY, THE COMMON STOCK IN ANY JURISDICTION TO ANY PERSON TO WHOM IT IS UNLAWFUL TO MAKE

SUCH OFFER OR SOLICITATION.



NO ACTION HAS BEEN OR WILL BE TAKEN IN ANY JURISDICTION BY THE COMPANY OR ANY

UNDERWRITER THAT WOULD PERMIT A PUBLIC OFFERING OF THE COMMON STOCK OR POSSESSION OR

DISTRIBUTION OF THIS PROSPECTUS IN ANY JURISDICTION WHERE ACTION FOR THAT PURPOSE IS

REQUIRED, OTHER THAN IN THE UNITED STATES. PERSONS INTO WHOSE POSSESSION THIS

PROSPECTUS COMES ARE REQUIRED BY THE COMPANY AND THE UNDERWRITERS TO INFORM THEMSELVES

ABOUT AND TO OBSERVE ANY RESTRICTIONS AS TO THE OFFERING OF THE COMMON STOCK AND THE

DISTRIBUTION OF THIS PROSPECTUS.

Table of Contents

Page
Prospectus Summary....................     3

Risk Factors..........................     7

Use of Proceeds.......................    15

Dividend Policy.......................    15

Capitalization........................    16

Dilution..............................    17

Selected Financial Data...............    18

Management's Discussion and Analysis

of Financial Condition and Results

of Operations.......................    19

Business..............................    23

Page
Management............................    40

Certain Relationships and Related

Party Transactions..................    46

Principal Stockholders................    47

Description of Capital Stock..........    48

Shares Eligible for Future Sale.......    50

Underwriting..........................    51

Legal Matters.........................    52

Experts...............................    52

Additional Information................    52

Index to Financial Statements.........   F-1

UNTIL , 1996 (25 DAYS AFTER THE DATE OF THIS PROSPECTUS), ALL DEALERS EFFECTING

TRANSACTIONS IN THE COMMON STOCK, WHETHER OR NOT PARTICIPATING IN THIS

DISTRIBUTION, MAY BE REQUIRED TO DELIVER A PROSPECTUS. THIS IS IN ADDITION TO

THE OBLIGATIONS OF DEALERS TO DELIVER A PROSPECTUS WHEN ACTING AS

UNDERWRITERS AND WITH RESPECT TO THEIR UNSOLD ALLOTMENTS OR

SUBSCRIPTIONS.

The Company intends to furnish stockholders with annual reports containing financial statements

audited by its independent auditors and quarterly reports containing unaudited financial statements

for the first three quarters of each fiscal year.



The Trusted Information Systems, Inc. logo and Trusted Mach are registered trademarks or

servicemarks of the Company. Trademark registrations are pending for TIS, Gauntlet, CKE, KRT, Key

Recovery Technology and Building A World of Trust. This Prospectus also includes trademarks,

servicemarks and tradenames of other companies.

Prospectus Summary
The following summary is qualified in its entirety by, and should be read in conjunction with, the more

detailed information and financial statements included elsewhere in this Prospectus. As used herein,

the terms "Company" and "TIS," unless otherwise indicated, refer to Trusted Information Systems, Inc.

and its subsidiary. Except as otherwise noted or the context otherwise requires, all information in this

Prospectus (i) assumes no exercise of the Underwriters' over-allotment option and (ii) reflects a 40-for-

1 stock split of the Common Stock effected as of May 31, 1996 in connection with the reincorporation

of the Company in Delaware.

The Company
Trusted Information Systems, Inc., founded in 1983, is a leading provider of comprehensive security

solutions for protection of computer networks, including global Internet-based systems, internal

networks and individual workstations and laptops. The Company develops, markets, licenses and

supports the Gauntlet family of firewall products. These products allow customers to create "trusted"

networks that are protected from access, theft and damage by unauthorized users from "untrusted"

networks such as the Internet and also enable the creation of virtual private networks ("VPNs")

through the encrypted transmission of information across untrusted networks. The Company

emphasizes the robustness of its security solutions, its long experience with computer security and

cryptography issues and its ability to provide comprehensive solutions to customers. The Company

also emphasizes its strong reputation with corporate and government computer security professionals

in the United States and abroad as a pioneer in the field of computer network security.

The Company's Gauntlet Internet Firewall, introduced in 1994, was derived from the TIS Internet

Firewall Toolkit which has been available on the Internet since 1993 and has been downloaded more

than 27,000 times to more than 15,000 discrete locations worldwide. To date, more than 1,500

Gauntlet Internet Firewalls have been licensed to customers, including the following or subsidiaries

thereof: Chevron Corporation, Chrysler Corporation, NationsBank Corporation and Swiss Bank

Corporation. In January 1996, the Company initiated a telemarketing program to upgrade TIS Internet

Firewall Toolkit users to the Gauntlet family of firewall products. These products use a proxy-based

application gateway system rather than a filtering gateway system, thus assuring a higher level of

security by prohibiting direct connections between networks and by permitting only specifically

approved application data to flow into and out of the trusted network. Additionally, the Gauntlet

family of firewall products is built on an operating system that has been modified or "hardened" for

greater system security. TIS employs a "Crystal Box" approach in which source code is distributed to



allow for assurance reviews by the Company's customers, resellers and other experts. The Gauntlet

Internet Firewall is available on an Intel Pentium-based platform as well as other platforms such as

Hewlett-Packard, Silicon Graphics and Sun Microsystems workstations. The Company expects that its

Gauntlet Internet Firewall versions supporting Sun Microsystems' Solaris and Microsoft's Windows

NT Server will be commercially available by the end of 1996. The Gauntlet family of firewall products

also includes the recently introduced Gauntlet Intranet Firewall for internal networks, Gauntlet Net

Extender for remote sites and Gauntlet PC Extender for desktop or mobile computer users.

Initially, the Company focused on consulting to major corporations such as Digital Equipment

Corporation, International Business Machines Corporation and MCI Communications Corporation,

and it has continued to provide computer security consulting to major corporations throughout its

history. The Company's commercial consulting practice offers expert technology research services,

consultation on security issues associated with products and services, corporate information security

policy development, architectural and diagnostic security analysis, firewall configuration and

maintenance support and training for corporate network and security administration personnel. These

services are carried out by a staff of 12 persons who average more than 15 years of information

security experience in both commercial and government organizations.

The Company believes that full commercial utilization of the Internet has been hampered by lack of

security and the vulnerability of the Internet and private networks connected to the Internet. The very

openness of the Internet means that transmitted information and data stored in connected hosts are

exposed to other users who are able, in the absence of effective security measures, to gain access to,

manipulate and divert the data. This fundamental weakness requires that organizations and individuals

weigh security concerns against the perceived commercial opportunities presented by millions of

Internet users.

To satisfy an organization's desire both to conduct commerce on public networks and to keep hackers

and viruses outside of its trusted network, firewalls are designed to monitor and regulate the traffic

passing into and out of the trusted network. Organizations are vulnerable not only to unauthorized

access to information resources by outsiders, but also to abuse by employees within their own

organizations. The Company believes that firewalls and encryption are key elements in providing

solutions to these security issues. International Data Corporation has recently forecast that revenues

from new licenses of firewall software will grow from approximately $160 million in 1995 to

approximately $980 million in 2000.

To capitalize on this opportunity, the Company is pursuing a focused marketing strategy to achieve

greater market penetration through complementary domestic and international distribution channels,

including direct sales, resellers and telesales. The Company's direct sales force markets its products and

services to Fortune 500 corporations and organizations with complex information security needs, such

as telecommunications companies, finance and banking institutions, petrochemical companies and

pharmaceutical companies. The Company's more than 50 resellers include Internet service providers

such as BBN Internet Service Corp., Demon Internet Limited, PSINet, Inc., Unipalm Limited and

UUNet Technologies, Inc.; value added resellers and hardware vendors such as Bull Enterprise Systems,



Data General Corporation, HITACHI Ltd., Silicon Graphics, Inc. and Sumitomo Electric Systems

Company, Ltd.; system integrators such as AvantComp Oy, Conjungi Corporation, Fujitsu Systems

Business of Canada, Inc. and Media Communications STM AB; and security product vendors such as

Hanil Telecom Co., Ltd., Mergent International, Inc. and Virtual Open Network Environment

Corporation ("V-One").

Prior to founding TIS in 1983, Stephen T. Walker spent 20 years working on computer security issues

at the National Security Agency ("NSA"), the Advanced Research Projects Agency ("ARPA") and the

Office of the Secretary of Defense. While working for the U.S. Department of Defense, Mr. Walker was

responsible for the development of network security standards and policies, as well as for the

establishment of the Department of Defense Computer Security Initiative, the first comprehensive

attempt in the Department of Defense at managing computer security systems solutions. Mr. Walker is

widely recognized as a pioneer in the field of computer network security. He has testified before

Congress as an expert witness on these issues on numerous occasions and has played an instrumental

role in assisting the U.S. government to formulate encryption export policy. Mr. Walker's experience is

complemented by other members of the Company's senior management team who average over 20

years of experience working on computer security and networking issues in industry and government.

In 1987, TIS began to perform consulting and research and development projects for government

agencies, including the NSA and ARPA. These activities have contributed to the Company's in-depth

understanding of the technologies, threats and user requirements in computer security and have

contributed to the development of the TIS Internet Firewall Toolkit and the Gauntlet family of firewall

products. The Company continues to provide research and development and consulting services to

government agencies in areas such as next generation firewalls, distributed trusted operating systems,

Internet domain name services, international cryptography and advanced cryptographic key handling

and recovery techniques.

The Company's position as an adviser and supplier to industry and the government has enabled it to

become a leader in developing a key escrow solution, based on its proprietary Key Recovery

Technology ("KRT"), to permit the export of products with strong cryptography while protecting the

interests of security and law enforcement agencies. In January 1996, the U.S. government granted the

Company an export license for a particular transaction involving a network security product using the

Data Encryption Standard ("DES") algorithm (56 bits). This is the first export license granted because

the encryption is combined with a key recovery system. The Company has incorporated its

Commercial Key Escrow ("CKE") solution into its Gauntlet Internet Firewall product and is pursuing

additional export licenses from the U.S. government.

The Company was incorporated in Maryland in 1983 and was reincorporated in Delaware in 1996.

The Company's principal executive offices are located at 3060 Washington Road, Glenwood, Maryland

21738. Its telephone number is (301) 854-6889. The Company's home page on the World Wide Web is

www.tis.com.



The Offering
COMMON STOCK OFFERED................ shares COMMON STOCK OUTSTANDING AFTER THE

OFFERING............................ shares(1) USE OF PROCEEDS..................... Working capital and other

general corporate purposes including expansion of distribution capabilities, further development of

products and technology, expansion of service and support capabilities, repayment of short-term

borrowings and potential acquisitions.

DIVIDEND POLICY..................... The Company intends to retain its earnings to fund development of

its business and does not anticipate paying cash dividends in the foreseeable future. See "Dividend

Policy."

RISK FACTORS........................ For a discussion of certain considerations relevant to an investment in

the Common Stock, see "Risk Factors."

PROPOSED NASDAQ NATIONAL MARKET SYMBOL.............................. "TISX" (1) Excludes shares of

Common Stock reserved for issuance under outstanding stock options and stock options to be awarded

to outside Directors in connection with the Offering. See "Management -- Employee Stock Options

Plans" and "-- Directors' Stock Option Plan" and Note 5 of Notes to Consolidated Financial Statements.

Summary Financial Data

The following table sets forth summary financial data derived from the consolidated financial

statements of the Company. The data should be read in conjunction with the consolidated financial

statements and notes thereto and other financial information included elsewhere in this Prospectus.

FIRST

FISCAL YEAR(1)

QUARTER(1)

In thousands, except per share data         1991     1992     1993     1994      1995      1995

1996

(UNAUDITED)

(UNAUDITED)

STATEMENT OF OPERATIONS DATA

Revenues

Government contracts.........................  $5,191   $6,262   $8,343   $11,258   $12,327   $3,040

$2,432

Commercial products and services.............     834      568      448     1,859     5,763      906

1,744

Total revenues.............................   6,025    6,830    8,791    13,117    18,090    3,946

4,176

Gross profit...................................   2,343    2,454    2,972     4,914     7,225    1,463

1,763

Income (loss) from operations..................     213      262      192     1,271     2,353      179

(656)

Net income (loss)..............................      38       74       35       675     1,344       98

(424)

Net income (loss) per share....................

Weighted average shares outstanding............

MARCH 29,1996

DECEMBER 29,                  AS



1995       ACTUAL     ADJUSTED(2)

(UNAUDITED)

BALANCE SHEET DATA

Cash, cash equivalents and marketable securities..................    $     54     $ 3,793

Working capital...................................................         210       1,914

Total assets......................................................      10,222      14,988

Total debt........................................................       3,264       5,153

Shareholders' equity..............................................       2,407       4,282

(1) The ending dates of these fiscal years are December 27, 1991, December 25, 1992, December 31,

1993, December 30, 1994 and December 29, 1995. The ending dates of these first quarters are March

31, 1995 and March 29, 1996. (2) Adjusted to reflect the sale of shares of Common Stock offered

hereby (assuming an initial public offering price of $ per share) and the application of a portion of the

estimated net proceeds therefrom to repay short-term borrowings. See "Use of Proceeds" and

"Capitalization."

Risk Factors

In addition to the other information in this Prospectus, the following risk factors should be considered

in evaluating the Company and its business before purchasing shares of the Common Stock offered

hereby.

Transition to Commercial Product Vendor

Historically, the Company's principal business had been contract research and development, primarily

for U.S. government agencies or companies engaged in work for U.S. government agencies. In addition,

the Company performed consulting for major companies. The Company introduced its Firewall Toolkit

on the Internet in October 1993 and announced its first commercial firewall product, the Gauntlet

Internet Firewall, in April 1994. The transition to a commercial product vendor requires the Company

to significantly expand its self-funded research and development, to continually introduce new

products and add features to existing products, to enhance its domestic and international sales force

and establish additional distribution channels and to further expand its management team. In addition,

the Company must adapt to the demands of an emerging and rapidly changing commercial market,

intense competition and changing technology and industry standards. There can be no assurance that

the Company can make this transition successfully or that the Company will be able to penetrate the

commercial markets in a manner sufficient to assure its success in the future. The Company believes it

is likely that, as a result of its transition from government contract research and development to a

commercial product vendor, its historical financial performance will not be indicative of future

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

Operations" and "Business -- TIS Strategy."



Management of Growth
The Company has experienced changes in its operations which have placed significant demands on the

Company's administrative, operational, technical and financial resources. The General Manager of the

Commercial Division, the Chief Financial Officer and the Vice President, Sales of the Commercial

Division have been with the Company for less than six months. To compete effectively, both in its

domestic and international operations, and to manage future growth, if any, the Company must

continue to strengthen its operational, financial and management information reporting systems,

controls and procedures on a timely basis and expand, train and manage its work force. There can be no

assurance that the Company will be able to take such actions successfully. The failure of the Company's

management team to effectively manage growth, should it occur, could have a material adverse effect

on the Company's financial condition or results of operations.

Potential Significant Fluctuations in Quarterly Operating
Results and Lengthy Sales Cycle

The Company anticipates significant quarterly fluctuations in its operating results in the future. The

Company generally ships orders for commercial products as they are received and, as a result, has little

backlog for commercial products. Quarterly revenues and operating results therefore depend on the

volume and timing of orders received during the quarter, which are difficult to forecast. The Company

may, like many companies in businesses similar to the Company, receive a disproportionate share of

orders late in the fiscal quarterly period, which makes forecasting quarterly results even more difficult.

In addition, government contracts revenues and consulting services revenues tend to fluctuate as

projects, which may continue over several quarters, are undertaken or completed. Operating results

may also fluctuate on a quarterly basis due to factors such as the demand for the Company's products,

the introduction of new products and product enhancements by the Company or its competitors,

market acceptance of new products introduced by the Company or its competitors and the size, timing,

cancellation or delay of customer orders, including cancellation or delay in anticipation of new product

introduction or enhancement. The Company's quarterly operating results are also affected by the

budgeting cycles of customers, changes in the proportion of revenues attributable to licenses and

consulting fees, changes in the mix of products sold, changes in the percentage of products sold

through the Company's direct sales force, changes in product pricing, changes in the development of

the Company's direct and indirect distribution channels, competitive conditions in the industry and

changes in general economic conditions. See "Management's Discussion and Analysis of Financial

Condition and Results of Operations."

Due to the foregoing factors, it is likely that in some future quarters the Company's operating results

will be below the expectations of public market analysts and investors. Regardless of the general

outlook for the Company's business, the announcement of quarterly operating results below analyst

and investor expectations could have a material and adverse effect on the price of the Company's

Common Stock.



Sales and Distribution Risks
As of May 31, 1996, the Company had 25 employees in direct commercial sales and marketing, many

of whom had been employed by the Company for less than a year. In order to increase its direct sales

effort, the Company will need to increase the size of its internal sales and marketing staff and increase

the staff 's productivity. There can be no assurance that such internal expansion will be successfully

completed, that the cost of such expansion will not exceed the revenues generated or that the

Company's sales and marketing operation will successfully compete against the more extensive and

well funded sales and marketing operations of many of the Company's current and future competitors.

The Company has approximately 50 resellers worldwide. There can be no assurance that the Company

will be able to retain its resellers or attract additional resellers or that its resellers will be able to market

the Company's products effectively and will be qualified to provide timely and cost-effective customer

support and service. The Company's resellers may carry competing product offerings. There can be no

assurance that any reseller will continue to represent the Company's products. The inability to recruit,

or the loss of, important sales personnel or resellers could materially adversely affect the Company's

financial condition or results of operations. See "Business -- Competition" and "-- Sales and Marketing."

Risks Associated with Information Security Market

The market for the Company's software products is in an early stage of development. Declines in

demand for the Company's products, whether as a result of competition, technological change, the

public's perception of the need for security products, developments in the hardware and software

environments in which these products operate, general economic conditions or other factors, could

have a material adverse effect on the Company's financial condition or results of operations. See

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

A well-publicized actual or perceived breach of network or computer security could trigger a

heightened awareness of computer abuse, resulting in an increased demand for security products such

as those offered by the Company. Similarly, an actual or perceived breach of network or computer

security at one of the Company's customers, regardless of whether such breach is attributable to the

Company's products, could adversely affect the market's perception of the Company and the

Company's financial condition or results of operations. In addition, although the effectiveness of the

Company's products is not dependent upon the secrecy of its proprietary technology or licensed

technology, the public disclosure of its proprietary technology could result in a perception of breached

security and reduced effectiveness of the Company's products, which could have an adverse effect on

the Company's financial condition or results of operations.



New Product Introductions
The Gauntlet Internet Firewall was released commercially in April 1994, and the other firewall

products in the Gauntlet family were introduced in April 1996. The Company is currently devoting

significant resources toward the development of versions of Gauntlet Internet firewall products that

operate on additional hardware platforms and operating systems, the development of Key Recovery

Technology ("KRT") products and the development of enhancements to these families of products.

There can be no assurance that the Company will successfully complete the development of these

products in a timely fashion, that the Company will be able to develop versions of its products that

operate on the range of hardware platforms and operating systems currently anticipated or that the

Company's current or future products will satisfy the needs of the information security market or

achieve market acceptance or, if market acceptance is achieved, that the Company will be able to

maintain such acceptance for a significant period of time. Any inability of the Company to develop

products on a timely basis that address changing customer requirements may require the Company to

substantially increase development expenditures or may result in a loss of market share to a

competitor. There can also be no assurance that security-related products or technologies developed by

others will not adversely affect the Company's competitive position or render its products or

technologies noncompetitive or obsolete. See "Business -- Commercial Products and Services" and "--

Competition."

Changes in Technology

The information security industry is characterized by rapid changes, including frequent new product

introductions, continuing advances in technology and changes in customer requirements and

preferences. The introduction of new technologies or advances in techniques for gaining unauthorized

network access could render the Company's existing products obsolete or unmarketable. The

development cycle for the Company's new products may be significantly longer than the Company's

historical product development cycle, resulting in higher development costs or a loss in market share.

Advances in techniques by individuals and entities seeking to gain unauthorized access to networks

could expose the Company's existing products to new and unexpected attacks and require accelerated

development of new products or require the Company to invest resources in products that may not

become profitable. There can be no assurance that (i) the Company will be able to counter challenges to

its current products; (ii) the Company's future product offerings will keep pace with the technological

changes implemented by competitors or persons seeking to breach information security; (iii) the

Company's products will satisfy evolving preferences of customers and prospects; or (iv) the Company

will be successful in developing and marketing products for any future technology. Failure to develop

and introduce new products and product enhancements in a timely fashion could have a material

adverse effect on the Company's financial condition or results of operations. See "Business --

Commercial Products and Services."



Dependence on the Internet
The success of the Company's products and services will depend in large part upon the development of

an infrastructure for providing Internet access and services. Because global commerce and online

exchange of information on the Internet and other similar open wide area networks are new and

evolving, it is difficult to predict with any assurance whether the Internet will prove to be a viable

commercial marketplace. The Internet has experienced, and is expected to continue to experience,

significant, geometric growth in the number of users and amount of traffic. There can be no assurance

that the Internet infrastructure will continue to be able to support the demands placed on it by this

continued growth. In addition, the Internet could lose its viability due to delays in the development or

adoption of new standards and protocols (for example, the next-generation Internet Protocol) to

handle increased levels of Internet activity, or due to increased governmental regulation. If the

necessary infrastructure or complementary services or facilities are not developed, or if the Internet

does not become a viable commercial marketplace, the Company's results of operations or financial

conditions could be materially adversely affected. See "Business -- Industry Background."

Risks of Doing Business with the U.s. Government
Historically, the Company has derived substantially all of its revenues from contracts with departments

and agencies of the U.S. government and government contractors. The Company expects to continue to

rely on existing and future research and development contracts with agencies of the U.S. government

for a substantial part of the Company's revenues in the near future. The Company believes that future

government contracts will in part be dependent upon the continued favorable reaction of government

agencies to the research, development and consulting capabilities of the Company. The Company's

development contract with the NSA, which accounted for approximately 36.8% and 38.6% of the

Company's government contracts revenues in 1995 and the first quarter of 1996, respectively, is

scheduled to expire in early 1997. There can be no assurance that the Company will be able to procure

an extension of this contract or additional contracts of a similar magnitude. The NSA contract permits

the NSA to award a fee as low as 1% of the Company's costs of development, and is subject to

cancellation for the convenience of the agency. Although the Company has been awarded more than

1% and there have been no terminations of the Company's government contracts in the past, there can

be no assurance that minimum fee awards or cancellations will not occur in the future. Reductions or

delays in federal funds available for projects the Company is performing could also have an adverse

impact on the Company's government business. Contracts involving the U.S. government are also

subject to the risks of disallowance of costs upon audit, changes in government procurement policies,

the necessity to participate in competitive bidding and, with respect to contracts involving prime

contractors or government-designated subcontractors, the inability of such parties to perform under

their contracts. Any of the foregoing events could have a material adverse effect on the Company's

financial condition or results of operations. See "Management's Discussion and Analysis of Financial

Condition and Results of Operations" and "Business -- Advanced Research and Engineering."



Competition
Competition in the information security market is intense and constantly evolving, and the Company

expects such competition to increase in the future. The Company believes that significant competitive

factors affecting this market are depth of product functionality, product quality and performance,

product price, customer support, conformance to protocols and industry standards and breadth of

platform support. In addition, the ability to rapidly develop and implement new products and features

for the market is critical. The Company's competitors include organizations that provide information

security products based upon approaches similar to and different from those employed by the

Company. There can be no assurance that the market for information security products will not

ultimately be dominated by approaches other than the approaches marketed by the Company. See

"Business -- Industry Background" and "-- Competition."

Many of the Company's competitors and potential competitors have longer operating histories, greater

name recognition, a larger customer base and significantly greater financial, marketing, technical and

other competitive resources than the Company. As a result, they may be able to adapt more quickly to

new or emerging technologies and changes in customer requirements, or to devote greater resources to

the promotion and sale of their products than can the Company. There can be no assurance that the

Company's current or potential competitors will not develop products comparable or superior to those

developed by the Company or adapt more quickly than the Company to new technologies, evolving

industry trends or changing customer requirements. Competition could increase if new companies

enter the market or if existing competitors expand their product lines, including the addition by

operating system vendors such as Microsoft Corporation of firewalls in their operating system software

products. An increase in competition could result in price reductions and loss of market share. Any

resulting reduction in gross margins could have a material adverse effect on the Company's financial

condition or results of operations. Although the Company believes it has certain technological and

other advantages over its competitors, maintaining such advantages will require continued investment

by the Company in research and development and sales and marketing. There can be no assurance that

the Company will have sufficient resources to make such investments or that the Company will be able

to make the technological advances necessary to maintain such competitive advantages. In addition,

current and potential competitors have established or may in the future establish collaborative

relationships among themselves or with third parties, including third parties with whom the Company

has strategic relationships, to increase the ability of their products to address the security needs of the

Company's prospective customers. Accordingly, it is possible that new competitors or alliances may

emerge and rapidly acquire significant market share. If this were to occur, the Company's financial

condition or results of operations could be materially adversely affected. See "Business -- Competition."

Risks Associated with Possible Acquisitions
The Company intends from time to time to evaluate potential acquisitions of businesses, products and

technologies that could complement or expand the Company's business. In the event the Company

identifies an appropriate acquisition candidate, there is no assurance that the Company would be able



to successfully negotiate the terms of any such acquisition, finance such acquisition and integrate such

acquired business, products or technologies into the Company's existing business and operations.

Furthermore, the integration of an acquired business could cause a diversion of management time and

resources. There can be no assurance that a given acquisition, when consummated, would not

materially adversely affect the Company's financial condition or results of operations. See "Use of

Proceeds." If the Company proceeds with one or more significant acquisitions in which the

consideration consists of cash, a substantial portion of the Company's available cash (including

proceeds of the Offering) could be used to consummate the acquisitions. If the Company consummates

one or more significant acquisitions in which the consideration consists of stock, or is financed with the

proceeds of the issuance of stock, stockholders of the Company could suffer a significant dilution of

their interests in the Company.

Risks of Error or Failures
Products as complex as those offered by the Company may contain undetected errors, failures or bugs

when first introduced or when new versions are released. Many companies offering software products

have in the past discovered failures and bugs in certain of their product offerings and have experienced

delays or lost revenues during the period required to correct these errors. The computer technology

environment is characterized by a wide variety of standard and non-standard configurations that make

pre-release testing for programming or compatibility errors very difficult and time-consuming,

especially with the many configurations and variations of equipment and operating systems in

computer networks. Furthermore, there can be no assurance that, despite testing by the Company and

by others, errors, failures or bugs will not be found in new products or releases after commencement of

commercial shipments by the Company. Errors, failures or bugs in the Company's products could result

in adverse publicity, in product returns, in loss of or delay in market acceptance of the Company's

products or in claims by the customer or others against the Company. Alleviating such problems could

require significant expenditures of capital and resources by the Company and could cause

interruptions, delays or cessation of service to the Company's customers. The Company attempts to

limit its liability to customers, including liability arising from a failure of the security features

contained in the Company's products, through contractual limitations of warranties and remedies.

However, some courts have held similar contractual limitations of liability, or the "shrink-wrap licenses"

in which they sometimes are embodied, to be unenforceable. Accordingly, there can be no assurance

that such limitations will be enforced. The Company does not currently carry product liability

insurance. The consequences of errors, failures or bugs in the Company's products could have a

material adverse effect on the Company's financial condition or results of operations. See "Business --

Commercial Products and Services."



Dependence on Key Personnel
The Company's success depends to a significant degree upon the continuing contributions of its key

management, sales, marketing and product development personnel. The Company has no employment

agreement with any of its employees. The loss of the services of any key employee could adversely

affect the Company's financial condition or results of operations. The Company believes that its future

success will depend in large part upon its ability to attract and retain highly skilled managerial, sales,

marketing and product development personnel. The Company requires consulting services and

product development personnel who are highly technically trained in the field of information security

and the competition for such individuals is intense. The Company has at times experienced, and

continues to experience, difficulty in recruiting qualified personnel. Competition for qualified

personnel in the software industry is intense, and there can be no assurance that the Company will be

successful in retaining its key employees or that it can attract or retain additional skilled personnel as

required. See "Management."

Risks Associated with International Sales
Sales outside North America accounted for approximately 2.4%, 7.9% and 11.9% of the Company's

total revenues in 1994, 1995 and the first quarter of 1996, respectively. Management expects that in

the future sales outside North America will generate a larger portion of the Company's total revenues.

The Company's international business may be subject to a variety of risks, including costs relating to

the start-up of direct operations in certain countries or regions, delays in expanding its international

distribution channels, difficulties in collecting international accounts receivable from distributors or

resellers and increased costs associated with maintaining international marketing efforts. Some of the

Company's international sales are denominated in the local currency of the country in which the sale

was made, and in those cases the Company is subject to the risks associated with fluctuations in

currency exchange rates. A decrease in the value of any of these foreign currencies relative to the U.S.

dollar could affect the profitability in U.S. dollars of the Company's products sold in these markets. In

addition, the Company is subject to the usual risks of doing business abroad, including increases in

duty rates, the introduction of non-tariff barriers and difficulties in enforcement of intellectual

property rights. There can be no assurance that these factors will not have an adverse effect on the

Company's financial condition or results of operations. See "Business -- Sales and Marketing."

Effect of Government Regulation of Technology Exports
The Company's international sales and operations may be subject to risks such as the imposition of

governmental controls, new or changed export license requirements, restrictions on the export of

critical technology, trade restrictions and changes in tariffs. While the Company believes its products

are designed to meet the regulatory standards of foreign markets, any inability to obtain foreign

regulatory approvals on a timely basis could have a material adverse effect on the Company's financial

condition or results of operations. Certain of the Company's products are subject to export controls



under U.S. law, and the Company believes it has obtained all necessary export approvals when required.

There can be no assurance, however, that the list of products and countries for which export approval is

required, and the regulatory policies with respect thereto, will not be revised from time to time. The

inability of the Company to obtain required approvals under these regulations could materially

adversely affect the ability of the Company to make international sales. For example, because of U.S.

governmental controls on the exportation of encryption technology, the Company is unable to export

some of its products with the most robust information security encryption technology. As a result,

foreign competitors facing less stringent controls on their products may be able to compete more

effectively than the Company in the global information security market. There can be no assurance that

these factors will not have a material adverse effect on the Company's financial condition or results of

operation. See "Business -- Industry Background," "-- Commercial Products and Services" and "--

Regulatory Matters."

The Company has been a leader in developing a key escrow solution to enable the interests of security

and law enforcement agencies to be protected while permitting the export of products with strong

cryptography. The U.S. government, both in the context of executive branch decision-making and

pending legislation in the Congress, is actively considering a variety of decisions regarding

cryptography export policy. Current Clinton administration proposals would link the relaxation of

export controls to systems that include key escrow. However, certain parties, including companies in

the computer industry and members of the U.S. Congress, and a recent report prepared for the

National Research Council of the National Academy of Sciences call for removing export controls on

cryptographic products that use the industry standard DES algorithm (56 bits). To the extent that the

government either decides not to permit the export of such products with key escrow or decides to

permit the export of such products without key escrow, those decisions could have an adverse impact

on the development of a market for the CKE products the Company plans to introduce in the future.

Limited Protection of Intellectual Property and Proprietary
Rights
The Company's success is dependent in part on its proprietary technology. TIS relies on a combination

of patent, trade secret, copyright and trademark laws, non-disclosure agreements and contractual

provisions to establish and protect its proprietary rights. The Company has received one patent and

has four pending domestic or foreign patent applications on its KRT and computer security technology.

The Company uses a printed "shrink-wrap" license for users of its products in order to protect certain

of its copyrights and trade secrets. The Company attempts to protect its trade secrets and other

proprietary information through agreements with suppliers, non-disclosure and non-competition

agreements with employees and consultants and other security measures.

There can be no assurance that the Company will seek patents on aspects of its technology relating to

its information security products, that any such patents will issue or that any such additional patents

will be sufficiently broad to protect the Company's technology relating to its information security

products. The status of computer-related patents involves complex legal and factual questions and the



breadth of claims allowed is uncertain. Accordingly, there can be no assurance that patent applications

filed by the Company will result in patents being issued or that its existing patent, and any patents that

may be issued to it in the future, will afford protection against competitors with similar technology; nor

can there be any assurance that patents issued to the Company will not be infringed upon or designed

around by others or that others will not obtain patents that the Company would need to license or

design around. If existing or future patents containing broad claims are upheld by the courts, the

holders of such patents might be in a position to require companies to obtain licenses. There can be no

assurance that licenses that might be required for the Company's products would be available on

reasonable terms, if at all.

Despite the Company's efforts to protect its proprietary rights, unauthorized parties may attempt to

copy aspects of the Company's products or to obtain and use information that the Company regards as

proprietary. Policing unauthorized use of the Company's products is difficult, and, while the Company

is unable to determine the extent to which piracy of its software products exists, such piracy can be

expected to be a persistent problem, particularly in international markets and as a result of the growing

use of the Internet. Some courts have held that shrink-wrap licenses, because they are not signed by the

licensee, are not enforceable. The laws of Maryland, which the shrink-wrap licenses purport to make

the governing law, are unclear on this subject. There can also be no assurance that the Company's trade

secrets or confidentiality agreements will provide meaningful protection of the Company's proprietary

information. Furthermore, there can be no assurance that others will not independently develop

similar technologies or duplicate any technology developed by the Company or that the Company's

technology will not infringe upon patents or other rights owned by others. The Company's inability to

protect its proprietary rights could have a material adverse effect on the Company's financial condition

or results of operations.

As the number of information security products in the industry increases and the functionality of these

products further overlaps, software developers and publishers may increasingly become subject to

claims of infringement or misappropriation of the intellectual property or proprietary rights of others.

There can be no assurance that third parties will not assert infringement or misappropriation claims

against the Company in the future with respect to current or future products. Further, the Company

may be subject to additional risk as it enters into transactions in countries where intellectual property

laws are not well developed or are poorly enforced. Legal protections of the Company's rights may be

ineffective in such countries, and technology developed in such countries may not be protectable in

jurisdictions where protection is ordinarily available.

Any claims or litigation, with or without merit, to defend or enforce the Company's intellectual

property could be costly and could result in a diversion of management's attention, which could have a

material adverse effect on the Company's financial condition or results of operations. Adverse

determinations in such claims or litigation could also have a material adverse effect on the Company's

financial condition or results of operations. See "Business -- Proprietary Information and Intellectual

Property."



Control by Directors and Officers
Upon completion of this Offering, the Company's officers and directors will beneficially own

approximately % of the Company's outstanding Common Stock. As a practical matter, these

stockholders, if acting together, would have the ability to elect the Company's directors and to

determine the outcome of corporate actions requiring stockholder approval. This concentration of

ownership may have the effect of delaying or preventing a change in control of the Company. See

"Management" and "Principal Stockholders."

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

assurance that an active trading market will develop or be sustained or that the purchasers of the

Common Stock will be able to resell their Common Stock at prices equal to or greater than the initial

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

negotiations between the Company and the Representatives of the Underwriters and may not reflect

the market price of the Common Stock after the Offering. See "Underwriting" for a discussion of

factors considered in determining the initial public offering price. The trading price of the Common

Stock could be subject to wide fluctuations in response to quarterly variations in operating results,

announcements of technological innovations or new products by the Company or its competitors,

changes in financial estimates by securities analysts, market conditions and general trends in the

technology industry and other events or factors. In addition, the stock market has experienced

volatility that has particularly affected the market prices of equity securities of many high technology

companies and that often has been unrelated to the operating performance of such companies. These

broad market fluctuations may adversely affect the market price of the Common Stock. See

"Underwriting."

Substantial and Immediate Dilution
Investors participating in the Offering will incur immediate, substantial dilution of $ per share in the

net tangible book value of their shares. To the extent outstanding options to purchase the Common

Stock are exercised, there will be further dilution. See "Dilution."

Effect of Certain Charter Provisions

The Company's Board of Directors has the authority to issue up to 5,000,000 shares of preferred stock

(the "Preferred Stock") and to determine the price, rights, preferences, privileges and restrictions,

including voting rights, of those shares without any further vote or action by the stockholders. The

rights of the holders of Common Stock will be subject to, and may be adversely affected by, the rights

of the holders of any Preferred Stock that may be issued in the future. The issuance of Preferred Stock,



while providing desirable flexibility in connection with possible acquisitions and other corporate

purposes, could have the effect of making it more difficult for a third party to acquire a majority of the

outstanding voting stock of the Company. The Company has no current plans to issue shares of

Preferred Stock. Further, certain provisions of the Company's Certificate of Incorporation and Bylaws

and of Delaware law could delay or make more difficult a merger, tender offer or proxy contest

involving the Company. The Company is subject to the anti-takeover provisions of Section of 203 of

the Delaware General Corporation Law. In general, the statute prohibits a publicly held Delaware

corporation from engaging in a "business combination" with an "interested stockholder" for a period of

three years after the date of the transaction in which the person became an interested stockholder,

unless the business combination is approved in a prescribed manner. See "Description of Capital Stock

-- Preferred Stock," "-- Certain Provisions of the Company's Certificate of Incorporation and Bylaws"

and "-- Section 203 of Delaware General Corporation Law."

In addition, the Company's Certificate of Incorporation contains other provisions that may have the

effect of delaying or preventing a change in control of the Company: (i) a classified Board of Directors

and (ii) a limitation on stockholder action by written consent. See "Description of Capital Stock --

Certain Provisions of the Company's Certificate of Incorporation and Bylaws." All of these factors may

negatively affect the price of the Common Stock.

Shares Eligible for Future Sale

Sales of a substantial number of shares of Common Stock in the public market following the Offering

could adversely affect the market price for the Common Stock and the Company's ability to raise

capital. Upon completion of the Offering, the Company will have outstanding shares of Common

Stock, assuming no exercise of outstanding options. In addition to the shares offered hereby,

approximately shares will be available for immediate sale in the public market as of or shortly following

the date of this Prospectus. Beginning 90 days after the date of this Prospectus, approximately

additional shares will become eligible for sale in the public market, subject to the provisions of Rule

144 or Rule 701 under the Securities Act of 1933, as amended (the "Securities Act"). Beginning 180

days following the date of this Prospectus, unless sooner released from contractual "lock-up"

agreements with the Underwriters, approximately additional shares will become available for sale in

the public market pursuant to Rule 144 or Rule 701, subject in certain cases to volume and other resale

limitations under Rule 144. See "Shares Eligible for Future Sale." The Company is unable to estimate

the number of shares which may be sold under Rule 144 or Rule 701 since this will depend upon the

market price of the Common Stock, the individual circumstances of the sellers and other factors.

Use of Proceeds
The net proceeds to the Company from the sale of the Common Stock being offered

hereby (after deducting the underwriting discounts and estimated offering

expenses) are estimated to be $       million ($       million if the

Underwriters' over-allotment option is exercised in full) (assuming an initial

public offering price of $       per share).



Such net proceeds will be used for working capital and other general corporate purposes including

expansion of the Company's distribution capabilities, further development of products and technology,

expansion of the Company's service and support capabilities, repayment of short-term borrowings (of

which $3.0 million was outstanding as of May 31, 1996 with an interest rate of 9.25%) and potential

acquisitions.

Pending such uses, the Company intends to invest the net proceeds in short-term, investment-grade

securities.

Dividend Policy

The Company has never declared or paid any cash dividends on its common stock. In addition, the

agreements relating to certain of the Company's borrowings from Mercantile-Safe Deposit & Trust

Company ("Mercantile Bank") restrict the Company's ability to pay cash dividends without Mercantile

Bank's consent. The Company intends to retain its earnings to fund development of its business and

does not anticipate paying cash dividends in the foreseeable future.

Capitalization
The following table sets forth the capitalization of the Company as of March 29,

1996, and as adjusted to give effect to the sale of   shares of Common Stock

offered hereby (assuming an initial public offering price of $       per share)

and the application of a portion of the estimated net proceeds therefrom to

repay short-term borrowings. See "Use of Proceeds."

MARCH 29, 1996 Dollars in thousands, except per share ACTUAL AS ADJUSTED

Lines of credit and current portion of long-term debt....................   $2,580      $   216

Long-term debt, excluding current portion................................   $2,574      $ 2,574

Shareholders' equity:

Preferred stock, $.01 par value (5,000,000 shares authorized; no shares

outstanding)........................................................       --           --

Common stock, $.01 par value (40,000,000 shares authorized; 12,168,720

shares issued and outstanding, actual;        shares issued and

outstanding, as adjusted)(1)........................................      122

Additional paid-in capital.............................................      257

Unrealized gains, net of income taxes of $1,356........................    2,033        2,033

Foreign currency translation adjustment................................       (6)          (6)

Retained earnings......................................................    1,876        1,876

Total shareholders' equity..........................................    4,282

Total capitalization................................................   $6,856      $

(1) Does not include 94,360 shares issued after March 29, 1996 upon exercise of stock options,

1,787,000 shares reserved for issuance upon exercise of stock options outstanding as of May 31, 1996

or 1,074,640 additional shares available for future issuance under the Company's Stock Option Plans.

See "Management -- Employee Stock Option Plans" and "-- Directors' Stock Option Plan."



Dilution
The net tangible book value of the Company at March 29, 1996 (adjusted for sales

of shares pursuant to the exercise of options since that date through May 31,

1996) was $4,312,518, or $.35 per share of Common Stock. After giving effect to

(i) the sale of the        shares of Common Stock of the Company offered hereby

at an assumed initial public offering price of $       per share, and (ii) the

deduction of underwriting discounts and estimated expenses of the Offering, the

net tangible book value of the Company at March 29, 1996 would have been

$       , or $       per share of Common Stock. This represents an immediate

increase in net tangible book value of $       per share to existing

stockholders and an immediate dilution of $       per share to new investors.

The following table illustrates this per share dilution:

Assumed initial public offering price per share of Common Stock.............             $

Net tangible book value per share at March 29, 1996, as adjusted............   $  .35

Increase in net tangible book value per share of Common Stock attributable

to new investors..........................................................

Net tangible book value per share of Common Stock after the Offering........

Dilution per share to new investors.........................................             $

The following table summarizes, as of March 29, 1996 (adjusted for sales of shares pursuant to the

exercise of options since that date through May 31, 1996), the number of shares of Common Stock

purchased by existing stockholders from the Company, the total consideration paid and the average

price per share paid to the Company for such shares and by new investors in the Offering (assuming an

initial public offering price of $ per share):

TOTAL CONSIDERATION

SHARES PURCHASED                             AVERAGE

PRICE

NUMBER      PERCENT     AMOUNT     PERCENT      PER SHARE

Existing stockholders..................... 12,263,080 $409,853 $0.0334 New investors.............................

Total...................................

As of May 31, 1996, there were outstanding options to purchase 1,787,000 shares of Common Stock

at a weighted average exercise price of $1.4535 per share. The foregoing tables do not give effect to the

exercise of stock options and, to the extent they are exercised, there will be further dilution to new

investors. See "Management -- Employee Stock Option Plans" and "-- Directors' Stock Option Plan."

Selected Financial Data
The consolidated statement of operations data set forth below for the fiscal years ended December 31,

1993, December 30, 1994, and December 29, 1995 and the consolidated balance sheet data at

December 31, 1993, December 30, 1994 and December 29, 1995 are derived from, and should be read

in conjunction with, the audited consolidated financial statements of the Company which are included

elsewhere in this Prospectus. The consolidated statements of operations data for the fiscal years ended

December 27, 1991 and December 25, 1992 and the consolidated balance sheet data at December 27,

1991 and December 25, 1992 are derived from unaudited consolidated financial statements of the

Company not included herein. The selected financial data at March 31, 1995 and March 29, 1996 and

for the three months ended March 31, 1995 and March 29, 1996 are derived from unaudited



consolidated financial statements included elsewhere in this Prospectus. The unaudited consolidated

financial statements include all adjustments (consisting only of normal recurring adjustments and

accruals) that in the opinion of management are necessary for a fair presentation of the financial

information set forth therein. Operating results for the three months ended March 29, 1996 are not

necessarily indicative of the results that may be expected for the fiscal year ending December 27, 1996.

The selected financial data set forth below are qualified in their entirety by, and should be read in

conjunction with, the consolidated financial statements, the related notes thereto and "Management's

Discussion and Analysis of Financial Condition and Results of Operations" included elsewhere in this

Prospectus.

FISCAL YEAR                     FIRST

QUARTER

In thousands, except per share data         1991     1992     1993     1994      1995      1995

1996

(UNAUDITED)

(UNAUDITED)

STATEMENT OF OPERATIONS DATA

Revenues:

Government contracts.........................  $5,191   $6,262   $8,343   $11,258   $12,327   $3,040

$2,432

Commercial products and services.............     834      568      448     1,859     5,763      906

1,744

6,025    6,830    8,791    13,117    18,090    3,946

4,176

Cost of revenues:

Government contracts.........................   3,332    4,108    5,512     7,377     8,845    2,119

1,775

Commercial products and services.............     350      268      307       826     2,020      364

638

3,682    4,376    5,819     8,203    10,865    2,483

2,413

Gross profit...................................   2,343    2,454    2,972     4,914     7,225    1,463

1,763

Operating expenses:

Selling, general and administrative..........   1,578    1,612    2,198     2,997     3,727      988

2,044

Research and development.....................     552      580      582       646     1,145      296

375

2,130    2,192    2,780     3,643     4,872    1,284

2,419

Income (loss) from operations..................     213      262      192     1,271     2,353      179

(656)

Other income (expense):

Interest income..............................      23        7        8        44        50        8

5

Interest expense.............................    (172)    (145)    (128)     (134)     (159)     (23)

(89)

(149)    (138)    (120)      (90)     (109)     (15)

(84)

Income (loss) before income taxes..............      64      124       72     1,181     2,244      164

(740)

Income tax provision (benefit).................      26       50       37       506       900       66

(316)

Net income (loss)..............................  $   38   $   74   $   35   $   675   $ 1,344   $   98

$ (424)

Net income (loss) per share....................  $        $        $        $         $         $

$

Weighted average shares outstanding............



FISCAL YEAR END

FIRST QUARTER END

1991      1992      1993      1994      1995

1995      1996

(UNAUDITED)

(UNAUDITED)

BALANCE SHEET DATA

Cash, cash equivalents and marketable securities......  $   12    $   29    $   37    $  262    $    54

$   73    $ 3,793

Working capital.......................................     150       100       (68)      400        210

428      1,914

Total assets..........................................   3,330     3,852     4,412     5,229     10,222

6,354     14,988

Total debt............................................   1,707     1,970     1,835       973      3,264

1,696      5,153

Shareholders' equity..................................     738       755       793     1,467      2,407

1,560      4,282

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

parts of this Prospectus contain forward-looking statements which involve risks and uncertainties. The

Company's actual results could differ materially from the results discussed in forward-looking

statements. Factors that could cause or contribute to such differences include, but are not limited to,

those discussed in "Risk Factors."

Overview
Trusted Information Systems, Inc., founded in 1983, is a leading provider of comprehensive security

solutions for protection of computer networks, including global Internet-based systems, internal

networks and individual workstations and laptops. The Company currently has two operating

divisions: the Commercial Division and the Advanced Research and Engineering ("AR&E") Division.

The Commercial Division The Commercial Division derives revenues from the Company's Gauntlet

family of firewall products and from its commercial consulting services. The Commercial Division

accounted for 5%, 14%, 32% and 42% of the Company's total revenues in 1993, 1994, 1995 and the

first quarter of 1996, respectively. The Company expects that the Commercial Division will account for

an increased percentage of total revenues over the remainder of the current year and in future years.

Prior to 1996, the Company distributed its only revenue producing product, the Gauntlet Internet

Firewall which was introduced in 1994, exclusively through resellers and a sales administration staff.

During 1996 the Company has begun to incur and expects to continue to incur substantial increases in

its selling, general and administrative expenses as it builds its marketing and sales efforts to support

sales of the Gauntlet Internet Firewall product and of its three products introduced in 1996: the

Gauntlet Intranet Firewall, the Gauntlet Net Extender and the Gauntlet PC Extender. The Company

presently has more than 60 persons to develop, promote, sell and deliver its network security products



and services, including the Gauntlet family of firewall products. Prior to 1996, the Company's Gauntlet

Internet Firewall was licensed as software or as software and hardware on one platform, frequently

combined (or "bundled") with installation for pricing purposes. Since April 15, 1996, installation for

the Gauntlet family of firewall products has been offered as a separate (or "unbundled") optional service

provided to customers.

The Company offers a full range of consulting in information security planning and product support.

The Company's commercial consulting practice offers expert technology research services, consultation

on security issues associated with products and services, corporate information security policy

development, architectural and diagnostic security analysis services, firewall configuration and

maintenance support, and training for corporate network and security administration personnel. These

services are carried out by a staff of 12 persons who average more than 15 years of information

security experience in both commercial and government organizations.

The Advanced Research and Engineering Division The Advanced Research and Engineering Division

consists primarily of research, development and consulting in computer and related security systems,

currently including major contracts with three agencies of the U.S. government: the NSA, Air Force

Rome Laboratories ("RL") and Defense Advanced Research Projects Agency ("DARPA"), formerly ARPA.

Revenues from the AR&E Division increased consistently through 1995, but decreased in the first

quarter of 1996. The aggregate award value of the Company's nine major active government contracts

is approximately $29,203,000. In October 1993, the Company began providing services under the

largest of these current contracts, with the NSA, which is valued at $14,823,000 and is expected to

expire in early 1997. The contract with RL, valued at $3,499,000, commenced August 1993 and will

expire in 1996. Of the seven contracts with ARPA, which range in value from $741,000 to $2,495,000

and have all commenced in the preceding two years, one expires in 1996, three expire during 1997 and

three expire during 1998. While the Company expects to continue to obtain government contracts for

its AR&E Division, it does not anticipate that revenues from such contracts will attain the levels

realized in 1995.

Most of the Company's government contracts provide for compensation to the Company in the form

of reimbursement of costs plus a fee. Gross profit under government contracts generally represents the

fee plus recovered operating expenses. Under these government contracts, the Company is entitled to

recover associated direct labor costs, overhead and selling, general and administrative expenses,

including allowable research and development expenses. Selling, general and administrative expenses

allowable under government contracts include salaries and benefits, marketing, bid and proposal costs,

management, accounting, legal and contract administration and certain other administrative expenses.

Under its government contracts, the Company bears the risk that recoverable expenses billed by the

Company are subject to review and audit by the Defense Contract Audit Agency (the "DCAA"). The

DCAA has audited the Company's contracts through 1990, without any significant disallowances.

Pursuant to their terms, these contracts are also subject to termination at the convenience of the



applicable governmental agency. If the contract is terminated, the Company would typically be

reimbursed for its costs to the date of termination plus the cost of any orderly termination and would

be paid a portion of the fee.

Results of Operations

First Quarter of Fiscal 1996 Compared to First Quarter of Fiscal 1995 Revenues. Total revenues

increased 5.8% to $4,175,878 in the first quarter of 1996 from $3,946,433 in the first quarter of 1995.

Commercial product revenues increased 252.1% to $1,496,455 in the first quarter of 1996 from

$425,000 in the first quarter of 1995, because of an increase in shipments of the Company's Gauntlet

firewall products. Commercial consulting revenues decreased 48.6% to $247,150 in the first quarter of

1996 from $480,730 in the first quarter of 1995, primarily because of the Company's completion of a

substantial number of commercial consulting contracts during the first quarter of 1995. Government

contract revenues decreased 20.0% to $2,432,273 in the first quarter of 1996 from $3,040,703 in the

first quarter of 1995, primarily because of the Company's reallocation of personnel to its commercial

activities.

Gross Profit. Gross profit increased 20.6% to $1,763,499 in the first quarter of 1996 from $1,462,532

in the first quarter of 1995, due to the increase in the Company's commercial product sales. The gross

profit on commercial products increased 329.8% to $1,024,358 in the first quarter of 1996 from

$238,313 in the first quarter of 1995 because of the increase in shipments of Gauntlet firewall

products. The gross profit on commercial products as a percentage of related revenues increased to

68.5% in the first quarter of 1996 from 56.1% in the first quarter of 1995, primarily due to a favorable

change in the mix of product sales. Gross profit from the Company's commercial consulting services

decreased 73.0% to $81,722 in the first quarter of 1996 from $302,538 in the first quarter of 1995,

and gross profit from the Company's government contracts decreased 28.7% to $657,419 in the first

quarter of 1996 from $921,681 in the first quarter of 1995, in each case because of lower related

revenues. As a percentage of related revenues, gross profit on commercial consulting services decreased

to 33.1% in the first quarter of 1996 from 62.9% in the first quarter of 1995, because of the

substantially higher margin on a number of contracts in the first quarter of 1995. As a percentage of

related revenues, gross profit on government contracts decreased to 27.0% in the first quarter of 1996

from 30.3% in the first quarter of 1995, because of greater revenues received in 1996 from contracts

with proportionately lower fees.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased

106.9% to $2,043,859 in the first quarter of 1996 from $988,016 in the first quarter of 1995, due

primarily to the substantial increase in personnel and related operating costs associated with the

increase in the Company's commercial products sales, as well as its initial effort towards developing the

infrastructure to support future commercial product revenue growth.

Research and Development Expenses. The Company's research and development expenses, excluding

such expenses directly reimbursed under government contracts, increased 27.1% to $375,187 in the

first quarter of 1996 from $295,137 in the first quarter of 1995. This increase primarily resulted from



the Company's efforts in developing the new members of the Gauntlet family of firewall products

announced in April 1996.

Interest Expense. Interest expense increased 289.6% to $88,883 in the first quarter of 1996 from

$22,812 in the first quarter of 1995, due primarily to the increase in borrowings under the Company's

revolving and construction credit lines.

Fiscal 1995 Compared to Fiscal 1994 Revenues. The Company's total revenues increased 37.9% to

$18,090,087 in 1995 from $13,117,152 in 1994. Commercial product revenues increased 325.6% to

$4,270,924 in 1995 from $1,003,523 in 1994, primarily because of increased sales of licenses of

Gauntlet Internet Firewalls directly to customers and through the Company's resellers. Commercial

consulting revenues increased 74.3% to $1,491,661 in 1995 from $855,613 in 1994 primarily because

of the Company's completion of a substantial number of commercial consulting contracts during 1995.

Government contract revenues increased 9.5% to $12,327,502 in 1995 from $11,258,016 in 1994.

Gross Profit. Gross profit increased 47.0% to $7,225,140 in 1995 from $4,914,495 in 1994. This

increase was primarily the result of higher gross profit associated with the Gauntlet Internet Firewall,

which increased 366.2% to $3,128,642 in 1995 from $671,043 in 1994. The gross profit on

commercial products as a percentage of related revenues increased to 73.3% in 1995 from 66.9% in

1994 because of increased margins on the Gauntlet Internet Firewall overall and an increase in the

percentage of sales through resellers at higher margins than for direct sales. Gross profit from the

Company's government contracts decreased 10.3% to $3,482,783 in 1995 from $3,881,084 in 1994,

primarily because the Company shifted resources to its commercial products. As a percentage of

related revenues, the gross profit for government contract revenues decreased to 28.3% in 1995 to

34.5% in 1994 because certain of the Company's government contracts provided for higher fees on the

earlier installments under those contracts, generating higher margins in 1994.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased

24.3% to $3,727,701 in 1995 from $2,997,806 in 1994, primarily due to the Company's overall

increase in operations and to the Company's efforts in late 1995 to initiate dedicated commercial

marketing and sales efforts.

Research and Development Expenses. Research and development expenses increased 77.2% to

$1,144,737 in 1995 from $646,001 in 1994, primarily because the Company increased its budget for

funding research and development efforts and began to commit substantial resources to developing its

commercial products, including activities in encryption and additional platform applications for the

Gauntlet Internet Firewall.

Interest Expense. Interest expense increased 18.3% to $158,778 in 1995 from $134,236 in 1994, due

primarily to an increase of approximately $2.2 million during 1995 in the Company's borrowings

under its revolving and construction credit lines.

Fiscal 1994 Compared to Fiscal 1993 Revenues. The Company's total revenues increased 49.2% to

$13,117,152 in 1994 from $8,791,478 in 1993. Commercial product revenues commenced with the

introduction of the Company's Gauntlet Internet Firewall in April 1994, and totaled $1,003,523 in



1994. Commercial consulting revenues increased 91.0% to $855,613 in 1994 from $448,054 in 1993,

primarily because of the Company's increased efforts in establishing commercial activities.

Government contract revenues increased 34.9% to $11,258,016 in 1994 from $8,343,424 in 1993,

primarily as a result of a research and development contract with the NSA which commenced during

October 1993 and two contracts with ARPA, one of which commenced in August 1993 and the other

of which commenced in March 1994.

Gross Profit. Gross profit increased 65.4% to $4,914,495 in 1994 from $2,971,742 in 1993. Gross

profit from the Company's government contracts increased 37.1% to $3,881,084 in 1994 from

$2,830,926 in 1993, because of the year-to-year increase in the revenues from government contracts.

As a percentage of related revenues, gross profit from government contracts was relatively stable. The

gross profit associated with the Gauntlet Internet Firewall product, which was $671,043 in 1994, and

the 157.3% increase in the gross profit on commercial consulting to $362,368 in 1994 from $140,816

in 1993, also contributed to the increase in overall gross profit.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased

36.4% to $2,997,806 in 1994 from $2,198,011 in 1993, due primarily to the Company's overall

growth in operations and revenues.

Research and Development Expenses. Research and development expenses increased 11.0% to

$646,001 in 1994 from $582,075 in 1993, as a result of the Company's increased funding of its

research and development efforts.

Interest Expense. Interest expense increased 5.1% to $134,236 in 1994 from $127,711 in 1993, due

primarily to the Company's increased borrowings during 1994.

Liquidity and Capital Resources
Since its inception, the Company has financed its operations and the purchase of property and

equipment through the issuance of common stock, borrowings under short-term lines of credit,

secured notes payable and stockholder loans and the generation of cash from operations.

During 1994, the Company purchased $192,165 of property and equipment and repaid $861,269 in

borrowings, primarily through the generation of cash from operations. During 1995 and the first

quarter of 1996, as the Company substantially completed construction of its facilities in Glenwood, the

Company purchased $3,354,958 of property and equipment and repurchased common stock for

$407,520, primarily through the use of short-term borrowings of $2,364,000, the net issuance of notes

payable of $1,816,004 and the issuance of common stock for $266,152 upon the exercise of stock

options. In 1989, the Company established a mortgage on its Glenwood facility, which at December 29,

1995, was outstanding in the amount of $902,656.

At December 30, 1994 and December 29, 1995, the Company had various short-term line of credit

arrangements with Mercantile Bank aggregating $1,000,000 and $2,000,000, respectively, of which

$1,000,000 and $477,000, respectively, were available for further borrowing. During the first five



months of 1996, the Company entered into an agreement with Mercantile Bank to increase its short-

term lines of credit to $3,000,000 and negotiated a separate $2,000,000 credit line for its product

development needs, including the development of the three Gauntlet firewall products introduced in

1996. At May 31, 1996, approximately $2,000,000 was available for borrowing under these facilities.

In 1995, the Company negotiated a construction loan in the amount of $1.8 million to provide for the

expansion of its facilities at its Glenwood, Maryland location. At the end of May 1996, the Company

had completed its expansion and substantially drawn down the total amount of its construction loan.

The Company's bank borrowings are secured by substantially all of the Company's tangible assets.

While the Company may require additional financing to fund development of new products and

expansion of its domestic and international operations, it believes that the net proceeds from the

Offering, together with existing cash and cash equivalents, cash generated from operations and cash

available through its credit and note payable arrangements, will be sufficient to finance its product

development and operating needs through December 1997.

Business
In addition to the historical information contained herein, this Prospectus contains forward-looking

statements which involve risks and uncertainties. The Company's actual results could differ materially

from those discussed herein. Factors that could cause or contribute to such differences include, but are

not limited to, those discussed in the sections entitled "Risk Factors" and "Management's Discussion

and Analysis of Financial Condition and Results of Operations," as well as those discussed in this

section and elsewhere in this Prospectus.

General
Trusted Information Systems, Inc. is a leading provider of comprehensive security solutions for

protection of computer networks, including global Internet-based systems, internal networks and

individual workstations and laptops. TIS, which was founded in 1983 to engage in computer security

consulting, draws upon the expertise of a senior management team with an average of more than 20

years of experience in computer security and networking issues in industry and government. The

Company emphasizes the robustness of its security solutions, its long experience with computer

security and cryptography issues and its ability to provide comprehensive solutions to customers. The

Company also emphasizes its strong reputation with corporate and government computer security

professionals in the United States and abroad as a pioneer in the field of computer network security.

The Company's customers include the following or subsidiaries thereof: Chevron Corporation,

Chrysler Corporation, NationsBank Corporation and Swiss Bank Corporation.

The Company develops, markets, licenses and supports the Gauntlet family of firewall products. These

products allow customers to create "trusted" networks that are protected from access, theft and damage

by unauthorized users from "untrusted" networks such as the Internet and also enable the creation of



virtual private networks ("VPNs") through the encypted transmission of information across untrusted

networks. The Company's Gauntlet Internet Firewall, introduced in 1994, was derived from the TIS

Internet Firewall Toolkit which has been available on the Internet since 1993 and has been

downloaded more than 27,000 times to more than 15,000 discrete locations worldwide. To date, more

than 1,500 Gauntlet Internet Firewalls have been licensed to customers. In January 1996, the

Company initiated a telemarketing program to upgrade TIS Internet Firewall Toolkit users to the

Gauntlet family of firewall products. To build, maintain and enhance customer relationships, TIS also

offers a full range of consulting in information security policies and planning to its customers. The

Company further provides research and development and consulting to government agencies,

including the NSA and DARPA, in areas such as next generation firewalls, distributed trusted operating

systems, Internet domain name services, international cryptography and advanced cryptographic key

handling and recovery techniques.

Prior to founding the Company in 1983, Stephen T. Walker, Chairman and Chief Executive Officer,

spent over 20 years working on computer security issues for the U.S. government at the NSA and

ARPA.

Industry Background
The Internet

The Internet, derived from ARPA research in the 1970s, is a global web of inter-connected computer

networks which enables commercial organizations, educational institutions, government agencies and

individuals to freely communicate, access and share information and conduct business remotely. The

networks that constitute the Internet are connected in a variety of ways, including by the public

switched telephone network and by high speed, dedicated leased lines.

While there has been significant media interest in the consumer potential of the Internet, business and

professional organizations also account for a significant percentage of Internet usage. The recent

growth in the Internet has been driven primarily by the increasing popularity of two applications: the

World Wide Web and e-mail. The emergence of the World Wide Web allows commercial organizations a

new medium in which to publish multi-media documents and other information for public access and

to advertise or provide products and services to users. Many such commercial enterprises have

established a "home page" to enhance these new market opportunities. Customer service, electronic

commerce, advertising and market data generation are all being conducted across the World Wide Web.

The growth of e-mail usage on the Internet is being driven by ease-of-use and standardization. Today,

there are a number of commercially available e-mail programs that an organization or individual may

use to facilitate Internet communications.

The Company believes that full commercial utilization of the Internet has been hampered by lack of

security and the vulnerability of the Internet and private networks directly connected to the Internet.

The very openness of the Internet means that transmitted information and data stored in connected

hosts are exposed to other users who are able, in the absence of effective security measures, to gain



access to, manipulate and divert the data. This fundamental weakness mandates that organizations and

individuals weigh security concerns against the perceived commercial opportunities presented by

millions of Internet users.

Private Networks and Intranets As network technology has advanced, enterprise computing has

evolved from mainframe computers supporting a number of terminals toward networks of inter-

connected personal computers. Organizations have developed local-area networks ("LANs") to share

data and applications within work groups. Increasingly, businesses are using the Internet's non-

proprietary TCP/IP protocol for internal network communications which facilitates corporate

communications using Internet tools and applications. Internal networks that employ TCP/IP as a

network protocol are known as "Intranets."

Organizations are increasingly dependent on electronic communications among geographically

dispersed internal operations, customers, suppliers and other partners. Many organizations have

connected together LANs, including geographically dispersed networks, into wide-area networks

("WANs"), and further connect multiple LANs and WANs, including remote networks and mobile PCs,

over dedicated leased lines or other costly telecommunication links. Private networks can support

remote access from other private networks to provide customer support bulletin board services,

electronic data interchange ("EDI") and database sharing. Organizations can use the Internet as a low-

cost, if less secure, communications "backbone" for a WAN, thereby extending internal information

systems and enterprise applications to geographically dispersed facilities, remote offices and mobile

employees.

The increasing number of authorized users having direct access to expanding networks and the data

contained on such networks has increased the need to provide protection for sensitive data on such

networks from unauthorized users with general access to a system. Network administrators face the

challenge of creating accessible, shared LANs and Intranets while protecting the integrity and

confidentiality of the information being shared.

Network Security

As a result of the increased use of the Internet and Intranets, unauthorized access to organization

networks and corporate data is an increasingly costly business problem. Sensitive data that require

protection from unauthorized use include financial results, medical records, personnel files, research

and development projects, marketing plans and other business information. Unauthorized access to

this information may go undetected by the computer user or network administrator, especially if the

information is read but not altered by the unauthorized party. Organizations are vulnerable not only to

unauthorized access to information resources by outsiders, but also to abuse by employees within their

own organizations.

TIS believes the requirements for information security in these complex communications systems can

be described in terms of three major requirements:



Confidentiality: controlling who gets to read information Integrity: assuring that information is

changed only in a specified and authorized manner, and Availability: assuring that authorized users

have continued access to information and resources.

The relative importance of these requirements differs depending upon the application. For example,

funds transfer systems require strong integrity controls, while automotive design or petroleum

exploration systems may focus chiefly on confidentiality.

These information security requirements typically are stated in a security policy -- a concise statement

of information sensitivities, protection responsibilities and organizational commitment. The Company

believes that a strong security policy must state specific security needs in terms which balance the

system's risks and vulnerabilities with the need to operate. An organization must consider the following

in establishing a system security policy:

the value of the asset being protected; the vulnerabilities of the system -- what damage can

insiders/outsiders do to the system; the threats to the system -- can adversaries exploit these

vulnerabilities; and the risks to the system -- what are the costs of recovery if an adversary exploits a

system's vulnerability.

These policies then need to be implemented by the organization at a number of levels, for example, (a)

between sections or particular groups within a site, (b) for each site, (c) throughout the organization

with its many sites and (d) between the organization, its customers and suppliers. Each level of

communications requires the implementation of information security technology to carry out these

security policies.

Firewalls

Without any firewall protection, a computer on an untrusted network can easily exploit any weaknesses

in the software on a computer on a trusted network. Figure 1 shows two computers on networks

communicating over the Internet without any firewall protection.

Figure 1: Typical Host-to-host Computer Communications
Firewalls have developed as key elements in implementing different security policies at the different

levels within networks. The growth in Internet users and Intranets, as well as the growing concerns

about network security, are fueling increasing demand for firewalls. A report released in February 1996

by International Data Corporation projects that firewall product licenses will grow from 10,000 units

in 1995 to 1,500,000 units in 2000, while revenue from such licenses will grow from approximately

$160 million to approximately $980 million over the same period.

Firewalls provide strong points of defense and controlled, audited access to services at all levels of

communications -- both from within and without an organization's private network. A firewall is a

computer system that is interposed between two networks, generally an organization's internal or

private computer network and a more public or untrusted network. The private, or trusted, network

can be as large as the internal network of a Fortune 500 company, or as small as a network serving a



single department at a single site. The public or untrusted network can be as specific as the enterprise's

network or as general and open as the Internet. One "firewalled" private network can exist inside

another. A firewall can restrict the access to a trusted network by user, by application and by location. A

firewall can also require users to provide authentication based on cryptography that is much less

vulnerable than the simple passwords that have been historically used in computer systems. Thus, any

organization linking a trusted network to an untrusted network, either internal or external, will

generally and increasingly require a firewall to enforce network security and protect the trusted

network.

The two major types of firewalls are filtering gateways and application gateways. Both gateway types

work to enforce a network security policy without adversely limiting flexibility or affecting

performance. However, each design strikes a different balance between these three goals: filtering

gateways sacrifice aspects of security in order to be more flexible and generally provide for

performance, and application gateways provide higher security at the expense of some flexibility and

performance.

Filtering Gateway Firewalls. Filtering gateway firewalls are either "static" or "dynamic" packet filters.

Dynamic filtering is sometimes referred to as "Stateful Multi-Layer Inspection." All filtering gateways

make routing decisions based on information contained in each network "packet." If a packet's content

meets the security policy criteria, it is forwarded to the other side of the gateway. Otherwise, it is

blocked at the gateway. Static filters, which are typically implemented in routers, examine each packet

as it arrives at the gateway and make a routing decision based on the packet's header (information such

as source and destination address, protocols, and port numbers) and sometimes on portions of the

packet's contents. Dynamic filters can make forwarding decisions based on the application protocols

contained within the packets.

Since filtering gateways operate by routing traffic, they provide direct connectivity between untrusted

and trusted networks. This direct connection places a large burden for the network's security policy on

internal systems because they are directly exposed for all services the firewall lets through. A typical

example is electronic mail: if the filtering gateway is configured to permit inbound e-mail, the security

of the e-mail server becomes critical -- if it is running an insecure mail server such as the UNIX

"sendmail" program, history has shown that the system will be vulnerable to penetration, and could

then be used as a starting place to attack the rest of the computers on the network intended to be

protected by the firewall.

Figure 2 shows a filtering gateway firewall imposed between an untrusted network and a trusted

network. The filtering gateway screens incoming and outgoing traffic and decides whether to allow a

connection to be made. If the connection is allowed, a direct connection is made between the computer

on the untrusted network and the computer on the trusted network. As in Figure 1, the computer on

the untrusted network can exploit any weakness in the software on the computer on the trusted

network. Even dynamic filtering gateways that inspect the state of a connection allow direct

connections between computers on the untrusted and trusted networks.



Figure 2: Filtering Gateway Firewall
Application Gateway Firewalls. Application gateways, also known as proxy gateways, control network

connections rather than individual packets. At the point where a connection is requested, the proxy for

the given protocol will check the firewall's security policy and decide whether the connection is

permitted. If it is, the proxy will then mediate all future traffic for that connection and verify that it

conforms to the given protocol and security policy. Application gateways permit or deny connections

based on security policy considerations such as user name, addresses, protocols, and protocol-specific

functions (e.g., download data but not upload).

Figure 3 shows an application gateway firewall imposed between an untrusted network and a trusted

network. The application gateway interrupts the communication between computers on the two

networks. Depending upon the particular application, various checks are made at the application proxy

level. If the connection is allowed, a second link between the firewall and the trusted network is

established and all data is passed through the application proxy. This design prevents a direct

connection between computers on the two networks, thereby significantly reducing the ability to

directly exploit a weakness in the software on the computer on the trusted network.

Figure 3: Application Gateway Firewall
TIS's Gauntlet firewall products are application gateway firewalls.

Virtual Private Networks (VPNs) Once firewalls are in place at multiple sites on a WAN, the ability to

establish encrypted communications links over WANs becomes practical. These VPNs provide

complete protection among networks, whether among a corporation's internal information systems at

different locations or among those locations and widely dispersed customers and suppliers. VPNs

permit the safe commercial use of the Internet, thereby providing significant cost savings by reducing

reliance on more costly dedicated telecommunications alternatives. A report prepared by an industry

consultant indicates that for the set of applications covered, such cost savings could provide a full

payback of the VPN investment within the first year of its operation.

Export controls imposed by most governments are a significant impediment to the establishment of

Global VPNs ("GVPNs"). Recent initiatives by the U.S. and other governments to allow export of

cryptography when combined with some form of key recovery system offer an excellent opportunity to

realize the full potential of GVPNs on an international basis. The Company believes that once

appropriate government policies are in place, the combination of application gateway firewalls and key

recovery enabled encryption (such as the Company's Key Recovery Technology ("KRT")) will radically

alter the landscape of today's private networks, providing reliable, protected communications through

public networks such as the Internet. See "-- Commercial Products and Services -- Cryptographic

Products/Key Recovery Technology (KRT) System."



Tis Strategy
The Company's objective is to be the leading provider of comprehensive security products and services

for corporate and government information systems. Essential elements of the Company's strategy

include:

Provide Comprehensive Security Solutions. The Company's approach is to develop, market and

support a broad range of network security software products for the protection of computer networks,

including global Internet-based systems, internal networks and individual workstations and laptops.

The Company believes that its integrated approach to network security products and services provides

a more comprehensive security solution than the single product offerings marketed by many of its

competitors. The Gauntlet family of firewall products currently includes the Gauntlet Internet Firewall,

the Gauntlet Intranet Firewall, the Gauntlet Net Extender and the Gauntlet PC Extender. Additionally,

the Company offers a full range of expert consulting services in information security policies and

planning to commercial enterprises and governments. With the support of government-funded and

independent research and development, the Company is developing extensions and enhancements to

current firewall technology and applications of cryptography to maintain its position as a leader in

providing comprehensive security solutions. The Company is currently developing enhancements to

the Gauntlet family of firewall products, including an enhanced graphical user interface ("GUI"), and

expects that its Gauntlet versions supporting Sun Microsystems' Solaris Version 2 and Microsoft's

Windows NT Server Version 4.0 will be commercially available by the end of 1996. The Company

intends to extend its leading positions in network firewalls and encryption technology, including KRT,

to enable companies to establish global virtual private networks.

Increase Market Penetration Through Multiple Channels. The Company's marketing strategy for TIS

network security products and services focuses on utilizing both a direct sales force and reseller

channels to target large corporations and organizations. The Company intends to expand its current

direct sales force to both increase initial market penetration and to pursue follow-on sales for TIS

network security products and services. The Company intends to continue to focus its direct sales

efforts on Fortune 500 companies, particularly those which have a strong need for secure

communications within workgroups and among geographically dispersed networks through the

Internet. For example, the Company has targeted companies in the telecommunications, finance and

banking, petrochemicals and pharmaceuticals industries as those most likely to require network

security solutions. The Company intends to emphasize the use by such organizations of the Gauntlet

family of firewall products and related services together with cryptography, for enhanced security for

sensitive communications. The Company has established customer relationships with the following or

subsidiaries thereof: Chevron Corporation, Chrysler Corporation, NationsBank Corporation and Swiss

Bank Corporation.

The Company has established a significant global reseller channel consisting of over 50 Internet

service providers, value added resellers and hardware vendors, system integrators and security product

vendors. The Company's resellers are primarily located in the United States, Europe and the Pacific



Rim. The Company intends to greatly expand these channels for its network security products and for

its cryptographic products, particularly in Europe and the Pacific Rim.

A significant portion of the Company's Gauntlet firewall products customers consist of organizations

which have sought upgrades to and support for the TIS Internet Firewall Toolkit available on the

Internet. The Company has established a program to identify and pursue entities which have installed

firewalls based on the TIS Internet Firewall Toolkit for follow-on sales of Gauntlet firewall products

and related services.

Expand Consulting Services. The Company intends to focus on expanding its provision of consulting

services to large organizations with respect to the establishment of information security policies and of

trusted communications systems, including GVPNs. The Company believes these consulting services

will assist companies in enhancing security while reducing communication costs through the effective

deployment of the Company's products. In building its consulting services, the Company intends to

emphasize the reputation and experience of its senior management and technical staff. The Company

also intends to utilize the relationships it establishes through its expanding consulting efforts to

generate additional customers for TIS network security products and services.

Leverage Government Research and Engineering. The Company believes its extensive U.S.

government-funded research activities can yield major short and long-term product concepts as well as

enhance current network security product offerings. Government funding contributes to the

Company's ability to maintain a research and engineering staff of over 100 scientists and engineers.

With the Gauntlet family of firewall products, the Company has demonstrated its ability to create and

market commercial products based on government-funded research results and believes that similar

efforts will enable it to implement new advanced products in the future.

Tis Solution

TIS offers a comprehensive set of products and services for the protection of computer networks,

including global Internet-based systems, internal networks and individual workstations and laptops. As

part of this complete solution, TIS provides consulting services to evaluate and design information

security policies and firewall and other network security products that address the major requirements

of confidentiality, integrity and availability.

The TIS Trusted System Design Principles, derived from decades of computer security experience,

include:

Simplicity in mechanisms and services provided.

Simplicity in software design, development and implementation.

A "Crystal Box" approach, in which source code is distributed to allow for assurance reviews by the

Company's customers, resellers and other experts.



Logging every event that can be logged; the customer can then customize a complete and appropriate

security audit trail.

Supporting all forms of user authentication methods and mechanisms.

Enforcing an organization's security policy, instead of imposing one of its own.

Management believes that the integrity of the Company's security solutions, the simplicity and brevity

of its Gauntlet code, the transparency of its "Crystal Box" approach and the experience and expertise of

its management team and consultants attract customers to purchase the Company's products and

services. In addition, the Company believes that the encryption technology of its firewall products,

which allows organizations to establish secure communication between geographically dispersed sites

through VPNs and GVPNs, further attracts customers due to the potential cost savings which may be

achieved by communicating over the Internet rather than over more expensive, private lines.

GRAPHIC: EXAMPLE OF THE GAUNTLET INTERNET AND INTRANET FIREWALL PRODUCTS

PROTECTING A TRUSTED NETWORK.

Commercial Products and Services
Gauntlet Firewall Products The following table sets forth certain information regarding certain of the

current TIS product offerings.

DATE OF ENVIRONMENT PRODUCT NAME DESCRIPTION INTRODUCTION

Internet           Internet Firewall    A research-based collection of modules, available     Q4 1993

Toolkit         free on the Internet for use but not for resale,

from which one can build a firewall and serves as

the foundation for the Company's Gauntlet family

of firewall products.

Internet           Gauntlet Internet    Application gateway firewall that protects            Q2 1994

Firewall        internal networks from external intrusion.

Intranets          Gauntlet Intranet    Distributed firewall technology that protects         Q2 1996

Firewall        departmental Intranets from unauthorized access

by internal users.

Remote Sites          Gauntlet Net      Distributed firewall technology that provides         Q2 1996

Extender        secure communications over the Internet and WANs

to and from remote networks through the use of

encryption.

Mobile PC Users       Gauntlet PC       Provides secure communications over the Internet      Q2 1996

Extender        and other public networks to and from mobile PC

users.

Internet Firewall Toolkit. The Company introduced its Internet Firewall Toolkit on the Internet in

1993, free for use but not for resale. The TIS Internet Firewall Toolkit, which has been downloaded

more than 27,000 times to more than 15,000 discrete locations worldwide, is a collection of computer

programs from which a skilled programmer can build an application gateway firewall to secure

communications over public networks such as the Internet. To build a firewall from the TIS Internet

Firewall Toolkit, the toolkit programs must be compiled on the programmer's hardware and operating



systems and must configure the operating system on which the firewall is housed to be a suitably secure

base for the firewall software. A firewall compiled from the TIS Internet Firewall Toolkit provides basic

protection for common Internet applications including e-mail and the World Wide Web browsers and

supports user authentication. Compared to the Gauntlet family of firewall products, such a firewall will

provide limited management features and lacks firewall-to-firewall encryption that allows the

construction of a VPN. Additionally, a firewall built from the TIS Internet Firewall Toolkit generally

must be maintained and enhanced by the programmer who constructed it. The Company has initiated

a program to upgrade TIS Internet Firewall Toolkit users to the Gauntlet family of firewall products.

Gauntlet Internet Firewall. The Gauntlet Internet Firewall is an application gateway firewall which is

the cornerstone of the Company's comprehensive security solution. The Gauntlet Internet Firewall

functions as a barrier between the user's trusted network and untrusted networks such as the Internet

and is based on the TIS Internet Firewall Toolkit. The Gauntlet Internet Firewall enables secure

communications over public networks such as the Internet, including firewall-to-firewall encryption

that allows a firewall owner to construct a VPN. In addition to standard encryption and VPN

capabilities, authentication and proxy services, the Gauntlet Internet Firewall includes a secure GUI for

management and includes audit and alert capabilities and tools. The Company introduced a new GUI

for the Gauntlet Internet Firewall in January 1996 and is currently developing additional

enhancements for ease of use and administration. The Gauntlet Internet Firewall software operates on

a number of popular versions of the UNIX operating system. The Company has developed and

packages as part of the Gauntlet Internet Firewall selective modifications to the operating systems to

increase the Gauntlet Internet Firewall's usability and to harden the operating systems to make them

more resistant to attack. Because of these modifications, the Gauntlet Internet Firewall is "transparent"

and supports network services without requiring action by individual end users or modifications to

their client software. Also because of these modifications, the Gauntlet Internet Firewall prevents

"spoofing" attacks in which a computer on the untrusted network pretends to be on the trusted

network, and it detects attempts from either network to probe for unprotected services or points of

access. To date, more than 1,500 Gauntlet Internet Firewall products have been installed.

The Gauntlet Internet Firewall currently supports SunOS Versions 4.1.3 and 4.1.4, Hewlett-Packard's

HP-UX Versions 10.0 and 10.01 and Berkeley Software Design, Inc.'s BSDI/OS Versions 1.1, 2.0 and

2.1. The Company expects that its Gauntlet versions supporting Sun Microsystems' Solaris Version 2

and Microsoft's Windows NT Server Version 4.0 will be commercially available by the end of 1996.

Gauntlet Intranet Firewall. The Gauntlet Intranet Firewall was designed for improving the internal

security of a LAN or Intranet. The Gauntlet Intranet Firewall provides protection against unauthorized

access to network resources by internal users, and protects communications among individual PCs

within and across workgroups. The Gauntlet Intranet Firewall also currently supports Sun, Hewlett-

Packard and BSDI operating systems. The Company expects that its Gauntlet Intranet Firewall product

supporting Sun Microsystems' Solaris Version 2 and Windows NT Server Version 4.0 will be

commercially available by the end of 1996.



Gauntlet Net Extender. Extending the capabilities of the Gauntlet firewall, the Gauntlet Net Extender

is a remote Gauntlet firewall that network administrators can manage from another Gauntlet firewall.

The Gauntlet Net Extender's target customers are enterprises with multiple divisions and remote

locations. Using encryption, the Gauntlet Net Extender works in conjunction with a Gauntlet Internet

Firewall to provide remote site network security and remote management and control from a

centralized location. The Gauntlet Net Extender also currently supports Sun, Hewlett-Packard and

BSDI operating systems. The Company expects that its Gauntlet Net Extender product supporting Sun

Microsystems' Solaris Version 2 and Windows NT Server Version 4.0 will be commercially available by

the end of 1996.

Gauntlet PC Extender. The Gauntlet PC Extender provides multiple levels of security for remote users

utilizing a PC running on Microsoft Windows 3.1 or Microsoft Windows for Workgroups 3.11 to

connect to an internal network or communicate within an Intranet. The encryption provided by the

Gauntlet PC Extender protects passwords, provides user authentication to prevent unauthorized access

to internal network resources and provides data encryption to protect the confidentiality and integrity

of information transmitted over the Internet or other public or private networks. The Company

expects that its Gauntlet PC Extender product for PCs supporting Microsoft Windows 95 will be

available by the end of 1996.

The specific uses and applications of the Company's network security products vary significantly

among market sectors and business organizations. Examples of actual uses by customers of the

Company's products include:

- A U.S. company that is a provider of software solutions for electronic commerce has installed multiple

Gauntlet Internet Firewalls at the organization's sites in the United States and abroad to create a GVPN

utilizing encryption. This enables personnel at the various domestic and overseas sites to share

proprietary software product development and business information securely over the Internet.

- A multi-national banking institution has installed multiple Gauntlet Internet Firewalls on corporate

Intranets to enforce the bank's security policies that require isolation of different organizations within

the bank located throughout the world. Each Gauntlet Internet Firewall is configured to allow only

selected applications to pass financial and other important information onto the appropriate internal

system. The Company's "Crystal Box" approach and the ability to log all Internet Firewall activities are

essential to enforcement of bank security policy.

- A university teaching hospital has created a VPN by encrypting the information transmitted between

the hospital's research database and entities and individuals at remote locations using Gauntlet

Internet Firewalls. This enables physicians, health centers and other hospitals to access sensitive data

from the hospital site.

The Gauntlet Internet Firewall is offered by the Company at a U.S. list price of approximately $11,500

for software only and approximately $15,000 for a software/hardware bundle. The Company's U.S. list

price for the Gauntlet Net Extender is approximately $10,000, for the Gauntlet Intranet Firewall is

approximately $7,500 and for the Gauntlet PC Extender is approximately $100. Volume discounts are



generally available. The Company provides initial on-site installation, testing and training and offers a

variety of continuing maintenance and support options to customers of the Gauntlet family of firewall

products.

The Company plans to extend its firewall products to include new proxies for new services and to

defend against new threats. Customer input will be an important part of the Company's continued

development of improvements in ease of use and management functions. In addition, the Company is

developing products which will be compatible with Microsoft's Internet Security Framework. This

framework provides an open, interoperable and cross-platform set of technologies and enables the

effective interface of products developed and marketed by a variety of software companies which will

allow individuals to exchange information securely, control access to their systems and conduct secure

financial transactions across public networks.

Cryptographic Products/Key Recovery Technology (KRT) System The Company's cryptographic

products are currently under development and the Company is in negotiations with a number of

companies regarding sales of the KRT toolkit and the Data Recovery Centers ("DRCs"). However, no

revenues from the sale of such products are anticipated prior to 1997.

Key Recovery Technology (KRT) Toolkit. The KRT toolkit consists of software and a license to the

Company's KRT technology to enable companies to incorporate KRT into their products either to

enable their cryptographic functions to satisfy U.S. (and possibly other) government requirements for

general export to foreign markets (Commercial Key Escrow, or CKE) or more generally to provide

emergency access to encrypted data in case an encryption key is lost or unavailable for any reason

(Commercial Key Recovery, or CKR). Using the KRT toolkit, the vendor can encrypt any user secret

(e.g., a key used to encrypt a file) using the public key of a DRC and storing it in a Data Recovery Field

("DRF"). This DRF permits future access to that secret for any reason through the designated DRC.

Data Recovery Centers. DRCs are an essential part of the Company's KRT. A DRC is a system

(hardware and software) with a set of public and private keys for the recovery of encrypted data. A

DRC receives and records user registrations which include the access information required for future

recovery requests. Upon registration, the user's KRT-enabled application can create a Data Recovery

Field which will be recognized by the DRC. If a user needs to recover an encrypted file or message, the

DRF is sent to the DRC, the user's identity is authenticated and the DRC provides the key required to

decrypt the file or message.

Microsoft CAPI Compliant Cryptographic Service Provider (CSP). The Company is developing a

Microsoft Cryptographic Application Programming Interface (CAPI) compliant CSP with a domestic

and exportable version for which an application for export has been filed with the U.S. government.

Both versions will be based on RSA's BSAFE version 3.0 toolkit technology. The exportable version will

use the Data Encryption Standard ("DES") algorithm (56 bits) in conjunction with CKE. The domestic

version will use triple DES as its standard mode of operation, but will also be able to interoperate with

the exportable version. Both versions will use the Company's Key Recovery Technology (KRT) and will

have optional, user selected, key recovery features.



The Company has been a leader in developing a key escrow solution to enable the interests of security

and law enforcement agencies to be protected while permitting the export of products with strong

cryptography. The U.S. government, both in the context of executive branch decision-making and

pending legislation in the U.S. Congress, is actively considering a variety of decisions regarding

cryptography export policy. Current Clinton administration proposals would link the relaxation of

export controls to systems that include key escrow. However, certain parties, including companies in

the computer industry and members of the U.S. Congress, and a recent report prepared for the

National Research Council of the National Academy of Sciences call for removing export controls on

products that use the industry standard DES algorithm (56 bits). To the extent that the government

either decides not to permit the export of such products with key escrow or decides to permit the

export of such products without key escrow, those decisions could have an adverse impact on the

development of a market for the CKE products the Company plans to introduce in the future.

Commercial Consulting TIS offers a full range of consulting in information security policies and

planning. TIS's Commercial Consulting Practice grew out of the Company's original consulting practice

founded by Stephen T. Walker. It is currently led by members of senior management and carried out by

TIS's staff of experts who average more than 15 years of information security experience in both

commercial and government communities. TIS offers the following commercial consulting services:

technology research services; consultation on security issues associated with products and services,

corporate information security policy development, architectural and diagnostic security analysis and

firewall configuration; and training for corporate network and security administration personnel. TIS's

consulting customer base includes a wide range of institutions from financial, industrial, regulatory,

entertainment, research, information systems and telecommunications organizations.

Management believes that the Commercial Consulting Practice has and will continue to play a key role

in generating follow-on sales of the Company's security products. Corporations with the most

complete information security needs, such as those in industries targeted by the Company, often look

to outside consultants to assist them in designing, maintaining and improving network security

systems and policies. The Company believes that its reputation in the field of computer security along

with its team of experienced consultants attracts customers to engage TIS's services in solving their

complex security needs.

The Commercial Consulting Practice continuously evaluates emerging network services and

technologies, the security vulnerabilities inherent in new offerings and evolving methods employed by

hackers and professional system penetrators to exploit system vulnerabilities. The findings from this

effort not only enable more effective consultation and the development of automated analysis tools,

but also feed into the ongoing network security product development and enhancement activities of

TIS.



Advanced Research and Engineering
The Company engages in research and development of computer and communications security

technology under contracts with departments and agencies of the U.S. government. The Company

provides security technology analysis and consulting under contracts both directly and indirectly with

the U.S. government and the governments of other countries. Historically, the principal source of the

Company's revenues was from government contracts. In 1993, 1994 and 1995 and the first quarter of

1996, approximately 95%, 86%, 68% and 58%, respectively, of the Company's total revenues were

derived directly or indirectly from government contracts. These revenues, along with the Company's

reputation as a pioneer in the field of computer and network security, have permitted the Company to

assemble a group of renowned scientists and engineers.

The government research and development efforts include Trusted Mach technology, a high assurance

operating system base that controls access to all system resources and enforces security policies based

upon labels associated with the sensitivity of the resources and access privileges of the users. High-

Assurance Firewalls, World Wide Web servers and file servers built on the Trusted Mach technology

will provide strong protection for data that is to be shared, either within an organization or externally,

but which must also be protected from unauthorized reading or writing. Another operating system

security technology derived from government-funded research enforces a broad spectrum of security

policies, including those tailored to the user's individual role in an organization. This technology can

greatly improve the security of existing operating systems by partitioning their capabilities into various

domains. The Company has demonstrated significant improvements to UNIX systems security using

this technology.

Other government research and development efforts include the development of prototype secure

distributed systems, the incorporation of cryptographic services into various applications and the

enhancement and broader application of access control techniques. Under government contracts, the

Company has incorporated cryptography into e-mail to provide the ability to digitally sign e-mail in

addition to protecting the contents from change or perusal. The Company is developing techniques to

improve the security of Internet infrastructure, such as Domain Name Service and routing, by digitally

signing communications between cooperating elements. Security services are being incorporated into

distributed systems using access control techniques that work with Common Object Request Broker

Architecture (CORBA), an emerging international standard.

Government-related consulting has focused primarily upon security assessment and design assistance

for security features and attributes of the systems and applications of the U.S. Department of Defense.

The Company's consulting has helped to discover approaches that provide both the security and

functionality that is needed to support the defense mission. Many of the security issues and

architectures have commercial counterparts, and the Company has generally reserved the rights to

develop such related technologies for commercial uses.

The Company's backlog for direct and indirect U.S. government contracts as of March 29, 1996 was

approximately $14.4 million. The government-related backlog represents firm orders or contracts for

research, development and consulting analysis with performance and delivery schedules that extend up



to 30 months. Funded backlog represents the portion of the backlog for which agencies, departments

or companies have actually obligated payment. As of March 29, 1996, approximately $9.9 million of

the government-related backlog is funded. The Company's U.S. government contracts are subject to

audit by the DCAA. The DCAA has audited the Company's cost accounting system through 1990

without material cost disallowances.

Most of the Company's government-related contracts require the Company to perform specified

services for which the Company is paid its costs incurred and a negotiated fee. Two contracts for the

development of the Trusted Mach technology accounted for approximately 33% of the Company's

total revenues during 1995. The smaller contract ended in December 1995. The larger contract, with

the NSA, accounted for approximately 25% of the Company's total revenues during 1995 and is

currently scheduled to complete in early 1997. Security technology research and development

contracts with ARPA accounted for approximately 17% of the Company's 1995 revenues. During 1995,

8% of the Company's total revenues came from security technology research and development

contracts with the RL.

Sales and Marketing

The Company intends to pursue a focused marketing strategy to achieve greater market penetration for

TIS network security products and services by utilizing complementary domestic and international

distribution channels, including direct sales, resellers and telesales. The Company believes these

channels will provide broad customer coverage while maintaining a highly cost-effective effort. The

Company has organized its direct sales, resellers and telesales teams, consisting of over 20 employees,

on a regional basis in order to approach the market in a coordinated manner. The Company has

initiated a strategy of directly marketing to its current base of users who have downloaded the TIS

Internet Firewall Toolkit and seeks to convert them into users of Gauntlet products. In addition, the

Company's Fortune 500 marketing strategy with large organizations is to establish relationships

through consulting assistance in the architectural design, installation and operational phases of their

major security initiatives. The Company plans to attend the popular Internet and network shows,

advertise in trade journals and submit articles that will deliver its message to decision makers and to

the people who make information security recommendations.

Direct Sales. The Company's direct sales force markets its products and services to large corporations

and organizations with complex information security needs, such as telecommunications companies,

finance and banking institutions, petrochemical companies and pharmaceutical companies. The

Company's direct sales staff solicits these customers and provides strategy and solutions as well as

insights into security architecture alternatives while gathering insight into customers' future

requirements.

Resellers. The Company currently maintains a worldwide network of over 50 resellers which can be

categorized into four areas based on business segmentation and end user focus: Internet service

providers, value added resellers and hardware vendors, system integrators and security product

vendors. The Company views these reseller partners as an extension of its direct sales force and



supports these relationships with on-going training in security planning, installation and maintenance

as well as by providing such resellers with updated information, software enhancements and advance

notice of announcements of future products through a TIS World Wide Web site designed specifically

for that purpose. The following are some of the Company's resellers in each of the designated

categories:

- Internet Service Providers: In the United States, these include BBN Internet Service Corp., PSINet,

Inc. and UUNet Technologies, Inc. In Europe, these include Demon Internet Limited and Unipalm

Limited. Internet Initiative Japan is one of the Company's Internet service provider resellers in the

Pacific Rim.

- Value Added Resellers and Hardware Vendors: In the United States, these include Data General

Corporation and Silicon Graphics, Inc. In Europe and the Pacific Rim, these include Bull Enterprise

Systems, HITACHI Ltd. and Sumitomo Electric Systems Company, Ltd.

- System Integrators: These include AvantComp Oy, Conjungi Corporation, Fujitsu Systems Business

of Canada, Inc. and Media Communications STM AB.

- Security Product Vendors: These include Hanil Telecom Co., Ltd. in the Pacific Rim and Mergent

International, Inc. and V-One in the United States.

Telesales. The TIS Telesales Team maintains frequent and open communications with customers. The

TIS Telesales Team is geographically focused to develop, service and transact business. The 1993

decision to make the Company's firewall technology available via the Company's World Wide Web page

proved very successful and of strategic importance. It is currently estimated that there have been more

than 27,000 downloads of the TIS Internet Firewall Toolkit to more than 15,000 discrete locations

worldwide. The Telesales Team targets members of this user community as potential customers for the

Gauntlet family of firewall products. TIS also provides these prospects with information through a

Firewall Toolkit user group and Birds of a Feather sessions at conferences. Other leads for the Telesales

Team are generated through trade shows, an 800 number, e-mail and direct mailings.

Customer Service and Support
The Company offers extensive training to customers and resellers for firewall installation and

management. As part of the training program, the Company provides onsite or offsite classroom

instruction and related instructional materials which enable customer and reseller personnel to deliver

the first level of support and to tailor a support scenario for a client's unique requirements.

The Company offers support services by e-mail and telephone for its Gauntlet family of firewall

products. These services encompass diagnosing problems in the network associated with the firewall

and answering questions about configuration and operation alternatives. Most customers purchase

support services in the form of a support contract covering a single firewall or in the form of a

corporate support agreement. The Company offers a variety of support contracts, including one

offering support seven days a week, 24 hours per day (7 X 24).



Research and Development
The Company's research and development efforts are focused on core information security

technologies, enhancements to existing technologies and products and development of new products.

The Company's information security products research and development program has focused

primarily on feature and performance enhancements, expansion of the family of scaleable firewall and

cryptographic security products and development of applications of cryptography, in particular those

associated with cryptographic key recovery. The Company's government research and development

program focuses on extensions and enhancements to current firewall technology, access control

techniques for operating systems and networks, the application of cryptography within operating

systems, network components and network infrastructure and security for distributed systems. See "--

Advanced Research and Engineering." Through a combination of independent and government-funded

research and development efforts, the Company is able to maintain a broad base of computer and

network security technology expertise and to remain a leader in information security technology

development.

As of May 31, 1996, the Company's research and development staff included more than 100 scientists

and engineers. Of these, seven have PhDs, 55 have master's degrees and 39 have bachelor's degrees.

The Company believes that its ability to attract and retain a highly qualified technical staff will

continue to be essential to the success of its research and development programs. The market for such

personnel is highly competitive and the Company's research and development activities could be

adversely affected if the Company is unable to attract and retain skilled technical personnel.

In addition to amounts directly funded by the U.S. government, the Company spent approximately

$582,000, $646,000 and $1.14 million on research and development during the years ended 1993,

1994 and 1995, respectively, and approximately $375,000 during the first quarter of 1996. The

Company expects to continue to fund research and development efforts independently, through

internally generated funds and proceeds from the Offering. See "Management's Discussion and

Analysis of Financial Condition and Results of Operations -- Liquidity and Capital Resources." The

Company believes that the continued scope and progressiveness of its security technology research and

development are essential in ensuring the Company's future success in the information security field.

Competition
Competition in the information security market is intense and constantly evolving, and the Company

expects such competition to increase in the future. The Company believes that significant competitive

factors affecting this market are depth of product functionality, product quality and performance,

product price, customer support, conformance to protocols and industry standards and breadth of

platform support. In addition, the Company believes that the ability to rapidly develop and implement

new products and features for the market is critical. There can be no assurance that the Company can

maintain or enhance its competitive position against current and future competitors. Significant



factors such as the emergence of new products, fundamental changes in computing technology and

aggressive pricing and marketing strategies may also affect the Company's competitive position. Many

of these factors are out of the Company's control. See "Risk Factors -- Competition."

The principal competitors for the Company's government-funded research and development are BBN

Corporation, Open Software Foundation Research Institute, Secure Computing Corporation and SRI

International.

The Company's principal current competitors for its network security products include America

Online, Inc.'s Advanced Network and Services subsidiary, Bay Networks Inc., Border Network

Technologies, Inc., Check Point Software Technologies Ltd., Cisco Systems, Inc., Digital Equipment

Corporation, Harris Computer Systems Corporation, International Business Machines Corporation,

Microsoft Corporation, Milkyway Networks Corporation, Morningstar Technologies, Inc., Network

Systems Corporation, Raptor Systems, Inc., Secure Computing Corporation, Sun Microsystems, Inc.

and V-One. Secure Computing Corporation recently announced the signing of a definitive agreement

for the acquisition of Border Network Technologies, Inc. Due to the rapid expansion of the network

security market, the Company may face competition from new entrants in the network security

industry, possibly including the Company's resellers.

Proprietary Information and Intellectual Property
The Company's success is dependent in part on its proprietary technology. TIS relies on a combination

of patent, trade secret, copyright and trademark laws, non-disclosure agreements and contractual

provisions to establish and protect its proprietary rights. The Company has received one patent and

has four pending domestic or foreign patent applications on its KRT and computer security technology.

The Company uses a printed "shrink-wrap" license for users of its products in order to protect certain

of its copyrights and trade secrets. The Company attempts to protect its trade secrets and other

proprietary information through agreements with suppliers and non-disclosure agreements with

employees and consultants and other security measures.

Despite the Company's efforts to protect its proprietary rights, unauthorized parties may attempt to

copy aspects of the Company's products or to obtain and use information that the Company regards as

proprietary. Policing unauthorized use of the Company's products is difficult, and, while the Company

is unable to determine the extent to which piracy of its software products exists, such piracy can be

expected to be a persistent problem, particularly in international markets and as a result of the growing

use of the Internet. Some courts have held that shrink-wrap licenses, because they are not signed by the

licensee, are not enforceable. The laws of Maryland, which the shrink-wrap licenses purport to make

the governing law, are unclear on this subject. In addition, there can be no assurance that patent

applications filed by the Company will result in patents being issued or that its existing patent, and any

patents that may be issued to it in the future, will afford protection against competitors with similar

technology; nor can there be any assurance that patents issued to the Company will not be infringed



upon or designed around by others or that others will not obtain patents that the Company would need

to license or design around. For additional information see "Risk Factors -- Limited Protection of

Intellectual Property and Proprietary Rights."

The Company licenses encryption and other portions of the software included in its products from

third parties and its success will depend in part on its continued ability to use technology that is

important to the functionality of its products licensed from these or other parties. If its licenses were to

be terminated and the Company were unable to obtain licenses to similar software from others there

could be a material adverse effect on its financial condition or results of operations.

Facilities
The Company's principal administrative, research, sales, marketing and consulting facility is located in

44,681 square feet of office space in Glenwood, Maryland which is owned by the Company. The

Company leases other domestic research, sales, marketing and consulting offices, including

approximately 20,000 square feet in Rockville, Maryland and 1,371 square feet in Lisbon, Maryland.

The Company has also entered into a lease for 6,271 square feet in McLean, Virginia to commence in

July 1996. Additional domestic offices are located in Mountain View and Los Angeles, California,

where the Company leases 4,472 and 3,874 square feet, respectively. The Company also maintains a

sales, marketing and consulting office located in 2,675 square feet of leased space in the United

Kingdom. The Company also owns a 1,700 square foot building adjacent to its main facility in

Glenwood, Maryland which is currently leased to a local small business. The Company believes that its

existing facilities are adequate for its needs and that alternative or additional space will be available as

needed.

Employees
As of May 31, 1996, the Company employed 180 people on a full-time basis and 23 people on a

temporary or part-time basis. All employees are required to sign agreements containing confidentiality

and non-disclosure provisions. Additionally, the Company hires independent contractors and

temporary employees on an as-needed basis to assist with specialized assignments in certain areas,

including commercial product development, advanced research and engineering, customer support and

installations.

None of the Company's employees is represented by a labor union or is subject to a collective

bargaining agreement. The Company considers its relations with its employees to be good.

Regulatory Matters
Certain of the Company's information security products are subject to the export restrictions

administered by the U.S. Department of State, which permit the export of encryption products only

with the required level of export license. In addition, these U.S. export laws prohibit the export of



encryption products to a number of hostile countries. U.S. export regulations regarding the export of

encryption technology require either a transactional export license or the granting of Department of

Commerce commodity jurisdiction. To date, the Company has been able to secure all required U.S.

export licenses, including the first, and the Company believes the only, export license for a particular

transaction involving a network security product using the industry standard DES algorithm (56 bits),

which was granted because it included a key recovery system. Additionally, the Company currently has

six export license applications pending before the U.S. government, including two commodity

jurisdiction applications, with respect to the export of products utilizing KRT. There can be no

assurance that the Company will continue to be able to secure such licenses in a timely manner in the

future, or at all. The Company does not expect that such KRT products will generate revenues prior to

1997. See "-- Commercial Products and Services -- Cryptographic Products/Key Recovery Technology

(KRT) System." In certain foreign countries, the Company's distributors are required to secure licenses

or formal permission before encryption products can be imported. To date, except for certain limited

cases, the Company's distributors have not been denied permission to import the Company's products.

Litigation
The Company is not currently engaged in any legal proceedings and is not aware of any pending or

threatened litigation that could have a material adverse effect on the Company's business, financial

condition or results of operations.

Management

Directors and Executive Officers
The Company's directors and executive officers and their ages as of May 31, 1996 are as follows:

Name Age Position with the Company
Stephen T. Walker(1)        52     President, Chief Executive Officer, Chairman of the Board

and Director

Martha A. Branstad          54     Executive Vice President and Chief Operating Officer,

President of Advanced Research and Engineering Division and

Director

Harvey L. Weiss             53     Executive Vice President, President of the Commercial

Division, Secretary and Director

Steven B. Lipner            52     Executive Vice President and Network Security Product Line

Manager

Homayoon Tajalli            37     Executive Vice President and Cryptographic Product Line

Manager

Ronald W. Kaiser            42     Executive Vice President and Chief Financial Officer

Gerald J. Popek(1)(2)       49     Director

Charles W. Stein(1)(2)      56     Director



(1) Member, Compensation Committee (2) Member, Audit Committee STEPHEN T. WALKER founded

the Company in May 1983 and has continuously served as President, Chief Executive Officer,

Chairman of the Board and a Director. From 1980 to 1983, Mr. Walker was the Director of Information

Systems for the Office of the Assistant Secretary of Defense for Communications, Command, Control

and Intelligence (C3I), Pentagon. In recognition of Mr. Walker's contributions, he was awarded the

Secretary of Defense Meritorious Civilian Service Medal in 1984, and the first National Computer

System Security Award in 1988. Mr. Walker holds a B.S. degree in electrical engineering from

Northeastern University and an M.S. degree in electrical engineering from the University of Maryland.

MARTHA A. BRANSTAD has been Executive Vice President and a Director of the Company since

1986, Chief Operating Officer of the Company since 1993 and President of the AR&E Division since

January 1996. From August 1984 to August 1985, Dr. Branstad served as the Program Director,

Software Engineering for the National Science Foundation, and was responsible for directing academic

research grants in software engineering and computational mathematics. During the period from

September 1978 to September 1985, Dr. Branstad worked in various positions within the National

Bureau of Standards, including Manager, Software for Parallel Processing and Manager, Software

Engineering. Prior to that time, Dr. Branstad managed a software research group for the NSA. Dr.

Branstad holds a B.S. in mathematics from Iowa State University, an M.S. degree in mathematics from

the University of Wisconsin and a Ph.D. in computer science from Iowa State University.

HARVEY L. WEISS has been Executive Vice President of the Company, President of the Commercial

Division and a Director of the Company since March 1996, and has been Secretary of the Company

since May 1996. Prior to that time, from February 1994 to March 1996, Mr. Weiss served as President

of Public Sector Worldwide Division for Unisys Corporation. From July 1991 to December 1993, Mr.

Weiss was the Vice President of Sales and the President and Chief Operating Officer of Thinking

Machines Corporation. Prior to that time, Mr. Weiss served in various senior capacities in Digital

Equipment Corporation. Thinking Machines Corporation sought bankruptcy protection under

Chapter 11 of the Bankruptcy Code in August 1994. Mr. Weiss holds a B.S. degree in mathematics

from the University of Pittsburgh.

STEVEN B. LIPNER has been Executive Vice President and Network Security Product Line Manager

of the Company since February 1994. From February 1992 to February 1994, Mr. Lipner served as the

Director of Information Systems, Center for Information Systems of The MITRE Corporation. Prior to

that time, Mr. Lipner held various engineering management positions with Digital Equipment

Corporation ("DEC") from March 1981 to February 1992. From 1987 to 1992, Mr. Lipner was

Engineering Group Manager of DEC's Secure Systems Group with responsibility for secure systems

product development and business strategy. Mr. Lipner received S.B. and S.M. degrees in Civil

Engineering from the Massachusetts Institute of Technology.

HOMAYOON TAJALLI has been an Executive Vice President of the Company since December 1993,

and from October 1987 until December 1995 was responsible for all aspects of the Company's Trusted

Mach operating system development activities. Since January 1996, Mr. Tajalli has served as the

Cryptographic Product Line Manager. From February 1983 to October 1987, Mr. Tajalli held various



management positions with Digital Equipment Corporation, including Senior Technical Software

Manager, Technical Software Manager/Software Consultant and Principal Software Specialist. Mr.

Tajalli holds B.S. and M.S. degrees in electrical engineering from the University of Maryland.

RONALD W. KAISER joined the Company in May 1996 as Executive Vice President and Chief

Financial Officer. From November 1994 through January 1996, Mr. Kaiser served as Chief Financial

Officer of American Communications Services Inc. ("ACSI"), a regional competitive access provider of

telecommunications services, and since February 1996 Mr. Kaiser has served as a consultant to ACSI.

Mr. Kaiser is a certified public accountant with over 15 years of experience in accounting and financial

management of both publicly held and private companies. From April 1993 to November 1994, Mr.

Kaiser served as Vice President of Finance, Treasurer and Chief Financial Officer at ADAK

Communications Corporation, a manufacturer and distributor of telecommunications digital access

controllers. From 1990 through 1993, Mr. Kaiser served as Vice President - Finance and Treasurer of a

subsidiary of George Fischer AG, a Swiss corporation. Mr. Kaiser received B.A. degrees in accounting

and pre-law from Michigan State University.

GERALD J. POPEK has been a Director of the Company since May 1996. He has served as Chief

Technology Officer of Platinum technology, inc. ("Platinum") since August 1995 and is responsible for

participating in the setting of overall corporate technology and product strategy, enterprise security

and open systems issues. From January 1982 to August 1995, Dr. Popek was the founder and Chairman

of Locus Computing Corporation, an organization dedicated to open systems based distributed

computing which was recently acquired by Platinum. Additionally, since 1987 Dr. Popek has been a

senior faculty member in the Computer Science Department at UCLA, conducting research on

computer security, distributed UNIX systems, replication and mobile computing. Dr. Popek holds a B.S.

degree in nuclear engineering from New York University and S.M. and Ph.D. degrees in applied

mathematics from Harvard University.

CHARLES W. STEIN has been a Director of the Company since May 1996. Mr. Stein has over 35 years

of experience in the computer and communications industry and since February 1987 has served as

the President, Chief Executive Officer and Director of Netrix Corporation, an electronic components

company. Prior to that time, Mr. Stein was a Vice President with BBN Communications Corporation

where he was responsible for marketing and later the Professional Services Division. Mr. Stein holds a

B.S. degree in mathematics from Tufts University.

Officers of the Company are elected by the Board of Directors on an annual basis and serve until their

successors have been duly elected and qualified. The Company's Certificate of Incorporation provides

for a classified Board of Directors consisting of three classes of directors with each class required to be

as nearly equal in number as possible. The number of directors is determined from time to time by the

Board of Directors and is currently fixed at 5 members. A single class of directors is elected each year at

the Company's annual meeting of stockholders. Subject to transition provisions, each director elected

at each such meeting will serve for a term ending on the date of the third annual meeting of

stockholders after his or her election and until his or her successor has been elected and duly qualified.

Mr. Weiss is serving for a term expiring on the date of the Company's 1997 Annual Meeting of



Stockholders, Mr. Stein and Dr. Branstad are serving for terms expiring on the date of the Company's

1998 Annual Meeting of Stockholders and Mr. Walker and Dr. Popek are serving for terms expiring on

the date of the Company's 1999 Annual Meeting of Stockholders.

Committees of the Board of Directors

The Company's Board of Directors currently has two committees, the Audit Committee and the

Compensation Committee. The Audit Committee, among other things, recommends the firm to be

appointed as independent accountants to audit the Company's financial statements, discusses the

scope and results of the audit with the independent accountants, reviews with management and the

independent accountants the Company's interim and year-end operating results, considers the

adequacy of the internal accounting controls and audit procedures of the Company and reviews the

non-audit services to be performed by the independent accountants. The current members of the Audit

Committee are Dr. Popek and Mr. Stein. The Compensation Committee reviews and recommends the

compensation arrangements for management of the Company and administers the Company's stock

option plans. The members of the Compensation Committee are Mr. Walker, Dr. Popek and Mr. Stein.

Director Compensation
Directors who are not currently employees of the Company are entitled to receive a fee of $750 per

meeting attended in person, are reimbursed for certain reasonable expenses incurred in attending each

meeting of the Board of Directors and will receive awards of stock options under the 1996 Directors'

Stock Option Plan. See "Management -- Directors' Stock Option Plan."

Executive Compensation

The following table shows information concerning compensation for the Chief Executive Officer and

each of the other most highly compensated executive officers other than the Chief Executive Officer of

the Company (the "Named Officers") for 1995.

Summary Compensation Table
LONG TERM

COMPENSATION

ANNUAL COMPENSATION          ------------

------------------------        SECURITIES           OTHER

ANNUAL

NAME AND PRINCIPAL POSITION      YEAR    SALARY($)    BONUS($)(1)    UNDERLYING OPTIONS

COMPENSATION($)(2)

Stephen T. Walker                   1995      195,952      146,026                --

4,472

President and Chief Executive     1994      180,055      141,274             4,000

9,931



Officer                           1993      162,262       49,923            20,000

4,831

Martha A. Branstad                  1995      147,538       41,840                --

11,170

Executive Vice President and      1994      137,187       38,497             4,000

11,392

Chief Operating Officer           1993      121,182       21,263            20,000

8,587

Steven B. Lipner                    1995      138,445       29,191                --

864

Executive Vice President          1994      109,430       21,397            80,000

720

1993           --           --                --                    -

-

Homayoon Tajalli                    1995      136,571       29,484                --

198

Executive Vice President          1994      126,874       24,424             4,000

198

1993      112,653       13,306            20,000

198

(1) The Company's executive officers are eligible for annual cash bonuses. Such bonuses are based upon

achievement of individual or corporate performance objectives determined by the Board of Directors.

(2) Includes the payment by the Company of the annual premium for certain term life coverage

pursuant to a benefit program, and in the case of Mr. Walker and Dr. Branstad includes payment by the

Company of the premium for buy-sell life insurance.

Option Grants in Last Fiscal Year
There were no options to purchase Common Stock granted in the year ended December 29, 1995 to

any of the Named Officers.

Fiscal Year-end Option Values
The following table sets forth the value of outstanding options held by the Named Officers as of

December 29, 1995.

NUMBER OF SECURITIES

UNDERLYING UNEXERCISED           VALUE OF UNEXERCISED

OPTIONS AT               IN-THE-MONEY OPTIONS AT

FISCAL YEAR-END(#)            FISCAL YEAR-END($)(1)

NAME                        EXERCISABLE    UNEXERCISABLE    EXERCISABLE

UNEXERCISABLE

Stephen T. Walker............................      24,000           --            $28,158              --

Martha A. Branstad...........................      24,000           --             28,158              --

Steven Lipner................................      80,000           --             95,424              --

Homayoon Tajalli.............................      24,000           --             28,158              --

(1) Calculated on the basis of the fair market value of the Common Stock at December 29, 1995, $1.50

per share (as determined by the Company's Board of Directors), less the exercise price payable for such

shares, multiplied by the number of shares underlying the option.



Employee Stock Option Plans
Under the Company's Amended and Restated Employee Stock Option Plan (the "Employee Option

Plan"), at May 31, 1996, options for 261,640 shares of Common Stock were outstanding. No further

options will be granted under the Employee Stock Option Plan. The Company's 1996 Stock Option

Plan (the "1996 Option Plan") authorizes the issuance of 2,400,000 shares of Common Stock pursuant

to the exercise of stock option grants. At May 31, 1996, no shares had been issued under the 1996

Option Plan, options for 1,525,360 shares were outstanding and 874,640 shares remained available for

future grant under the 1996 Option Plan. The Employee Option Plan and the 1996 Option Plan are

collectively referred to as the "Option Plans."

The Employee Option Plan provides for grants of options to employees of the Company, and the 1996

Option Plan provides for grants to employees, officers and consultants of the Company. Each stock

option granted under the Option Plans is evidenced by a written stock option agreement between the

Company and the optionee. The Option Plans provide for the granting of "incentive stock options"

within the meaning of Section 422 of the Internal Revenue Code of 1986, as amended, and non-

statutory stock options. The Option Plans are administered by the Compensation Committee which

has sole discretion and authority, consistent with the provisions of the Option Plans, and has the right,

among other things, to determine which eligible participants will receive options, the time when

options will be granted, the terms, including the exercise price, of options granted and the number of

shares that will be subject to options granted under the Option Plans.

For any option intended to qualify as an incentive stock option, the exercise price must be not less than

100% of the fair market value of the Common Stock on the date the option is granted (110% of the fair

market value of such Common Stock with respect to any optionee who immediately before any option

is granted, directly or indirectly, possesses more than 10% of the total combined voting power of all

classes of stock of the Company ("10% Owners")). The Compensation Committee has the authority to

determine the time or times at which options granted under the Option Plans become exercisable;

provided that, for any option intended to qualify as an incentive stock option, such option must expire

no later than ten years from the date of grant (five years with respect to options granted to 10%

Owners). Options are non-assignable and non-transferable, unless a stock option agreement provides

that such option may be transferred by the optionee upon death, by will or the laws of descent and

distribution. Options generally may be exercised only while the optionee is either employed by, or

rendering service to, the Company or within a specified period of time thereafter. The Compensation

Committee may accelerate the vesting of any option or waive any condition or restriction pertaining to

such option at any time. Unless terminated sooner by the Board of Directors of the Company, the

Employee Option Plan will terminate in 2006, or the date on which all shares available for issuance

shall have been issued pursuant to the exercise of options granted under the Employee Option Plan.

Unless terminated sooner by the Board of Directors of the Company, the 1996 Option Plan will

terminate in 2006, or the date on which all shares available for issuance shall have been issued

pursuant to the exercise of options granted under the 1996 Option Plan.



Upon a "Change in Control of the Company" as defined in the 1996 Option Plan, any outstanding

options issued pursuant to the 1996 Option Plan prior to the date of such Change in Control of the

Company shall vest and be exercisable as to 50% of the number of shares of Common Stock that

remain unvested on the date of such Change in Control of the Company.

Directors' Stock Option Plan
The 1996 Directors' Stock Option Plan (the "Director Plan") was adopted in May 1996. Under the

terms of the Director Plan, directors of the Company who are not employees of the Company are

eligible to receive non-statutory options to purchase shares of Common Stock. A total of 200,000

shares of Common Stock may be issued upon exercise of options granted under the Director Plan.

Unless terminated sooner by the Board of Directors, the Director Plan will terminate in 2006, or the

date on which all shares available for issuance under the Director Plan shall have been issued pursuant

to the exercise of options granted under the Director Plan.

Options to purchase 10,000 shares of Common Stock will be granted to each eligible director upon the

later of his or her initial election or appointment to the Board of Directors or the effective date of the

Offering, (the "Effective Date"), and will vest in three equal annual installments on the anniversaries of

the date of grant (or the date of the annual meeting of stockholders in such year, if earlier). Annual

options to purchase 2,000 shares of Common Stock will be granted to each eligible director, including

those eligible directors currently on the Board, on the date of each annual meeting of stockholders

commencing in 1997. Such annual options will vest in full at the earlier of (i) the first anniversary of

the date of the grant or (ii) the date of the next annual meeting of stockholders. The exercise price of

options granted under the Director Plan will equal the closing price per share of the Common Stock on

the date of grant (or in the case of grants on the Effective Date the public offering price for the

Offering).

Options granted under the Director Plan are not transferable by the optionee except by will or by the

laws of descent and distribution or pursuant to a qualified domestic relations order. In the event an

optionee ceases to serve as a director, each option may be exercised by the optionee for the portion

then exercisable at any time within 60 days after the optionee ceases to serve as a director; provided,

however, that in the event that the optionee ceases to serve as a director due to his death or disability,

then the optionee, or his or her administrator, executor or heirs, may exercise the exercisable portion of

the option for up to 180 days following the date the optionee ceases to serve as a director. No option is

exercisable after the expiration of five years from the date of grant.

Upon a "Change in Control of the Company" as defined in the Director Plan, any outstanding options

issued pursuant to the Director Plan prior to the date of such Change in Control of the Company shall

vest and be exercisable as to 50% of the number of shares of Common Stock that remain unvested on

the date of such Change in Control of the Company.



Compensation Committee Interlocks and Insider Participation
Prior to June 3, 1996, the Company did not have a Compensation Committee, and all matters

concerning executive officer compensation were addressed by the entire Board of Directors. The

Compensation Committee is currently comprised of Mr. Walker, Dr. Popek and Mr. Stein. Neither Dr.

Popek nor Mr. Stein was at any time during the fiscal year ended December 29, 1995, or at any other

time, an officer or employee of the Company. Mr. Walker is the President and Chief Executive Officer

of the Company. No member of the Compensation Committee of the Company serves as a member of

the board of directors or compensation committee of any entity that has one or more executive officers

serving as a member of the Company's Board of Directors or Compensation Committee.

Limitation on Liability and Indemnification Matters
The Company's Certificate of Incorporation provides that to the fullest extent permitted by Delaware

law a director of the Company shall not be personally liable to the Company or its stockholders for

monetary damages for breach of fiduciary duty as a director. Under current Delaware Law, liability of a

director may not be limited (i) for any breach of the director's duty of loyalty to the Company or its

stockholders, (ii) for acts or omissions not in good faith or which involve intentional misconduct or a

knowing violation of law, (iii) in respect of certain unlawful dividend payments or stock redemptions

or purchases and (iv) for any transaction from which the director derives an improper personal benefit.

The effect of this provision of the Company's Certificate of Incorporation is to limit or eliminate the

rights of the Company and its stockholders (through stockholders' derivative suits on behalf of the

Company) to recover monetary damages against a director for breach of such director's fiduciary duty

of care as a director (including breaches resulting from negligent or grossly negligent behavior) except

in those circumstances described in clauses (i) through (iv) above. This provision does not limit or

eliminate the rights of the Company or any stockholder to seek nonmonetary relief such as an

injunction or rescission in the event of a breach of a director's duty of care. In addition, the Company's

Certificate of Incorporation and Amended and Restated Bylaws (the "Bylaws") provide that the

Company shall indemnify its directors, officers, employees and agents to the fullest extent permitted by

Delaware Law, including circumstances in which indemnification is otherwise discretionary under

Delaware law, and the Company has entered into indemnification agreements with its directors and

officers to that effect. The Company maintains officer and director liability insurance providing

coverage of up to $ million with respect to liabilities arising out of certain matters, including matters

arising under the Securities Act.

At present, there is no pending litigation or proceeding involving any officer or director, employee or

agent of the Company where indemnification will be required or permitted. The Company is not aware

of any threatened litigation or proceeding which may result in a claim for such indemnification.



Certain Relationships and Related Party Transactions
In June 1996, the Company entered into an agreement to purchase the real property and

improvements located adjacent to the Company's Glenwood, Maryland headquarters (the "Adjacent

Property") with Glenwood Associates Limited Partnership ("Glenwood Associates") for a purchase price

of $ . Stephen T. Walker is the general partner of Glenwood Associates. The limited partners of

Glenwood Associates are Martha A. Branstad and Stephen D. Crocker. The purchase price was

determined based on a valuation of the property prepared by the Company based primarily upon an

independent appraisal. Prior to such transaction, the Company leased the Adjacent Property from

Glenwood Associates pursuant to an oral lease agreement which provided for monthly rent of $3,929

plus payment of operating expenses. Annual rent expense under the Adjacent Property lease

agreement for fiscal 1995 was $47,148.

In July 1995, in connection with a $1.8 million construction loan (the "Construction Loan") from

Mercantile Bank for improvements to the Company's Glenwood, Maryland headquarters, Mr. Walker

entered into a personal guaranty agreement (the "Personal Guaranty Agreement") with Mercantile

Bank. Under the Personal Guaranty Agreement, Mr. Walker unconditionally and irrevocably

guaranteed the obligations of the Company under the Construction Loan agreements and related

documents. Mr. Walker has also entered into a Security Agreement with the Company and Mercantile

Bank in connection with the Construction Loan.

In July 1995, Mr. Walker and the Company executed a certain Deed and Confirmatory Deed pursuant

to which Mr. Walker and the Company confirmed the boundaries of the adjacent parcels of land owned

by Mr. Walker and the Company, respectively.

In August 1995, the Company issued a Promissory Note (the "Promissory Note") for the benefit of Mr.

Crocker in the principal amount of $307,520, representing the balance of monies due to Mr. Crocker

in connection with the repurchase by the Company of 960,000 shares of Common Stock from Mr.

Crocker. This Promissory Note was paid in full in September 1995.

The Company believes that all transactions set forth above were made on terms no less favorable to the

Company than would have been obtained from unaffiliated third parties. The Company has adopted a

policy whereby all future transactions between the Company and its officers, directors and affiliates will

be on terms no less favorable to the Company than could be obtained from unaffiliated third parties

and will be approved by a majority of the disinterested members of the Board of Directors.

Principal Stockholders
The following table sets forth information regarding the beneficial ownership of the Company's

Common Stock as of May 31, 1996, and as adjusted to reflect the sale of the Common Stock offered

hereby, for (i) each person known by the Company to own beneficially more than 5% of the

outstanding shares of Common Stock, (ii) each director of the Company, (iii) each of the Named

Officers, and (iv) all directors and executive officers of the Company as a group. Unless otherwise



indicated (i) the persons named in the table have sole voting and investment power with respect to all

shares of Common Stock shown as beneficially owned by them, subject to community property laws

where applicable, and (ii) the address for the persons named in the table is 3060 Washington Road,

Glenwood, Maryland 21738.

SHARES BENEFICIALLY         SHARES TO BE

OWNED PRIOR TO        BENEFICIALLY OWNED

THE OFFERING(1)         AFTER OFFERING(1)

NAME AND ADDRESS                        NUMBER      PERCENT     NUMBER      PERCENT

Martha A. Branstad.....................................   2,337,600      19.1%    2,337,600

Stephen D. Crocker(2)..................................     781,600       6.4%      781,600

Ronald W. Kaiser(3)....................................          --        --

Steven B. Lipner(4)....................................      80,000        .7%       80,000

Gerald J. Popek........................................          --        --

Marvin Schaefer(5).....................................     640,000       5.2%      640,000

Charles W. Stein.......................................          --        --

Homayoon Tajalli(6)....................................      60,000        .5%       60,000

Stephen T. Walker......................................   4,824,000      39.3%    4,824,000

Harvey L. Weiss(7).....................................          --        --            --

All directors and executive officers as a group

(8 persons)(8).......................................   7,301,600      59.5%

* Less than 1%. (1) Beneficial ownership is determined in accordance with the rules of the Securities

and Exchange Commission, and includes voting and investment power with respect to shares. Shares

of Common Stock subject to options currently exercisable or exercisable within 60 days after May 31,

1996 are deemed outstanding for computing the percentage ownership of the person holding such

options, but are not deemed outstanding for computing the percentage of any other person. (2) The

address for Mr. Crocker is Reston Parkway, Suite 430, Reston, Virginia 22091. (3) Excludes 150,000

shares issuable upon exercise of unvested stock options. (4) Excludes 210,600 shares issuable upon

exercise of unvested stock options. (5) The address for Mr. Schaefer is 6116 Executive Blvd., Suite 800,

Rockville, Maryland 20852. (6) Includes 4,000 shares issuable upon the exercise of outstanding

options. Excludes 349,760 shares issuable upon exercise of unvested stock options and does not

include 20,000 shares and 4,000 shares issuable upon exercise of outstanding options, held by Mr.

Tajalli's wife. (7) Excludes 421,160 shares issuable upon exercise of unvested stock options. (8) See

footnotes (3), (4), (6) and (7) above. Includes 4,000 shares issuable upon the exercise of outstanding

options. Excludes 1,131,520 shares issuable upon exercise of unvested stock options.

Description of Capital Stock

General
The authorized capital stock of the Company consists of 40,000,000 shares of Common Stock, par

value $.01 per share, and 5,000,000 shares of Preferred Stock, $.01 par value (the "Preferred Stock").

There are no shares of Preferred Stock outstanding. The following summary description of the capital

stock of the Company does not purport to be complete and is subject to the detailed provisions of, and



qualified in its entirety by reference to, the Company's Certificate of Incorporation and Bylaws, copies

of which have been filed as exhibits to the Registration Statement of which this Prospectus is a part,

and to the applicable provisions of the General Corporation Law of the State of Delaware.

Common Stock

At May 31, 1996, there were 12,263,080 shares of Common Stock outstanding and held of record by

approximately 80 stockholders. Each holder of Common Stock is entitled to one vote for each share

held on all matters submitted to a vote of stockholders. The holders of Common Stock, voting as a

single class, are entitled to elect all of the directors of the Company. Matters submitted to stockholder

approval generally require a majority vote.

Holders of Common Stock are entitled to receive, subject to the preferential rights of holders of

outstanding stock having preferential rights as to dividend, such dividends as may be declared by the

Board of Directors out of funds legally available therefor. See "Dividend Policy." In the event of a

liquidation, dissolution or winding up of the Company, holders of Common Stock would be entitled to

share in the Company's assets remaining after the payment of liabilities and the satisfaction of any

liquidation preference granted the holders of any outstanding shares of preferred stock, if any. Holders

of Common Stock have no preemptive or other subscription rights. The shares of Common Stock are

not convertible into any other security and have no redemption rights. The outstanding shares of

Common Stock are, and the shares being offered hereby will be, upon issuance and sale, fully paid and

nonassessable. The rights, preferences and privileges of holders of Common Stock are subject to, and

may be adversely affected by, the rights of the holders of shares of any series of Preferred Stock which

the Company may designate and issue in the future.

Preferred Stock
The Company has the authority to issue up to 5,000,000 shares of Preferred Stock. The Board of

Directors has the authority to issue, without any further action by the stockholders (except as may be

required by applicable law or stock exchange regulations), the Preferred Stock in one or more series, to

establish from time to time the number of shares to be included in each series, and to fix the

designations, powers, preferences and rights of the shares of each series and the qualifications,

limitations or restrictions thereof. Although the ability of the Board of Directors to designate and issue

Preferred Stock provides desirable flexibility, issuance of Preferred Stock may have adverse effects on

the holders of Common Stock including restrictions on dividends on the Common Stock if dividends

on the Preferred Stock have not been paid; dilution of voting power of the Common Stock to the

extent the Preferred Stock has voting rights; or deferral of participation in the Company's assets upon

liquidation until the satisfaction of any liquidation preference granted to holders of the Preferred

Stock. In addition, issuance of Preferred Stock could make it more difficult for a third party to acquire a



majority of the voting power of the outstanding capital stock and accordingly may be used as an "anti-

takeover" device. The Board of Directors, however, currently does not contemplate the issuance of any

Preferred Stock and is not aware of any pending transactions that would be effected by such issuance.

Certain Provisions of the Company's Certificate of
Incorporation and Bylaws
The Company's Certificate of Incorporation or By-laws, as applicable, among other things, (i) provide

that the number of directors shall be determined from time to time by resolution adopted by a majority

of the Board of Directors; and (ii) provide for a classified Board of Directors consisting of three classes

of directors having staggered terms of three years each, with each of the classes being as nearly equal in

number as possible.

The Company's Certificate of Incorporation provides that, upon the closing of the Offering, any action

required or permitted to be taken by the stockholders of the Company may be taken only at a duly

called annual or special meeting of the stockholders, and may not be effected by any consent in writing

by such stockholders, unless such consent is unanimous, and does not provide for cumulative voting in

the election of directors. The Certificate of Incorporation and Bylaws restrict the right of stockholders

to change the number of directors or to fill vacancies on the Board of Directors. The amendment of any

of these provisions would require approval by 66 2/3% of the voting power of the outstanding shares

of the Company.

These and other provisions could have the effect of making it more difficult for a third party to effect,

or of discouraging a third party from trying to effect, a change in the control of the Board of Directors.

Such provisions may also discourage another person or entity from making a tender offer for the

Company's Common Stock, including offers at a premium over the market price of the Common Stock,

and might result in a delay in changes in control of management. In addition, these provisions could

have the effect of making it more difficult for proposals favored by the stockholders to be presented for

stockholder consideration.

Section 203 of Delaware General Corporation Law
Section 203 of the Delaware Law, as amended ("Section 203"), provides that, subject to certain

exceptions specified therein, a Delaware corporation shall not engage in any business combination,

including any merger or consolidation with, or any transaction which results in the acquisition of

additional shares of the corporation by, an "interested stockholder" for a three-year period following

the time at which the stockholder became an "interested stockholder" unless (i) prior to such time, the

board of directors of the corporation approved either the business combination or the transaction

which resulted in the stockholder becoming an "interested stockholder," (ii) 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 that the



transaction commenced (excluding certain shares), or (iii) at or subsequent to such time, the business

combination is approved by the board of directors of the corporation and authorized at an annual or

special meeting of stockholders, and not by written consent, by the affirmative vote of at least 66 2/3%

of the outstanding voting stock 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 (i) is the

owner of 15% or more of the outstanding voting stock of the corporation, or (ii) 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 on which it is sought to be

determined whether such person is an "interested stockholder" and the affiliates and associates of any

such person. The Company's stockholders, by adopting an amendment to its Certificate of

Incorporation or Bylaws, may elect not to be governed by Section 203, effective twelve months after

adoption. Neither the Company's Certificate of Incorporation nor its Bylaws presently exclude the

Company from the restrictions imposed by Section 203.

Transfer Agent and Registrar

The transfer agent and registrar for the Company's Common Stock is First Union National Bank.

Shares Eligible for Future Sale
Upon completion of the Offering, the Company will have shares of Common Stock outstanding

(assuming no exercise of outstanding options). Of this amount, shares offered hereby will be available

for immediate sale in the public market as of the date of this Prospectus. Approximately additional

shares will be available for immediate sale in the public market pursuant to Rule 144(k). Approximately

additional shares will be available for sale in the public market beginning 90 days after the date of this

Prospectus and approximately additional shares will be available in the public market following the

expiration of 180-day lockup agreements with the Representatives of the Underwriters, subject in

some cases to compliance with the volume and other limitations of Rule 144.

In general, under Rule 144 as currently in effect, a person (or persons whose shares are aggregated) who

has beneficially owned shares for at least two years is entitled to sell within any three-month period

commencing 90 days after the date of this Prospectus a number of shares that does not exceed the

greater of (i) 1% of the then outstanding shares of the Common Stock (approximately shares

immediately after the Offering) or (ii) the average weekly trading volume during the four calendar

weeks preceding such sale, subject to the filing of Form 144 with respect to such sale and certain other

requirements. A person (or persons whose shares are aggregated) who is not deemed to have been an

affiliate of the Company at any time during the 90 days immediately preceding the sale who has

beneficially owned his or her shares for at least three years is entitled to sell such shares pursuant to

Rule 144(k) without regard to the limitations described above. Persons deemed to be affiliates must

comply with Rule 144, even after the applicable holding periods have been satisfied.



The Company is unable to estimate the number of shares that will be sold under Rule 144, since this

will depend on the market price for the Common Stock of the Company, the personal circumstances of

the sellers and other factors. Prior to the Offering, there has been no public market for the Common

Stock, and there can be no assurance that a significant public market for the Common Stock will

develop or be sustained after the Offering. Any future sale of substantial amounts of Common Stock in

the open market may adversely affect the market price of the Common Stock offered hereby.

The Company, its directors, executive officers and certain other stockholders have agreed pursuant to

the Underwriting Agreement and other agreements that they will not sell any Common Stock without

the prior consent of J.P. Morgan Securities Inc. for a period of 180 days from the date of this

Prospectus (the "180-day Lockup Period"), except that the Company may, without such consent, grant

certain options to purchase stock pursuant to the Option Plans.

Any employee or consultant to the Company who purchased his or her shares pursuant to a written

compensatory plan or contract is entitled to rely on the resale provisions of Rule 701, which permits

nonaffiliates to sell their Rule 701 shares without having to comply with the public information,

holding period, volume limitation or notice provisions of Rule 144 and permits affiliates to sell their

Rule 701 shares without having to comply with the Rule 144 holding period restrictions, in each case

commencing 90 days after the date of this Prospectus. As of the date of this Prospectus, the holders of

options exercisable for shares of Common Stock will be eligible to sell their Rule 701 shares

commencing 90 days after the date of this Prospectus and holders of options exercisable for shares will

be eligible to sell their Rule 701 shares upon the expiration of the 180-day Lockup Period.

Underwriting
The Underwriters named below (the "Underwriters"), for whom J.P. Morgan Securities Inc., Donaldson,

Lufkin & Jenrette Securities Corporation and Furman Selz LLC are acting as representatives (the

"Representatives"), have severally agreed, subject to the terms and conditions set forth in the

underwriting agreement among the Company and the Representatives (the "Underwriting

Agreement"), to purchase from the Company, and the Company has agreed to sell to the Underwriters,

the respective number of shares of Common Stock set forth opposite their names below:

Underwriters Number of Shares
J.P. Morgan Securities Inc.................................................. Donaldson, Lufkin & Jenrette Securities

Corporation......................... Furman Selz LLC.............................................................

Total.....................................................................

The nature of the Underwriters' obligations under the Underwriting Agreement is such that all of the

Common Stock being offered, excluding shares covered by the over-allotment option granted to the

Underwriters, must be purchased if any are purchased.



The Representatives have advised the Company that the several Underwriters propose to offer the

Common Stock to the public initially at the public offering price set forth on the cover page of this

Prospectus and may offer the Common Stock to selected dealers at such price less a concession not to

exceed $ per share. The Underwriters may allow, and such dealers may reallow, a concession to other

dealers not to exceed of $ per share. After the public offering of the Common stock, the public offering

price and other selling terms may be changed by the Representatives.

The Company has granted the Underwriters an option, exercisable within 30 days after the date of this

Prospectus, to purchase up to additional shares of Common Stock from the Company at the same price

per share to be paid by the Underwriters for the other shares offered hereby. If the Underwriters

purchase any such additional shares pursuant to the option, each of the Underwriters will be

committed to purchase such additional shares in approximately the same proportion as set forth in the

above table. The Underwriters may exercise the option only to cover over-allotments, if any, made in

connection with the distribution of the Common Stock offered hereby.

Prior to the Offering, there has been no public market for the Common Stock. The initial public

offering price will be determined by negotiations between the Company and the Representatives.

Among the factors to be considered in determining the initial offering price are the prevailing market

conditions, the market valuations of certain publicly traded companies, revenue and earnings of the

Company and comparable companies in recent periods, estimates of the business potential and

prospects of the Company, the experience of the Company's management and the position of the

Company in its industry.

The Representatives have informed the Company that the Underwriters will not confirm, without

customer authorization, sales to their customer accounts as to which they have discretionary trading

power.

The Company and its directors and executive officers and certain other stockholders have agreed not to

offer, sell or otherwise dispose of any Common Stock or any securities convertible into Common Stock

or register for sale under the Securities Act any Common Stock for a period of 180 days after the date

of this Prospectus without the prior written consent of J.P. Morgan Securities Inc., except that the

Company may, without such consent, grant options pursuant to the Option Plans. See "Shares Eligible

for Future Sale."

The Company has agreed to indemnify the Underwriters against certain liabilities, including liabilities

under the Securities Act, or to contribute to payments the Underwriters may be required to make in

respect thereof.

The Company's Common Stock has been submitted for approval for quotation on the Nasdaq National

Market, under the trading symbol "TISX".

At the Company's request, the Underwriters have reserved up to shares of Common Stock for sale at

the initial public offering price to the Company's employees and other persons having business

relationships with the Company. The number of shares of Common Stock available for sale to other



members of the public will be reduced to the extent that these persons purchase such reserved shares.

Any reserved shares not purchased will be offered by the Underwriters on the same basis as the other

shares offered hereby.

Legal Matters

The validity of the Common Stock offered hereby will be passed upon for the Company by Piper &

Marbury L.L.P., Washington, D.C. Certain legal matters in connection with the Common Stock offered

hereby will be passed upon for the Underwriters by Cahill Gordon & Reindel, a partnership including a

professional corporation, New York, New York.

Experts
The consolidated financial statements of Trusted Information Systems, Inc. at December 30, 1994 and

December 29, 1995, and for each of the three years in the period ended December 29, 1995, appearing

in this Prospectus and Registration Statement have been audited by Ernst & Young LLP, independent

auditors, as set forth in their report thereon appearing elsewhere herein and in the Registration

Statement, and have been included herein in reliance upon such report given upon the authority of

such firm as experts in accounting and auditing.

Additional Information
The Company has filed with the Securities and Exchange Commission, Washington, D.C. 20549, a

Registration Statement on Form S-1 (the "Registration Statement") under the Securities Act with

respect to the shares of the Common Stock offered by this Prospectus. This Prospectus does not

contain all of the information set forth in the Registration Statement and the exhibits and schedules to

the Registration Statement. For further information with respect to the Company and the Common

Stock, reference is made to the Registration Statement and the exhibits and schedules filed as a part

thereof. Statements made in this Prospectus concerning the contents of any contract, agreement or any

other document referred to herein are not necessarily complete; reference is made in each instance to

the copy of such contract, agreement or other document filed as an exhibit to the Registration

Statement. Each such statement is qualified in all respects by such reference to such exhibits. The

Registration Statement, including exhibits and schedules thereto, may be inspected without charge at

the Securities and Exchange Commission's principal office in Washington, D.C., and copies of all or any

part thereof may be obtained from such office after payment of fees prescribed by the Securities and

Exchange Commission.
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Report of Independent Auditors
The Board of Directors and Shareholders Trusted Information Systems, Inc.

We have audited the accompanying consolidated balance sheets of Trusted Information Systems, Inc.

as of December 30, 1994 and December 29, 1995, and the related consolidated statements of

operations, shareholders' equity and cash flows for each of the three years in the period ended

December 29, 1995. These financial statements are the responsibility of the Company's management.

Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards

require that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audit also includes assessing

the accounting principles used and significant estimates made by management, as well as evaluating

the overall financial statement presentation. We believe that our audits provide a reasonable basis for

our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material

respects, the consolidated financial position of Trusted Information Systems, Inc. at December 30,

1994 and December 29, 1995 and the consolidated results of its operations and its cash flows for each

of the three years in the period ended December 29, 1995, in conformity with generally accepted

accounting principles.

Ernst & Young Llp
Vienna, Virginia April 29, 1996, except Note 10 as to which the date is May 31, 1996 The foregoing

report is in the form that will be signed upon the completion of earnings per share calculations, which

is dependent upon the establishment of the proposed offering price range for the issuance of shares of

common stock of Trusted Information Systems, Inc. covered by this Registration Statement.



Ernst & Young Llp
Vienna, Virginia June 7, 1996

Trusted Information Systems, Inc.

Consolidated Balance Sheets
DECEMBER 30,   DECEMBER 29,   MARCH 29,

1994           1995           1996

(UNAUDITED)

ASSETS

Current assets:

Cash and cash equivalents.........................   $   261,538    $    53,859    $   393,228

Marketable securities.............................            --             --      3,399,880

Accounts receivable, net of allowance of $24,000,

$44,000 and $54,000 for 1994, 1995 and 1996,

respectively...................................     2,157,343      4,304,536      3,653,895

Unbilled receivables..............................       417,554      1,401,418      1,730,022

Prepaid expenses and other current assets.........       138,609        258,438        505,389

Refundable income taxes...........................            --             --        364,981

Deferred income taxes.............................       290,004        426,390             --

Total current assets................................     3,265,048      6,444,641     10,047,395

Property and equipment, net.........................     1,880,281      3,715,090      4,879,352

Other assets........................................        84,137         62,072         61,605

Total assets........................................   $ 5,229,466    $10,221,803    $14,988,352

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

Accounts payable..................................   $   470,438    $   689,537    $   522,913

Accrued payroll and related expenses..............     1,051,968      1,384,738      1,885,840

Other accrued expenses............................       856,089      1,342,421      1,106,601

Income taxes payable..............................       398,720        122,174             --

Deferred income taxes.............................            --             --        970,015

Deferred revenue..................................        12,286      1,011,992      1,067,693

Short-term borrowings.............................            --      1,523,000      2,364,000

Notes payable, current portion....................        75,916        160,662        215,849

Total current liabilities...........................     2,865,417      6,234,524      8,132,911

Notes payable, net of current portion...............       897,528      1,580,000      2,573,599

Total liabilities...................................     3,762,945      7,814,524     10,706,510

Shareholders' equity:

Preferred stock, $.01 par value; 5,000,000 shares

authorized; no shares issued or outstanding....            --             --             --

Common stock, $.01 par value; 40,000,000 shares

authorized; 12,251,960, 11,302,480 and

12,168,720 shares issued and outstanding at

December 30, 1994, December 29, 1995 and March

29, 1996, respectively.........................       122,520        113,025        121,687

Additional paid-in capital........................       311,841             --        257,490

Unrealized gains, net of income taxes of

$1,356,000.....................................            --             --      2,033,000

Foreign currency translation adjustment...........        (6,103)        (5,121)        (6,010)

Retained earnings.................................     1,038,263      2,299,375      1,875,675

Total shareholders' equity..........................     1,466,521      2,407,279      4,281,842

Total liabilities and shareholders' equity..........   $ 5,229,466    $10,221,803    $14,988,352

The accompanying notes are an integral part of these financial statements.



Trusted Information Systems, Inc.

Consolidated Statements of Operations
YEAR ENDED                        THREE MONTHS ENDED

DECEMBER 31,    DECEMBER 30,    DECEMBER 29,    MARCH 31,     MARCH 29,

1993            1994            1995           1995          1996

(UNAUDITED)

Revenues:

Government contracts.........    $8,343,424      $11,258,016     $12,327,502    $3,040,703

$2,432,273

Commercial products and

services...................       448,054        1,859,136       5,762,585       905,730

1,743,605

8,791,478       13,117,152      18,090,087     3,946,433

4,175,878

Cost of revenues:

Government contracts.........     5,512,498        7,376,932       8,844,719     2,119,022

1,774,854

Commercial products and

services...................       307,238          825,725       2,020,228       364,879

637,525

5,819,736        8,202,657      10,864,947     2,483,901

2,412,379

Gross profit...................     2,971,742        4,914,495       7,225,140     1,462,532

1,763,499

Operating expenses:

Selling, general and

administrative.............     2,198,011        2,997,806       3,727,701       988,016

2,043,859

Research and development.....       582,075          646,001       1,144,737       295,137

375,187

2,780,086        3,643,807       4,872,438     1,283,153

2,419,046

Income (loss) from

operations...................       191,656        1,270,688       2,352,702       179,379

(655,547)

Other income (expense):

Interest income..............         7,517           44,635          50,276         8,083

4,980

Interest expense.............      (127,711)        (134,236)       (158,778)      (22,812)

(88,883)

(120,194)         (89,601)       (108,502)      (14,729)

(83,903)

Income (loss) before income

taxes........................        71,462        1,181,087       2,244,200       164,650

(739,450)

Income tax provision

(benefit)....................        36,794          505,646         900,137        66,454

(315,750)

Net income (loss)..............    $   34,668      $   675,441     $ 1,344,063    $   98,196    $

(423,700)

Net income (loss) per share....    $               $               $              $             $

Weighted average shares

outstanding..................

The accompanying notes are an integral part of these financial statements.



Trusted Information Systems, Inc.

Consolidated Statements of Shareholders' Equity
COMMON STOCK                                       FOREIGN

----------------------    ADDITIONAL                   CURRENCY

NUMBER                   PAID-IN      UNREALIZED    TRANSLATION

RETAINED

OF SHARES      AMOUNT      CAPITAL        GAINS       ADJUSTMENT

EARNINGS       TOTAL

Balance at January 1,

1993.....................  12,228,800    $122,288    $  304,553    $       --        $    --    $

328,154    $  754,995

Net income for 1993........          --          --            --            --             --

34,668        34,668

Exercise of stock

options..................       3,920          39         1,101            --             --

--         1,140

Translation adjustment.....          --          --            --            --          1,702

--         1,702

Balance at December 31,

1993.....................  12,232,720     122,327       305,654            --          1,702

362,822       792,505

Net income for 1994........          --          --            --            --             --

675,441       675,441

Exercise of stock

options..................      19,240         193         6,187            --             --

--         6,380

Translation adjustment.....          --          --            --            --         (7,805)

--        (7,805)

Balance at December 30,

1994.....................  12,251,960     122,520       311,841            --         (6,103)

1,038,263     1,466,521

Net income for 1995........          --          --            --            --             --

1,344,063     1,344,063

Exercise of stock

options..................      10,520         105         3,128            --             --

--         3,233

Repurchase of common

stock....................    (960,000)     (9,600)     (314,969)           --             --

(82,951)     (407,520)

Translation adjustment.....          --          --            --            --            982

--           982

Balance at December 29,

1995.....................  11,302,480     113,025            --            --         (5,121)

2,299,375     2,407,279

Net loss for the three

months ended March 29,

1996.....................          --          --            --            --             --

(423,700)     (423,700)

Exercise of stock

options..................     866,240       8,662       257,490            --             --

--       266,152

Change in unrealized gain

on available-for-sale

securities, net of tax...          --          --            --     2,033,000             --

--     2,033,000

Translation adjustment.....          --          --            --            --           (889)

--          (889)

Balance at March 29, 1996



(unaudited)..............  12,168,720    $121,687    $  257,490    $2,033,000        $(6,010)

$1,875,675    $4,281,842

The accompanying notes are an integral part of these financial statements.

Trusted Information Systems, Inc.

Consolidated Statements of Cash Flows
YEAR ENDED                         THREE MONTHS

ENDED

DECEMBER 31,    DECEMBER 30,    DECEMBER 29,     MARCH 31,

MARCH 29,

1993            1994            1995           1995

1996

(UNAUDITED)

OPERATING ACTIVITIES

Net income (loss)..................    $   34,668      $  675,441     $ 1,344,063     $    98,196    $

(423,700)

Adjustments:

Depreciation.....................       152,974         191,615         261,020          59,376

94,791

Deferred income taxes............       (63,287)       (102,456)       (136,386)        (21,248)

40,405

Changes in operating assets and

liabilities:

Accounts receivable and

unbilled receivables.........      (431,462)       (383,461)     (3,131,057)     (1,197,853)

322,037

Prepaid expenses and other

current assets...............       (33,518)        (53,857)       (119,829)        (46,329)

(246,951)

Other assets...................        15,011         (52,218)         22,065           6,488

467

Accounts payable...............       145,489         172,593         219,099         160,637

(166,624)

Accrued payroll and related

expenses.....................       198,733         272,096         332,770         284,343

501,102

Other accrued expenses.........       332,664         185,500         486,332          97,968

(235,820)

Income taxes

payable/refundable...........       (18,710)        378,835        (276,546)       (289,473)

(487,155)

Deferred revenue...............           (57)         (4,583)        999,706          54,500

55,701

Net cash provided by (used in)

operating activities.............       332,505       1,279,505           1,237        (793,395)

(545,747)

INVESTING ACTIVITIES

Purchases of property and

equipment........................      (191,881)       (192,165)     (2,095,829)       (112,915)

(1,259,053)

Purchase of marketable

securities.......................            --              --              --              --

(10,880)

Net cash used in investing



activities.......................      (191,881)       (192,165)     (2,095,829)       (112,915)

(1,269,933)

FINANCING ACTIVITIES

Proceeds from exercise of stock

options..........................         1,140           6,380           3,233              --

266,152

Repurchase of common stock.........            --              --        (407,520)             --

--

Net borrowings (repayments) of

short-term borrowings............        40,000        (390,000)      1,523,000         740,000

841,000

Proceeds from issuance of notes

payable..........................        10,000              --       1,036,299              --

1,080,829

Repayments of notes payable........      (185,664)       (471,269)       (269,081)        (17,681)

(32,043)

Net cash (used in) provided by

financing activities.............      (134,524)       (854,889)      1,885,931         722,319

2,155,938

Effect of exchange rate changes on

cash.............................         1,702          (7,805)            982          (4,450)

(889)

Net change in cash and cash

equivalents......................         7,802         224,646        (207,679)       (188,441)

339,369

Cash and cash equivalents at

beginning

of period........................        29,090          36,892         261,538         261,538

53,859

Cash and cash equivalents at end of

period...........................    $   36,892      $  261,538     $    53,859     $    73,097    $

393,228

SUPPLEMENTAL DISCLOSURES OF CASH

FLOW INFORMATION

Interest paid during the period....    $  120,083      $  129,119     $   162,724     $    20,912    $

91,031

Income taxes paid during the

period...........................    $   55,504      $  126,811     $ 1,176,683     $   500,252    $

--

The accompanying notes are an integral part of these financial statements.

Trusted Information Systems, Inc.

Notes to Consolidated Financial Statements
(INFORMATION AS OF MARCH 29, 1996 AND FOR THE THREE MONTHS ENDED MARCH 31,

1995 AND MARCH 29, 1996 IS UNAUDITED)



1. Basis of Presentation and Significant Accounting Policies

Basis of Presentation of Financial Statements
Description of Business Trusted Information Systems, Inc. (the Company) is a leading provider of

comprehensive security solutions for the protection of computer networks, including global Internet-

based systems, internal networks and individual workstations and laptops. The Company sells to a

broad range of companies located throughout North America and Europe, as well as various

government agencies.

Fiscal Periods

The Company's fiscal year is based on a 52-53 week year ending on the last Friday in December. The

year ended December 31, 1993 was a 53 week year and the years ended December 30, 1994 and

December 29, 1995 were 52 week years. The Company's fiscal quarter consists of a 13 week period.

Principles of Consolidation The accompanying consolidated financial statements include the accounts

of the Company and its wholly-owned subsidiary, Trusted Information Systems (U.K.) Limited ("TIS

UK"). The subsidiary was established in 1992 to conduct the Company's activities in the United

Kingdom. All material intercompany accounts and transactions have been eliminated upon

consolidation. Revenues from TIS UK were insignificant prior to 1996. In the three months ended

March 29, 1996 revenues from TIS UK amounted to 6.7% of total revenues.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the amounts reported in the

financial statements and accompanying notes. Actual results could differ from those estimates.

The Company performs periodic credit evaluations of the financial condition of its customers and

typically does not require collateral from its customers. Amounts receivable, directly and indirectly,

from government agencies approximated 67%, 54% and 56% of total accounts receivable at December

30, 1994, December 29, 1995 and March 29, 1996, respectively. Sales to these agencies accounted for

approximately 95%, 86%, 68%, 77% and 58% of total revenues for the years ended December 31, 1993,

December 30, 1994 and December 29, 1995 and for the three months ended March 31, 1995 and

March 29, 1996, respectively. Export sales, primarily to Europe, were 4.8% of total revenues for the

year ended December 29, 1995 and 5.3% of total revenues for the three months ended March 29,

1996. Export sales were insignificant in all other periods.

Significant Accounting Policies
Cash and Cash Equivalents The Company considers all highly liquid investments with a maturity of

three months or less when purchased to be cash equivalents.



Marketable Securities Marketable securities are classified as available-for-sale and are carried at fair

market value with unrealized gains and losses, net of taxes, reported in a separate component of

shareholders' equity. Realized gains and losses and

Trusted Information Systems, Inc.

Notes to Consolidated Financial Statements (Continued)

(INFORMATION AS OF MARCH 29, 1996 AND FOR THE THREE MONTHS ENDED MARCH 31,

1995 AND MARCH 29, 1996 IS UNAUDITED)

1. Basis of Presentation and Significant Accounting Policies
(Continued)

Significant Accounting Policies (Continued)
declines in value judged to be other-than-temporary are included in investment income. Interest and

dividends are included in investment income. At March 29, 1996, marketable securities consisted of

100,000 shares of common stock of Cybercash, Inc., which the Company purchased in connection with

the formation of such company, with a cost basis of approximately $10,000 and an unrealized gain and

estimated fair value of approximately $3.4 million.

Property and Equipment Property and equipment is stated at cost and depreciated on accelerated

methods based on estimated useful lives of 31 years for buildings and improvements and 5-7 years for

furniture and equipment. Leasehold improvements are amortized over the lesser of the estimated

useful life of the asset or the lease term.

In 1995, the Company adopted the provisions of Financial Accounting Standards Board Statement No.

121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets and for Long-

Lived Assets to Be Disposed Of. The adoption of this Statement did not have a material impact on the

reported results of operations of the Company.

Stock Options Granted to Employees The Company records compensation expense for all stock-based

compensation plans using the intrinsic value method prescribed by APB Opinion No. 25, Accounting

for Stock Issued to Employees. In October 1995, the Financial Accounting Standards Board issued

Statement No. 123, Accounting for Stock-Based Compensation, which encourages companies to

recognize expense for stock-based awards based on their estimated fair value on the date of grant.

Statement No. 123, effective for 1996, does not require companies to change their existing accounting

for stock-based awards, but if the new fair value method is not adopted, pro forma income and earnings

per share data should be provided in the footnotes to the financial statements. The Company intends to



continue to account for stock-based compensation plans using the intrinsic value method, and will

supplementally disclose in its 1996 financial statements the required pro forma information as if the

fair value method had been adopted.

Revenue Recognition

Government Contracts -- The Company enters into research and development contracts with

government agencies under various pricing arrangements. Revenue from "cost-plus-fixed-fee" contracts

is recognized on the basis of reimbursable contract costs incurred during the period, plus a percentage

of the fixed fee. Revenue from "time and material" contracts is recognized on the basis of hours utilized,

plus other reimbursable contract costs incurred during the period. Revenue from "firm-fixed-price"

contracts is recognized on the percentage of completion method. Under this method, individual

contract revenues are recorded based on the percentage relationship that contract costs incurred bear

to management's estimate of total contract costs. Losses, if any, are accrued when their occurrence

becomes known and the amount of the loss is reasonably determined.

Under its government contracts, the Company is subject to audit by the Defense Contract Audit

Agency which could result in the renegotiation of amounts previously billed. Management believes that

the results of such audits will not have a material adverse effect on the Company's financial position or

results of operations.

Revenues recognized in excess of amounts billed to government agencies and retainage related to long-

term contracts have been recorded as unbilled receivables in the accompanying balance sheets.

Trusted Information Systems, Inc.

Notes to Consolidated Financial Statements (Continued)
(INFORMATION AS OF MARCH 29, 1996 AND FOR THE THREE MONTHS ENDED MARCH 31,

1995 AND MARCH 29, 1996 IS UNAUDITED)

1. Basis of Presentation and Significant Accounting Policies
(Continued)

Significant Accounting Policies (Continued)

Commercial Products and Services -- Revenues from the sale of goods, including software products, are

recognized upon shipment, when collection of the receivable is probable and the Company has no

significant remaining obligations. In instances where the Company directly installs its products,

revenues are recognized upon completion of installation. Commercial consulting services are provided



on a time and materials basis. The Company accounts for obligations under customer support and

maintenance agreements by deferring a pro rata portion of revenue and recognizing it either ratably as

the obligations are fulfilled or upon completion of performance.

Research and Development Research and development expenditures are charged to operations as

incurred. Statement of Financial Accounting Standard No. 86, Accounting for the Costs of Computer

Software to be Sold, Leased or Otherwise Marketed, requires capitalization of certain software

development costs subsequent to the establishment of technological feasibility. Based on the

Company's product development process, technological feasibility is established upon completion of a

working model. Costs incurred by the Company between completion of the working model and the

point at which the product is ready for general release have been insignificant. The distribution of

products incorporating encryption technology may be subject to U.S. government export restrictions.

Advertising Costs

All advertising costs are expensed when incurred. Costs which are included in expense for the years

ended December 31, 1993, December 30, 1994 and December 29, 1995 and the three months ended

March 31, 1995 and March 29, 1996 approximated $14,700, $11,800, $28,700, $5,100 and $16,600,

respectively.

Earnings Per Share

The Company's net income per share calculations are based upon the weighted average number of

shares of common stock outstanding during each period, adjusted for the dilutive effect of common

stock equivalents.

Pursuant to the requirements of the Securities and Exchange Commission, common stock and options

to purchase common stock issued at prices below the initial public offering price during the twelve

months immediately preceding the contemplated initial filing of the registration statement relating to

the initial public offering (IPO), have been included in the computation of net income per share as if

they were outstanding for all periods presented (using the treasury method and assuming repurchase of

common stock at the estimated IPO price with the proceeds of assumed exercise of the options), even if

antidilutive.

Unaudited Interim Statements The consolidated financial statements for the three months ended

March 31, 1995 and March 29, 1996 have been prepared by the Company pursuant to the rules and

regulations of the Securities and Exchange Commission. These statements are unaudited but, in the

opinion of management, include all adjustments (consisting only of normal recurring adjustments and

accruals) necessary for a fair presentation of the financial information set forth herein. The operating

results for the three months ended March 29, 1996 are not necessarily indicative of the results that

may be expected for the year ending December 27, 1996.
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Notes to Consolidated Financial Statements (Continued)
(INFORMATION AS OF MARCH 29, 1996 AND FOR THE THREE MONTHS ENDED MARCH 31,

1995 AND MARCH 29, 1996 IS UNAUDITED)

2. Property and Equipment
Property and equipment consists of:

DECEMBER 30,    DECEMBER 29,     MARCH 29,

1994            1995           1996

Land..................................................   $   123,681     $   232,926     $   232,926

Buildings and building improvements...................     1,762,738       1,762,738       1,762,738

Furniture and equipment...............................     1,029,794       1,656,097       1,976,926

Leasehold improvements................................        20,688          45,211          54,655

Construction-in-progress..............................            --       1,335,758       2,264,538

2,936,901       5,032,730       6,291,783

Less: accumulated depreciation and amortization.......    (1,056,620)     (1,317,640)     (1,412,431)

$ 1,880,281     $ 3,715,090     $ 4,879,352

3. Short-term Borrowings

At December 30, 1994 and December 29, 1995, the Company had various short-term line of credit

arrangements with a bank which allowed for aggregate borrowings of $1 million and $2 million,

respectively. Borrowings under these arrangements are due upon demand and bear interest at the

bank's prime rate plus 1% per annum (weighted average rate of 9.5% during 1994 and 1995). At March

29, 1996, these short-term line of credit arrangements allowed aggregate borrowings of $2.6 million.

After March 29, 1996, the Company entered into various agreements with the bank which increased

the aggregate available borrowings under the short-term line of credit arrangements to $5 million.

Trusted Information Systems, Inc.

Notes to Consolidated Financial Statements (Continued)

(INFORMATION AS OF MARCH 29, 1996 AND FOR THE THREE MONTHS ENDED MARCH 31,

1995 AND MARCH 29, 1996 IS UNAUDITED)

4. Notes Payable

Notes payable to banks and others consist of the following:



DECEMBER 30,   DECEMBER 29,    MARCH 29,

1994           1995           1996

Small Business Administration note due in monthly principal and interest (10.1% per annum)

installments of approximately $5,000............................... $ 435,345 $ 420,962 $ 417,133 Notes payable

to a bank: Construction note; maximum aggregate borrowings of $1.8 million; principal due in

monthly installments of $10,000 beginning September 1996; callable by the bank in August 2001 or

August 2006; personally guaranteed by a shareholder/officer................ -- 684,170 1,665,000 Mortgage

note; principal due in monthly installments of $5,128; balance due September 2003.............. 538,099

481,694 466,311 Furniture and equipment notes; principal due in monthly installments of $3,583 in

1995 and $5,667 in 1996 and thereafter............................. -- 153,836 241,004 973,444 1,740,662

2,789,448 Less current portion.................................... 75,916 160,662 215,849 $ 897,528 $1,580,000

$2,573,599 All of the notes payable to a bank described above and the short-term line of credit

arrangements discussed in Note 3 are payable to the same bank, bear interest at the bank's prime rate

plus 1% per annum (9.5% at December 30, 1994 and December 29, 1995 and 9.25% at March 29,

1996), are secured by essentially all of the Company's assets and contain cross default provisions.

Under the terms of the agreements in connection with the Construction note, the Company is subject

to certain restrictions which include, among other things, restrictions on: (i) incurrence of additional

indebtedness, (ii) distributions of dividends and capital and (iii) selling or encumbering property and

equipment.

Other than amounts due under the Small Business Administration note, the Company believes that the

carrying amount reported in the balance sheet of its other financial assets and liabilities approximates

their fair value. The fair value of the Small Business Administration note at December 29, 1995 is

estimated, using discounted cash flow analyses, to be approximately $480,000.

Trusted Information Systems, Inc.
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(INFORMATION AS OF MARCH 29, 1996 AND FOR THE THREE MONTHS ENDED MARCH 31,

1995 AND MARCH 29, 1996 IS UNAUDITED)

4. Notes Payable (Continued)

Aggregate maturities of all notes payable at December 29, 1995 are as follows:

1996..........................................   $  160,662

1997..........................................      242,128

1998..........................................      243,996

1999..........................................      227,916

2000..........................................      205,353

Thereafter....................................      660,607

Total.........................................   $1,740,662



5. Stock Options
The Company has adopted the Amended and Restated Employee Stock Option Plan (Employee Option

Plan) and the 1996 Stock Option Plan (1996 Option Plan) which provide for the grant of incentive

stock options and non-statutory stock options to executives, employees and consultants. The Employee

Option Plan and 1996 Option Plan authorize the issuance of options to acquire 10,000,000 and

2,400,000, respectively, shares of common stock. In April 1996, options were granted under the 1996

Option Plan to acquire 1,525,360 shares at an exercise price of $1.63 per share.

The vesting period and the exercise price of each option shall be determined by the respective plan

administration committee. However, for incentive stock options, the exercise price shall not be less

than the fair market value of the common stock on the date of the grant. No future options will be

issued under the Employee Option Plan.

The option activity under the plans is as follows:

OPTIONS OUTSTANDING     PRICE PER

UNDER THE STOCK PLAN      SHARE

Balance at December 31, 1993....................................         1,480,000         $    .31

Options granted...............................................         1,780,000          .31-.42

Options exercised.............................................           (19,240)             .31

Options canceled..............................................        (1,418,240)         .31-.42

Balance at December 30, 1994....................................         1,822,520          .31-.42

Options granted...............................................                --               --

Options exercised.............................................           (10,520)         .31-.42

Options canceled..............................................          (200,000)         .31-.42

Balance at December 29, 1995....................................         1,612,000          .31-.42

Options granted...............................................                --               --

Options exercised.............................................          (866,240)         .31-.42

Options canceled..............................................           (52,000)         .31-.42

Balance at March 29, 1996.......................................           693,760         $.31-.42

The Company has also adopted the 1996 Directors' Stock Option Plan (Director Plan) which provides

for the grant of non-statutory stock options to non-employee directors of the Company. The Director

Plan authorizes the issuance of options to acquire 200,000 shares of common stock. Options to

purchase 10,000 shares of common stock will be

Trusted Information Systems, Inc.
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5. Stock Options (Continued)
granted to each director upon initial election to the board of directors. The options vest ratably over

three years. Additionally, commencing in 1997, each director will annually be granted options to

purchase 2,000 shares of common stock. Such annual options will vest in full at the earlier of (i) the

first anniversary of the date of the grant or (ii) the date of the next annual meeting of stockholders. The

exercise price of options granted under the Director Plan will equal the closing price per share of the

common stock on the date of grant.

Upon a change in control of the Company, as defined by the plans, 50% of any outstanding unvested

options under the 1996 Option Plan or the Director Plan prior to the date of such change in control

shall vest and be immediately exercisable.

6. Income Taxes

Significant components of the Company's deferred tax assets and liabilities are as follows:

DECEMBER 30,  DECEMBER 29,     MARCH 29,

1994           1995           1996

Deferred tax assets:

Allowance for doubtful accounts.........................    $   9,624      $  16,905     $   20,747

Other accrued expenses..................................      280,181        343,877        359,246

Accrued vacation........................................      131,907        172,231        121,029

Other...................................................        7,757        (13,437)       (16,905)

Total deferred tax assets...............................      429,469        519,576        484,117

Deferred tax liabilities:

Unbilled receivables....................................      132,298         86,257         91,203

Property and equipment..................................        7,167          6,929          6,929

Unrealized gain on marketable securities................           --             --      1,356,000

Total deferred tax liabilities..........................      139,465         93,186      1,454,132

Net deferred tax asset (liability)......................    $ 290,004      $ 426,390     $ (970,015)

At December 30, 1994, December 29, 1995 and March 29, 1996 no valuation allowance was required

for the deferred tax assets.

Trusted Information Systems, Inc.
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1995 AND MARCH 29, 1996 IS UNAUDITED)

6. Income Taxes (Continued)
The provision (benefit) for income taxes consists of the following:



YEAR ENDED                       THREE MONTHS ENDED

DECEMBER 31,    DECEMBER 30,    DECEMBER 29,    MARCH 31,    MARCH

29,

1993            1994            1995          1995         1996

Current:

Federal........................     $ 81,924       $  475,575      $  855,775     $ 88,924

($198,989)

State..........................       18,158          132,526         180,748       18,782

(42,023)

100,082          608,101       1,036,523      107,706

(241,012)

Deferred:

Federal........................      (49,434)         (80,026)       (125,518)     (31,976)

(61,701)

State..........................      (13,854)         (22,429)        (10,868)      (9,276)

(13,037)

(63,288)        (102,455)       (136,386)     (41,252)

(74,738)

Total income tax provision

(benefit)......................     $ 36,794       $  505,646      $  900,137     $ 66,454

($315,750)

The Company's provision for income taxes resulted in effective tax rates that varied from the statutory

federal income tax rate as follows:

YEAR ENDED                       THREE MONTHS ENDED

DECEMBER 31,    DECEMBER 30,    DECEMBER 29,    MARCH 31,    MARCH

29,

1993            1994            1995          1995         1996

Expected federal income tax

provision at 34%...............     $ 24,297        $401,570        $763,028       $55,981

($251,413)

Expenses not deductible for tax

purposes.......................       11,193          14,748          13,336         3,120

5,834

State income taxes, net of

federal benefit................        2,840          72,664         112,121         6,274

(36,345)

Surtax exemption.................       (4,100)             --              --            --            -

-

Other............................        2,564          16,664          11,652         1,079

(33,826)

$ 36,794        $505,646        $900,137       $66,454

($315,750)

7. Profit Sharing Plan
The Company has a 401(k) profit sharing plan covering all permanent employees who work at least 20

hours per week. Participants may make voluntary contributions to the plan and the Company matches

these contributions, up to 5% of the employee's salary. In addition, the Company may make a

discretionary contribution based on each eligible participant's compensation. Participants

contributions vest immediately and Company contributions vest over a six-year period. Contributions

to the plan charged to operations for the years ended December 31, 1993, December 30, 1994 and

December 29, 1995 and the three months ended March 31, 1995 and March 29, 1996 totaled

$363,570, $410,629, $532,170, $137,332 and $172,902, respectively.
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8. Commitments
The Company has embarked upon a significant renovation and expansion program to its corporate

headquarters building. This program is expected to cost approximately $2.2 million and will be

financed primarily with the proceeds of the construction note (see Note 4.)

The Company leases certain office space in California, Maryland and Virginia under non-cancelable

operating lease agreements. Certain leases contain escalation clauses and require the Company to pay

its share of any increases in operating expenses and real estate taxes. Rent expense was $175,491,

$220,615, $281,381, $66,209 and $111,423 for the years ended December 31, 1993, December 30,

1994 and December 29, 1995 and the three months ended March 31, 1995 and March 29, 1996,

respectively. Future minimum lease payments under all non- cancelable operating lease arrangements

are as follows:

Nine months ending December 27, 1996......................   $229,561

1997......................................................    180,114

1998......................................................    134,441

1999......................................................     85,834

2000......................................................      1,473

Total.....................................................   $631,423

The Company maintains a self-insurance program for health care costs with stop-loss insurance.

Expense incurred for group medical claims, program premiums and stop-loss limit charged to

operations for the years ended December 31, 1993, December 30, 1994 and December 29, 1995 and

the three months ended March 31, 1995 and March 29, 1996 totaled $339,248, $476,820, $618,663,

$195,690 and $189,842, respectively.

9. Related Party Transactions

In 1994, the Company entered into an oral agreement to lease real property located adjacent to the

Company's Glenwood, Maryland headquarters from Glenwood Associates Limited Partnership

(Glenwood Associates), a limited partnership controlled by certain shareholders of the Company. The

lease provides for monthly rent of $3,929 plus payment of operating expenses. Rent expense under the

lease agreement for the years ended December 30, 1994 and December 29, 1995 and the three months

ended March 31, 1995 and March 29, 1996 was approximately $44,000, $47,000, $12,000 and

$12,000, respectively. The Company intends to purchase the aforementioned property from Glenwood

Associates in June 1996.



In August 1995, the Company issued a promissory note for the benefit of a shareholder and former

officer (Mr. Crocker) in the principal amount of $307,520 representing the balance of monies due to

Mr. Crocker in connection with the repurchase by the Company of 960,000 shares of common stock

from Mr. Crocker. This promissory note was paid in full in September 1995.

10. Subsequent Events
Effective May 31, 1996, the Company consummated a tax-free reorganization for the purposes of

becoming a Delaware corporation by issuing 40 shares of a new class of $.01 par value common stock

in exchange for each share of the then outstanding no par value Class A (voting) and Class B (non-

voting) common stock. The effect of this reorganization is reflected as if it had occurred at the

beginning of the earliest period presented.

TRUSTED INFORMATION SYSTEMS, INC. "Building A World of Trust"

[Tis Logo]

Part Ii

Information Not Required in Prospectus

Item 13. Other Expenses of Issuance and Distribution

The following table sets forth the various expenses in connection with the sale and distribution of the

securities offered hereby, other than underwriting discounts and commissions. All of the amounts

shown are estimated except the Securities and Exchange Commission registration fee, the NASD filing

fee and the NASDAQ listing fee.

Securities and Exchange Commission filing fee......................   $15,863

National Association of Securities Dealers, Inc. filing fee........     5,100

NASDAQ listing fee.................................................         *

Transfer agent's and registrar's fees..............................         *

Printing expenses..................................................         *

Legal fees and expenses............................................         *

Accounting fees and expenses.......................................         *

Blue Sky filing fees and expenses..................................         *

Miscellaneous expenses.............................................         *

Total.........................................................   $

* To be supplied by amendment.



Item 14. Indemnification of Officers and Directors
Section 145 of the Delaware General Corporation Law ("Section 145") permits indemnification of

directors, officers, agents and controlling persons of a corporation under certain conditions and subject

to certain limitations. The Company's Certificate of Incorporation and Bylaws include provisions to

require the Company to indemnify its directors and officers to the fullest extent permitted by Section

145, including circumstances in which indemnification is otherwise discretionary. Section 145 also

empowers the Company to purchase and maintain insurance that protects its officers, directors,

employees and agents against any liabilities incurred in connection with their service in such positions.

At present, there is no pending litigation or proceeding involving a director or officer of the Company

as to which indemnification is being sought nor is the Company aware of any threatened litigation that

may result in claims for indemnification by any officer or director.

The Underwriting Agreement filed as Exhibit 1 to this Registration Statement provides for

indemnification by the Underwriters of the Company and its directors and certain officers, and by the

Company of the Underwriters, for certain liabilities arising under the Securities Act of 1933, as

amended (the "Act"), or otherwise.

Item 15. Recent Sales of Unregistered Securities
During the past three years, the Company has issued unregistered securities in the transactions

described below. Securities issued in such transactions were offered and sold in reliance upon the

exemption from registration under Section 4(2) of the Act, relating to sales by an issuer not involving

any public offering, or under Rule 701 under the Act. The sales of securities were made without the use

of an underwriter and the certificates evidencing the shares bear a restrictive legend permitting the

transfer thereof only upon registration of the shares or an exemption under the Act.

(1) From January 1, 1993 through May 31, 1996, the Company issued an aggregate of 994,280 shares

of Common Stock to various employees for aggregate consideration of $307,581 upon exercise of

options granted pursuant to the Company's Amended and Restated Employee Stock Option Plan.

(2) From January 1, 1993 through May 31, 1996, the Company granted to various employees stock

options under the Company's Amended and Restated Employee Stock Option Plan and the 1996 Stock

Option Plan for an aggregate of 4,785,360 shares of Common Stock exercisable at prices ranging from

$.31 to $1.63 per share, of which options for 994,280 shares have been exercised and options for

1,787,000 shares are outstanding.



Item 16. Exhibits and Financial Statement Schedules

Exhibit No.
1.1*        -- Form of Underwriting Agreement.

3.1         -- Certificate of Incorporation of the Company.

3.2         -- Bylaws of the Company.

4.1*        -- Specimen stock certificate for shares of Common Stock of the Company.

5.1*        -- Opinion of Piper & Marbury L.L.P. regarding legality of securities

being registered.

10.1         -- Amended and Restated Employee Stock Option Plan.

10.2         -- 1996 Stock Option Plan.

10.2.1       -- Form of Incentive Stock Option Agreement pursuant to 1996 Stock Option

Plan.

10.2.2       -- Form of Non-Qualified Stock Option Agreement pursuant to 1996 Stock

Option Plan.

10.3         -- 1996 Directors' Stock Option Plan.

10.4         -- Form of Employee Agreement Regarding Confidentiality and Inventions.

10.5         -- Form of Software License and Reseller Agreement.

10.6         -- Form of Consulting Services Agreement.

10.7*        -- Form of Indemnification Agreement by and between the Company and its

directors and executive officers.

10.8         -- Construction Loan Agreement dated July 26, 1995, by and between the

Company and Mercantile-Safe Deposit and Trust Company.

10.9         -- Construction Loan Promissory Note dated July 26, 1995, by and between

the Company and Mercantile-Safe Deposit and Trust Company.

10.10        -- Deed of Trust and Security Agreement dated July 26, 1995, by and

between the Company and Mercantile-Safe Deposit and Trust Company.

10.11        -- Security Agreement, dated July 26, 1995, by and among the Company,

Mercantile-Safe Deposit and Trust Company and Stephen T. Walker.

10.12        -- Personal Guaranty Agreement dated July 26, 1995, by and between Stephen

T. Walker and Mercantile-Safe Deposit and Trust Company.

10.13        -- Revolving Note issued by the Company on April 4, 1996 to

Mercantile-Safe Deposit and Trust Company.

10.14        -- Security Agreement dated April 4, 1996, by and between the Company and

Mercantile-Safe Deposit and Trust Company.

10.15        -- Revolving Note issued by the Company on April 4, 1996 to

Mercantile-Safe Deposit and Trust Company.

10.16*       -- Security Agreement dated April 4, 1996, by and between the Company and

Mercantile-Safe Deposit and Trust Company.

10.17        -- Office Building Lease dated February 1, 1990, by and between the

Company and Perini Investment Properties, Inc.

10.18        -- Lease Amendment I dated May 26, 1994, by and between the Company and

Robert R. Walker, Jr., Receiver (relating to exhibit 10.17).

10.19        -- Standard Lease dated April 12, 1989, by and between the Company and R&B

Property Holding Company.

10.20        -- Amendment to Lease effective November 1, 1992, by and between the

Company and R&B Property Holding Company (relating to exhibit 10.19).

10.21        -- Lease Agreement dated as of October 3, 1995, by and between Trusted

Information Systems (UK) Limited and Theale Estates Limited.

Exhibit No.
10.22*       -- Contract for Sale of Real Estate, dated June   , 1996, by and between

the Company and Glenwood Associates Limited Partnership.

10.23        -- Deed and Confirmatory Deed dated July 26, 1995, by and between the

Company and Stephen T. Walker.

10.24        -- Agreement and Plan of Merger dated May 30, 1996.

11.1*        -- Statement of computation of earnings per share.



21.1         -- Subsidiaries of the Company.

23.1         -- Consent of Ernst & Young LLP.

23.2*        -- Consent of Piper & Marbury L.L.P. (to be included as part of Exhibit

5.1 hereto).

24.1         -- Power of Attorney (included in signature pages)

27           -- Financial Data Schedule

(b) Financial Statement Schedules None required. * To be filed by amendment.

Item 17. Undertakings
A. The undersigned Company hereby undertakes to provide to the Underwriters at the closing

specified in the Underwriting Agreement certificates in such denominations and registered in such

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

B. Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to

directors, officers and controlling persons of the Company pursuant to the Delaware General

Corporate Law, the Certificate of Incorporation and the Bylaws, or otherwise, the Company has been

advised that in the opinion of the Securities and Exchange Commission such indemnification is against

public policy as expressed in the Act and is, therefore, unenforceable. In the event that a claim for

indemnification against such liabilities (other than the payment by the Company of expenses incurred

or paid by a director, officer or controlling person of the Company in the successful defense of any

action, suit, or proceeding) is asserted by such director, officer or controlling person in connection with

the securities being registered, the Company will, unless in the opinion of its counsel the matter has

been settled by controlling precedent, submit to a court of appropriate jurisdiction the question of

whether such indemnification by it is against public policy as expressed in the Act and will be governed

by the final adjudication of such issue.

C. (1) For purposes of determining any liability under the Securities Act of 1933, the information

omitted from the form of prospectus filed as part of this Registration Statement in reliance upon Rule

430A and contained in a form of prospectus filed by the Company pursuant to Rule 424(b)(1) or (4) or

497(h) under the Securities Act shall be deemed to be a part of this Registration Statement as of the

time it was declared effective.

(2) For the purpose of determining any liability under the Securities Act of 1933, each post-effective

amendment that contains a form of prospectus shall be deemed to be a new registration statement

relating to the securities offered therein, and the offering of such securities at that time shall be deemed

to be the initial bona fide offering thereof.

Signatures
Pursuant to the requirements of the Securities Act of 1933, as amended, the Company has duly caused

this Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in

the Town of Glenwood, County of Howard, State of Maryland, on the 7th day of June, 1996.



Trusted Information Systems, Inc.
By: /s/ STEPHEN T. WALKER STEPHEN T. WALKER PRESIDENT AND CHIEF EXECUTIVE

OFFICER

Power of Attorney
Pursuant to the requirements of the Securities Act of 1933, as amended, this Registration Statement

has been signed below by the following persons in the capacities and on the date indicated.

Each person whose signature appears below in so signing also makes, constitutes and appoints Stephen

T. Walker and Edwin M. Martin, Jr., and each of them acting alone, his true and lawful attorney-in-fact,

with full power of substitution, for him in any and all capacities, to execute and cause to be filed with

the Securities and Exchange Commission any and all amendments and post-effective amendments to

this Registration Statement, with exhibits thereto and other documents in connection therewith, and

hereby ratifies and confirms all that said attorney-in-fact or his substitute or substitutes may do or

cause to be done by virtue hereof.

Signature Title Date
/s/ STEPHEN T. WALKER              President, Chief Executive Officer,   June 7, 1996

- ------------------------------------------   Chairman of the Board and Director

STEPHEN T. WALKER

/s/ MARTHA A. BRANSTAD             Executive Vice President and Chief    June 7, 1996

- ------------------------------------------   Operating Officer, President of the

MARTHA A. BRANSTAD               Advanced Research and Engineering

Division and Director

/s/ HARVEY L. WEISS               Executive Vice President, President   June 7, 1996

- ------------------------------------------   of the Commercial Division,

HARVEY L. WEISS                 Secretary and Director

/s/ RONALD W. KAISER              Executive Vice President and Chief    June 7, 1996

- ------------------------------------------   Financial Officer (Principal

RONALD W. KAISER                Financial and Accounting Officer)

/s/ GERALD J. POPEK Director June 6, 1996 GERALD J. POPEK /s/ CHARLES W. STEIN Director

June 7, 1996 CHARLES W. STEIN
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